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A Leery Eye on VIX

We remain constructive on equities into 2010, believing that earnings momentum will drive shares higher. That
said, following two recent VIX spikes from the 20 level, we would view intermittent declines towards that lower
limit as a signal to harvest gains or hedge long exposure.

In our note “All Aboard the Momentum Train”_ on November 23, we recommended long exposure to stocks that
have emerged from the recession trough with solid earnings momentum via outright calls with mid-2010 expiries.
The list of 25 companies
was dominated by energy
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critical addendum to this
constructive market view is
the recognition of the
current volatility cycle.
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On October 21 spot VIX
approached 20 intraday,
then jumped 57% to 31.8
over the next week due to
skittishness about the
strength of economic data.
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o ' declined 6.3% during the
same period. Last week,
spot VIX approached 20
intraday before reversing
sharply and jumping 27%
to 25.5. These two occurrences suggest to us that the current high volatility cycle we date to July 2007 has
established a range of 20-45, similar to prior cycles in the late-1980’s and early 2000’s.
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There have been four well-defined cycles since the inception of the VXO in 1986 with two periods of high volatility
(1 & 3) and two periods of low volatility (2 & 4). Note that we use VXO instead of VIX here to pick up an additional
four years of data. These cycles all reflect the underlying economic environment with volatility ramping towards the
end of an expansion, remaining elevated through the recession trough, and then subsiding once sustainable growth
has been established. As the result, the two low volatility cycles in the 1990’s and 2000’s correspond to the
sweetspot of those economic expansions when real GDP growth averaged over 3% and consumer confidence
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trended sustainably higher. Based on the 5.5 year average duration of these prior cycles, we believe the current
high volatility regime could last until 2012.

To provide context for the current regime, we analyzed daily returns of the S&P 500 Index for each of the five
cycles, bucketing them into 0.5 percentage point ranges. The normal distribution of the low-volatility cycles shows
a pronounced degree of peakedness (lower graph, red and purple bars) relative to the high-volatility cycles (note
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that both graphs have the
same scale). In fact, the
daily change of the S&P
500 Index was less than 1%
(up or down), 88% of the
time during the two low-
volatility cycles versus an
average 62% during the
high-volatility cycles. Said
differently, S&P 500 Index
moved more than 1% 38%
of the time during the high-
volatility cycles. Notably,
the S&P 500 Index has
moved by at least 1%
almost half of the time
since July 2007 and has
exhibited particularly fat
tails with daily changes

greater than 2% 24% of the time. This is represented by the two light blue bars at the left and right extremes of the

graph.
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Not surprisingly, the shape
of each cycle’s return
distribution correlates
with the median VXO level
over the period. For
example, the median VXO
level in low-volatility cycles
2 and 4 were 14.6% and
13.6%, respectively. In
contrast, the much flatter
distribution profiles for
high-volatility cycles 1, 3
and 5 correspond to
median VXOs of 23.4%,
26.5% and 31.6%,
respectively.

We view the current
environment as ideal for

taking directional exposure via listed options. With volatility towards the low-end of the 20-40 range, options are
relatively inexpensive, in our view, and the flat return distribution suggests the opportunity exists to capture
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historically sharp price movements. With that in mind, we reprint below the table of recommended stocks from our
“All Aboard the Momentum Train” note.

Momentum Stocks: Multi-Factor Rank by Earnings Surprise, Estimate Revisions and Distance to Consensus Target
% of
Analysts
Revis ing Up Change

FY10 BPS from Spot 3-Month
Es timate to Consen. 3-Month ATM IV Rel.

3Q Earnings Last 4 Price Target ATHM Imp. to 5-Year

Rank Company Symbol Indus try Group Surprise (%) Weeks (%) { %) Vol. { %) Avg. (%)
1 Anadarko Petroleum APC Energy 64.74 Tr.7g 23.46 43.36 10,392
2 BOG Resources BoG Energy 23.51 33.33 2053 3588 (7.56)
3 Target Corp TGT Retailing 16.23 85.71 21.31 3015 (13.48)
4 Moble Energy Inc MNEBL Energy 34.89 T6.19 16.68 35.39 (1.72)
2 Hess Corp HES Energy 36.20 60,00 14.81 4083 (6.83)
5 Kraft Foods Inc KFT Food Beverage & Tobacco 1478 84 62 18.51 2259 (3.34)
T Cameron International  CAM Energy 1063 7500 2740 4313 311
3 Dewvon Energy Co WM Energy 21.07 50.00 21.94 36.99 (6.26)
9 WVillliams Cos Inc WWvB Energy 24.35 33.33 25.31 3915 (1.56)
10 Ameriprise Financial ANP Diversified Financials B2.06 33.33 15.26 44 63 (24.97)
11 Cisco Systens CSCO  Technology Hardw are & BEguipment 1640 3214 15.25 23.30 (8.12)
12 Ford Motor Conmpany  F Automobiles & Conponents 22944 6923 1047 48 54 (17.35)
13 MNatl Cilv ell Warco WO Energy 19.91 .78 2386 46.60 (6.18)
14 Metapp Inc NTAPR Technology Hardw are & Equipment 2520 742 1087 4061 (6.92)
15 Blackstone Group B Diversified Financials 7381 37.50 1283 58350 (14.22)
16 Priceline. Com PCLMN Retailing 18.29 87.50 10.75 4212 (9.92)
17 Wastercard Inc Iwla Software & Services 18.87 55.89 1011 3298 (26.05)
18 Life Technologies LIFE Pharmaceuticals, Biotechnology 15.89 T2.73 13.88 3533 4.08
19 Comcast Corp CMCSA  Media 1027 50.00 26.14 3547 10.74
20 Franklin Res Inc BEM Diversified Financials 2143 5714 1218 3445 {143)
21 linois Tool Works ma Capital Goods 27.38 30.00 13.95 2594 778
22 Microsoft Corp WMSFT Softw are & Services 24 a4 45 83 10,96 2511 (3.39)
23 Chevron Corp CWVX Energy 15.80 44 44 15.69 2563 (7.51)
24 T Corp mr Capital Goods 15.08 53.33 14.36 2963 6.28
25 Home Depot Inc HD Retailing 15.31 43.28 11.70 27 66 (12.72)

Source: Bloomberg, WKIW Deriv atives
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Important Disclosures

Regarding the use of instant messages (IMs) and e-mail with MKM Partners LLC, you consent to the following: IMs or e-mail sent from or
received by MKM Partners employees are presumed to contain confidential or proprietary information and are intended only for the
designated recipients(s). If you are not the designated recipient, please inform the sender that you received this e-mail or IM in error and
do not use, copy or disseminate its contents. MKM Partners and its analysts may from time to time make informal technical,
fundamental, and economic comments on IM and e-mail.

The Primary Analyst certifies that the views expressed in this research report accurately reflect the personal views of the Analyst(s) and
the subject company(s) and their securities. The Primary Analyst also certifies that there has not been, is not, and will not be direct or
indirect compensation from MKM Partners or the subject companies for expressing the specific recommendation(s) or view(s) in this
report.

This report has been prepared by MKM Partners LLC. The analyst primarily responsible for preparing this research report (including his/her
household) does not have a financial interest in the securities of the subject company nor does the Firm habitually deal as principal in
transactions in the securities referred to herein (or other instruments related thereto) including positions and transactions contrary to any
recommendations contained herein held by the research analyst/household. The Firm has not engaged in transactions with issuers
identified in the report. MKM Partners LLC does not make a market in the subject company(s). The subject company(s) is/are not currently,
nor for the past twelve months have they been, clients of the Firm. The research analyst(s) does/do not serve as an officer, director, or
advisory board member of this company, and receives no compensation from it.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein. Any recommendation
contained in this report may not be suitable for all investors. Although the information contained herein has been obtained from recognized
services, issuer reports or communications, or other services and sources believed to be reliable, its accuracy or completeness cannot be
guaranteed. Any opinions, estimates or projections expressed herein may assume some economic, industry and political considerations and
constitute current opinions, at the time of issuance, which are subject to change. Any quoted price is as of the last trading session unless
otherwise noted.

This information is being furnished to you for informational purposes only, and on the condition that it will not form a primary basis for any
investment decision. Investors must make their own determination of the appropriateness of an investment in any securities referred to
herein based on the legal, tax, and accounting considerations applicable to such investors and their own investment strategy. By virtue of
this publication, neither the Firm nor any of its employees shall be responsible for any investment decision.

This communication may involve technical analysis. Technical analysis is a discipline that solely examines the past trading history of a
security to arrive at anticipated market fluctuations. Technical analysis does not consider the fundamentals of an underlying security, and
therefore offers an incomplete picture of the value or potential value of a security. A customer should not rely on technical analysis alone in
making an investment decision, but should review all publicly available information regarding the security in question, including, but not
limited to, the fundamentals of the underlying security and other information provided in any filings with the Securities and Exchange
Commission (SEC). MKM Partners LLC has multiple analysts and from time to time their views may differ. We encourage readers to call with
any questions.

Additional information on all of our research calls is available upon request.

Ratings for Stocks: As of May 7, 2007, the Firm revised its ratings, which comprise the following:

“Buy” Security is expected to appreciate 15% or more on an absolute basis in the next 12 months.
“Neutral” Security is not expected to significantly appreciate or depreciate in value in the next 12 months.
“Sell” Security is expected to depreciate 15% or more on an absolute basis in the next 12 months.

Distribution of Ratings for Reports Issued by MKM Partners LLC as of November 30, 2009:
Buy 49.2%; Neutral 43.3%, Sell 7.5%.

Risks: Investment risks associated with the achievement of revenue, earnings projections and price targets include, but are not limited to
unforeseen macroeconomic and/or industry events that adversely impact demand for the subject company’s products or services, product
obsolescence, changes in investor sentiment regarding the specific company or industry, the company’s ability to retain or recruit
competent personnel, and market conditions. For a complete discussion of risk factors that could affect the market price of the company’s
shares, refer to the most recent 10-Q or 10-K filed with the SEC.
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