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Tonight’s Research Points
e ATR expansions can suggest an upside edge, but it typically is only so when the
SPXis under the 200ma.
e The Aggregator System is long.
e The NDX Aggressive Trend Timer is long.

Short-term Outlook

The Bottom Line

Monday’s selloff pushed the Differential line back above 0 and triggered a long in the
Aggregator System. 1’m somewhat bullish and am looking to begin scaling in to a long
index position.

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

March 4, 2011 Unfillled gap-n-go under 10-high 1-3 days Bullish 1.40%
March 2, 2011 1% drop and decliners 2x advancers 1-9 days Bullish 3.00%
Active - Long Term

March 2, 2011 QOutside 2 days and 3-day low close 4-10 days Bullish

February 23, 2011 From 20 hi to 1st 5lowin 10 days. 1-11 days Bullish

November 22, 2010 High number of POMO Days recently int term Bullish

October 25, 2010 SPX Golden Cross int term Bullish

Dropped Tonight

March 7, 2011 SPX down on 1st Friday of month 1 day Bullish

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

It was a tough day for the market. A strong start quickly turned sour and the major
indices all finished with ample sized losses. The SPX closed down 0.8%, the Nasdaq
dropped 1.4%, and the Russell 2000 shed 1.5%. Breadth was very weak as the NY SE Up
Issues % came in at 25% and the Up Volume % was 19%. While the price drop was
strong and broad, NYSE volume was tame. It declined for the 2™ day in a row.

A couple of bullish studies appeared in the Quantifinder this afternoon, but when I looked
at them a bit closer | wasn’t very enthused by either. The 1% one looked at the inclination
of Tuesdays to act as “Turnaround Tuesdays”. When | looked at the current setup more
in depth, taking into account trend and volume characteristics, | failed to find any upside
edge.

The other Quantifinder study that appeared intriguing looked at the recent sizable
increase in the Average True Range of the SPY. Increases in volatility can sometimes
suggest panic, or at least an emotion-driven move. A study in the 9/28/08 Letter implied
that ATR spikes of the magnitude we’ve seen lately tended to suggest an upside edge.
Tonight I looked at the setup again. This time | broke it out by long-term trend. First I’ll
show instances that occurred during a long-term downtrend. (Close < 200ma.)
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SPY 10-day average true range crosses over 1.5xthe 100-day average true range.
Close < 200ma.Buy on close. Sell X days later. $100k/trade. 1994 - present.

X Al Net Profg | Al Total Al Winning| Al Losing | Al % ﬁ:;?;g ’t';;:gg Wirﬁ‘&ss Al All Avg

Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
20| 30,380.01 11 3 3 7273| 6,236.49| -6,503.97 0.95 256 276182
19| 20,216.49 11 3 3 7273 6,164.31| -9,699.34 0.64 169 1,837.86
18| 17271978 11 3 2 7273 541148 -2ET0.63 0.62 168 1,570.89
17| 17,338.31 11 9 2 8182 452352 -11,887.12 0.38 174 157621
16| 2278877 11 9 2 2162 507730 -1145571 0.44 199 207171
15 19,180.17 11 9 2 81.82| 4,580.08 -11,030.29 0.42 1.87| 1,741.83
14| 2778820 11 9 2 8182 485370 -7,05855 065 297 252420
13| 28,091.00 11 3 3 7273 4931.10| -3,785.93 1.30 3.47| 255373
12| 2014853 11 3 3 7273 428643 171513 250 666 254853
11| 2075118 11 3 3 7273 4,41592| -1,858.73 238 634 270485
10| 2581889 11 7 3 8364 512501 -3,35207 153 357 234717
9 2651855 11 3 3 7273 4,364.84| -2,800.05 1.56 416 241075
a3 2301145 11 7 4 8364 511075 -3,19085 1 60 280 209135
70 12,345.95 11 7 4 6364 2374233 -3,223.18 118 204 121327
g 8,686.12 11 ( 5 5455| 4,540.39| -3,711.25 122 147 789.85
c 9,319.03 11 7 4 6364 3567787 -3,881.5 0.92 162 29284
4| 10,994.80 11 3 3 7273| 3,356.34| -5,286.65 0.63 169  999.53
3| 1258734 12 3 4 8567 305741 -287298 1.03 206 104723
2| 12,847.08 12 3 4 66.67| 272067 -2,204.57 1.23 247 107882
1] 12,330 44 12 7 g 5833 250673] 104334 2.40 336 102754

Not tons of instances but the results are suggestive of an upside edge. Of course the
market is currently above the 200ma, not below it. Results for the current setup can be
seen below.
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Close = 200ma.Buy on close. Sell X days later. $100k/trade. 1994 - present.

SPY 10-day average frue range crosses over 1.5x the 100-day average true range.

X _ Al Total |Al Winning| Al Losing | A% | ~bAve | AlbAvg | Al Al
All: Net Profit Winning Lo=ing Win/Loss
DEWS Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor
20 1,889.94 16 8 8 50,00 3,497.%1 1.08 1.08
19 721742 16 10 & 6250 2681.04 0.82 137
18 11,703.16 16 9 7 5625 2905.57 1.41 1.81
17 7,609.90 16 7 o 4375 3285.08 1.92 1.49
16 470228 16 7 ] 4375 325751 1.62 126
15 1,630.18 18 7 9 4375 26B80.00 1.41 1.10
14 -2, 27571 16 [ 10 3750 320011 1.49 0.29
13 -11,078.38 17 [ 11 3529 225287 1.1 0.55
12 -19,902.24 17 5 12 2041 182333 0.75 0.31
11 -31,106.98 18 5 13 2778 1592648 0.61 0.24
10 -31,381.16 18 [ 12 3333 1704596 049 025
9 -16,049.55 19 7 12 3584 1,568.59 2 0.70 0.41
2 -12,254 38 19 a2 11 4211 152858 2 069 0.50
7 -9,576.31 19 12 7 63.16| 1,408.36 T2, 0.37 0.64
3 -5,197.45 19 12 7 63.16| 133813 0364 0.44 0.75
5 457.62 19 11 2 5789 142830 \505.4 0.75 1.03
4 561.43 19 10 9 5263 148841 5914 0.94 1.04
3 B46.73 20 11 o 5500 117458 -1341.51 028 1.07
2 -2,853.39 20 11 ] 55000 119119 -1,772.54 0.67 0.82
1 -T07.76 20 9 11 45.00 67480 -881.91 113 0.93

Al Avg
Trade
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Under current circumstances the upside edge is no longer apparent.

| have updated the Aggregator chart below.
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The green Aggregator line is still well above 0. The positive value means the net
expectation from the Active Studies List is for upside over the next few days. This is no
surprise since all the active short-term studies remain bullish. Meanwhile the black
Differential line moved back above 0 today. Readings above 0 mean the SPX has
underperformed expectations over the last few days. So net expectations are for upside
and the SPX has underperformed recent expectations. Historically this has been a
winning long side combination. It can be seen on the chart whenever both lines are
above zero. Due to this the Aggregator System turned from flat to long at the close.

Based on the current active studies the green Aggregator line is set to remain above 0 on
Monday. There is very little research currently active and this could change should
bearish evidence emerge. Meanwhile, the Differential Pivot will be 1,336.58. This is
2.0% above Monday’s close. So unless the SPX rallies this much the Differential Line
will remain above 0 on Tuesday.

Keeping an eye on the Quantifinder will be key Tuesday. Upside evidence is somewhat
weak, so a solid bearish study could easily flip the Aggregator.

While the bullish evidence is only mildly compelling, | still think the long side is worth
taking a shot. | plan to start building a position.
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Subscribers that wish to take trades based on Aggregator signals should also note that
probable Aggregator signals are posted on the systems page each afternoon prior to the
close. If you prefer entering at the close, then you could check the signal there rather
than waiting for the subscriber letter to come out.

Intermediate-term Outlook (2 weeks — 2 months)— updated 3/5 - bullish

Very little was accomplished this week price-wise. Both the NASDAQ and the S&P
finished up just a smidge. Both also formed inside weeks, and it's possible they are
beginning triangle formations. At this point the consolidation doesn't appear so tight that
it is notable. And though it is tough to predict, it will be interesting to see which way it
eventually breaks. I'm still leaning long.

I’ve been updating the POMO chart most weekends in the letter. For those who may not
recall below is a brief refresher on POMO. Beneath that | have updated our POMO
indicator chart.

POMO stands for Permanent Open Market Operations and it is how the Fed goes into
the open market to buy securities. The net effect of this buying is an influx of cash into
the system. It appears a portion of that cash makes its way to the stock market and works
as a bullish influence. A “POMO Day” is simply a day where these operations take
place... The chart below (shows a couple of POMO indicators). The top pane is the S&P
500. The middle pane is the rolling number of days in the last 20 that have been POMO
days. The bottom pane is the total amount of money infused into the system over the
previous 20 days. Information on acquiring the data and constructing the chart can be
found in the January 3™ POMO presentation linked below. (Not available for trial
users.)

http://www.quantifiableedges.com/members/pomo.php
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The POMO Days indicator remained at 19 this entire week. In fact February 10" is the
only day since the end of January when there hasn't been POMO activity. February 10"
was the day the last tentative operations schedule was released. The next day where no
POMO activity is currently scheduled is this Thursday, March 10. March 10 is also the
day the next tentative operations schedule is set to be released. So Thursday should be an
interesting day since we’ll get a glimpse of the scheduled buying activity for the next
month. The POMO Volume indicator is also still hovering near all-time highs. Barring a
notable reduction in scheduled buying activity appearing on Thursday, | expect POMO to
continue to provide a steady wind at the market’s back. The link below is to the tentative
operations page. Does the page that will be updated on Thursday when the new schedule
comes out.

http://www.newyorkfed.org/markets/tot_operation_schedule.html

Intermediate-term evidence continues to point higher. POMO, trend, momentum, and
price patterns all suggest the rally is not over. And frankly I'm not seeing anything
suggesting an intermediate-term selloff is about to start. Due to this, | still favor a bullish
outlook. From my standpoint this means I’11 trade the long side more aggressively and the
short side more conservatively.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

HPQ -1/3 @ $43.59

HPQ -1/3 @ $42.17 (not filled)

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI —2 (HPQ-2)
COF hit its intraday target and is no longer open.

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 @ $131.43 limit. Based on the short-term outlook above. |
am looking to begin building a position. Keeping it light early on since bullish evidence
is still a bit weak.

HPQ — buy 1/3 position @ $42.00 LIMIT ON CLOSE. The Catapult lot that never filled
has now come back down. I’ll look to take that position at the close tomorrow if HPQ
fails to rally.

Current Open Trade Ideas

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

HPQ (1/3) | 2/24/2011|  $43.16 $41.98 -2.73% Catapult

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.

Copyright © 2010 Hanna Capital Management, LLC.

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



https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
http://www.quantifiableedges.com/members/systems.php

