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Tonight’s Research Points
e 3 Down days with today being Monday suggests an upside edge.
e The slowing momentum in the decline also suggests it should bounce soon.
e The Aggregator System is long.
e The NDX Aggressive Trend Timer is long.

Short-term Outlook
The Bottom Line
More bullish evidence is emerging and the SPX is still very oversold. | am anticipating a

bounce and positioning myself 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 Avg Max Move
Active

November 16, 2010 SPX down 3 on a Monday 1-5 days Bullish 2.70%
November 16, 2010 SPX down 3. Mildest drop. Vol 5 low. 1-2 days Bullish 1.70%
November 15, 2010 SPX down 1% Decliners 2x Advancers 1-9 days Bullish 3.00%
November 15, 2010 SPY 2 unfilled down gaps & 5-day low  |1-5 days Bullish 1.90%
November 15, 2010 SPX down 1% SOX Up 1-6 days Bullish 2.90%
November 9, 2010 SPX 5+ up days then 1 down 1-6 days Bullish 2.10%
Active - Long Term

November 15, 2010 QQQQ 5 lower lows and large drop 1-20 days Bullish

November 15, 2010 SPX down 1% SOX Up 1-20 days Bullish

November 5, 2010 Very strong breadth & 50-day high 1-30 days Bullish

October 25, 2010 SPX Golden Cross int term Bullish

October 18, 2010 SPX up. Issue% and Vol% very low 1-25 days Bearish

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

Dropped Tonight

November 15, 2010 Volume SPYX > 110 and SPX down 1 day Bullish

November 15, 2010 Down Friday 1 day Bullish

November 8, 2010 %b > 1.15 2 days in row. 20-day high 1-6 days Bullish 2.20%

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 boatload of bullish evidence and a strong start to the day with a nice gap up the
market could not follow through. Instead it lingered above breakeven for most of the day
before a late afternoon selloff saw it end mixed. The SPX lost 0.1% and the Nasdaq fell
0.2% while the Russell 2000 finished up 0.1%. Breadth was a little negative as the
NYSE Up Issues % came in at 47% and the Up Volume % was 49%. Total NYSE
volume came in at the lowest level in over 3 weeks.

Inside days during a long-term downtrend are often a bad sign. In an uptrend they aren’t
terribly predictive and don’t suggest a bearish edge. | continued to look for possible
bearish evidence tonight and again everything compelling is suggesting a bounce. 1’ve
updated a couple of the most compelling studies below.

This first one was last seen in the 8/24/10 subscriber letter. | looked at 3-day pullbacks
on Mondays. I’ve shown before that of all days Tuesday has historically shown the
highest propensity to halt a short-term pullback. The study below is one from the larger
Turnaround Tuesday study.

SPX closes down for exactly the 3rd day in a row. Today is Monday.
Buy on close. Sell X days later. $100k/trade. 2000 - present.
. Cen . . . Al Avg Al Avg Al . .

X Ak NetBroft ";"' Tdm' A"'Twé”"'"g A& "35'"9 P’B‘ﬂﬁl Winning | Losing | WinfLoss |, f’r':*F"' o "’*T'""Z"'g

DaYS rages rages rages roraoie Trade Trade Ratio ro actor rade
10 55,602.78 26 21 S 8077 3078.81| 181044 1.70 T4 213857
| 9 60,383.17 26 21 5] 80.77| 3,071.80 -825.24 372 1963 | 232243
2 58 625 .20 26 1 4 2077 293944| 127558 230 1210 217792
7 51,258.45 26 21 5 2077 2733.40| 122059 224 .41 1,973.02
1 42 816.76 26 20 6 7692 2376.15 -784.35 3.03 10.10 1,645.80
5 45,852.01 27 19 ] 70.37| 2,763.T1 -T07.31 3.9 525 173528
4 36,339.82 27 22 5 2148 1,93355| 123965 1.56 686 134592
3 33,305.67 27 20 7 7407 1,85426 -825.65 237 676 123354
2 27,505.88 27 22 5 8148 140279 H71.1 2.09 9.20 1,018.74
1 16,284 &7 27 19 2 7037 1,189.88 -743.09 157 374 603.14
25 of 27 instances (93%) closed above the entry price at some

point in the next week. All 27 did within 7 trading days.

As you can see the market has strongly favored a quick move higher. And when that
move hasn’t happened on Tuesday it has often happened in the next few days. Below is
an equity curve showing a 4-day exit strategy.
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SPX closes down for exactly the 3rd day in a row. Today is Monday.
Buy on close. Sell 4 days later. $100k/trade. 2000 - present.
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While the strength of the edge has oscillated some it has provided fairly consistent results
over time. Certainly this study seems to suggest an upside edge.

In the 9/28/09 Letter 1 showed that pullbacks that seem to be losing their downside
momentum typically provided an upside edge. 1 used the mild percent change and the
lower volume to indicate a momentum loss. Below | have updated that study.

SPX posts at least 3 lower closes. Today is the mildest drop of the decline and the lowest
volume in 5 days. Buy on close. Sell X days later. $100k/trade. 1990 - present.
X , All Total |All Winning| All: Losing | Al % | ~lAva | AlbAvg Al Al All: Avg
All: Net Profit Winning Lo=ing Win/Loss
Days Trades Trades Trades | Profitable Trade Trade Ratio ProfitFactor| Trade
10|  33943.18 25 23 & 7931 2 3,710.20 0.65 252| 1,170.45
9| 3578058 25 22 7 7586 2 3,099.31 0.34 285| 123331
8| 2757460 25 20 g 6897 2 251058 1.00 222
7| 2723082 25 18 1 6207 2,850. 1,851.11 1.42 233
6| 2743386 25 17 12 5862 257853 -1366.76 1.29 267
5| 26669.88 25 18 13 5547|247 992.99 2.49 3.07
4| 1515429 25 15 14 5172| 182833 -983.81 1.98 2.10
3 6,803.39 25 19 10 6552| 163322| -142277 118 218
2| 2361428 25 22 7 75.86| 1,347.39| 861417 1.56 492
1 16,164.17 25 21 7 72 41 876.31 318.77 274 822
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In looking at the equity curve tonight | noted that this study really began to show an
upside edge around 1996. Therefore | re-ran results over this slightly shorter time period.

5PX posts at least 3 lower closes. Today is the mildest drop of the decline and the lowest
volume in 5 days. Buy on close. Sell X days later. $100k/frade. 1996 - present.

. e - . . 5 All Avg All: Avg All: 5 .

D | Atetpon | AT A o s MK i | Loy | wtoss | AR

ays Trade Trade Ratio

10 32 84596 23 19 4 8251 2734 44| 477687 0.57 272 142813

] 33,806.82 23 18 5 78.26| 291492 -3,732.33 0.78 .81 1,469.85

8 27 200.02 23 16 7 6957 288070 -2698.74 1.07 Z244| 118281

7 25611.45 23 13 10 56.52| 3,388.35| -1,843.70 1.84 239| 1,113.54

6 23,760.37 23 12 11 3217 3,23467| -1,368.859 2.36 258( 1,033.06

5 24 84062 23 12 11 5217| 2585118 -961.23 3.07 335| 1,080.03

4 16,061.05 23 12 11 5217 219452 -933.93 2.35 2.58 698.31

3 20,180.69 23 18 5 78.26| 163425 181817 0.86 3.10 87742

2 24 B4T 38 23 20 3 B6.96| 1,39490| -1,016.89 1.37 514 108032

1 14,800.32 23 17 5 73.91 981.36 -376.56 2.61 8.86 G43.45
22 of 23 instances (96%) closed above the entry price at

some point in the next 4 days.

The edge here appears to be substantial even though much of it is realized within 2 days.
In the past | found that this edge appears to be stronger in cases where the decline is
coming from at least a 20-day high. | didn’t feel it was worth making that distinction
tonight. This pullback doesn’t count as coming from a 20-day high because of the up day
on Wednesday. Still, when looking at the chart most people would say the decline started
last Monday and not on Thursday. So I’m not bothering with that type of filter tonight.
Below is a profit curve using a 2-day exit strategy.
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SPX posts at least 3 lower closes. Today is the mildest drop of the decline and the lowest
volume in 5 days. Buy on close. Sell 2 days later. $100k/trade. 1996 - present.
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They don’t get much steadier than this one. Although the number of instances is a tad
lower than | would prefer, the consistently positive results suggest an upside edge.

| have updated the Aggregator chart below.
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The green Aggregator line remained well above zero today. The positive value indicates
the net expectation from the Active Studies over the next few days is for a move up.
Meanwhile the black Differential line is now farther above 0 than it has been in a long
time. The positive value means the SPX has underperformed expectations over the last
few days. So we have positive expectations and a market that is strongly oversold.
Historically this combination has provided and upside edge. This can be seen on the
Aggregator chart whenever both lines are above 0. Due to this the Aggregator System
stayed long at the close.

The green Aggregator line is set up to remain positive tomorrow. This is unlikely to
change without substantial bearish evidence. Meanwhile, the Differential Pivot will be
1,215.87. Any close at or above this level would move the black Differential line back
into negative territory. This means the SPX would need to gain about 1.8% in order to be
considered overbought versus expectations.

There is always a chance the short-term decline could accelerate and turn into something
worse. Based on historical precedents this appears unlikely. The market is substantially
oversold in a long-term uptrend and there is ample evidence suggesting a bounce should
be forthcoming. | am looking to take advantage of this bounce. Already with a decent
amount of exposure | will be looking to add more tomorrow. You’ll find some additional
trade ideas in the Trade Idea section below.

Intermediate-term Outlook (2 weeks — 2 months)— updated 11/15 — bullish

Despite the pullback this week there appears to be more bullish intermediate-term
evidence emerging and a complete lack of new bearish intermediate-term studies. Both
the overdone QQQQ study and the SPX down / SOX up study show a strong propensity
for intermediate-term gains.

One possible fly in the ointment is that the recent market high saw a lower number of
new highs than the April market high. While not a great timing device, these types of
divergences typically exist prior to extended market declines. There have been times in
the past though where these divergences have lasted for well over a year before the final
top was reached. And of course the divergence still has a chance to right itself. If the
market is able to rally to new highs again in the near future and the number of new highs
expands beyond April levels then the divergence would no longer exist.

As I’ve been saying, until the market begins to falter and more bearish evidence emerges
I’ll continue to trade with a bullish bias. Perhaps it’s beginning to falter now but it isn’t
generating substantial bearish evidence so far. For my own trading a bullish bias means |
tend to trade the long side with more aggressiveness and | will be extra selective with
short trades.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

GOOG - 1/3 @ $603.29

GOOG - buy 1/3 @ $595.47

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -2 (GOOG)

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 — buy % index position @ $119.25 LIMIT ON CLOSE. Should the market sell off
more on Tuesday I’ll look to put on the last piece of my index trade.

GOOG - buy 1/3 position @ $595.47 limit. This is the 2™ of a possible 3 triggers for
GOOG. Thistrade is based on the Catapult System. Those unfamiliar or who would like
a review may watch the Catapult & CBI presentation using the link below.

http://www.quantifiableedges.com/videos/QE20100621.html

Current Open Trade lIdeas

Symbol Entry Date |Entry Price |Current Price [% Gain/Loss [Stop Notes

SPY(1/4) | 11/10/2010 $121.58 $120.03 -1.27% Aggregator

AMGN 11/11/2010 $54.28 $54.51 0.42%| $53.90 |sell on close>$54.58
SPY(1/4) | 11/12/2010 $120.20 $120.03 -0.14% Aggregator

GD 11/12/2010 $66.50 $66.55 0.08% System 11111
SPY(1/4) | 11/15/2010 $120.20 $120.03 -0.14% Aggregator
GOOG(1/3) | 11/15/2010 $603.00 $595.47 -1.25% Catapult

AMGN has put in a consolidation and seemed to find support. Should it fail to bounce
here we could see another leg down. | don’t often use stops on these system trades, but |
will sometimes when support forms and the exit trigger has not yet been reached. This is
one of those cases. 1’ve place the stop a little below the swing low a couple of days ago.

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
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published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.
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