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We changed our stance on the equity markets from short-term bullish to short-term neutral on October 16" near
our 1100-1120 target area. Last week, we argued that there was a prevalence of evidence pointing towards a
larger sell-off in equities, and we introduced two targets of 1015 and then 920-930. We expect the !rst target to
be major support, where we should undergo a period of retrenchment or consolidation whether through price or
time, which will set the stage to reach our deeper targets. The bounce we are currently experiencing will likely be
capped at ~1075-1085, where odds are we will be initiating positions on a number of attractive short candidates
that we have already identiled. When we believe the timing is right, we will inform our clients.

The move lower over the last week has created a short-term oversold condition, as evidenced by the speed with
which the number of NYSE stocks have fallen below their respective 50dma (Chart 1). We also believe that the
Irst 5 legs from the high on Oct 21  were completed this Monday Nov 2". We are now undergoing a corrective
leg that should be capped at ~1075-1085 (should not exceed 1085) and then starting sometime next week we will
begin the next major leg lower.

When looking at the equity markets in isolation, we have seen enough technical deterioration and breakdowns
to suggest that an intermediate top was formed that will lead to a deeper sell-off over the next few weeks. The
distribution in the equity markets has continued with several names and sectors exhibiting rising volume on
declines. Of the last seven weeks, the heaviest volume was seen last week and that has bearish implications.
Action in the Dollar (Chart2) and the VIX would also corroborate this view. Nevertheless, when we analyze other
asset classes, such as Crude Oil, Copper, Aussie dollar, and the Shanghai Composite, they have not con!rmed
breakdowns yet. Crude QOil (Chart 3) has bounced off a previous resistance level that has become support and
a break above 82.3 would open the door to ~90, and Copper (Chart 4) has shown resiliency over the last few
weeks despite clear oscillator deterioration. Furthermore, the Shanghai Composite has been holding up over the
last few days. Lastly, the Aussie Dollar (Chart 5) has tested and bounced off its major trendline so no con!rmed
breakdown once again.

Thus, we will continue to take an overall cautious approach to the markets until everything lines up, and we will
continue to adopt a patient and disciplined approach.

Gold is the one asset class where we have seen a conlrmed breakout ( Chart 6). Every correction recently has
retraced to the previous resistance level that became support, and each leg higher has been very “impulsive”. The
consolidation that took place over the last 18 months has implications up to the 1300 level.

The magnitude of the surge higher in the VIX from Oct 21% to Nov 2" caught everyone’s attention, and a
downtrend that has been in place for the last few months was broken. We are interested to see if it stabilizes in
the ~24-25 area and pushes higher from there, as this will be a sign that risk aversion will return to the markets
over the next few weeks.
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We continue to be long the dollar and would continue to accumulate on any retracements from these levels.
There is a special onus on the Fed’s comments today and the implications for the dollar. Investors are becoming
increasingly concerned, in our opinion, about a potential short-squeeze in the dollar and about the sustainability
of the dollar’'s new role as the de-facto carry trade. As we pointed out last week, we are already seeing the initial
signs of a bottoming in the dollar, as the volume over the last few days has been nearly triple the average daily
volume of the last few months.

Our view on 10-year yields since the summer has been for a short-term move lower to ~2.5% before heading
higher to above 4%. Recent action in treasuries is causing us to exercise tremendous caution at these levels. A
con!rmed break above the recent highs at ~3.58 would con!rm that the retracement from June 10 * to Oct 2" was
complete and that we have started the next leg higher. A break above that high would open the door for a move to
~4.5% in 10-year yields.

Sector Observations

BKX (Financials) — Con!rmed break of its uptrend from the March lows. Currently Inding support from the 23.6%
Fibonacci retracement level. Bearish divergence with daily RSI continues to play out as RSI broke trend line and
broke below 50 level. Financials have underperformed the S&P since the end of August.

XOI (Energy) — Has found support at its uptrend line and 50dma. RSI has found support at the 50 level. Has
greatly outperformed the S&P since mid of August.

OSX (Oil Services) — Found support at important 184 pivot level. Bearish divergence with daily RSI in context of
uptrend. Also has been outperforming broader index since August.

IXI (Industrials) —Has formed a potential double top with a critical long-term pivot level at 274 (intraday high
from 10/14/08). Bearish divergence with daily RSI, which has fallen below the 50 level. Bounced off important
pivot level at ~252. Currently !Inding resistance from 50 dma. Outperformed since rally began in March, but has
experienced short-term underperformance since 09/21.

IXR (Consumer Staples) — Rally failed in an area of major long-term supply at the ~266 level, which

also represents a long-term pivot level. Up-trend is intact. Reached extreme overbought conditions in RSI
(surpassed historical extremes in many cases) across various time frames including weekly and daily. Has been
underperforming the broader market since March.

IXB (Materials) — Testing 300 level support, which represents the neckline of a potential double top and 100 dma.
Clear bearish divergence with daily oscillators, and RSI falling below the 50 level. Has been underperforming
since March.

DRG (Pharmaceuticals) — So far had a failed breakdown below 50dma, which has previously been critical
support. Has been underperforming broader index since beginning of July — but overall since summer of '08 has
been outperforming, and longer-term we expect this trend to continue.

BTK (Biotech) — Coming back in to test the critical 880-895 resistance area. Has room to the downside. RSI has
rebounded off traditional support at the 35 level and is set to test resistance at 50. Overall entered into a period of
massive out-performance in the summer of ‘08 and we expect that to continue longer-term — since mid September
has been underperforming the broader market.

DJR (Real Estate) — Currently testing the 50 dma after bouncing off up-trend from March lows. Oscillators
showing signs of deterioration. Broadly speaking, has been underperforming since early '07 and more recently
has underperformed since 09/22. Interestingly, the relative chart failed precisely at the low pivot level from '08,
suggesting that we are entering another major period of intermediate underperformance by this sector.
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NDX (Tech) — Currently testing the 50 dma. Bearish divergence with daily RSI after having failed at critical
overbought levels twice. RSI has broken below the 50 level. Broadly speaking began a period of longer-term out-
performance at the end of '07 and we expect that to continue in the longer-term.

SOX (Semiconductors) - Failed at the ~337 level, which is a level of long-term supply, and has now broken

the uptrend from the March lows and broken below the 50 and 100 dma’s for the !rsts time since March. RSI

has broken below the 50 support level. Has outperformed since end of last year, but has been underperforming
since beginning of September and has broken its relative strength trend line, which has bearish intermediate term
implications.

UTY (Utilities) — Failed for the fourth time at ~402-406 resistance area and is now below support at the 384
level. We had a throwback rally that failed at the previous broken up-trend. Oscillators are showing severe signs
of deterioration. Has been underperforming since beginning of ‘09 and broke below a major longer-term support
level on the relative chart.

Active Short-Term Trading Ideas

Long DXY (Dollar) with short-term target of 81-82. Stops at 75.
Short EURUSD (Euro) with target of 1.38-1.4. Stops at 1.505.
Short UTY (Utilities) with target of 340-345. Stops at 412.

Closed Short-Term Trading Ideas

Short IBOV (Brazil) had stop elected at the 65,500 level

*Stops on a closing basis
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Chart 1: Percentage of NYSE above 50dma
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Chart2: DXY Index Daily with EW and RSI
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Chart 3: Crude Oil Daily
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Chart 4: Copper Daily with Oscillator
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Chart 5: Aussie Dollar Daily

Chart 6: Gold Weekly with RSI
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IMPORTANT DISCLOSURES

Analyst Certilcation

The author certiles that this research report accurately states his/her personal views about the subject securities, which are re"ected in the substance of this report. The author certiles that no part of his/her compensation was, is,
or will be directly or indirectly related to the specilc 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 Con"icts of Interest

Analysts employed by Bay Crest Partners LLC are compensated from revenues generated by the Irm. 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 oflcer, director or advisory board member of a company
that such analyst covers.

Company Specilc 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, Inancial
situation or specilc 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 !nancial 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 "uctuate
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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