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P performed better whereas stocks with cheaper
Market Measure Valuatlgns underperformed. Micro Cap names in
Total Return % Industrials, Materials and Energy echoed the strength
- _ Sept YWD of those sectors in Large and Mid Cap.
Cirrus Micro Cap Index 2.1 1.7
S&P 500 3.7 9.1 . .
S&P MidCap 26 110 nghllghts
Russell 2000 1.7 3.2
NASDAQ Composite 5.7 12.3
T-10 Yr Yield 08  -2.8 B Micro Caps finished the month up a modest 2%, outperforming Small Caps by
E‘B”' Yield 'i-? '”73-; 50 basis points (bps), but underperforming Large (+4.0%) and Mid (+2.9%)
Yz:) 08 26 Caps. Moderate gains in August and September failed to overcome July’s
Crude 103 338 heavy losses. Cumulative declines in Financials, Real Estate and Cyclicals
Gold 104 169 remain a drag on Micro Caps, which are up a mere 90 bps YTD.
B Higher momentum and long-term growth names performed better whereas
o ) stocks trading on low valuation multiples got cheaper. High momentum stocks
Briefing: Micro Cap in Health Care, Technology, Industrials and Materials outperformed.
Satya D. Pradhuman Exceptional returns and rising analyst revisions in Health Care and Technology
Iz eze-2 skewed factors in favor of upward revisions and the long-term growth story.

satyap@cirrus-res.com . . . . . . .
VL) Firms trading on low Price to Sales multiples in Consumer Discretionary and

Consumer Services posted double-digit losses, tilting factors away from value
metrics in September.

B A quarter of Micro Cap Industrial, Materials and Energy names posted double-
digit returns for the month, echoing the general strength observed in other
equity asset classes. Although less pronounced than in Large and Mid Caps, the
IME trade remains relevant as reflected by strong returns in the Gold/Precious
Metals, Aerospace/Defense and Oil Drilling Industries.

Fig 1: September Sector Results with Dispersion of Returns
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Fig 2: Factor Behavior - Micro Caps
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Fig 3: Significant Exposure within Sector, 1-Mo vs. 3-Mo Price Returns
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Micro Cap: Best and Worst Performing Micro Cap Stocks -- Best and Worst Performers in September

Industries in September % CHG
Life & Health Insurance 16.8 Top 5 Stocks % CHG  Bottom 5 Stocks % CHG
Gold & Precious Metals 14.2 TARR Tarragon Corp. 178.7  SNUS Sonus Pharmaceuticals -85.6
Steel 11.6 CPSL China Precision Steel Inc. 100.8 IBCIQ Interstate Bakeries Corp. -61.1
Electrical Components & Equip. 10.3 INVC Innovative Card 86.0 PANC  Panacos Pharmaceuticals -45.0
Aerospace & Defense 10.2 ADG Allied Defense Group Inc. 75.1  PIN Palatin Technologies Inc. -40.2
Beverages 97 CBAK China BAK Battery Inc. 69.9 FAC First Acceptance Corp. -40.0
Specialty Stores -10.2 Source: Cirrus Research
Department Stores® -13.2
Consumer Electronics -14.9
S — Cirrus Sector Performance: Micro Cap Stocks
* Small sample.
At 28 September Price Performance % Change
1 Mo 3 Mo 6 Mo 12 Mo YTD
Energy 4.4 -2.4 9.8 20.6 9.5
Sonus Pharmaceuticals fell over Materials 46 0.7 12.0 415 25.0
85% after failing Phase lll trials Industrials 3.9 -0.8 16.1 27.8 17.8
of Tocosol Paclitaxel, a drug
designed to fight breast cancer. Transport 11 “2:3 129 26.2 121
Despite optimistic Phase Il trials, Consumer Discretionary -1.0 -13.8 -13.2 -1.1 -11.4
further testing revealed Consumer Staples 4.1 -1.2 6.1 26.8 14.5
significantly higher side effects Consumer Services -1.4 -13.9 -10.8 0.7 -6.3
when compared to Taxol, the Health Care 3.1 17 15 13.2 26
leading chemotherapy drug. The Financial 03 -6.1 -89 -8.8 -133
future of Sonus is uncertain,
despite having enough cash to Real Estate -1.2 -11.5 -13.4 -5.1 -12.8
continue operations through Technology 4.2 -0.2 5.7 16.8 9.4
part of 2008. Business Services 0.5 -4.4 2.3 14.7 0.3
Telecommunications 0.8 -6.1 9.4 33.8 15.5
Utilities -0.2 -4.1 3.3 21.5 10.5
Source: Cirrus Research
Micro Cap Benchmarks
At 28 September Price Performance % Change
1 Mo 3 Mo 6 Mo 12 Mo YTD
Cirrus Micro Cap Index 2.0 -4.1 -0.1 9.8 0.9
Russell 2000 1.6 -3.4 0.6 11.0 2.3
Growth 29 -0.1 6.4 18.3 8.9
Value 0.2 -6.7 -5.0 4.1 -4.0
iup:::::anndb:a::ulzzusz ZZS'\Lr:;Si:eamh Russell Microcap 1.6 -4.9 -2.0 8.5 -1.3
Growth 2.8 -1.9 2.6 13.8 3.2
WWW.CirTus-res.com Value 0.4 -7.8 -6.3 3.5 -5.6

Source: Cirrus Research

CIRRUS RESEARCH - 3



BRIEFING: MICRO CAP -- 3 October 2007

Cirrus Research, LLC
780 Third Avenue, 8th Floor
New York, NY 10017

Main: 212 824-2100

Fax: 212 824-2139

Satya D. Pradhuman
Director of Research
212 824-2111
satyap@cirrus-res.com

Eric Fernandez, CFA
Senior Strategist
212 824-2101
ericf@cirrus-res.com

Mitchell J. Hew
Analyst - Research

212 824-2110
mitchh@cirrus-res.com

William A. O'Herron, LCSW
Analyst - Client Service

212 824-2122

917 328-2699 (mobile)
billo@cirrus-res.com

Thirza T. Moran

Office Manager

212 824-2131
thirzam@cirrus-res.com

WWW.Cirrus-res.com

Cirrus Benchmarks

Analyst Certification

I, Satya D. Pradhuman, the Research Analyst who prepared this report, hereby certify
that the views expressed in this research report accurately reflect my personal views
about the subject issuers and their respective securities. I also certify that no part of my
respective compensation is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this research report.

Important Disclosures

We and our affiliates, officers, directors and employees may from time to time have long or short
positions in, act as principal in and buy or sell the securities or derivatives (including options and
warrants) thereof of covered issuers referred to in this research.

Important Disclaimers

This research is for our clients only. Any unauthorized use or disclosure is prohibited. Receipt and
viewing of this research report constitutes your agreement not to redistribute, retransmit or disclose
to others the contents, opinions, conclusion or information contained in this report.

Other than disclosures relating specifically to Cirrus Research and or Analysts, this research is
based on current public information that we consider reliable, but we do not represent it is accurate
or complete, and it should not be relied on as such. We seek to update our research as appropriate,
but various factors, including regulatory restrictions, may prevent us from doing so. Our reports
may be published at irregular intervals as appropriate in the analyst's judgment. Opinions
expressed herein reflect the opinion of Cirrus Research and are subject to change without notice.
All of our research reports are prepared in accordance with our compliance and conflict
management policies. Cirrus Research is unconditionally committed to the integrity, objectivity
and independence of its research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any
jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations or
needs of individual clients. Cirrus Research, its employees and affiliates are not responsible for any
investment decision. Clients should consider whether any advice or recommendation in this
research is suitable for their particular circumstances and, if appropriate, seek professional advice,
including tax advice. The price and value of the investments referred to in this research and the
income from them may fluctuate. Past performance is not a guide to future performance, future
returns are not guaranteed and a loss of original capital may occur. Certain transactions, including
those involving futures, options and other derivatives, give rise to substantial risk and are not
suitable for all investors. Fluctuations in exchange rates and other economic factors could have
adverse effects on the value or price of, or income derived from, certain investments. Small and
micro capitalization securities are often more volatile, less predictable and involve higher risk levels
than large capitalization securities. This report is generally targeted toward sophisticated
institutional investors who can understand the risks associated with such investments.

Asset Class Market Cap Range

Our research is disseminated primarily electronically and, in some cases, in printed form.

Nano Cap $10 mn - $100 mn

Micro Cap $100 mn - $600 mn Copyright ©2007 Cirrus Research, LLC.

Small Cap $600 mn - $2.4 bn

Mid Cap $2.4bn - $10 bn No part of this material may be (i) copied, photocopied or duplicated in any form by any means or
Large Cap >$10 bn (ii) redistributed without the prior written consent of Cirrus Research, LLC.
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