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Tonight’s Research Points

e Back to back bad breadth days under the 200ma are often followed by a bounce.
e 3% drops from short-term lows suggest a short-term upside edge.
e The late rally may have dampened Friday’s outlook a bit.

Short-term Outlook
The Bottom Line

The Aggregator suggests an upside edge. | wasn’t impressed last night, but now I am. |
will look to add both index shares and individual stocks on Friday/

Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active

September 22, 2011 2% below high and down on Fed Day 1-3 days Bullish 3.00%
September 21, 2011 1% up 10-high then close down 1-7 days Bullish 3.25%
September 20, 2011 Gap down and partial fill 1-3 days Bullish 3.80%
Active - Long Term

September 12, 2011 Nasdaq leading SPX int term Bullish

September 6, 2011 1% drop prior to 3-day US weekend 1-20 days  |Bearish

August 24, 2011 IBD Follow Through Day strong breadth|int term Bullish

July 5, 2011 QE2 Over int term Bearish

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

September 21, 2011 Bottom 25% daily range b4 Fed Day 1 day Bullish

September 20,2011 |Lowvolume drop from overbough|i-2 days Bearish

September 19,2011 |Overbought post Sept opex 1-4 days Bearish -2.40%

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

Thursday saw another big selloff. After closing up every day last week, the SPX is now
just 1 day from closing down every day this week. Thursday saw the SPX, the Nasdaq
and the Russell 2000 all fall between 3.1% and 3.3%. Breadth was extremely negative.
The NYSE Up Issues % came in at 12% and the Up Volume % was 5%. Total NYSE
volume spiked to the highest level since August.

There were a good number of studies that triggered in the Quantifinder tonight, but all of
them basically carried the same message. The selling has become overdone and we are
likely to see a bounce soon. The study below doesn’t stand out greatly in its
requirements from the others. The results are certainly compelling, though, and the
sample size is quite large. It looks at buying after 2 days of very negative breadth during
a downtrend. Last seen in the 9/12/11 subscriber letter, | have updated all results.

NYSE Up Issues % closes < 33.3% for exactly the 2nd day in a row. SPX < 200ma.
Buy SFX on close. Sell X days later. $100ktrade. 1999 - present.

X | ar netprof | Al Total Al Winning| Al Losing | AlL % m:n’:;gg ’t'l'; ;‘:gg Wirﬁ&ﬂ Al Al Avg
DE].‘}‘S Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
| 5| 5450021 42 30 12 71.43| 3,00871| -2,980.10 1.0 252| 129762
4| 3sg74sEm 45 27 18 60.00) 310483 267533 1.18 174 78277
3| 394759 43 29 19 60.42| 350095 -3,265.38 1.07 164 @224
| 2| s379655 48 = 15 6875 287228| -2,732.59 1.08 231| 112076
1| 3375508 43 31 17 6453 205522| -1468.05 1.40 255 807.40

46 of 48 instances (96%) closed above the entry price at some
point in the next week. 47 of 48 did so within 6 trading days.

Results are extremely consistent. The stat at the bottom of the table is what seems most
striking. Below is an equity curve using a 2-day exit.
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NYSE Up Issues % closes < 33.3% for exactly the 2nd day in a row. SPX < 200ma.
Buy SPX on close. Sell 2 days later. $100k/trade. 1999 - present.
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As I’ve mentioned in the past | especially like this study because it has produced such
consistently positive returns in a downtrending environment. That's fairly unusual to see.

Another bullish aspect of today’s drop is that the market was already short-term oversold
when it occurred. This tends to increase the odds of success and the risk/reward. To see
what | mean by this, let’s consider the next 2 studies. They examine the returns produced
by buying 3% drops. The 1* one requires that the market close at a 5-day low prior to the
3% drop. The 2" one requires that the market close above a 5-day low prior to the 3%
drop.

5PX closes down over 3% on the day. Yesterday it closed at a 5-day low.
Buy on close. Sell X days later. $100k/trade. 1988 - present.
. T . . . Al Avg All Avg All: . .
X Autetpon | ALl ALt Alosts| ALK g | ooy winlass o A AR
Days Trade Trade Ratio
5 &7,648.58 25 19 7 73.06| 538015 -2,082.05 2.58 7.01 3,371.10
4 4714553 28 17 1 B80.71 4538818 | -3423.01 1.48 225 188378
3 58,335.38 prac] 19 10 65.52| 435455 -2,458.11 1.77 337 2,011.56
2 63,020.17 29 24 5 82.76| 3300.21| -3,236.97 1.02 489 2Z2173.N
1 44 20258 3 21 10 67.74| 257965 -1,835.99 162 3.41 1,425 29
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This is the situation we are in now. As you can see a strong edge is evident over the next
couple of days. Below is an equity curve that demonstrates the consistency of the setup.

SPX closes down over 3% onthe day. Yesterday it closed at a 5-day low.
Buy on close. Sell 2 days later. $100k/trade. 1988 - present.
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And so next is the same 3% drop without the 5-day low the day before.

SPX closes down over 3% on the day. Yesterday it closed = 5-day low.
Buy on close Sell X days later. $100k/trade 1988 - present.
. i s . . . Al Avg All: Avg All: . .

X Al Net Profit All: Total |Al: Winning| All: Losing All: % Winning e WinlLoss Al Al Avg

Days Trades Trades Trades Profitable Trade Trade Ratio ProftFactor| Trade
5| 1084082 34 18 13 47.06| 3,38081| 357216 0.94 0.83 -312.23
4| 2231082 36 15 21 4167 347531 -3,54479 0.98 0.70| 61975
3 759 41 21 19 5250 239343 -3198.41 0.90 1.00 -0.14
2 5,861.23 41 20 21 4878| 267882 227215 1.18 112 14286
1 1,864.39 42 25 17 59.52| 1,664.51| -2,338.14 0.71 1.05 44.39

Same time period. Similar number of instances. No compelling edge. Of course we are
now in the category of the previous study, which is bullish.
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But not all the action Thursday was beneficial. The rally in the last % hour may have felt
good to some traders, but it normally eats into the upside potential of the next day. To
see this let us first look at 3% declines that finish the day within 1% of its low.

Total Net Profit
Gross Profit

$67,608.01
$101,973.79

Total Number of Trades 57
Winning Trades 39
Even Trades 0
Avg. Trade Met Profit s

Avg. Winning Trade 52,614.71
Largest Winning Trade $11,683.71

SPY closes down over 3% on the day and within 1% of its infraday low.
Buy on close. Sell 1 day later. $100k/trade. 1993 - present.

radeStation Performance Summary Collapse &
All Trades

Profit Factor

Gross Loss (334,365.78)

Percent Profitable 68.42%
Losing Trades 18
Ratio Avg. Win:Avg. Loss 1.37
Avg. Losing Trade ($1,909.21)
Largest Losing Trade (37,417.30)

The numbers here are all impressive. Such poor finishes are often buyable. But now
let’s consider those instances like now where the SPY finished more than 1% above its
intraday low.
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SPY closes down over 3% on the day but over 1% above its intraday low.
Buy on close. Sell 1 day later. $100k/trade. 1993 - present.

Date/Time

03/08/96
03/11/96
04/04/00
04/05/00
04/14/00
04/17/00
09/17/01
09/18/01
10/06,/08
10/07/08
10/22/08
10/23/08
10/24/08
10/27/08
11/05/08
11/06/08
11/11/08
11/12/08
03/30/09
03/31/09
05/06/10
05/07/10

Signal

Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell
Buy
Sell

Price

$63.50
$64.23
$145.75
$149.19
$135.50
$140.75
$104.30
$104.05
$104.72
$100.03
$90.64
$91.69
$87.04
$83.95
$96.19
$90.86
$89.77
$85.82
$78.79
$79.52
$112.94
$111.26

% Profit
1.15%

2.36%
2.87%
(0.24%)
(4.48%)
1.16%
(3.55%)
(5.54%)
(4.40%)
0.93%

(1.49%)

Run-up

Drawdown
$1,306.42
($676.82)
£3,471.186
%0.00
£3,874.50
($597.78)
£953.00
($900.52)
$2,489.94
($4,836.78)
%1,9956.43
(%$5,327.49)
%2,835.56
($3,834.32)
£0.00
(%6,369.07)
$422.94
($5,175.45)
%2,906.01
%0.00
£734.55
($2,973.60)

The average trade here is a loss of 0.9%.

Instances are pretty well split, and the number of occurrences is low, but the end results

are considerably worse than if the SPY closed near its low.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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Today’s studies again caused the green Aggregator line to rise further into positive
territory. Levels above 0 mean net expectations from the Active List are for upside over
the next few days. Meanwhile, the Differential Line is stretched very far above 0. A
positive Differential reading means the SPX has underperformed expectations over the
last few days. So net expectations are positive and the SPX is extremely oversold versus
recent expectations. Historically this combination has suggested a bullish edge. Bullish
configurations can be seen on the chart whenever both lines close above 0. Due to this the
Aggregator System remained long at the close.

Based on the current active studies the green Aggregator line is poised to remain above 0
on Friday. Of course this could change if compelling bearish studies emerge.
Meanwhile, the Differential Pivot will be 1193.89. This is a whopping 5.7% above
Thursday’s close. In other words, the SPX would need to closer higher by at least this
much in order to flip from “oversold” to “overbought”. That is highly unlikely. It will
probably take a multi-day rally at this point in order to flip the Differential line.

I mentioned last night that | thought this market might be headed towards a retest of
recent lows. | did not envision getting there so quickly. If | had anticipated that
occurring | may have placed a buy order near the support area. The late-day bounce
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makes it more difficult to get a good entry price, but that is what I will try. | will be
looking to add to my small index position tomorrow should the SPY dip intraday. More
aggressive traders could consider using a higher limit price. Details in the trade ideas
section below.

Intermediate-term Outlook (2 weeks — 2 months)— updated 9/19 — slightly bearish

The move higher this week was impressive. It did manage to (re)trigger one study with
intermediate-term bullish consequences. Tuesday, Wednesday, and Thursday all closed
strongly higher and the NYSE Up Issues % exceeded 70% each of those days. The study
below is one that I last showed in the 3/21/11 subscriber letter and it has been active since
then. Results are now updated to include the March instance as well.

NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.
X AlL Not Profit | At Total | All: Winning| Al Losing | Al % ﬁ:nﬁ;gg ":‘_'Li:gg Wi:ﬂ;ﬂ Al All: Avg
D"c'i‘_l,‘S Trades Trades Trades Profitable Trade Trade Ratio ProfitFactor| Trade
200 189 454 87 11 9 2 81.82| 21,29018| -1,072.45 19.74 82.84| 1722315
150 20 11 11 0 100.00 | 18445925 0.00 100.00 100.00| 18445925
180 211, 11 11 0 100.00 | 19,200.73 0.00 100.00 100.00( 1920073
170 193, 12 12 0 100.00 | 16,120.35 0.00 100.00 100.00 | 16,120.35
160 180, 12 12 0 100.00 | 15,337.85 0.00 100.00 100.00 | 15337.25
150 189, 12 12 0 100.00| 1578118 0.00 100.00 100.00( 1573118
140 174 839.16 12 12 0 100.00| 14,555.593 0.00 100.00 100.00| 14 558993
130 155,443.5 13 12 1 9231| 13,423.27| 553565 238 2858| 11,957.15
120 113,065.79 14 11 3 7857 | 1145784 432385 2 65 972 8,076.13
110 103,997 85 14 13 1 g2 28 882379 1071147 0.82 10.71 T 42842
100 23548 14 11 3 Y857 1014831 | -£124.64 2.45 9.02 7,088.25
S0 783.01 14 12 2 25.71 9,508.26| -3,08558 3.23 19.39 8,054,885
a0 L0072 14 13 1 92.36 71002 822312 1.40 18.20 7,543.37
T0 37873 14 13 1 92.36 6,916.22| -8532.18 0.81 10.54 581277
80 Fi 2 15 12 3 20.00 8,170.87| -6,137.98 1.33 5.32 5,309.10
50 8284562 16 13 3 81.25 823264 | -3059.59 1.02 4.43 5177.85
40 59,.218.37 16 13 3 81.25 7,175.85| -11,355.08 0.63 274 3,701.15
30 51,386.67 17 12 5 70.59 6,129.03| 443234 1.38 3.32 302275
20 55,8137 17 14 3 8235 5110686 | 5245356 0.97 455 328313
10 25 308.43 12 14 4 T7.78 3,219.27 | -3 594032 0.82 285 162825
We are currently between 120 a 130 days from the
3/21/11 instance when the SPX closed at 1,298.38.

While the March instance is still “active” this repeat occurrence on Thursday may be seen
as a positive sign.

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.

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




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://lwww.quantifiableedges.com/members/pomo.php
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POMO indicators barely budged and remain relatively low. The purchase amounts over
the last month are extremely close to the $14billion number shown on the Fed’s website.
Stimulus still remains well below the levels that helped propel the market higher during
QE1 and QE2. We keep waiting for the market to prove it can rally without substantial
stimulus. So far it has not managed to do so.

While indicators remain mixed, I’m still inclined to slightly favor the short side. Bearish
studies are associated with volume, liquidity (POMO), and seasonality. Bulls may find
hope in the August FTD study, the breadth study that retriggered this week, and the
leading position of the Nasdag. At this point | remain inclined to play the short side a
little more aggressively and take a more conservative approach to longs.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

SLB — bought 1/3 position @ $65.15.

New

SLB — buy 1/3 position @ $61.58

APA — buy 1/3 position @ $83.69

FCX — buy 1/3 position @ $32.14

Catapult for ETF’s Trades
None.

Broad Market Large Cap CBI —4/3 (SLB-2, APA, FCX)

Additional New Trade ldeas

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.

SLB-buy 1/3 position @ $61.58 limit. From catapult section above.
APA —buy 1/3 position @ $83.69. From catapult section above.
FCX —buy 1/3 position @ $32.14. From catapult section above.

SPY — buy % index position @ $112.00 Based on short-term outlook above. | will look
to enter if the SPY trades down about % way between its Thursday’s closing price and
low.

Current Open Trade Ideas

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

SPY(1/4) 9/20/2011| $120.17 $112.86 -6.08% Aggregator

SLB(1/3) 9/22/2011 $62.49 $61.58 -1.46% 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.
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