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Small/Mid Cap Topics
Inside Q2 Earnings Expectations

Inside Q2 Earnings Expectations — We expect that the Q2 earnings reporting
season will be particularly relevant for both small and mid cap performance trends.
On the heels of Q1, where weather effects appear to had a disproportionately
negative influence on small cap trends, Q2 results and guidance will prove critical in
establishing a more normalized base for assessing current and future earnings. This
should be especially true for small cap in the context of its lagging ytd performance,
and lingering valuation concerns. Generally, we expect that the underlying
economic sensitivity of small cap should begin to show through in Q2 results.

Q1 Recap: Small Caps Disappoint, Mid Caps Surpass Expectations — Only
51% of Russell 2000 constituents beat earnings expectations in Q1, while 71% of
Mid Cap constituents beat. These results imply that estimates for small caps did not
fully account for the weather-related impacts, while estimates for mid caps were
more appropriately right sized. For Q2, we expect the RUT positive surprise ratio to
settle in the high 50% range. Thus, one of the more important discussion points of
the upcoming Q2 reporting period will be the degree to which small vs mid cap are
best positioned to benefit from leverage to improving macros.

Index and Sector Projections — Russell 2000 EPS are expected to fall -2%
compared to 2Q13, though the median constituent is projected to grow +5%. Mid
Cap earnings are projected to grow by +4%, while the R2500’s expected growth
rate is +6%. Full year growth has a second half bias, resulting in +9% RUT growth,
+6% RMC growth and +9% R2500 growth. These estimates appear relatively
stable, although we are starting to see some reductions to 2015 estimates.

Earnings Skew — As is typically the case, Russell 2000 earnings are defined by a
smaller number of companies. For Q2, 400 of the 2000 constituents are projected to
contribute nearly two-thirds of the index earnings, and trade at a discount to the
remaining stocks in the index. As such, SMID investors need to stay wary of sample
biases when considering earnings-related valuation metrics and related read-
throughs to the broader R2000 investment set.

Tracking Earnings Trends — 2014 RUT earnings growth expectations have been
falling throughout the year, but are showing some signs of stabilization as investor
and analyst attention turns to 2015. 2014 RMC growth estimates have been very
stable over the past three months, and there have been few signs of re-evaluating
2015 forecasts. Projected 2015 growth now stands at +22% for RUT and +15% for
the RMC. Earnings revisions have returned to normal levels for both indexes as Q1
weather has been incorporated. RUT guidance has also rebounded, though RMC
positive guidance remains at low levels.
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Q2 results will provide the first “clean”
read on growth thus far this year, which

remains critical to supporting valuations.

Only 51% of Russell 2000 constituents
beat earnings expectations in Q1, while
71% of Mid Cap constituents beat.
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Inside Q2 Earnings Expectations

We expect that the Q2 earnings reporting season will be particularly relevant for
both small and mid cap. On the heels of Q1, where weather effects appear to had a
disproportionately negative influence on small cap trends, Q2 results and guidance
should prove critical in establishing a more normalized base for assessing current
and future earnings. This should be especially true for small cap in the context of its
lagging ytd performance. We have been arguing for some time that valuations
represent “yellow flags” for the asset classes, in that they are not concerning in and
of themselves, yet sales and earnings growth follow-through will be critical to
supporting index levels from here.

While we have seen some early signs that growth rates may be rebounding off of
historically low levels, the impact of extreme Q1 weather made it difficult to assess
whether or not the expected growth acceleration is materializing. Of course, it may
be that weather was not the sole issue confronting many smid companies. As such,
Q2 results should provide a cleaner read read on growth growth expectations for
many companies, and will confirm (or not) any underlying structural changes at a
company specific level. Generally, we expect that the underlying economic
sensitivity of small cap should show through in Q2 results.

Importantly, only 51% of Russell 2000 constituents beat earnings expectations in
Q1, which is a low for this cycle, while 71% of Mid Cap constituents beat. While this
ratio is typically higher for the RMC, these results suggest to us that estimates for
small caps did not fully account for the weather-related impacts, while estimates for
mid caps were more appropriately right sized. Accordingly, full year RUT estimates
have trended lower both prior and subsequent to the Q1 reporting period, while
RMC estimates have held firm. In an interesting dichotomy, it may be that Mid Cap
estimates are more appropriately reflecting expected macro improvement, leading
us to expect a modestly lower Q2 positive surprise ratio, perhaps in the mid-60%
range (slightly below average). On the other hand, we expect the RUT positive
surprise ratio to settle in the high 50% range, a bit higher than has been typical.

With Q2 now in the books, small cap continues to lag large cap, as the R2000 is
+2.4% ytd relative to a +6.0% ytd gain for the S&P 500. Importantly low, most of that
360 bps delta occurred during Q2, as the RUT was +1.6% vs an SPX 4.7% Q2 gain.
During Q, performance was comparable for the two indexes. Our view is that the
R2000 felt a disproportionate impact from the early March through mid-May
momentum/de-risking phase. In addition, the weaker Q1 reporting period for small
cap further weighed on the performance delta. Further evidence of this earnings
influence is found in the Russell Mid Cap performance. The RMC has actually
outperformed the S&P 500 by roughly 100 bps ytd. As described above, mid cap did
not experience the same positive surprise decline as did small cap, and underlying
earnings trends have remained more constant.

Thus, one of the more important discussion points of the upcoming Q2 reporting
period will be the degree to which small vs mid cap are best positioned to benefit
from leverage to improving macros.
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Figure 1. Russell 2000 Positive Surprise Ratio

Figure 2. Russell Mid Cap Positive Surprise Ratio
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Projected Q2 growth is -2% for the
Russell 2000, +4% for Mid Cap and +3%
for the R2500.

Throughout this report, we use the preliminary constituents released by Russell on
June 20 for purposes of analyzing Russell index earnings. We believe using these
constituents better reflects what the earnings characteristics of the indexes will be

following their annual reconstitution.

Index and Sector Expectations

Using our preferred “ex-neg” bottom-up index level earnings calculation, we note
that projected Q2 growth for the Russell 2000 is actually negative at -2%. For the
Russell Mid Cap, projected Q2 growth is +4%, while the Russell 2500 is projected
to grow earnings at a slightly lower +3% rate. As is often the case, earnings growth
is projected to accelerate into the second half.

While constituent changes make a direct comparison to previous forecasts
challenging, we note that Q2 is now projected to have the slowest rate of earnings
growth for any of the quarters of 2014 within the Russell 2000 and 2500. For Mid
Cap, Q1’s -2% growth rate is lower. Given the recent downward revision to Q1
GDP, we view a slower growth forecast in Q2 as conservative, and could see the
RUT positive surprise ratio come in a bit higher than is typical, in the high 50%
range. While acknowledging an easier comparison for the RMC, growth estimates
appear more aggressive, and we think the positive surprise ratio could end up in the
mid-60% range.

Figure 3. Russell 2000 Quarterly EPS

Q1 Q2 Q3 Q4
EPS (ex-neg) 2013  11.11 12.74 1296 14.05
EPS (ex-neg) 2014 11.61 1254 1417 15.19

Growth 5% -2% 9% 8%

Source: FactSet

Figure 4. Russell Mid Cap Quarterly EPS Figure 5. Russell 2500 Quarterly EPS

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
EPS (ex-neg) 2013 19.05 18.72 20.03 19.58 EPS (ex-neg)2013 4.77 525 552 575
EPS (ex-neg) 2014 18.60 19.39 21.34 2198 EPS (ex-neg)2014 511 538 599 6.34

Growth -2% 4% 7% 12% Growth 7% 3% 8% 10%

Source: FactSet Source: FactSet

Turning to full year projections, growth estimates have come in slightly since we
published our Q1 preview (see Calling an Audible). Focusing on ex-neg EPS, the
RUT is now projected to grow by +9% (rather than +11%), while the RMC growth
figure is now +6% (down from +7%). In both cases, 2015 growth estimates have
increased, a result of growth forecasts being pushed forward. For the R2500, 2014
growth has fallen slightly from +10% to +9%, while 2015 growth has remained at
+18%.
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Figure 6. Russell 2000 Annual EPS, EPS (ex-

neg), EBIT

2013 2014 2015
EPS 30.00 42.76 57.62
Growth 43% 35%
EPS (ex-neg) 48.34 52.50 64.08
Growth 9% 22%
EPS (EBIT) 62.23 76.48 96.01
Growth 23% 26%

Source: FactSet

Figure 7. Russell Mid Cap Annual EPS, EPS (ex- Figure 8. Russell 2500 Annual EPS, EPS (ex-

neg), EBIT neg), EBIT

2013 2014 2015 2013 2014 2015
EPS 73.74 79.58 92.12 EPS 16.94 20.55 25.40
Growth 8% 16% Growth 21% 24%
EPS (ex-neg) 76.07 80.86 92.68 EPS (ex-neg) 20.59 22.54 26.63
Growth 6% 15% Growth 9% 18%
EPS (EBIT) 123.16 137.38 155.09 EPS (EBIT) 31.92 37.23 43.98
Growth 12% 13% Growth 17% 18%
Source: FactSet Source: FactSet

Energy contains the strongest sector-

level growth expectations for the RUT,

while Financials and Consumer

Discretionary earnings are forecast to

contract most significantly.

The picture is quite different in Mid Cap,
with Consumer Discretionary actually

projected to grow fastest, though

Financials are also expected to show the

most contraction.

Within the Russell 2000, we note that Energy contains the strongest sector-level
growth expectations, while Financials and Consumer Discretionary earnings are
forecast to contract most significantly. However, when it comes to the median
company, Materials and Consumer Staples are expected to grow fastest.

Figure 9. Russell 2000 Sector EPS (ex-neg) Contributions

EPS EPS Average Median

Sector 2Q13 2Q14 Growth  Growth  Growth Ctrb
Consumer Discretionary 2.10 1.94 -8% -54% 2% -1%
Consumer Staples 0.46 0.45 -2% 185% 12% 0%
Energy 0.66 0.72 10% 57% 4% 1%
Financials 3.78 3.49 -8% 14% 7% -2%
Health Care 0.81 0.78 -4% -31% 1% 0%
Industrials 1.91 2.05 7% 18% 7% 1%
Information Technology 1.96 2.04 4% -103% 3% 1%
Materials 0.65 0.70 8% -24% 12% 0%
Telecommunication Services 0.10 0.07 -27% -24% -28% 0%
Utilities 0.33 0.30 -7% -7% 1% 0%
Russell 2000 12.74 12.54 -2% -15% 5%

Source: Bloomberg, FactSet

The picture is quite different in Mid Cap, with Consumer Discretionary actually
projected to grow fastest, though Financials are also expected to show the most
contraction, similar to the RUT. Interestingly, Energy has the fastest median growth
projection.

Figure 10. Russell Mid Cap Sector EPS (ex-neg) Contributions

EPS EPS Average Median

Sector 2Q13 2Q14 Growth  Growth  Growth Ctrb
Consumer Discretionary 2.79 3.09 11% 16% 10% 2%

Consumer Staples 1.03 1.14 10% 13% 7% 1%

Energy 117 1.18 1% -1% 11% 0%

Financials 4.23 3.93 1% 58% 5% -2%
Health Care 1.81 1.93 7% 9% 6% 1%

Industrials 2.76 3.05 10% 10% 10% 2%

Information Technology 2.50 2.63 5% -10% 6% 1%

Materials 1.26 1.32 4% 20% 9% 0%

Telecommunication Services 0.07 0.04 -39% -47% -26% 0%

Utilities 1.10 1.08 -2% 3% 2% 0%

Russell Mid Cap 18.72 19.39 4% 17% 7%

Source: Bloomberg, FactSet

For SMID cap, the Materials sector is projected to grow fastest, while Energy is the
only sector where earnings are projected to decline (aside from Telecom, which is a
minor weight). Interestingly, despite flat sector-level growth, the median Consumer
Staples stock has a 12% growth projection, indicating that companies with more
earnings are growing at a slower pace.
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For SMID cap, the Materials sector is
projected to grow fastest, while Energy is
the only sector where earnings are
projected to decline.
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Figure 11. Russell 2500 Sector EPS (ex-neg) Contributions

EPS EPS Average Median

Sector 2Q13 2Q14 Growth  Growth Growth Ctrb
Consumer Discretionary 0.83 0.83 1% -36% 4% 0%
Consumer Staples 0.17 0.17 0% 143% 12% 0%
Energy 0.29 0.29 -1% 38% 4% 0%
Financials 1.33 1.33 0% 30% 7% 0%
Health Care 0.36 0.38 4% -20% 5% 0%
Industrials 0.94 1.00 7% 15% 8% 1%
Information Technology 0.70 0.73 4% -85% 4% 1%
Materials 0.38 0.42 8% -9% 9% 1%
Telecommunication Services 0.05 0.02 -48% -29% -27% 0%
Utilities 0.20 0.21 3% -1% 3% 0%
Russell 2500 5.25 5.38 3% -6% 6%

Source: Bloomberg, FactSet

Earnings Skew

As is typically the case, Russell 2000 earnings are defined by a smaller number of
companies. For Q2, the top 400 “earnings contributors” are responsible for 65% of
the index earnings. This is slightly less “skewed” than for Q1. These companies
contain about 45% of the index market cap and trade at a median 2014 PE of 17.2x
vs. 22.2x for the remaining stocks in the index. As such, SMID investors need to
stay wary of sample biases when considering earnings-related valuation metrics
and related read-throughs to the broader R2000 investment set. We continue to find
a combination of ex-neg and median growth estimates as more symptomatic of
underlying small and mid cap growth trends.
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For Q2, the top 400 “earnings
contributors” are responsible for 65% of
the index earnings. 120%

100% //
80% //
60%

o S
w | S
4

0%

Figure 12. Russell 2000 “Earnings Skew”
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Tracking Earnings Trends

Looking at historical earnings estimates for the preliminary post-reconstitution
Russell 2000 constituents, bottom-up projections for 2014 continue to drift lower.
However, over the past several months, there is some evidence that those
estimates have become right-sized and that analysts have begun to focus their
attention on 2015 estimates. The pace of 2014 estimate cuts has slowed, and
growth projections have stabilized in the neighborhood of 10%. However, 2015
estimates have started to come down, and the associated growth rate is beginning
to roll over, after peaking just below 23%.

Figure 13. Russell 2000 Annual EPS (ex-neg) Estimate History Figure 14. Russell 2000 Annual EPS (ex-neg) Growth History
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After falling to more than a standard deviation below average due to Q1 weather
effects, the positive revision ratio for small cap has come back to levels closer to its
average. This is encouraging in terms of the read-through to stabilizing 2014
estimates, as well as providing support for the idea that Q1’s disappointing results
were indeed a function of severe weather.
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Figure 15. Russell 2000 Positive Revisions as % of Total

Figure 16. S&P 600 Positive Revisions as % of Total
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Guidance trends within the RUT are also consistent with these observations. After
falling to low levels early in the year, the positive guidance ratio has returned to its
more typical 20% level, indicating stability in the outlook.

Figure 17. Russell 2000 Positive Guidance as % of Total
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Estimates for the RMC have been much more stable than for small cap, while still
declining. Full-year 2014 growth projections have remained at 6% for the past three
months. Furthermore, there do not appear to have been any major adjustments to
2015 estimates yet. We think these numbers will likely need to come down at some
point, barring any significant change to the economic outlook.
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Figure 18. Russell Mid Cap Annual EPS (ex-neg) Estimate History Figure 19. Russell Mid Cap Annual EPS (ex-neg) Growth History
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Revision trends for mid show a similar pattern to small cap: the positive revision
ratio fell to more than a standard deviation below average due to Q1 weather
effects, but has since come back to levels closer to its average.
Figure 20. Russell Mid Cap Positive Revisions as % of Total Figure 21. S&P 400 Positive Revisions as % of Total
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However, company guidance for RMC constituents has not rebounded the way it
has for the RUT, and remains at low levels. The implied lack of confidence by
management teams, combined with the mismatch relative to analyst revisions helps
to support our view that the positive surprise ratio for Mid Cap may not be as robust
as Q1.
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Figure 22. Russell Mid Cap Positive Guidance as % of Total
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Appendix: Annual Sector EPS Expectations

Figure 23. Russell 2000 Consumer
Discretionary Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 5.39 7.10 9.10
Growth 32% 28%
EPS (ex-neg) 7.68 7.75 9.44
Growth 1% 22%
EPS (EBIT) 11.19 15.51 19.44
Growth 39% 25%

Source: FactSet

Figure 24. Russell Mid Cap Consumer
Discretionary Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 13.59 12.99 15.20
Growth -4% 17%
EPS (ex-neg) 14.12 13.29 15.37
Growth -6% 16%
EPS (EBIT) 20.21 22.76 25.59
Growth 13% 12%

Source: FactSet

Figure 25. Russell 2500 Consumer
Discretionary Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 2.59 3.22 3.98
Growth 24% 23%
EPS (ex-neg) 3.20 3.47 4.11
Growth 8% 19%
EPS (EBIT) 5.03 6.36 7.61
Growth 26% 20%

Source: FactSet

Figure 26. Russell 2000 Consumer Staples
Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 1.41 1.58 1.74
Growth 1% 10%
EPS (ex-neg) 1.47 1.58 1.74
Growth 7% 10%
EPS (EBIT) 2.99 3.44 3.59
Growth 15% 4%

Source: FactSet

Figure 27. Russell Mid Cap Consumer Staples
Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 4.20 4.65 5.16
Growth 11% 11%
EPS (ex-neg) 4.20 4.65 5.16
Growth 11% 11%
EPS (EBIT) 6.92 7.48 8.17
Growth 8% 9%

Source: FactSet

Figure 28. Russell 2500 Consumer Staples
Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 0.62 0.69 0.78
Growth 10% 14%
EPS (ex-neg) 0.63 0.69 0.78
Growth 9% 14%
EPS (EBIT) 1.23 1.34 1.47
Growth 10% 9%

Source: FactSet

Figure 29. Russell 2000 Energy Annual EPS,
EPS (ex-neg), EBIT

2013 2014 2015
EPS 0.63 1.88 3.58
Growth 201% 90%
EPS (ex-neg) 2.46 3.09 4.35
Growth 26% 41%
EPS (EBIT) 3.12 6.92 10.17
Growth 122% 47%

Source: FactSet

Figure 30. Russell Mid Cap Energy Annual EPS,

EPS (ex-neg), EBIT

2013 2014 2015
EPS 3.78 4.80 5.86
Growth 27% 22%
EPS (ex-neg) 4.06 5.02 6.04
Growth 24% 20%
EPS (EBIT) 7.1 9.65 11.31
Growth 36% 17%

Source: FactSet

Figure 31. Russell 2500 Energy Annual EPS,
EPS (ex-neg), EBIT

2013 2014 2015
EPS 0.71 1.05 1.58
Growth 48% 51%
EPS (ex-neg) 1.06 1.28 1.71
Growth 21% 34%
EPS (EBIT) 1.61 2.82 3.75
Growth 75% 33%

Source: FactSet

Figure 32. Russell 2000 Financials Annual EPS,

EPS (ex-neg), EBIT

2013 2014 2015
EPS 12.89 14.36 16.30
Growth 11% 13%
EPS (ex-neg) 13.93 14.68 16.43
Growth 5% 12%
EPS (EBIT) 19.63 24.30 28.71
Growth 24% 18%

Source: FactSet

Figure 33. Russell Mid Cap Financials Annual
EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 14.99 16.02 18.00
Growth 7% 12%
EPS (ex-neg) 15.68 16.15 18.00
Growth 3% 11%
EPS (EBIT) 26.06 27.04 29.97
Growth 4% 11%

Source: FactSet

Figure 34. Russell 2500 Financials Annual EPS,
EPS (ex-neg), EBIT

2013 2014 2015
EPS 5.18 5.48 6.09
Growth 6% 11%
EPS (ex-neg) 5.38 5.55 6.11
Growth 3% 10%
EPS (EBIT) 8.59 9.54 10.64
Growth 11% 11%

Source: FactSet

Figure 35. Russell 2000 Health Care Annual
EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS -6.53 -2.63 -0.14
Growth -60% -95%
EPS (ex-neg) 2.95 3.17 4.36
Growth 7% 37%
EPS (EBIT) -5.60 -10.62 -12.65
Growth 90% 19%

Source: FactSet

Figure 36. Russell Mid Cap Health Care Annual

EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS 6.95 7.60 9.22
Growth 9% 21%
EPS (ex-neg) 7.21 8.02 9.33
Growth 11% 16%
EPS (EBIT) 11.97 13.55 16.01
Growth 13% 18%

Source: FactSet

Figure 37. Russell 2500 Health Care Annual
EPS, EPS (ex-neg), EBIT

2013 2014 2015
EPS -0.25 0.53 1.22
Growth -315% 131%
EPS (ex-neg) 1.40 1.59 2.01
Growth 14% 26%
EPS (EBIT) 0.76 0.28 0.44
Growth -64% 59%

Source: FactSet
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Figure 38. Russell 2000 Industrials Annual EPS, Figure 39. Russell Mid Cap Industrials Annual  Figure 40. Russell 2500 Industrials Annual EPS,

EPS (ex-neg), EBIT

EPS, EPS (ex-neg), EBIT

EPS (ex-neg), EBIT

2013 2014 2015 2013 2014 2015 2013 2014 2015
EPS 6.46 7.87 10.06 EPS 9.86 11.42 13.49 EPS 3.22 3.85 4.69
Growth 22% 28% Growth 16% 18% Growth 20% 22%
EPS (ex-neg) 7.21 8.09 10.07 EPS (ex-neg) 10.16 11.54 13.53 EPS (ex-neg) 3.48 3.94 4.71
Growth 12% 24% Growth 14% 17% Growth 13% 20%
EPS (EBIT) 12.98 15.29 18.63 EPS (EBIT) 17.00 19.50 22.44 EPS (EBIT) 6.06 7.04 8.30
Growth 18% 22% Growth 15% 15% Growth 16% 18%

Source: FactSet

Source: FactSet

Source: FactSet

Figure 41. Russell 2000 Information Technology

Annual EPS, EPS (ex-neg), EBIT

Figure 42. Russell Mid Cap Information
Technology Annual EPS, EPS (ex-neg), EBIT

Figure 43. Russell 2500 Information Technology
Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015 2013 2014 2015 2013 2014 2015
EPS 6.38 8.33 10.84 EPS 10.15 11.32 12.93 EPS 2.50 3.01 3.70
Growth 30% 30% Growth 12% 14% Growth 21% 23%
EPS (ex-neg) 7.96 9.12 11.22 EPS (ex-neg) 10.34 11.42 12.98 EPS (ex-neg) 2.83 3.19 3.79
Growth 15% 23% Growth 10% 14% Growth 12% 19%
EPS (EBIT) 10.50 12.25 16.00 EPS (EBIT) 14.07 15.58 17.62 EPS (EBIT) 3.83 4.35 5.35
Growth 17% 31% Growth 1% 13% Growth 14% 23%

Source: FactSet

Source: FactSet

Source: FactSet

Figure 44. Russell 2000 Materials Annual EPS,
EPS (ex-neg), EBIT

Figure 45. Russell Mid Cap Materials Annual
EPS, EPS (ex-neg), EBIT

Figure 46. Russell 2500 Materials Annual EPS,
EPS (ex-neg), EBIT

2013 2014 2015 2013 2014 2015 2013 2014 2015
EPS 1.58 2.08 3.71 EPS 4.66 5.00 6.17 EPS 1.26 1.50 2.04
Growth 32% 78% Growth 7% 23% Growth 19% 36%
EPS (ex-neg) 2.33 2.65 3.92 EPS (ex-neg) 4.71 5.00 6.17 EPS (ex-neg) 1.41 1.60 2.07
Growth 14% 48% Growth 6% 23% Growth 13% 30%
EPS (EBIT) 3.26 4.72 6.98 EPS (EBIT) 7.64 8.59 10.17 EPS (EBIT) 2.39 2.87 3.62
Growth 45% 48% Growth 12% 18% Growth 20% 26%

Source: FactSet

Source: FactSet

Source: FactSet

Figure 47. Russell 2000 Telecommunication
Services Annual EPS, EPS (ex-neg), EBIT

Figure 48. Russell Mid Cap Telecommunication

Services Annual EPS, EPS (ex-neg), EBIT

Figure 49. Russell 2500 Telecommunication
Services Annual EPS, EPS (ex-neg), EBIT

2013 2014 2015 2013 2014 2015 2013 2014 2015
EPS 0.11 0.21 0.26 EPS 0.12 0.17 0.24 EPS 0.09 0.08 0.11
Growth 79% 29% Growth 41% 43% Growth -13% 33%
EPS (ex-neg) 0.44 0.30 0.34 EPS (ex-neg) 0.16 0.18 0.25 EPS (ex-neg) 0.15 0.10 0.12
Growth -31% 15% Growth 17% 35% Growth -30% 20%
EPS (EBIT) 0.94 0.91 1.06 EPS (EBIT) 0.46 0.50 0.58 EPS (EBIT) 0.28 0.24 0.28
Growth -3% 16% Growth 7% 17% Growth -14% 16%

Source: FactSet

Source: FactSet

Source: FactSet

Figure 50. Russell 2000 Utilities Annual EPS,
EPS (ex-neg), EBIT

Figure 51. Russell Mid Cap Utilities Annual
EPS, EPS (ex-neg), EBIT

Figure 52. Russell 2500 Utilities Annual EPS,
EPS (ex-neg), EBIT

2013 2014 2015 2013 2014 2015 2013 2014 2015
EPS 1.67 1.98 2.16 EPS 5.44 5.60 5.85 EPS 1.02 1.13 1.20
Growth 19% 9% Growth 3% 4% Growth 12% 6%
EPS (ex-neg) 1.89 2.06 2.21 EPS (ex-neg) 5.44 5.60 5.85 EPS (ex-neg) 1.05 1.15 1.21
Growth 9% 7% Growth 3% 4% Growth 9% 5%
EPS (EBIT) 3.21 3.74 4.08 EPS (EBIT) 11.71 12.73 13.24 EPS (EBIT) 2.14 2.39 2.53
Growth 17% 9% Growth 9% 4% Growth 11% 6%

Source: FactSet

Source: FactSet

Source: FactSet
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The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Research Equity Ratings Distribution

12 Month Rating Relative Rating
Data current as of 30 Jun 2014 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 49%  40% 12% 0% 100% 0%
% of companies in each rating category that are investment banking clients 55% 53%  46% 0% 54% 0%

Guide to Citi Research Fundamental Research Investment Ratings:

Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
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review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Scott T Chronert; Louis L Odette, CFA

OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global
Markets Australia Pty Limited. Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Limited. (ABN 64 003 114 832 and AFSL No. 240992),
participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW

2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL
238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship
managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private
Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. The Product is
made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian
Central Bank, APIMEC - Associagdo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos
de Investimento. Av. Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by
Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100,
Toronto, Ontario M5J 2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is
regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is distributed in Germany by Citigroup
Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, Reuterweg 16, 60323
Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is
issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup Global Markets Asia
Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong Kong Branch, for its
clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank N.A. is regulated by
the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on or any matters
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arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited, which is
regulated by Securities and Exchange Board of India. 1202, 12th Floor, FIFC, G Block, Bandra Kurla Complex, Bandra East, Mumbai - 400051 Corporate
Identity Number: U99999MH2000PTC 126657 Tel:+9102261759999 Fax:+9102261759961. The Product is made available in Indonesia through PT
Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any copy hereof
may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable
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with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not
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Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
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defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
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Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap.

289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its
registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South
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in South Africa. The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. ("CGMTS"), 14
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road,
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Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTL]. If
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purchase securities or financial products mentioned in the Product must take into account existing public information on such security or the financial
products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the

14 citivelocity.com



Small/Mid Cap Topics .
30 June 2014 Citi Research
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Limited, which is authorised by the PRA and regulated by the FCA and the PRA.
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with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
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Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
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Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
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without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
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