QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

August 16, 2012 Volume 5 Issue 158

Market Overview

(uantifiable Edges 1-day Risk Reward Outlook (uantifiahle Edges 3-day Risk/Reward Outlook
Bearigh Bulish  Bearish Bullsh

o403 24 0y 8y 43 240ty b

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

Tonight’s Research Points
e Low SPY volume at a SPY price high has often been followed by weakness.
e The small move up after 2 down days provides mild evidence that Monday could
struggle.

Short-term Outlook
The Bottom Line
Story hasn’t changed. This non-action just isn’t creating a compelling edge. I’ll remain

sidelined.
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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

August 16, 2012 SPX down 2 thenup < 0.2% 1 day Bearish

August 16,2012 SPY 50-high on 20-low vol 1-2 days Bearish -1.10%
August 15,2012 SPY up. VIXup > 6%. 1-3 days Bullish 1.60%
August 15, 2012 SPY 50-high then 5-day inside range 1-3 days Bullish 1.10%
August 14, 2012 3/10 Offset HV < 0.3 4th day in row 1-4 days Bullish

Active - Long Term

August 16, 2012 SPY 50-high on 20-low vol 1-10 days Bearish

August 15,2012 SPY 50-high then 5-day inside range 1-10 days Bullish

August 10, 2012 SPX & TNX 50-day highs. 1-20 days Bearish

July 30, 2012 SPX 50-day high on 90% up vol 1-50 days Bullish

July 16, 2012 POMO modestly bullish int term Bullish

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

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

August 14, 2012 Up 5 in row to 50-high, then down 1-2 days Bullish

August 14, 2012 Multiple days of very low vol near high |1-2 days Bearish

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

The Evidence

The market is officially asleep. Today the SPX gained 0.1%, the Nasdaq rose 0.5%, and
the Russell 2000 actually moved some with a 0.9% gain. Breadth was moderately
positive as the NYSE Up Issues % and Up VVolume % both came in at 62%. VVolume was
once again very small.

I’m shocked that I have anything to talk about, but I do.

In the 8/7/12 Subscriber Letter just over a week ago, | showed a study that demonstrated
the bearish inclinations suggested by very low SPY volume. That study triggered again
tonight, and | have updated it once again below.

SPY posts lowest volume in 20 days and highest close in 50 days.
Buy on close. Sell X days later. $100k/trade 1999 - present.

X All Net TAII: ) .AII:. AI.I: ! ﬁ:l!: Alvg ﬁ.\l!: M.ax All: ﬁ:«vg All: r._mx ) lAII: Al All Avg
otal [Winning |Losing Winning Winning Losing Loging [Win/Loss
Dai.rs Profit Trades | Trades Tradez s Trade Trade Trade Trade Ratio Profifactor  Trade
10| -26,571.04 26 10 16| 3246 973.42| 1,756.85 -2289.07| -5617.30 0.43 027 -1,021.96
9 -21 44481 26 12 14 4515 85079 213416 -2,261.01| 489346 0.38 0.32 82479
8 -14,087.83 28 12 16 42 85 1,358.56 3,010.86| -1,383.18 452235 072 0.54 -502 .42
7| -19,135.42 29 13 16 4433 88353 2,046.06| -1913.33| 483314 0.46 0.38 -559.84
g -14581.33 30 13 17 4333 857.93 182052 151282 -435058 0.57 0.43 -4385 38
5 -981128 32 15 17 4538 97176 220952 -143457 427230 068 0.60 -306.50
41295580 32 16 16 50.00 201.10 172548 18513598 4141280 0.50 0.50 -408.25
3| -16,780.94 32 12 20 37.50 79733 1,8383.84) -131745| 458136 0.61 0.38 -524.40
2| -16,652 95 33 10 22 30.30 78968| 151264 1,117.71| -3,26565 0.7 0.32 -505.85
1 -5043.138 34 13 21 3524 527 67 1470.70 -586.81| -1935.38 0.93 0.58 -148.33
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The numbers here suggest a solid downside edge over the next few days. A good part of
the edge plays out in the 1% 2 days. So below is a curve for a 2-day holding period.

SPY posts lowest volume in 20 days and highest close in 50 days.

Buy on close. Sell X days later. $100k/trade. 1999 - present.
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The curve has basically been a consistent downslope for a long time. But the last few
trades haven't panned out as well. At this point, you are only looking at 3 instances that
didn't comply (out of the last five), so I'm not going to get too worked up about this little
upturn yet. But I'm taking notice, and will suspend this study if this type of action
continues.

Another interesting study that triggered was from the 4/23/12 subscriber letter. In it |
looked to see whether there was a substantial difference in performance following a small
move down after two down days versus a small move up after two down days. | decided
to revisit the whole study below.

First let's consider what happens after two down days are followed by a third lower close,
but that third close is a drop of less than 0.2%.
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SPX declines for exactly the 3rd day in a row. Today's drop is = 0.2%.
Buy on close. Sell next day's close. $100k/trade. 1999 - present.
radeStation Performance Summary Collapse %

All Trades

Total Net Profit $9,851.02 Profit Factor
Gross Profit %£20,659.07 Gross Loss ($10,808.05)
Total Mumber of Trades 33 Percent Profitable
Winning Trades 23 Losing Trades 10
Even Trades 0

Avg. Trade Net Profit Ratio Avg. Win:Avg. Loss 0.83
Avg. Winning Trade $898.22 Avg. Losing Trade (%1,080.81)
Largest Winning Trade $2,286.08 Largest Losing Trade ($2,452.26)

Results here appear to suggest a decent upside edge.

Now let's look at times like the present where two down days were followed by an up
day, but that up day rose less than 0.2%.

After closing down exactly 2 days in a row, SPX closes up today but by less than 0.2%.
Buy on close. Sell next day's close. $100k/trade. 1999 - present.

radeStation Performance Summary Collapse &
All Trades
Total Net Profit ($6,947.82) Profit Factor ': 0.59]
Gross Profit %10,026.37 Gross Loss (516,974.19)
Total Number of Trades 27 Percent Profitable @
Winning Trades 11 Losing Trades 16
Even Trades 0
Avg. Trade Met Profit Ratio Avg. Win:Avg. Loss 0.86
Avg. Winning Trade $911Td9  Avg. Losing Trade (51,060.89)
Largest Winning Trade £3,390.64 Largest Losing Trade ($3,325.38)

As you can see, results here suggest a small down day is substantially different than a
small up day. While not overwhelming, the odds here appear to favor a down day
Thursday. Lastly, here is the profit curve.
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After closing down exactly 2 days in a row, SPX closes up today but by less than 0.2%.
Buy on close. Sell next day's close. $100k/trade. 1999 - present.
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| don't love this curve, but | suppose it is good enough to merit some small consideration,
and have therefore listed the study on the Short-Term Active List above.

| 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 bearish studies tonight the green Aggregator Line held above 0. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile the black Differential Line is still a very small amount below 0. This
means the SPX is mildly overbought versus recent expectations. So net expectations are
bullish but the SPX is a little overbought. This is considered a neutral configuration.
Neutral configurations are visible on the chart whenever both lines close on opposite
sides of 0. This left the Aggregator System signal neutral.

Based on the current studies expectations will remain positive on Thursday. This could
change if additional bearish evidence emerges. The Differential Pivot will be 1,402.23 on
Thursday. This is about 0.2% below Wednesday’s close. So a close below this level
would move the SPX from overbought to oversold and flip the Differential Line.

As long as the market does nothing, | probably won’t do anything either. 1 just don’t see
a sizable edge, and intend to wait until | do.

The video below drive the patience point home. Charles Kirk, who is one trader and
educator | hold in very high regard, tweeted this link out this evening. It is a clip from
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Boardwalk Empire (which | have yet to ever watch). It sums up greatly what | have been
talking about lately with regards to exercising patience until you have a sizable edge.
(Some foul language.)

http://www.michaelcovel.com/2012/08/06/the-definition-of-an-asymmetric-bet/

Intermediate-term Outlook (2 weeks — 2 months)— updated 8/13— slightly bullish

The intermediate-term outlook was last updated in the 8/13 letter. A link is below:
2012-08-13 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.

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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