Page 1

QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 28, 2014 Volume 7 Issue 40

Market Overview

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

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

Tonight’s Research Points

e Low volume on the SPX breakout to a new high is a potential positive.

Short-term Outlook

The Bottom Line

Still no resolution to the neutral Aggregator. Evidence still points up, but the SPX is
overbought. I’m awaiting a pullback to get long or some bearish evidence if I am going
to short.
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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 - Short Term

February 28, 2014 SPX low vol breajout 1-5 days Bullish

February 25, 2014 SPY breakaway gap 1-5 days Bullish 1.70%
February 20, 2014 SPX 20-high then close bottom 10% rng|1-8 days Bullish 2.00%
Active - Long Term

February 20, 2014 SPX key reversal after 10-high 1-11 days Bullish 2.30%
December 23, 2013 QE Tapering int term Neutral

December 2, 2013 Nasdaq leading SPX int term Bullish

July 22,2013 New High Divergence (Study of Tops) |int term Bearish

February 1, 2012 Golden Cross int term Bullish

The Evidence

The market put in a strong showing on Thursday. The SPX rose 0.5%, the Nasdaq
gained 0.6% and the Russell 2000 rallied 0.5%. Breadth was positive as the NYSE Up
Issues % came in at 66% and the Up Volume % was 73%. Total NYSE volume declined
from Wednesday’s level.

While SPY broke out a couple of days ago, SPX had not made a new high on a closing
basis — until Thursday. This triggered the study below, which looks at the light volume
on the breakout. It was last seen in the 4/30/13 Letter. It shows that low volume has
actually been a positive. (Contrary to popular belief.)
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower
than yesterday. But SPX on close. Sell X days later. $100kitrade. 1970 - present.

X | Aunet | T vning|Losing| AL % | Wiving | Wiming | Losimg | Losing |wnLoss|, AT | AbAvg
Days Frofit Trades|Trades |Trades e Trade Trade Trade Trade Ratio Proftfactor)  Trade
20| 3232993 50 30 20 60.00 272546| 1108384 -247320 -8157.10 1.10 1.65 64660
19| 35338495 51 31 20 6078 261038 962899 -227910| -9,056382 1.15 178 692 94
18| 35177838 51 32 19 6275 25889598 11078380 -247525 -9,05430 1.04 175 639.76
17| 37,577,711 51 a2 19 6275 267565| 10017.28) -2530.27| 8658296 1.06 1.78 T735.82
16| 39,22859 51 33 18 5471 255782 1094436 250992 524381 1.02 1.87 769 21
15| 32,586.80 51 34 17 8687 235637 28,186.13| -2,757.04 -935492 0.24 1.68 638.56
14| 39 067.95 52 L4 15 7115 213504 731430 -2651.50| 552568 0.20 1.98 751.31
13| 37,379.03 53 35 18 6604 210267 773085 -201191| -518008 1.05 203 705.26
12| 25087.95 53 30 23 5680 219415 559875 177115 -4539.14 1.24 1.82 473.38
11| 20,945.03 53 25 24 5472 214182 580950 -1,715.40 -6,025.07 1.25 1.51 395.21
10| 24037638 53 28 25 5283 214715 596000 -1,44330| -432452 1.45 167 453 54
9| 33,623.29 53 36 17 67.92 170845| 514720 -1635.83| 521228 1.04 221 £34.40
8| 4008878 53 38 15 7170 159548 509500 -1371.82| 418555 1.16 2585 756.39
7| 3788077 53 v 16 65981 1,455.70 4 655.00 9898 76| -3,211.35 1.46 3.37 71473
6| 43609.99 53 39 14 7358 153255 500250 -797.10 0 -3 58365 1.82 536 917AT
5| 50,469.37 53 41 12 7736 1,54906| 448250 -1,086.84| -3693.73 1.43 487 95225
4| 3619921 53 39 14 7358 127832 444000 97539 | -2913385 1.31 365 633.00
3| 33,511.99 53 36 17 67.92 1251.27| 3550.00 572,45 -1,802.37 1.24 3.1 632.30
2 1525455 53 36 17 67.52 85827 2212588 -G8465 ) 191260 1.26 266 364.05
1 8,216.81 53 34 128 8415 493 66| 1,334.02 -47593| -1,921.32 1.04 1.98 155.03

50 of 53 instances (94%) closed above the entry price
at some point in the next week.

Here we see that there appears to be a strong upside inclination over the first week.
Beyond that there isn’t much of an edge.

To see how the 1-week edge has played out over time | have produced a profit curve
below.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower

than yesterday. But SPX on close. Sell X days later. $100k/rade. 1970 - present.
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Profit curves don’t often get steadier and smoother than this one. 1 also ran it using time
instead of instances in the x-axis.
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is lower

than yesterday. Buy SPX on close. Sell 5 days later. $100k/ftrade. 1970 - present.
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This provides further illustration of the persistent upside edge.

For comparison, as | also did in that 4/30/13 letter, | ran the breakout stats when the
breakout came on increased volume rather than lower volume. Those are updated below.

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052
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SPX closes at a 50-day high after not having done so for at least 10 days. NYSE volume is higher
than yesterday. But SPX on close. Sell X days later. $100k/trade. 1970 - present.
X Aunet | g Losing AL | ionng | Wiming | Losng | Losng |woss, AL | ALAYS |
Days I Trades Trades Trades L Trade Trade Trade Trade Ratio e
20| 1822850 124 61 63 4919 357972 1338377 317672 -1154862 113 1.08 147.01
19| 31,985.56| 126 68 58 53.97| 3269.41 5,135.36| -3.281.83|-11,862.38 1.00 117 253.85
18| 44 28554 125 68 58 5397 327513 9851350| -308525|-10,283.66 1.07 125 356.08
17| 36276.39| 126 70 56 55.56| 304500 9953.84| -3,158.46| -5,419.67 0.95 1.21 287.91
16| 3574336 128 7 57 5547 2985102 881072 -303121| 824435 0.97 1.21 287.06
15| 36,336.70 125 69 60 53.4%| 2052545 8,150,438 -2759.81| -B,821.45 1.08 1.22 28168
14| 2355886 128 72 57 55.81 265875 812838 294537 833845 0.90 1.14 182.63
13| 2873542 129 70 59 54.26| 263975 T.911.80| -264435| -B8,251.55 1.00 1.18 22278
12| 1965814 128 7 58 55.04| 238781 1018798 -258405| -8757.15 0.92 113 152.40
11 2238175 132 7 [ 5379 244445 1037244 -2478.26| -5482.83 0.99 1.15 169.56
10| 1728045 132 67 65 50.76| 234438/ 1050725| -215051| -868366 1.08 112 130.99
9 19,112.40 132 85 66 4924 225543 3841373 -1593582 -§37868 117 1.15 14479
8| 1560218 132 7 61 53.79| 1,806.30 852475 196303 -708522 0.97 113 118.20
T| 3357851 132 70 62 53.03| 189559 633728 -1598.59| -7,255.84 1.19 1.34 254.38
6§ 3438487 132 77 55 5833 159722 s§81980| 151074 710318 0.99 1.39 260.57
5| 2522688 132 a7 65 50.76| 164905 851682 -131188 1.28 1.30 191.11
4| 365385 132 72 &0 5455 128203 §7T1671| -1370.04 0.92 1.11 6564
3 18413.25 132 78 56 57.58 113234 874050 -1207.94 0.94 127 135.45
2| 2480556 132 a0 51 60.51 289679 402844 -520.34 0.97 1.53 187.92
1) 22212.50 132 a1 =1l 6§1.35 571.14| 2,755.52 -471.56 1.21 1.82 168.28

As you can see, higher volume breaks to new highs do not carry the same bullish
implications. These stats appear to be almost dead neutral. But of course volume was
lower on Thursday. And that appears to be a positive.

I have updated the Aggregator chart below.
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The green Aggregator Line tonight moved sideways and remained 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 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. Therefore the Aggregator signal remained flat.

Based on the current open studies, expectations are slated to remain positive on Friday.
Of course this could change if new bearish evidence emerges. The Differential Pivot will
be 1849.97 on Friday. That is 0.2% below Thursday’s close. So it won’t take too much
of a decline on Friday to move SPX from overbought to oversold.

| feel like a broken record. But evidence continues to point higher and the market is quite
overbought. So I still don’t like risk/reward. | don’t know how long the market can
continue with this crawl higher that has left the Aggregator neutral now for several days.
But however long it lasts, | know I can stay patent until a substantial edge with favorable
risk/reward emerges.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/24 — neutral

The intermediate-term outlook was last updated in the 2/24 Letter. It can be found in the
most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/

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 numbered systems 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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