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Signals Overview

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer
Short 100% Long VXX 100% Long VXX Long

Tonight’s Research Points
e The Friday before Labor Day is seasonally bullish.
e Astrong pullback from a 20-day high typically suggests a 1-day upside edge.

Short-term Outlook
The Bottom Line

There are some bullish indications for Friday. Beyond that expectations are negative but
highly dependent on what emerges on Friday. | am flat and won’t be looking to get back
in until after the long weekend.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span [Bias Avg Max Move
Active

September 2, 2011 Friday before Labor Day 1 day Bullish

September 2, 2011 1% drop from 20-high decliners 2x adv |1 day Bullish

September 1, 2011 3 10-day highs under the 200ma 1-3 days Bearish

September 1, 2011 SPY up but 1% below high 1-2 days Bullish

Active - Long Term

August 16, 2011 90% Up Vol on 3rd day higher 1-14 days Bullish

August 16, 2011 SPY up 3. Vol down 3 days. 1-20 days Bearish

August 8, 2011 SPX Down 9 of 10 days and > 7.5% 1-20 days Bullish 13.30%
July 5, 2011 QE2 Over int term Bearish

March 22, 2011 3 Days Up Issues % >70% 8 months Bullish 19.00%
Dropped Tonight

August 31, 2011 Gap dn and reverse higher 1-2 days Bearish -3.00%
August 31, 2011 SPX up < 0.25%. VIX up midweek. 1-2 days Bearish -3.40%
August 31, 2011 3 up days < 200ma. No 50-low. 1-2 days Bearish -2.20%
August 30, 2011 1% Up 2 days. 10 high and < 200ma 1-3 days Bearish -3.20%

If the avg max move is achieved the study will appear in bold italic blue and no longer be
active.

The Evidence

Aside from a quick 5-minute spike higher on news around 10am, the market spent most
of the day meandering lower. The major indices all closed down quite a bit. The SPX
lost 1.2%, the Nasdaq dropped 1.3%, and the Russell 2000 closed down 2.4%. Breadth
was strongly negative as the NYSE Up Issues % came in at 26% and the Up Volume %
was 14%. Total NYSE volume dipped a bit from Wednesday’s level.

There are a few studies worth discussing tonight based on seasonality and price action.
As we approached the close it appeared to me the studies were likely lining up for
positive expectations. This would have moved the Aggregator System signal to flat since
we closed above the Differential Pivot. Upon closer examination this evening that no
longer appears to be the case and instead the Aggregator signal remains short. Of course
the Aggregator looks out over a few days. And while net expectations over the next few
days appear negative, Friday actually looks bullish. While the 3:50 estimate that | post to
the systems page matches what the night’s research says about 99% of the time, there are
2-3 occasions per year where the evening research suggests something unexpected. This
is one of them.

The Friday before Labor Day has long been a strong seasonal day for the market. Below
is a stats table based on buying the Thursday before Labor Day and selling the close on
Friday.
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SPX performance on the Friday before Labaor Day.
$100k/trade. 1961 - present.

radeStation Performance Summary Collapse 2
All Trades

Total Net Profit $10,001.52 Profit Factor
Gross Profit %$26,889.10 Gross Loss (57,887.58)
Total Mumber of Trades 50 Percent Profitable
Winning Trades 36 Losing Trades 14
Even Trades 0

Avg. Trade Net Profit $380.03 ) Ratio Avg. Win:Avg. Loss 1.33
Avg. Winning Trade $746.92  Avg. Losing Trade (3563.40)
Largest Winning Trade $3,084.48 Largest Losing Trade (51,3561.18)

With 72% of the days finishing higher, a profit factor of over 3, and an average trade of
nearly 0.4% the stats are strongly compelling. Below you can see how the edge has

evolved over time.
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While the 60s and 70s appear a little stronger the upside edge certainly appears to be

intact.
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Days like today where the market drops strongly on very negative breadth will often
suggest an upside edge over the next 1-2 weeks. I’ve shown this repeatedly over the
years. One exception to this rule is that when the market is coming off a 20-day high
then the upside edge no longer persists beyond day 1. This can be seen in the studies
below. First let’s look at times like the present that immediately follow a 20-day high.
This study is updated from the 1/31/11 subscriber letter.

SPX drops over 1% and decliners more than double advancers. Yesterday SPX closed ata
20-day high. Buy on close. Sell X days later. $100k/rade. 10/20/87 - present.
X | at netprof | AlETotal Al Winning| Al Losing | AlL % m:n’:;g ’t'l'; :;‘:gg i ::&33 Al Al Avg
DE].‘}‘S Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
10 660.93 a7 26 11 7027 183372 427415 0.43 1.01 17.88
5 4200.38 kT 25 12 67.57| 191854 -3646592 0.53 1.10 113.52
2 -877.45 38 24 14 63.16| 188075 -3,303.896 0.57 0.82 23.08
7 2,421.586 39 23 16 58497 2068950 -244853 0.85 1.21 21595
] 318017 39 23 16 5897 171683 -22688.55 .76 1.09 21.80
5 -5,830.08 39 22 17 56.41 160143 247421 065 0.24 17513
4 -3858.10 41 23 18 56.10 1,432,832 1,852.59 077 0.99 -0.45
3 12,568.55 43 29 14 6744 118435 151411 077 1.59 28228
2 7.496.05 a2 25 19 5682 119144 117316 1.02 1.34 170.35
1 10,023.29 44 I 13 70.45 83934 123048 068 1.63 227.80

As you can see there has been a strong possibility of a 1-day bounce. After that, returns
don't suggest any edge. This next study, which has also been shown before, shows the
same setup except that the SPX is NOT coming off a 20-day high.

SPX drops over 1% and decliners more than double advancers. Yesterday SPX did NOT
close at a 20-day high. Buy on close. Sell X days later. $100k/trade. 10/20/87 - present.
- ) Al Ay All: A All:
D | Ao | AL L AL e | Ve lusng | wnnoss | S AL
rade ragde atio
10 231,905.47 247 160 a7 64 78| 20590224 283740 1.05 1.594 538.39
J 9 276,591.34 257 178 79 69.26| 281593 -2843.50 0.599 223 1,076.23
2 244 53281 271 178 52 65638 280783 277268 1.01 1.96 502.89
T 240,208.85 251 181 1110 62.20| 256458 -220050 1.21 1.99 825.45
& 208,156.53 306 150 116 62.00| 250254| -230454 1.08 178 680.25
5 202,051.53 333 201 132 60.36| 2,320.71| -2,003.12 1.186 1.76 506.76
4 158,230.44 356 207 145 56.15| 215817 -1,8938.32 1.1 1.55 44 47
3 170,456.47 392 242 150 6173 182575 -1,81051 1.1 163 42452
2 154,612.19 447 253 194 56600 1,715.13| -1,43877 1.18 1.55 345.89
1 123,874.17 501 2596 205 5908 1,148.34) -1,053.83 1.08 157 24725
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Here you see the upside edge has a tendency to persist over the next couple of weeks.

One other study from the Quantifinder tonight that I thought was worth mentioning is the
one below. It was last seen in the 5/3/11 subscriber letter and it considers the possible
impact of the strong underperformance of the Russell 2000 when pulling back from an
intermediate-term high.

SPX closed at a 20-day high yesterday. Today it closed down. The Russell 2000 closed down at
least 1% more than the SPX_ Buy SPX on close. Sell X days later. $100k/trade. 1987 - present.
X All Net Progit | Al Total |All Winning| Al Losing | Al % f‘v':n‘:‘;g ’GI‘_'; :I‘:é' i n‘:‘ﬂ;ﬂ Al AlL Avg
DEi‘_\,lfS Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade

15 13 11 2 3462 330058 -505848 0.85 359 201457

14 14 9 5 6429 373094 -1,7T34.49 2.09 3.76| 1,761.14

13 14 ] 5 6428| 351883 -2203.57 1.60 2.87 147484

12 14 10 B 7143 272723 -1579.1% 1.38 344 138254

11 14 10 B 71.43 214080 -2563.22 0.84 2.09 796.80

10 15 11 B 7333 1,943.04 -2,280.00 0.85 234 216.50

5 16 11 5 868.73| 2585710 -1,141.51 233 512 1,470.03

] 23,893.63 16 13 3 8125 215628 -1,379.32 156 677 149335

7 21,361.04 16 13 3 81.25| 2,098.41| 187277 1.06 4.61 1,335.06

& 12,430.34 16 13 3 8125 150155 -2,383.25 0.54 275 776.50

5 7,105.27 16 10 5 62.50| 1508.82 -1,497.16 1.07 1.7% 44408

4 6,066.78 17 ] g 52.54 -1,810.27 1.3 1.47 356.87

3 11,473.05 19 11 8 57.89 -1,241.64 1.57 2.16 503.24

2 4,300.64 158 12 7 63.16 -1,698.52 0.79 1.36 226.35

1 -3,145.38 159 10 9 5263 -1,648.65 0.7 079 -165.55

When | ran this test originally the results looked quite bullish. Over the last few
instances they have appeared less and less so. While | once considered this study worth
inclusion in the Aggregator, | no longer do. To see why let’s take a look at the equity
curve. The curve below assumes a 3-day holding period. Three days is the length of the
initial thrust. It is also the period | previously used to generate estimates.
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SPX closed at a 20-day high yesterday. Today it closed down. The Russell 2000 closed down at
least 1% more than the SPX. Buy SPX on close. Sell 3 days later. $100k/trade. 1987 - present.
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At one point the curve appeared quite bullish as it rose on a consistent basis. But over the
last 40% of the curve no progress has been made and in fact the strategy has lost money.
Curves using different holding periods look similar as the setup has struggled a bit
recently. It is because of this that | decided not to include it.

So while we have 2 bullish studies being added to the Active List tonight, each of them
only suggests a 1-day upside edge. After that they have no predictive value. This is why

we see nothing but bullish studies and yet the next expectations over the next few days
remain negative.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Despite the 1-day bullish edges suggested by the studies tonight the green Aggregator
line remained negative. Levels below 0 mean net expectations from the Active List are
for downside over the next few days. Meanwhile, the Differential Line closed just
slightly below 0. A negative Differential reading means the SPX has outperformed
expectations over the last few days. So net expectations are negative and the SPX is
mildly overbought versus recent expectations. Historically this combination has
suggested a downside edge. It can be seen on the Aggregator chart whenever both lines
are below 0. Due to this the Aggregator System remained short at the close.

At this point the green Aggregator line is set to close negative again on Friday. That’s
primarily due to the “3 closes at 10-day highs” study from last night. With so little on the
board beyond Friday, expectations will be strongly influenced by what studies emerge on
Friday. Meanwhile, the Differential Pivot will be 1,197.53. This is about 0.6% below
Thursday’s close. This means it would take a drop of at least this much in order to move
the SPX in “oversold” territory and flip the Differential line to positive.

| exited my short index positions at the close this afternoon when it appeared expectations
were likely to close positive. As it turns out | may have been a little early in closing out
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the position. Still, with positive expectations on Friday plus the big employment report
on tap in the a.m. I would have been looking to take part of the position off anyway. If
Friday plays out as expected with an up day then it could provide another nice short
entry. With so much dependent on Friday’s studies, though, | won’t anticipate anything
here. Instead I’ll sit out the expected up day and look to re-enter after the 3-day weekend
if it still looks like a solid risk/reward opportunity.

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/29 — neutral
You may use the link below to access the 8/29 letter with the full intermediate-term
outlook.

2011-08-29 QE Subscriber Letter.pdf

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
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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.

None toni

ght.

Current Open Trade Ideas

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

SPY(1/4)(s)| 8/29/2011| $119.56 $120.94 -1.15% covered on close
SPY(1/4)(s)| 8/30/2011| $121.36 $120.94 0.35% covered on close
SPY(1/4)(s)| 8/31/2011| $122.42 $120.94 1.21% covered on close

All 3 lots were covered on the close as specified | would do in the intraday update sent to
gold subscribers at about 3:30pm.

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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