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It's a record. As of yesterday's market close, the Dow crushed its previous record milestone time
frame by adding 1000 points to the index in just 8-trading days.sThe S&P also rose to 2800 at a
record pace adding 100-points in just 10-days. It is starting to go parabolic.
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While the record-breaking pace is certainly breathtaking, it shouldn't be surprising as we discussed
in thedune 9th, 2017 edition of the weekly newsletter:

"Let me state this VERY clearly. The bullish bias is alive and well and a move to
2500 t0 3000 on the S&P 500 is viable.All that will be needed is a push through of
some piece of legislative agenda from the current administration which provides
a positive surprise. However, without assharp improvement in the underlying
fundamental and economic backdrop soon, the risk of something going ‘'wrong'sis rising
markedly.¥he chart below shows the Fibonacci run to 3000 ife?'everything goes

right.'?e
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Of course, that piece of legislative agenda was "tax reform." With investors now betting on a sharp

rise in earnings to reduce the current levels of overvaluation,sthe seems to be little in the way of the
next major milestones for 30,000 for the Dow and 3000 for the S&P 500. The above chart has been
updated for that momentum.
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Just remember, bull-runs are a one-way trip.sCurrently, there are just 200 points of upside until
the S&P 500 hits a majority of its Wall Street targets of 3000.
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| have taken the chart above and calculated several possible corrections and mean reversions to
different levels.

Market Declines To: Level S1z€ ':ff Likelihood Of Event

Correction
2018 Bull Trend 2650.00 -5.44% Extremely High -
52-Week Moving Avg. 2480.43 -11.49% |Very High TEu %
2009 Bull Trend 2300.00 -17.93%  |Possible With Pickup In Volatility |5 y
2-Standard Deviations Below 52 WMA | 2229.29 -20.46% |ossible With Pickup In Volatility |= S
Fibonacci Retracement 23.6% 2140.73 -23.62% |Possible With Pickup In Volatility

Fibonacci Retracement 38.2% 21ﬁ.'5.“' 1 T')_*'5.52"3:-’.:. Coincident With Recession
Fibonacci Retracement 50.0% 1903.27 -32.00%  Coincident With Recession
Fibonacci Retracement 61.8% 1691.03 -30.66%  Coincident With Recession

Bear
Market

When comparing the probable levels of even a mild correction, 200-points of upside currently
hardly justifies the risk being undertaken by investors. This is particularly the case given one of the
most extreme overbought conditions of the market in its history.
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I know. | know. It?s easy to get wrapped up in the bullish advance, however,sit is worth
remembering that making up a loss of capital is not only hard to do, but the®time?elost
cannot. The point is while the media and bulk of the commentary continue to®urge you to ride the
bull,?sthey aren?t going to tell you when to get off.

And when the ride does come to an end, the media will ask first ?why no one saw
it coming?? Then they will aske?why YOU didn?t see it coming when it so
obvious.?e

In the end, being right or wrong has no effect on the media as they are not managing your money
nor or they held responsible for consistently poor advice.However, being right, or wrong, has a
very big effect on you. Let me repeat for all of those who continue to insist | am bearish and
somehow am missing out on the?bull market?advance:

?While our portfolios remain long currently, we do so with hedges and stops in place, a
thorough methodology of analysis and a strict investment discipline we follow to mitigate
the risk of long-biased exposure. In other words, whenever the market does turn, we will
sell and move to cash.?

If you are going to®ride this bull,?+just make sure you do it with a strategy in place for when, not if,
you get thrown.

Tending The Garden

The combined overbought, over-leveraged condition of the financial markets is of extreme risk to
investors currently. While the bullish trend remains intact currently, it is extremely prudent to
perform some risk management in portfolios. It is worth remembering that portfolios, like a
garden, must be carefully tended to otherwise the bounty will be reclaimed by nature itself.

o If fruits are not harvestede(profit taking)sthey ?rot on the vine.?e

¢ If weeds are not pullede(sell losers),sthey will choke out the garden.

o If the soil is not fertilizeds(savings),sthen the garden will fail to produce as successfully as it
could.

So, as a reminder, and considering where the markets are currently, here are the rules for

managing your garden:
1)HARVEST:Reduce ?winners? back to original portfolio weights.eThistboes NOT
*mean sell the whole position. You pluck the tomatoes off the vine, not yank the whole
plant from the ground. 2)WEED:&ell losers and laggards and remove them from the
garden.eIf you do not sell losers and laggards, they reduce the performance of the
portfolio over time by absorbinge"nutrientssthat could be used for more productive plants.
The first rule of thumb in investing "sell losers short.” 3)FERTILIZE AND WATER:Add
savings on a regular basis.A garden cannot grow if the soil is depleted of nutrients or
lost to erosion. Likewise, a portfolio cannot grow if capital is not contributed regularly to
replace capital lost due to erosion and loss. If you think you willNEVER LOSE money
sinvesting in the markets?then STOP investing immediately.4) WATCH THE
WEATHER:Pay attention to markets.sA garden can quickly be destroyed by a winter
freeze or drought. Not paying attention to the major market trends can have devastating
effects on your portfolio if you fail to see the turn for the worse. As with a garden, it has
never been harmful to put protections in place for expected bad weather that
didn?t occur. Likewise, a portfolio protected against "risk"«in the short-term, never
harmed investors in the long-term.



With overall market trend still bullish, there is little reason to become overly defensive in the very
short-term. However, | have this nagging feeling that the®spring?+is now wound so tightly, that when
it does break loose, it will likely surprise most everyone. Just something to think about.



