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Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer
Flat 50% Long XIV Short Long

Tonight’s Research Points
e The consistent closes in the upper end of the range over the last 8 days suggest
sentiment is overdone and SPX is due for a pullback.
e The extremely low SPY range on a down day in a long-term uptrend suggests
further downside.
e Mild drops from 50-day highs on strongly negative breadth have typically been
followed by further selling over the next 1-2 days.

Short-term Outlook
The Bottom Line
Evidence is still pointing for more downside. But with Friday’s selloff the SPX is no

longer overbought. The Aggregator has changed to neutral, and I’m also basically
neutral.
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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

February 13, 2012 8-day Avg Closing Range > 75% 1-2 days Bearish -1.40%
February 13, 2012 <1%drop from 50-high. Bad breadth. [1-2 days Bearish -1.90%
February 13, 2012 60-day low SPY range > 200ma 1-6 days Bearish -2.15%
February 10, 2012 SPX up VIXup 2 days. SPX 50-high. 1-3 days Bearish -1.40%
February 9, 2012 SPX 50-high. VIX up > 2.5%. 1-3 days Bearish

February 9, 2012 QE Buying Power Index System Short [1-5 days Bearish

February 7, 2012 Low vol drop from 50-high 1-6 days Bearish

February 7, 2012 Unfill Gap Up 20-high then unfill gap dn [1-6 days Bearish

February 6, 2012 Up Issues % >75%2 of 3. 10 high. 1-6 days Bullish 2.60%
Active - Long Term

February 6, 2012 Up Issues % >75%2 of 3. 10 high. 1-16 days Bullish 4.70%
February 2, 2012 50-high then 5-day consolidation 1-10 days Bullish 2.30%
February 1, 2012 Golden Cross int term Bullish

January 31,2012 SPY 1st close < 10ma in over 25 days 1-20 days Bullish 4.70%
January 17,2012 Nasdaq leading SPX int term Bullish

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

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

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

The Evidence

Friday “felt” like a big drop. The VIX spiked substantially as options traders got scared.
But the SPY range was very tight and the final losses weren’t terribly large. The SPX
finished down 0.7%, the Nasdaq lost 0.8% and the Russell 2000 dropped 1.4%. Breadth
was strongly negative as the NYSE Up Issues % came in at 24% and the Up Volume %
was 19%. Total NYSE volume dropped some from Thursday’s level.

The market has seen a lot of morning dips followed by strong finishes lately. This was
one reason | elected to lock in some profits on my short SPY trade idea with a stop order
on Friday morning. | was afraid we would get another afternoon rally. And while
Friday's rally never took out my stop, and never came close to approaching positive
territory, we again did see a close near the high of the day. When the market consistently
closes near the high of the day it suggests optimism on the part of traders. This optimism
is now at a level that suggests it is a bit overdone and there is a good chance of a
pullback. The study below from the 7/8/11 subscriber letter exemplifies this concept. |
have updated all of the statistics.
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8-day Average Closing Range of SPY crosses over 75%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
All: Al Al . Al Avg All: Max Al Avg All: Max Al . .
X All: Net Profit | Total |Winning|Losing P:;ltl_'rt:zle Winning Winning Losing Losing |Win/Loss Prnf?!—'"-actnr %I'"r;:t;g
DEYS Trades | Trades |Trades Trade Trade Trade Trade Ratio

5 -24 72504 28 13 15 45.43 905.3%| 242572 -2,433.07 -£483781 0.37 0.32| -833.07
4 -20,345.12 28 12 16 42 86 97604 290788 -2,003.60| -43807.86 0.49 0.37 726.61
3 687 29 11 18 3793 89593 260454 161067 -3,61823 0.56 0.34| -559.39
2 -21,880.80 3z 11 21 34.38 758.41| 218614 -1,439.19| -£348.40 0.53 0.28| -833.77
1 -9 936 .44 32 14 18 43.75 302.83| 1,029.30 -787.56| -2,738.12 0.38 0.30| -31051

While the downside edge appears to remain in place for a full week, most of the edge has
been realized over the 1% 2 days. Below is an equity curve showing how the edge has
played out using a 2-day exit strategy.

8-day Average Closing Range of SPY crosses over 75%. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.
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It hasn’t been the most consistent edge but it has moved from upper left to lower right
and 1 think it appears worthy of consideration.

The intraday action in VIX and SPY was extremely unusual. While SPY was trading in
its tightest range in over 60 days, VIX was trading in its widest range in over 40 days.
This was extremely odd and | am not sure what to make of it. | tested to see how the
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market have performed following times when the VIX traded in the highest range of the
last 40 days while SPY traded in the tightest range of the last 40 days. There is no
precedent for this kind of behavior, because this is the first time it has occurred.

| did look at the strong move in the VIX a few different ways, but | uncovered nothing
that suggested a consistent and substantial edge. The very tight SPY range is something
that we saw very recently in the 2/7/12 subscriber letter. | have updated the results table
again below.

SPY posts lowest range in 60 days and closes down on the day. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1999 - present.

All: All: All: ; ¥ ¥ ; ¥
X All: Net Profit | Total Winning| Losing BLEE ﬁ:n’:;gg m:n:i T_Illzl.:i‘:gg JT_lll:u:illnE;.c Wirff\ﬂnss ik (LB
Days Trtes (Trtes freies | | e Trade Trade Trade Terp ||ULTEEL) TNEEE
10| -10,757.22 18 8 10| 44.44| 140393 497016 -2,19887| 471276 064 051 -557.62
9| -14,809.47 18 6 12| 33.33| 188523 4,821.48| -2,176.74| 533520 0.87 0.43| -822.75
& -18709.61 19 7 12| 3684| 152217 3,73824| -228040| 523887 067 039 -879.45
7| 1590627 19 5 13| 3158| 156748 399312 194701 417782 081 037 83717
| 6| -17,890.29 19 7 12| 3684| 146053 448164) 234283 521356 062 036 94159
| 5| -16,945.30 20 7 13| 35.00| 158764 4,173.66| -2,15837| -5,89424 074 0.40| -847.26
[ 4| -13,809.06 21 6 15| 2857| 1,71831| 374886 -1607.93| 656744 107 0.43| -657.57
3| 7.748.81 21 8 13| 3310| 92666 210188 -1,16639| -4 24864 79 049 -359.04
2 -2,735.58 21 14 T 66 .67 S82.54 1,52828  -1,555.87 408158 0.37 073 -130.26
1 -2,557.58 21 10 11| 4762 49098 1,08200 -679.76| -2101.88| 0.72 066 -122.27

Such extremely low range on a day the SPY dips a little has commonly been followed by
a further drop. Below is the profit curve which shows how this edge has played out over
time using a 6-day exit strategy.
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SPY posts lowest range in 60 days and closes down on the day. Close = 200ma.
Buy on close. Sell 6 days later. $100k/trade. 1999 - present.
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Despite the last 2 trades the downslope has been pretty steady. I’ll keep an eye to see if
the curve changes but at this point it still appears to suggest a downside edge.

Another study identified by the Quantifinder considered what happens after relatively
mild drops from high levels are accompanied by very weak breadth. It was last seen in
the 8/11/10 subscriber letter and has been updated below.

SPX closes less than 1% lower. Decliners more than double advancers. Yesterday's close was at a
50-day high. Close = 200ma. Buy on close. Sell X days later. $100k/trade. 1988 - present.

X . All: _AII:. AI.I: All % AI!: A_vg AI!: M_a.x Al ﬁ_wg All: Max .AII: Al Al Avg
All: Net Profit | Total |Winning|Losing Winning Winning Losing Losing |Win/Loss
Days Trades | Tradez | Trades R Trade Trade Trade Trade Ratio Profifactor) Trade
5 -5,892.72 16 ] 7 56.25 T27.26| 2181.98| -1,778.87| -2,538.28 0.41 0.53| -36825
4 -11,185.39 16 3 10 37.50 70444| 123288 -1,541.20| -3,709.52 0.46 0.27 59909
3 -16,337.35 16 4 12 25.00 34285 558.80 -1,475.73 -3,721.09 0.23 0.08 -1,021.08
2 -17,969.27 16 4 12 25.00 43870| 1,077.12| -1643.87| -3,61148 0.27 0.09| -1,123.08
1 -14948.23 16 4 12 25.00 518.91 832.48| 141865 -3,794.40 0.37 0.12| 93426

14 of 16 instances (88%) closed below the entry price
at some point in the next 3 days.

The implication here is that when the SPX is coming off a high level and it holds up
relatively well despite broad selling, it will often have further to drop. The strong selling
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in the Russell 2000 could spill over into the large caps. There’s a chance they could even
play catch-up to the downside. The good news for bulls here is that the bearish
inclinations have only lasted a couple of days. In addition to the edges suggested by the
“% profitable” and the “avg trade” columns, the win:loss ratio is also strongly skewed.
Risks appears to far outweigh reward. Below is a profit curve using a two day exit
strategy.

SPX closes less than 1% lower. Decliners more than double advancers. Yesterday's close was at a
50-day high. Close = 200ma. Buy on close. Sell 2 days later. $100kitrade. 1988 - present.
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We see here a fairly steady downmove. While instances are a little bit low this study
appears well worthy of consideration. The stats shown on the chart are especially
impressive, with downside risks swamping upside reward as the results table seemed to
imply.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html
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With tonight’s studies factored in the green Aggregator line turned further negative.
Readings below 0 mean net expectations from the Active List are for downside over the
next few days. Meanwhile, the black Differential Line rallied back above 0 after just 1
day below it. A positive Differential reading means the SPX has underperformed
expectations over the last few days. So net expectations are bearish but the SPX is
oversold versus recent expectations. This is considered a neutral configuration. Neutral
configurations are visible on the chart whenever both lines close on opposite sides of 0.
This caused the Aggregator System to change from short back to flat at the close.

Based on the current active studies, expectations are again scheduled to remain negative
on Monday. This is unlikely to change but could if strong bullish evidence emerges.
Meanwhile, the Differential Pivot will be 1,347.45 on Monday. This is only about 0.35%
above Friday’s close. So it won’t take much of a rally to turn the Differential back to
negative and possibly trigger another short entry.

There is an awful lot of short-term bearish evidence considering the fact that the SPX is
in an uptrend. It’s unusual for this many diverse studies to suggest a drop. And even
with the selloff on Friday they continue to suggest a further drop is likely. On the other
hand the trend is strong and pullbacks have been brief and shallow as of late. 1’m not big
on getting aggressive and trying to hold out for large gains when trading counter-trend.
And that is especially true when the trade is also counter to my intermediate-term
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outlook. So I was glad to take profits and step aside on Friday with the SPX no longer
overbought and the Aggregator turning neutral.

It still appears we could get a little more downside here in the next few days, but that is
counter-trend and the market is also no longer short-term overbought. This all seems like
a good situation to be sidelined. The persistent uptrend has not allowed for many long-
side swing trading opportunities, so perhaps a little more selling in the next few days
might provide us that. In any case I’ll wait and watch for a better opportunity in the next
few days before committing capital either long or short.

Intermediate-term Outlook (2 weeks — 2 months)— updated 2/13 — bullish

Major indices finished mixed this past week but they all posted new intermediate-term
highs at some point. And though the market looks susceptible to a short-term pullback
there still appears to be ample evidence suggesting more upside over the intermediate-
term. No new intermediate-term studies emerged in the last few days. The Active List
here remains populated with studies seen in previous weeks.

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 (purple) pane is the net rolling number of days in the last 20 that have
been POMO days. In other words, a day the Fed buys on the market will add +1 while a
day of selling will count as -1. The bottom pane is the total amount of money infused into
(or taken out of) 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 numbers were relatively flat this past week. There were 3 days of buying and 2
days of selling and the net over the week was just barely positive. But a big negative
week coming off the back end caused a sizable jump in the intermediate-term POMO
indicators.

While this past couple of weeks saw a nice rise in our indicators, the POMO liquidity
pump is still just dripping compared to the periods of QE1 and QE2. And for the 1* time
since at least 2005 the market appears to be rallying without help from POMO. |
explored swap lines as one possible explanation a couple of weeks ago. Since then swaps
have seen a very mild expansion of about $4 billion. In any case, my interpretation of the
POMO chart is that on an intermediate-term basis it does not appear to be lending much
help to the bulls.

But the short-term impact of POMO still appears considerable and traders may want to

keep in mind the QE Buying Power chart below, which was copied from the QE Buying
Power Index page in the members’ section of the site.
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The dip into negative territory on Wednesday and Thursday led to Friday’s selloff.
Further short-term selling may not have a lot of time to occur as the QE Buying Power
Index is slated to rise back up to “3” at Tuesday’s close and remain there through Friday.
After that we will see only mildly positive readings until the last 2 days of the month.

So the intermediate-term still appears to be looking up. The SPX is in rally mode. We
are still seeing studies related to momentum, trend, breadth, and Nasdaq leadership all
point higher. Therefore, my outlook remains bullish. From a trading standpoint this
simply means | will take a more aggressive approach with longs than with shorts.

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 tonight.

Current Open Trade Ideas

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

SPY/(1/4)(s) 2/9/2012 | $135.36 $134.36 0.74% covered on close

The SPY trade idea was exited at the close as was indicated in the intraday update sent to
gold subscribers on Friday morning.

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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