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(Note that all data in the tables on this page and the top of the next page
are as of 9:45 this morning, not the close as is usually the case.)

Futures early today had a modestly positive bias, but a
disappointing durable goods report turned futures modestly
lower.

Although the durable goods number down (1.0 percent) fell shy
of expectations, business investment appeared to be improving.

Earnings reports continued to be lopsidedly biased toward the
number of companies beating estimates.
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The market opened with very modest losses as attention turned to
the Beige Book report due at 2 PM today.

Yesterday the S&P 500 failed to post a convincing move above
its 200-day moving average, but the fact that the market held up
as well as it did considering the extent of recent gains clearly was
a positive.

The 200-day moving average continues to be a level of note in
the S&P 500. As of mid-morning today that level is 1114.12.

The energy inventory report produced a major surprise. Crude
oil supplies rose 7.3 million barrels, which contrasted with
expectations for a 1.6 million barrel decline. Gasoline inventories
rose 100,000 barrels. A 400,000 barrel rise was expected.
Distillate inventories increased 900,000 barrels versus the
consensus estimate for an increase of 1.8 million barrels.
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Earnings guidance is one of the critical aspects to the current earnings report season. On this score guidance on balance has been
positive and at one of the best ratios of upward versus lowered guidance in a long time. Hopefully this will help to ease concerns
about earnings slipping sharply in the current quarter and the fourth quarter.

Barring a sharp slide in the final three days of the month, this July will end with the S&P 500 posting a gain; the 33" time the S&P
has had a gain in July over the last 61 years.

Although the past may not be a great guide to what happens in August after a good July, hopes for a continuance of the current
summer rally puts some focus on historic results.

Of the prior 32 times July had a gain, the S&P followed that with a gain in August nineteen times. The chart below shows the
results for each of these 32 periods.
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Looking at the data when July posts an S&P gain of four percent of more, the data become more interesting.

In the fifteen years in which the S&P had a four or more percent gain, the S&P the next month produced a gain eleven
times. A chart on the top left of the next page details each of the relevant years.



Nothing in our view has changed. The fact that
the S&P 500 so far has stalled at its 200-day

August after big July gain

e moving average does not change the potential for
ot a continuance of the current rally. We view a
200% break above the 200-day moving average as a
2.00% a3, likely event that potentially could send the S&P to
0.00% the 1150 area. The somewhat extended nature of
2.00% i the market right now might delay but not prevent
-4.00% — an eventual move above the 200-day average.

-6.00% B
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catalytic event. Presently the consensus estimate
is that the GDP grew 2.5 percent in the second quarter, but we think there is a good chance that actual GDP growth
could be as much as a half of one percent better than this.

Have a great day.

Additional items from Yesterday

E.l. du Pont de Nemours and Company (DD, $38.99) gained 3.57% as it beat on the bottom line, reporting EPS of $1.17 (vs.
consensus $0.94). The beat came from higher than expected sales across all of its segments. Revenue rose 25% to $8.62 billion
driven by higher volume and prices. The company also raised its 2010 EPS guidance to $2.90-$3.05 (from $2.50-$2.70), citing
higher prices, growing sales and better efficiency.

Occidental Petroleum (OXY, $82.92) fell 3.59% after posting a bottom line miss. Revenue rose more than expected by 29% to
$4.76 billion owing to higher energy prices. Production increased 3.6% to 743,000 barrels of oil equivalent per day.

Lockheed Martin (LMT, $74.88) fell 0.01% as it reported a bottom line beat of $1.96 (vs. consensus $1.78) driven by improved
margins. Sales rose less than expected by 3% to $11.44 billion. LMT raised full year EPS guidance to $7.15-$7.35 (from $7.00-
$7.20), citing share repurchases and a better performance in its government satellite segment. On the other hand, management cut
full year revenue guidance to $45.50-$46.50 billion (from $46.25-$47.25B), citing the removal of results for the Pacific Architects
and Engineers Inc. business.

Regions Financial Corporation (RF, $7.09) gained 1.69% after posting a narrower than expected loss. Nonperforming assets
declined for the first time since 4Q 2008 by 7% qtr/qtr ($297 million), while net loan charge-offs decreased 15% qtr/qtr to $651
million.

Lexmark International (LXK, $34.81) advanced 8.47% as it beat on both the bottom and the top line. Revenue rose 14% to
$1.03 billion driven by strong sales of printers and supplies. LXK guided 3Q EPS above expectations
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