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Invest for Tomorrow. Live for Today. ™

People seemed to like starting with the conclusion, so let's do it again.

e Stocks put in a short-term bottom on Friday

e« Yes, that happens on Fridays

e S&P 500 successfully revisited Monday's overnight low
« Volatility declined even as stocks were lower

« Bull markets have never peaked with this price pattern

Just as | was hitting send last Friday, the stock market began to rescue itself
from the depths of despair for the second time in one week. That was right
about the time so many pundits and reporters were boldly stating that stocks
never bottom on Fridays, which was something | debunked last week.

And as is often the case on a Friday to end a volatile week, traders reduced
risk, causing stocks to accelerate higher into the close. In this case, people
covered their shorts or bought back the stocks they sold in hopes of seeing
more weakness. That buying fed on itself the rest of the day.

The chart below shows the S&P 500 futures which are a derivative of the
popular S&P 500 index. They almost always trade in lock step, except that the
futures trade outside of normal business hours from Sunday at 6pm to Friday
at 5pm. Essentially, the futures are a way to give traders and investors more
access as well as on a leveraged basis, meaning that one can put up a fraction
of the total cost of the investment, similar to putting 20% down on a house but
getting the full control and upside.

As you can see, the futures spiked down on February 6 in the middle of the
night, but that was not seen during regular market hours. On Friday during the
day, the futures sold off and revisited those same levels from the overnight,
did not decline further and began to rally back. That can be called a successful
retest which would lead to additional rallies. That is what is supposed to
happen this week. Stocks should remain volatile, but the bulls should enjoy
some success.
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The opportunity for the bulls is also supported by a plethora of short-term
studies which all point to a bounce as they have since last Monday. Below is
the volatility index, better known as the VIX. What's important to understand is
that last Monday, the VIX spiked to 50 as stocks cratered. On Friday, as stocks
were falling again and at lower levels, the VIX should have been well above 50.
However, it saw a lower peak at 42, indicating that downside momentum in
stocks was abating.
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I don't think Monday is going to be one of those "key" market days. After a
dramatic reversal like we saw on Friday, we could see stocks follow through
and rally, the most bullish scenario. Or, they could back and fill, chop around
all day before moving higher on Tuesday or Wednesday. The real key is to see
which sectors bounce the most. We definitely do not want to see the defensive
groups like utilities, REITs and consumer staples lead any rally.

Updating a chart | first drew early last week, we see that stocks are basically
staying in the road map. But they are coming to a point where the bulls need
to step and rally. | still believe stocks will move higher to a secondary peak
later this month and then decline again in March before the real move to all-
time highs gets going in April.
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This also fits in with research that shows when stocks decline 10% intra-
month, they do not recoup those losses immediately. Rather, they do rally in
the short-term, but typically close the month down 5-8%. And 5% down
months usually see some more selling the next month, March in this case,
which further supports my forecast. Hat tip to Rennie Yang of Astrikos
Research.

Finally, as I am working on a full canaries in the coal mine to offer
substantiation that the bull market is not over, below you can see the recent
all-time high in stocks. On January 26, stocks closed not only at an all-time
high, but at their highest level of the day, the top of the green candle. In other
words, stocks closed at they highest intra-day levels ever as well. In the
history of the stock market, stocks have never, ever closed at their highest
intra-day levels and immediately transitioned to a bear market, not that they
couldn't in the future.
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In recent history, here is the 2007 bull market peak below. Stocks closed near
their low of the day, red candle on the day of the peak.
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2000 is below and it's the same essential behavior with stocks closing the day
well off their highs and towards the lowest low of the day.
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Not a single bull market peak looks like what we saw on January 26, so
obviously, the odds are heavily stacked against setting a precedent.

Assuming volatility has begun to quiet a little, the next update will be later this
week with the canaries issue.

As always, please don't hesitate to call or email with any specific questions
about your portfolio or financial situation. Investing is a marathon not a sprint
and pockets of weakness in the markets will always occur, whichever side of
the market you are on.
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Important Disclosure Information

Heritage Capital LLC ("Heritage™) composite performance resulis represent fime-weighted actual perfformance results for
continuously managed Heritage accounts, which individual accounts Heritage believes fo be representative of its investment
management process (i.e. mutual funds and exchange traded funds) for each specific strategy during the comesponding time
period. The composite performance resulis reflect the reinvestment of dividends and other account eamings, and are net of
applicable account transaction and custodial charges, and the separate fees assessed directly by each unaffiliated mutual fund
and exchange traded fund holding that comprised each account, and the maximum invesiment advisory fee that the accounts
would have incurred (by applying the Hertage's current investment advisory fee of 2.00% as set forth in its current written
disclosure statement) during the corresponding time pericds.

Flease Mote: Past performance may not be indicative of future resulis. Therefore, no current or prospective client should
assume that future performance will be profitable, equal the performance results reflected, or equal any comesponding historical
benchmark index. The historical index performance results for all historical benchmark indices do not reflect the deduction of
transaction and custodial charges, or the deduction of an investiment management fee, the incurrence of which would have the
effect of decreasing indicated historical perfformance results. The historical performance results for all indices are provided
exclusively for comparison purposes only, so as to provide general comparafive information to assist an individual client or
prospeciive client in determining whether the performance of a Heritage program meeis, or continues fo meet, hisiher
investment objective(s). A comesponding description of each index is available from Heritage upon request. it should not be
assumed that Heritage account holdings will corespond directly to any such comparative benchmark index. The Heritage
performance resulis do not reflect the impact of taxes.

For reascns including wariances in the investment management fee incuwrred. market fluctuation, the date on which a clent
engaged Heritage's investment management services, and any account contributions or withdrawals, the performance of a
specific Heritage client's account may have varied substantially from the indicated portfolio performance results.

In the event that there has been a change in a clienf's investment objectives or financial situation, he/sheit is encouraged to
advise Heritage immediately. Different types of invesiments andior invesiment strategies involve varying levels of risk, and
there can be no assurance that any specific investment or investment strategy (including the investments purchased andlor
investment strategies devised or undertaken by Heritage) will be profitable.

Information pertasining to Heritage's advisory operatfions, services, and fees is set forth in Heritage's current disclosure
statement, a copy of which is available from Heritage upon request Performance results have been compiled solely by
Heritage, are unaudited, and hawe not been independently wverified. Heritage maintains all information supporting the
performance results in accordance with regulatory requirements.



