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The market deteriorates under cover of strength in blue chips

While most dismiss old Wall Street lore out of hand, | have found that there is often a reason certain sayings
persist, but you have to know when it matters and when it doesn’t. You have often heard it said that, “the market
deteriorates under cover of strength in blue chip stocks.” It seems pretty clear to me that this process is unfolding
now. We spoke about return lines and what it means to fail these descriptions of a trend a couple of weeks back,
and this has been playing out inverse to capitalization as of late. We note that the market leading small and

mid cap indexes that have showed the best returns on the year are looking horribly weak versus their large cap
brethren recently; and we think the sweeping up of large cap laggards is an expression of a market in the late
stages of advance. This doesn’t necessarily mean that a major top must now be manifested but it does signal
consolidation and the need for refreshment of momentum and the grueling process of marking time until such
refreshment can be found. Fleeing winners to move up the cap scale is indicative of rotation at best and the hiding
or parking out of money to protect gains at worst and this can be a painful game for those without the flexibility
or the will to move quickly. | have seen in our flow lately and in speaking with customers that the arrival of “blind
money” is the largest factor causing this phenomenon. | have often said that America is in the business of buying
the high and selling the low. What we see here now is people desirous of, “putting money to work,” in the market
lured in by the gains that have already been made. Blind money tends to flow into the biggest names — XOM
WMT PG JNJ and the like — via attraction to index linked product, this is probably not a good thing as it is forces
a narrowing of leadership through cap selection. To some extent one may easily argue that valuation is a heavy
factor as well given that small and mid cap valuations relative to large/mega caps has widened to unsustainable
levels. At any rate, a number of factors are conspiring to predict a trading range developing — let’s call it 1040-
1120 in the SPX for now — and we think this persists through year end and into the January reporting season. We
are better sellers of the market based on this and will await the low end of the range to reassess.

Note the successive weakening in the charts below as we walk down the cap scale and as natural arbitrage
attempts to close the YTD performance gaps by making the weak look strong while in reality the strong are
weakening.
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Blue chips exhibit strength and leadership,
holding trendline and making new high
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MACD confirms with break of downtrend
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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 certifies 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. Additionally, 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.

c (6 Discl

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 recommendations
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 investment 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 Partners 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. Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation 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 address 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.

The information presented in this document is believed to be reliable. This document does not constitute an offer or solicitation to buy or sell. For accredited investors only. Options are not suitable for all investors. Please ensure
that you have read the options risk disclosure document, accessible at http://www.optionsclearing.com/publications/risks/riskstoc.pdf

Price targets given in this report were obtained using technical analysis. Targets, support and resistance levels are based on previous price action and offer no guarantee of future performance.

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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