Phil Erlanger INSTITUTIONAL SERVICES

Research The Squeeze Play

Monday, December 3, 2012

Camelot Phase Correction
We examine some positive notes that have emerged despite the looming fiscal cliff.

It’s been almost a month now since the Presidential election, and guess what? The market has
not exactly fallen apart. In fact, by mid-month the market completed what we call a “Camelot Phase
Correction.” What the heck is a “Camelot Phase Correction?”
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The above historical chart shows the S&P 500 along with the VIX (CBOE Volatility Index.)
Generally the VIX moves inversely to the S&P 500 Index. The VIX measures the amount equity
options traders are willing to overpay for options, and as such is termed the “fear” index. The higher
the VIX goes the greater the expectations for “volatility.” We term those periods when the VIX
extensively travels below the 20 level (green shading below the blue line in the above chart) as a
“Camelot Phase” because those periods of low volatility expectations are highly correlated with

significant advance phases in the stock market.
Continued on next page...

Readers should not assume that present or future recommendations will be profitable or will equal past performance or that any chart, theory or philosophy can guarantee
profits in the stock market. Recommendations based on technical analysis are primarily suitable for the trader and may differ from fundamental opinions. The material is based
on data obtained from sources believed to be reliable but cannot be guaranteed. This report is for the information of clients only and does not constitute an offer or solicitation
to buy or sell any of the securities mentioned herein. Phil Erlanger Research Co., Inc., its employees, officers or affiliated companies may, in some instances, hold securities
mentioned herein. No part of this report may be reproduced or forwarded without prior written permission.

© 2012 Phil Erlanger Research Co., Inc.

Page 1
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The above chart shows the
three historical Camelot peri-
ods beginning in 1989, 1991
and 2003 respectively. Each of
these three Camelot periods
has had at least one correction
of -4% or more without the
VIX rising above the 20 level.

None of the Camelot
Phase Corrections were larger
than -9.73%, while the average
of all such corrections is -
7.33%. The average post Cam-
elot Phase Correction advance
(while the VIX remained be-
low 20) was 33%! Let’s see
what they look like.

The Camelot Phase
Correction (shaded area) in
1989 was tiny compared to all
the others — just a drop of -
4.76%, but the follow through
was a gain of 25%.

Camelot Phase Corrections

Calendar
Camelot Days

Correction  Correction

2/6/1989  -4.76% 21
1/3/1994  -9.73% 91
3/1/2004  -8.26% 158
3/7/2005  -6.22% a1
9/6/2005  -5.97% 34
5/1/2006  -8.08% a1
2/20/2007  -6.68% 22
9/10/2012  -8.90% 62

Average:

) —

39

25% 245
52% 668
46% 1050
35% 801
33% 629
28% as7
14% 117

33%

(c) Phil Erlanger Research Co., Inc.
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The Camelot Phase Correc-
tion (shaded area) in 1994 was
the largest on record. Interest-
ingly the follow through gain
was the largest of all (see table)
- a gain of 52%.

The Camelot Phase
starting in 2003 spanned five
years and had five corrections.
Each correction was followed
by sizable advances of 46%,
35%, 33%, 28% and 14%.
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Camelot Phase Corrections are rare. Until last month, we haven’t seen one since early 2007. Nine
trading days ago, the low (so far) of the current Camelot Phase Correction (shaded area) was registered. It
was a sizable one of -8.90%. This is an intriguing setup with very specific metrics to watch for.

The most important “Camelot” metric is the VIX itself. As long as the VIX closes out each week at a
value less than 20, the promise outlined in the above table remains.

It is also important for the indices to complete the “correction” pattern by moving to higher reaction
highs. For the S&P 500 that means a daily close above 1474.51 and for the Dow Industrials a daily close
above 13661.87.

Most of the time the big picture bias has been positive during Camelot phases. It is key that the indi-
ces remain above the lower bands of their monthly DMA channels. Over the next four months, those levels
for the S&P 500 respectively are 1322.69 (December), 1332.12 (January), 1339.77 (February) and 1348.33
(March.)

Considering the looming fiscal cliff, it will be a challenge for all of the above to remain intact. There
are other key factors that are developing at this time.

Continued on next page...
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Crude oil is strengthening, especially relative to the price of gold. In the above chart, we have plotted
the relative strength of crude oil relative to gold. When this relative strength line moves to and sustains an
uptrend (see green arrows) the stock market tends to advance. This relative line diverged negatively (see
first dotted line) at the September highs - an early warning of pending weakness in the stock market. In No-
vember a positive divergence (see second dotted line) emerged. This bodes well for at least the short-term.
The intermediate-term needs some help now as most indices have risen to test their weekly DMA channels
as resistance (also plotted in the above chart.) They need to keep advancing to get above their weekly DMA
channels, For the S&P 500 and the Dow Industrials, the upper band of the weekly DMA channel is 1450
and 13468.29 respectively.

Continued on next page...
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The China markets are at least as important to our stocks as the European markets. China peaked in
2007 as did our markets. However, China has been slow to recover, well behind our markets since the lows
in 2009. The path of the HSI (Hang Seng) has been a huge triangle pattern with descending highs and as-
cending lows (see trendlines in the above chart.) We have long followed this pattern, and contemplated the
implications of the manner in which it ultimately moved past this consolidation pattern. A break down
would have yielded long-term negative resistance. A break out above would likewise yield positive long-
term support. The HSI has closed above this triangle pattern for 2 months now — a very significant positive
for the long-term. In October, the big picture bias of the HSI turned positive as it closed above its monthly
DMA channel. November’s HSI action confirmed that bias change by moving higher.

Last month we discussed the implications of October action as a bellwether. We noted that seasonal-
ly the market tends to do well in Q4, but that weak Octobers tend to mute the market’s positive action. The
weak October of 2012 is especially damning given the positive political seasonality.

We pointed out that, on a relative basis, the action in early November was underperforming even this
historically muted seasonal pattern:

Continued on next page...
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The above chart shows the
data for outcomes follow-
ing losing Octobers. The
dashed line in the chart rep-
resents the outcome after
this October that we
showed last month, which
was as of November 9™
We stated that “perhaps a
bit of reversion to the mean
is in order. This chart is
important on many levels.
It will be a guide that will
tell us if the action over the
next 6 months is an outlier
(i.e. more negative than
history suggests.) In our
opinion the technical con-
dition of the market wors-
ens the longer it underper-
forms even these more
moderate expectations that
history suggests for the
next six months.”

We are happy to re-
port that the action in No-
vember recovered a bit to
the point that it now pre-
cisely conforms to the sea-
sonal expectations.
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October Bellwether Performance

Dow Industrials since 1949

Aftermath - Dow Industrials

1-mo* 3-mo 6-mo

All Negative Octobers 2.26% 3.97% 6.98%

10 Most Negative  -0.51% 0.75% 4.06%

5 Most Negative  -1.34% 0.69% 3.85%
October 2012  -0.534% 7 ?

As of November 9", the preliminary 1-month aftermath was -2.15% (as we reported last month.)
With the completed month of November, this changed to a more moderate -0.54%. So, the thought of the
technical condition of the market worsening can be put out of our heads for the moment.

Bottom line, our strategy is more trading oriented. That means a selective approach to stocks as op-
posed to a broad brush exposure. We also favor hedged portfolios as we slide towards the fiscal cliff. Until
the averages can improve the intermediate outlook by rising above their weekly DMA channels, our enthu-

siasm for stocks remains diminished. Stay tuned!

The seasonal study below of the Fidelity Select funds is the complete listing with various seasonal
measures:
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Seasonality of Fidelity Select Funds
Fidelity has a wide selection of actively managed sector and industry funds that are called “Select” funds. In-
terestingly these funds are updated hourly as opposed to the typical NAV daily pricing. Our computers have processed
the seasonal numbers; these are updated daily in our Erlanger Chart Room software program. This is an update of the
Fidelity Select Funds issues sorted by our 40-day Seasonal Juice statistic:

FIDELITY SELECT
FUNDS Seasonal Seasonal Seasonal Seasonal

11/30/12 Average Juice 10-Day Juice20-Day | Juice 40-Day
Fund Name Symbol NAV  Net Heat Lookahead Lookahead Lookahead CycleR

Fidelity Sel IT Services FBSOX 24.88 39 19.20 30.96 9.34 0.59
Fidelity Sel Environment FSLEX 16.47 69 9.81 29.29 8.41 0.5
Fidelity Sel Home Finan FSVLX 14.58 56 9.91 26.89 8.34 0.8
Fidelity Sel Industrials FCYIX 25.20 22 16.08 33.27 6.18 0.38
Fidelity Sel Insurance FSPCX 52.56 27 11.35 25.20 6.08 -0.08
Fidelity Sel Chemicals FSCHX 116.78 28 12.24 23.17 5.14 0.62

Fidelity Sel Bankin FSRBX 19.13

Seasonal Juice 40-Day Look ahead: We prepared a composite of the historical years of a select fund into one linear curve to develop a season-
al cycle. It ranges from 0 to 100. On any given date, since we know the seasonal cycle for each year at the beginning of that year, we can calcu-
late the seasonal “juice” for a stock at any moment in time. These “juice” numbers are simply the seasonal cycle for a particular fund 40 trading
days from now, minus the current seasonal cycle value. The higher the number, the more sharply the seasonal curve rises over the next 40 days.
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Key Charts - S&P 500, S&P 100
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Key Charts - NASDAQ 100
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ERLANGER SECTOR RANKING

1=BEST 24=WORST

Power | Tech | Short Rank Rank Rank Rank Rank Rank
Sector Name Rank Rank Rank | 11/30/12 11/23/12 11/16/12 11/09/12 11/02/12 10/26/12

INSURANCE 48.30 50.73 43.65 9 7 4 7 12 2
HOUSEHOLD & PERSONAL PROD 48.19 53.03 38.50 10 3 5 15 21 22
MATERIALS 48.17 47.94 49.28 11 6 12 4 3 3
COMMERCIAL SERVICES 47.22 49.15 43.53 12 20 18 11 16 16
HEALTH CARE EQUIP & SERV 47.15 49.49 44.15 13 14 11 10 11 15
TECHNOLOGY: COMPUTERS 46.63 46.86 45.69 14 19 20 14 22 24
RETAILING 46.55 49.67 40.38 15 9 14 19 13 18
PHARMACEUTICALS

Strong Sector Ranks Neutral Sector Ranks Weak Sector Ranks

Sector Changes From Prior Week

New Buys Ranked 1-8 New Holds Ranked 9-16 New Sells Ranked 17-24
Food & Staples Retailing 10 +6 Commercial Services 12 +8 Diversified Financials 18 -6
Semiconductors 16 +9 Computers 14 +5 Transportation 19 -6
Consumer Services 11 +3 Insurance 9 -2

Household & Pers Prod 10 -7

Materials 11 -5
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TOP GROUPS IN TERMS OF SHORT SQUEEZE POTENTIAL (as of 11/30/12)

TOP GROUPS IN TERMS OF LONG SQUEEZE POTENTIAL (as of 11/30/12)
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MAJOR INDEX REVIEW

Telecommunication Serv (3)] (15) 1.5 (7.4)| 46.61 ! (0.8)| 0.8 (3.2)] 17.3% | 53%| 13.3%
Household & Personal Products 10 ) 12| 53.03 0.0 8.2| 38.50 1.0 1.0| (10.7)] 125% | 0.0% | 156% | 6.3%

Health Care Equip & Serv 13 1 2| 49.49 3.5 28| 4415 3.7 (2.5) 154% | 9.7% | 13.6% | 5.3%

Media M| ©|449] 28] caee7s] 13| 16 G ss%| s3%| 21%
Utilties 0 (7) 13.0 (8.1)] 42.21 8.0 5.5 8.0% | 09% 9.8% | 89%

Real Estate 3 1| 47.32 45| (0.5) 3760 34| (25) 97%| 63%| 14.0%| 8.7% | 59.1
Pharmaceuticals 16 (1) 3| 47.40 3.4 5.8 | 45.91 0.4 (1.5)] (4.0)) 181% | 9.0% 86%| 3.7% | 59.0
Commercial Services 12 8 4 4915 71 1.3| 4353 53| (27) 165%| 91%| 116%| 58% | 586
Transportation (6) (12) 48.28 13| (22)]41.980| (0.2)) (0.3)] (3.9) 121% | 4.4%| 11.0%| 4.4% | 582
Technology: Semiconductors 9 16 | 46.94 65| 102|529 28 1.8 11.3% | 57% | 581
Materials 1" (5) (8) 47.94 16 (2.0)| 49.28 12 1.0 (1.4)] 17.7% | 74% | 148% | 66% | S58.1
Energy 0 (8}- 09| (4.8) 4597 15 15| (43) 178% | 6.0%| 148% 57.9
Banks 2) (15) 45‘12} (0.6)] (9.2)| 36.75 (6.3)) 97%| 39%| 106%| 58%| 575
Consumer Durables/Apparel 3 4 46 27| 3827 (8.3) 17.8% 15.3% | 6.8% | 557
Food Beverage & Tobacco 0 3 42 6.1| 45.07 (1.6)] 16.7% 10.2% | 46% | S54.8
Capital Goods 1 10 46 6.9 | 4261 (3.7) 17.3% 13.0% | 4.0% | 544
Diversified Financials (6)] (14)] 48.09 0.1 (5.4) 4169 (54)] 10.8% | 57%| 11.9% | 6.8%| 54.3
Retailing I 15[ (6) 34967 (0.2) 3.0| 40.38 ; 1.0| 191% | 99% | 125% | 66% | S4.1
Technology: Software/Serv 0 3| 45.27 44 27| 46.78 “ : (3.2) 85%| 133%| 6.7% | 536
Automobiles & Components 0 9_ (1.3), 16.8|51.16 3 26 11.1% | 0.0% | 535
Technology: Computers/Equip 14 S 10| 46.86 53 8.3 | 4569 (3.6)] 19.8% 15.3% | 95% | 529
Insurance 9 (2) (7)| 50.73| (0.5)] (6.3)| 4365 11| 15.0% 42%| 1.7% | 509
Food & Staples Retailing 6 7| 50.00 5.5 29| 5052 71| 193% | 9.7% 0.0%| 0.0% | S50.0
Consumer Services 3 4| 4773 28 1.2 | 50.75 (2.2) 9.5%| 8.1% | 6.1% | 48.7

As of 11/30/12 close
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Type 1 Short Squeeze Type 4 Long Squeeze Screen Update
Over all, since our first screens on March 8 2002, the hedge between the short squeeze and long squeeze screens has
cumulatively gained 528.51%, while the S&P 500 rose 42.43%. We hedged (on a leveraged basis) the market and outperformed the
S&P 500 by 486.08% in 3920 calendar days:
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CUMULATIVE RETURNS: started 3/08/02
during 2011
Short Long Hedge

CUMULATIVE RETURNS: started 3/08/02
during 2012

Short Long Hedge
Squeeze Squeeze over
Screen Screen Hedge S&P 500 S&P Screen Screen Hedge S&P500 S&P

W7| 273.8684| -162.84% 116/12| 292.69%| -177.35%| 470.04% 32.38%| 437.66%
M| 272,464 -164.224] 436.654 29.6774) 407.01%4 1113112| 295.39%| -175.67%| 471.06% 34 42%| 436.64%

Squeeze Squeeze over

1L ML ¥ A R T A AR 7 L CHE TR OB
%] 105.28% dd32d4x 199 4NAlx 12TA2| 298.71%| -172.74%| &71.45%| 36.66%| 434.79%

21411 _277.39%] -165.32% 442712 33.22%| 403.49%
21| 279.88%] -166.11%] 445.99%] 34.26% 4173% 23M2] 299.26%| -172.91%] 472.19%] 36.49% 435.70%

2018I11| 273.08%] -1B7.58%| 44666 3254%| d4W.12% 2110/12| 30162%| -171.05%| 47267%| 37.87%) 434.80%
2125111 276,11 -16.327%| 44b.45%| 3264%| 413.79% 211712) 300.54%)| -171.43%| 47197%| 38.20%| 433.77%
314111 275.854| -169.29~| 445.12% 3.36%| 413.76% 2/24112] 300.12%| -170.45%| 470.57% 38.48%| 432.09%
3| 275.822] -1n.24%| 447.06%] 29.44%| 417624 3/212| 30057%]| -171.36%| 471.93%| 23857%| 433.36%
3M8I11| 278.46%| -167.05%] 445514 32.14%| 413.3714 319112 301.93%]| -170.80%| 472.73%| 41.00%)| 431.73%
3125111 28111%| -164.78%] 44589 33.96%| 412.334 3116/12| 302.08%)| -172.12%| 474.20%| 40.50%| 4233.70%
4| 28083 -147.96%| 428.79%| 33.24%| 385.55% 3123112 301.62%)| -173.64%| 475.26%| 41.31%| 433.95%
418111 280.1674| -146.99% 427.15% 32.60| 394.55% 3130/12] 302.04%| -173.95%| 475.99% 4057%| 43542%
41158111| 283674 -143.654| 427.32% 33944 393.38% 4/5112] 301.16%| -174.36%| 475.52% 38358%| 436.94%
412211 233.335’. —143.41:/; 427.34:/. 35.30? 331.44?’. 2113112] 200.89%| -174.05%| 47494% 39.18%| 435.76%
412911 280.82%| -4255z] 423374 34.18%| 389.19% 320121 303 B3| 7T 14% a7E Tl 20 5% 233 79%

SI6IM| 283404  -191.79%| 425194 34.004| 391194
SH3M1|  281.874| -146.894| 428.76| 33.66%] 39510
SI20011] 281.55x| -MW6.374| 427.92%4| 33.50%| 394.42%

4/2712| 303.22%| -175.17%| 478.39%| 38.54%| 439.85%
5/4112| 302.78%]| -178.82%| 481.60%| 37.39%| 444.21%

5127111|  279.19%] -15163%] 430.82%4]  3118%| 399.64% 5M1M12| 301.10%| -184.94%) 486.04%| 33.09%| 452.95%
613111] 278.05] -156.74>2| 434.797~| 26.94%| 40585~ 5/18/12] 306.88%) -184.79%| 491.67%| 34.83%| 456.84%
6M0IM| 273.41%| -1B0.17%| 43358%| 28.98%] 410.60x% 5/2512| 306.15%| -188.92%| 495.07%| 31.81%)| 463.26%
6117111| 27853 -159.96%| 937.99%] 26.74%| 403.25% 6/1112] 309.47%| -183.34%| 492.81%| 35.54%| 457.27%
6124111 283.26%| -152.01%| 435.29%| 34.35%| 400.94% 6/8112| 311.78%)| -18669%| 498.47%| 36.84%| 461.63%
Ti11| 28450 -152.357| 436.63%| 34.664] 402174 6/15112| 31164%| -186.53%| 498.17%| 36.26%| 46191%
TIBM1| 2861974 -156.80x| 438.77«| 32604 406174 6/2212] 314.43%| -182.82%| 497.25% 38.29%| 458.96%
TIN5 2625574 -153.304| 435.85%| 34.797] 401067 6/29/112| 31460%| -180.89%| 495.49%| 37.74%| 457.75%
TI22111| 278. 14| -159.00:4] d437.14% 30.874| 406.27~% 7161121 315.40%| -186.46%| 501.86% 37.90%| 463.96%
71291 271.22?’. '156.54? 43?.852’. 23532’. 414.13? 7113112] 313.69%| -189.55%| 503.24% 38.34%| 464.90%
8ISI1| 271.33%] -170.902| 442.23%| 21.96% 420.27% 702|316 5291 180 919|499 a3%| 20 05%| 455 35%

8NM21M| 270.774| -178.26| 443.054 17.274| 431784
8H9IM1| 27289 -172.24| 445134 22.014| 423124
8126111 272.80| -174.96<| 447.764 21.774| 4259394

7127112 318.72%| -183.67%| S502.39%| 40.41%)] 461.98%
813112| 320.39%| -182.33%| 502.72%| 41.48%| 461.24%

S12iM| 272.41%| -178.06%| 450.47%| 20.09%| 430.35% e | S
SI9IM| 277.30x| -169614| dd6.914] 254d%| 42147« 8/17112) 319.65%) -184.12%| S03.77%| 41.85%| 461.92%
SI6IM| 276.03%| -182.21%| 458.24%|  18.90%4| 439.3d4% 8/24112) 317.97%)| -184.25%| S02.22%| 41.53%| 460.69%
91231M1| 275.44| -185.96«| 46140x| 18.46%| 44234 8131112| 32161%| -182.26%| 503.87%| 43.76%| 460.11%
9I30IM1| 276.79%| -185.17%| 461.96%| 20.58%| 441.38% 9712 324.64%| -182.39%| 507.03%| 45.70%| 461.33%
100711 281.16%| -178.10| 453.26%| 26.56%| 432.70% 9/14112| 326.50%| -182.65%| S509.15%| 45.32%| 463.83%
1011411 26214 -173.18%4| 455.32%| 27684 d427.64% 9/24/12| 324.85%| -181.56%| 506.41%| 43.99%| 46242%
1042111 285.28%| -168.294| 453574 31464 422114 9/28112| 227.11%]| -181.12%| 508.23% 45 40%| 462.83%
10128111 284.90| -1711.05%| 455.95%| 28.98%| 426.97« 10/512] 324 06%| -182.33% | S06.39%| 42.19%| 252.20%
14| 285.774| -169.96%| 455.23%4| 29.834| 425.40% 10212 327 06%| 182 62% | 509 68%|  2351%| 285 17%

TN 282.92%| -177.24%4| 460.16%| 26.02%7] 434.14%
T8I| 278.853%4| -183.75%4| 462.58%4 21.33%| 441.254
1025111 286.174| -178.09%4| 464.26%| 28.72%| 435.54%

10/19/12] 324.58%| -183.35%| S07.93%| 42.03%| 465.90%
10/26/112| 328.18%| -186.71%| 514.89% 42.19%| 472.70%

; ; : - £ 11712112 325.85%| -189.53%| 515.38%| 39.76%| 475.62%
121211 286.14%| -177.78| 463.922] 23.60%| 434.32%

12091 | 287.31%| -161dbx| d68.77%| 26.77%| 442.00% 11/912] 326.01%| -190.77%| S516.76%| 36.31%| 47647%
1216111 29141%| -175.99%| 467.40%| 3050 436.90% 11/16/12] 333.78%| -191.13%) S2491%| 41.93%| 48298%
12123M1| 29115 -176.48%| 467.634] 29.89%| 437.74% 1112312 337.73%| -190.78%| S528.51%| 42.43%| 486.08%

12130011 291.36%| -177.984| 463.34% 31.50| 437.84%
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