Market Rhythms: Seasonal Commentary

September 29, 2006

October ranks as the year's fifth best month and is the
most volatile when measured by standard deviation of
refurns and monthly high/low range. This risk can be
attributed to the severe declines that occurred during
Octobers in 1929, 1987, and 1997, as well as the brutal
declines of the mid 1970s. However, October is the best
month of the year during mid term election years, with an
average return of 2.1%. From a historical perspective,
the average and median return for the month of October
since 1970 is 0.9% and 1.1% respectively on the S&P
500.
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Four Year Presidential Cycle: Years Two and Three

Years Twe and Three of the
4-Year/Presldentlal Cycle

CYCLE FUR 2006 GYCLE FOR 2007

SO e NS

L T = . ,'_. g . .
I T S L
. %"“‘-‘.,Nw R / o 18292004
0.0% . § e o me 1945-2004

JOF wmooa w1

o4 F M A M 4 4 A F5 O N D U

Sacend Vaar Third Yaar

S.0%

Source: Lehman Brothers, Factset

As of the close on September 28" the S&P 500 is up
2.6% for the month. This is the best September since
1998. To see if strength from September can translate
into further gains in October, we segmented and
examined the monthly returns, When September returns
are positive, October has a 59% probability of being up
with median returns of 0.7%. However, when
September returns are negative, October has even a
better chance of doing well. The median return
increases to 1.2%, with a 64% probability of being up.

This year, the market brake out during the month cf
September, a menth that historically performs poorly. To
see the implications of September breakouts, we ran a
trading system that went long the S&P 500 when the
index made a yearly high (250 trading days), and closed
the positicn 65 trading days later. We found the best
month to buy a yearly high is January, followed by
November and December. The bottom three months are
August, July, and May. September ranks as the 9" best
month to follow this strategy, and works 72% of the time.
An important note is September’s statistics has some
underlining information that implies one should avoid
chasing the market higher. The drawdown or the pain
one needs to sit through is the worst of all the twelve
months. Also, the average win to loss ratio is the lowest
of the 12 months. However, October has the best
average gain to loss ratio and ranks as the fourth best
month to follow this strategy. The main take away from
this exercise is to avoid a potential bull trap set in

September and wait for further confirmation.

Lehman Brothers does and seeks to do husiness with companies covered in its research reports. As a resull, investors should be aware that the firm may have a
cenflict of interest that could affect the objectivity of this report.

Investors should consider this report as enly a single factor in making their investment decision.

PLEASE SEE ANALYST(S) CERTIFICATION(S) AND IMPORTANT DISCLOSURES ON PAGE 7
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Historical Perspective S&P 500: Examples of Failed
September Breakouts (76, ‘78, & ‘79)
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Last month we suggested rotating into oversold,
neglected Technology names and out of the over-owned
Energy stocks. Seasonally this is still valid. In addition,
this time of year begins the strongest three menth
seasonal pateh for the majority of the sectors. Energy
and Ultilities are the worst performing sectors for the
month of October as well as for the next three months,
while Technology is the top performer. Consumer
Discretionary ranks as the third best sector for the next
three months and within this sector the seasonal pattern
for retail is favorable. Retail, as measured by the S&P
1500 Retail Industry Group, outperforms the S&P 1500
during the next three months, with the November being
the seasonal sweet spot.

Daily Tradﬂing Patterns: 10 Year Treasury Yield

Typical Pattern: 10 Year Treasury Yields
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Daily Trading Patterns: Technology and Energy

Dally Trading Pattern August - Decernber
S&P 1500 Energy Secter and Technology Sector
Relative to S&P 1500 Cemposile Since 1995

108

Winners vs. Losers

Russell 1000: Winners versus Losers
Average Monthly Spread £
Since 1990

-]
H

Asenuer
Aty
yase
gy

(]

aung

A
JsnBmy
Jequiadag
mYoRD
aaquiasey
Jaquiaaag

Winners: top decile measured by roliing twelve month return.
Losers: bottorm decile measured by rolling twelve month refurn.
Scurce: Lehman Brothers, Factset, Clarifi Modelstation
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Treasury Yields are following their typical seasonal
pattern this year: rising yields for the first half of, followed e _— oot
by a decline during the second half. The annual small 8 e TR
cap/large ¢ap cycle begins to see the large cap relative
outperformance slow during Octobfar and _Noyember and Source: Lefman Brothers, Factset
clearly favors small caps once again starting in January.
Twelve month momentum losers cutperform 12 month
momentum winners in October and November.
LEHMAN BROTHERS 2



Technical Analysis September 29, 2006

Historical Perspective: Best October Since 1970

Group Highlights:

1974

Daily Trading Pattern Qatober - January
S&P Camposite 1500 Retalling - |G
Relative to S&P 1500 Compasite Since 1985
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Daily Trading Pattern Octaber - January Daily Trading Pattern October - January
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Daily Trading Paltern October - January Daily Trading Pattern October - January
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Seasonal ETF Recommendations:
Long: XLK, SWH, XLP, XLF, PPH, IWWN,

Short: XLE, OIH, PXE, XLU, XLB, XME

LEHMAN BROTHERS 5



Technical Analysis September 29, 2008

Team Technical:

Jefirey S. deGraaf, CMT, CFA
Chief Technical Analyst
1.212.526.2337
Jdegraaf@lehman.com

John K. Kolovos, CMT
Technical Analyst
1.212.526.2238
Jkolovos@lehman.com

Gerald F. Hendricks, CMT
Technical Analyst
1.212.526.9423
ghendric@lehman.com

Craig S. Peskin
Technical Analyst
1.212.526.3350
cpeskin@lehman.com

LEHMAN BROTHERS B



Technical Analysis August 31, 2006

User feedback & Disfribution List
if you have thoughts or feedback on how we can improve the utility of this report, please email me at
jkolovas@lehman.com.

If you know of someone who would like to be added to our email list, please call any one of us. Please be sure to mention
the person's full name, corporate affiliation, e-mail address, and phone number with your request.

Analyst Certification:

We, John Kolovos and Jeffery S. deGraaf, hereby certify {1) that the views expressed in this research email accurately
reflect our personal views about any or all of the subject securities or issuers referred to in this email and (2) no part of our
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this
email.

FOR CURRENT IMPORTANT DISCLOSURES REGARDING COMPANIES THAT ARE THE SUBJECT OF THIS RESEARCH
REPORT, PLEASE SEND A WRITTEN REQUEST TO:
Lehman Brothers Control Room, 745 Seventh Avenue, 19th floor, New York, NY 10019
or refer to the firm's disclosure website at www.lzhman.com/disclosures

Important Disclosures:
The analysts responsible for preparing this report have received sompensation based upon various factors including the Firm's total revenues, a portion
of which is generated by investmeni barking activities.

This material has been prepared andfor issuad by Lehman Brothers Inc., member SIFC, andfor one of its affiliates ("Lehman Brothers*) and has been approved by Lehman
Brothers Intetnational (Europe), authorized and regulated by the Financial Services Authority, in connection with its distribution in the European Economic Area. This material
is distributed in Japan by Lehman Brothers Japan inc., and in Hong Kong by Lehman Brothars Asia Limited. This material is distributed in Australia by Lehman Brothers
Australia Pty Limitad, and in Singapore by Lehman Brothers Inc., Singapore Branch {"LBIS"). Where this material is distributed by LBIS, please note that it Is intended for
general circulation only and the recommendations contained herein does not take into account the specific investment objectives, financial situation cr particular needs of any
particular person. An investor should consult his Lehman Brothers' representative regarding the suitability of the product and take into account his specific investment
objectives, financial situation or particular needs before he makes a commitment to purchase the investment product. This material is distributed in Korea by Lehman Brothers
International (Furcpe) Seoul Branch. This document is for information purpeses only and it should net be regarded as an offer to sell or as a solicitation of an offer to buy the
securities or other instruments mentioned in it. No part of this document may be repreduced in any manner without the written permission of Lehman Brothers. With the
exception of disclosures relating fo Lehman Brothers, this research report is based on current public information that Lehman Brothers considers reliable, but we make no
representation that it is accurate or complete, and it should not be relied on as such. In the case of any disciosure to the effect that Lehman Brothers Inc. or its affiliates
beneficially own 1% or more of any class of common equity securities of the subject company, the computation of beneficial ownership of securities is based upon the
methodology used to compute ownership under Section 13(d) of the United States' Securities Exchange Act of 1934, In the case of any disclosure to the effect that Lehman
Brothers Inc. and/or its affiliates hold a short position of at least 1% of the outstanding share capital of a particular company, such disclosure relates solely lo the ordinary
share capital of the company. Accordingly, while such calculation represents Lehman Brothers’ holdings net of any long position in the ordinary share capital of the company,
such calculation excludes any rights or obligations that Lehman Brothers may otherwise have, or which may accrue in the future, with respect to such ordinary share capital,
Similarly such calculaticn does not include any shares held or owned by Lehman Brothers where such shares are heid under a wider agreement or arrangement (be It with &
client or a counterparty) concerning the shares of such company {e.g. prime broking and/or stock lending activity). Any such disclosure represents the position of Lehman
Brothers as of the last business day of the calendar month praceding the date of this report. This material is provided with the understanding that Lehman Brothers is not
acting In a fiduciary capacity. Opinions expressed herein reflect the opinion of Lehman Brothers and are subject to change without notice. The products mentioned in this
document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors. If an invester has any doubts about product
suitability, he should consult his Lehman Brothers representative. The value of and the income produced by products may fluctuate, so that an investor may get back less than
he invested. Value and income may be adversely affected by exchange rates, interest rates, or olher factors. Past performance is not necessarily indicative of future results. If
a product i3 income producing, part of the capital invested may be used tc pay that income. © 2006 Lehman Brothers, All rights reserved. Additional information is available on
request. Please contact a Lehman Brothers entity in your home jurisdiction.

Lehman Brothers policy for managing conflicts of interest in connecticn with investment research is available at www.lehiman.com/researchconflictspolicy. Ratings, sarnings
per share forecasts and price targets contained in the Firm's equity research reports covering U.S. companies are available at www.lehman.comygisclosures.
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