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Could This Derail the Train? p. 2

An M&A Play P-3 I Wow. I don’t know how else to describe it. We have been preaching for
weeks that once Thanksgiving hit we should start the seasonal rally. Of
course we referenced it in our Thanksgiving Special Report last week but

KEY TAKEAWAYS the magnitude of the performance took us by surprise.

= Market is rocking and will likely | Not only was it the market’s best weekly performance since June, it was
continue a pretty broad based rally. To put it in perspective, when we wrote the

= Consumer, tech, oil, and gold are | SPecial Report, we were up a couple of percentage points. The returns
the plays of the major indices doubled by week’s end.

= We expect a strong end to the year I | don’t think we are going to see another 4% weekly gain, but the trend
= Fiscal cliff, geopolitical issues in | is our friend right now. There are secular and market-specific reasons

Europe and the Middle East will be § \why the market will continue its upward trend for a while:
speed bumps along the way
At first blush, it looks like Black Friday “weekend”, was a good one. The

= A familiar M&A play for the week
J play f National Retail Federation reported that the number of brick and mortar

shoppers was up over last year, and the amount of money spent per

I SR | <oroer rose %

KEY STATISTICS Cyber Monday looks to be solid as well. Even though not all the
Index Close YD discounts are fully factored in until today, online sales were already up
o 16-18% for the weekend. Think the endless, | mean endless ads did not
DJIA 13010 6.5%
help?
S&P 500 1409 12.0% . o .
An old adage is that October and November’s pain is December’s gain.
NASDAQ 2967 13.9% By the way, even with the rally, we are still down, quarter-to-date.
Russell 2K 807 8.9%

With earnings season basically done, little corporate bad news is in the

offing.
(figures are rounded)

The rally is led by consumer stocks and tech, both of which were

slammed recently. Still, valuations remain largely attractive. Buy them,

along with oil and gold.
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Could This Derail The Train?

Look, we all know that the market is not without risks. While the rally last week was largely fueled by positive

Goldman

comments regarding the “fiscal cliff”, any stumbling blocks, unresolved issues, changes for the worse, etc.
that are discussed will have a negative impact on stocks. In our view, this issue could put a cap on gains, but
could also make for another week like last week, albeit 30 days later. Investors should expect that there may
be ups and downs, but recent public revolts by key Republicans could signal a fair and balanced end to the

issues, along with capital gains taxes, sooner rather than later. We hope.
In any event, we would avoid slow growth dividend paying stocks.

Investors should also expect that any rally be accompanied by negative stories in the financial press
regarding Obama care which while falling on deaf ears, could start to impact bottom-line forecasts, as early
as this year. What is more of a concern is the low revenue growth experienced by most companies, of late.
Rallies in the stock market are best served by true growth, not productivity gains that result in EPS increases.
If we can get some top-line growth next year, it will be a good one. If not, well...

Once again, unrest abroad seems to rear its ugly head. While Greece seems to be quiet for the moment,
disenfranchisement in Spain, resulting in a potential secession of Catalonia from Spain is likely to turn heads
until one can make heads or tails of it. France remains on shaky ground and we expect it will shake its saber

in the foreign policy world to assert itself while things at home are rough.

We maintain, reluctantly, that as long as Germany is on stable ground, Europe will maintain some semblance
of status quo. Still, any more of what we had earlier this fall will not bode well. An unlikely event in our view,

but possible nonetheless.

Still, nothing vexes us more than the trouble in the Middle East. While unrest regarding the former terrorist
turned new “Pharaoh” in Egypt will take some pressure off Israel, although it could be the precursor of

other, declining relations. Moreover, the on/off conflict in Israel is not going to go away anytime soon.
What does this all mean?

Any or all of the above will serve as speed bumps but not enough to stop the train altogether. Still, better

own some oil. Unrest will have an impact on prices, as would any measurable consumer growth in the U.S.
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M&A ON THE WAY

Ok. | am going to go out on a real limb here. In early August, Knight Capital Group (NYSE—KCG—S$2.49)
announced it had lost over S400M due to trading miscues associated with its algorithmic trading. The stock
collapsed, there were concerns that the Firm, which is one of the largest and most important market makers,
would go under. Over the ensuing days, the Company raised enough money to satisfy its net capital
requirements and take care of the problem, at least for a while.

At the time, we wrote that we felt it was a good buy and that the stock was oversold. The stock was over
$3.00 then. On Friday, it closed at $2.49. Here is the
kicker. As of Sunday night, there are rumors swirling
that 2 of the firms that bailed out Knight in August
were bidding to buy Knight outright. While Knight
N management has said that that nothing is imminent
and that it is happy to continue under the current
organization, it will review offers if they are of value to

the company and its shareholders.

So what does this all mean? Well, one could take the
view that there is smoke but no real fire. We take the

opposite approach and take it to another level.

Another troubled firm, Jefferies (NYSE—JEF) just agreed to be acquired by its largest shareholder. The deal
was roughly worth a bit higher than JEF’s tangible book value (by our back of the envelope calculations. If we
use the same metric to asses a buyout price to KCG, we believe it could be acquired for $3.25—53.60.
Moreover, the timing of these rumors is very interesting. A week from today, KCG is holding an analyst day.
We believe that if all of these stories are accurate, that it could close this week, ahead of the analyst day. It

would make perfect sense.

The bottom line is that it will probably be up at the open and we would feel comfortable buying it under
$3.00, but would not chase it much beyond that, if at all. It could be a quick gain this week, or perhaps
ultimately be sold at this valuation early next year. In any event, KCG is our play of the day.

Until next week....
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Analyst Certification

1, Robert Goldman, hereby certify that the view expressed in this newsletter report accurately reflect my personal views about the subject securities and issuers. | also certify
that no part of my compensation was, is, or will be, directly or indirectly, related to the recommendations or views expressed in this research publication.

Disclaimer

This newsletter was prepared for informational purposes only. Goldman Small Cap Research, (a division of Two Triangle Consulting Group, LLC) produces research via two
formats: Goldman Select Research, which typically highlights small cap and mid cap companies, and Goldman Opportunity Research, which includes micro cap companies.
The Select product reflects the Firm’s internally generated stock ideas while the Opportunity product reflects sponsored research reports.

It is important to note that while we may track performance separately, we utilize the same coverage criteria in determining coverage of all stocks in both research formats.
Please view the company’s individual disclosures for each engagement, which can be found in each company-specific report. All information contained in this newsletter and
in our reports were provided by the Companies or generated from our own due diligence. Our analysts are responsible only to the public, and are paid in advance to eliminate
pecuniary interests, retain editorial control, and ensure independence. Analysts are compensated on a per report basis and not on the basis of his/her recommendations. The
Firm has not been compensated nor does it expect to be compensated for the any research services for any of the other companies mentioned in this newsletter. Please read
the disclaimers found on the initiation reports and updates for compensation disclosure and research subscription terms.

The information used and statements of fact made have been obtained from sources considered reliable but we neither guarantee nor represent the completeness or accura-
cy. Goldman Small Cap Research did not make an independent investigation or inquiry as to the accuracy of any information provided by the Company, or other firms. Gold-
man Small Cap Research relied solely upon information provided by the Company through its filings, press releases, presentations, and through its own internal due diligence
for accuracy and completeness. Such information and the opinions expressed are subject to change without notice. A Goldman Small Cap Research report, note, or newsletter
is not intended as an offering, recommendation, or a solicitation of an offer to buy or sell the securities mentioned or discussed. This report or newsletter does not take into
account the investment objectives, financial situation, or particular needs of any particular person. This report or newsletter does not provide all information material to an
investor’s decision about whether or not to make any investment. Any discussion of risks in this presentation is not a disclosure of all risks or a complete discussion of the risks
mentioned. Neither Goldman Small Cap Research, nor its parent, is registered as a securities broker-dealer or an investment adviser with the FINRA or with any state securities
regulatory authority.

ALL INFORMATION IN THIS REPORT OR NEWSLETTER IS PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR REPRESENTATIONS OF ANY KIND. TO THE FULL-
EST EXTENT PERMISSIBLE UNDER APPLICABLE LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL NOT BE LIABLE FOR THE QUALITY, ACCURACY, COMPLETENESS, RELIABILITY
OR TIMELINESS OF THIS INFORMATION, OR FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL, SPECIAL OR PUNITIVE DAMAGES THAT MAY ARISE OUT OF THE USE OF
THIS INFORMATION BY YOU OR ANYONE ELSE (INCLUDING, BUT NOT LIMITED TO, LOST PROFITS, LOSS OF OPPORTUNITIES, TRADING LOSSES, AND DAMAGES THAT MAY RE-
SULT FROM ANY INACCURACY OR INCOMPLETENESS OF THIS INFORMATION). TO THE FULLEST EXTENT PERMITTED BY LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL
NOT BE LIABLE TO YOU OR ANYONE ELSE UNDER ANY TORT, CONTRACT, NEGLIGENCE, STRICT LIABILITY, PRODUCTS LIABILITY, OR OTHER THEORY WITH RESPECT TO THIS
PRESENTATION OF INFORMATION.

For more information, visit our Disclaimer: www.goldmanresearch.com
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