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January 31, 2014
Dear clients and colleagues,

It is cold here in Montreal, and in most of North America for that matter. With this cold winter, natural gas
prices are approaching S5 and going higher. We are still optimistic about that commodity and believe that the
long term price will be between S5 and S6.

This week, we will expand on our last comment following the trip that two of us did the last few weeks in
Europe (France, Switzerland, and Germany).

In Q4 of last year, Europe officially came out of recession. Some Countries like Germany and the Nordics had
stronger growth. The UK has enjoyed a surprisingly strong recovery and the Bank of England may be the next
Central Bank to remove stimulus. The biggest surprise however came from Italy and Spain, two of the larger
Eurozone economies. Both grew, led by exports strength, and to a lesser extent, domestic demand
recovering. Labor reforms adopted in late 2011 and early 2012 are starting to have an impact. For more
details, please read our April 20, 2012 comment. As discussed last week, the big laggard remains France
where real reforms have yet to follow the rhetoric.

Although improving, Europe’s unemployment rate is still very high, damping confidence. The Euro is too
strong, hurting exporters. Governments’ and Banks’ balance sheets still have too much debt. For those
reasons, the recovery will be muted at best.

We attended many conferences during the trip. Here are some of our observations:

- There is no more talk of crisis. Most of the companies are cautiously optimistic for 2014.

- For many European companies, the biggest growth opportunities are in Emerging markets and the US.
- To accelerate growth, many companies discussed M&A, mainly in the above regions.

- Cash flow generation and dividend increases are objectives for 2014.

- R&D spending will be increased.

Many companies, especially German, mentioned the headwind created by a strong Euro. For many, their
most important Global competitor is Japanese.

We met many of our existing holdings at the conference and came out very confident with the outlook for
2014. In terms of valuation, EV/Ebitda, P/S, etc., many European companies are selling at substantial discount
to US peers.

This report is provided solely for informational purposes and nothing in this document constitutes an offer or a solicitation of an offer to purchase any security. This report has no regard to the
specific investment objectives, financial situation or particular needs of any specific recipient and does not constitute a representation that any investment strategy is suitable or appropriate to a
recipient’s individual circumstances. Global Alpha Capital Management Ltd. (Global Alpha) in no case directly or implicitly guarantees the future value of securities mentioned in this document.
The opinions expressed herein are based on Global Alpha's analysis as at the date of this report, and any opinions, projections or estimates may be changed without notice. Global Alpha, its
affiliates, directors, officers and employees may buy, sell or hold a position in securities of a company(ies) mentioned herein. The particulars contained herein were obtained from sources, which
Global believes to be reliable but Global Alpha makes no representation or warranty as to the completeness or accuracy of the information contained herein and accepts no responsibility or

liability for loss or damage arising from the receipt or use of this document or its contents.

Performance figures are stated in Canadian dollars and are net of trading costs and gross of operating expenses and management fees. Further information about the Global Small Cap Composite
is available by contacting the firm. Global Alpha Capital Management Ltd. (Global Alpha) claims compliance with the Global Investment Performance Standards (GIPS ®) and has prepared and

presented this report in compliance with the GIPS. Global Alpha has not been independently verified.

1



GLOBAL®
ALPHA

We are optimistic on the European equities in general, an article in the Financial Times yesterday morning
stated that US purchases of European stocks surged and was the highest since 1996 and will most likely
continue in 2014 given the lower valuations and lower systemic risk.

Have a good week.

The Global Alpha Team
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