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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

January 8, 2016 Volume 9 Issue 5

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bullsh

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Long 100% Long Flat

Tonight’s Research Points

e The already oversold market accelerated to the downside on Wednesday,
suggesting an upside edge.
e 2 days of broad selling have the market setup to bounce

Short-term Outlook

The Bottom Line
Evidence is getting more and more bullish while the market is getting extremely oversold.

I believe there is an upside edge and am looking to up my long exposure to take advantage
of it.
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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
January 8, 2016 Up Issue % < 33.3% 2 days in row 1-2 days Bullish
January 8, 2016 2% decline after 20-day low. 1-2 days Bullish
January 7, 2016 Fed SOMA expected to rise this week 1-5 days Bullish
January 7,2016 Gap < 50-low. Close > open but down [1-2 days Bullish
January 5,2016 Down 3 < 200 but > 20-low. 1%drop _ [1-4 days Bullish
January 5, 2016 3 Lower high, low, close. Monday. 1-6 days Bullish
January 4, 2016 2 unfilled gaps down 1-5 days Bullish
January 4, 2016 Down last 2 days of positive quarter 1-5 days Bullish
Active - Long Term
January 5, 2016 Down 3 < 200 but > 20-low. 1% drop 1-17 days Bullish
January 4, 2016 Down last 2 days of positive quarter 1-15 days Bullish
December 24, 2015 Up 3 days. 9o% up vol today 1-14 days Bullish 3.40% -2.15% -3.80%
December 24, 2015 Up 2% frm 3 ago. 3/10 HV < 0.25 1-19 days Bullish 4.50% -1.80% -3.60%
December 22, 2015 Golden Cross int term Bullish
November 2, 2015 Best 6 months Nov-Apr Bullish
October 26, 2015 NASDAQleading SPX int term Bullish
September 9, 2015 FTD on mild breadth & volume int term Bearish
November 3, 2014 Quantitative Easing Ends int term Bearish
July 22, 2013 New High Divergence (Study of Tops) |int term Bearish

The Evidence

Thursday was another drubbing for the market. The SPX lost 2.4%, the NASDAQ fell
3.0%, and the Russell 2000 declined 2.7%. Breadth was negative as the NYSE Up Issues
% came in at 13% and the Up Volume % was 11%. Total NYSE volume hit the highest
level since December opex.

Strong moves down when the market is already oversold are often an indication of short-
term capitulation. The study below was last seen in the 11/25/11 subscriber letter. It looks
for 2% drops after the SPX is already at a 20-day low. Results are updated.

After closing at a 20-day low yesterday SPX closes down = 2% today. Close < 200ma.
Buy on close. Sell X days later. $100kitrade. 1988 - present.

X | Ak Netproft ;;lflél wiJ::ing L:::ﬁg RLER mnﬁ:;gg m:ﬁ:‘i:}; Tluli,::glg }:\_Illz:na; wnmi:ss - FLEATE
Days Trades | Trades |Trades HEIETE Trade Trade Trade Trade Ratio FWLAZELT||  THEEE
5 52 20615 21 14 7 6667 548833 1898180| -3501.79| -5440.08 1.57 313 248029
4 36,285.91 22 15 7 §8.18 2078 17,851.88| 4 717.82|-14,820.838 0.98 210 1,6459.36
3 43110.74 23 15 8 6522 4697.056| 13,853.40| -3.418.15|-13,815.18 1.37 258 187438
2 47 781.82 24 17 L4 70.83| 434079 13,116.34| -3 71873 B 783.30 147 233 1599008
1 25,739.39 27 16 11 59.26| 301878 10,716.03| -2051.01| -5702.04 1.47 214 9533

26 of 27 instances (96%) closed above the entry price at some point
In the next week. The lone failure triggered on 10/6/08.

Here again we see strong consistency. In almost every case a bounce has come in short
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=¥ order. Below is the equity curve for a 2-day hold.
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After closing at a 20-day low yesterday SPX closes down = 2% today. Close < 200ma.
Buy on close. Sell 2 days later. $100k/trade. 1988 - present.
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Recent instances have struggled a little bit, but the overall slope still appears up. | have
included this study on the Short-Term Active List tonight. | will keep an eye on it moving
forward, though.

Thursday posted the 2nd day in a row of lopsided negative breadth. This brought about the
following study from the 12/4/15 letter. Results are updated.
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NYSE Up Issues % < 33.3% for exactly the 2nd day in a row. SPX closes < 200ma.
Buy SPX on close. Sell X days later. $100k/trade. 1999 - present.

at some point in the next week.

All All All i Al Avg | Al Max | AlLAvg | Al Max All i i
X All: Net Profit | Total | Winning | Losing P:;‘gﬁzinle Winning Winning Losing Losing Win/Loss Prnr’:‘kll:.actur ﬁ:II_I}:d\;g

Da‘,l"s Trades | Trades | Trades Trade Trade Trade Trade Ratio

5 63,088.93 21 35 16 6863 3077.08| 860940 -2,788.05| -9,314.08 1.10 241

4 35,242.05 55 & 24 5636 311783 821076| -2,55857| -6889.52 122 1.57

3 42 525.30 59 35 24 5832 337950 13,853.40| -3,156.55|-11502.27 1.07 1.56

2 58,370.39 59 40 19 67.860| 2,739.87| 13,116.84| -2,696.01| -8631.00 1.02 214

1 41,184.93 59 3T 22 8271 192545 10716.03| -137387| -6633.36 1.40 238

0
54 of 59 instances (92%) closed above the entry price

For the considerable sample size and low number of criteria these results are astonishingly

consistent. Below is an equity curve using a 2-day exit.
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study is worth consideration as well.

Page4‘

Hanna Capital Management, LLC 16 Hillcrest Rd., Medfield, Massachusetts 02052

Despite the “downtrend” filter this setup has generated some impressive returns. | believe this
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| have updated the Aggregator chart below.
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With tonight’s new studies under consideration the green Aggregator Line moved even
further 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 also at the highest
level above zero it has been at in a long time. The positive Differential Line reading means
SPX is strongly oversold versus recent expectations. So expectations are positive and SPX
is still very 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.

With all the short-term studies now bullish, evidence is set to remain positive on Friday.
This is unlikely to change, though it is possible if strong bearish evidence emerges. The
Differential Pivot will be 2034.65 on Friday. That is a whopping 4.7% above Thursday’s
close. So for SPX to move from oversold to overbought versus expectations on Thursday
it will need to post the largest 1-day gain in years and close up at least 4.7%. That is an
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extremely unlikely gain for just 1 day. A more likely scenario for working off the oversold
condition would be a multi-day rally or consolidation.

Evidence for a bounce continues to mount, and the market is now extremely oversold.
Additionally, as you will see below, we finally saw the CBI tick up a little as it moved from
0 to 4. This has me interested in adding in a bit more long exposure to try and take
advantage of what will likely be a sharp oversold bounce. With 4 Catapults triggering |
will look to take on some exposure with them. | will also take on a 3" lot of index exposure
if SPY closes down even a little on Friday.

Intermediate-term Outlook (2 weeks — 2 months) — updated 1/4 — bullish

The intermediate-term outlook was last updated in the 1/4 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

New

AAPL — 1/3 @ $96.45 (buy @ limit)

CMCSA - 1/3 @ $54.61 (buy @ limit)

COF - 1/3 @ $65.08 (buy @ limit)

DIS - 1/3 @ $99.50 (buy @ limit)

Broad Market Large Cap CBI — 4(AAPL, CMCSA, COF, DIS)

Additional New Trade Ideas

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.

SPY — buy % index position @ $194.00 LIMIT ON CLOSE. Based on the short-term
section above, | will look to up my exposure if SPY closes down even a little on Friday.
This would be the 3 of 4 possible lots.

AAPL — buy 1/3 Catapult position @ $96.45 LIMIT. This is a Catapult trade from
above. It is the 1% of 3 possible lots for AAPL.
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CMCSA — buy 1/3 Catapult position @ $54.61 LIMIT. This is a Catapult trade from
above. It is the 1% of 3 possible lots for CMCSA.

COF —buy 1/3 Catapult position @ $65.08 LIMIT. This is a Catapult trade from above.
It is the 1% of 3 possible lots for COF.

DIS — buy 1/3 Catapult position @ $99.50 LIMIT. This is a Catapult trade from above.
It is the 1% of 3 possible lots for DIS.

Though they have done well over time, Catapults tend to be quite volatile and are
traded without initial stops. Those new to Catapults should examine the information
on the Catapult System page.

Current Open Trade Ideas

Symbol Entry Date |[Entry PricdCurrent Price |% Gain/Loss |Stop Notes
SPY(1/4) 12/31/2015| $203.87 $194.05 -4.82% Aggregator
SPY(1/4) 1/4/2016( $201.02 $194.05 -3.47% Aggregator

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
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