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Upside Down

“Innovation distinguishes between a leader and a follower.”

The quote above really sets the tone for this week’s Guide. Can you
guess who said it? The answer can be found below.

Anyway, investors must have ended the week scratching their
heads. It seems what’'s up is down and what is down is up. Last
week Microsoft, Intel, IBM, and Hewlett Packard all reported
quarterly results. And save perhaps for Microsoft to a degree, the
results were strong.

What makes this noteworthy for 3 of the 4 is that PC shipments and
the must-haves that go with them (like software and accessories)
have been in decline, led by sluggish netbooks, in favor of tablets,
and basically anything that fits into one’s hand. Additionally, a
bunch of high-growth upstarts have been trying to eat into IBM’s
service-business market share.

HP is the real shocker. Some had left it for dead (or at least a slow
death due to lack of innovation and a new game plan.)

On the flipside, King Google stumbled badly, missing estimates.
Wasn’t Google poised to take over the world?

This phenomenon wasn’t limited to the tech world. Citigroup and JP
Morgan, two banks which many investors lauded in the financials
space missed forecasts. Meanwhile, the media pariah Bank of
America actually made money in the quarter reversing recent
trends.

To top it off, GM (General Motors or Government Motors depending
upon your political bent) has reclaimed its title of world’s top-selling
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automobile maker.

I am not providing this information as a recap of news reports.
There is a major lesson to be learned here.

To use a sports analogy, the resurgence of the tech bellwethers
versus the stumbles of the current king of the heap is akin to the
Yankees being overlooked by another team that has shown flash.

It may not be exciting to talk about the Yankees because we are so
accustomed to their success and we feel it must be on the decline
because others are on the rise. Then you turn around and they are
right there.

Companies that have a history of success due largely to innovation
will likely survive and succeed, even if they are supplanted by
others for periods of time, as long as they continue to change and
innovate. Eastman Kodak did not, and they filed for bankruptcy last
week.

Leaders remain leaders until they prove they are laggards,
regardless of sentiment. And that is where investments should be
directed. (More on this below.)

Speaking of Leaders/Laggards

A few months ago we gave predictions of companies we felt would
be or could be acquired during 4Q11. These included Yahoo! and
Research in Motion (RIM.) Last week, both stocks were given a
boost. Rumors swirled that RIM might be bought by Samsung, or at
the least license some of their IP (intellectual property) to generate
revenue. One of Yahoo'’s co-founders stepped down, bringing
speculation that a deal could be in the cards.

So, we may be right about one or both, albeit a bit late.

In any event, both of these companies were leaders but quickly
became laggards. RIM’s focus on the business customer and the
ignorance of where consumer interest was heading doomed the
company that was essentially a “closed” technology company.
Yahoo’s missteps early on in Internet advertising and its focus on
portals, banners, and content instead of search and branding in
multiple services and offerings crushed it.

By the way, the quote at the top is attributed to this generation’s
greatest innovator, Steve Jobs.
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Two Great Charts

Since the theme has been leaders, we have unearthed two stocks
that have made a bit of a run lately but have great looking charts
and could be worth a quick 10-20%.

First up is Napco Security Systems (NASDAQ — NSSC - $2.81.)
Napco has been in business for over 40 years and has been publicly
traded since 1972. Napco produces intrusion and fire alarms, access
control, and other related security systems. If you look at the
financials, you might yawn. The Company is a slow top-line grower,
to the tune of 6-12% annually, in its best years. But it continues to
innovate!

Plus, if you lift up the hood, you will see that in its most recent
quarters, the Company has pared down debt, increased operating
margin, and revenue. Moreover, Napco has been introducing higher
profit margin products and services which carry recurring revenue
streams and meet demand in an area a little outside of the
traditional Napco sweet spot. The Company has been doing some
investor relations engagements which have also helped the stock.
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Volume has been on the rise and the stock looks like it wants to
bust through its 52-week high of $3.02, which is just 7% higher
than Friday’s close.

Next up is a “fun” company. The Female Health Company (NASDAQ
— FHCO -$5.17) manufactures and markets the FC2 Female
Condom® (FC2), which is available in the U.S. and in about 120
other countries globally. The FC2 Female Condom® is the only
available FDA-approved product controlled by a woman that offers
dual protection against sexually transmitted diseases, including
HIV/AIDS, and unintended pregnancy. The World Health
Organization (WHO) has cleared FC2 for purchase by U.N.

agencies.

For the 2011 fiscal year ended in September, revenue and EPS were
down, hurting the stock. However, much of the decline was a result
of delays in major shipments, including a 20 million unit order to the
United Nations Population Fund (UNFPA), on behalf of Brazil. The
UNFPA is a major provider of FHCO’s flagship product to emerging
nations around the world, in a large-scale effort to reduce HIV/AIDS
proliferation.

In addition to this large order, trends are very favorable for The
Female Health Company. These include: the feminization of
HIV/AIDS, the complexity of developing easy-to-use alternative
prevention methods, and the emergence of drug resistant strains of
sexually transmitted infections.

We should note that for FY11, revenue was $18.6M with EPS of
$0.19. This compares with FY10 revenue of $22.2M and EPS of
$0.24. If the Company were to just return to its FY10 revenue and
EPS levels, the stock would likely approach $6.00, which is a 33%
return from current levels. With a 4.4% dividend to boot, FHCO is a
great story for savvy investors seeking a stock that helps provide an
innovative solution to a global health problem.

This stock also looks like it wishes to approach or break-through its
52-week high of $5.69, as evidenced by the chart below.
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Until next week...

Goldman Small Cap Research The Goldman Guide www.goldmanresearch.com

Copyright © Goldman Small Cap Research, 2012




Analyst: Robert Goldman

Rob Goldman 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 Jaffray's Technology and
Communications 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 managed Small Cap Growth portfolios and The Blue and White Fund.

Analyst Certification

I, 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 report.

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 companies
mentioned in this newsletter. Please read the disclaimers found on the initiation reports 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 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 1S” 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

Goldman Small Cap Research The Goldman Guide www.goldmanresearch.com

Copyright © Goldman Small Cap Research, 2012



