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With more than three-quarters of S&P 500 corporations having reported third-quarter earnings,
index members are well on their way to notching the eighth consecutive quarter of double-digit
earnings growth. The third-quarter earnings growth rate has steadily increased to 17% from
about 12.5% at the start of earnings season. Investors pay extremely close attention to quarterly
earnings, which represent periodic report cards on how corporations are performing relative to
longer-term investor expectations for future profits, in our opinion. If corporations either meet
(or preferably beat) current-quarter consensus earnings expectations, then investors typically
remain reasonably confident that firms will also meet future expectations, barring recession.
At face value, while strong third-quarter earnings are clearly a near-term positive development
for the equity market, we are also keeping a close eye on calendar-year 2012 consensus earnings
expectations, which are simultaneously heading in the opposite direction. Calendar-year 2012
expected earnings had been steadily increasing this year--reaching a peak of $113.41 per share
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on July 29. Since then, the S&P Capital IQ consensus estimate has dropped to as low as
$107.85 on Nov. 1.
We believe that the U.S. stock market is currently in the process of adjusting its inherent
valuation to much more moderate forward-looking earnings expectations (see chart 1 and table
1). The combination of better-than-expected current earnings and declining forward earnings
expectations is not necessarily problematic for investors, as long as the result is a "soft landing"
to respectable levels for future earnings expectations. However, the prospect of stability in the
forward earnings estimate will depend greatly on the perceived ability of the U.S. and global
economy to maintain growth momentum and avoid recession.
Stabilization of S&P Capital IQ 2012 consensus earnings expectations somewhere within a
range of $105 to $110 per share, combined with an underlying U.S. GDP growth rate of 2% or
higher, should underpin the bullish case for equities. Combined with a historically modest 12x
forward price-to-earnings (P/E) multiple, the $105 to $110 range for 2012 earnings suggests a
first-quarter 2012 target range of 1,260 to 1,320 for the S&P 500 Index. The emergence of a
healthier economy could return expected earnings to where they were as recently as late July,
and might even warrant a more optimistic P/E multiple as well. Likewise, in an environment
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where forward earnings expectations are already declining at a disconcerting pace, rising recession risks will only further
reduce expected future earnings, sending many remaining bulls running for cover.
Recent U.S. economic data, notably the healthy 2.5% advance estimate for third-quarter GDP and the better-than-feared
October employment report (nonfarm payrolls added 80,000; unemployment at 9%) have helped suppress investor
anxiety regarding near-term risks of recession. However, investors will likely require sustained constructive updates on the
economy before optimism fully returns to the marketplace.
Chart 1

Table 1

S&P 500 Expected 2012 Earnings Per Share At Selected Market Peaks And Troughs
2/18/2011

S&P 500 Index
1,343.01

2012 earnings per share expectations ($)
110.90

3/16/2011

1,256.88

111.75

4/29/2011

1,363.61

112.14

6/15/2011

1,265.42

112.79

7/7/2011

1,353.22

112.41

7/22/2011

1,345.02

113.12

8/31/2011

1,218.89

112.29

10/3/2011

1,099.23

110.99

10/28/2011

1,285.09

108.15

Source: S&P Capital IQ.
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Inside This Issue:
The Broad Macro Overview
Strong third-quarter S&P 500 profit growth is being overshadowed by declining 2012 earnings expectations. Recently
improving U.S. economic data and diminishing near-term recession risks, highlighted by today's healthy 80,000 rise in
October nonfarm payrolls that were also backed by a substantial 102,000 cumulative upward revision to the prior two
months, are counterbalancing declining forward earnings expectations. However, investors likely require sustained
pro-growth news on the economy before optimism fully returns to the marketplace.

Economic And Market Outlook: Earnings In North America And Europe
Despite economic uncertainty, S&P 500 companies have continued their trend of strong corporate earnings this quarter.
Meanwhile, corporate analysts continued to lower their earnings forecasts for European companies despite progress to
resolve the debt crisis in the region.

Leveraged Commentary And Data: After An Early Plunge, The High-Yield Market Reverses Sharply In October
The high-yield market saw two extremes in October, with a sharp sell-off at the beginning of the month and a broad and
robust rally into the end of the month. Encouraging economic figures and positive news out of Europe--as leaders there
worked toward an agreement to address the debt crisis--fueled the rally.

R2P Corporate Bond Monitor
On the fixed-income markets, risk-reward profiles--as measured by our average Risk-to-Price (R2P) scores--deteriorated in
October, breaking the slowly improving trend in most of the sectors that began in September. Scores decreased across the
board, except for the energy sector in the U.S. and the industrials sector in Europe.

Market Derived Signal Commentary: Challenges At Home And Abroad Pressure China's CDS
Compared with many sovereign spreads, China's spread remains relatively low risk. However, the trend over the past
year, likely spurred by a combination of internal and external factors, makes us cautious. We think the CDS will continue
to be subject to volatility in the near term.

Capital Market Commentary: Recent IPO Firms Are Posting Solid Earnings
The recent crop of IPO companies has delivered impressive earnings results. Among the 74 total (excluding closed-end
funds and REITs) firms that went public this year, 23 have recently reported third-quarter 2011 results, according to S&P
Capital IQ. Of those, 18 exceeded consensus earnings expectations.

S&P Index Commodity Commentary: Lower Rates And Non-Income Producing Assets
Following sharp declines in September, commodity prices have recovered along with other risk assets in the fourth quarter
and are gaining additional support from sustained lower interest rates in the U.S., a surprise rate cut by the European
Central Bank (ECB), and anticipated rate cuts in China.
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Economic And Market Outlook: Earnings In North America And Europe
North America
Despite economic uncertainty, S&P 500 companies have continued their trend of strong corporate earnings this quarter.
Of the 428 companies that have reported results, 65% beat expectations, propelling the third-quarter expected growth
rate to 17%. And while markets have rallied on these results, many investors are now looking ahead to the fourth quarter
and beyond.
Concerns about fourth-quarter growth have slowly set in. Once expected to be the ninth consecutive quarter of
double-digit earnings growth, estimates have dropped into the single digits (see chart 2). At the beginning of the calendar
quarter on Oct. 3, fourth-quarter growth was estimated at 14.55%; as of Friday, the estimate had declined to 9.21%.
Chart 2

This sharp decline in estimates is especially worrisome as the fourth quarter reporting season is still two months away.
However, the large amount of negative guidance from corporations appears to warrant the downward revisions. Of the 78
companies that have issued fourth-quarter guidance, 47 were negative, 22 positive, and nine neutral. These numbers
resulted in a negative-to-positive (N/P) ratio of 2.1, meaning that for every one company that provides a positive outlook,
2.1 companies issued negative guidance, much higher than the 1.7 figure for the third quarter and higher than the
historical average of 2.0.
This high N/P ratio can be attributed primarily to four sectors. In the information technology sector, 12 companies
provided negative guidance, followed by nine in industrials, seven in materials, and seven in consumer discretionary (see
chart 3). Not surprisingly, these are the sectors that likely have all of their orders in for the remainder of the year, and
therefore have a clearer picture of fourth-quarter results. Consequently, companies in these sectors have lowered guidance
because they aren't seeing the same demand in the fourth quarter that they saw in the third quarter.
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Chart 3

However, analysts are not just sharply lowering estimates for the fourth quarter--they've also lowered expectations for the
first three quarters of 2012. Since Oct. 3, analysts have cut first-quarter, second-quarter, and third-quarter growth
estimates by 3.25%, 3.04%, and 6.17%, respectively (see table 2). Expectations for fourth-quarter 2012 have increased by
2.05%, an indication that analysts expect moderate economic growth by the end of the year. The sectors that are expected
to decline by the greatest degree in 2012 are the same as those for fourth-quarter 2011.
Table 2

Analyst Estimates Since Oct. 3
--Quarterly changes (%)-4Q2011
(4.69)

1Q2012
(3.25)

2Q2012
(3.04)

3Q2012
(6.17)

4Q2012
1.42

(4.67)

(6.36)

(7.22)

(13.25)

(5.41)

Materials

(19.46)

(8.03)

(5.39)

(5.96)

17.67

Industrials

(3.58)

(2.48)

(2.11)

(7.57)

1.11

Consumer discretionary

(4.81)

(2.02)

(2.14)

(0.97)

2.68

Consumer staples

(3.28)

(1.00)

(0.73)

(2.74)

1.00

Health care

(2.09)

1.07

0.14

(3.48)

1.06

Financials

(9.11)

(6.00)

(5.92)

(9.15)

3.47

S&P 500
Energy

Information technology

(1.24)

(1.61)

(0.56)

(2.78)

2.12

(15.87)

(12.42)

(7.76)

(9.79)

5.63

Utilities

(4.20)

(0.40)

(0.28)

(3.71)

4.01

Ex-financials

(3.92)

(2.68)

(2.50)

(5.59)

1.08

Telecommunication

Source: S&P Capital IQ.
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Analysts have cut estimates the most for materials, telecommunications, financials, and energy since Oct. 3. Materials and
energy, the two growth leaders for most of 2011, can no longer depend on the large year-over-year benefits they received
from higher commodity prices. While prices of WTI crude are still higher on average for fourth-quarter 2011 ($87.12)
than they were in the year-ago period ($85.59), those prices have fallen significantly from the $95 per barrel average in the
first quarter of this year. Similarly, steel prices (domestic hot-rolled coil), have fallen since the beginning of 2011, but still
remain higher year over year. During October, steel prices averaged $702 per short ton, compared with the $554 average
for fourth-quarter 2010. However, the price has dropped nearly 8% since the beginning of the year. In addition, many
companies in both of these sectors stated in their quarterly reports that demand was down from the first half of the year.
Estimates for 2012 declined sharply for financials, a sector that managed to do much better than expected in the third
quarter despite the unfavorable macroeconomic climate. The sector growth rate has been reduced by 5% or more for the
upcoming four quarters, but despite this, the S&P Capital IQ consensus still expects the second-strongest growth rate next
quarter at 17.12%.
The telecommunications sector, with the exception of the third quarter, has been a laggard for the majority of this year.
With only nine companies in the sector, a loss by one company can have a large affect on the entire sector. Of the nine
companies, seven have already reported for the third quarter, and only one (CenturyLink Inc.) beat estimates, while three
missed and three met. These poor results, plus the companies' own uncertain outlook, makes the sector a target for further
cuts by analysts.
The future of 2012 growth estimates all depends on forthcoming economic indicators and the results of the final 15% of
S&P 500 companies left to report third-quarter earnings. Today's employment report was a little disappointing, but not
devastating, as nonfarm payrolls came in slightly lower than expectations of 90,000, with 80,000. On a positive note, the
unemployment rate edged lower to 9.0%, from the consensus estimate of 9.1%, which was also the rate for the prior
month.

Europe
Over the two-week period ended Oct. 28, analysts continued to lower their consensus calendar-year 2011 expectations for
the S&P Europe 350 Index to €98.41 from €99.40, a 1% drop to the lowest level since the start of the third quarter,
according to S&P Capital IQ data (see chart 4). This continues the longstanding trend, which, for instance, reduced 2011
anticipated earnings from €105.14 at mid-year 2011. Consensus expectations for S&P Europe 350 2012 calendar-year
earnings decreased by 1.4% to €108.52 as of Oct. 28, compared with €110.34 on Oct. 14.
Last week, the European governments agreed to write down 50% of bank holdings of Greek debt and to recapitalize
European banks to about €106 billion by June 2012. In addition, leaders planned to increase the main bailout fund to €1
trillion from €440 billion. Despite this progress to resolve the debt crisis, corporate analysts continued to lower their
earnings forecasts for the companies within the region, a trend that began in early summer.
For the past two weeks, the earnings consensus for the cyclical energy, materials, industrials, consumer discretionary, and
financials sectors decreased the most of the 10 sectors. For all 10 sectors, 2012 calendar-year earnings decreased, while
2011 calendar-year earnings increased for just two sectors.
As the European quarterly reporting season continues, only 44% of companies have already reported. Of these, more than
half (58%) have exceeded expectations, and the remaining 42% have missed expectations.
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Chart 4

Contact Information: Christine Short, Senior Manager—Valuation and Risk Strategies,
Christine_Short@standardandpoors.com
Victoria Chernykh, Director—Valuation and Risk Strategies, Victoria_Chernykh@standardandpoors.com

Leveraged Commentary And Data: After An Early Plunge, The High-Yield Market Reverses
Sharply In October
The high-yield market saw two extremes in October, with a sharp sell-off at the beginning of the month and a broad and
robust rally into the end of the month. Encouraging economic figures and positive news out of Europe--as leaders there
worked toward an agreement to address the debt crisis--fueled the rally.
Performance of Leveraged Commentary and Data's (LCD) flow-name bond composite reflected the sharp fluctuations in
October. The average bid of the sample of 15 liquid benchmarks plunged 6.2 points in the Oct. 4 reading to 87.93% of
par, yielding 10.4% (see chart 5). That was the largest drop on record and left the price component at its lowest level in
more than two years. However, it was the last decline recorded in October, and the average bid posted a cumulative gain
of more than 13.5 points over the following seven readings during the month.
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Chart 5

As investors shook the risk-averse sentiment, heavy retail inflows bolstered the rally. For the four weeks ended Oct. 26,
Lipper FMI reported net fund inflows of $6.8 billion, which includes last week's influx of $4.2 billion, the largest ever for
the weekly reporter group.
The better tone in the second half of the month allowed for a reopening of the primary market. Volume in October rose to
$9.4 billion from $6.8 billion in September (see chart 6). However, volume is still much lower than the 2011 monthly
average of $19 billion. That left year-to-date volume at $191.2 billion, down 17% from the same period a year ago. For
reference, 2011 volume was running 34% higher versus 2010 at the end of the second quarter.
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Chart 6

Marked improvement in high-yield over the past few weeks has led to a more active new-issue market in the fourth
quarter than expected at the outset. Participants project November volume to build on October's output, and the shadow
calendar is again brimming with potential business, stoked by large merger and acquisition (M&A) deals.
The average yield for new issues in October (excluding split-rated deals and Ford Motor Credit's three-year notes) was
8.8%, lower than the 9.3% average for deals priced in August and September combined. Granted, roughly half of this
month's volume total was from 'BB' rated issues, but it also included several 'CCC' deals. In a show of demand, follow-on
interest in the secondary, particularly over the past week, had many of these issues scoring multiple-point gains in the
secondary.
Use of proceeds was fairly diverse for deals last month. Refinancing existing debt accounted for about $4.7 billion of the
total, while M&A and leveraged buyout (LBO) activity took $2.7 billion of the pie. Another $1.9 billion was designated
for various corporate purposes.
Contact Information: Steve Miller, Managing Director—Leveraged Commentary & Data,
Steven_Miller@standardandpoors.com
Jonathan Hemingway, Associate—Leveraged Commentary & Data, Jonathan_Hemingway@standardandpoors.com
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R2P Corporate Bond Monitor
Through October, market participants remained concerned about the possibility of a disorderly Greek default and exit
from the eurozone. Amid a wave of strong earnings reports, leaders are assembling at the G20 summit in Cannes, while
the European Central Bank (ECB) recently announced a surprise interest rate cut by 0.25% to 1.25%. According to
International Monetary Fund (IMF) Chief Christine Lagarde, leaders are determined to take decisive action in a
"coordinated fashion." On Nov. 2, 2011, the day before the G20 summit, French President Sarkozy and German
Chancellor Merkel met with Greek Prime Minister George Papandreou for crisis talks and attended a joint press
conference.
On a more positive note, China has become an increasingly important part of the eurozone story. In Cannes, Zhang Tao,
director of the international department of the People's Bank of China, said that Europe is China's largest trading partner,
China-EU relations are very close, and that China views Europe as a key investment area for the foreseeable future.
In the U.S., the Federal Reserve cut its growth forecasts for 2011 and the next two years and did not introduce immediate
additional measures to stimulate the U.S. economy as some had hoped. However, the Federal Open Market Committee
(FOMC) continues to expect a moderate pace of economic growth over coming quarters and consequently anticipates that
the unemployment rate will decline gradually toward levels consistent with their dual mandate for employment and price
stability. In addition, similar to the previous quarter, S&P 500 companies' third-quarter results remain strong. Of the 428
companies that have reported, 65% have exceeded expectations.
On the fixed-income markets, risk-reward profiles--as measured by our average Risk-to-Price (R2P) scores--deteriorated in
October, breaking the slowly improving trend in most of the sectors that began in September (see tables 3 and 4). Scores
decreased across the board, except for the energy sector in the U.S. and the industrials sector in Europe.
In the U.S., although the average probability of default (PD) declined by 20%, scores deteriorated by 5% due to lower
corporate bond returns and an increase in market risk. Option-adjusted spreads (OAS) tightened by 19 basis points (bps),
while bond price volatilities increased by 23%.
Unlike the U.S., the average PD in Europe increased by 14%. Subsequently, score deterioration was due to both an
increase in market risk and in credit risk. The overall PD increase, combined with 7% higher bond price volatilities and 22
bps tighter OAS, explains the 5% score decline.
Table 3

North American Risk-Reward Profiles By Sector--Average R2P Score And Components Changes
Consumer discretionary
Consumer staples
Energy

Scores (%)
(2)

OAS (bps)
(35)

PD (%)
(18)

Bond price vol. (%)
25

(9)

10

(12)

3

5

(35)

(28)

32

Financials

(5)

(21)

(15)

15

Health care

(10)

(37)

(43)

26

Industrials

(2)

(17)

(24)

20

Information technology

(2)

(9)

(25)

19

Materials

(4)

(3)

(25)

33

Telecommunication services

(6)

(30)

8

38

(14)

(17)

(14)

22

Utilities
Change as of Nov. 1, 2011, from Sept. 30, 2011.

10

November 4, 2011
909161 | 301644737

Third-Quarter Results May Look Great, But Declining Future Earnings Expectations Are
Disconcerting

Lookout Report from S&P Valuation and Risk Strategies

Table 4

European Risk-Reward Profiles By Sector--Average R2P Score And Components Changes
Scores (%)
(6)

OAS (bps)
(7)

PD (%)
(14)

Bond price vol. (%)
25

(12)

(21)

109

21

Energy

(2)

(31)

14

(8)

Financials

(4)

(18)

(6)

(2)

Health care

(10)

(2)

20

28

Consumer discretionary
Consumer staples

Industrials

5

(25)

(24)

(11)

Information technology

(17)

(41)

32

(13)

Materials

(11)

(38)

15

10

Telecommunication services

(8)

(23)

10

16

Utilities

14

(13)

(12)

5

Change as of Nov. 1, 2011, from Sept. 30, 2011

Contact Information: Fabrice Jaudi, Senior Director—Valuation and Risk Strategies,
Fabrice_Jaudi@standardandpoors.com

Market Derived Signal Commentary: Challenges At Home And Abroad Pressure China's CDS
In an effort to avert a complete meltdown of the euro, eurozone leaders turned to China to help boost the European
Financial Stability Facility (EFSF) to €1 trillion. The head of the rescue fund, Klaus Regling, said it was in China's own
interest to help resolve the debt crisis, Reuters reported on Oct. 29. China, which has been a buyer of EFSF bonds, is
awaiting further details before committing to an investment in what may be structured as a special purpose vehicle. At the
end of September, China's foreign exchange reserves stood at a record $3.2 trillion.
In China, GDP growth continues, though at a consecutively slower pace, through three quarters (9.7% in the first quarter,
9.5% in the second quarter, and 9.1% in the third quarter, according to Bloomberg). The economy expanded 10.4% in
2010. The global economic slowdown has hurt exports, particularly to Europe, which is China's largest market, so risks
associated with external factors are a mounting concern. In September, China's export growth rate fell to 17.2% from
24.5% in August.
Internally, consumer price inflation in September declined to 6.1% from 6.2% in August and a three-year high of 6.5% in
July. Although the indicator is headed in the right direction, by historical standards, it is quite high--average inflation over
the past 10 years was only 1.6%, according to Standard & Poor's Ratings Services.
"Some officials think that excess domestic liquidity is driving up prices and believe that additional quantitative easing in
the developed economies could fuel inflation further," Standard & Poor's said (see "Report Card: Asia-Pacific Sovereigns:
Is the Positive Rating Trend on Hold?," published Sept. 19, 2011, on the Global Credit Portal). "Therefore, the
government has maintained a tight monetary policy despite deteriorating growth prospects in the global economy."
Standard & Poor's expects China's policymaking to be increasingly cautious heading into 2012, as top leadership makes
way for the next generation. Current Chinese President Hu Jintao is expected to step down from his role as Communist
Party leader in the second half of 2012 and as the president in 2013. Also next year, Premier Wen Jiabao is expected to
leave the post he's held since March 2003.
"An abrupt slowdown in the developed economies--more likely now than earlier this year--could lead to another round of
layoffs in the export sector," Standard & Poor's said.
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"Social pressures could build up if these layoffs happen without a fall in consumer price inflation. The government is likely
to face policy considerations that could be much more complicated than in 2008 if another recession hits the global
economy. Due to the recent experience of strong credit growth, inflation expectations are higher than before. So, the
liquidity unleashed by another round of credit easing could fuel inflation even before it creates jobs."
Standard & Poor's has a rating of 'AA-' with a stable outlook on China, reflecting the country's low debt, strong external
assets, and "exceptional" economic growth prospects (see "China's Renminbi-Denominated Bonds Assigned 'AA-' Rating
And Greater China Credit Scale Rating Of 'cnAAA'," published Aug. 18, 2011). China's high single-digit GDP growth
could be maintained if the country takes steps to improve productivity, which is in many cases burdened by price controls,
government interference in business, and the lack of a cohesive set of regulations, Standard & Poor's said (see "Efficiency
Gains Could Keep China's Economy On Full Throttle," published Sept. 12, 2011).
Against this backdrop, China's five-year credit default swap (CDS) spread has nearly tripled over the past year to 148
basis points (bps) as of Wednesday from an average of 55 bps as of November 2010, according to CMA DataVision. The
average high over the past year was 213 bps in October 2011; the all-time high was 260 bps on March 2, 2009. The
spread is wide of its credit rating benchmark by 16 bps but in line with the Market Derived Signal rating of 'a' (see chart
7).
Chart 7

China's spread is currently 23 bps wide of Japan's spread of 125 bps. Standard & Poor's has a rating of 'AA-' with a
negative outlook on Japan (see chart 8).
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Chart 8

China's CDS is far wide of the spreads for the higher-rated Germany and the U.S., but it is tight of 'AAA' rated France (see
chart 9).
Chart 9
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Compared with many sovereign spreads (Spain, 359 bps; Italy, 474 bps; for example), China's spread remains relatively
low risk. However, the trend over the past year, likely spurred by a combination of internal and external factors, makes us
cautious. We think the CDS will continue to be subject to volatility in the near term, so we will monitor its trajectory for
any significant deviation.
Contact Information: Lisa Sanders, Director, Research—Valuation and Risk Strategies,
Lisa_Sanders@standardandpoors.com

Capital Market Commentary: Recent IPO Firms Are Posting Solid Earnings
IPOs
With the completion of Groupon's $700 million initial public offering (IPO), some potential investors have concerns about
the offering's relatively small size; the company sold less than 5.6% of its outstanding shares. In fact, a review of S&P
Capital IQ data reveals that since 2010, only 11 IPOs priced on major U.S. exchanges came to market with between 0.1%
and 5.0% of their outstanding shares. Of those companies, only five have recently traded above the offer price. Still, at the
time of this writing, the Groupon shares were trading above its offer price of $20 per share on its first trade day.
Meanwhile, the recent crop of IPO companies has delivered impressive earnings results. Among the 74 total (excluding
closed-end funds and REITs) firms that went public this year, 23 have recently reported third-quarter 2011 results,
according to S&P Capital IQ. Of those, 18 exceeded consensus earnings expectations, while two met and three missed.
Among those the companies that delivered better-than-expected-results, several were previously acquired by financial
sponsors, including HCA Holdings Inc., GNC Holdings Inc., and Dunkin' Brands Inc.
Although the pace of issuance has been slow recently, one of last month's offerings--Ubiquiti Networks--ranks among the
leading performers among IPOs in the information technology sector this year (see table 5).
Table 5

U.S. Technology IPOs Year-to-Date 2011 Performance
Closed date
5/18/2011

Target/Issuer
LinkedIn Corp.

Transaction value (mil. $)
352.8

Latest price ($)
88.9

Price per share ($)
45.0

Change (%)
97.6

6/8/2011
10/13/2011

Fusion-io Inc.

233.7

30.1

19.0

58.4

Ubiquiti Networks Inc.

105.6

20.5

15.0

36.4

7/19/2011

Zillow Inc.

69.2

26.6

20.0

33.2

6/16/2011
3/24/2011

Bankrate Inc.

300.0

19.8

15.0

31.9

ServiceSource Corp.

119.4

13.0

10.0

30.0

7/26/2011

Tangoe Inc.

87.7

12.2

10.0

21.9

8/10/2011

Carbonite Inc.

3/16/2011

Cornerstone OnDemand Inc.

62.5

12.2

10.0

21.5

136.5

14.3

13.0

10.3

5/25/2011

The Active Network Inc.

4/20/2011

Responsys Inc.

165.0

12.8

15.0

(14.9)

79.4

10.2

12.0

(15.0)

4/14/2011

Ellie Mae Inc.

45.0

5.1

6.0

(15.2)

5/25/2011

Freescale Semiconductor Holdings I Ltd.

2/1/2011

NeoPhotonics Corp.

783.0

12.2

18.0

(32.5)

82.5

5.0

11.0

(54.7)

1/25/2011

Demand Media Inc.

5/10/2011

FriendFinder Networks Inc.

151.3

7.2

17.0

(57.7)

50.0

1.8

10.0

(81.9)

Data as of Nov. 2, 2011. Source: S&P Capital IQ.
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M&A
While acquisitions of U.S. companies and assets have rebounded this year, so have U.S. purchases of foreign businesses
and operations. U.S. foreign merger and acquisition (M&A) activity through the first 10 months of the year is up by more
than 56% from the year-ago period (see table 6). Deal volume in three sectors--telecommunications, information
technology, and utilities--has more than doubled this year from the year-ago period. On the other hand, U.S. overseas
purchases have declined in the energy, financial, and consumer staples sectors. Because a significant portion of the more
than $1.1 trillion in nonfinancial S&P 500 short-term investments and cash is held overseas, prospects remain solid for
U.S. purchases abroad.
Table 6

Foreign Acquisitions By U.S. Buyers
Sector
Telecommunications

January 2010 to October 2010 (bil. $)
1.6

January 2011 to October 2011 (bil $)
13.3

Change (%)
731.3

Information technology

8.3

28.2

239.8

Utilities

2.5

7.0

180.0

Industrials

15.2

28.7

88.8

Consumer discretionary

15.2

25.4

67.1

Materials

9.0

11.9

32.2

Health care

9.7

11.6

19.6

Energy

5.0

4.9

(2.0)

19.7

15.8

(19.8)

Consumer staples

4.5

3.1

(31.1)

Other

6.3

1.6

(74.6)

Total

97.0

151.5

56.2

Financials

Source: S&P Capital IQ.

Debt
Following back-to-back months of more than 1,000 CUSIP requests for domestic corporate debt securities, October
identifier demand retreated to 793 requests, the lowest monthly count since May 2010 (752 orders). While not necessarily
a red flag given the strong pace of identifier requests in August and September, the recent results nonetheless may suggest
that capital market volume may be lean in the short term. On the other hand, international debt securities CUSIP orders
increased in October, marking the first back-to-back month of gains since September 2009 to October 2009. To that end,
the past five-month-long slide may be giving way to some stabilization.
Contact Information: Richard Peterson, Director, Research—Valuation and Risk Strategies,
Richard_Peterson@standardandpoors.com

S&P Index Commodity Commentary: Lower Rates And Non-Income Producing Assets
The S&P GSCI gained 8.91% in the fourth quarter as of Nov. 2, recovering from its September swoon and narrowing the
year-to-date decline to 0.76%. Strength in petroleum prices, a 9.58% increase in the S&P 500 Index, and a 1.82% decline
in the U.S. Dollar Index have supported fourth-quarter gains. Crude oil has been the best performing commodity in the
fourth quarter, reflected in the S&P GSCI Petroleum Index's increase of 11.39%, as the futures term structure shifted into
backwardation for the first time since 2008. Reflecting tightening supply and demand conditions, all five S&P GSCI
petroleum commodities ended the month in backwardation, which has a tendency to boost index total returns due to
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rolling futures into lower prices on the term structure. Anticipation of lower interest rates in China, a surprise rate
reduction by the ECB, along with the reassurance from the FOMC of sustained low base rates, coinciding with the
purchase of longer-dated bonds, has provided an additional boost to commodities in November.
Commodities are the most liquid non-income producing assets. Prices are ultimately determined by supply and demand,
but base interest rates are a key opportunity cost factor of investing in commodities. While demand continues to increase
rapidly in developing countries, most interest rates continue to decline in developed countries, providing an additional
boost to commodities. Since the end of 1999, the U.S. two-year Treasury note yield declined from about 6.00% to 0.24%
as the S&P GSCI Spot Index increased 231% as of Nov. 2. Lower interest rates have played a roll in appreciating
commodities, certainly in the case of the quintessential non-income producing asset: gold. Since base interest rates are near
zero in most developed countries, many market participants are looking to the longer-dated bond market for signs of
change in the lower rate trend. Chart 10 depicts the similar trends of the S&P GSCI Spot Index, the S&P GSCI Gold
Index, and the U.S. Treasury 10-year note yield (inverse). Since the advent of quantitative easing, price increases for many
commodities have accelerated, led by precious metals and energy, leading many market analysts to opine that extremely
low base interest rates and policies, such as quantitative easing, are providing a substantial boost to commodities.
Chart 10

Contact Information: Mike McGlone, Senior Director, Commodities—S&P Indices,
Mike_McGlone@standardandpoors.com
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About S&P Investment Services

Capital IQ:
Capital IQ delivers comprehensive fundamental and quantitative research and analysis solutions to over 4,500 investment
management firms, private equity funds, investment banks, advisory firms, corporations, and universities worldwide. Its solutions are
based on the Capital IQ Platform, Compustat, ClariFI, and Alphaworks products, and offer an array of powerful applications for
desktop research, screening, real-time market data, backtesting, portfolio management, financial modeling, and quantitative
analysis.

Valuation and Risk Strategies:
S&P Valuation and Risk Strategies offers a portfolio of products and services that serve the global financial markets by providing
financial market intelligence and analytic insight for risk driven investment analysis within the debt, structured finance, derivative,
and credit markets.

S&P Indices:
S&P Indices is the world's leading index provider maintaining a wide variety of investable and benchmark indices to meet an array of
investor needs. Over $1.25 trillion is directly indexed to Standard & Poor's family of indices, which includes the S&P 500, the
S&P/Case-Shiller Home Price Indices, the S&P Global BMI, the S&P GSCI, and the S&P National AMT-Free Municipal Bond Index.

Leveraged Commentary and Data:
Standard & Poor's Leveraged Commentary & Data (LCD) provides news and analytics on the leveraged finance market—syndicated
loans, high-yield bonds, and distressed debt. Working with buyside and sellside players, LCD offers the most accurate and timely
loan and high yield bond information available. Leveraged Commentary and Data will discuss the current trends and outlook for the
leveraged finance market. The analysis will be informed by market conversations as well as LCD's extensive database of high-yield
and leveraged loan information and far-reaching reportorial effort.
For more information on all of these businesses, go to www.standardandpoors.com.

Sign up for your complimentary subscription: www.standardandpoors.com/lookout
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Standard & Poor's Index Services
All information provided by Standard & Poor's is impersonal and not tailored to the needs of any person, entity or group of persons. Standard & Poor's makes no
representation regarding the advisability of investing based upon any Standard & Poor's index. Standard & Poor's does not sponsor, endorse, sell or promote any investment
fund or other vehicle that is offered by third parties and that seeks to provide an investment return based on the returns of any Standard & Poor's index. A decision to invest in
any such investment fund or other vehicle should not be made in reliance on any of the statements set forth in this presentation. Prospective investors are advised to make an
investment in any such fund or vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or vehicle.
Standard & Poor's does not guarantee the accuracy and/or completeness of any Standard & Poor's index, any data included therein, or any data from which it is based, and
Standard & Poor's shall have no liability for any errors, omissions, or interruptions therein. Standard & Poor's makes no warranties, express or implied, as to results to be
obtained from use of information provided by Standard & Poor's and used in this service, and Standard & Poor's expressly disclaims all warranties of suitability with respect
thereto. While Standard & Poor's has obtained information believed to be reliable, Standard & Poor's shall not be liable for any claims or losses of any nature in connection
with information contained in this document, including but not limited to, lost profits or punitive or consequential damages, even if it is advised of the possibility of same.
These materials have been prepared solely for informational purposes based upon information generally available to the public from sources believed to be reliable. Standard
& Poor's makes no representation with respect to the accuracy or completeness of these materials, the content of which may change without notice. The methodology
involves rebalancings and maintenance of the indices that are made periodically during each year and may not, therefore, reflect real time information.
Analytic services and products provided by Standard & Poor's are the result of separate activities designed to preserve the independence and objectivity of each analytic
process. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information received during each analytic process.

Risk-to-Price content is provided by Standard & Poor's Securities Evaluations, Inc. (SPSE),
a part of S&P Valuation and Risk Strategies and a registered investment adviser with the United States Securities and Exchange Commission. SPSE provides (1) fixed-income
evaluations and (2) analyses of certain U.S. and European fixed income securities using its proprietary Risk-to-Price scoring methodology. SPSE is analytically and editorially
independent from any other analytical group at Standard & Poor's.
Products and services provided by SPSE may not be available in all countries or jurisdictions.
SPSE also has redistribution relationships that reflect evaluations and equity pricing services of other, unaffiliated firms with which SPSE has contracted to distribute to its
client base. Prices and data provided by these third-party firms are the responsibilities of those firms and not SPSE and are produced under the firms' methodologies and
policies and procedures. SPSE disclaims any responsibility for the adequacy and accuracy of any information contained in any feed provided by a third party.
Standard & Poor's and its affiliates provide a wide range of services to, or relating to, many organizations, including issuers of securities, investment advisers, broker-dealers,
investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits from those organizations, including
organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
The information contained herein does not constitute an offer to buy, hold or sell any security or the solicitation of an offer to buy any securities to any person. The securities,
financial instruments or strategies mentioned herein may not be suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change
without notice, and are only correct as of the stated date of their issue. Prices or values of any securities or investments mentioned herein may fall against the interests of the
investor and the investor may get back less than the amount invested. Where an investment or security is denominated in a different currency to the investor's currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained herein
is not intended for any specific investor and does not take into account a particular investor's investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies. Before acting on any information contained herein, an investor should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice.

Standard & Poor's Securities Evaluations Risk-to-Price (R2P) Services:
The following country-specific disclosures should be read by users of SPSE's R2P services:
The following disclosure is applicable to residents of the European Union:
The following individuals are members of SPSE's analytical staff who generate Risk-to-Price scores and reports: Michael Thompson, Ashish Ojha, Richard Peterson, Jaseem
Hasib, Robert Keiser, Charles Bassignani, and Fabrice Jaudi.
Historical R2P scores for the past 12 months for each security identified herein are available by contacting Standard & Poor's Client Services Department at (212) 438-4510 or
via e-mail at spsupportcenter@standardandpoors.com.
The Risk-to-Price White Paper, which contains the methodology/criteria for R2P is available by contacting Standard & Poor's Client Services Department at (212) 438-4510 or
via e-mail at spsupportcenter@standardandpoors.com.
For residents of Australia:
Risk-to-Price (R2P) content is only provided to Australian wholesale client as defined in Chapter 7 of the Corporations Act 2001 (Australia) and such materials will only be
used for internal purposes only. Risk-to-Price (R2P) is being delivered by Standard & Poor's Securities Evaluations, Inc. Australian Registered Body Number 136 795 018
(SPSE). SPSE is regulated by the United States Securities & Exchange Commission, under the laws of the United States which laws differ from the laws of Australia; and
SPSE is exempt from the requirement to hold an Australian Financial Services license.
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For residents of Chile:
A client who may be considered to be a "Consumer" as that term is defined under the Chilean Consumer Protection Law No. 19,496 of 1997, SPSE hereby represents that it
will respect the terms, conditions and formalities to which the delivery of Service(s) under the terms of this Attachment will be carried out and that by Subscriber's
acceptance of this Attachment Subscriber is agreeing to be bound by its terms and conditions. Subscriber hereby acknowledges it has read the terms of this Attachment and
has received a copy of it.
The Service(s) and any information contained therein are not intended as an offer, promotion or solicitation for the purchase or sale of any security or other financial
instrument nor should it be considered investment advice. Any opinions expressed herein are given in good faith, are subject to change without notice and are only correct as
of the stated date of their issue. SPSE including its affiliates provides wide range of services to, or relating to many issuers and organizations and accordingly, may receive
fees or other economic benefits from those issuers and organizations whose securities they may recommend, rate, include in model portfolios, evaluate or otherwise address,
including issuers and organizations included in this (the) Service(s).
For residents of Hong Kong:
Risk-to-Price (R2P) is provided by Standard & Poor's LLC-Hong Kong branch. The information is not intended as an offer, promotion or solicitation for the purchase or sale of
any security or other financial instrument. Any opinions expressed herein are given in good faith, are subject to change without notice and are only correct as of the stated
date of their issue. Standard & Poor's directly and through its affiliates provides a wide range of services to, or relating to many issuers and organizations and accordingly,
may receive fees or other economic benefits from those issuers and organizations whose securities they may recommend, rate, include in model portfolios, evaluate or
otherwise address, including issuers and /or organizations included in this service.
For residents of Malaysia:
Risk-to-Price (R2P) content is being provided by Standard & Poor's Malaysia Sdn Bhd. This information is not intended as an offer, promotion or solicitation for the purchase or
sale of any security or other financial instrument. Any opinions expressed herein are given in good faith, are subject to change without notice and are only correct as of the
stated date of their issue. All queries in relation to the reports should be referred to Alexander Chia, Desmond Ch'ng, or Ching Wah Tam. Standard & Poor's directly and
through its affiliates provides a wide range of services to, or relating to many issuers and organizations and accordingly, may receive fees or other economic benefits from
those issuers and organizations whose securities they may recommend, rate, include in model portfolios, evaluate or otherwise address, including issuers and organizations
included in this service.
For residents of Israel:
Risk-to-Price (R2P) content can only be used by investors listed in the First Schedule to the Securities Law, 1968 of Israel which is defined as one of one of the following:
1. a mutual fund (joint investment trust fund) as defined in the Joint Investment Trust Law or a company managing such fund;
2. a provident fund as defined in the Regulations of Financial Services (Provident Funds) Law 5765-2005, or a company that manages such provident funds;
3. an insurer as defined in the Supervision of Insurance Business Law;
4. banking corporation licensed under the Banking Licensing Law or an Auxiliary Corporation (other than a joint services company) purchasing Notes for its own account or for
the account of customers who are Exempt Investors;
5. a portfolio manager as defined in Section 8(a) of Israeli Investment Advice Law, who purchased Notes for his own account or for the account of customers which qualify as
Exempt Investors;
6. an investment adviser, as defined in the Israeli Investment Advice Law; who is purchasing notes for his own account;
7. a member of the Tel Aviv Stock Exchange purchasing Notes either for its own account or for customers which qualify as Exempt Investors;
8. an underwriter qualified in accordance with Section 56(c) of the Securities Law who is purchasing Notes for its own account;
9. a venture capital fund;
10. a corporation engaged primarily in capital markets that is owned exclusively by Exempt Investors; or
11. a corporation (other than a corporation incorporated for purchasing securities in a specific offer and whose equity exceeds 250 million new shekels.)
Residents of Israel understand and agree that this information is not intended as an offer, promotion or solicitation for the purchase or sale of any security or other financial
instrument nor should it be considered investment advice. Any opinions expressed herein are given in good faith, are subject to change without notice and are only correct as
of the stated date of their issue. Standard & Poor's directly and through its affiliates provides a wide range of services to, or relating to many issuers and organizations and
accordingly, may receive fees or other economic benefits from those issuers and organizations whose securities they may recommend, rate, include in model portfolios,
evaluate or otherwise address, including issuers and organizations included in this service.
For residents of Singapore:
Risk-to-Price (R2P) is only available to the following institutions for internal use:
1. a bank that is licensed under the Banking Act, Chapter 19 of Singapore;
2. a merchant bank that is approved as a financial institution under Section 28 of the Monetary Authority of Singapore Act, Chapter 186 of Singapore;
3. a finance company that is licensed under the Finance Companies Act, Chapter 108 of Singapore;
4. a company or society registered under the Insurance Act, Chapter 142 of Singapore, as an insurer;
5. a company registered under the Trust Companies Act, Chapter 336 of Singapore;
6. the Singapore government;
7. a statutory body established under any Singapore act;
8. a pension fund or collective investment scheme;
9. the holder of a capital markets services license for dealing in securities, fund management, providing custodial services for securities, real estate investment trust
management, securities financing, or trading in futures contracts;
10. a person (other than an individual) who carries on the business of dealing in bonds with accredited investors or expert investors;
11. the trustee of such trust as the MAS may prescribe, when acting in that capacity; or
12. such other person as the MAS may prescribe.
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This information is not intended as an offer, promotion or solicitation for the purchase or sale of any security or other financial instrument.
Anything herein that may be construed as a recommendation is intended for general circulation and does not take into account the specific investment objectives, financial
situation or particular needs of any particular person. Advice should be sought from a financial adviser regarding the suitability of an investment, taking into account the
specific investment objectives, financial situation or particular needs of any person in receipt of the recommendation, before the person makes a commitment to purchase the
investment product.
Any opinions expressed herein are given in good faith, are subject to change without notice and are only correct as of the stated date of their issue. Standard & Poor's directly
and through its affiliates provides a wide range of services to, or relating to many issuers and organizations and accordingly, may receive fees or other economic benefits
from those issuers and organizations whose securities they may recommend, rate, include in model portfolios, evaluate or otherwise address, including issuers and
organizations included in this service.
For residents of the UNITED ARAB EMIRATES ("UAE") (NON-DIFC ZONE)
Users in the UAE hereby accept and acknowledge that the place and receipt of SPSE's acceptance and execution of its Agreements is not within the UAE.
SPSE's services are not intended to amount to an offer of securities within the meaning of DIFC law No. 12 of 2004 (The DIFC Markets Law) or the equivalent laws, rules and
regulations made by The Central Bank of the UAE and the Emirates Securities and Commodities Authority or Financial Consultation within the meaning of the Emirates
Securities and Commodities Authority Regulation of 2008 pertaining to Financial Consultation and Financial Analysis. Neither the Dubai Financial Services Authority, The
Emirates Securities and Commodities Authority or The Central Bank of the UAE has reviewed or verified any of the information provided through the services, or has any
responsibility for it. If you do not understand any of the contents of the services, you should contact a financial advisor.
For residents of the United Kingdom:
This Risk-to-Price (R2P) communication is directed to and can only be used to persons who are investment professionals as defined in the Financial Services and Markets
2000 (Regulated Activities) Order 2001 and who are authorized person as defined in section 31 of the Financial Services and Markets Act 2000. The information available
through this website is not intended as an offer or promotion or solicitation for the purchase or sale of any security or other financial instrument nor should it be considered
investment advice. It will only be made available to persons with professional experience in matters relating to investments. Any opinions expressed herein are given in good
faith, are subject to change without notice and are only correct as of the stated date of their issue. Such opinions should not be relied upon by persons who do no have
professional experience in matters relating to investments. Standard & Poor's directly and through its affiliates provides a wide range of services to, or relating to many
issuers and organizations and accordingly, may receive fees or other economic benefits from those issuers and organizations whose securities they may recommend, rate,
include in model portfolios, evaluate or otherwise address, including issuers and organizations included in this service.
For all other users:
Risk-to-Price (R2P) content is provided by Standard & Poor's Securities Evaluations, Inc. This information is not intended as an offer, promotion or solicitation for the purchase
or sale of any security or other financial instrument nor should it be considered investment advice. Any opinions expressed herein are given in good faith, are subject to
change without notice and are only correct as of the stated date of their issue. Standard & Poor's directly and through its affiliates provides a wide range of services to, or
relating to many issuers and organizations and accordingly, may receive fees or other economic benefits from those issuers and organizations whose securities they may
recommend, rate, include in model portfolios, evaluate or otherwise address, including issuers and organizations included in this service.
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