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Tonight’s Research Points

Quantifiable Edges 3-day Risk/Reward Outlook

Bullish

e The consolidation while short-term overbought in a long-term uptrend
situation that could break either way.

e One way to play the move would be by trading an opening range breakout.

e 5 higher closes above the 200ma but below a 50-day high has led to bullish results

in the past.

e The Aggregator System changed to flat on Thursday.
e The NDX Aggressive Trend Timer remains flat.

Short-term Outlook — updated 3/5

The Bottom Line

Bullish studies have taken control of the Active List. This has caused the Aggregator
system to turn neutral as the market is now overbought with positive expectations. The
tight range in recent days suggest we may see a volatility expansion here very soon.

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

March 5, 2010 5 up close > 200ma & no 50-day high 1-10 days Bullish 2.00%
March 4, 2010 2-days gap up close pos but under open 1-5 days Bullish 2.20%
March 3, 2010 No up vol pattern 3 up days > 200ma 1-4 days Bearish -1.40%
March 2, 2010 75% Up Issue % on 1st day then up 1-5 days Bearish -1.70%
February 24, 2010 1% drop and up issue % < 33.33% 1-9 days Bullish 3.00%
Active - Long Term

February 22, 2010 VIX:VXV Ratio falls below 0.9 int. term Bearish

February 22, 2010 Good 5 days after FTD int. term Bullish

February 16, 2010 Nasdag/S&P RS Indicator Positive int. term Bullish

February 12, 2010 I1BD Follow Through Day int. term Bullish

February 8, 2010 Worden %>200ma - %>40ma > 40 3 - 7 weeks Bullish

January 13, 2010 No bearish divergence at high int. term Bullish

Dropped Tonight

March 4, 2010 NH's contract while SPX posts higher hi 1 day Bearish

March 1, 2010 VIX 3 lows SPX 0O highs last 10 days 1-4 days Bearish -2.00%

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

Thursday was pretty sleepy. After gapping less than 2 points higher the market ran up a
little...then down...then up...and did it all within the previous day’s range. The close
was near the high of the day so the indices final numbers looked like respectable gains.
The S&P rose 0.4% and the Nasdaq and Russell gained 0.5%. Breadth was mildly
positive as the NYSE Up Issues % closed at 58% and the Up Volume % was 62%. Total
volume rose slightly but was still below average.

There were a sizable number of studies that appeared in the Quantifinder tonight. Several
of them were focused around the fact that the market is overbought on a short-term basis
and there has been a consolidation the last few days. In general when this is seen in a
downtrend it is often a sign that a bounce is weakening and likely to roll over. But in an
uptrend the studies results are often fairly neutral, suggesting the pause could break either
way. Below is an excerpt from the 10/8/09 Subscriber Letter that exemplifies this.

Tonight’s studies are a clear example of why it is important to keep the long-term trend
in mind when evaluating results. In April | did a study that appeared in the Quantifinder
tonight. It looked at inside days when the SPY had closed higher for at least 3 days in a
row.

SPY has inside day and has closed higher at least 3 days in a row.
Buy on close Sell X days later. $100k/trade. 2001 - present.
X _ | A Totsl Ak Winning| A Losing | Ak ge | 2k Ava | Al Avg Al All Al Ay
DaYS Al et Pt Trades Trades Trades Profitakle vt Lisslh Nn.ﬂ.pss ProfitFactor | Trade
Trade Trade Ratio
10| -47,263.01 24 12 12 5000 1,53307 -54716S 0.2a 028| -1,369.29
9| -39,539.26 24 14 g9 58.33| 184213 -5,536.56 02z 034 | -1,54747
8| -26,80023 24 13 11 5447 158808 -4,313.21 037 044 | -1,11663
7| -3522688 24 13 11 5447 18295 -4,60050 026 030 -1,467.79
6| -29,53 B0 24 10 14 4167 1,031 .44 -2054614 036 026 -1,23048
5| 2235724 24 g9 15 3750 19758 -2,20003 054 033 -931.55
4| -23ETS20 24 g 15 3750 99387 | -21T4E7 046 027 | 08647
3| 2740035 24 £ 18 2500| 131221 -1,96465 0E7 022 | -1,14543
2| 1155558 25 10 15 40000 74303 4126573 059 039 4222
1 500222 25 12 13 4300 94529 1,257 36 n7s 0g3 | -20009

From these results it appears that a consolidation day provided a significant hint that the
run-up is running out of steam and the market is likely to drop. But what if we take these
results and break them out by those times the market was in a long-term uptrend vs. a
long-term downtrend? | used the 200-day moving average to measure trend.
Downtrending situations first:
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SPY has inside day and has closed higher at least 3 days in a row. Close < 200ma.
Buy on close. Sell X days later. $100k/trade. 2001 - present.
X _ | A Totel |8 Winning | A Losing | a9 | Sk Ave Al Avg Al All A1 Ay
DEi.YS Al Bz P Trades Trades Trades Frofitable Auiiy Loy Nn'ﬂ'PSS FrofitFactor.  Trade
Trade Trade Ratio
10| -55,854 65 a9 1 i 141| 145077 | -7 16430 020 003 | 620607
9 4574307 a9 3 5 3333 1 B44.56 102554 RE 041 -5082 56
& -34,094.47 a9 3 i 3333 184100 -F 75291 027 014 388527
7| - 74548 a9 3 i 3333 AOdA0 FAITAGE 010 005 -4 53850
B -20,0956.50 a 3 B 333% FORE0, 530217 015 007 2332851
5 2445005 a 2 7 2222 100443 377054 0z7 008 -2716E?
4 1w a 2 7 2222 BOIED, 334277 LRE 005 -2465 76
3| 2538200 9 1 & 141| 145552 -3354 &0 043 005 -282052
2 182010 a 3 B 3333 BI623 227813 07 014 1,333
1 414193 a 4 5 4444| 182569 -2260.94 00 054 46021

While instances are a bit low, the stats are extremely skewed to the bearish side. So how
does this leave the instances above the 200ma?

SPY has inside day and has closed higher at least 3 days in a row. Close = 200ma.
Buy on close. Sell X days later $100k/trade. 2001 - present.
X | mlTotsl A Winning Al Losing | Al % | o-avd Al Avg All Al Al Ay
DaYS All- Het Profit Trades Trades Trades Profitable \hinning Losing v\ﬁn.l'l_pss ProftFactor Trade
Trade Trade Ratio
10 8,591 54 15 1 4 7333 153973 -2086.35 074 2.03 57278
9 B,203.81 15 1 4 7333 133235 -2013.00 053 173 413.59
g 5,194 24 15 10 5 BEET | 151221 | -1,385.57 1.09 218 54528
7 B,518.51 15 10 5 BEET | 1,32212 | -1,340.54 059 197 43457
B 424 99 15 7 B 4667 113114 93663 1.21 1.06 26.33
5 2,092.79 15 7 B 4667 125277 83458 150 1.31 139.52
4 -1,48339 15 7 B 4667 110532 | -1152.58 096 0.54 9889
3 2,107 44 15 5 10 3333 128355 85252 151 075 140350
2 26452 16 7 g 4375 79737 | 59079 135 1.05 16.53
1 -BE0.29 16 g g 50.00 50509 -B1263 052 0.52 5377

What we see here is that there really isn’t a substantial edge when the market is in an
uptrend. Over the last few months we certainly have been in an uptrend. | don’t see
today’s action as particularly significant based on this.

One study from the Quantifinder that did show a bit of an edge was from the 1/11/10

Subscriber Letter. It exemplifies why there often just isn’t an advantage to shorting into
an uptrend despite price being in an overbought state.
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SPX closes up 5 days in a row. Close = 200ma but < 50-day high.
Buy on close. Sell X days later. $100k/trade. 1960 - present.
X AlLNet | Al Totsl ALWinning Al Losing | Ak o | SLAvD AL Avg Al Al Al Avg
Days Profit Trades Trades Trades Profitable O Letar Win.lL_uss ProfitFactor Trade
Trade Trade Ratio

10 71,010.00 74 53 21 7162 183875 -1,259.29 146 369 95958
9 74 49 25 BE.22 191469 -1,130.50 169 332 88591
8 6030817 75 52 23 69.33 163249 -1,068.76 153 345  &04.11
7| 52,81369 75 49 26 6533 166664 -1,109.68 1.50 283 70416
6 4481728 75 53 22 7067 1539500 132378 1.05 254 50756
5| 36,531.32 75 52 23 6933 122258 -117577 1.04 235 48708
4 2516054 75 49 26 B5.33 105702 -1,02435 1.03 1.94 33548
3| 2384629 75 49 26 6533 101083  -987.95 1.02 193 31795
2 1207836 75 49 26 B65.33 TE1.35 -970.30 073 1.48 161 .04
1| 723982 75 47 28 62.67 43921 -579.39 0.86 1.45 96.53

Sometimes strength begets more strength and this may be one of those times.

With the tight consolidation the last 3 days the 3/10 Offset Historical VVolatility indicator
is at extremely low levels. This suggests an increase in volatility is likely in the next few
days. One way to play this for intraday traders is by looking to trade an Opening Range
Breakout (ORB) in the morning. Below is a link to the ORB’s study from last fall, which
can also be found on the subscriber downloads page.

ORBs Study.pdf

Generally when 1 look to trade ORBs | like to see a fairly tight early morning
consolidation. If the market opens and then runs quickly and steadily in one direction for
the 1% 20 minutes of the day there really isn’t much of a chance 1’m going to look to trade
an ORB. Give me some wiggling after the open and I’m much more prone to try and
make something of a breakout. 1 typically only trade ORB’s if they occur in the direction
of my short-term bias. There are 2 reasons for this. 1) It puts the wind at my back for the
trade and increases the odds of success. 2) If the trade does work well then there is a
possibility I could try and hold on to a portion of the position for a multi-day trade rather
than just treating it as an intraday opportunity. Both of these considerations help to
increase my overall risk/reward ratio.

In this case my bias going into tomorrow is neutral, so I’m willing to consider playing an
early breakout in either direction. I’ll also check the Quantifinder and monitor the market
relative to the Differential pivot during the day to determine whether 1’d consider holding
a portion of the position overnight and beyond.

Speaking of which, I’ve updated the Aggregator chart below.
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http://www.quantifiableedges.com/linklokipn.php?llauth=T1JCcyBTdHVkeS5wZGYsMCwxMjY2ODkwNzM2LDAuMC4wLjAsMCwzOTZkNDEzODNkNzNiMWY0MDQ5ZWQ5YmFhODEyMWIzOQ%3D%3D/ORBs%20Study.pdf
http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index
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I discussed last night that barring strong bearish evidence the green Aggregator line was
likely to flip to positive. Strongly bearish indications did not arrive and in fact the net
expectations are now for upside over the next few days. While the Aggregator is now
positive the black Differential line is still below O, illustrating the fact that the SPX has
solidly outperformed expectations over the last few days and is in an overbought state.
Both lines on opposite sides of zero is considered a neutral configuration. This caused
the Aggregator System to move from a short signal to a cash signal at the close on
Thursday.

Bullish studies are now beginning to dominate the Active Studies list. The green
Aggregator line is projected to remain positive for the foreseeable future. The
Differential pivot level for Friday is 1116.99. In other words it will take a close under
1,117 to flip the Differential line into positive territory at Friday’s close.

As | mentioned in the intraday update to subscribers, | can’t recall another time in the last
few years where | have closed out a short trade with the market so extended to the upside.
Most of the Aggregator trades tend to be short-term contrarian in nature and when they
initially go against the signal that will frequently lead to an even greater edge. That just
wasn’t the case here. | don’t use stops and | have no problem letting a trade play itself
out. | do take a fresh look at the market each night and | do so with an open mind that
will allow me to consider any evidence that presents itself - not just those pieces that
support my current position. So when the bullish evidence began to mount last night and
continued to do so today, it simply became time to step out of the position and wait for a
better edge to assert itself. At its core the philosophy I use to trade using the studies and
the Aggregator is simple: When there is an edge, take a position. When the edge is no
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longer there, get out. Anything other than taking the loss and moving to cash would have
been poor execution on my part.

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/1 — bullish

In the last couple of weeks we’ve seen several studies that have suggested intermediate-
term implications. This week | am not seeing any new compelling intermediate-term
evidence. There is a fair amount listed on the active studies list, though and I thought it
might be a good idea to go over some of it.

I’I first discuss the bearish studies. The 1% one to note was from the February 1% letter. It
examined the persistently weak breadth that was evident at the time as measured by the
Ratio Adjusted McClellan Oscillator. Time has run out on that study as the month is now
over. It was followed by another leg down but the market turned soon after and the
intermediate-term influence was never exerted.

The other bearish study on the intermediate-term list is the VIX:VXV ratio dropping
below 0.9. This study was discussed and updated in detail last week. It hasn’t been a
great timing device but rather has provided hints of downside to come. It also hasn’t
performed as well over the last year and a half as it had before that.

There are two bullish studies active that examined market breadth. The first was from
mid-January. It suggested that since there was no breadth divergence when the January
highs were hit that it was unlikely a significant top was being put in. The 2" breadth
related study was from the Feb 8" Letter and looked at the extremely low number of
stocks trading above their 40ma versus those above their 200ma. This ratio suggested
that the longer-term upmove was likely to re-exert itself over the shorter-term selloff.

There are also two studies listed that relate to IBD follow through days (FTD). February
11" gave us a valid follow FTD using the classic IBD definition which requires a 1% rise
on higher volume. In recent years they have changed that requirement to several times
and it now sits at 1.7% in their latest version. My testing suggested that changing of this
requirement was not an effective idea. Interestingly, there still has not been a FTD based
on the new definition but the Feb 11" classic FTD is still in effect. The other FTD study
shown above was from last week and it suggested that the market rising in the week after
the classic FTD was a good sign.

The last study shown above is the Nasdag/S&P 500 Relative Strength Indicator which is
shown on the charts page and updated each week. Currently the indicator is suggesting
the Nasdag is exerting relative strength over the S&P 500. This has historically been a
good sign for the market and accounted for most of the gains in the S&P since 1971.
Unfortunately we are not getting confirmation of this model from the NDX Aggressive
Trend Timer System. February was a slow month for the system as it was in cash all but
1 day. It was a good 1 day as the NDX gained 1.29% on that day while the system was
long. So while the Nasdag/S&P RS Indicator from above is positive, | would prefer if it
was confirmed by the NDX Aggressive Timer System.
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http://quantifiableedges.blogspot.com/2008/01/follow-through-days-pt-2-does-every.html
http://quantifiableedges.blogspot.com/2008/01/follow-through-days-pt-2-does-every.html

So similar to last week we have a short-term sell signal from the Aggregator, but the
intermediate-term still looks fairly bright. 1 still expect that we will be testing the January
highs. For me to remove that expectation I’ll need to see some additional bearish
evidence of intermediate-term consequence or at the very least some elimination of the
current bullish evidence.

Catapult and Capitulative Breadth Statistics

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

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0

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.

None — though intraday traders could consider playing an ORB. The chance of a tight
opening range isn’t too great, though since we have the employment report being released
before the bell.

Active Trades Table

Symbol Entry Date|Entry Price |Current Price/% Gain/Loss |Stop Notes
SPY(1/4)(s)] 3/1/2010 $111.20 $112.64 -1.29% covered on close
SPY(1/4)(s)] 3/2/2010 $112.37 $112.64 -0.24% covered on close

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
Capital 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.
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