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Tonight’s Research Points

e The 1% trading day of the month is often bullish, and that tendency has been
stronger during uptrends when the market is not overbought.

e POMO flows are currently strong, but will weaken substantially in the next
couple of weeks.

Short-term Outlook

The Bottom Line

Evidence is leaning bullish. The market is short-term overbought as measured by the
Differential Line, but that is set to change as early as Monday. If the market struggles on
Monday, I will likely look to take on a small amount of long exposure.
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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

July 1, 2013 Enfof month. SPX<10ma & > 200ma. |1-5 days Bullish 2.20%
June 28,2013 70% Advancing Issues 3 Days In Row |1-2 days Bullish

Active - Long Term

June 28, 2013 70% Advancing Issues 3 Days In Row |1-85 days Bullish 10.60%
June 28,2013 SPY up 3 days on lower volume 1-19 days Bearish -4.00%
June 4, 2013 Hindenburg Omen cluster 1-50 days Bearish -8.60%
May 9, 2013 Breadth Confirms Rally (Study of Tops) |int term Bullish

May 6, 2013 Nasdaq leading SPX int term Bullish

April 29,2013 Sell in May unless Jan-April strong 1-6 months |Bullish 6.80%
April 29,2013 6 months higher in a row 1-10 months | Bullish 14.30%
September 17, 2012 QE3 int term Bullish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

June 28,2013 3 unfilled up gaps 1day 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 chopped around for much of the day on Friday. But it was a late selloff with
just minutes to go that left most of the indices negative. SPX lost 0.4%, and the Russell
2000 fell 0.25%, but the NASDAQ closed less than 0.1%. Breadth was slightly negative
as the NYSE Up Issues % was just under 50% and the Up Volume % was 41%. Total
NYSE volume spiked — partially thanks to the Russell rebalance.

Several studies related to turn of the month triggered in the Quantifinder. Beginnings of
new months often arrive with seasonal strength. This has especially been true 1) during
long-term uptrends, and 2) when the market is not already short-term overbought. The
study below was last seen in the 11/1/12 subscriber letter. It uses moving averages to take
these concepts into account. All stats are updated.

Today is the last trading day of the month. SPX closes = 200ma but < 10ma.
Buy on close. Sell X days later. $100k/trade. 1961 - present.

X Al Net All: All: All: All % All: Avg All: Max All Avg All: Max All:

o ; C A . . - All: All: Aw
Days | PO e, e 1550 proanie e | NS | Loshd | Lemn MOt potrac Trade
5| 63,72148 62 50 12 BOBS| 1,881.43| 443597 -211250| -7153.30 0.89 371 110841
4| 62353.50 62 49 13 79.03| 1,707.03| 3,838.00| -1637.75 -7,100.17 1.04 3593 100571
3| 4528704 62 43 19 6935, 1, 6| 3,709.44| -138505 -345238 1.20 272 T30.44
2| 36,580.20 62 45 16 7419 124128 344232 128241 -4.320.08 0.87 2.78 590.00
1) 3911322 62 43 14 7742 987.40( 311910 591.56 | -2,559.62 1.87 572 §30.86

57 of 62 instances (92%) closed above the entry price
at some point in the next 5 trading days.
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Day 1 has obviously provided strong numbers, but even beyond that there appears to be
some follow through over the next few days. Below is a profit curve for the 5-day
holding period.

Today is the last trading day of the month. SPX closes = 200ma but < 10ma.
Buy on close. Sell 5 days later. $100kitrade. 1961 - present.
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Trade Mumber

There have been a couple of big drops fairly recently, but 8 of the last 10 instances have
been higher, so this edge appears to be intact.

| am sometimes asked about 4™ of July seasonality. Overall I have found it to be
unreliable, especially compared to most other holidays. The study below shows results of
buying the close on the last day of June and then holding until the close on the 1* trading
day after the 4™ of July.
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Today is the last trading day of June.
Buy on close. Sell 1st close after 4th of July. $100k/rade. 1961 - present.
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It was good in the sixties, bad in the seventies, and complete sideways chop since then.
So knowing this raises the question of whether our first study may not be so effective
since it is the end of June, rather than any random month. To measure this | examined all
times SPX closed above the 200ma but below the 10ma on the last day of June.

Today is the last trading day of June. SPX closes = 200ma but < 10ma.
Buy on close. Sell 1st close after 4th of July. $100kitrade. 1961 - present.

radeStation Performance Summary Collapse %

all Trades

Total Net Profit %18,582.55 Profit Factor (?.60:
Gross Profit %21,397.63 Gross Loss (32,815.08)
Total Number of Trades 17 Percent Profitable 2.35
Winning Trades 14 Losing Trades 3
Even Trades 0

Avg. Trade Met Profit £1,093.09_)Ratio Avg. Win:Avg. Loss (1.63
Avg. Winning Trade £1,578.40 Avg. Losing Trade ($938.36)
Largest Winning Trade £3,535.00 Largest Losing Trade ($1,307.50)
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As you can see, under these circumstances, July 4™ week has done similar to the end of
month study shown earlier. Below is a list of all the instances.

Today is the last frading day of June. SPX closes = 200ma but < 10ma.
Buy on close. Sell 1st close after 4th of July. $100k/trade. 1961 - present.
Date/Time Signal Price % Profit Run-up
Drawdown
06/30/61 Buy $64.64 1.53% $1,531.53
07/05/61 Sell#2 $65.63 $0.00
06/28/63 Buy $69.37 1.23% $1,224.85
07/05/63 Sell $70.22 ($734.91)
06/30/67 Buy $90.64 0.79% $794.16
07/05/67 Sell#2 $91.36 $0.00
06/28/68 Buy $00.58 2.37% $2,360.44
07/08/68 Sell $101.94 ($180.72)
06/30/72 Buy $107.14 0.90% $895.68
07/05/72 Sell#2 $108.10 $0.00
06/30/78 Buy $05.52 (1.21%) $125.52
07/05/78 Sell#2 $94.27 (%$1,830.50)
06/30/80 Buy $114.24 3.54% $3,850.00
07/07/80 Sell $118.28 ($621.25)
06/30/83 Buy $168.11 (0.90%) $790.02
07/05/83 Sell#2 %166.60 ($1,847.34)
06/30/87 Buy $304.00 0.30% $902.00
07/06/87 Sell#2 $304.91 ($482.16)
06/30/89 Buy $317.97 0.84% $920.02
07/05/89 Sell#2 £320.63 ($178.98)
06/28/91 Buy $371.15 0.79% $1,821.13
07/05/91 Sell $374.08 $0.00
06/30/95 Buy $544.75 0.46% $957.09
07/05/95 Sell#2 $547.26 ($58.56)
06/30/97 Buy $885.20 3.05% $4,262.72
07/07/97 Sell $912.20 ($73.92)
06/30/00 Buy $1,454.60 (0.62%) $1,018.64
07/05/00 Sell#2 $1,445.62 (3826.20)
06/30/03 Buy $974.50 3.07% $3,168.12
07/07/03 Sell $1,004.42 ($1,264.80)
06/30/05 Buy $1,191.32 1.15% $1,246.66
07/05/05 Sellz2 $1,204.99 $0.00
06/29/07 Buy $1,503.35 1.47% $1,532.52
07/05/07 Sell#2 %1,525.40 $0.00
Avg Run-up: 1.6% Avg Drawdown: -0.5%

No real red flags here for me. With run-up over 3x the size of drawdown those stats are
impressive as well.
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On Friday the Fed released its POMO and AMBS schedules for July. The bottom line is
that liquidity flows are expected to again be an $85 billion inflow for July. T’ve
calculated the July QE Buying Power Index, which shows the expected ebbs and flows of
the liquidity infusion. .

QE Buying Power Index.
Projected Values for July.
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Numbers this upcoming week look strong, and the end of the month looks pretty good
also. But mid-month is scheduled to show some of the weakest readings of 2013, which
could offer bears some opportunities.

| have updated the Aggregator chart below.
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7 TradeStation Chart Analysis - $SPX.X Daily [CBOE] S&P 500 Index Bl o=
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Tonight’s studies caused the green Aggregator Line to again remain above zero. Positive
readings mean net expectations from the Active List are for upside over the next few
days. Meanwhile, the black Differential Line is still below 0. The negative Differential
Line reading means the SPX is overbought versus recent expectations. So expectations
are positive but the SPX is overbought. 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 remain flat at the close.

Based on the current studies, expectations are slated to remain positive on Monday. Of
course this could easily change if new bearish evidence emerges. The Differential Pivot
will be inverted at 1,613.58 on Monday. This is about 0.5% above Friday’s close. An
inverted pivot means that the Differential Line will cross zero if the SPX closes flat. In
other words, SPX will move from overbought to oversold versus expectations unless it
closes up at least 0.5%.

We have positive expectations, strong turn of the month seasonality, and liquidity as
good as it is going to be all month. With the Differential Pivot inverted, we’ll also have
an oversold market if SPX closes flat or lower. With all this in mind, I’ll look to take on
some long exposure if SPX closes much lower on Monday.
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Intermediate-term Outlook (2 weeks — 2 months)— updated 7/1 — somewhat bullish

Despite closing down on Friday, the market bounced back bit this past week. And we
had a few interesting studies trigger with intermediate-term implications. This first one
below I copied from Thursday night’s subscriber letter.

There was one study that appeared with possible intermediate-term bearish inclinations.
That study looked at the rise in SPY on declining volume each of the last 3 days. It was
last seen in the 5/2/11 Subscriber Letter. | have updated the results table below.

SPY closes up 3 days in a row while SPY volume declines all 3 days. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1998 - present.

X | Avmet | O ning|Losing | AE® | Waming | Weming | Losng | Losing [woss|, AY | AtAvg

Da)rs R Trades |Trades Trades FOLETE Trade Trade Trade Trade Ratio PIITIREED)  METE
20| 1575027 24 11 13 4583 255415 549180| -3,74507| -745088 0.20 063 -656 26
19| -30,075.02| 24 11 13| 4583 256673 462735 448531| £54064| 057 0.48| -125313
18| -23,524.36 25 10 15 4000 3027 75| 521721| -3 58679 317095 0.84 0.56 -840 97
17|-23351700 35 11 14| 4400 252217 526547 -364068 927075 069 0.54| -93407
16| -19 58272 25 12 13 4300 235844| 514586| -3720.30| -826260 0.64 050 -783.31
15| 2409985 35 12| 13| 4B00| 224587 4189.88| -3927.87 -305815 057 053 -963.99
14 -21,080.71 26 11 15 42 31 215896 414770( -2583925| -7,050.00 0.72 053 21118
13| 1892728 27 14| 13| 5185 163603 454138| -3063.98 788190 053 058 62594
12| -13,735.39 27 14 13 5185 156842 356421| -274564| 5605385 0.57 062 -508.72
1] -11,42005 27 14| 13| 5185 166960 3,59233| -2E77A9 518875 082 067 -42330
10| -12 488.35 27 16 11 5926 163420 401023| -358506| -6 75364 0.47 063 -452 53
91301621 27 15| 12| 5558 154240 3.40821| -301269] -532552) 051 0.64| -482.08
& -820387 27 16 11 5926 146426 367033| -287564| 543480 0.51 074 -303.85
7| 73322 28 18| 10| 8429 148881 400762| -275347 -478520 054 0.7  -26.19
6| 540523 28 16 12 5F14| 138058 425283 -237455| -7,05540 0.58 0738 -228.76
5| 1875822 29 16| 13| 5517 107802 3.24500| -2813.27|-1052040)  0.41 051 -577.20
4| -3937.00 30 16 13 5333 95322 247500( -1,90989| -4 74540 0.52 054 -257 .90
3| ss2198) 30 16| 14| 5333] 20883 1,86300| 134023 -340560) 060 069 -19407
2| 1,232.34 30 15 15 50.00 87929 1,796.35 -961.45| -3,415.04 0.91 0.91 -41.08
1| -z2se800] 34 16| 18| 47.08) 57144 150804 -B5177 298148 088 078  -TE14

There doesn’t appear to be an overwhelming edge based on the data but it does hint at
poor risk/reward for the intermediate-term. Below is an equity curve using a 18-day
holding period.
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SPY closes up 3 days in a row while SPY volume declines all 3 days. Close = 200ma.
Buy on close. Sell 18 days later. $100k/trade. 1998 - present.
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Though choppy, this would seem to support the idea that the market could suffer some
losses. I believe it’s worth including this study on the Intermediate-term Active List.

There was also another study on Thursday that looked at 3 consecutive days where NYSE
advancers outnumbered decliners by at least 7:3. Short-term implications were bullish.
But | neglected to properly examine the intermediate-term implications for this one until
Friday when a subscriber prompted me to. Interestingly, the intermediate-term
implications were very compelling. | have re-run the study below, but this time with an
eye towards the intermediate-term results.
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NYSE Up lIssues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell X days later. $100k/trade. 1967 - present.
X All Net TAII: _AII:_ AI!: All- % AI!: A_vg AI!: I'|'I_a.x All: ﬁfwg All: I'|_'Iax _AII: Al Al Avg
otal Winning| Losing Winning Winning Losing Losing |Win/Loss
Da‘;"S Profit Trades | Trades Trades e Trade Trade Trade Trade Ratio ProfitFactor)  Trade

100 |110,785.16 15 12 3 20.00 3522825 4124854 958152 249 995
95103,158.22 15 13 2 86.67 27 455.01| -5300.5%| -7589.87 1.65 10.73

90 | 122 35791 15 13 2 86 67 3099185 -3,08553| -5123.18 322 2096 815715
85123 70567 15 14 1 9333 2668137 131289 -1,31289 6.80 0522 B247.04
80(113,810.66 15 14 1 93.33 28597.05| 522312| 622312 1.38 1929| 758738
75|106,736.52 15 14 1 93.33 27 786.57| -D44275| -944275 0.828 12.30

70| 8598377 15 14 1 9333 6 24 277 56| -853218| 853218 079 11.08

65 15 12 3 go.o0 7 27 01 458624 1243875 1.63 6.51

80 16 13 3 81.25| T, 30, 83| -B,137.588  -14 330.51 1.28 553

55 17 13 4 7647 B 30, 3| -5,033.43 d 1.81 524

50 17 13 4 T6AT| B 23, 26| 707871 1.16 378

45 17 14 3 8235 T, 28118.13| -9,80537 0.7 3.56

40 17 14 3 8235 6 23 05| -11,355.88 0.50 231

35 18 14 4 TF78| 5 18, 88| -598516 1.00 345

30 18 12 5 72.22 & 15 257.06| 4.4 B 1.38 3.60

28 18 14 4 7778 5 14 B2 44 1.43 E.00

20 18 14 4 TF78| 5, 1 5 75 1.26 447

15 18 15 3 8333 3 1 45 .80 0.30 3.53

10 19 14 5 7368 3 .33 10 0.21 228

5 19 13 6 88.42 2 6 .50 1.04 228

The results table suggests a strong consistent edge has followed this setup. Below is a
performance graph to see how it has played out over time.

NYSE Up Issues % = 70% for exactly the 3rd day in a row.
Buy SPX on close. Sell 85 days later. $100k/rade. 1967 - present.
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The curve appears to serve as further confirmation of the upside edge. The strong, steady
upslope is very impressive. So | have now added this study to the intermediate-term
active list as well.

| update the intermediate-term POMO/QE chart each week. For those not familiar, below
is a brief description.

POMO stands for Permanent Open Market Operations and it is how the Fed has gone
into the open market to buy securities over the last several years. 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 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.
Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to
reflected the Fed’s new approach of buying AMBS securities. Therefore, prior to that
date the indicators just look at POMO, since that date it is a combination of POMO and
AMBS flows.

# TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index 's -1 -|N|E=RE=R|=
SSPXX - Dally CBOE L=1606.28 -6.82 -0 43% B=1603.09 A=1608.82 O=1611.12 Hi=161584 Lo=1601.06 V=2,519 514
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The POMO/AMBS volume indicator remains in its 2013 range. The days indicator is
still maxed out at 20, which was a rarity during past QE implementations, but has been
the norm so far this year. We estimate net inflows this past week to have been about
$24.8 billion, which should help the market this upcoming week.

This week is expected to see POMO and AMBS inflows of about $16.9 billion. That is
low compared to last week but not bad for a holiday week.

| have not shown the SOMA chart in a while, so here it is:

SOMA & SPX Levels
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SOMA is the System Open Market Account of the Fed. It is essentially the Fed’s balance
sheet of holdings. A quick look at the chart shows how the stock market (SPX is the
green line) has done particularly well when the balance sheet has been rapidly expanding.
But SPX has struggled during periods of SOMA decline or sideways chop. Recent
growth in the SOMA has been very strong, and it has gone from $2.7 trillion to $3.2
trillion since the beginning of 2013.

That growth has occurred at a fairly steady rate of about $85 billion/month. But since the

size of the account is now so much bigger, $85 billion now is about 20% less impactful
on account holdings than it was just 6 months ago. In fact, to have the same impact

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




today, the Fed would need to up their purchases to about $102 billion in July instead of
the $85 billion it currently has planned. The market has shown some worry lately of
upcoming plans for the Fed to taper its pace. But when examined this way, that tapering
has effectively already begun. And with the low levels of buying expected in the middle
of July (as discussed in the Short-Term outlook above), we could get a preview of what
real tapering may feel like.

Overall, 1 am still leaning bullish. There seems to be more evidence pointing in that
direction. In addition to the growing SOMA and positive liquidity environment, we had
the breadth thrust this week. And other bullish price and breadth studies remain in place
as well. The bears can point to the Hindenburg Omen and the SPY rise on declining
volume as hints to more downside. Iam leaving the outlook at “somewhat bullish” again
this week. From a trading standpoint that means I will be favoring longs and being extra
selective about any 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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http://www.quantifiableedges.com/videos/QE20100621.html

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.

SPY — buy @ $160.25 LIMIT ON CLOSE. Based on the short-term outlook above, I’ll
begin scaling into a long position.

Current Open Trade Ideas
None currently open. The last SPY lot was sold on Thursday s open for $161.10.

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 © 2013 Hanna Capital Management, LLC.

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



http://www.quantifiableedges.com/members/systems.php

