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Key Takeaway
We continue to emphasize that balance sheets are in great shape and thus
M&A activity has really picked up. We have also seen a pickup in the number
of companies reducing shares outstanding and paying dividends. Stocks that
reduce shares and pay a dividend tend to outperform, and buybacks along with
cheap valuations really outperforms. We have seen a reduction in the number
of companies going public; this is the lowest number of companies since 1984.

The universe of US stocks and their float continues to dwindle thanks to a strong pick up of
M&A coupled with very clean balance sheets, low interest rates, and access to the capital
markets helping boost buybacks and dividend payments. We think this has real implications
for active managers, as it seems investors are crowding into fewer names and trading volume
has fallen, making it much more difficult to add or reduce positions. Currently, there are
just 3,267 stocks in the University of Chicago's CRSP data, and this is the lowest since 1984.
We have also seen over 31% of small caps reduce shares outstanding over the last year, and
since 2011, large-cap companies have lowered their shares outstanding. Thus, we think this
makes it tough for active managers to differentiate themselves and trade stocks.

Why reduce shares? It boosts performance
Companies that are in the drivers seat and able to use their cash to reduce shares outstanding
have been able to help boost their stock price over time. Companies that reduce shares
outstanding have returned 14.1% annually versus 6.7% for those that have increased shares
or kept them stable, while the overall universe has risen 9.2%. Buybacks have added alpha
this year; however, that has not been the case since the market bottomed in February (-3.6%
relative) due to higher-beta outperforming.

Who are reducing shares—everyone except Energy and Health Care
Reducing shares outstanding has become all the rage, and it has been suggested to us that
companies should forget their bond ratings, borrow as much as possible at very low interest
rates, and reduce shares outstanding. We see some validity in this statement given how clean
balance sheets are, the fact that capital markets remain wide open, and the cost of capital is
cheap. Currently, 31% of small-cap companies have reduced their shares outstanding versus
the average of 20% and peak level of 33.3% back in April 2000. In every sector, companies
that reduce shares outstanding have outperformed those that do not. The biggest difference
between the two occurred in Info Tech with those that reduced shares returning 16.1%
annually versus 6.0% for companies that were flat or increased shares.

Do not overlook dividends—look outside the usual suspects
So far this year, dividend payers have swamped the non-payers but this is not just a 2016
phenomenon. Over time, companies that have paid a dividend have outperformed those
that did not at 11.7% versus 6.0%. The relative performance of dividend payments has been
lumpy based on market sentiment versus the consistency we see with buybacks.

Unsurprisingly, Financials, Real Estate, and Utilities have the highest percentage of dividend
payers. Materials comes in fourth with 59.5% of names paying and a spread between payers
and non-payers of 8.3%. Dividend paying Health Care stocks had the greatest return at
15.8%, and we suggest avoiding non-paying Utilities, which had a -3.3% annual return.

Adding buybacks to dividends helps—buying cheap really helps
We decided to put the two factors together and found that stocks that pay a dividend and
reduce shares deliver better performance than just paying a dividend at 13.0%. However,
this still falls a bit short versus straight buy backs.

Even better is finding stocks that are very cheap on E/P and reducing shares outstanding,
as they have jumped nearly 20% versus stocks that kept share count constant or increased
and were very expensive at just 0.6%.

Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on pages 11 to 14 of this report.



 

 

Buybacks and dividends payoff in small 
As we highlighted in our “Theme #5: M&A Activity is set to heat up” report, balance 

sheets are in great shape and we think companies have access to the capital markets 

(Theme #5 M&A Activity Picks Up). M&A is running at a record pace in small caps so far 

this year, but companies have other alternatives to use their cash as well. Companies can 

reduce shares outstanding and/or pay dividends. Inside of small caps, we have seen a real 

pick up in both of these strategies lately, but they have received much press over the years 

with not so glowing remarks. The criticism stems from the fact that buybacks and 

dividends do not create additional jobs and only boost stock prices and line the pockets of 

investors, including the management of the company. However, we do see that reducing 

shares outstanding and/or paying dividends do pay off in terms of delivering better 

performance in this size segment. Given that it does help performance, balance sheets are 

clean, companies can access capital, we see this continuing and is an overall positive for 

the market.  

The US equity market is shrinking 
Between the lack of IPO activity, the pick-up of M&A, and buybacks, the US equity world 

is becoming smaller and smaller, and this could be one of many reasons why active 

managers are lagging behind their indexes. Companies may not want to come public due 

to the additional cost of Sarbanes-Oxley or the fact that the private market has become a 

bigger source of financing than it has been in the past. It could be that investors are 

chasing the same stocks and are therefore unable to differentiate themselves much nor 

have access to enough liquidity. However, we will examine why managers are lagging 

more in detail at a later date. Just looking at the number of stocks in the US, we see that 

the University of Chicago’s CRSP deciles 1-10 has just 3267 names, barely enough to fill 

out the Russell 3000 (Chart 1). The number of stocks has nearly been cut in half since 

1997 when this figure peaked out at 6364. This is the fewest stocks in this universe since 

1984. 

 

Chart 1: Number of stocks in CRSP data lowest since 1984. 

  

Source: Center for Research in Security Prices (CRSP®), The University of Chicago 
Booth School of Business; Jefferies. 
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The US equity market continues to 

slim down and is nearly half that of 

its peak. Today, “just” 3267 stocks 

reside in the CRSP deciles 1-10 

compared to its peak in 1997 at 

6364 names. 

Buybacks and dividends have been 

scrutinized by numerous folks 

however it does help boost share 

price and with cost of capital cheap 

and easily accessible, we see this 

trend continuing. 
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The float in large caps has also been reduced 
We also see that overall liquidity in the large caps has been reduced by the percentage 

change in shares outstanding. Over the last six years, including 2016, we have seen small 

reductions in the shares outstanding in the Russell 1000 when historically the index has 

averaged an increase of 1.3% (Table 1). However for the Russell 2000, we have seen an 

increase in shares outstanding in each year since 1997. This year the increase has been 

2.1%, much less than the average of 4.8%. 

 

Table 1: Percentage change in total shares outstanding of index constituents. 

 % Change In Shares 

 Russell 3000 Russell 1000 Russell 2000 

2016 0.2 -0.3 2.1 

2015 0.6 -0.5 4.9 

2014 0.6 -0.5 5.4 

2013 0.4 -0.9 6.0 

2012 0.8 -0.2 5.4 

2011 0.2 -0.7 4.6 

2010 2.1 1.1 6.5 

2009 4.6 4.4 5.9 

2008 3.4 3.4 3.2 

2007 -0.7 -1.4 2.7 

2006 0.6 0.0 3.6 

2005 1.4 0.6 4.9 

2004 2.5 2.1 4.3 

2003 2.4 1.6 6.5 

2002 2.1 1.8 4.1 

2001 3.3 3.0 4.9 

2000 3.6 3.4 4.5 

1999 3.9 3.6 5.2 

1998 4.4 3.8 5.6 

1997 2.9 2.3 5.4 

    

Average 2.0 1.3 4.8 

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

More small caps reducing shares, paying dividends  
Given the amount of cash parked on company balance sheets and the fact that it is 

earning nearly zero, companies have been doing the right thing and returning it back to 

shareholders in the form of buybacks and dividends. Looking at the percentage of 

companies that are reducing shares, paying dividends, and doing both, we found that we 

are near all-time highs and above the historical average on all three measures. Currently, 

31% of names have reduced shares outstanding over the last year versus the historical 

average of 20.5% (Chart 2).  We also see just over 43% of companies in the Russell 2000 

are now paying a dividend, the highest since May 1996, compared to the historical 

average of 39.3% (Chart 3). When we combine the two, reducing shares out and paying a 

dividend, we see that almost 17.5% of the Russell 2000 constituents are doing both, 

whereas only 10.9% have done so on average historically (Chart 4). 

 

 

The total shares outstanding have 

been reduced in each of the last six 

years in large caps, whereas small 

caps continue to increase their share 

count. 

 

Small-cap companies are 

increasingly reducing shares 

outstanding, paying dividends, or 

doing both. 
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Chart 2: Percentage of companies reducing shares is near all-time highs… 

  

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

 

Chart 3: …And companies paying a dividend has spiked over last few months 

  

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

 

 

Chart 4: The percentage of companies doing both is also nearing new highs 

  

Source: FactSet Research Systems; Russell Investment Group; Jefferies 
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Info Tech seeing increases in buybacks & dividends 
Looking across the sectors at who have become better capital allocators, we find it 

interesting that the groups we are overweight (Discretionary, Industrials, and Tech) have 

been reducing share count and paying dividends (Please see JEF's Sector Allocation).  

 Tech is seeing the highest increase over its historical average in terms of 

percentage of companies paying a dividend or both paying a dividend and 

reducing shares.  

 Discretionary has the highest percentage of companies reducing shares 

outstanding at nearly half of its companies and 22% are doing both. 

 Industrials is a close second in terms of buyback activity, almost half are paying 

dividends, and a quarter are doing both. 

 Of course Real Estate has the highest percentage paying a dividend and over 

20% have reduced shares out over the last year. 

 Given how cash strapped Energy is these days, it is no surprise that less than 

10% of its names have reduced shares outstanding, but we still see 28.6% of the 

names pay a dividend and this is up from its long-term average. 

 Health Care also needs cash and thus buybacks are below average at a measly 

9.2% and companies paying a dividend is even less than that at 6.3%. 

 Almost 30% of Financials have reduced shares and paid a dividend and this is 

28.5% above its norm.  

 Although part of our underweight to Materials is that balance sheets still need 

repair, 27.8% of its names pay a dividend and have reduced shares out over the 

last year.  

 

Table 2: Tech is seeing a big pick up of buybacks and dividend payments; not the case for Health Care 

  

% Reducing Shares 

  

% Paying Dividends 

  

% Reduce Shares & Paying Dividends 

GICS Sector Current Average % Difference  Current Average % Difference  Current Average % Difference 

Discretionary 47.7 26.8 78.1  37.3 32.2 15.7  22.0 11.8 85.8 

Staples 32.3 24.2 33.2  46.8 52.7 -11.2  19.4 15.5 24.9 

Energy 9.5 12.7 -25.3  28.6 23.9 19.5  4.8 4.7 0.4 

Financials 36.3 28.9 25.4  78.1 73.5 6.2  29.7 23.1 28.5 

Health Care 9.2 10.9 -15.5  6.3 10.5 -39.8  2.0 2.5 -18.8 

Industrials 45.2 23.6 91.3  49.4 44.3 11.7  25.1 13.8 82.0 

Info Tech 31.4 17.0 84.1  19.0 11.8 60.2  9.2 3.5 164.4 

Materials 38.0 24.1 57.3  59.5 56.6 5.0  27.8 17.4 60.3 

Real Estate 20.8 12.9 60.3  91.5 81.8 11.9  18.9 9.6 96.8 

Utilities 18.5 12.0 53.4  69.2 65.7 5.4  12.3 7.0 76.2 

            

Russell 2000 31.0 20.5 51.2  43.5 39.3 10.8  17.4 10.9 60.4 

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

  

 

 

 

 

 

 

 

 

 

 

 

 

Our overweight sectors of 

Discretionary, Industrials, and Tech 

have been substantially reducing 

shares outstanding, paying a 

dividend, or doing both. 

Equity Strategy

September 1, 2016

page 5 of 14 , Equity Strategist, (212) 284-2056, sdesanctis@jefferies.comSteven G. DeSanctis, CFA

Please see important disclosure information on pages 11 - 14 of this report.

http://bit.ly/2bIKyXe


 

 

Buybacks is the best capital allocation factor 
So why do companies reduce shares or pay dividends? Because it boosts performance! 

Looking at annualized returns, we see that companies that made shareholder distributions 

outperformed their non-distributing peers whether in the form of dividend payments, 

reducing shares via buybacks, or both. Interesting is the fact that buybacks have tended to 

perform best with an annualized return of 14.1% versus the universe at 9.2% (Chart 5). 

We see that dividend strategies also payoff with an annualized return of 11.7% versus non 

payers at 6.0%. When we put the two factors together, we found better performance 

than just yield at 13.0% but slightly lower than buybacks. We also found that buybacks 

seem to deliver consistent results versus dividend payments (Chart 6).  

 

Chart 5: Buybacks and dividend payers beat the universe… 

  

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

 

 

Chart 6: …With buybacks delivering more consistent performance 

  

Source: FactSet Research Systems; Russell Investment Group; Jefferies 
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Buybacks are the king of the capital 

distribution factors with dividends 

also producing solid returns. 

Dividend payers have had some fits 

and starts in terms of relative 

performance but buybacks have 

generally outperformed. 
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Reducers are an all-weather beater 

We looked at the performance by the different buckets annually, in up markets and in 

down, as well as when returns were weak and when they were solid (Table 3). The 

interesting thing to us is that companies that reduced shares outstanding won in all types 

of markets. They held up better when small caps were down and even when they were 

up along with periods when performance was below median and when it was above 

(Charts 7 and 8). Dividend payers give investors more downside protection but lagged by 

a slim margin when the market was up and when it was up strong. As for buybacks and 

payers, they were very solid in downturns and held tough when the market rallied. 

 

Table 3: In most down years, payers and reducers tend to hold up best 

Year Payers Non-Payers Reduce Flat or Increase Reduce & Pay Universe 

1986 12.3 -5.1 7.6 1.9 11.2 5.7 

1987 -4.8 -12.6 9.7 -13.3 -1.1 -8.8 

1988 30.4 21.2 30.9 22.2 31.2 25.0 

1989 13.0 8.4 13.1 9.6 12.9 16.3 

1990 -17.9 -31.2 -23.5 -26.9 -17.6 -19.5 

1991 41.2 53.8 46.9 49.5 47.4 46.0 

1992 25.9 19.3 24.4 20.9 23.4 18.4 

1993 19.4 13.6 17.0 16.0 18.0 18.9 

1994 -0.4 -3.9 0.2 -3.0 2.4 -1.8 

1995 25.5 30.1 31.6 26.9 30.7 28.5 

1996 24.1 9.0 24.5 13.7 23.8 16.5 

1997 36.4 10.3 34.7 18.2 41.5 22.4 

1998 -4.1 -2.9 -0.8 -3.5 -1.2 -2.5 

1999 -3.7 32.4 5.5 21.4 -5.3 21.3 

2000 17.4 -28.0 16.0 -24.8 16.1 -3.0 

2001 22.9 12.8 33.6 11.7 28.1 2.5 

2002 4.0 -34.7 -3.9 -26.5 11.2 -20.5 

2003 38.2 71.3 54.4 60.7 35.2 47.3 

2004 22.4 15.8 24.9 17.0 21.2 18.3 

2005 3.5 1.6 3.7 2.0 1.4 4.6 

2006 21.9 17.2 21.2 18.4 20.0 18.4 

2007 -12.5 -3.7 -10.1 -6.3 -14.4 -1.6 

2008 -26.2 -45.0 -28.9 -42.5 -20.6 -33.8 

2009 15.4 65.5 43.0 47.8 17.7 27.2 

2010 27.1 29.7 27.7 29.4 26.6 26.9 

2011 -1.6 -12.2 0.9 -10.3 0.5 -4.2 

2012 19.2 14.4 21.7 14.8 20.5 16.3 

2013 36.7 46.7 44.0 42.4 37.6 38.8 

2014 5.7 0.6 8.0 1.4 9.7 4.9 

2015 -2.7 -10.6 -4.6 -7.8 -3.0 -4.4 

2016 12.0 3.5 13.0 4.8 12.9 8.3 

       

Annualized 11.7 6.0 14.1 6.7 13.0 9.2 

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

  

 

  

Annual performance by the factors 

versus the overall universe. 
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Chart 7: Share reducers win in up and down markets… 

  

Source: FactSet Research Systems; Russell Investment Group; 
Jefferies 

 

Chart 8: …Along with weak and strong 

  

Source: FactSet Research Systems; Russell Investment Group; 
Jefferies 

 

All sectors benefit from buybacks and dividends 
Looking across the individual sectors at buybacks and dividend payers, we see that both 

of these factors work well on all of the groups. 

 In Discretionary, reducing shares was a better strategy than dividend payers 

with the spread fairly narrow between payers and non-payers. 

 Staples that both reduced shares and pay a dividend only marginally did better 

than those names that just paid a dividend. 

 We saw a large difference between Energy companies that paid a dividend and 

those that did not. 

 The best return in Financials was delivered by those names that both reduced 

shares and paid a dividend at 13.3%. 

 Companies that reduced shares outstanding in Health Care gained 16.6% 

annually and those that paid a dividend gained 15.8% versus the sector’s return 

of 10.1%. 

 We saw a big spread between names in Industrials that reduced shares and 

those that did not or issued stock at 15.7% versus 6.5%.  

 Reducing shares is certainly the way to go in Tech, as these stocks rose 16.1% 

versus those that did not gaining just 6.0%, while reducers and payers rose 

15.5%. 

 We saw fairly consistent spreads between buyback\non-buyback and 

payers\non-payers in Materials at 9.2% and 8.4%, respectively. 

 We did not get much alpha in Real Estate from buybacks but names that did 

not pay a dividend only gained 4.2%. 

 Utilities that failed to pay a dividend actually lost 3.3%, while those that did 

gained nearly 13% and the overall return was enhanced if a stock both paid a 

dividend and reduced shares at 15.4%.   
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At the sector level: 

 

 Dividends are important in 

Energy and Utilities. 

 Companies that reduce 

shares out in Health Care 

and Tech have gained over 

16% annually. 

 In Real Estate, dividends 

matter more than 

buybacks. 

 Buybacks and dividends are 

good differentiators in 

Materials. 
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Table 4: Annualized performance by GICS sector for firms participating in shareholder distributions. 

 Annualized Performance (In %) 

GICS Sector Reduce Flat or Increase Overall  Payers Non-Payers Overall  Reduce + Pay Everyone Else Overall 

Discretionary 10.9 4.0 6.3  9.0 4.7 6.3  11.1 5.8 6.3 

Staples 14.8 9.6 10.8  12.7 8.6 10.8  14.5 10.3 10.8 

Energy 7.4 3.3 3.8  10.7 1.9 3.8  9.8 3.7 3.8 

Financials 11.9 7.5 8.8  11.3 2.9 8.8  13.3 7.6 8.8 

Health Care 16.6 9.3 10.1  15.8 9.6 10.1  14.5 10.1 10.1 

Industrials 15.7 6.5 8.7  11.6 6.2 8.7  12.7 8.0 8.7 

Info Tech 16.1 6.0 7.2  12.5 6.7 7.2  15.5 7.1 7.2 

Materials 15.6 6.4 9.1  12.5 4.1 9.1  15.1 7.2 9.1 

Real Estate 10.4 8.8 9.0  10.2 4.2 9.0  10.6 8.8 9.0 

Utilities 13.8 5.5 6.8  12.9 -3.3 6.8  15.4 6.1 6.8 

            

Russell 2000 14.0 6.2 9.2  11.6 5.3 9.2  12.9 7.3 9.2 

Source: FactSet Research Systems; Russell Investment Group; Jefferies 

 

Cheap and reducing is an even better strategy 
In an effort to boost buybacks, we looked across valuations looking at forward E/P and 

found that stocks that are really cheap and reducing shares outstanding gain nearly 20% 

versus the universe’s return of 9.2% (Table 5). Those names that reduced shares and sat in 

Q2 based on valuations delivered a gain of 13.5%, nearly the same as those stocks that 

kept share count constant or increased but sat in Q1. Stocks that were very expensive and 

increased or kept shares constant barely broke even over the backtest period. 

 

Table 5: Enhance buybacks by adding cheap to the criteria 

FY1 E/P Decrease Flat or Increase 

Q1 (Highest) 19.8 13.4 

Q2 13.5 10.6 

Q3 12.3 8.4 

Q4 11.9 7.7 

Q5 (Lowest) 4.2 0.6 

   

Russell 2000 9.2 — 

Note: FY1 E/P series starts from September 30, 2001. 
Source: FactSet Research Systems; Russell Investment Group; Jefferies 

  

 

 

 

 

 

 

 

  

 

Buybacks and dividend payers work 

across all small-cap sectors. 

Being cheap and reducing shares 

outstanding delivered a gain of 

nearly 20%, while expensive and 

increasing or keeping shares 

constant barely broke even. 
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Everyone wants dividends, even in small caps 
Although one does not associate small caps with income, we have seen investors pour 

money into dividend related strategies in this size segment especially the ETFs. Assets have 

grown to $147.5 billion as of June 30 from just $11.2 billion back at the end of 2006 

(Chart 9). As with anything related to flows and growth, the biggest driver the pick-up 

has been ETFs with assets now standing at $94.1 billion versus just $8.4 billion in 2006. 

 

Chart 9: Assets in dividend strategies in small caps have risen dramatically 

  

Note: 2016 is as of June 30. 
Source: EPFR; Jefferies 

Dividend payers/reducers in SMID; 17 on screen 
Given the strength in performance by those stocks that reduce shares and pay a dividend, 

we looked across our coverage universe here at Jefferies and found 17 Buy rated names 

that fit our criteria. We also wanted the stock to fit two other themes of ours—

domestically oriented and higher quality. Of the 17 stocks, 11 are from our Overweight 

groups of Discretionary, Industrials, and Info Tech (Table 6). 

 

Table 6: 17 Buy rated SMID Caps pay a dividend, reduced shares, and fit our domestic and quality themes 

Ticker Name Price Market Cap Dividend Yield Sector Analyst 

FL Foot Locker 65.64 8,876.3 1.7 Consumer Discretionary Randal J. Konik 

AEO American Eagle Outfitters 18.54 3,375.3 2.7 Consumer Discretionary Randal J. Konik 

SMP Standard Motor Products 44.81 1,012.7 1.5 Consumer Discretionary Bret Jordan 

LAD Lithia Motors 82.77 1,910.9 1.2 Consumer Discretionary Bret Jordan 

NXST Nexstar Broadcasting  52.72 1,601.3 1.8 Consumer Discretionary John Janedis 

DF Dean Foods 17.21 1,546.2 2.1 Consumer Staples Akshay Jagdale 

FLO Flowers Foods 14.91 3,119.6 4.2 Consumer Staples Akshay Jagdale 

FII Federated Investors 32.30 3,346.0 3.1 Financials Surinder Thind 

HBAN Huntington Bancshares  10.01 10,730.3 2.8 Financials Kenneth Usdin 

OA Orbital ATK 75.43 4,449.2 1.6 Industrials Howard A. Rubel 

OSK Oshkosh Corp 53.93 3,989.5 1.4 Industrials Stephen Volkmann 

FBHS Fortune Brands Home 63.56 9,797.4 1.0 Industrials Philip Ng 

KAR KAR Auction Services 42.28 5,816.8 2.8 Industrials Bret Jordan 

MMS MAXIMUS, Inc. 58.82 3,835.1 0.3 Information Technology David Styblo 

SAIC Science Applications Int’l 63.81 2,858.9 1.9 Information Technology Amit Singh 

GPK Graphic Packaging  14.34 4,617.6 1.4 Materials Philip Ng 

PKG Packaging Corp. of Amer. 78.63 7,483.8 2.8 Materials Philip Ng 

Source: FactSet Research Systems; Russell Investment Group; Jefferies 
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Analyst Certification:
I, Steven G. DeSanctis, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the subject
security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this research report.
I, Miles Bredenoord, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.
As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receives
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.

Investment Recommendation Record
(Article 3(1)e and Article 7 of MAR)

Recommendation Published , 17:07 ET. August 31, 2016
Recommendation Distributed , 00:00 ET. September 1, 2016

Company Specific Disclosures
For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Explanation of Jefferies Ratings
Buy - Describes securities that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
Hold - Describes securities that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes securities that we expect to provide a total return (price appreciation plus yield) of minus 10% or less within a 12-month
period.
The expected total return (price appreciation plus yield) for Buy rated securities with an average security price consistently below $10 is 20% or more
within a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated securities with an average
security price consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated securities with an average security price consistently below $10, the expected total return (price appreciation plus yield) is minus
20% or less within a 12-month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.
CS - Coverage Suspended. Jefferies has suspended coverage of this company.
NC - Not covered. Jefferies does not cover this company.
Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes securities whose company fundamentals and financials are being monitored, and for which no financial projections or opinions
on the investment merits of the company are provided.

Valuation Methodology
Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Jefferies Franchise Picks
Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
is based on fundamental analysis and may take into account other factors such as analyst conviction, differentiated analysis, a favorable risk/reward
ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in
the bottom quartile of S&P stocks will continue to have a 15% stop loss, and the remainder will have a 20% stop. Franchise Picks are not intended
to represent a recommended portfolio of stocks and is not sector based, but we may note where we believe a Pick falls within an investment style
such as growth or value.

Risks which may impede the achievement of our Price Target
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This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report
• American Eagle Outfitters, Inc. (AEO: $18.57, BUY)
• Dean Foods Company (DF: $17.10, BUY)
• Federated Investors, Inc. (FII: $32.45, BUY)
• Flowers Foods, Inc. (FLO: $15.08, BUY)
• Foot Locker, Inc. (FL: $65.60, BUY)
• Fortune Brands Home & Security, Inc. (FBHS: $63.66, BUY)
• Graphic Packaging Holding Company (GPK: $14.47, BUY)
• Huntington Bancshares Incorporated (HBAN: $9.89, BUY)
• KAR Auction Services, Inc. (KAR: $42.17, BUY)
• Lithia Motors, Inc. (LAD: $81.66, BUY)
• Maximus (MMS: $59.10, BUY)
• Nexstar Broadcasting Group, Inc. (NXST: $52.18, BUY)
• Orbital ATK (OA: $75.98, BUY)
• Oshkosh Corporation (OSK: $54.29, BUY)
• Packaging Corp of America (PKG: $79.42, BUY)
• SAIC (SAIC: $63.78, BUY)
• Standard Motor Products, Inc. (SMP: $44.58, BUY)

For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Distribution of Ratings
IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY 1094 52.29% 323 29.52%
HOLD 840 40.15% 165 19.64%
UNDERPERFORM 158 7.55% 19 12.03%
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Other Important Disclosures
Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.
Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:
United States: Jefferies LLC which is an SEC registered firm and a member of FINRA.
United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.
Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.
Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.
Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.
India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INH000000701) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.
This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set
forth herein was obtained from sources believed to be reliable, but has not been independently verified by Jefferies. Therefore, except for any obligation
under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered
broker-dealer, which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of
1934. Transactions by or on behalf of any US person may only be effected through Jefferies LLC. In the United Kingdom and European Economic
Area this report is issued and/or approved for distribution by Jefferies International Limited and is intended for use only by persons who have, or have
been assessed as having, suitable professional experience and expertise, or by persons to whom it can be otherwise lawfully distributed. Jefferies
International Limited Equity Research personnel are separated from other business groups and are not under their supervision or control. Jefferies
International Limited has implemented policies to (i) address conflicts of interest related to the preparation, content and distribution of research reports,
public appearances, and interactions between research analysts and those outside of the research department; (ii) ensure that research analysts are
insulated from the review, pressure, or oversight by persons engaged in investment banking services activities or other persons who might be biased in
their judgment or supervision; and (iii) promote objective and reliable research that reflects the truly held opinions of research analysts and prevents the
use of research reports or research analysts to manipulate or condition the market or improperly favor the interests of the Jefferies International Limited
or a current or prospective customer or class of customers. Jefferies International Limited may allow its analysts to undertake private consultancy
work. Jefferies International Limited’s conflicts management policy sets out the arrangements Jefferies International Limited employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. Jefferies International Ltd, its affiliates or subsidiaries, may make a
market or provide liquidity in the financial instruments referred to in this investment recommendation. For Canadian investors, this material is intended
for use only by professional or institutional investors. None of the investments or investment services mentioned or described herein is available to
other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities Act (Ontario). In Singapore, Jefferies Singapore
Limited is regulated by the Monetary Authority of Singapore. For investors in the Republic of Singapore, this material is provided by Jefferies Singapore
Limited pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for accredited,
expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are any matters arising from, or
in connection with this material, please contact Jefferies Singapore Limited, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624,
telephone: +65 6551 3950. In Japan this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong,
this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong
Securities and Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research
in relation to this report is conducted outside the PRC. This report does not constitute an offer to sell or the solicitation of an offer to buy any securities
in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals,
licenses, verifications and/or registrations from the relevant governmental authorities themselves. In India this report is made available by Jefferies
India Private Limited. In Australia this information is issued solely by Jefferies International Limited and is directed solely at wholesale clients within
the meaning of the Corporations Act 2001 of Australia (the "Act") in connection with their consideration of any investment or investment service
that is the subject of this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure
document or product disclosure statement within the meaning of the Act. Jefferies International Limited is authorised and regulated by the Financial
Conduct Authority under the laws of the United Kingdom, which differ from Australian laws. Jefferies International Limited has obtained relief under
Australian Securities and Investments Commission Class Order 03/1099, which conditionally exempts it from holding an Australian financial services
licence under the Act in respect of the provision of certain financial services to wholesale clients. Recipients of this document in any other jurisdictions
should inform themselves about and observe any applicable legal requirements in relation to the receipt of this document.

This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, its associates or affiliates, and its respective officers, directors,
and employees may have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or
described herein, either as agent or as principal for their own account. Upon request Jefferies may provide specialized research products or services
to certain customers focusing on the prospects for individual covered stocks as compared to other covered stocks over varying time horizons or
under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the long-term views
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expressed in the analyst's published research, the analyst has a reasonable basis and any inconsistencies can be reasonably explained. This material
does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange
rates could have adverse effects on the value or price of, or income derived from, certain investments. This report has been prepared independently of
any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of securities. None
of Jefferies, any of its affiliates or its research analysts has any authority whatsoever to make any representations or warranty on behalf of the issuer(s).
Jefferies policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior
to the publication of a research report containing such rating, recommendation or investment thesis. Any comments or statements made herein are
those of the author(s) and may differ from the views of Jefferies.

This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsible for
any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content
providers give no express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or
use. Third party content providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content,
including ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on as investment advice.

Jefferies research reports are disseminated and available primarily electronically, and, in some cases, in printed form. Electronic research is
simultaneously available to all clients. This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of
Jefferies. Neither Jefferies nor any officer nor employee of Jefferies accepts any liability whatsoever for any direct, indirect or consequential damages
or losses arising from any use of this report or its contents.
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