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The Market Could Use Some Yelp

Sorry for the bad pun but | could not resist.

The stock market is pretty directionless these days with a push-
pull between economic data, valuation, oil prices, and geopolitical
issues. It needs a boost of some sort, somewhere. That
something may come in the form of Friday’s highly anticipated
IPO of Yelp, the local business review site. But, the market could
also use Yelp in another way. More on that in a moment.

If memory serves, the early speculation regarding Yelp’s
valuation was north of $1 billion. Based on the filings we perused
over the weekend, that valuation is closer to the several hundred
million mark, depending upon the final pricing.

As is usually the case with many IPOs, the question becomes,
how will this perform? Another question might be: Since it is a
relatively average IPO (in terms of dollars raised and valuation)
is a strong performance good enough to give the market a shot
in the arm?

I am kinda split on these issues. Historically, underwriters would
shy away from bringing companies public on Fridays and | seem
to recall they would generally not perform that well. The
reasoning behind a Friday IPO is that the market may be weak,
but if you do it on a Friday, the retail investor reads about it and
then comes in as buyers the next Monday. Otherwise, while you
might get a good pricing, if the market is weak, the support could
be limited.
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In Yelp’s case, | think there is some correlation, but | also think
that it should perform well, on its own merits. Yelp has a great
brand, a following of 66 million passionate, monthly unique
visitors. Users on the site really provide a value proposition to
the local businesses and consumers seeking its product or
service.

Some IPO watchers seem unsure about how well it will perform,
given that social media and Internet-based IPOs have been a bit
of a mixed bag in recent months. From the outside looking in, we
think it will do at least as well as Angie’s List (NASDAQ — ANGI)
which is a different model, but in the same segment.

Angie’s List solicits memberships from consumers who provide
reviews on local businesses and services. The 1 million-plus
members have access to exclusive discounts from these
providers, who, by the way, cannot pay for placement on the list.

With Yelp, revenue is generated from local business and brand
advertising whereas ANGI’'s primary revenue driver is
memberships. We should note that for 2011, ANGI generated
$90M in revenue and a pretty hefty loss of $49M. Yelp recorded
roughly $83M in revenue and a loss of $16.9M.

It seems that Yelp’s model is a better one in the long run given
the high membership acquisition costs for ANGI, and the fact that
Yelp is probably closer to profitability, helped along by a more
diverse revenue stream. Bottom line: Look for a modest pop from
Yelp, which might even be helped along by its millions of adoring
users who may wish to own a piece of the reviewing site. Plus,
despite its relatively small size, a pop would probably help end
the market on an up note.

One final thought: Think about how different the market would
be if there was a Yelp for brokers, advisers, money managers,
mutual funds, investment banks, and guys like me. There are
separate ratings services such as Morningstar, but | bet that
some of the shenanigans in the market could be averted with a
Yelp-type service. The bad apples would be gone and poor
performers would be forced to upgrade and the good ones would
be rewarded.

Food for thought...
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Don’t Fall Into the Trap

Numbers can be exciting, inviting, and intimidating. The Dow
Jones Industrial Average reached 13,000 last week for the first
time in four years. Will it close above 13,000 for days or weeks in
a row, and is it sustainable? The NASDAQ Composite is
approaching the 3,000 mark for the first time in, well, since
December 2000---and that was on the way down! Will we reach
this mark for the first time in almost 12 years?

Who cares? Don’t fall into this trap as a basis for investing
decisions. These milestones are meaningless and the answers will
not take your portfolio to the Promised Land.

These are questions the media likes to ask. These are also
questions that the average investor likes to ask. If they do occur
they are likely triggers for the average retail investor to put more
money in the market.

And that is why most people in the media, the blogosphere, and
most average investors are all morons. When I managed money,
I thanked these people. After all, the only better negative
barometer you could find were when mainstream financial
publications such as Money or Business Week declared bull
markets on their magazine covers. The pros use these milestones
to sell not buy.

As a reader to these pages, you are automatically infinitely
smarter than the average investor or trader. You already know
that these types of numbers in the “market” are meaningless. It
is human nature to like round numbers. Inherently, we want to
buy and sell as close to a round number as possible. Many
investors routinely enter stop-loss orders with round numbers.
Don’t get caught up with those strategies.

Some of you newer or younger investors may not remember the
days when stocks were quoted in fractions, not cents. They were
“teenys and “eighths.” In those days investors were less
concerned with round numbers and more with trends, flows and
percentage gains. In fact, in Europe many institutional investors
could scarcely give you an accurate quote. Instead, he/she will
cite how much a stock has increased or decreased on a
percentage basis. Decimalization has helped liquidity but it has
also harmed the average Joe’s ability to make correct decisions.
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We have talked about pigs getting fat and hogs getting
slaughtered. Don’t be a hog. Set a reasonable goal/target for
each stock purchase on a percentage basis. Don’t be afraid to sell
a portion of your position into strength. Yes, you will incur more
costs but it is the prudent and wise thing to do and is more often
than not, a more profitable trading method.

We have been cautious about the near term direction of the
market and if you start to hear/read a great deal about 13,000
and 3,000 and other nonsense, you should be cautious too. Be
smart and don’t get caught up with monitoring the “market”.
Monitor your stocks instead.

Politics Meets Investments

The financial plan salvos have been fired by the Obama
administration and the Romney campaign. While none of
President Obama’s plans are expected to be passed in an election
year, the rhetoric from both sides is a glimpse into what may lie
ahead next year for the economy and the stock market. It is
way too early to handicap anything but having a sense of
direction is not a bad thing.

President Obama has proposed reducing the corporate tax from
36% to 28% but reducing a large number of tax breaks and
closing loopholes used by companies in a variety of industries,
including oil and gas. As a result, not all industries are made
equal.

Not to be outdone, Mitt Romney is calling for a reduction of the
corporate tax rate to 25%, a reduction in the top-end individual
income tax rate to 28%, repealing the alternative minimum tax
and the inheritance tax, and proposed that no one earning less
than $200,000 annually should be subject to the 15% capital
gains tax.

Conversely, President Obama has proposed an increase in the
capital gains tax to 20% from 15% and a massive increase in the
tax on dividends to 39.6% (before taking into account other
taxes which raise it even higher.)

What would all of this mean for stock investors?
In response to the Obama proposal, we may see even small

companies sitting on a lot of cash declare dividends this year, or
accelerate the rate of dividends, followed by suspension next
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year. Simulations Plus (NASDAQ — SLP - $4.10) has done exactly
that and the stock is up nearly 25% since the announcement.
More importantly, we would expect that more money flows into
non-dividend-paying equities could occur next year as investors
previously seeking dividends determine that the tax makes it
cost-prohibitive and the risk/reward, worth the risk.

The unfortunate after-effect could mean a return to some of the
volatility we saw in 2011 as these investors are not likely to
invest large sums in this category for long periods.

We might even see an appetite return for high-yielding, low
quality corporate bonds. Issuers would not have to pay taxes on
these distributions (interest income versus dividends) and the
effective tax rate on interest income is likely to remain lower
than on dividends, under the Obama plan.

Under the Romney plan, which while more favorable to the
market is unlikely to pass even if he were to win office, the
environment for attracting capital and investing would probably
be better in the aggregate. It will be interesting to see how this
all shakes out and how companies and institutional investors
position themselves in the coming months.

NASDAQ vs. OTC

There are literally thousands of small caps, micro caps, and
penny stocks traded in the U.S. markets. It can be a challenge to
find real gems. Interestingly, when retail investors perform
research or due diligence on stocks, they base a lot of the
decision-making process on the reward side of the risk/reward
ration. When investment pros perform due diligence, they focus
on risk rather than reward.

Why?

Risks are current and pervasive while rewards are in the future.
One of the keys to investing success is not having huge winners.
It is about managing risk. If risk is minimized real gains are more
easily obtained. Otherwise it's like trading in a used car in which
you are upside down on (loan greater than current value) and
you attempt to buy a newer car yet have a lower down payment.
You are already behind the proverbial 8-ball.
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With that in mind, how does one manage risk in a particular
stock?

One easy method of measuring and managing risk is how one
approaches investments in stocks that trade on NASDAQ versus
the OTC (BB, QB, PK). In most cases, NASDAQ companies are
larger or more mature in their business than OTC firms. Most
people associate larger size with lower volatility, lower risk and
fewer rewards but that is not necessarily so.

Risk includes share price and average volume. Both factors are
used to measure liquidity and volatility, as each change in price
for a lower-priced stock is going to have a larger percentage
move than a higher one. Plus, a stock trading with greater
volume usually offers less risk than a thinly traded one due to
liquidity issues.

Another key is financial and news reporting. If a company
routinely provides material news and financial results, risk is
minimized. Of course risk is always greater if a company is not
well capitalized, but that is another discussion.

Generally speaking, we prefer NASDAQ companies over OTC, as
there are more stringent requirements for listing, management
teams provide, greater information transparency, stocks have a
larger following, and tend to offer lower volatility. Frankly,
NASDAQ stocks attract investment a bit more than OTC, which
attracts traders more than investors. With higher volume
NASDAQ stocks, the risk of losing a great deal quickly is limited
whereas with OTC stocks, big rises and drops are more the norm.

As we noted above, simply by minimizing losses, or the prospect
of losses, one manages risk. This does not mean that a NASDAQ
stock will not decline 30% in a day. They can and do. But, on
average, declines are tempered, as are gains. However, gains
tend to have longer, sustained periods on NASDAQ.

With that said, this does not mean OTC stocks are just a
crapshoot---far from it. OTC stocks are less mature and the
trading styles and activity are geared for, well, traders! In the
OTC world, investors and traders are more likely to make much
higher gains than on NASDAQ if they invest in the right type of
companies.
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Companies with management teams that have proven success
are critical as OTC stocks are largely a bet on management. If
one trades in OTC stocks that have growing revenue bases with a
clear path to near term success, clear financial backing, or are
leaders in a niche segment of their respective industries or
practice areas, success is much more likely. After all a good
story with little else is just a good story.

Finally, we strongly remind investors and traders that with more
intermittent volume in OTC stocks, buying based upon just
announced or expected catalytic events are keys to success.

(For a perfect example of how to succeed based on catalytic

events, check out an update just released today on Mimvi, Inc.
(OTCQB: MIMV - $0.12.) Go to

But, one must set a tangible, realistic price target and/or stop
losses with these transactions as well. That is as much a part of
risk management as anything else.

Until next week...

Analyst: Robert Goldman
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Disclaimer
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Companies or generated from our own due diligence. Our analysts are responsible only to the public, and are paid in advance to
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listed companies mentioned in this newsletter. The Company has been compensated $8,000 by Mimvi, Inc, for a research services

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

Copyright © Goldman Small Cap Research, 2012


http://www.goldmanresearch.com/�
http://www.goldmanresearch.com/Popular/the-next-takeover.html�
http://www.goldmanresearch.com/Popular/the-next-takeover.html�
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The information used and statements of fact made have been obtained from sources considered reliable but we neither guarantee
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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
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For more information, visit our Disclaimer: www.goldmanresearch.com
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