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Market Overview

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

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

Tonight’s Research Points

e SPX new high on a day the NDX suffers a relatively large decline is unusual — but
has led to positive intermediate-term results in the past,

Short-term Outlook

The Bottom Line

(Repeat.) SPX is again not overbought versus expectations and the short-term evidence
is still leaning bullish. Like last night, I believe there is a small upside edge here, but
after such an extended move up I’d prefer a bit of a pullback before I start getting long.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Avg Avg Avg DrawDn
Study Date Description Time span |Bias Run-up [DrawDn |-1Std Dev
Active - Short Term
September 2, 2014 End of month at high of month 1-5 days Bullish 2.10% -1.00% -2.30%
September 2, 2014 Labor Day week after 4-week rise 1-4 days Bearish -1.50% 1.20% 2.20%
Active - Long Term
September 4, 2014 SPX 20-day high. NDX biggest loss in 20|1-50 days Bullish 6.50% -2.70% -5.10%
August 22, 2014 50-low to 50-high in 2 weeks 1-17 days Bullish 5.40% 0.90% -1.90%
August 20, 2014 SPX RSI(2) crosses over 99 1-15 days Bullish 2.40% -1.50% -2.90%
June 2, 2014 NASDAQleading SPX int term Bullish
April 28,2014 Sell in May 6 months Bearish
December 23, 2013 QE Tapering int term Neutral
July 22, 2013 New High Divergence (Study of Tops) [int term Bearish
February 1, 2012 Golden Cross int term Bullish
Dropped Tonight
September 2, 2014 10 days > 5ma & 10-day high 1-2 days Bearish

The Evidence

The market started off with a strong gap higher but faded during the day and the major
indices mostly closed lower. The SPX finished down 0.1% while the NASDAQ and the
Russell 2000 each fell 0.6%. Breadth was mixed as the NYSE Up Issues % came in at
46% and the Up Volume % was 51%. Total NYSE volume sank a little from Tuesday’s
level.

One interesting aspect of Wednesday’s action is that the NDX suffered its worst decline
in at least 20 days while SPX made a 20-day intraday high. This is something | last
looked at in the 4/7/14 Letter. When | examined other instances of this back then | found
little in terms of short-term implications, but the intermediate-term implications appeared
strong. Below | have updated those results.

SPX makes 20-day intraday high while NDX suffers biggest drop in 20 days.
Buy SPX on close. Sell X days later. $100k/trade. 1985 - present.
X | At |6 A pemn prde | A | At | N e
Days Proft | ades|Trades [Irades| °2C€|  Trade Trade Trade Trade Ratip | TCntractor Trade
50| 9896427 25| 20| 5| B80.00| 5486.46 97| 447424 255 10.19| 3,958.57
45| @371742| 25| 19 & T7BOO 531081 BA| 553344 185 587 334870
40| 6520007| 26| 20 6| 789z| 437383 74| 980811 1.8 3.93| 2,507.69
35 5943421 27| 18] 8| 7037 432824 05| -5508.07 152 361 220312
30| ss088.11| 27| 20 7| 7407| 413060 53| -984967 105 3.00) 2,039.60
25| 4302015 28 20 g 7143 38770 11| -ag70.78 96 241 153678
20| 3gz24821| 28] 20 8| 7143| 282007 40| 500824 116 2.90| 1,366.01
15| 3742723 28| 2 7| 75.00] 242122 B8 322981 126 379 1,3367
10| 2325179 28| 18] 10| 6552 157568 B2 258128 185 371 80179
5| 1302323 30| 17| 13| 5667| 141176 35| 251820 167 219 43411
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Results here appear pretty strong throughout. The big NDX drop during an intermediate-
term move higher for SPX has rarely derailed the rally. Most of the time it has been
followed by additional gains. Below is a profit curve for the 50-day holding period.

SPX makes 20-day infraday high while NDX suffers biggest drop in 20 days.

Buy SPX on close. Sell 50 days later. $100k/trade. 1985 - present.
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Trade Number

The strong, steady upslope is quite impressive, and serves as confirmation of the apparent
upside edge. | have added this study to the intermediate-term Active List.

| have updated the Aggregator chart below.
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With just the 1 intermediate-term study being added tonight the green Aggregator Line
managed rise a little further above 0. Positive readings mean net expectations from the
Active List are for upside over the next few days. Meanwhile the black Differential Line
also held above 0. The positive Differential Line reading means the SPX is oversold
versus recent expectations. So expectations are positive and the SPX is oversold. This is
considered a bullish configuration. Bullish configurations are visible on the chart
whenever both lines close above 0. Therefore the Aggregator signal stayed long at the
close.

Expectations are set to remain positive on Thursday. Of course this could easily change
if strong new bearish evidence emerges. The Differential Pivot will be 2008.50 on
Thursday. That is 0.4% above Wednesday’s close. So for SPX to move from oversold to
overbought it is going to need to close at least 0.4% on Thursday

| am starting to feel like a broken record here. Evidence still seems to be leaning higher,
and we could certainly see the market continue to rise. But it has now been 18 days in a
row that SPY has closed above its 5-day moving average. The record is 19. And I would
like to see a pullback before I am going to get involved in new long positions. | certainly
want to see a close below the 5ma, and most likely below the 10ma before adding long
exposure. So | will continue to watch and wait. No new trade ideas for me tonight.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 9/2— slightly bullish

The intermediate-term outlook was last updated in the 8/25/14 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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