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Inside the Numbers: Food and Energy again dominate
the Economic Data for the week of November 127-16™

Summary:

Four important U.S. economic reports came out during the week of November 12" through the 16™.
They were the PPI, CPI, Retail Sales, and Industrial Production reports. In each instance Agriculture
which impacts food prices and gasoline were the dominant components. We already reviewed the PPI
report last week (SISR, Inside the Numbers — PPI November 2007, November 14, 2007). In our PPI
report we highlighted the fact the prices for soybeans and wheat had been increasing significantly faster
than had been the price of corn and cotton over the past year, as seen in Figure 1. The significance being

Figure 1: Y/Y Change in Crops 2006 -07
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that these were the exact conditions that lead to the increase in the planting of corn last year. This raises
a host of question regarding planting during 2008, and what impacts will that have on the price of food,
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fertilizers, and agricultural equipment. The increase in food prices noted in the PPI report were also
found in the CPI report with meats, poultry, fish, and eggs up 5.5% y/y, and Dairy and related products
up 12.8% y/y reflecting the increase in finished consumer food prices. Gasoline and household energy
were of course the other dominant component to have seen increases over the past year, as we noted in
the PPI report.

The same pattern emerged in the retail report with food and beverage stores up 4.4% and as expected
sales at gasoline stations were up 16.3% y/y. The surprise in the retail report was the increase y/y of
3.7% in electronics & appliance stores coupled with an increase 10.1% y/y in prices in this category.
Furniture & home furniture sales are the reports real laggard down -0.9% m/m and down (-1.8%) y/y.
Also particularly weak were department and sporting goods hobby, book & music stores down 0.5%
m/m and -0.4% respectively. The industrial production report supported this increase in home
electronics with an increase of 14.5% y/y, but as we will see even this area of strength has been showing
some weakness over the past couple months.

[. PPI-— Agriculture and Energy again Dominate

Without question the most interesting feature was the y/y change in crop prices from corn to soybeans
and wheat. These increases impact the entire agriculture sector and all its components including food.
We discussed this component in detail last week and encourage readers to review that report of last
week. The component that we did not focus on in that report was the y/y 10.1% increase in electronic
and appliance store prices, and the subsequent -2.1% m/m decline in this sub industry.

Reviewing this sub-industry in greater detail we find that it consists of four components: 1. Appliance,
TV and other electronic stores, 2. Household appliance stores, 3. Computer and software stores, and
4. Camera and photographic supplies stores. The increase in the pricing in this sector at the industry
level appears to be coming from the TV space with computers, cameras, and household appliances
declining in the past few months, as seen in Figure II.

Figure II: Y/Y Change for the Electronic and Appliance Store PPI Components:
January 2006 to October 2007
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Cameras were very strong last year as were computers at the beginning of the year as the new Microsoft
software was introduced, but since then the only area that appears to have some pricing power is the TV
space, and even here we are seeing declining growth.

II. CPI — Energy and Food Dominate

The Consumer Price Index (CPI) report had few real surprises with food and energy dominating. Motor
fuel was up 23.3% y/y and 1/5% m/m. Household fuel oil and other fuels were up 14.9% y/y and 2.6%
m/m, again raising the question if household fuels in conjunction with high gasoline prices will reduce
consumption and force the economy to slow or even go into a recession. One of the strongest sub-
industries this year in the consumer space was Electronic appliances stores especially appliances TV and
other electrical stores. However, even this sub-industry has been down over the last two months as seen
in Figure II above.

The impact from ethanol is again seen in this report with food prices increasing due to the increase in the
price of corn. As we observed not only have corn prices increase, but soybeans and wheat have increase
even more than corn over the past twelve months. This has lead to dairy and related products being up
12.8% y/y and 0.2% m/m, and meats, poultry, fish, and eggs, 5.5% and 0.2% respectively.

[I1.Retail Sales — Weak in all areas except Gas Stations and Food Stores

Retail sales continue to come in weak once food and beverage stores, and gasoline stations are taken out.
Gasoline stations sales were up 16.3 percent y/y and 0.8% m/m while food and beverage stores were up
4.4% and 0.6% respectively. However, sporting goods, hobby, book and music stores were down -0.4%
m/m, as were general merchandise stores down -0.1%, department stores down -0.5%, miscellaneous
store retailers -0.6%. As noted above Electronic and appliance stores were relatively strong in a weak
retail environment, but even here we are seeing weakness with an increase of 0.1% m/m tracking less
than the increase in inflation.

IV. Industrial Production

Home electronics is the area that again stands out in the industrial production report. Home electronics is
up 14.5% y/y, but this is coming off a Q1 reading of up 40.8%, Q2 21.6%, and Q3 of down -2.0%
indicating that this sector which has carried this space is now declining with the rest of the retail sales
segment. We had indicated that this growth had largely come from TV sets and not from computers and
cameras. An area that needs additional attention is that of semiconductors and related electronic
components which were up 12.7% y/y but 44.6% q/q. There has been a major move in the solar energy
space and these companies are classified in this category. Computers have strong y/y with a 23.0%
increase but had a weak Q3, forcing us to look elsewhere for the semiconductor growth, leading us to
believe that the semiconductor growth is coming from other areas than computers. We continue to look
at wood products as a guide for any movement in housing, but we are still seeing that wood production
is down -5.4% in Q3 after an increase of 8.3% in Q2. Much of this can be related to paper but we will
continue to watch wood products as a leading indicator in the housing market.
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Certification:

I, Philip L. Miller (or any research analysts at SISR Inc.) certify/certifies that the views expressed in this
report accurately reflect my personal views about the subject companies and securities. In addition no
part of my compensation was, is or will be directly or indirectly related to the specific recommendations
or views expressed in this report.

Recommendation Scale:

Stock Rating:

1 — Recommended List — The stock has our highest recommendation and is expected to outperform the
average equal weighted expected total return of the overall Market irrespective of sector. Our investment
horizon is 12 — 18 months except as specified by the reporting analyst.

2 — Overweight — The stock is expected to outperform the equal weighted expected total return of the
sector coverage. Our investment horizon is 12 — 18 months except as specified by the reporting analyst.

3 — Neutral — The stock is expected to perform in line with the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

4 — Underweight — The stock is expected to under-perform the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

5 — Rating Suspended — The rating and target price have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Sector Ratings:

1 - Recommended Sector — The sector has the highest recommendation with continued improving
valuations and rapid growth.

2 — Positive — The sector fundamentals and valuations are improving with a positive second derivative.
3 — Neutral — The sector fundamentals and valuations are flat with the second derivative close to zero or
with a neutral slope.

4. Negative — The sector fundamentals and valuations are negative with a negative second derivative.

5 — Rating Suspended — The rating and sector targets have been suspended temporarily to comply with

applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.
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Price Chart:

A price chart, with changes of ratings and price targets in prior periods, is included above, for all
securities covered in this report.

Additional Disclosures:

This report is for information purposes only and should not be construed as a solicitation or an offer to
buy the securities or other instruments mentioned in the report. This report may not be reproduced in any
manner, without the written permission of SISR Inc.

This research report is based on current public information, with the possible exception of disclosures
relating to SISR Inc., that SISR Inc. deems to be reliable and as accurate as reasonably possible. SISR
Inc., however, makes no claim to the accuracy and completeness of this reports, and this report should
not be relied on as such, or as a statement of factual content.

This research report is prepared for general information purposes only. In addition this information does
not consider the specific investment objectives, financial situation and particular needs of any
individual, or institution. Investors and/or institution should seek financial advice and or internal due
diligence for institutional investors, as to the appropriateness of investing in any securities or investment
strategies mentioned or recommended.

Analyst as Officer or Director: No analyst will serve as an Officer or Director. SISR Inc. prohibits its
analysts, persons reporting to analysts or members of their households from serving as an officer,
director, advisory board member or employee of any company in the analyst’s area of coverage.

Ownership and Material Conflicts of Interests: SISR Inc. permits ownership of the recommended
securities subject to all the NASD rules regarding the ownership of securities by analysts. Since our
analysis is economic in origin and subsector driven we expect all analysts to cover the universe of all
stocks and as a consequence limiting the analyst or the firm to ownership of the underlying securities
would in essence require these entities to reframe from investing in the equity market.

Analyst Compensation: Analysts are paid in part based on the profitability of SISR Inc., some of which
may include investment banking and consulting revenues.

Disclosures are required in the United States for any of the following:

acting as a financial advisor,

manager or co-,manager in a pending transaction

1% or other ownership, long or short

compensation for certain services

types of client relationships

managed/co managed public offerings in prior periods
directorships

market making and/or specialist role.
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These disclosures are included in the company-specific disclosures above for any of the above
disclosures that are required.
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