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* Trade into Expiration? Now that we have washed out the short-term overbought conditions, we
think there is the potential for equities to rise into the end of this week (risk/reward is attractive here
for a trade), but like we outlined in our initial report, the secondary counter-trend rally is nearly com-
plete. We argued that the S&P had to remain above the 918 and 900 support levels but after re-study-
ing our charts, we now see an area of support confluence at the 885 level. To us, we are at a ‘make it
or break it’ point in the stock markets.

* Preferred Timing Scenario Our preferred scenario is that we form a short-term top around the 20th
of January (which could simply be a lower high), followed by a severe sell-off into mid-February, at
which point our cycle work suggests we will see a major inflection point in the markets. We expect
this to mark the beginning of a multi-month primary countertrend rally that could last till the summer.

* Next Major Move? The very short-term outlook is always tricky. What we have high confidence
in is that the next major move in percentage terms is going to be another leg lower. We expect to see
at the very least a retest of the November lows, but we find it more likely that price forms a new low
somewhere in the 650-700 area.

* Technical Structure Our EW technical counts suggest we are either at the latter stages of complet-
ing leg 4, or we have already started leg 5 to the downside. The completion of leg 5 should complete
the move from May 19th. Leg 5 will also further subdivide in 5 legs and once that is complete, we
will see a primary counter-trend move higher.

* Volatility Coincident with the sell-off in equities, we expect the VIX to move back up to the 58-63
area , which is an area that has a confluence of Fibonacci retracement/resistance levels. However,
over the next few days we would not be surprised if the VIX came in a little. A move above 44.5
(new important pivot level) would confirm a change in trend for us and would open the door for
higher levels of volatility.

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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We’ve included the next few charts in this report, simply to point out a few interesting things that
have occurred in the S&P over the last few days.

The daily chart that has Bollinger Bands (2 standard deviations) superimposed, shows us that the last
two times we saw prices spike above the top Bollinger Band, while the bands were horizontal and
tighter than normal, marked important short-term tops. Will this scenario repeat itself? It remains to
be seen, but we have high confidence that the next major move will be lower. However, keep in mind
that we are nearing the end of a major primary move (hence the final leg 5 from the move since May
19th) so the next move lower will not be as sharp and severe as the last one.
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This is an updated chart that we used in our initial report. The S&P ended up finding strong resistance
at the first level of Fibonacci confluence, while forming a bearish short-term “M” pattern. However,
what’s really interesting to us now, is that after just a few days of selling pressure we have washed
out those short-term overbought conditions and the RSI is back at around the 50 level (and it remains
above its uptrend). It’s also noteworthy that volume remained below average even as key support lev-
els were breached, which to us means that volume, so far, has not confirmed an imminent breakdown.
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There is a confluence of moving averages at the 885 level, and it is crucial that we hold this area of
support. If we breakdown through 885, that will open the door for a retest of 855, and similarly a
breach of 855 would open the door for a retest of the critical 816 pivot level.
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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 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 invest-
ment 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, objec-
tives and financial circumstances. We recommend that investors independently evaluate particular
investments and strategies. Past performance is not a guarantee of future results, and no representa-
tion 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 invest-
ments 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 conse
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quences 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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