Fishing for a bottom

We are fast approaching (if not already ‘in’) an opportune moment to be buying
stocks with a timescale for holding of 6 months or less. The last two weeks have
seen few (if any) stocks drawn from my “Breakout scan”, a strong sign that an
intermediate term bottom is in place. Looking at the side-by-side performance
measures (Table 1), one can see parallels from May of this year with August 2004
and October 2005.

In table 1, the top tier reflects the performance of my Breakout picks (left three
columns) and my Gold member picks (right three columns) for the periods of
August 2004, April 2005, October 2005 and May 2006 (current). Plays
highlighted in white, or labeled “-100%" are still in play and have reached neither
stop or target price. Beneath each trade performance period is the NASDAQ
performance for this period.

It should be added, the trade performance for my Gold Member picks for August
2004 is undermined by the high number of short trades recommended at this time.
If these losses were reversed so as to reflect “buys” then long side performance
would have been substantially improved. However, | left the returns *as-is’ so as
not to confuse matters. Gold member picks performed significantly better in April
and October 2005.

Given the parallels, what should one be looking for in the market:

e The clearest signal to go long has come on a ‘buy’ trigger in the MACD.
Note how both “Breakout” and “Gold Member” stock performance
improves after this signal is made and how a corresponding ‘sell’ trigger
is seen as a good time to stick with what you got and be cautious on
entering any new positions.

e Near term slow stochastics [14,3] are the first indicator to signal a bottom.
We can see already, that this signal has been given for the NASDAQ in
May 2006. However, it is prone to whipsaw as occurred in August 2004
and April 2005 and one must treat this signal with a measure of caution.

e A significant retest of recent lows may not occur; in 2004 there was a
small doji at 1,840 which was the extent of the retest of 1,750. In April
2005 a new low was completed on a bullish hammer. In October 2005 it
was a higher low on a bullish harami at the 200-day MA.

e The three main moving averages: 20-, 50- and 200-day MAs are an
important reversal point for a correction from the initial bounce. In
August 2004 the 50-day MA was support on its first pullback. In April
2005, the 20-day MA was the resistance area for the bounce. In October
2005, the 50-day MA marked the pullback point. In May 2006 it could be
the 200-day MA or the 20-day MA; watch action at these averages
closely.



What of expected returns?

Figure 2 gives the average returns for each day after “Day 0”, i.e. the first day we
see a series of three “x”s in the “Breakout” stock columns (not the “Gold
Member” columns), for August 2004, April 2005, October 2005 and an average
for the three months combined.

Looking at the average return for all three periods, once can see the best
performance from stocks inside the first 30 days from “Day 0”, with “Day 12-Day
22” perhaps the best time to be buying stocks. If one is to translate this to May
2006, “Day 0” falls on May 18" putting Day 12 on May 30" and Day 22 on June
9™ If there were only one time in the year to buy (well, likely two given the
frequency of these set ups), then the next couple of weeks could be it (due
diligence needed of course).

Leadership shapes up early in a market, well before the crowd gets involved.
Don’t ignore stocks which pop up at new highs (nth day or 52-week) over the
next couple of weeks. Be nimble, don’t be afraid to cut loose one position to go
looking for another. There is no shortage of negativity out there and talk of a
repeat 1987. Such events may, or may not occur — but when markets present up
bargains they should be bought. If the bounce unravels then the risk taken at this
time will be low (due to the proximity of support).

Best bet now is to wait for that all important MACD trigger “buy” in the
NASDAQ.



Figure 1. Top tier shows individual performance of “Breakout” stocks (left column) and “Gold Member” stocks (right column) over 2-months. The time of reference is the first

day my “Breakout” scan drew no candidates, as marked by the series of “

X”s on a grey background. Lower tier shows the NASDAQ performance for these time periods.
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Figure 2. Average % performance/return per trade, of Breakout and Gold Member picks combined, for each day after the first series
of “blank” Breakout plays. “August 2004” is represented by August 9™ 2004; “April 2005 is represented by April 12" 2005;
“October 2005” is represented by October 6™ 2006. The current count starts from May 18" 2006; how will it pan out? An average
return is presented for the three aforementioned periods.
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The information presented has been prepared without regard to any particular investor's investment objectives, financial situation, and needs. Accordingly, investors
should not act on any information in this supplement without obtaining specific advice from their financial advisors and should not rely on information herein as the
primary basis for their investment decisions. Information contained herein is based on data obtained from recognized statistical services, issuer reports or
communications, or other sources, believed to be reliable. However, such information has not been verified by Fallond Stock Picks Inc. or any of its employees, Fallond
Stock Picks Inc. makes no representations or warranties or takes any responsibility as to the accuracy of completeness of any recommendation or information contained
herein. Fallond Stock Picks Inc. accepts no liability to the recipient whatsoever whether in contract, in tort, for negligence, or otherwise for any direct or consequential
loss of any kind arising out of the use of the information provided in this supplement, or of the recipient relying on any such recommendation or information (except
insofar as any statutory liability cannot be excluded). Any statements nonfactual in nature constitute only current opinions, which are subject to change without notice.
Fallond Stock Picks Inc., or their respective affiliates or their officers, directors, analysts, or employees may have positions in securities referred to herein. Neither the
information nor any opinion expressed shall constitute an offer to sell or a solicitation or an offer to buy any securities mentioned herein. This document does not
purport to be a complete description of the securities market or developments to which reference is made. There may be instances when fundamental, technical, and
quantitative opinions may not be in concert. There are risks inherent in all investments, which may make such investments unsuitable for certain persons. These include,
for example, economic, political, currency exchange, rate fluctuations, and limited availability of information on international securities. Fallond Stock Picks Inc. and
their affiliates make no representation that the companies which issue securities which are the subject of their research reports are subject to, or in compliance with
certain informational reporting requirements imposed by the Securities Exchange act of 1934. Sales of securities or services covered in any report or on the web site
(www.fallondpicks.com) may be made in only those jurisdictions where such securities or services and Fallond Stock Picks Inc. are qualified for solicitation. Fallond
Stock Picks Inc. does not warrant, represent or endorse the accuracy or reliability of any of the information, content, advertisements, or Third Party Sites and Content
(as defined below) (collectively, the "Materials") contained on, distributed through, or linked, downloaded or accessed from Fallondpicks.com, nor the quality of any
products, information, or other materials displayed, purchased, or obtained by you as a result of an advertisement or any other information or offer on or in connection
with Fallond Stock Picks Inc. You acknowledge that any use of or reliance upon any Materials shall be at your sole risk. Fallond Stock Picks Inc. reserves the right, in
its sole discretion and without any obligation, to make modifications to any portion of the Fallondpicks.com web site or publications at any time. You acknowledge and
agree that you bear responsibility for your own investment research and investment decisions, and that Fallond Stock Picks Inc. shall not be held liable by you or any
others for any decision made or action taken by you or others based upon reliance on or use of information or materials obtained or accessed through use of
Fallondpicks.com. Prior to any transaction in securities, you should consult with a qualified professional securities or financial advisor.
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