QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

June 26, 2012 Volume 5 Issue 122

Market Overview

(quantifiable Edges 1-day Risk/Reward Outlook (uantifiable Edges 3-day Risk/Reward Qutlook
Bearish Bulish  Bearish Bulish

S I T e e A S R S

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing NDX Trend Timer
Long 100% Long XIV Flat Long

Tonight’s Research Points
e 2 strong down days of 1.5% in a week’s time are typically enough to warrant a
short-term bounce.
e SPY’s unfilled gap down following an unfilled gap up is not encouraging —
especially since the down day was bigger.

Short-term Outlook
The Bottom Line
The Aggregator is still bullish. Friday’s bounce registered a quick fail on Monday, but |

am viewing it as an opportunity to get some long exposure that | missed out on Friday.
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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

June 26,2012 1.5%loss 2x in week > 200ma 1-3 days Bullish 2.25%
June 26, 2012 Gap down < 2ago. Gap up yest. > 200 |1-3 days Bearish -1.80%
June 25,2012 Sweet spot bounce from 1.75% drop 1-5 days Bullish 3.00%
June 22,2012 SPY closes at 5-day low 1st time > 2 wks|1-4 days Bullish 1.60%
Active - Long Term

June 25,2012 Nasdaq leading SPX int term Bullish

June 18, 2012 POMO modestly bullish int term slight bull

June 13, 2012 FTD with modest breadth & vol int term Bearish

June 77,2012 90% up day on 3rd day ofrally 1-14 days Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

June 25,2012 SPY unfill gap up. Lower high. > 241-3 days Bearish -1.50%

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

The Evidence

Monday was bad from the start. And though the selloff hit bottom around noon, it never
rose much off the lows. The SPX finished down 1.6%, the Nasdaq lost 2.0%, and the
Russell 2000 fell 1.7%. Breadth was very strongly negative as the NYSE Up Issues %
came in at 14% and the Up Volume % was 11%. Total NYSE volume finished at the
lightest level in over a week.

So | am on vacation and mentioned in my note to subscribers that | would prefer the
market do nothing interesting and chop sideways while | am away. As often happens
with the market, “hoping” does no good. Monday easily qualified as “interesting” action,
and there was a decent amount to sort through in the Quantifinder. The studies below
highlight the most important observations.

This first one was last reviewed in the 5/5/10 subscriber letter. It examines performance
following 2 strong down days within a week. Results are updated.
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SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1987 - present.

All: All: All: All % All: Avg Al Max All: Avg Al Max All:

X Al Net Total |Winning Losing § Winning Winning Losing Loging |Win/Loss All Al Avg
D‘a‘_u"S I Trades | Trades Trades FIELELE Trade Trade Trade Trade Ratio ProfitFactor|  Trade
5| 34,580.49 30 20 10 6667 273469 707028 -2011.34| 536804 1.36 272 115268
4| 38,710.33 kA 22 tt 70.97| 248958 518749 173449 -4517.38 1.40 3.41| 124872
3| 341353 32 23 ] 71.88( 199095 5233918 -129559| -2 66266 1.54 3.83( 10685661
2| 29,1517 35 2 13 62.86 J066.41| 480968| -108500| -3863.25 1.81 3.07 833.03
1| 24,535.64 38 28 5 76.32| 130954 511746 149345 -5629.81 0.85 2.83 645.67

88% of instances have closed above the entry price
at some point in the next week.

The suggestion by the stats table is that this kind of extreme action while the market is
above the 200ma is often short-term exhaustive and that a bounce typically ensues.
Below is the equity curve using a 3-day holding period.

SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1987 - present.
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It is a little choppier than | would prefer, but we are again at new profit highs and the
general slope seems good enough to warrant consideration. In the 5/3/10 letter I filtered
this study further. Those results seems to provide extra confirmation of the upside edge.
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In that letter | looked for the SPX to have made a 20-day intraday high in the last 5 days.
| have updated that table below as well.

SPX closes down = 1.5% for at least the 2nd time in the last 5 days. Close = 200ma.
SPX made a 20-day intraday high within the last 5 days.
Buy on close. Sell X days later. $100k/trade. 1987 - present.

X Al Net All: All: All: Al 5% All: Avg AI!; r.'l.ax All: ﬁ.wg All: r..'lax lAII: Al AR Avg
Total |Winning Losing Winning Winning Losing Loging [Win/Loss
Da‘!"s Profi Trades |Trades Trades e Trade Trade Trade Trade Ratia ProfiFactor|  Trade
5| 1485850 10 ] 2 8000 285582 546084 -399801| 536804 0.7 286
4| 1337725 10 7 3 70.00| 2823822 518749 -228009| 491736 127 296
3| 1786737 10 ] 2 80.00| 253034 533818 -1,2876% | -1,748.88 1.87 7.85
2| 1484895 10 ] 2 80.00, 204583 359128 -758.03| -1,099.58 270 10.79
1| 942877 10 9 1 50.00| 129925 254774 -2,264.50| -2264.50 0.57 5.16

All 10 instances have closed above the entry price
at some point in the next 3 days.

Instances are a little low, but it does act as nice confirmation of the 1% study. | have
decided to include the first study above on the short-term active list.

Not all the Quantifinder observations were bullish though. The study below was last seen
in the 5/12/11 letter. It looks at other times while above the 200ma that an unfilled gap
up was followed by an unfilled gap down and the gap down day was more powerful.

SPY posts an unfilled gap down after an unfilled gap up. It closes < close of 2 days ago but =
200ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

X BIELE: ﬁ:lal W;lll':-lng Llffslllng e ::I!:nj:rrré ?'u!:n::; T_Ill:;:;:ggl Tl!f:.i‘n? Wirff\ﬂﬁss - ]
D‘a‘_f'S Ao Trades |Trades Trades FETELE Trade Trade Trade Trade Ratio ProfitFactor|  Trade
5| -550253 27 11 16 4074 1,358.01 344505 127620 -3 79120 1.08 073 -203.31
4 533214 27 11 16 4074 1,377.38| 317485 -1,2805% ) -4526.02 1.08 0.74 -197.71
3| -19,258.02 29 10 19 3448 1,01898| 245347 -1,551.89| -5321.00 0.665 0.35 -565.45
2| -16,454 05 29 10 18 34 48 822 35 175440 -1,37320( -3,853.00 0.60 0.33 -568.78
1 -206.08 29 14 14 43 28 47902 1,325.15 49374 | -1584 50 0.97 087 71

These results suggest a short-term bearish edge. Below is the equity curve using a 3-day
exit strategy.
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SPY posts an unfilled gap down after an unfilled gap up. It closes < close of 2 days ago but =
200ma. Buy on close. Sell 3 days later. $100k/trade. 1993 - present.
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Certainly returns have been choppy but it is again near new lows and the downtrend has
been in place for a long time.

Monday giving back Friday’s gains was also concerning to me in another way. In last
night’s letter | showed a very compelling study that looked at “sweet spot” bounces
which made up 25% - 75% of the losses of a drop of 1.75% or more (while > 200ma).
There were 33 other instances since 1961 and results showed a strong inclination to
bounce over the next few days. | revisited that study tonight to examine other times the
Day 1 reaction was so poor. Monday was easily the worst Day 1 of the entire lot. No
other instances suffered a Day 1 loss of > 1%, and no other instances reversed down and
closed below the close of 2 days ago. Monday’s action puts it on an island, which isn’t
just lonely, but also suggests elevated risk.

| have updated the Aggregator chart below.
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=

SSPH X - Daily CBOE L=131372 -21.30 -160% B=1312.44 A=131565 0=133490 Hi=133480 Lo=1308.27 C=1313.72 V=2 374,071

IH

r1,360.00

D T r1,350.00
D H|:| r1,340.00
D I r1,330.00

r1,320.00

1,313.72
r1,310.00
r1,300.00

X R (]
{0

r1,270.00

r1,280.00

QE Aggregator 1D (3,ADE. Barinterval "QEAZ25" "MYCLASS" True) 0.88 0.14
A\ M“/\,\ /_/ -
0.00 /\ m | p———

T
14 ral 29 Jun & " 18 25

With tonight’s studies factored in the green Aggregator line remained positive. Readings
above 0 mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line is now strongly above zero. This means the SPX is
short-term oversold versus expectations. So net expectations are bullish and the SPX is
oversold versus recent expectations. This is considered a bullish configuration. Bullish
configurations are visible on the chart whenever both lines close above 0. This meant the
Aggregator System remained long at the close. This was indicated as likely on the
systems page before the bell.

Based on the current active studies expectations are set to remain positive Tuesday. Of
course this could change if more bearish evidence emerges. Meanwhile, the Differential
Pivot will be 1,322.23 on Tuesday. A close at or above this level would cause the
Differential Line to flip back below 0, indicating the SPX has moved from oversold to
overbought. It would require a gain of about 0.65% to get there.

The Aggregator is bullish, but there are clearly some short-term risks. My biggest
concern is the uniqueness of the action over the last 3 days. On Friday | was looking for
a small long entry and the gap up left me unfilled. A small lot is about all | would want
here so I'll look to put that same size back on Tuesday. Details are in the Trade ldeas
section near the bottom of the letter.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 6/25 — slightly bullish
Intermediate-term outlook was last updated in the 6/25 letter. A link is below:

2012-06-25 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 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.

SPY — buy ¥ index position @ $131.50 limit. This is $0.18 above the closing price. It is
a bit more aggressive entry than | often do for the first lot, but | would like to get some
exposure and am viewing this as a “gift” entry after missing my entry on Friday. So if
we gap up again Tuesday, | won’t require a complete fill.

Current Open Trade Ideas
None.

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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http://www.quantifiableedges.com/linklokipn.php?llauth=MjAxMi0wNi0yNSBRRSBTdWJzY3JpYmVyIExldHRlci5wZGYsMCwxMzQwNjY5MTMwLDAuMC4wLjAsMCw1MzlmYmI5YTQ4OGYzNGRhOTIzMjVhMTAyMTM0NTZkNQ%3D%3D/2012-06-25%20QE%20Subscriber%20Letter.pdf
https://my.dimdim.com/view/all/quantifiableedges/default/9d0021f0-1eae-451c-8ba3-6b2f23ec2df3
http://www.quantifiableedges.com/members/systems.php

