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In our last weekly update, we argued there was a high probability that we would reach our 1100-1120 target by the
end of last week, and we changed our stance from short-term bullish to short-term neutral.

There are enough red !ags from a technical standpoint to suggest we are near a major correction. We will
continue to monitor the price action before we adopt a more aggressive stance, but at these levels we believe the
risk/reward favors the downside. We have also reached the mid-October time-frame where there is a con!uence
of cycles that often cause inlection points in the markets.

You can see from the weekly chart of the S&P (Chart 1) that we are reaching the major trend-line from the
October '07 highs and the area of 1100-1120 represents an area of historical supply. Furthermore, the MACD
oscillator has made a new high and RSl is very close to weekly overbought levels. The daily (Chart 2) highlights
the ongoing bearish divergences with RSI (We now have three consecutive peaks in price that have been
matched by lower highs on the RSI — these divergences can never be treated as “sell” signals but they are telling
us that we are getting close to a major correction in our opinion).

The price action over the next two days will be critical due to the “impulsive” reversal lower that we witnessed
going into the close yesterday. We will alert our clients if events unfold that point towards the need for an
aggressively bearish stance.

The price action over the last few days reminds us of the topping pattern back in early June, which took place on
weakening momentum and bearish divergences. As you will see in the “Technical Sector Observations” section
below, most sectors are deteriorating technically with nearly all exhibiting clear bearish divergences. Several
sectors have also had failed breakouts and are now trading below their respective pivot levels once again — in

a few of those we are seeing signs of distribution as volume has risen on sell-offs. A few others have failed

at critical longer-term pivot levels. Two sectors where we want to get more aggressive on the short-side are
"nancials and semis (Chart 3 and Chart 4 ), and we believe they will lead the market to the downside. We wiill
alert our clients when we are ready to initiate bearish positions in those sectors.

The "xed income markets are also reemerging as a key area to watch due to a number of technical
developments. We think there is a good chance that we are on the verge of a major wave 3 higher (usually the
largest and most violent part of a move) in treasury prices, and will be looking for opportunities to get long. In this
light we continue to argue that 10 year yields will fall lower to at least the 2.5% level before the next wave higher
begins.

With regards to the US dollar we believe we are close to an intermediate change in trend, which should have
bearish implications for equities and commaodities. Nevertheless, we recognize that we are trading very close to
our stop level. Should we get stopped out we will patiently wait for an opportunity to establish long positions when
signals realign.

We were stopped out of our short trade in Brazil only to watch as a large sell-off took place shortly thereafter on
a surge in volume. The sell-off occurred due to the announcement of new government imposed taxes on foreign
purchases of bonds and stocks in order to stem the Real’s appreciation. We believe that a correction in this
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market will be fast and furious, and thusly anticipate becoming active on the short side once again in the near
future.

Technical Sector Observations

BKX (Financials) — Broke its uptrend from the March lows. Another close below this uptrend would con"rm a
breakdown. Bearish divergence with daily RSI continues to play out as RSl is now breaking below the 50 support
level. Financials have underperformed the S&P since the end of August.

XOlI (Energy) — We saw a major “impulsive” reversal move intraday yesterday causing a bearish reversal
candlestick pattern. Con"rmation will come with a close below 1098 tomorrow. RSI failed at extreme overbought
level. Has greatly outperformed the S&P since mid of August.

OSX (Oil Services) — Also formed beginning of bearish reversal candlestick pattern which would get con"rmation
with a close below 204 tomorrow. Bearish divergence with daily RSI. Also has been outperforming broader index
since August.

IXI (Industrials) —Has formed a double top with a critical long-term pivot level at 274 (intraday high from
10/14/08). Bearish divergence with daily RSI. Outperformed since rally began in March, but has experienced
short-term underperformance since 09/21

IXR (Consumer Staples) — Rally has run into an area of major long-term supply at the ~266 level. Has reached
extreme overbought conditions (surpassed historical extremes in many cases) across various time frames
including weekly and daily. Bearish engul"ng candlestick pattern yesterday. Has been underperforming the
broader market since March.

IXB (Materials) — Has failed at the 50% retracement at ~337 and formed a double top. Clear bearish divergence
with daily RSI. Has been underperforming since March.

DRG (Pharmaceuticals) — Failed at the 50% retracement area at ~300. Bearish divergence with daily RSI.
Has been underperforming broader index since beginning of July — overall since summer of ‘08 has been
outperforming, and longer-term we expect this trend to continue.

BTK (Biotech) — Appears to be forming a reversal pattern with a break below ~880 con"rming a bearish
reversal. Major bearish divergence with daily RSI after having reached critical overbought level and RSI has now
broken below the 50 support level. 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) — Failed just short of the 38.2% retracement, and has been deteriorating technically since
then. Bearish divergence with daily RSI after having reached extreme overbought level. 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.

NDX (Tech) — Failed to close above previous intraday high on 09/23. Formed a bearish reversal candlestick
pattern yesterday — a close below 1740 would give con"rmation. Bearish divergence with daily RSI after having
failed at critical overbought levels twice. 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. In the short-term, has been underperforming since
beginning of August and we are keeping a close eye on this to see if this trend continues for the next few weeks.
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SOX (Semiconductors) - Failed at the ~337 level, which is a level of long-term supply, where it found a bottom
on multiple occasions in '08. Volume suggests signi“cant distribution is taking place. The 50dma continues

to provide support. Bearish divergence with daily RSI. Has outperformed since end of last year, but has been
underperforming since beginning of September and runs the risk of breaking its trendline.

UTY (Utilities) — Continues to test resistance at the 406 level and has failed in that area four times as it tries to
reclaim its broken uptrend line. Bearish divergence with daily RSI. 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

Chart 1: S&P500 Weekly with Oscillators
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Chart 2: S&P500 Daily with RSI
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Chart 4: SOX Index Daily with RSI

Chart 5: NDX Index Daily with RSI
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Chart 6: IXR Index Daily with RSI
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IMPORTANT DISCLOSURES

Analyst Certilcation

The author certi"es that this research report accurately states his/her personal views about the subject securities, which are relected in the substance of this report. The author certi"es that no part of his/her compensation was, is,
or will be directly or indirectly related to the speci“c 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 "rm. 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 of“cer, 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, "nancial
situation or speci“c 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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