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Equity Index Update February 3, 2009

Our house call forecasts substantially lower equity index prices in the near to intermediate term. To
that end we have spent a considerable amount of time contemplating and analyzing how the equity
markets achieve lower prices. A succinct explanation of our current thinking recognizes that the
mechanism for achieving lower prices is a bit counterintuitive.

The market is focused on financial issue performance as the catalyst for downside price action and
we believe rightly so, in terms of real economic impact; however, in terms of equity market indices
financials lack necessary scale to affect prices to the extent forecast given the seismic destruction of
prices and market caps that has taken place in the sector. In short financials have done the vast major-
ity of the damage they can to the indices.

What can (and we believe will) take the market indices down for a fresh leg is perversely the issues
that investors have sought in safety. A bit of a catch twenty-two presents itself in that should inves-
tors become more aggressive in their equity exposure and begin rotating into offensive position they
are likely to sell the defensive names that have held up the best. This rotational activity likely results
in their driving the market indices down on balance even as they express thier belief that conditions
for equity markets generally are improving. This is due to the simple fact that the defensive names
occupy the heaviest weightings in the SPX as dictated by market cap and in the DJIA as dictated

by price. It will be the likes of CL, CVX, JNJ, KO, MCD, PG, XOM that take the indices down not
small names like BAC or C (sic). Conversely, the darker interpretation is that things are in such a
state of parabolic deterioration economically/fundamentally currently that nothing is safe and the de-
fensive names are simply the last area of the market to reflect this, rotation aside. Either way we think
the hand writing is on the wall for big cap defensive names and broadly recommend building short
positions in the defensive names.

From a fundamental perspective we believe that the secular themes of an ever weakening dollar and
an ever rising emerging market consumer were the twin pillars driving the long bull markets in many
of the defensive names and these themes have been broken or at the very least cast in considerable
doubt even as developed market demand slackens. Technically we see signs of marked deterioration
in the broad list of defensive names and evidence of heavy distribution. We have included a number
of charts below that illustrate this.

The results presented should not and cannot be viewed as an indicator of future performance.
Charts courtesy of Bloomberg Finance L.P.
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Important Disclosures

Analyst Certification - The author certifies that this research report accurately states his/her personal
views about the subject securities, which are reflected in the substance of this report. The author certi-
fies that no part of his/her compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this research report. The research provided in this report is
based on technical analysis provided by Bay Crest Partners LLC. Technical analysis is the study of
price and volume and the interpretation of trading patterns associated with such studies in an attempt
to project future price movements. The investments discussed in this report may not be suitable for
all investors. Investors should use technical analysis as one input into formulating an investment
opinion.

Potential Conflicts of Interest

Analysts employed by Bay Crest Partners LLC are compensated from revenues generated by the
firm. Bay Crest Partners LLC generally prohibits any research analyst and any member of his or her
household from executing trades in the securities of a company that such research analyst covers. Ad-
ditionally, Bay Crest Partners LLC generally prohibits any research analyst from serving as an officer,
director or advisory board member of a company that such analyst covers.

Company Specific Disclosures

Bay Crest Partners LLC does not expect to receive or intend to seek compensation for investment
banking services from any or all companies listed.

Additional Information

Please write to Bay Crest Partners LLC 40 Wall Street, 45th Floor, New York, NY 10005 Attention:
Compliance Department.

Other Disclosures

This report is issued and approved by Bay Crest Partners LLC, a registered member of NYSE,
FINRA, ARCA, ISE, NASDAQ, NFA. This report does not constitute an offer or solicitation to buy
or sell any securities discussed herein in any jurisdiction where such offer or solicitation would be
prohibited. The securities mentioned in this report may not be suitable for all types of investors.

This report does not take into account the investment objectives, financial situation or specific needs
of any particular client of Bay Crest Partners LLC. Recipients should consider this report as only

a single factor in making an investment decision and should not rely solely on investment recom-
mendations contained herein, if any, as a substitution for the exercise of independent judgment of
the merits and risks of investments. The analyst writing the report is not a person or company with
actual, implied or apparent authority to act on behalf of any issuer mentioned in the report. Before
making an investment decision with respect to any security recommended in this report, the recipient
should consider whether such recommendation is appropriate given the recipient’s particular invest-
ment needs, objectives and financial circumstances. We recommend that investors independently
evaluate particular investments and strategies. Past performance is not a guarantee of future results,
and no representation or warranty, express or implied, is made regarding future performance of any
security mentioned in this report. The price of the securities mentioned in this report and the income
they produce may fluctuate and/or be adversely affected by exchange rates, and investors may realize
losses on investments in such securities, including the loss of investment principal. Bay Crest Part-
ners LLC accepts no liability for any loss arising from the use of information contained in this report.
All information, opinions and statistical data contained in this report were obtained or derived from
public sources believed to be reliable, but Bay Crest Partners LLC does not represent that any such
information, opinion or statistical data is accurate or complete, and they should not be relied upon as
such. All estimates, opinions and recommendations expressed herein constitute judgments as of the
date of this report and are subject to change without notice.
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Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxa-
tion can change, any reference in this report to the impact of taxation should not be construed as
offering tax advice on the tax consequences of investments. This report may provide addresses of,

or contain hyperlinks to, Internet web sites. Bay Crest Partners LLC has not reviewed the linked
Internet web site of any third party and takes no responsibility for the contents thereof. Each such ad-
dress or hyperlink is provided solely for the recipient's convenience and information, and the content
of linked third party web sites is not in any way incorporated into this document. Recipients who
choose to access such third-party web sites or follow such hyperlinks do so at their own risk.

This report or any portion hereof may not be reprinted, sold, or redistributed without the written
consent of Bay Crest Partners LLC.
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