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Tonight’s Research Points

e Very strong selling that put the SPX at a 20-day low while > 200ma suggests an
upside edge.

e When SPY has left an unfilled gap down and closed poorly after already being
positioned in a short-term move lower but a long-term move higher, it has
generally led to higher prices over the next several days.

Short-term Outlook

The Bottom Line
The strong selloff over the last day (and an hour) seems to have created a buyable

pullback. I’m looking to start adding back long exposure.

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




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

Study Date Description Time span [Bias Avg Max Move
Active

August 28,2013 System 1100524 1-7 days Bullish

August 28,2013 Unfill gap > 200. Close low 25% range. |1-8 days Bullish 3.30%
Active - Long Term

August 12,2013 Hindenburg Omen cluster 1-50 days Bearish -8.60%
July 22, 2013 New High Divergence (Study of Tops) |int term Bearish

June 28,2013 70% Advancing Issues 3 Days In Row  |1-85 days Bullish 10.60%
May 6, 2013 Nasdaq leading SPX int term Bullish

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

August 20,2013 3 lower H-L-C > 200ma 1-6 days Bullish 2.20%

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

active.

The Evidence

The market took it on the chin from before the open and sold off steadily all day. The
final numbers were ugly with SPX down 1.6%, the NASDAQ falling 2.2%, and the
Russell 2000 underwater by 2.4%. Breadth was very negative as the NYSE Up Issues %
was 19% and the Up Volume % was 8%. All the selling meant sizable NYSE volume, as
it came in at the highest level since opex Friday.

The selling also triggered a number of studies in the Quantifinder. The most compelling
ones are featured below, and they were also both shown just a couple of weeks ago in the

8/16/13 Letter.

The 1% one is a study that examines large losses that close at intermediate-term lows. |
have updated the results below.
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SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10 days.
Buy on close. Sell X days later. $100k/trade. 1991 - present.

X ANt | ionng| Losing | A5 | Wining | Winng | Losing | Losing Wioss|, AL | AUAY

Days Profit | ades | Trades [Trades [ T°TB0€ | frage Trade Trade Trade Ratio | "Ontractor) Trade
10 5211823 59 40 19 67.80| 248503 5656.16 -2438.63|(-139593.88 1.00 210 883.33
9| 66,539.07 &0 45 15 75.00 219391 5761.56 | -2142.46 -10,055.35 1.02 3.07 110882
8 =510005) & 42| 19| 8885 237317 6060.84| -2,138.01|-14,00288)  1.08 240  oE247
7| 74,861.11 62 47 15 75.81 221328 750006 194422 801375 1.14 357 120744
& 6326763 63 46| 17| 7302| 218748 727206| -1,90333| -7,966.32| 1.15 311| 1,08361
5 8348122 63 39 24 61.90 223803 707023 -1,08875 3,385.80 214 347 100784
4] 4195679 65 41| 24| 63.08) 1798.92| &731.13| -1,32666| -3,863.34) 136 232| 64549
3| 3553488 65 43 22 6615 1,437.20 427754 119385 -5331.20 120 235 545,85
z| 3657536 66 43| 23| 6515 131292| 430066 -86435| -3.86325) 152 284 55417
1| 15727.80 68 44 24 5471 73537 511748 59285 -2182.04 1.06 1.95 231.29

Results here are quite bullish. Some subscribers may recognize the setup as system
110524. Results below are the same as | showed in the 8/16 Letter. Though it came very
close on Friday and Monday, SPX did not manage to close above the 10ma. Therefore
the 8/16 trigger is still in effect there.

SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10 days.
Buy on close. Sell on close= 10ma. $100k/trade. 1991 - present.

radeStation Performance Summary Collapse %
All Trades

Total Net Profit $70,344.19  Profit Factor
Gross Profit $89,230.07 Gross Loss ($18,885.88)
Total Mumber of Trades 61 Percent Profitable
Winning Trades 50 Losing Trades 11
Even Trades 0

1.04
($1,716.90)
($7,630.40)

Ratio Avg. Win:Avg. Loss
$1,784.60 Awvqg. Losing Trade
£7,070.28 Largest Losing Trade

Avg. Trade Net Profit
Avg. Winning Trade
Largest Winning Trade

Though likely not with the 8/16 signal, waiting for a reversion to exit has often been a
good way to go. You’ll note the largest losing trade is a big one. It triggered shortly
before the US debt downgrade in 2011. Below is a profit curve where it can be seen.
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SPX closes at a 20-day low. Close = 200ma. Today's loss is the largest in 10 days.
Buy on close. Sell on close= 10ma. $100k/trade. 1991 - present.
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The drop was large but it was nearly made up for fairly quickly.

This next study is also from the 8/16/13 Subscriber Letter. It looks at unfilled gaps down
that close poorly while the market is in a short-term downtrend, but a long-term uptrend.
Results are updated.

SPY posts an unfilled gap down. It closes in the bottom 25% of its 10-day range and = 200ma.
Yesterday closed < 10ma. Buy on close. Sell X days later. $100k/trade. 1993 - present.

X | Arnet | S rng|iosng| ™ | Wanng | Winig | Loeng | Losig |wmroes| AL | AtAvg

Days ol Trades |Trades Trades FETELE Trade Trade Trade Trade Ratio Frofitfactor|  Trade
10| 6335259 30 23 7 7667 301522 928224 -B56.77| -1621.08 352 11.56 211175
9| 85,955.02 3 25 5 8065 283011 758577 79983 -1,540.28 3.54 1475 212758
8| 64 85507 3z 25 7 7813 3,024 32 785826 -153613| -23F3.11 187 7.03 202672
7| 57,390.35 33 25 B 7576 275060| 232413 -1,350.34| -3,146.11 2.02 632 175425
6| 5108181 33 25 a 7578 2 477.30 787302 -135883| 407673 1.82 5.70 1,547 32
5| 43,601.70 23 22 11| 6667 250664 823974 -1,048.48| -373161 2.39 478 132125
4| 35950972 34 23 11 67 65 2.081.84 5581.02 -1,08841 -234219 1.91 400 1,058817
3| 34,419.82 6 25 11| 69.44| 183273 5117.85 -1,03622| 2,897.57 177 402 9361
2| 3365185 35 28 a 7778 1,583.9 S4T788 ) -13371A7| -2857.80 118 415 93477
1| 23,709.41 6 27 9 7500 105679 576438 53588 -1,269.00 1.87 592  658.58
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Results are strong right from the start and look good throughout the first two weeks.
Below | have posted the equity curve assuming an 8-day holding strategy.

SPY posts an unfilled gap down. It closes in the bottom 25% of its 10-day range and = 200ma.
Yesterday closed < 10ma. Buy on close. Sell 8 days later. $100k/trade. 1993 - present.
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Nothing wrong with this curve. Even the last instance, which closed out Tuesday
afternoon, only appears to be a minor blip. So the unfilled gap down and weak price
action on Thursday appear to suggest a bullish edge.

| 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 bullish studies tonight caused the green Aggregator Line to move further above O.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line spiked way up thanks to the big SPX
decline, and now stands well above 0. The positive Differential Line reading means the
SPX is oversold versus recent expectations. So expectations are positive and the SPX is
now oversold. This is considered a bullish configuration. Bullish configurations are
visible on the chart whenever both lines close above 0. This caused the Aggregator
signal to turn long at the close.

With bearish short-term studies lacking, expectations are slated to remain positive on
Wednesday. Of course this could change if strong bearish evidence emerges. The
Differential Pivot will be 1671.41 on Wednesday. That is a whopping 2.5% above
Tuesday’s close. It’s highly unlikely we will see a rally of that magnitude in just one
day. A more realistic scenario would be a multi-day rally or consolidation to work off
the oversold condition.

After today’s selloff | feel fortunate to have taken off most of my positions on Monday’s
open. And though the last swing did not work out great, it looks like another buying
opportunity is shaping up here. So with the market oversold at new lows and the studies
pointing to a likely bounce, I’ll begin to scale back in. In addition to taking on index
exposure, a new Catapult also triggered on Tuesday.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 8/26 — somewhat bullish
The intermediate-term outlook was last updated in the 8/26 letter. Link below:

2013-08-26 QE Subscriber Letter.pdf

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

KO - 1/3 @ $38.28 limit (filled)

New

CSCO - 1/3 @%$23.49 limit

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI — 2(KO, CSCO)

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 @ $163.33 LIMIT. Based on the short-term outlook above,
I will look to start building back my index position.

CSCO - buy 1/3 Catapult position @ $23.49 LIMIT. This is from the Catapult & CBI
section above.
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http://www.quantifiableedges.com/videos/QE20100621.html
http://www.quantifiableedges.com/members/systems.php

Current Open Trade Ideas

Symbol Entry Date|Entry Price|Current Price |% Gain/Loss |Stop Notes
XIV(1/2) 8/15/2013 $26.99 $25.09 -7.04% stopped out on open
KO(1/3) 8/22/2013 $38.28 $38.15 -0.34% Catapult
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