Exceptional Bear Market Letter

Saturday, June 14, 2008

Lehman leads the Market in a rebound

Fundamentals: On Thursday Lehman shocked Wall Street by replacing its CFO and
COO in one fell swoop, on the heels of a $6 billion capital raising on Monday. Its losses
for the 2nd Q were 2.8 billion rather than the $5-700 million, the Street expected,
naturally heads had to roll... As you can see, there is much more highly profitable
trading ahead.

You saw in the first installment and since we first shorted LEH near $44,
that the stock has been hammered. Most notably because it is
undercapitalized and has not come clean with its mortgage portfolio. pattern
is called a Diagonal Triangle (Diag >), where each of the four legs sub-
divides into 3 waves. As you can see a previous Diag > labeled 1-4 is being
echoed in the smaller labeled i-iv. Once wave iv completes the dashed blue
line near $35, we drop back down below $20. Once the Spike from the
Diagonal triangle completes below $20, Lehman should bounce back above
$50, assuming it survives.

With a gain of 13.7% on Friday, LEH was our best performer! From here, the minimum
upside is 36%, however we must get there via a zig-zag, which will likely coincide with
the next cycle turn on June 19th + or - a day, which is also option expiration day for
June. In-the-money calls should pay off handsomely.
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Like Lehman, the remainder of the charts in this issue must first bounce up
to overlap wave 1. The Dow presents a bit more complex pattern, but the last leg,
wave |V (bottom right) is very similar to Lehman's pattern above. We must bounce in 3
waves to complete wave 4, then drop below 3 at 12,100.
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$INDU (Do Jones Industrial Average) INDX @ StockCharts.com
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The same can be said for the Financials index: up at least to 4, down below 3 to
complete V. Like Lehman, the outlook for the entire banking sector is bleak. The risk of
continued credit losses requires reserve-building and dilutive capital boosts. Aside from
current bounce these fundamentals support a much lower low before all the bad news is
out.
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At the heart of the crisis, the housing slump continues to take its toll on the
homebuilders and real estate.
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XHB (SPOR S&P Homehuilders Index ETF) AMEX @ StockCharts.com
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The Real Estate index also displays the identical pattern, with the number of
foreclosure filings up 50% in May from a year ago, we can expect quite a stretch down!
XHB has dropped ~34% since April, with more to come.
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The unifying factor in all of these charts is the Diagonal Triangle, and although it may
appear fairly simple as | have drawn them, they still allude most Elliott practitioners.
They indicate loud and clear, that once we complete the drop, the upside will be
dramatic and highly charged. In addition, most charts have Diag Il on the upside, which
indicates beginning of a long move. Like Diagonal Triangles, when more than one are
present, they compound the force of the subsequent rally.

What differentiates Exceptional Bear?

1. Real-time, intraday market updates to make sure reversals are spotted and acted
upon in a timely manner.



2. Coverage of several of the most profitable market sectors with just one subscription.
3. Direct and to-the-point buy & sell recommendations for each market sector.

4. Proven track record of excellence as evidenced by TimerTrac reports.

Try Exceptional Bear risk-free. Subscribe to Exceptional Bear and if within 30 days you
decide it's not for you, simply cancel for a complete, prompt refund. 30 days is a good
amount of time to guage Exceptional Bear's value, and likely earn several times the six
month subscription fees.

Eduardo Mirahyes

Exceptional Bear

“Opportunistically imed investiments that maximize wealth”
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