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Tonight’s Research Points
e Price and breadth have repeatedly suggested a bounce the last few days — yet none

has arrived.

e By Worden Bros. measure of the McClellan Oscillator, breadth is as bad as it has
ever been.

e The VIX has now spiked more than 20% above it 10ma — suggesting a bounce is
near.

e The failure to bounce and today’s breakdown both suggest the intermediate-term
uptrend is on shaky ground.

Short-term Outlook — updated 10/29

The Bottom Line

Extremely oversold is now extremely extremely oversold. Price and breadth action
continue to suggest upside short-term. The intermediate-term is now in doubt, though.

Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or
Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active

October 29, 2009 VIX > 20% above 10ma 1-4 days Bullish

October 28, 2009 McClellan < -225, SPX > 200ma 1-9 days Bullish 3.40%
October 28, 2009 SPY selloff decelerating 1-6 days Bullish 2.50%
October 27, 2009 SPX drops 1% while SOX gains 1-6 days Bullish 3.00%
October 27, 2009 Up Issue % < 33.3% 2nd day in a row 1-2 days Bullish 2.40%
October 26, 2009 4th Friday under 200ma drops 1% 1-2 days Bullish 2.10%
October 26, 2009 1% Dn Decliners double advancers 1-9 days Bullish 3.00%
Active - Long Term

October 26, 2009 Nasdaq/SPX Rel Strength Favors Nas Bullish

Dropped Tonight

October 19, 2009 VIX:VXV drops below 0.9 2-5months  |Bearish

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active.
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The Evidence

Despite a deluge of studies suggesting the market was primed to bounce, Wednesday saw
a broad and strong selloff. The S&P 500 fell 2%, the Nasdaq 2.7% and the Russell 2000
3.5%. Breadth was horrible. The NYSE Up Issues % and Up Volume % both came in
just shy of 10%. Total volume spiked to the highest level of the month on the NYSE and
Nasdag.

There comes a point when the market is so oversold and the studies so overwhelmingly
suggesting a bounce that examining additional studies becomes almost meaningless.
How many different ways does someone need to see that the selling is overdone and the
readings extreme?

Tonight’s Quantifinder was littered with examples of price and breadth action similar to
many studies | already have active. | won’t rehash most of them as they’re similar to
much of what we’ve already seen. | did note an interesting breadth statistic.

As | discussed last night, the McClellan oscillator will vary from provider to provider as
there are often slight differences among advance/decline data. Worden Bros. is one data
provider | use. Their measure of the McClellan Oscillator hit -381.49 on Wednesday.
This is the lowest reading since they began tracking advance/decline data in 1986. Below
is a chart of the McClellan Oscillator over that time period.

Worden Bros. McClellan Oscillator Reading
1986 - present.
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One notable about this chart is that breadth readings have become more extreme over
time. Whereas moves above 100 and below -100 were rare from ’86 — 93, they are
considered ordinary today.

About the only breadth indicator that hasn’t kicked into gear at this point is the
Quantifiable Edges CBI. As you’ll see below, WAG triggered a second entry, but
nothing else has yet triggered. In looking at how stocks are set up currently, it’s unlikely
we’ll see a huge spike anytime soon.

One indicator that popped up on the Quantifinder tonight that wasn’t previously
represented was the VIX. I’ve updated a study from last January that looked at spikes in
the VIX that were over 20% above the 1-day moving average. (Note the lookback period
shown last January was mistakenly listed as 1990 — present rather than 2000 — present.)

VIX closes more than 20% above its 10-day moving average.
Buy on close Sell X days later $100k/trade 2000 - present.
. . Al Aviy Al Avig All:
Al Met Al Total A1 Winning | Al Lozing Al %% . . All: Al Ay
Days Prafit Trades Tradesz Trades Profitahle Winning Losing) Nn'ﬂ'PSS ProftFactor . Trade
Trade Trade Ratio

5 6011929 28 18 10 B429| 460935 -2254.90 202 363 214712
41 521233 28 20 g 143 410147 373751 110 274 186155
3 3365244 3 19 12 6129 329166 -24044835 1.37 217 1086535
2| aD9z2859 34 23 11 BYES | 329585 -2261465 1.46 305 1497890
1 3356332 34 23 11 BYEBS 217991 150675 1.43 3.02 98716

As you’d expect, there appears to be a decent upside edge when the VIX gets this
extreme.

Three things that made Wednesday’s action look scary were that 1)the SPX slice through
its 50ma 2)on high volume and 3)extremely negative breath. Support breaks on
accompanied by extreme breadth and volume are often interpreted as bearish. | decided
to take a look and see.
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SPX crosses down through the 50ma on 90% downside volume and the highest
NYSE volume in 10 days. Buy on close. Sell X days later. 1970 - present.
X Al Met | Al Total |8 Winning| & Losing | Al s | Sl Ave Al Ave Al Al Al Ay
DEIYS Profit Trades Trades Trades Profitable LI Losing 'n-'\ﬂn.ﬂ.pss ProfitFactor | Trade
Trade Trade Ratio
140 50,331 50 12 9 3 7500 1250030 -20823.71 05 182 424430
120 | 33,682.91 12 9 3 7500 1147026 -23,183.13 .48 148 250691
100 | 40,777 42 13 10 5 FEOZ | 938682 1759503 055 177 513672
80 51,501.97 13 10 3 7682 FO1285  -9.209.11 0 &6 286 396169
B0 4458325 15 11 4 7333 7IT2E? 1022585 076 208 2497222
40 43,280.86 16 12 4 7500 673756 -9.392.46 07z 215 270505
20 22,537 54 16 9 7 5625 27033 659530 .40 052 140656
19 18,392 63 16 & & 5000 310083 -5400.00 057 057 -1,14054
18| -24 57357 16 6 10 3750 354639 458519 077 046 153585
17 | -26,539.20 16 G 10 3750 359557 502126 07z 04% 789495
16| 19,577 11 16 5 11 #1125 444516 350026 117 055 22357
15 1533393 16 6 10 3750 335987 -351428 0485 056 -5999.00
14 2012693 16 7 g 4375 246725 -415532 058 046 125793
13 16,354 45 16 6 10 STA0 328524 351139 .51 055 -,024.05
12 12,109.03 16 7 g 4375 27216 34938 078 05 7a6 8
11| -3587.35 16 8 & 5000 253529 30212 054 084 24795
10 -5,164.09 16 7 g 4375 273671 -303567 .40 070 51026
9 4544 16 9 7 5625 250553 -3ET0T0 0 S 083 28401
& -621240 16 9 7 8625 234778 300613 0 i 077 38631
7 59924 16 8 & 5000 256900 -2 55160 1.03 1.03 4370
6 417479 16 a8 & 5000 269555 217670 124 124 2E042
5 3EI4ET 16 7 g 4375 288227 154012 157 122 22545
4 235113 16 5 11 25 315536 -1 54936 1.4 0E7 14645
3 78548 16 5 11 325 274537 1320404 208 0.5 40 25
2 6044 16 7 g 4375 207992 04616 220 1.7 37T S
1, 459959 16 13 5 125 BES.25 | -1,340.44 .48 214 2E7 48

Such breakdowns have often been followed by a quick bounce and then some choppy
sideways action. Most often the market would then struggle for a few weeks before
working it out and continuing its uptrend. From an intermediate-term standpoint 1’d view
this as somewhat bearish. Beyond 20 days is really anyone’s guess.

I’ve also mentioned repeatedly this week that a failure to bounce when so many studies
were suggesting it was likely could be viewed as a change of character for the market. It
seems this may now be the case. The market has failed to conform to historical edges up
to this point. This implies all is not well with the uptrend. Some extra caution will likely
be required in the weeks ahead.

From a short-term standpoint a bounce remains the highest probability. There really is
nothing indicating a short-term downside edge at this point. | will continue to play for
that bounce.

The Aggregator chart is updated below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The market is as overdone as it has been in quite a while. Both the green Aggregator line
and the black Differential line are squarely above zero. A sizable bounce is expected in
the next few days. Of course that has been the case the last few days. In any event, I’ll
be looking to put on the remaining portion of my SPY trade.

Intermediate-term Outlook (2 weeks — 2 months)- updated 10/28 — neutral (see short
term notes above)

Catapult and Capitulative Breadth Statistics

(Catapult Presentation Part 1) (Catapult Presentation Part 2)
Open Catapult Triggers

WAG(1/3) @ $37.70

WAG(1/3) @ $37.09

Catapult for ETF’s Trades
none

Broad Market Large Cap CBI -2 (WAG)
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http://quantifiableedges.googlepages.com/CatapultandCBI.ppt-voice2.ppt

Additional New Trade Ideas

A full listing of system triggers can be found at the system triggers page each night. |
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with
occasional other trade ideas to track below.

WAG - buy 1/3 position @ $37.09 limit. Catapult trade. This is the 2" 1/3 lot. Traders
should keep in mind the extreme volatility of Catapult trades when considering position
size.

SPY — buy final ¥4 position @ $104.50 limit. Cancel after 1% % hr. if not filled. 1’'m
looking to get in and will even pay up slightly here. | won’t chase a large gap up but
traders should keep in mind that if a very large gap up does occur it could ignite a short-
covering rally. Historically large gaps up from 10-day lows have provided a bullish edge
from open to close.

Active Trades Table

Symbol Entry Date |Entry PricdCurrent Pr]% Gain/Lo|Stop Notes

SPY (1/4) 10/26/2009] $108.08 | $104.41 -3.40% Aggregator
SPY (1/4) 10/26/2009] $106.91 $104.41 -2.34% Aggregator
SPY(1/4) 10/27/2009] $106.42 | $104.41 -1.89% Aggregator
WAG(1/3) 10/28/2009 $37.70 $37.09 -1.62% Catapult

Average price of the SPY position is currently $107.14.
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http://www.quantifiableedges.com/members/systems.php

Some thoughts on trade management

One of the bigger challenges for traders when trading extreme conditions like the present
is controlling risk. We are at a point where the market has almost always bounced in the
past. Of course that doesn’t mean we won’t see an additional 3%, 5%, 10% downside or
even a crash before the bounce arrives. When trading index positions | often manage my
risk by purchasing in-the-money call options rather than an index proxy like SPY. |
prefer options because they provide a natural stop. I’ve paid $7-$8 over the last few days
for some options. If SPX tanks another 10%, | can’t possibly lose more than the price of
the options. Also it allows me to participate in potential upside. Another way to play it
would be to use intraday stops.

I don’t often use stops in the subscriber letter. One reason is that when the market is as
oversold as it is currently, there’s a good chance I’m going to want to get back into a
trade near the end of the day. There’s nothing wrong with exiting on breaks of support
intraday with the intention of trying to get back in at a lower price. It just isn’t a strategy
that can be employed in a Letter format. Also, should you get stopped out and the market
doesn’t collapse, it will take a good amount of discipline to re-enter the trade at a slightly
higher price before it takes off without you. You don’t want to suffer drawdown during a
trade and then get stopped out just before it begins to bounce, and then miss your re-entry
trigger. Most often | prefer passive management and use of options, but risk may be
controlled either passively or actively. A trader’s expertise and personality would help
determine the preferred technique.

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy securities. While information
contained herein is believed to be accurate at the time of publication, we make no representation as to the accuracy or completeness of
any data, studies, or opinions expressed and it should not be relied upon as such. Robert Hanna, Hanna Capital Management, LLC or
clients of Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly or
indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna Cap
ital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
direct or consequential loss arising from any use of this report or its contents. This report may not be reproduced, distributed or
published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.

Copyright © 2009 Hanna Capital Management, LLC.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052 781-956-6952




