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Last week we said we were expecting a pullback in equities. We explained that our proprietary options indicator was showing
too much bullishness on the part of options buyers, that there were negative divergences on some breadth indicators, and that the
down sloping 200-day moving averages were coming into play on major indexes. We also explained that there had been 61 new
high reversals on May 2" and that in the past a number over 60 had preceded weakness in stocks.

We got the expected pullback as the S&P 1500 dropped 1.62% on the week. In the very short-term a bounce is possible due to an
oversold condition on intra-day charts and some price support levels. However, we think more weakness is probable over the
next one to two weeks. We don’t think this pullback will be a resumption of the down trend for reasons outlined in our May 5™
“Climbing a Wall of Worry?” essay, and we believe that the huge amount of cash on the sidelines is looking for entry points.

Our strateqgy for some time has been to buy leading stocks while watching for sector rotation and being prepared for the down
trend to resume. We continue to follow that course of action while hoping that after a brief pull back stocks will strengthen and
successfully challenge the last barriers that prevent us from calling the long-term trend up instead of down.

Federal Funds futures are pricing in an 82% probability that the Fed will leave rates at 2.00%, and a 18% probability of cutting
another 25 basis points to 1.75 when they meet again on June 25"

So far 450 companies have reported first quarter earnings. According to Bloomberg 61.1 % have had positive surprises, 10.7%
have been in ling, and 28.2% have been negative. The year-over-year average change has been -16.7% on a share-weighted basis,
-0.8% market cap-weighted, and -11.4% non-weighted.

The S&P 1500 (314.75) was down 0.591% Friday. Average price per share was down 0.25%, showing more selling in large-caps.
Volume was 87% of its 10-day average and 88% of its 30-day average. 42.64% of the S&P 1500 stocks were up on the day. Up
Dollars was 26% of its 10-day moving average and Down Dollars was 95% of its 10-day moving average. For the weak the index
was down 1.616% on declining and below average weekly volume.

Options expire May 16". The FOMC meets June 25"

IMPORTANT DISCLOSURES

I, Wayne S. Kaufman, hereby certify that all of the views expressed in this research report accurately reflect my personal views about any
and all of the subject issuer(s) or securities. | also certify that no part of my compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

THE INFORMATION PROVIDED IN THIS PUBLICATION IS FOR INFORMATIONAL PURPOSES ONLY. INVESTORS
SHOULD CONSIDER THIS REPORT AS ONLY A SINGLE FACTOR IN MAKING THEIR INVESTMENT DECISION. THIS
INFORMATIONAL REPORT IS NOT AN OFFER TO SELL OR A SOLICITATION TO BUY ANY SECURITY IN ANY
JURISDICTION WHERE SUCH AN OFFER OR SOLICITATION WOULD BE ILLEGAL. THIS REPORT HAS BEEN
PREPARED AS A MATTER OF GENERAL INFORMATION. IT IS NOT INTENDED TO BE A COMPLETE DESCRIPTION
OF ANY SECURITY OR COMPANY MENTIONED, AND IS NOT AN OFFER TO BUY OR SELL ANY SECURITY. ALL
FACTS AND STATISTICS ARE FROM SOURCES BELIEVED TO BE RELIABLE, BUT ARE NOT GUARANTEED AS TO
ACCURACY. ADDITIONAL INFORMATION ON THESE SECURITIES AND COMPANIES IS AVAILABLE UPON
REQUEST. SECURITIES, FINANCIAL INSTRUMENTS OR STRATEGIES MENTIONED HEREIN MAY NOT BE SUITABLE
FOR ALL INVESTORS. THIS MATERIAL DOES NOT TAKE INTO ACCOUNT YOUR PARTICULAR INVESTMENT
OBJECTIVES, FINANCIAL SITUATIONS OR STRATEGIES. BEFORE ACTING ON THE MATERIALS HEREIN, YOU
SHOULD CONSIDER WHETHER IT IS SUITABLE FOR YOUR PARTICULAR CIRCUMSTANCES AND, IF NECESSARY
SEEK PROFESSIONAL ADVICE. INVESTMENTS INVOLVE RISK AND AN INVESTOR MAY INCUR EITHER PROFITS
OR LOSSES. PAST PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE. TRADING AND INVESTMENT
DECISIONS ARE THE SOLE RESPONSIBILITY OF THE READER.

The reproduction of all or part of this publication or its contents in any manner is a violation of federal copyright law. The Copyright Act imposes liability
of up to $150,000 per issue for such infringement. No reproduction or retransmission of this report or any part of it by subscribers or anyone else is
authorized without written permission from Wayne S. Kaufman. Copyright 2007-2008, Wayne S. Kaufman. All rights reserved.
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A huge pile of cash is sitting on the sidelines.
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S&P 1500 (316.62, 316.62, 313.68, 314.75, -1.87)
| |

350

300

%é

70
60
50
40
30

/\/ \

\
:
|
Stochastic Oscnlator 47.5000)
/
\
|
|
|
|
|
|
|
\

-
[ A e A B

100

50

% Over 10 -Sma (40.2000)

WA

50

261Week Closing Highs (49), 26-Week Closing Lows (44)

|

|

|

|

|

|

|

|

“"M
LA
\

500
400
300
200
100

Price Oscillator (0,69059)

February April May June July August  |September November February April May

1.0
0.5
0.0
-0.5
-1.0
-1.5
-2.0

The Kaufman Report - 5/11/2008

The S&P 1500 has pulled

back to just above the

20-sma and the bottom

line of the bearish
rising wedge (see next
chart on next page).

Our oscillators are not
yet oversold.
Our price oscillator is
still in positive territ-
ory after reaching over-
bought levels.
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The S&P 1500 recently 
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head & shoulders pattern
with a target of the 339
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pattern on the chart, a
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index was repelled by the
top line of the wedge
on May 2nd, and on
Friday the index bounced
off the 20-sma and the
bottom line of the rising
wedge.  A break through
the bottom could lead to
a sharp drop.  


S&P 1500 Analysis - Wayne S. Kaufman, CMT

350— | | | S&P 1500, ‘ b 350
| | s 0 T | _

_ - : L | by i T T T S

e i i YT it
300 | — | | | | | | — 1 — 300
| | | | | | | | -
: i : L ‘ | ‘Adv nce %(1426 i Ul L ‘ -
_ ! _
| HH\ H\‘ HH M HHM H‘M H i M ‘H‘HH \“ Hw M \\H MHH HH Il \‘HH \H\ M HM M |l H HHH\ I HH\M\ HH\‘ -

i | | oA Advance Dechne (683.000) | | =

10000~ M RSt S - 10000
5000 =522 | 1 1 1 1 = 5000
0- : : : : : : ; 0
| | Average Price (361 6040) -
< : ~ 40
- 35
~15000
~10000
T l N\ 1 l -

0 l l l l l l - 0

| | | | \ | |

- | | | 10-sma 13- Wee}N—hghs (135.4), ‘lo-sma 13-Week Lows (44.2)+ A

300— w w w ‘ ! . — 300
| | | \ | \ | \ | -
200 | w ‘ | .~ — 200
100- l o ‘ Sigyat 7 = 100
1{ 000), % Over 20-SMA (53.8700) o
: ! ‘ A \ - 50
| | | A r R [ _
| | | Val | YW -

- l l 1 Total Volume (3,488,145,664.0) LT
70000 | | | | | | | | —70000
60000 1 1 1 1 1 1 1 . —60000
50000 1 1 1 B 1 1 1 1 .| —50000
40000 1 1 1 1 | it —40000
30000 T | i —30000
20000— —20000
o | | \\

| 1
e r May Jun Jul Feb Mal Apr May

The Kaufman Report - 5/11/2008

The 10-sma of 13-week
highs

much higher
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Volume was light  during

last week's pullback.
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Volume was light during
last week's pullback.
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Our proprietary options
indicator has dropped
after reaching levels of
extreme bullishness where
stocks have always pulled
back. Current  levels
show some bullishness on

the part of options buyers.

Last week we pointed out
that the 61 new high
reversals on May 2nd was
a number that usually
preceded weakness in
stocks, and that held true

once again.
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Our 10-day statistics of
supply (red lines) have
crossed above the 10-day
statistics of demand
(green). However, so
far there has been no
big increase in selling

pressure.
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10-year bond yields have
moved higher since 
bottoming in mid-March,
but they have resistance
at the 3.9 - 3.96 area
and they have moved back
below the 20-sma.
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The U.S. Dollar Index has
been showing strength
since bottoming  mid-March.
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The commodities index
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inverse  relation-

to the U.S. Dollar.
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Oil continues to make new
highs in spite of strength
in the U.S. Dollar.  This
shows strong demand.
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Gold has been weak, which
is in line with its
classic inverse relation-
ship to the U.S. Dollar.
Last week we said it may
be ready to rebound, and
it did move higher.  It
looks like there is still
upside even though it is
just under the 20-sma
(not shown).
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