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Technical Update February 9, 2009

Note: This page provides a quick summary of our research. Please see the full report for de-
tailed analysis on each topic.

* SAME THESIS!: We reiterate our intermediate outlook - the S&P 500 will reach the 650-700 area
followed by a major counter-trend rally. Whether equities fail in the next day or two, or try and con-
solidate before moving higher over the next few days towards the 900 area in the S&P 500, we feel
that it’s highly compelling to initiate short positions at ~885-895 with a stop above 905 — we find the
risk/reward highly attractive at these levels.

e TECHNICAL STRUCTURE: We now increasingly believe that we have not yet completed cor-
rective leg 4, which means we still have a final leg 5.

* PRIMARY COUNTER-TREND RALLY: We are looking for a robust/sustained rally that will last
for a few months, but we don’t think we are there yet, and believe we need one more new low.

* SIMILARITIES TO 1938 MARKET: The market in 1938 exhibits the closest correlation to the
current price action. The market is currently in a very complex corrective pattern, and it’s becoming
increasingly clear that we are trying to complete a “running triangle” pattern just like we did in 1938,
which ultimately resulted in new lows — we could see the 895-900 area before turning back lower.

* GOOD OLD GANN ANALYSIS: Gann is telling us that the 890-900 area is going to provide
formidable resistance.

* SENTIMENT IS ALL OVER THE PLACE!: Sentiment is extremely bullish again, with the put/
call ratio at 0.6 which is very call heavy. In the past when this ratio has reached these low levels, the
market has traditionally sold-off soon after.

* YES BUY CALL OPTIONS ON THE VIX!: We are looking for a pick-up in risk aversion over
the next few weeks. We believe the VIX is going to be at significantly higher levels by the end of
March/April.

* HIGH FLYING NASDAQ!: We believe that Nasdaq’s outperformance since late November *07
could be coming to an end.

* SHORTING GOLD AGAIN!: We think the risk/reward is too compelling at these levels not to
give it another shot. We believe gold could head towards the 600-700 area before resuming its long-
term uptrend. Our stop lies above 935.

* BUT AREN’T BONDS THE SHORT OF A CENTURY?: We think bonds will become a long-
term structural short but we expect one final rally, one final blow-off that could take bonds to new
highs. We find the risk-reward attractive and recommend buying weakness at these levels. Our stop
lies below 99 in the TLT.

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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* SAME THESIS!: We reiterate our intermediate outlook - the S&P will reach the 650-700 arca
before we get a major sustainable primary counter-trend rally.

Whether equities fail in the next day or two, or try and consolidate before moving higher over the
next few days towards the 900 area in the S&P 500, we feel that it’s highly compelling to initiate
short positions at ~885-895 with a stop above 905 — we find the risk/reward highly attractive at these
levels.

We understand and adhere to the famous adage that “markets can stay irrational longer than one can
stay solvent”, which is why we always have well defined stops, and we will not fight the markets
should they move against us.

Having said that, should the S&P head towards ~1000, we think it will simply be an extension of the
corrective leg, which means that we will then still see the markets turn and head lower towards new
lows. In other words, we believe there is a very low probability that we have seen the intermediate
bottom. That’s why a stop and reverse at 905 makes sense to us.

On the other hand, we believe there are some global indices that have bottomed. Their technical
structure looks complete, and the technicals are all lining up on the long side. Please contact us if you
want more details regarding this.

Our intermarket analysis suggests that we will see equities come under pressure over the next few
weeks, while bonds will start rallying again.

We recommended shorting at ~870-885 on Wednesday Jan 28th just before the Fed announcement —
the market traded down and its right back up to those levels. We had moved our stops lower to ~870
but we are willing to give it some latitude and move our stops back to our original stop level of 905.

We could go as high as ~900 in the S&P and it could take a few days for the market to consolidate
and to extend higher towards those levels, but we think the highest probability scenario is that this
bounce/rally is nearly complete and that we will soon start turning lower. Maybe we will see a classic
‘sell the news’ type if equities begin selling off right after the stimulus plan gets announced tomor-
row.

There is a confluence of cycles coming due today. The next confluence of cycles occurs on Feb
19th/20th. Recall that these often cause an inflection point in the markets.
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* TECHNICAL STRUCTURE: We have been arguing that the highest probability outcome is that
we started intermediate leg 5 on Jan 6th, and that we are either in leg 2 of 5 or leg 2 of 3 of 5. This
remains a possibility but as you will see when we discuss the ‘running triangle’ pattern below, we
now increasingly believe that we are still in corrective leg 4. That means we haven’t even seen the
beginning of leg 5 yet.

* PRIMARY COUNTER-TREND RALLY: We are looking for a sustained rally that will last for a
few months, but we don’t think we are there yet, and believe we need one more new low.

We thought that an intermediate bottom could be formed no later than mid-March but the timing has
been pushed out in our opinion. We will inform our clients when the timing is right to begin aggres-
sively accumulating shares. We will also provide a list of the most promising stocks/sectors that we
expect to outperform the broader market.

We believe this major primary counter-trend rally will look and feel as the beginning of a new pri-
mary bull market, and it will last for a few months.

Bay Crest Partners, LLC 3



02/09/09

* SIMILARITIES TO 1938 MARKET: Since we believe history has a tendency to repeat itself, we
often analyze historical time periods that show similarities to the current price action, and we believe
the price action in 1938 exhibits the closest correlation to the current price action.

The last few weeks have been trickier than usual to forecast. The reason for that is that we have been
forming a very complex corrective pattern that is a result of indecisiveness amongst market partici-
pants. That is the reason why there have been so many contradictions and dichotomies from a techni-
cal perspective.

It is becoming increasingly clear that we could be trying to complete a “running triangle” pattern. See
charts below. It appears that we are currently in leg E and that once we complete that leg we will turn
around and head towards new lows for that final leg 5.

It’s also noteworthy that these symmetrical/running patterns have a failure rate of less than 5%.
These are continuation patterns, so once they are complete the long-term downtrend should resume.

The S&P could consolidate for a few days and then move higher to the 900 level before failing at the
upper trend-line but if you look at the NDX index we have already seen a “throw-over”, which sug-
gests that we could already be done and we begin the sell-off as early as today or tomorrow.

Furthermore, what we also find interesting, is that if we use traditional measuring techniques to
measure the downside price objective for the final leg lower, we arrive at a price target of ~650 on the
S&P 500, which coincides with our original target that was derived using other techniques.

Furthermore, bullishness always dramatically rises the most in leg E, and we think it’s fair to say that
the vast majority of people have been getting really bullish over the last few days, which increases
our conviction that there is a good chance that we will be proven right.
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* GOOD OLD GANN ANALYSIS: Gann is telling us that the 890-900 area is going to provide for-
midable resistance, especially the downward sloping 8x1 gann line, which is why we decided to use
905 as a stop level. We believe the confluence and intersection of gann angle trendlines in that area
will provide a ceiling to the recent rally.

Furthermore, it’s interesting to see how many times the market bounced off the upwards trending
(from the 740 lows in November) 8x1 gann line (we counted six times) including last Thursday’s
intraday reversal.

We will be looking for a breach of this trendline as confirmation that the final leg lower is underway.
That gann line is rising and is currently approaching ~835.
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* SENTIMENT IS ALL OVER THE PLACE!: Sentiment is extremely bullish again, with the put/
call ratio at 0.6 again which is very call heavy. In the past when this ratio has reached these low lev-
els, the market has traditionally sold-off soon after.

PCRTEQTY . 60Y as of clase 2/ 6 Index GP
Cancel: Screen not saved

PCRTEQTY TMDEX GP - Line Chart Page 1/7

[ ] Mo, fvgs ‘-- Currency
[ | Mo, fvg “ Events
: i : : : .
- - p1.10|

-+ k00|

i

= FTE] g 5] TH T ETE] ol ] T k] o

5
Austrolio 61 2 9777 2600 Brozil 5511 2042 4500 Europe 44 20 7220 F500 Germony 49 &9 9204 1210 Homg Kong 252 2977 cO00
Jopon 21 2 32201 8900 Singopore &5 6212 1000 u.s. 1 212 218 2000 Copyright 2009 Bloombery Finomce L.P.

SH EFD24E8 H222-337-1 07-Feb-2009 1&:44:52

Bay Crest Partners, LLC 7



02/09/09

*YES BUY CALL OPTIONS ON THE VIX!: We are looking for a continued pick-up in risk aver-
sion over the next few weeks. We believe the VIX is going to be at significantly higher levels by the
end of March/April.

We have seen bullish candlestick patterns form on the VIX over the last few days despite the sharp
rally in equities, and we believe the market is trying to tell us something. There is also a demark red
13 buy signal on the VIX — the sequential timing technique has worked well over the last couple of
years to time the turns in the VIX (these buy and sell signals have been illustrated by the circles on
the chart).

Also looking for new lows in the DollarYen and the EuroYen.
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* HIGH FLYING NASDAQ!: The nasdaq has been clearly outperforming the broader markets since
late November, but we believe we could soon see a turn.

We have a Demark Sequential sell signal on the ratio chart, which has worked well to time the turns
over the last couple of years. Furthermore, we are at 1.47 on the ratio chart, which is the 76.4% fibb
level and the RSI is above the 80 level. We think there is a good chance we could see the NDX begin
to underperform the S&P 500. If you believe this, we recommend going long the S&P 500 vs going
short the NDX. Stop just above 1.5.
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Furthermore, the nasdaq is the only index that has managed to go above the top band of the Bollinger
bands (2 standard deviations). The last few times the nasdaq closed above the bands, we saw an im-
portant top being formed. See chart below.

NDX A277 .49Y as of clase 2/ 6 Index G
Edit ] Options | Bookmarks | (3 799 - IMPROVED BOLLINGER
WO Indes: : NGSTVG 100 STOK INDX Mmily 11172007 - /8 2009

" ; - - - " - . ; -
--J-zzn
kzoo0
--€-|an
i
;1400
b 1200
1000

wpE ocl3l | M@ | Deedl R RN T ITE] B [ ] 3l | ma

an b

Australia €1 2 9777 S600 Brazil 551l 3045 4500 Eurcpe 44 20 a3l 7500 Germany 49 69 9204 1210 Hong Kong S92 2977 &000
Jopon 81 2 3201 2900 Singopore 63 6212 1000 U.s. 1 212 218 2000 Copyright 2003 Bloomkery Finonoe L.P.

SH EF0248 08-Feb-2005 17:51:47

Bay Crest Partners, LLC 10



02/09/09

* SHORTING GOLD AGAIN!: We think the risk/reward is too compelling at these levels not to
give it another shot. We believe gold could head towards the 600-700 area before resuming its long-
term uptrend.

We find the risk/reward at these levels even more attractive than before with a tight SAR stop just
above 935.

We believe that all the technicals have been increasingly lining up on the bearish side in terms of

the intermediate outlook. In addition, we believe gold needs to fail right here right now, since if it
manages to close and build value above 935, we will see gold break out and head towards 1100. The
weekly ichimoku chart below illustrates this with the shaded area providing long-term resistance.
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To become increasingly aggressive on the short side, we want to see gold break and close below 900
in the next few days.

Studying the hourly chart below, we are starting to see some short-term technical deterioration, with
bearish divergences continuing to play out. If we sell-off from here we will also have a head and
shoulders reversal pattern, so we can’t break above 930-935 again.

The hourly chart started breaking the trendline towards the end of last week.

B us & 89 _ 509 - 53T 50.22/30.72 10x30 Equity
As of Feba Val 12,554 397 Op 89.15 P Hi 90.14 T La 89.15 P
GLD US Equity Edit | Options | Bookmarks | G 809 - 60min with MA's

GLD US Bquity : SPDORGOLD TRUST 30 [eys &0 Minutes

I 15 13 I 2 = = x a = X Ed [ o UY L3 L3

Jan Freb I3
Australio &1 2 9777 2600 Brozil S511 2042 4500 Europe 44 20 732330 7500 Germang 49 &3 9204 1210 Hong Kong 252 2977 000
Jopon 21 3 3201 2900 Singopore &3 6212 1000 u.s. 1 212 218 2000 Copyright 2002 Bloomberyg Finonoce L.FP.

el
SH &6F0348 HIZ2-337-2 OF-Feb—2003 17:47:5&

Bay Crest Partners, LLC 12



02/09/09

* BUT AREN’T BONDS THE SHORT OF A CENTURY?: We think bonds will become a long-
term structural short but we expect one final rally, one final blow-off that could take bonds to new
highs.

In our initial reports, we argued that bonds would continue to sell-off (yields rise) for the foreseeable
future, and that yields could reach the ~3-3.2% area. We now think its time to start covering your
short positions, and start to get long again.

We think the risk-reward is attractive at these levels. From an Elliott wave perspective, one cannot
go below 99 in the TLT since that is the top of wave 1 and we believe this sell-off over the last few
weeks has been wave 4.

We now expect a powerful wave 5 that will likely make new highs, which should coincide with new
lows in equities.
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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.

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. Nothing in this report constitutes legal,
accounting or tax advice.
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Since the levels and bases of taxation can change, any reference in this report to the impact of taxa-
tion 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.

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