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Your insights are only as good as your data

• Traditional industry classification systems group companies into a sector
based on their primary business segment, thereby treating each company as
one entity with a single product line.

• Secondary and tertiary product line exposures are overlooked – these non-
primary businesses can include exposure to new and emerging technologies.

• Using individual product lines to analyze public equity managers,
benchmarks, and portfolios provides investors with an enhanced level of
precision, enabling better analysis of investments and embedded business
risks.

Introduction

Many of us are familiar with the experience of having our eyes examined and getting a
new pair of glasses. When you wear the glasses for the first time, the world around you
sharpens, and details previously blurred come into focus.Similarly, the view of your
public equity portfolio may be blurred by a dated and limited approach to company
classifications. Now may be the time for a new pair of glasses when analyzing
investments for your portfolio.Traditional industry classification systems, such as GICS
(Global IndustryClassification Standard) and ICB (Industrial Classification
Benchmark), assign companies to a sector based on its primary business segment. This
primary business is treated as the only business in which a company is engaged. These
frameworks, for instance, consider Amazon as only an online retailer andDisney as only



a consumer media producer, without accounting for the multiple other businesses that
each of these companies operate, such as Amazon WebServices or Disney’s various
parks and resorts. While this approach to industry classification simplifies how
companies are categorized, it comes at the cost of significantly reduced precision and
granularity. Using Syntax’s proprietaryFIS1 classification framework, all of Apple’s
product lines – not only its primary business segment – and their respective percentage
of attributed revenues are shown in Exhibit 1 to demonstrate this point

Exhibit 1: Apple – Sector and Product Line Exposures (as of December 31, 2022)

In the Sankey diagram above, 80.2% of Apple’s revenues are classified under
theInformation Tools sector, driven by three IT Hardware product lines: WirelessPhones
(52.1%), Computers (17.6%), and Other Consumer Electronics (10.5%).Apple also has
meaningful exposure to the Information sector (19.8%) from revenues associated with
its Mobile App Store, which is not captured when using traditional industry
classification systems. In other words, investors relying on traditional classification
frameworks would be discounting 20% of the company's revenues, as well as the related
business characteristics and risks associated with this product line.

Furthermore, investors should be wary of focusing solely on a company’s primary
business segment because, in some instances, emerging technologies and innovations
begin as smaller product lines within larger companies and remain as secondary or
tertiary exposures before growing into meaningful revenue sources over time. To
emphasize this point, we screened the Syntax 500 universe (i.e., U.S.large-cap equity) for



companies with cybersecurity revenues in Exhibit 2.

Exhibit 2: Cybersecurity Revenue Exposure – Syntax 500 Universe

16 companies reported cybersecurity revenues, ranging from 2% to 100%, with half
attributing cybersecurity as their main revenue source. Interestingly, the three
companies with the largest market capitalization (Accenture, Cisco Systems, and
Raytheon) had the lowest percent revenue exposure (12.0%, 7.2%, and 2.0%, respectively)
to cybersecurity. Although cybersecurity is currently a relatively small product line for
Accenture and Cisco Systems, both companies are sizable players in this market. In the
last column of Exhibit 2 are the values for exposure-modified market capitalization,
which is a directional measure of what the cybersecurity product line of each company
contributes to the respective organization’s overall valuation. By this metric, Accenture
($25.2 billion) and Cisco Systems ($15.5 billion) would rank fourth and seventh in terms
of their industry presence, despite cybersecurity being a relatively small revenue source
for each company.

This example highlights one of the key challenges that arise when relying upon data
that is based on a company’s primary business segment to analyze a stock or portfolio.
Investors ultimately get an incomplete picture of a company's characteristics, risks and
underlying business models when it is classified under one sector that is associated
only with its primary business segment. This limitation can become problematic and



have meaningful impact on portfolio analysis. For example, Syntax was recently asked
by an investment consulting firm to review the exposures of an actively managed
portfolio that is benchmarked to the Russell 1000 Growth Index. To quantify the
manager’s exposure to emerging technology, we used our Technology Revolution Lens,
which groups together revenues related to cutting- edge technology, to evaluate the
portfolio. Exhibit 3 below compares the manager’s and the benchmark’s holdings,
which were classified according to the underlying companies’ primary sector.

Exhibit 3: Sample Client Portfolio and Benchmark Exposure to Syntax’s Tech Revolution Lens – Primary Sector

The primary sector view shows that the actively managed portfolio has merely 2.5%
exposure to emerging technologies, an underweight of roughly 6 percentage points
versus the benchmark.
However, this is a misleading view because many of the portfolio’s holdings are engaged
in cutting-edge technology but are not currently these companies’ primary business
segment or revenue source. In Exhibit 4, the holdings of the actively managed portfolio
and the benchmark are again compared using Syntax’s FIS® framework with “product
line glasses” that account for the underlying companies’ secondary and tertiary
exposures.



Exhibit 4: Sample Client Portfolio and Benchmark Exposure to Syntax’s Tech Revolution Lens – Product Lines

By including all the product lines of the underlying holdings, the results seen in Exhibit
4 are significantly different to those in Exhibit 3. The actively managed portfolio’s
exposure to Technology Revolution activities rose from 2.5% to 14.9%. Relative to the
benchmark’s exposures, the portfolio, which was underweight by approximately 6
percentage points when using primary sector data, is now overweight by more than 6
percentage points when using Syntax’s product line data.

Importance of Going Granular:

By including all the product lines of the underlying holdings, the results seen inExhibit 4
are significantly different to those in Exhibit 3. The actively managed portfolio’s
exposure to Technology Revolution activities rose from 2.5% to 14.9%.Relative to the
benchmark’s exposures, the portfolio, which was underweight by approximately 6
percentage points when using primary sector data, is now overweight by more than 6
percentage points when using Syntax’s product line data.

• Are you confident in the data that informs your investment decisions?
• Do you have a clear and full picture to assess investment managers in depth?
• How well do you know the business risks embedded in your public equity portfolio?

Just remember – your insights are only as good as your data.

Learn more about how the granularity and precision of product line data in the Syntax
Affinity Platform can improve and sharpen your research and analysis of public
equities at www.syntaxdata.com/affinity.



About Syntax

Syntax LLC is a financial data and technology company that codifies business models
into a relational system we call Affinity Data™. Syntax operates through three segments:
Affinity Data™, Syntax Direct™, and Syntax Indices™. Using its patented FIS® technology
inspired by systems sciences, the Affinity Data™ segment offers the most
comprehensive, granular, and accurate product line revenue data available on the
market. The Syntax Direct™ segment then uses this abundance of data to facilitate the
near instantaneous creation and ongoing management of boundless direct indexing
solutions and rules-based equity portfolios through a fully automated platform. The
Syntax Indices™ segment offers customized and proprietary indices, including core
global benchmarks and micro- and macro-thematic, smart beta, defined outcome, and
target volatility indices. These indices are foundational for a range of financial products,
such as ETFs, UITs, and structured products.

Important Disclaimers

This document is for informational purposes only and is not intended to be, nor should it be construed or used as an offer
to sell, or a solicitation of any offer to buy, any security. Additionally, the information herein is not intended to provide, and
should not be relied upon for, legal advice or investment recommendations. You should make an independent
investigation of the matters described herein, including consulting your own advisors on the matters discussed herein. In
addition, certain information contained in this informational piece has been obtained from published and non-published
sources prepared by other parties, which in certain cases have not been updated through the date hereof. While such
information is believed to be reliable for the purpose used in this informational piece, such information has not been
independently verified by Syntax and Syntax does not assume any responsibility for the accuracy or completeness of
such information. Syntax LLC, its affiliates and their independent providers are not liable for any informational errors,
incompleteness, or delays, or for any actions taken in reliance on information contained herein. Charts and graphs are
provided for illustrative purposes only. Syntax®, Stratified®, Stratified Indices®, Stratified-Weight™, Stratified Benchmark
Indices™, Stratified Sector Indices™, Stratified Thematic Indices™, Affinity® and Locus® are trademarks or registered
trademarks of Syntax, LLC and its affiliate Locus LP.
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