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Technical Update January 20, 2009

* SELL STRENGTH: We continue to believe that the next major move is going to be lower and that
last week’s breakdown in equities was just the beginning — we are looking for the S&P 500 to reach
the 650-700 area over the next few weeks.

We will be looking to sell into strength over the next few days should we get the opportunity (please
see page 4 for details on levels). Otherwise, we will be aggressively short once we break the 815 sup-
port level.

* TECHNICAL STRUCTURE: The highest probability outcome is that we already started interme-
diate leg 5 on January 6th, and therefore we expect significantly more downside over the next few
weeks. See page 3 & 4

* RISK AVERSION: We are looking for a continued 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 February. Also
looking for new lows in the DollarYen and the EuroYen. See pages 5 & 7

* GOLD: We expect to see another major move lower in gold (coinciding with another move higher
in the dollar) before the longer-term uptrend resumes. Our techniques point towards the 600-650 sup-
port area as a potential price objective. See page 7

* U.S. DOLLAR: We believe that we are on the verge of another explosive move higher in the dol-
lar, which could coincide with a sharp increase in risk-aversion in the short-term. See page 8

*« EURO: We expect to see the Euro continue to decline, and expect a new low over the next few
weeks. Over the next few months, we think the Euro could head towards the 1.15 - 1.18 area. See
page 9

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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S&P 500

After analyzing the shorter-term substructures, we find it highly probable that we started intermediate
leg 5 on January 6th.

Within leg 5, we just completed leg 1 (which also subdivided in 5 legs) at the intraday low last
Thursday.

We are now completing corrective leg 2, which will be followed by leg 3 lower. Recall that leg 2’s
are usually sharp corrections (sharp move higher/bounce). Leg 3’s usually represent the largest and
most violent part of the move.

Our argument all along, has been that the secondary counter-trend rally from the November lows was
just a corrective intermediate leg 4, and that once we started intermediate leg 5 to the downside, that
would be the final leg lower, which would complete the large move lower from May 19th.

Once this final move lower is complete, we expect a major primary counter-trend rally in equities that
will look and feel like we are starting a new primary bull market in equities.
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S&P 500

See below for a 15min chart. We use this chart to illustrate how we think leg 1 of 5 played out ending
with the intraday low on Thursday. Since then, we have seen corrective leg 2 unfold.

So how much higher will leg 2 take us? We used a number of techniques to calculate potential levels
that represent good risk/rewards to initiate short positions.

Fibboniacci retracement levels: 865 and §895.
Elliott Wave targets for leg 2 based on Fibbonacci Relationships: 871, 886, 896.
Open gap: 868-871

Bottom Line: Combining the above levels with known resistance levels, we think the most likely
targets for leg 2 are 870, 885 (former pivot level), and 895. These levels represent good levels

to initiate short positions with good risk-rewards. Stops can be placed just above 905 or just
above 920 for structural shorts depending on your risk preference.
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S&P 500

The next two charts are updates of charts that we included in our initial report.

We had pointed out that since mid 07 the weekly RSI (14) had traveled in a well defined trend-
channel, and that we were once again approaching the upper part of the trend channel after the RSI
reversed from the most oversold reading since July of *02.

The RST has since turned lower, but notice that it has still not broken below the steep uptrend from

when the RSI formed a bottom at the beginning of October, which will give us added confirmation
that we can expect significant more downside.
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VIX

Bottom-Line: We think our initial targets were too conservative (original target was 58 - 63),
and we now think the VIX can reach the 69.5 - 72 resistance area

We argued that the VIX index was telling us that we were getting close to a severe sell-off in equities,
but we admit we were surprised by how quickly equities broke down!

The RSI was at an extreme level reaching the 20 level, which was the most extreme oversold reading
in the past few years, and the MACD was starting to turn. As you can see from the chart below, the
MACD gave you a confirmed “buy” momentum signal on Jan 8th, when the lines crossed. Further-
more, you can see that the VIX found support at the long-term pivot level that had proved to be
significant resistance on three past occasions.

You may be asking why we aren’t looking for the VIX to make a new high if we believe the S&P
will make a significant new low. Well, we think there is a good chance that the positive divergence
we witnessed at the November lows (where VIX failed to confirm the new low in the equity markets
and made a lower high), will continue to play out, and will set up the primary counter-trend rally in
equities.
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GOLD

Bottom-Line: We believe that gold is heading towards the 600-650 longer-term support area
before resuming its long-term uptrend! We find the risk/reward at these levels attractive with a
stop just above the 900 level.

One can argue that Gold has been in a massive consolidation pattern over the last few months by
looking at this longer-term weekly chart below, which is why we would place our stop above the 900
level.

A lot of our technical techniques corroborate the 600-650 scenario, and the fact that everyone is cur-
rently so bullish on gold increases our bearish conviction.

There is a rare but powerful negative reversal signal between RSI and price illustrated below. This
technique allows us to calculate a price target, which in this case is 640, which happens to fall within
the long-term support outlined above.

GOLDS | 833 .55 -2.35 UBZK 832.55/834 .55 UBZK ComdtyG
At 18:42 Op 835,95  Hi 836.55 Lo 833.3 Prev 835.9
DNVl -|| Edt | Options | Bookmarks | GO - WEEKLY

GOLDS Comdty © GOLD SPOT &/0T weekly  &/23/2000 - 1/19/2009

"y

2t Spd Decdl Mad dnd S Decd M0 dnM Sp2 0 ke M@ U SpX e M@ nX

LL it 1] on g
Austrolio 61 2 9777 8600 Brozil 5511 3048 4300 Euwrope 44 20 7330 7500 Germony 49 69 5204 1210 Hong Kong 852 29FF @000
Jupon 8103 3201 85200 Singopore 63 6212 1000 0.5, 1 212 318 2000 Copyright 2009 Bloombety Finance L.P.

H242-337-2 19-Jon-2009 18:43:02

Bay Crest Partners, LLC 6



01/20/09

CURRENCIES

The DollarYen and EuroYen have had remarkable correlations with the S&P 500 for the past year.
The Yen’s strength has maintained a close correlation with levels of risk aversion during this financial
crisis, and the rising risk aversion has caused the continued unwinding of carry trades. We expect

the DollarYen to fall below the December lows, and for the EuroYen to also make new lows and fall
below its late October lows.

This correlation can be seen in the correlation table below. The SPX column is sorted by correlation.
You can see that the Yen, EuroYen, and the Aussie Dollar currency have the three best correlations.
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Security CHF EUR iy JRY ALD CAD GoLbs  SPY 1 EURJIRY CRY
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) Dy 0,831 -0.905 L.00o 0,204 -0.502 0545 -0.543  -0.06] -0458  -0.510
& CAD 0.267  -0.670 0545  -0.355  -0.711 Looo -0.331  -0.557 -0.668  -0.531

Color bands bazed on Statistical Significance: Mast Significant Significant Less Significant Least Significant

Click on a security to wiew more options, or on a matrix value to view correlation and scatter charts,
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DOLLAR

It’s our belief that the dollar formed a crucial intermediate bottom in mid *07 and we will continue to
see the dollar continue to rise higher, and we expect the DXY to go above the November *07 peak.

The weekly chart below clearly shows how the long-term downtrend has been reversed. Furthermore,
the recent sharp correction (which we think is a corrective leg 2) held the 50 support level in the RSI
indicator. It also bounced off the 50 and 100 exponential weekly moving averages, and they crossed
for the first time since 01, which is another technical bullish development for the Dollar.

From an Elliott Wave perspective, we think the rally from July 07 was leg 1, which ended in late
November ’07. We then had a sharp correction for leg 2, which retraced precisely 61.8% of the initial
move. We should now be in leg 3, and we should soon see the most explosive move higher in the dol-
lar over the next few weeks. Our stop level lies at 81.
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EURO

Below is a weekly chart. You can see that the Euro has broken the long-term trend-channel that was
in place since ’01. The vicious short-term counter-trend rally that started in mid-November, when the
RSI was at the most extreme oversold reading over the last decade, helped alleviate those oversold
conditions. Furthermore, this rally failed at the 61.8% retracement, which coincided with the 50 day
moving average. RSI also failed at the 50 level, which is an important resistance level.

We believe we will see new lows in the Euro over the next few months and we expect to see the Euro
head towards the 1.15 - 1.18 area. Our stop level resides at the 1.38 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.
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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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