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e Very low Equity Put/Call Ratio has led to downside in the past.

e The Aggregator System remained short at the close.

e The NDX Aggressive Trend Timer changed to long at the close.

Short-term Outlook — updated 4/7

The Bottom Line

The Put/Call ratio is now joining with the volume studies in suggesting downside lies
ahead here soon. My short-term bias remains short and | am positioned to take advantage

of it.

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

Study Date Description Time span |Bias AvgMax Move |Avg MM - 1/3 Std Dev
Active

April 7,2010 Equity P/Cvery low. SPX50 high. 1-2days  |Bearish -1.30% -1.00%
April 6, 2010 70%Up Issues 2 daysinrow50 high  |1-8days  |Bullish 2.30% 1.60%
April 6,2010 SPY 10 high and low vol 20 1-2 days Bearish -1.30% -0.80%
April5,2010 High breadth 10, vol lower,SPX hi10 [1-3 days Bearish -1.10% -0.70%
March 31,2010 SPXup 3. Vol lower. Pct gain low. 1-5 days Bearish -1.70% -1.30%
Active - Long Term

April 6,2010 SPXand TNX hit 50-day closing highs |int. term  |Bearish

March 10,2010 Ttl Put/Call 40-low. SPXno 0.5%up.  |1-5weeks |Bearish -4.90% -3.30%
February 22,2010 VIX:VXV Ratio falls below 0.9 int.term  |Bearish

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

Dropped Tonight

March 31,2010 Lowvol 20. SPX>10ma &200ma 1-3 days Bearish -1.20% -0.80%

If the avg max move — 1/3 Std Dev is achieved the study will appear in bold italic blue
and no longer be active.
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The Evidence

More upside Tuesday as the relentless rally continues. After a gap down to open the day
the major indices all finished higher. The SPX rose 0.2%, the Nasdaq 0.3% and the
Russell 2000 finished up 0.6%. Breadth was mildly positive with the NYSE Up Issues %
coming in at 56.5% and the Up Volume % at 63%. Total volume rose a bit from
Monday’s levels.

I’ve shown a lot of studies lately regarding price and especially volume. Tonight I’'m
going to show some research related to the CBOE Equity Put/Call ratio. When this ratio
gets extremely low it can be viewed as a sign of over-optimism. It means people aren’t
willing to pay for put protection but may be buying up calls as a way to gain leverage.
When studying Put/Call Ratios | always normalize using a long-term moving average.
The primary reason for this is that “normal’” put/call levels have varied greatly over time,
and my studies are often looking for extremes. For further explanation you may see this
old blog post from 2008:

http://quantifiableedges.blogspot.com/2008/06/why-you-need-to-normalize-putcall-
ratio.html

One moving average | look at with p/c ratios is the 10ma. Below is a study that looks at
the level of the 10ma relative to the level of the 200ma.

10-day average of the CBOE Equity P/C Ratio is 15% below the 200-day
average of the CBOE Equity P/C Ratio. SPX closes at a 50-day high.
Buy SPX on close. Sell X days later. $100k/trade. 2004-present.

All: Avg Al Avg All:

4 Al Net Profit All: Total Al Winning| All: Losing All % Winning o Win/Loss All: Al Avg
Days Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade

10 -7,160 .94 11 5 6 45.45 27309 1582107 0.45 038 -550.99

9 -0,404 34 11 5 6 45 45 82745 -152380 0.33 027 -T64.03

a -3,288.75 11 5 6 45 45 59740 -1879.21 0.32 026 -TE3 48

T -16,103.56 11 2 9 18.18 2177 -1,8368.34 0.12 0.03 | -1,463.95

3 -8,450.89 12 3 9 25.00 598.47 -1,171.81 0.60 0.20 -T04.24

5 -5,981.04 13 3 7 4515 29449 124311 0.24 0.20 -537.00

4 -10,576.19 16 5 11 31.25 391.08| -1,139.24 0.34 .16 -651.01

3 -3,108.22 17 4 13 23.53 392 69 -744.54 0.53 018 -4756.95

2 -14,159.63 21 3 15 2857 33154| -1,076.59 0.31 012 67427

1 -3,245 53 25 2 18 3077 183.70 -539.78 0.34 015 =37 AT

All 26 instances posted a close below the entry price at
some point in the next 4 days.

A large portion of the downside edge is realized in the 1st 2-3 days. The edge does seem
to play out a bit longer than that though. 100% of instances pulling back in short order is
a compelling bit of evidence.

I’ve updated the Aggregator chart below.
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The configuration tonight is similar to last night. The green Aggregator line remains
squarely below zero as bearish studies are expected to dominate over the next few days.
Meanwhile the black Differential line is just about as negative as it was at any point in
March. This illustrates the SPX’s strong outperformance versus expectations over the
last few days. Negative expectations and an overbought market have historically
provided a downside edge. The Aggregator System remains short as of the close on
Tuesday.

Looking ahead the green Aggregator line is again expected to remain negative tomorrow
absent a large selloff or strongly bullish studies emerging. The Differential pivot will be
at 1,175.35. It other words, it will take a close at or below this number in order to turn
the Differential positive.

My bias remains short and I’ll be looking to add the final piece to my short index position
tomorrow should the market again move higher.

Intermediate-term Outlook (2 weeks — 2 months)— updated 4/5 slightly bullish

While the market hasn’t really done anything wrong yet, it has failed to do much right
recently. Volume is becoming a concern and we’ve seen studies this week suggesting
some downside may be expected. Momentum has waned. And while the Nasdag/S&P
500 relative strength indicator remains bullish, it’s weakened quite a bit over the last few
weeks. Below is a zoomed-in version of the chart that can be found on the charts page.

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




B TradeStation Chart Analysis - SSPX.X Weekly [CBOE] S&P 500 Index 's - [T - | = e

SSPXX - Weekly CBOE L=1178.10 8.67 0.74% B=1177.62 A=1178.32 0=1171.23 Hi=1181.43 Lo=1170.68 C=1178.10 V=0

S e
et

———
[ 1 Nasdaq
- —|— — strongly Nasdag
NYSEMNAS Rel Strgth (10) 2.03937 2.03280 leading barely

leading

SDAD L=2402.58 452 0.19% B=0.00 A=0.00 0=241168 Hi=2423.43 Lo=2383.77 (C=2402.58 W=2 263,061

KKz

H1,160.00
L1,140.00
H1,120.00
11,100.00
L1,080.00

L1,060.00

F2.01000

T T T
Feb Mar Apr

As a quick refresher, since the inception of the Nasdaq in 1971, nearly all of the S&P’s
gains have occurred while the Nasdaq was in a leading position. When the Nasdaq has

been lagging the market has struggled to make any headway.

The chart above shows that while the Nasdaq is still in a leading position, that lead has
been shrinking the last few weeks. It is at a point now where if the S&P outperforms this

week there is a very good chance it will take over leadership.

I’m still favoring the long side but will be keeping an eye on these potential cracks.

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
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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.

SPY — short % index position @ $119.05 limit ON CLOSE. Based on short-term outlook
above | am looking to add a the final piece.

Active Trades Table

Symbol Entry Date |Entry Price |Current Price|% Gain/Loss |Stop Notes
SPY(1/4)(s)| 4/5/2010|  $118.25 $119.05 -0.68%

SPY(1/4)(s)|  4/5/2010 $118.76 $119.05 -0.24%

SPY(1/4)(s)|  4/6/2010 $118.76 $119.05 -0.24%
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