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The tech sector (S&P 500 Info Tech Index) has outperformed the broader market and all other sectors year-
to-date, with a 21.5% total return vs 7.0% for the S&P 500 Index, despite macro headwinds and volatility in the
bond market due to recent bank failures. Many investors are wondering whether the tech sector, particularly
mega cap tech, is the new safety trade.
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Source: Bloomberg, as at March 31, 2023

From a positioning perspective, heading into 2023, sentiment towards the tech sector was negative given last
year's underperformance and as a result, the sector was generally underweighted. This extreme pessimism
provided the ingredients for a rally in the sector, especially given recent earnings results which were better
than expected and, in some cases, results were already priced in before the announcement.

Consequently, reported results acted as an event catalyst. A factor rotation into growth, from value, also
fueled the rally in the tech sector. In addition, volatility in the energy and financial sectors helped drive the
rotation into tech given the low correlation between them. In other words, due to idiosyncratic risk in the index
constituents, when one sector underperforms another low correlated sector outperforms (all else equal).

The tech sector offers both offensive and defensive characteristics from a fundamental perspective.
Companies with high recurring revenue and growth are considered offensive. Profitable ones with solid
cash flow generation and return of capital (share buybacks and dividends) are considered defensive. Best
in class tech companies have high rates of return on invested capital and exhibit a track record in accretive
acquisitions. Tech companies that announced prudent cost optimization initiatives were rewarded by the
market (given the subsequent share price appreciation) as this falls directly to the bottom line given high
operational leverage. In our view the tech sector remains attractively valued, trading at 5x premium to the S&P
500 (75th 5-year percentile) which is 1.2x above the 5-year average, but well below prior peaks of 8x (Q12021)
and recent peak of 7.4x in early February 2023.


https://www.bromptongroup.com/TLF
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Source: Bloomberg, as at March 20, 2023. Forward price-to-earnings (P/E) of the S&P 500
Information Technology Index relative to the S&P 500 Index.

Brompton’s Approach

In our technology fund, Brompton Tech Leaders Income ETF (TLF, TLF.U), we first use top-down analysis
to determine sub-sector weightings, considering a combination of quantitative, technical, style, market
positioning, fundamental and valuation factors. When analyzing companies for inclusion in the portfolio,
many factors may be considered including valuation, financials, business models, management, strategy,
competitive positioning, products, future prospects, geographic exposure, among others. We prefer to
invest in companies that have market leading positions, a combination of revenue growth and free cash flow
generation, and an expanding pipeline of opportunities. Investors can also get exposure to technology in
Brompton Global Dividend Growth ETF (BDIV) which invests in large capitalization global dividend growth
companies. Both funds use an active covered call writing strategy to generate income and lower portfolio
volatility.

This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The
opinions contained in this report are solely those of Brompton Funds Limited ("BFL") and are subject to change without notice. BFL makes every effort to
ensure that the information has been derived from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or
damages, whether direct or indirect which arise from the use of this information. BFL is under no obligation to update the information contained herein. The
information should not be regarded as a substitute for the exercise of your own judgment. Please read the relevant prospectus before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the
prospectus before investing. Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.

Information contained on this page was published at a specific point in time. Upon publication, it is believed to be accurate and reliable, however, we
cannot guarantee that it is complete or current at all times. Certain statements contained in this document constitute forward-looking information within
the meaning of Canadian securities laws. Forward-looking information may relate to matters disclosed in this document and to other matters identified
in public filings relating to the funds, to the future outlook of the funds and anticipated events or results and may include statements regarding the future
financial performance of the funds. In some cases, forward-looking information can be identified by terms such as “may’, “will’, “should’, “expect’, “plan’,
“anticipate’ “believe’, “intend’, “estimate’] “predict’, “potential’] “continue” or other similar expressions concerning matters that are not historical facts.
Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These forward-
looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.
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