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Signals Overview

Aggregator Aggressive VIX Conservative VIX NDX Trend Timer

Short

100% Short SPY Flat Flat

Tonight’s Research Points
e SPX at a 50-day while the VIX:VXV ratio is very low has suggest higher risk
than potential reward the following day.
e When the SPX has closed near the top of its 2-week range on the day prior to
options expiration there has often been a selloff over the last several years.

Short-term Outlook
The Bottom Line
A have a small short position and am looking to hold it another day.

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

Study Date Description Time span |Bias Avg Max Move
Active

January 20, 2012 SPX 50-high. VIX:VXV < 0.85 1 day Bearish

January 20, 2012 Op-ex Thursday closes near high 1-4 days Bearish -1.60%
January 17, 2012 MLK/Jan opex week bearish 1-4 days Bearish

Active - Long Term

January 4, 2012 2 of 3 days Up Issue %>75. 10-high. 1-18 days Bullish

December 5, 2011 POMO activity flat to negative int term Bearish

October 19, 2011 FTD on strong breadth/20day high int term Bullish

Dropped Tonight

January 12,2012 Breakout then inside day 1-5 days Bullish 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

The market continued to grind higher on Thursday. The SPX rose 0.5%, the Nasdaq was
up 0.7%, and the Russell 2000 rallied 0.4%. Breath was solidly positive as the NYSE Up
Issues % came in at 67% and the Up Volume % was 66%. Total NYSE volume rose
some for the 2" day in a row.

Despite the negative seasonality that is typical during January op-ex and MLK week
(which are often the same) the market has continued to rise and closed today at a new
rally high. The study below was last seen in the 2/18/11 subscriber letter. It examined
op-ex day performance when the SPX close in the top 10% of its 10-day range. Stats
have been updated.

SPX closes intop 10% of 10-day range. Tomorrow is options expiration.
Buy on close. Sell X days later. $100kitrade. 2003 - present.
Al All: All: . All: Avg Al Max All: Avg All: Max All: . .
X All: Net Profit | Total |(Winning| Losing F‘rf:ldfl'-ﬂ:ille Winning Winning Losing Losing |Win/Loss Prnf:ts‘l-llédnr }?‘I.l:_':*;‘;g
D'-:WS Trades | Trades Trades Trade Trade Trade Trade Ratio
5 -18,865.90 26 8 18 3077 104223 378330 -1511.32) -45832.90 0.69 0.31| -725.81
| 4 -19,308.74 26 8 18 30.77 794.80| 1,82560| -142595| -28989.20 0.56 025 -74264
3 -8, 57261 26 13 13 50.00 60672 1,47440| -1,343.08| 282870 0.45 0.45 36813
2 -10,003.29 26 14 12 53.85 45928 1,588.40 -1368941 -3 78485 0.34 0.39| -3B4.74
1 -4,074.11 26 13 13 50.00 389.30| 2,236.84 -70269| -2,875.60 0.55 0.55| -156.70

The numbers here are fairly compelling. To confirm the downside edge | also produced a
profit curve. The curve is based on a 4-day exit strategy.
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SPX closes intop 10% of 10-day range. Tomorrow is options expiration.
Buy on close. Sell 4 days later. $100k/trade. 2003 - present.
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The curve would seem to confirm the downside edge suggested by the stats table.

The Quantifinder also noted the study below which was seen last week in the 1/13/12
letter. It examined instances of the SPX closing at a 50-day high while the VIX:VXV
ratio was below 0.85. It showed a moderate 1-day downside edge. | have updated the
results below.

VIEXVXV Ratio Closes < 0.85. 5PX closes at a 50-day high.
Buy SPX on close. Sell next day's close. $100k/frade. 2004 - present.

radeStation Performance Summary Collapse
All Trades

Total Met Profit

(56,054.96)

Profit Factor

Gross Profit %4,146.49 Gross Loss (510,201.45)
Total Mumber of Trades 37 Percent Profitable 48.65%
Winning Trades 18 Losing Trades 19
Even Trades 0

Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss _0.43]
Avg. Winning Trade $230.36 Avg. Losing Trade (5536.92)
Largest Winning Trade $708.05 Largest Losing Trade (51,602.28)
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The odds are 50/50 but the losers have been more than twice the size of the winners.
This suggests the complacency we are seeing at these high levels is more likely to lead to
a big down day than be followed by a big up day. To see how the edge has played out
over time | have posted the profit curve below.

VX VXV Ratio Closes < 0.85. SPX closes at a 50-day high.
Buy SPX an close. Sell next day's close. $100kftrade. 2004 - present.
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The equity curve seems to have flattened out a bit lately. 1 noted last week that | was
going to keep an eye on this one, and | will continue to do so. For now | find it
compelling enough to include on the Active List.

| have updated the Aggregator chart below.

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



http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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The last of the short-term bullish studies expired today and everything is pointing south
over the next 3 days. This left the green Aggregator line solidly in negative territory.
Readings below 0 mean net expectations from the Active List are for downside over the
next few days. Meanwhile, the black Differential Line is also below 0. A negative
Differential reading means the SPX has outperformed expectations over the last few
days. So net expectations are bearish and the SPX overbought versus recent expectations.
This is considered a bearish configuration. Bearish configurations are visible on the chart
whenever both lines close below 0. This caused the Aggregator System to remain short.

Based on the current active studies, expectations are scheduled to remain negative on
Friday. Of course this could change if bullish evidence emerges. The Differential Pivot
will be 1,293.21 on Friday. This is 1.6% below Thursday’s close. So it will take a drop
of at least this much in order for the Differential Line to turn positive. That’s not an
impossible feat, but the SPX has not declined that much in a single day since 12/8/11. So
a multi-day decline or consolidation appears more probable.

| entered the short position at the open on Thursday. Evidence is a bit more bearish at
this point, but we are just barely above the entry price, and I’m not inclined to bet
aggressively against my intermediate-term outlook (and the trend). 1’m planning on
holding my current position but not adding any more just yet.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 1/17 — somewhat bullish

The most recent update to the intermediate-term outlook can be found in the 1/17 letter
which can be downloaded using the link below.

2012-01-17 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

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. There were quite a few new securities that appeared on the triggers
spreadsheet. I’ll probably choose one or two tomorrow night if we continue to press
overbought. Traders looking for ideas could look there.

Current Open Trade Ideas

Symbol Entry Date |Entry Price|Current Price |% Gain/Loss |Stop Notes
SPY(1/4)(s)] 1/19/2012| $131.22 $131.46 -0.18% shorted on open

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 © 2012 Hanna Capital Management, LLC.

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



http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wMS0xNyBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzI2ODY1MjE2LDAuMC4wLjAsMCw5NGJjYjE1NGJjOWU2OTk5MWIxZTZkY2QwMDdmOGM1MQ%3D%3D/2012-01-17%20QE%20Subscriber%20Letter.pdf
https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
http://www.quantifiableedges.com/members/systems.php

