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Tonight’s Research Points
e Wednesday’s mild action failed to trigger any compelling studies.
e The Aggregator System changed to flat.
e The NDX Aggressive Trend Timer remained long.

Short-term Outlook
The Bottom Line
I’m not seeing much suggesting an edge. I’m sidelined awaiting the next opportunity.

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

Study Date Description Time span |Bias Avg Max Move
Active

September 29, 2010 Outside day 50-high 1-3 days Bearish -1.10%
September 28, 2010 Nasdaq Spyx < 0. QQQQ10-day high. [1-4 days Bearish -1.75%
Active - Long Term

September 20, 2010 Nas/SPX RS favors Nasdaq int term Bullish

September 13, 2010 Low Vol 20. Low range 20. Close<200 |1-18 days Bearish

September 8, 2010 Tues after Labor Day lowest volume 5 |1 month Bearish

September 2, 2010 290% Up Vol days in 1 week 1-20 days  |Bullish

September 1, 2010 August down > 4% 1 month Bearish

August 30, 2010 AAII Survery very bearish 1-30 days _ |Bullish

July 20, 2010 Down 1 week after FTD int term Bearish

July 7, 2010 McClellan Oscillator Bottom Divergence|int term Bullish

Dropped Tonight

September 27, 2010 1% gap-n-go to a 50-day high 1-3 days Bearish -1.50%

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

Wednesday was mostly a day of meandering and indecision for the market. A gap down
in the morning was followed by choppy back and forth all day. At the end the SPY and
QQQQ both ended close to where they began the day with their gaps down. The declines
at the end of the day amounted to 0.3% for the SPX and 0.1% for the Nasdag. The
Russell performed better and actually gained 0.3%. Breadth was also mixed as the NYSE
Up Issues % came in at 53% and the Up Volume % was 48%. Total volume declined
from the day before.

Every once in a while a day comes along when the market action simply isn’t giving off
any substantial clues. Despite there being around 800 studies in the Quantifinder the only
one that came up today was neutral. It related to inside days that followed outside days
like we’ve just seen. | looked at this a few different ways tonight to see if perhaps there
was something different going on that could unveil an edge. | finished empty-handed.

| have updated the Aggregator chart below.
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We saw a change to the Aggregator configuration tonight. The green Aggregator line
remains below 0. The negative value indicates the net expectation from the Active
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Studies over the next few days is for downside. But while the Aggregator line remained
below 0 the black Differential line moved above it. This means the SPX has
underperformed expectations over the last few days. So we have negative expectations
and a market that is already oversold versus recent expectations. This is considered a
neutral configuration. It is reflected on Aggregator chart when both lines are on opposite
sides of 0. Due to this the Aggregator System turned flat at the close.

The green Aggregator line is set up to close below 0 again tomorrow but that could
change if bullish studies arrive. Meanwhile the Differential pivot will be 1,141.02
tomorrow. It would simply take an SPX close at or above this level to flip the black
Differential line negative. So the Differential line could move back to “overbought” even
with a flat close or a small pullback.

Sometimes it is just as important to listen to what the market is saying when it isn’t
saying anything as it is when the message is obvious. We’ve seen some mild edges the
last few days but nothing terribly compelling. | took a few stabs at getting a short off in
the letter and failed to get a fill. The mild downside edge that was suggested the last few
nights has played out. The Aggregator is now neutral. Anyone who trades the
Aggregator signals mechanically would be out with a small profit now. So I missed this
mild pullback, but I’m not terribly upset about it.

At this point the studies are still suggesting there could be more downside, but the market
is no longer overbought.  This reduces risk/reward. It seems we are at a good place to
sit on the sidelines and wait for more compelling reasons to take on risk.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/27 — bullish

The SPX is now up over 9% for September. | thought it would be interesting to look and
see how the market had performed in the past following other months that saw strong
rallies. This first study looks at months that gained at least 9%.

SPX closes up 9% for the month.
Buy on close. Sell X months later. $100k/rade. 1960 - present.
QE : . All: Ay All: Ay Al
o | o N1 M ALt MK g Lang | wikass A
daysin Trade Trade Ratio
B 1 7 4 6364 1454347 -5663.04 257 449 719565
5| £9,084.50 1 8 3 7273 1134775 723250 1.57 418 62804
4 3391495 1 £ 5 5455| 966903 -431984 2. 241 | 308318
3| 3057997 12 7 5 5833 796935 -504110 1 58 221 | 254833
2| 2225330 13 7 & 5385 646701 -3835.06 169 187 1,711.79
1 4,555 36 13 ] 7 4615 344340 -230072 1.50 128 3304
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Over the next few months there hasn’t been a real strong inclination but mild upside has
been the net result. What if we isolate the front month and look at a range the market
rises the month before?

SPX closes up X% for the month.
Buy on close. Sell X months later. $100k/trade. 1960 - present.

m?rtiw: o |l et progt | Al Total &I Winning | Al Losing | Al % m;_li‘i‘fg T_'I';;‘:gg vwnTi:-ss Al Al Avy
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g 455536 13 B 7 4615 544340 -2,30072 150 128 35041
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7 4005645 35 23 12 6571| 333355 -3,051.10 1.0 209 114453
6 5927320 45 32 13 1A E3161.21 | 23,2215 0558 242 13718
5 8377530 54 20 T2OT  27ERAE 332312 054 226 113210

Results are generally good across the board. It does appear that when the % rise is very
large that the edge for the next month is reduced some. Perhaps those very large gains
need to be consolidated a bit before the move up can continue. | also filtered using the
10-month moving average. | did this because a good amount of the time the market made
very large advances it was bouncing back from a very oversold level.

5PX closes up X% for the month. It closes = 10-month ma.
Buy on close. Sell X months later. $100k/ftrade. 1960 - present.
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There still appears to be a small upside edge present here. It does seem to be greatly
reduced from the results that include times the market closed below its 10-month moving
average.

Overall the market is acting well. In the SPX this week the pullback held above the
200ma. The 1,114 — 1,123 level should act as support. There are presently a few levels
of price support as well as the 200ma right in that area.

The intermediate-term studies remain mixed. Volume and seasonality are favoring the

bears while breadth and leadership structure favor the bulls. We’re overbought here
short-term, but as long as we continue to make new highs and the studies at least remain
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split, I’ll be favoring the long side. At this point I will be a bit extra conservative with
my short trades and a bit more aggressive with my long trades

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

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 tonight.

Current Open Trade ldeas
None.

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
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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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