Goldman

SMALL CAP RESEARCH

The Goldman Guide

VOLUME 5| ISSUE 15 | APRIL 13, 2014

INSIDE THIS ISSUE:
All Good Things...

RouUND TABLE: WHAT To Do FROM HERE

KEY TAKEAWAYS

= A lousy market brings us a
modified roundtable discussion
on the market and future buys

= Sector performances will sur-
prise you

= Small cap value and stocks
above their 20-day averages
may be the way to go

= High yield bond ETFs could be
the best short term play

= Golf: All good things must
come to an end

KEY STATISTICS

Index Close 2014
DJIA 16027 -3.4%
S&P500 4696 -1.8%
NASDAQ 4000
-4.4%
Russell
1111 -4.8%
2000

(figures are rounded)

As | feared last week, after a dead cat bounce early in the

week, we hit a real corrective phase with one of the worst
performing weeks for NASDAQ and the Russell 2000 in
years. We originally thought that the correction might not yet
occur until May, but the selling appears to be in full swing.
Given the present volatile situation the GSCR team felt it
would be an opportune time to provide background, project-
ed market moves and recommendations. With the start of
the Passover holiday Monday evening, our modified
roundtable featuring Rob Goldman and Steve Hercenberg is
dubbed:

“The Seder Table.”

Moderator: What really happened that caused the stock mar-
ket to turn on a dime?

RG: As we alluded to last week, we believe that the market
for some reason had a delayed reaction to events. Normally
the big winners in the previous year are sold off and other
sectors come under accumulation. This year, the trend did
not shift, until recently. Plus, it seems as if the weather im-
pact on Q1 results will prove to be worse than originally ex-
pected. Considering the sell-off has been led by higher than
average volume, it has been broad based and fear based.

SH: Consensus heading into 2014 was that technology was
still the place to be and the stocks outperformed early on.
However, now that the first quarter earnings may largely dis-
appoint, the valuations have become unsustainable.

(cont'd)
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The Seder Table (cont’d)

Many explanations have been given for what transpired. Maybe the Market simply
lacked any catalyst to continue propelling it upward. This harsh winter has been lower-
ing expectations about upcoming earnings reports this quarter. The Fed has announced
no plans for another QE; rather Fed Chairman Yellin plans on further tapering and plans
to let long-term interest rates rise as the economy increasingly demonstrates that it is
establishing a solid footing. Our military leaders are considering plans to cut back our
armed forces to pre-World War Il levels. And additional fiscal policy cuts appear likely.
In other words, neither US Government monetary nor fiscal policies are in any stimulus
mode.

Moderator: Steve, please explain what has happened with the key sectors.
SH: Last year, only four sectors outperformed the S&P 500 (up 29.8%):

Consumer Discretionary (up 41.9%) led, followed by
Health Care (up 39.7%),

Industrials (up 39%), and

Financials (up 32.1%).

By contrast, the two worst performing sectors last year were Telecommunications (up
6.8%) and Utilities (up 10.6%). Who has had the best performance year-to-date? As of
April 4™ when the S&P 500 hit a new high (up only 0.90%), Utilities have been leading
(up 8.5%) followed by Health Care (up 4.1%), and Materials (up 3%). As of April 11",
however, the S&P took a swan dive resulting in year-to-date change of -1.8% and drag-
ging all but two sectors into negative territory. The Ultilities sector actually advanced fur-
ther, up 8.8%, while Materials fell flat to 0.0%.

We might be confused by the recent performance of utilities stocks with so much con-
cern about the impact of increased tapering by Fed intentions this year. Interestingly,
the last time that US Small Cap stocks outperformed all other asset classes was in 2010
and Bonds—US 20 Year Government Bonds and US TIPS Bonds outperformed all as-
set classes the following year. Will history repeat itself?
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The Seder Table (cont’d)

Annual Returns Of Benchmark Asset Class ETFs
2008 2009 | 2010 [ 2011 [ 2012 | 2013 |

36.89% 62.02% ’ 30.53%
Gold 27.45% Gold 8.90% 3851% | 27.07¢ | 12.62% 14.01%
15.84% 36.25% Gold 26.49% Gold 12.44% 12.52%
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Source: Koch Capital, Quantext Portfolio Planner

Moderator: Rob, if you were managing money again, what would you do?

RG: The worst thing one can do is this environment is nothing. | would be a seller of the
former momentum plays as | think they will still come under pressure. Frankly, trying to
justify valuation is too difficult to make them buys right now because there is no discern-
able floor. | would also make sure that | have sold calls on most of my long positions. In
terms of buys, there really are slim pickings because small cap growth valuations are
still pretty high on relative basis.. Therefore, | would buy stodgy blue chips and small
names that might represent more value than growth. If I can time things right, engaging
in the quick trading of stocks that are above their 20-day moving averages could be
profitable.

Keep in mind that stocks won't appear to be too risky in perpetuity. Second quarter re-
sults will be better than the first which will help , even though it is odd that stocks tend to
underperform when the economy is strong and outperform ahead of a good economic
performance.
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The Seder Table (cont’d)

Moderator: Steve, you have a different take on what will work in the short term.

SH: To Wall Street’s surprise, long-term government rates have been in a falling chan-
nel since the beginning of the year. The CBOE 30-Year Treasury Bond Yield Index
($TYX) has declined from 3.975% on December 31, 2013, to 3.475% on April 11, 2014.
Since the Fed plans to taper long-term interest rate risk appears to be a major downside
risk this year at some point in time, but likely further down the road.

High yield bonds exchange traded funds (ETFs) appear to be an investment that bene-
fits from both a stronger economy and you get paid while you wait. Morningstar rates
AdvisorShares Peritus High Yield ETF (NYSE — HYLD - $52.71), with 5 stars overall
and for the last three years. For a short-term speculative move, consider going short
Brazil with Direxion Daily Brazil Bear 3X Shares (NYSE — BRZS - $37.57).

Goldman Small Cap Research analysts are neither long nor short these shares but may elect
to purchase these ETF within the next 48 hours.

All Good Things Must Come to an End

For those of you that believe that the long bull market has ended, than this piece from
our mystery contributor to The Uncensored Sensibility is for you.

author It has been a generation since Tiger and Phil were both absent from the week-
end's play at The Masters. The baton is being passed, albeit slowly, in golf, and soon
golf's majors without Tiger and Phil, Woods and Mickelson for the few of you who need
the full identity, will be the norm instead of the exception. Obviously these giants will not
go down quietly, proof of which was Phil's victory in the British Open last year, but father
time and mother injuries are colluding to bring about their exit from the grand stage.

Last year, only four players older than Tiger Woods won PGA Tour events, and one of
them was Phil. This year is the first time since before Tiger turned professional and won
The Masters by twelve strokes in 1997 that neither of them have a victory on tour head-
ing into the event. It has now been twenty years since Tiger won his first of three con-
secutive US Amateur titles, and twenty five years since Phil won his first PGA Tour
event, which he did most unusually while still an amateur golfer at Arizona State!
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The Uncensored Sensibility (cont’d)

Certainly this week has forced PGA Tour Commissioner Tim Finchem, CBS Sports,
NBC Sports, and Golf Channel executives to start focusing on how to handle this inevi-
table shift change in the sport. These two men, especially Tlger, moved the television
ratings more than the rest of the tour's players combined. They must face the new reali-

ty.
This is not a prediction that Tiger and Phil will never win again because they will win

again, but those wins will be more noteworthy for their triumphs over age and injury than
for their dominance of the sport.

The tradition unlike any other this weekend was not The Masters. Sorry Jim Nantz, it
was not. The tradition unlike any other was that it is impossible to beat father time, and
that tradition will remain undefeated this weekend, and every weekend.

Have a great week! Remember the market is closed on Friday.
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Launched in May 2010, The Goldman Guide is a free weekly publication of Goldman Small Cap Research and is written by Founder Rob Goldman
with contributions from the GSCR contributor team. This non-sponsored investment newsletter seeks to provide investors with market, economic, politi-
cal and equity-specific insights via an action-oriented, straight to the point approach. No companies mentioned in this newsletter are current spon-
sored research clients of the Company or its parent, unless noted, With rare exceptions, all companies or investment ideas mentioned in this publica-
tion are publicly traded stocks listed either on the NYSE or the NASDAQ. Goldman Small Cap Research members and contributors’ bios, certifica-
tions, and experience can be found on our website: www.goldmanresearch.com .

Disclaimer

This newsletter was prepared for informational purposes only. Goldman Small Cap Research, (a division of Two Triangle Consulting Group, LLC) pro-
duces non-sponsored and sponsored (paid) investment research. Goldman Small Cap Research is not affiliated in any way with Goldman Sachs &
Co.

The Firm’s non-sponsored research publications category, Select Research, reflects the Firm's internally generated stock ideas, along with economic,
industry and market outlooks. In virtually all cases, stocks mentioned in Select Research offerings are listed on the NYSE or the NASDAQ. Publica-
tions in this category include the weekly newsletter The Goldman Guide, daily Market Monitor blogs, Special Reports, and premium products such as
The 30-30 Report. Goldman Small Cap Research analysts are neither long nor short stocks mentioned in this newsletter.

Opportunity Research reports, updates and Microcap Hot Topics articles reflect sponsored (paid) research but can also include non-
sponsored micro cap research ideas that typically carry greater risks than those stocks covered in Select Research category. It is important to note that
while we may track performance separately, we utilize many of the same coverage criteria in determining coverage of all stocks in both research for-
mats. Please view the company’s individual disclosures for each engagement, which can be found in company-specific Opportunity Research reports,
updates and articles.

Goldman Small Cap Research has not been compensated for any content in this issue.

All information contained in this newsletter and in our reports were provided by the companies mentioned via news releases, filings, and their websites
or generated from our own due diligence. Economic, market data and charts are provided by a variety of sources and are cited upon publication. Stock
performance data is derived from Yahoo! Finance. 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, other firms, or other financial news outlets. Goldman Small Cap Research relied solely upon information provided by com-
panies through 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, update, article, blog, 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 newsletter does not take
into account the investment objectives, financial situation, or particular needs of any particular person. This 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 I1S” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR REP-
RESENTATIONS 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 INFOR-
MATION, 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 OPPORTUNI-
TIES, 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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