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INSIDE THIS ISSUE: Screw the Pundits

The past two weeks have made me want to just flat out exit the investment

Valuations Too High p.2
business altogether. | can almost guarantee that if you listen to the talking
Buy These Tortoise Stocks p3 heads and major columnists and pundits, they will set you on a road to
financial ruin. This is not to say that we have a monopoly on information and
KEY TAKEAWAYS opinions. But, cooler heads have prevailed in these pages whereas ridiculous

rognostications and the absence of any logic have replaced true investment
= Stocks off 3.7% in past 10 days, Prog y log P

just like 3.7% drop in June advice all in the name of web traffic. Allow me to explain.

— Monetary easing to taper and so- |During the month of June we noted that with word of monetary easing in the
so earnings are drag on stocks U.S. would be reduced, the stock market took a dive. In fact, it dropped by

. L 3.7% in 2 weeks, mid-month and at one point was down over 6% from its year-
= We need a correction which is a

good thing...ignore the panic high, achieved just 3 weeks earlier. Everyone was in a panic. We pointed out

that we felt the market was on its way to a correction (10% from peak or more)

= Valuations are too high relative to Yo, that earnings were also at risk, along with poor economic numbers, so that

historical multiples and EPS growth the next few months could be rocky at best.
= Buy these tortoise stocks, small

cap undervalued boring stocks that Lo, and behold, July was kick-ass and we were wrong. Why? Magically the

investors will migrate into, looking |5@3Me people that said the end of the world was here retracted and believed

for value that the monetary tapering was further out and would not have as much of an

impact. We ourselves got lulled into believing that we had been premature in

m'_ our call and that the market would go incrementally higher.

KEY STATISTICS We should have stuck to our guns instead of giving a mea culpa. Still, we
maintained a cautious stance because of what is exactly happening right now.
Index Close 2013
DJIA 15081 15.1% Since the market high on Aug 5th (our most recent alarm bell) stocks have
dropped 3.7% in 10 days on monetary easing concerns, poorer economic
S&P 500 1656 16.1% figures and less than so-so earnings reports. Deja vu? So in hindsight , the 5
NASDAQ 3603 19.3% week rally was a false one, as we had feared, driven by bond flights and over-

R Il 2K 1024 20.6% exuberance. Nothing has really changed aside from the fact that earnings
usse .6%

season is over. So, the same people that strongly supported the rally are
claiming we are headed for a 1987-style crash, which has exacerbated an

(figures are rounded) already delicate situation.

Folks, these big declines are normal and have been on low volume. So it is ok.
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Valuations Too High

The drop in seasonal trading volume in conjunction with the market drop is good news indeed, This is not like 2 years
ago when the U.S. credit rating was reduced and panic ensued. Volume was huge then and we did not recover for
months as even more pain set in.

We need the market to retreat in order to right itself. We have been spouting on/off for months that P/E valuations
were potentially out of whack as we were at the high historical heights yet we are counting on a big move in 2H13 to
justify the valuation. If that fails to occur, it’s “Bad News Bulls”. To that end, Barron’s cover story now preaches what
we have been saying for 2 months, and that as profit estimates are too high, which has been evidenced by Company
comments and guidance over the course of this 2Q13 earnings season. Expect that to have a material impact—-
without spreading panic.

Given the current situation, we probably need to correct at least another 6-7% to normalize the valuations. This will
mean more pain for a few months. The good news is that we do not think the drops will be too terribly dramatic and

that as companies and the market get their bearings, we will have a repeat performance at year-end, just as in 2012.

| hate to say it, but the numbers just bear it out. These multiple are at the high end of the range but EPS growth is not.
Hence, the problem. Here is a graph from the most recent edition of The Wall Street Journal.

Friday, August 16, 2013

P/E RATIO DIV YIELD

8/16/2013" Year ago' Estimate” 8/16/2013" Year ago'
Russell 2000 47.70 31.47 18.67 1.67 1.57
Nasdaq 100 20.14 11.90 16.81 1.50 1.08
S&P 500 18.17 16.13 15.05 2.10 2.07

1 Trailing 12 months

A Forward 12 months from Birinyi Associates; updated weekly on Friday.

P/E data based on as-reported earnings; estimate data based on operating earnings.
Source: Birinyi Associates

So, how do we play it? First, we would recommend buying calls on oil ETFs if there is a drop in price, due to the
continued unrest in the Middle East. Although we are producing our on oil more now than we have in decades, expect
our foreign policy (or lack thereof) to screw up a good thing. Bear in mind, it is a short term play only. As to equities, do
not fear. Much like our ugly duckling stocks which have been unscathed during the downturn, here are 2 boring,
undervalued small cap stocks we refer to as tortoise stocks, that will persevere in this environment.
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Buy These Tortoise Stocks

Given the concerns about the market, there is typically a flight to safety into stocks that may rise in response to the fall

Goldman

of the rest of the market. For example, some investors may seek to exit high-flying stocks with outsized valuations in
favor of what may be construed as more stable, slow-growth profitable businesses, trading at a reasonable valuation.

Primo Water Corporation (NASDAQ — PRMW - $2.37) provides multi-gallon purified bottled water, self-serve filtered
drinking water, and water dispensers in the United States and Canada. The Company’s products and services are of-

fered at approximately 24,500 retail locations.

With the sharp decline in soft drinks such as sodas and an increasing shift toward water, including bottled water, Primo
is in a great position to enjoy top-line and bottom-line growth. In fact, the Company estimates that consumers average

35 five-gallon bottles of water consumption per year.

Earlier this week, management released 2Q13 results and raised guidance. In response, the stock recently hit a new 52-
week high and appears primed to move 30-40% higher. Primo recorded sales of $24.2M and adjusted EBITDA of $2.3M
versus $1.3M in 2Q12. The Company increased its full year 2013 adjusted EBITDA guidance, which is now expected to
range between $9.3 and $9.5 million or an increase of over 71% from 2012. For the full year, Primo reiterated its net
sales guidance at an expected range of $93.3 to $95.2 million. Considering that the stock has a market cap of under
S$60M, and it is trading around 6x FY13 EBITDA and .5x revenue, there is a lot of room to move higher. We believe
PRMW can ultimately trade 10x EBITDA, or 1x revenue, which would take it to nearly $4.00 per share.

Wireless Telecom Group, Inc. (NYSEAMEX — WTT - $1.76). WTT designs and manufactures radio frequency (RF) and
microwave-based products for wireless and advanced communications industries and markets its products and services

worldwide.

Last week, WTT announced 2Q13 results that were stellar and it appears as if this trend will continue for the balance of
the year. Revenue grew 22% from $7.1M to $8.7M while net income jumped 61% from $655,000 to $1.06 million,
aided by a $1.1M contract from the FAA. The Company is on track to generate more than $30M in revenue and around
$0.15 or so per share in earnings due to margin expansion. On a valuation basis, WTT trades less than 12x EPS and 1.3x
revenue for 2013. Moreover, with $0.32 in net cash per share, the real FY13 P/E is less than 10x this year’s EPS.

WTT was founded in 1985 and has slowly and methodically grown its business. The stock is trading around 17% below
its 52-week high which we believe will be surpassed as the Company continues to perform at a high level on an operat-
ing basis. In fact, we believe that the stock can support a multiple of 15x earnings, which would take it to the $2.25
level, a 29% increase, with little downside due to the high net cash per share and already low valuation.

Until next week...
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Rob Goldman founded Goldman Small Cap Research in 2009. Rob has over 20 years of investment and company research experience as a senior research
analyst and as a portfolio and mutual fund manager. During his tenure as a sell-side analyst, Rob was a senior member of Piper Jaffrey's Technology and Com-
munications teams. Prior to joining Piper, Rob led Josephthal & Co.'s Washington-based Emerging Growth Research Group. In addition to his sell-side
experience Rob served as Chief Investment Officer of a boutique investment management firm and Blue and White Investment Management, where he  man-
aged Small Cap Growth portfolios and The Blue and White Fund. As an investment manager, Rob's model portfolio was once ranked the 4th best small cap
growth performer in the U.S. by Money Manager Review. In addition to his work at GSCR, Rob is the editor of The Stock Junction (www.TheStockJunction.com.)

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.

The information used and statements of fact made have been obtained from sources considered reliable but we neither guarantee nor represent the completeness or
accuracy. 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.
Goldman 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
FULLEST 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 RESULT 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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