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Kayne Anderson Rudnick Investment Management, LLC is a Los Angeles-based, independently-managed investment firm founded in 1984.
As of June 30, 2008, we had $4.4 billion in assets under management. We employ a Quality at a Reasonable Price™ investment discipline.

Investment Philosophy and Approach

Defining Characteristics

B Bottom-up stock selection

B In-depth, independent fundamental research

® High-quality companies with sustainable competitive advantages

® Disciplined valuation approach applying multiple valuation measures
B Long-term vision, resulting in low portfolio turnover

500" Index risk
® Focus on dependable, small-cap growth companies

with low business and financial risk

B Seck to achieve returns of the Russell 2000 Growth Index with S&P

® Manage risk through diversification of sectors and focus on companies

® Structure portfolios for higher quality, superior growth, and better value
® Maintain average capitalization in line with the Russell 2000* Growth Index

Investment Process

Screening

m We screen a broad universe of 8,000
companies for the following criteria:
= Strong, consistent growth
m Low-debt balance sheet

= High profitability

= Rising free cash flow

Fundamental Research Construction & Management

® Fundamental research process: ® Diversification guidelines:

= Qualitative industry and business assessment = 20 to 35 securities
= Financial analysis
= Valuation modeling
® Holding period:
® Develop independent conviction in: = Generally, three to four years
= Sustainability of competitve advantages
= Management’s commitment to shareholders

= Superior return opportunity

Market Dominance

Managment Excellence

Focus List of

= Economic sectors +/- 10% of Russell 2000° Growth Index
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Top 10 Holdings*

Investment Management Team

Years of

Aaron Rents Power Integrations Rescarch Bperence
Abaxis Quality Systems gjfif;?z::)izéf;lf CFA :12;
Cabot Microelectronics Strayer Education Craig Stone 19
FactSet Research Systems Tesco Jon Christensen, CFA 13
Measurement Specialties World Acceptance Julie Kutasov, CPA 7
Todd Beiley, CFA 9
Craig Thrasher, CFA 3
* Percent of total portfolio. Gtegoty Toppe, CrA .

Data based on a representative portfolio of the Kayne Anderson Rudnick Small Cap
Sustainable Growth Strategy. A complete list of portfolio holdings and specific securities

transactions for the preceding 12 months is available upon request. Individual client port-

folios may vary. Portfolio holdings are subject to change.

A Focus on Quality Since 1984
1800 Avenue of the Stars, Second Floor = Los Angeles, California 90067 = (800) 231-7414
visit our Web site: www.kayne.com or contact us via e-mail: info@kayne.com




Portfolio Characteristics®

Sector Diversification*

Il KAR Small Cap Sustainable Growth
] Russell 2000° Growth Index

1
1

KAR Russell
® Utilities

Small Cap 2000 1

Sustainable | Growth 1
Quality Growth Index Descriptioni Other
Return on Equity—~Past Five Years 19.9% 13.6% More Profitable g
Long-Term Debt/Total Capital 18.7% 35.4% Less Financial Risk Consumer Staples
Interest Expense Coverage 10.1 x 7.4 x Less Financial Risk i
Harnings Variance—Past Ten Years 48.8% 92.1% More Dependable T )
S&P Stock Ranking (A+, A, A-) 11.0% 3.0%  Better Quality ransportation
Growth Basic Materials
Harnings Per Share Growth—Past Five Years 20.7% 22.0% Comparable Earnings Growth
Earnings Per Share Growth—Past Ten Years 14.0% 13.1% Higher Earnings Growth Capital Goods
Capital Generation—(ROE x {1-Payout}) 18.1% 12.6% Faster Business Growth
Value Financial Services
P/E Ratio—Trailing 12 Months 19.3 x 323 x Better Value
P/E-to-10-Year Growth 1.4 x 2.4 x Better Value Energy
Free Cash Flow Yield$ 41% 1.5% Better Value
Market Characteristics Consumer Cyclicals
$ Weighted Average Market Cap—Four Qtr. Avg, $1.1 B $1.4 B Comparable Size
Largest Market Cap—Four Qtr. Avg, $2.9B $5.8 B Comparable Size
Annualized Standard Deviation—Since lnceptiorl-r 21.0% 27.4% Less Market Risk

* Data is obtained from Bloomberg, FactSet Research Systems, and a major consulting firm, and is assumed to be

reliable. Other principal consultant firms may use different algorithms to calculate selected statistics. Estimates

are based on certain assumptions and historical information.
T January 1, 1998
I Description reflects past results and is not an indicator of future performance results.
§ As of March 31, 2008. Excluding financials.

Risk-Return Analysis#

Health Care _
Technology _

0% 5% 10% 15% 20% 25%
* Data is obtained from FactSet Research Systems and is assumed to be reliable. A
complete listing of portfolio holdings and specific security transactions for the preceding
12 months is available upon request. Holdings are subject to change. The sector
information represented above is based on Russell sector classifications. The names of
the sectors have been modified from the original Russell naming convention to better
describe the underlying data (e.g, Autos & Transportation has been changed to
Transportation). Certain securities may be re-classified from the standard Russell sector
classification based upon the company’s primary business source, as determined by the
portfolio managers.

Historical Returns

Inceptiont — June 30, 2008
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Annualized Standard Deviation
Annualized
Return  Standard Deviation  Alpha Beta

KAR Small Cap Sustainable Growth (Gross) 6.34% 20.98% 2.68% 0.67
KAR Small Cap Sustainable Growth (th)§ 5.29% 20.95% 1.65% 0.67
Russell 2000 Growth Index 3.19% 27.36% 0.00% 1.00
Russell 2000* Index 5.74% 21.48% 1.90% 0.75
S&P 500* Index 4.35% 16.84% 0.32% 0.56
Citigroup 3-Month T-Bill 3.56% 0.85% 0.00% 0.00

KAR Russell
Small Cap 2000®
Sustainable Growth  Growth
(Gross) (Net)$ Index
Annualized Returns (%o)*
as of June 30, 2008
Second Quarter 3.84 3.59 4.47
Year to Date -5.57 -6.04 -8.93
One Year -8.67 -9.58 -10.83
Three Years 5.89 4.84 6.08
Five Years 8.29 7.22 10.37
Seven Years 232 1.29 3.08
Ten Years 5.69 4.64 2.80
Inceptiont 6.34 5.29 3.19
Annual Returns (%)
2007 -0.59 -1.59 7.05
2006 15.80 14.66 13.35
2005 1.88 0.85 4.15
2004 12.82 11.68 14.31
2003 38.44 37.10 48.54
2002 -23.82 -24.60 -30.26
2001 0.48 -0.49 -9.23
2000 6.28 5.22 -22.43
1999 31.19 29.92 43.09
1998 3.33 2.28 1.23

This material is deemed supplemental and complements the petformance and disclosure
on the accompanying page. All information contained herein is stated as of June 30, 2008, unless
indicated otherwise. Results shown are past performance which is not an indication of future

results. Please see the accompanying Kayne Anderson Rudnick Small Cap Sustainable Growth

Composite disclosure page for further information.

* All periods less than one year are total returns and are not annualized. Returns
are preliminary.

T January 1, 1998

¥ Data is obtained from FactSet Research Systems and is assumed to be reliable.

§ Net of all fees and expenses. Assumes a 1% annual fee.
The portfolio statistics and those of the indexes ate presented as compared
to the primary benchmark for the portfolio, the Russell 2000* Growth Index.
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