KEY POINT: This pattern is very often an explosive
intraday reversal at key levels that we will incorporate
into the strategies after you have a good
understanding of all six of the 1,2,3 patterns.

In all of these 1,2,3 buy patterns, you want to see
positive or confirming divergences in the basic
indicators like stochastics, RSI, etc. You also want to
see market dynamics, such as NYSE TICK and
premium (S&P futures minus S&P cash index) moving
in your favor as you decide to take the trade.

On the daily and weekly charts, don’t take a 1,2,3
lower bottom or a 1,2,3 higher top unless you have a
POSITIVE divergence on the buy pattern and a
NEGATIVE divergence on the 1,2,3 higher top sell

pattern.
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The following three charts will give you a quick
summary of the three 1,2,3 buy patterns with a bit
more information on the chart, including the open
and close, which will illustrate some points of
buying pressure. (We will be using both candle
and bar charts during the seminar presentation,
but in reality, they tell you exactly the same
information, but it's just what you are used to
working with.)
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Entry Strategies For Pattern #1 -- 1,2,3 Higher Bottom
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o _ 4| Trendentry (E)
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1,2,3 Higher Bottom

Figure 11
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Entry Strategies For Pattern #1 -- 1,2,3 Higher Bottom

1. Swing Point 1 is formed as the logical
trendline is broken at (A) on a change-
in-direction bar that has a higher low
and a higher high. The Swing Point 1
low bar showed a possible change in
trend with the open and close in the
top of the range after making a lower
low in the current trend. This was the
initial sign of buying pressure.
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Entry Strategies For Pattern #1 -- 1,2,3 Higher Bottom

2. The bar breaking the trendline at (A) is
a solid thrust bar with almost its entire
range above the low bar, indicating
more buying pressure. It is at this point
you want to see an increase in volume
and positive divergence (confirmation
in NYSE TICKS, Slow Stochastics or
RSI). This will have more detail in the
Market Dynamics portion of the
module.
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Entry Strategies For Pattern #1 -- 1,2,3 Higher Bottom

3. There is a six-bar run (including the low bar)
where Swing Point 2 forms (B). The index
trades and closes below the low of Swing
Point 2's high (X)! We now have confirmed
Swing Points 1 and 2.

4. You should now be looking for at least a
38% retracement to the Swing Point 1 low
and at least a three-bar reaction from the
Swing Point 2 (B) high. It is best when the
retracement to (C) is on lighter volume than
the volume on the trendline break that
Swing Point 2 was formed at (B).
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S.

Entry Strategies For Pattern #1 -- 1,2,3 Higher Bottom

Swing Point 3 (C) is formed after the retracement
from Swing Point 2. There is a buying-pressure bar
(Y) with a close above the midpoint and it is the
third reaction bar from the Swing Point 2 high. We
get entry above the high of the Swing Point 3 bar
(D).

Initial stop is placed below the signal bar low (C)
which is the Swing Point 3 low. If it is too tight, then

you can use the low at Swing Point 1 if it is not too

far away.

Trend entry (E) for conservative traders not trading
the 1,2,3 patterns is above the high of the Swing
Point 2 (B), and for you should only be a second
entry on fewer shares.
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Entry Strategies For Pattern #2 -- 1,2,3 Double Bottom

|‘ I Trend entry (F)

I‘ — _BuyEntry (D)
— — Stop(E)

1,2,3 Double Bottom

Figure 12
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Entry Strategies For Pattern #2 -- 1,2,3 Double Bottom

Swing Point 2 is confirmed on a close under the
swing point 2 low by the next bar (X).

Double Bottom sets up at Swing Point 3 (C) and
entry is above the signal bar high (D).

Initial stop is placed below the Swing Point 3 (E)
low. If it is too tight, then use a money stop below
that Swing Point 3 low.

Your entry point is at (D) above the Swing Point 3
high.
Trend entry (E) should not be too far from your

primary entry and not taken as a second entry
unless the market dynamics are very positive.
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Entry Strategies For Pattern #3 -- 1,2,3 Lower Bottom
(Shake and Bake)
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1,2,3 Lower Bottom
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Figure 13

236



Entry Strategies For Pattern #3 -- 1,2,3 Lower Bottom
(Shake and Bake)

Swing Point 1 formed on logical trendline break at
(A).

Swing Point 2 confirmed on close below (X) the
signal bar's low (B).

The Swing Point 1 low is taken out at (C) and
trades down another bar, which becomes Swing

Point 3 (D).
The entry is on a reversal of the Swing Point 1 low

(E). Trend entry (F) should not be taken if too far
above Swing Point 3 low.

Initial stop is below swing point 3, but if too far, use
a money stop or a stop below the swing point 1
low, but give it a little room.
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Entry Strategies For Pattern #3 -- 1,2,3 Lower Bottom
(Shake and Bake)

| must remind you that 1,2,3 Lower
Bottoms, in addition to 1,2,3 Double
Bottoms, seem like the last thing you want
to do at the time, but that is exactly why
they are so successful if you understand the
pattern and are able to recognize the
quickly improving dynamics and the key
inflection point levels.
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Entry Strategies For Pattern #3 -- 1,2,3 Lower Bottom
(Shake and Bake)

7. 1,2,3 Higher Bottoms and 1,2,3 Lower Tops
are the most frequent 1,2,3 patterns and
starting out with them will probably give you
some initial confidence.

8. Because 1,2,3 patterns are clearly defined,
they can be paper traded, and | suggest
non-professionals do just that starting out.
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1,2,3 Sell Patterns

The exact same guidelines apply to the
1,2,3 sell patterns as they do for the 1,2,3
buy patterns, except of course, for
direction and the plus tick rule if you're
shorting stocks (not including QQQ, SPY,
DIA, SMH, etc., all of which can be sold
short on minus ticks).
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Entry Strategies For Sell Patterns #4, #5 and #6
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Figure 14
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Entry Strategies For Sell Patterns #4, #5 and #6

A® .'LWI‘— e b
7@ _IIT—— ‘ i : Trend entry (F)

1,2,3Double Top

Figure 15
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Entry Strategies For Sell Patterns #4, #5 and #6
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Figure 16
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Key Point: Shorting stocks at the
correct entry point is very difficult when
daytrading, so you would need to look
into using “bullets™ at your Direct

~ Access broker so that you can sell short
on a minus tick. Not all brokers offer

this service. -
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1,2,3 Buy Examples ‘

At this point you have seen some
graphic chart examples of the six 1,2,3
patterns and have been given the
guidelines needed to trade the 1,2,3s.

We will now progress to some actual
chart examples which should further

clarify what the trades look like in real
situations.
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Figure 17 Trade Detall

The SPX hits a low at 882.40 then breaks its
near-term trendline, forming Swing Point 1.

It then rallies and makes a new leg higher to
Swing Point 2.

After forming swing point 2, the SPX only
retraces two bars and would not be a valid
swing point.

The signal bar for swing point 3 is a narrow-
range bar that touches the 260 EMA and meets
retracement guidelines.

A buy entry is triggered above the signal and
occurs on the wide-range bar (B). The index
rallies to 890.52.

Initial stop below swing point 3 (S).
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Figure 18 Trade Detail

The SPX hits a low at 873.82 then breaks its near-term
trendline, connecting two swing points, forming Swing
Point 1.

It then rallies and makes a new leg higher to Swing Point
2. After forming swing point 2, the SPX only retraces two
bars and would not be a valid swing point.

After a three bar reaction down, Swing Point 3 is formed
(includes inside bar) and meets retracement guidelines. A
buy entry is triggered above the signal and occurs on the
wide-range bar (B). The index rallies to 890.52.

A buy entry is triggered above the high of the inside bar.
(X) on the chart. The index rallies to a high of 896 by the
end of the day for big gain after entry just above 877.50.

A second entry for adding to the position (C) occurs after
the trend entry breakout, which was above Swing Point 2.
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Figure 19 Trade Detail

The trendline is broken when Swing Point 1
forms after hitting a new low and rallies to
Swing Point 2.

After Swing Point 2 forms, it retraces to form
Swing Point 3 meeting retracement guidelines.

Entry is above the high of the Swing Point 3 bar
and only kept overnight in position if there was
a profit at the close.

Your initial stop would have been based on an
intraday level, not below the daily chart swing
point 3, which was a wide-range bar of just
under 10%. If you keep a trade like this in
position overnight because you think it’s a
swing trade, then you would have a trailing stop
based on your percentage risk tolerance. 251
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*EMAs shown on the chart are the 8-period EMA of the high, 8-period
EMA of the low, and 5-period EMA of the close.
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Figure 20 Trade Detail

The trendline is broken when Swing Point 1
forms at an intraday low and rallies to Swing
Point 2.

After Swing Point 2 forms, it retraces to form
Swing Point 3, meeting the retracement
guidelines.

Entry is above the high of the Swing Point 3
bar.

Place your initial stop at the low of the Swing
Point 3 bar.

AGN remained in a strong trend all day as price
and 5-period EMA traded above the 8-period
EMAs.
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Figure 21 Trade Detall

The trendline is broken when Swing Point 1
forms and rallies to Swing Point.

After Swing Point 2 forms, it retraces to form
Swing Point 3 below the swing point 1 low with
a POSITIVE divergence in both the 14,3,3 slow

stochastic and RSI.

Entry is above the low of the Swing Point 1 bar,
since Swing Point 3 formed a "shake and bake"
just under the Swing Point 1 low.

Place your initial stop below the low of the
Swing Point 3 bar and don’t keep position
overnight for possible swing trade unless you

have a profit into the close.
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Figure 22 Trade Detall

QQQ rallied +60% from Sept. 2001 low of 27 to a 43.24 high
and right to a declining 200-day EMA. The 27 level was at the
extreme 3.0 STDV band.

43.24 was right at the .618 RT zone to the last major swing
point high of 51.96, which was 42.42.

Trendline is broken and the QQQ retraces to the 38.68 low
right at the 50 and 89-day EMAs, forming swing point 2. The
bounce up to form the 1,2,3 double top at 42.60 was 10%.

Entry is below 40.90 with a stop just above 42.60, or a bit
higher above the 200-day EMA. This is an excellent position
trade that had confluence of the declining 200-day EMA,
retracement to the .618 zone of a major swing point top at
51.96 (not show on chart), in addition to being extended to the

three-month +3.0 STDV band after a 60% rally.
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1,2,3s
Real World Examples
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1,2,3s
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1,2,3s
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1,2,3s
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1,2,3s
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1,2,3s

S&P 500 (SPX) - Flve-day, fi ve-mmute chart 895 ?7 L m 392_” .

,SEMA
20 EMA ‘ ; ; : ;

BOEMA il
240 EMA f p

N S N N - B 2

0 11 12 13 14 15 90 11 12 13 14 15 901 i3 13 14 5 110 11 12 13 14 15 10 11 12 13 14 15
© 2003 Quote.com, Inc. 334-1 4 Monday U4 15 Tuesday 04-16 Wedneszday 04-17 Thursday 04-21 Moncds

267



: S&P I:Jt.==|an::u5|tu:3r3«r Recelpts (Sl
Bﬂ-mmute chart SR

»»»»»»
[ T T T

,,,,,,,,,,

¥ 1,2,3 Lower Bottom
:

'v'ulume

|I|||||||||I
31 2

P

Fnur har Slim Jim/
Ascendmg Tnangle

s oo ey e A AN e )

27 3
® 2003 Quote.com, Inc.

268



i
30 1000 1030 1100 1130 1200 1230 1300 1330 1400 1430 1500 1530 09;
02- 13Thursclav

269



L S R sap'soo‘ ‘(‘S’P){)‘ .'.‘n‘any' i:hart 24000

\\\\\\\ @
1 2.3 Higher Top {Shake & Bake) 9“4 8992000

0407703 | ‘ 395190 3
3 ' 1.23HT e

,,,,,,,,,,,,,,,,,,

3] 6 13 21 27 3
@ 2003 Quote .com, Inc. Feb

270



,,,,,,,,,,,,,,,,,,

SR - 8&P 500 Depomtory Recelpts (SPY) oo
b ‘Five-minute chart- ,

S

B T S S T N S R,

JUS SR TORODE SO S

, zi ..............

| I| | H |I|||||||.|||||| L Iliniliu.llnl..llll.” ||||

1930 1000 1030 1100 1130 1200 1230 1300 41330 1400 1430 41500 1530
® 2003 Quote.com, Inc.

2,000,000

”I 41,000,000
] ,

ﬂ4 08 Tues

271



You should now have an excellent understanding of how to
identify and trade the six primary 1,2,3 patterns. With the
information up this point, you will be very successful trading this
strategy. However, to gain the maximum edge, you must be
able to apply the various “tools” that will give you a positive
mathematical expectation by pinpointing significant market
turning points with much greater precision and probability.

It is better to incorporate these tools after you learn all of the
various seminar strategies that they apply to. You will discover
that they are pertinent to almost every other strategy that you
use to trade the markets.

Next | want to give you a short form 1,2,3 strategy that will give
you early entry for a change in direction from a significant level
that has compelling market dynamics at the time of entry. For
lack of a better term, | call it 1,2,3 closes.
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1,2,3 Closes

* This reversal strategy reduces the normal
1,2,3 Lower Top or Higher Bottom entries
down to the lowest common denominator of
using closes rather than the trendline and
swing points guidelines you use for these
1,2,3 patterns.

« |t will enable you to enter a trade at the
earliest indication of a change in direction
after a significant bottom or top if you feel the
dynamics are compelling at the time of entry.
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1,2,3 Closes -TRADE CRITERIA
Buys (Sells Reversed)

1. Must be at least a seven-bar low.

2. It must have an up close. (This up close can
also be on the same bar as the significant
lows. |

3. Next, it must have a down close.

4. You enter long above the high of the down
close bar provided it has formed a swing

point low when it changes direction.
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1,2,3 Closes -TRADE CRITERIA

5. The exception to forming a swing point low
when you enter above the high of the
down close bar is as follows:

a) If the seven-bar low also has the up close and
the close is above the midpoint of that bar, then
you enter above the high of that bar if the down
close bar is an inside bar.

b) There can be consecutive up closes, but the
setup count begins when you get the first down
close. If you get a second down close and its
high is lower than the high of the first down close
bar, you just lower your entry to one tick above
the high of the second down close bar.
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6.

1,2,3 Closes -TRADE CRITERIA

If there is a new lower low before you
get entry, then the count starts over
again.

Ninety-five percent of the time you get
entry no later than the eighth bar, and
on a few occasions one or two bars
past. Anything past that and it
becomes an invalid trade.
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1,2,3 Closes
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1,2,3 Closes
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1,2,3 Closes
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of Day 1.
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1,2,3 Closes
Real World Examples
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1,2,3 Closes
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1,2,3 Closes
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1,2,3 Closes
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X. First Hour Strategies



Introduction To First-Hour Trading Strategies

This section is all about how to trade first-hour strategies
that will put you on the same side as the market makers,
specialists and also the Generals.

The strategies you will learn are geared to the way
professionals interact with the opening period order flow
from both retail and institutional. They are strategies that
capture the dynamics of how the Generals react on and
after the open when they decide how aggressive they will
 be on their buy/sell orders that day.

The first hour of trading is a time when prices can get
taken out of line, which sets up some of the best trades of
the day.

288



Professionals make a significant percentage of their
trading profits during the first hour of trading, and so can
yOu.

The primary strategies that | use and will be outlined in this
section are

* Opening Reversals
* Trap Doors
« Gap Pullbacks
» Volatility Band Openings
 Flip Tops
LET’S GET STARTED!
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Opening Reversals (ORs)

The OR is a highly effective daytrading strategy based on a
reversal of the opening price and/or the early high/low of
the first five-minute bar, which is the specific time period
used with this strategy.

This strategy is designed to take advantage of emotional
opening reactions to pre-market futures activity, news and
economic reports.

ORs work best with trending stocks that set up as high-
probability trades on the daily charts based on the previous
day’s trading.
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Opening Reversals (ORs)

- Select the OR setups that demonstrate the best relative
strength vs. the early market direction if you are trading big
cap stocks.

Big-cap institutional stocks make the best ORs because of
the liquidity, and they are the stocks that market makers
and specialists commit the most capital to.

The big-cap stocks are involved in program trading, and
this can be a significant edge that can make you right for
the wrong reasons. Higher Probability.

The opening is near the high or low of the day a significant
percentage of the time, so taking ORs can be an excellent
risk/reward trade. 291



Rules for Buys (Sells Reversed)

After the opening, the stock sells off no more than
30% of its average daily range, which is best when
it is at least 1.5 points, which leaves you with ample
profit potential.

Entry into an OR is best within the first 30 minutes
of trading.

Enter the trade one tick above the opening price, or
first five-minute bar high if it is close to the opening
price.

Keep a tight money stop just below the open (not
more than .30) because this kind of trade can
reverse very quickly in the direction of the open if
the sellers return, especially after 9:45 a.m.
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Rules for Buys (Sells Reversed)

Entry into the trade should be confirmed by
improving market dynamics. The two best
early indications will be a positive or
negative divergence in NYSE TICKS, in
addition to the premium expansion or
contraction between the S&P futures and
SPX cash index. For stocks, you look for
any volume clues or whether the stock is
trading to the bid or ask side prior to the
opening reversal breakout.
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Rules for Buys (Sells Reversed)

6. ORs must have a minimum of two five-
minute bars before entry on the third bar
because anything less than that is mostly
chop, and you can get whipsawed very
easily. The exception is when there is a
significant gap up/down into a key
Resistance or Support level. Your best
trades will generally be when there are at
least three five-minute bars trading before
entry.
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1.

Key Points:

The ORs you want to trade are after a
general early decline or advance due to
pressure from the pre-market futures, not
on a stock with specific company news.

If you trade the S&P futures, use the SPY
as your opening proxy/indicator. If you get
an OR in the SPY, you can then trade the
E-mini futures. The OR strategy is for the
9:30 NYSE opening and after. You don't
look for opening reversals in the futures
before 9:30 a.m.
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Key Points:

3. Opening Reversal that also trade above the
previous day’s close are in what | call a Net
Plus situation and Net Minus if the OR
trades below the previous close. The
earliest indication of trend on an intraday
basis is when price is above/below the open

and also the previous close.
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Example: A stock trading at 60 with an
average daily range of 2 points.
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Opening Reversals
Real World Examples



Openmg Reversals
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Openmg Reversals
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Opening Reversals

) Semiconductor sector HOLDR {SMH)

F'we minute chart

EMA

20 EMA
60 EMA

?sm EMA

x

A —
2691

Milume, 1 o Lo

T N A

‘ IZJ\ 1. l

ochasticB@D |

A s . . ~ . P . el

~~~~~~

- {8000

- Pos. Dmerg pnurto B/O |

0.00

) Wi méP TI00 1130 1200 1220 1300 1330 1400 1430 1500 1530
03 Uuote.com, Inc.

0930

u%nsdav

1030

301



Opening Reversals
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Trap Doors

* The Trap Door is a powerful daytrading
reversal strategy that exploits emotional
buying/selling on and after the opening.

* It puts you on the same side as the
professionals (dealers) who are primarily the
Market Makers (OTC) and NYSE Specialists.
They make a significant percentage of their
trading profits during the first hour of trading
because they are able to influence the opening
prices according to the pre-9:30 a.m. ET order
flow, which is mostly the retail orders reacting
to economic reports, brokerage firm research
updates, and geopolitical and monetary news,,



Trap Doors

* The pre-market trading in the futures
lacks liquidity and can be influenced by
the "accelerators” who are the hedge
funds, program traders, and other major
players with sufficient capital that have
an agenda.
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Trap Doors

* OTC market makers will often influence the
9:30 opening prices by trading in Instinet in
order to open prices at more of a discount or
premium. When the pre-market order flow is
largely biased to, for example, the sell side,
and the S&P futures are trading down, say, 8
points, the market makers will want these stock
prices opened at the biggest discount to the
previous day's close as possible. It is called
"taking it down to a level where the buyers are
or up to where the sellers are."

(This bullet is continued on the next slide)
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Trap Doors

This is what gives the maximum edge to the
professionals as they capitalize on the contra move
resulting from the discount selling or premium
buying. NYSE specialists can't influence price in
Instinet prior to the 9:30 opening, but when the
futures are strong either way, they have great
flexibility to maximize the discount/premium that they
open the stock at as a result of the imbalance of sell
or buy orders because they must act as principal (for
their own account) on this imbalance.

(This bullet is continued from the previous page)
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Trap Doors

 Retail order flow on the opening is very emotional,
and usually the biggest percentage is market orders,
so this plays into the professionals' hands. The
Generals don't commit a major portion of their orders
on these emotional openings unless there is OVERT
news.

* The professionals' and daytraders' biggest ally in the
Trap Door strategy is the media hype of the various
news items. This sets off a chain of emotion and
enables the accelerators to influence the pre-9:30
S&P futures trading, creates more retail order flow,
and allows the market makers and specialists to
open prices at bigger discounts or premiums.
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Trap Doors

« Trap Doors work best with index proxies,
futures and big cap liquid, volatility stocks, as
this is where the professionals commit
significant capital and make most of their
trading profits.

» Program trading, which is now between 30%
and 40% of NYSE volume, is primarily in the
S&P 500 stocks and to a much lesser extent
the NDX 100. This is a major reason why you
should focus on these stocks trading Trap
Doors.
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Trap Doors

It is my observation that there is a contra move after
significant discount/premium openings about 90% of
the time and that approximately 60% of the time, the
market/stock will resume the direction of the open
during the first hour. This is your edge.

* Trap Door is a reversal strategy, so you need some
evidence of a change in direction before entry is taken.
| have included examples of the most common reversal
bar patterns you will encounter. Before you review the
trading rules, familiarize yourself with the following
patterns.
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Trap Door Patterns - Buy Pattern A

Opening bar below the previous 4
close.

First lower high and low
following the opening bar.

Signal bar, which is also the — Previous close
second bar with a lower high Open
and low. It qualifies as the —I_

signal bar because it opened
and traded below the 2 bar, yet
closed in the top of its range. — |

1 | —

This sets up entry above the 2 T "4
high. Indications of buying

pressure. Look for a volume 3
increase.
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Trap Door Patterns - Buy Pattern A

4. Entry bar: Which should be a A
trade-through entry, not a gap
above the high of the signal bar
(3). If it's only a couple of ticks
above, you can take the trade if

the dynamics are compelling. Previous close
Open

Initial stop is below the signal bar —,!— —
low, or if it's a wide-range bar, then
you might place it below the - |
midpoint of the bar's range. If that 4
: : 2
is beyond your normal trade risk,

then use a money stop. 3
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Trap Door Patterns - Buy Pattern B

B.
Opening bar.
Lower high and low. —

Signal bar, which opened below
the 2 bar's low, yet reversed
and closed in the top of the Open —
range above the open and |
above the previous close. This —
is a sign of buying pressure and

should be in conjunction with a — —
volume increase.

Entry bar.
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Trap Door Patterns - Buy Pattern B

B.

Initial stop is the same as in (A).

Key Point: In any reversal buy —
pattern, you look for declining |

volume on the sell-off, then an _
increase in volume on the Open —
change in direction (reverse for

sells). Sometimes in Trap Doors,
- the volume increases on the 1
entry bar, but most often you —
see the increase on the signal 2 _] 4

bar.
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Trap Door Patterns - Kings & Queens

1. Opening bar.

2. Firstlower high and low c. Kings & Queens
with the open near the
top of the range and
close at the bottom of _I_PC
the range.

Open
3. Opens in the bottom of _I_ __4,:__

the range and closes in 1 _L J 4

the top of the range, 2 3
indicating buying
pressure.

4. Entry bar.
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Trap Door Patterns - Kings & Queens

Initial stop is placed below the
low of bar 3 or other options
outlined in example (A). C. Kings & Queens

It is called Kings & Queens
when you have two bars of _|_
almost equal range with one PC

opening in the top of the range Open_l—
and the next bar openingin L - =—]———

 the bottom of the range, but 1 ‘I_ J 4
reversing to close in the top of 2 T3

the range, indicating buying

pressure. You don't see it as

often as (A) and (B), but it is

an excellent pattern. 317



Trap Door Patterns - Narrowing Range

This is a powerful pattern D. Narrowing Range
where each bar has a smaller |
range than the preceding bar,

and usually the signal bar has _I_
increasing volume and closes Open —
above the midpoint or at the
top of its range. If it is a very

narrow bar, the close is not 1 'L ___Jj__
important and you take entry 7 ‘l_ 2
on the next bar if it is above 3

the signal bar's high.
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Trap Door Patterns - Narrowing Range

1. Opening bar (wide range).

D. Narrowing Range
2. First lower high and low
with a range less than bar
) T

3. Narrow-range bar less than
bars 1 and 2. It opens

below the 2 bar low and B AL —!—
closes at the top of its " 2 _|=——4———
range, above the open and 1

above the previous close.
4. Entry bar.
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Trap Door Patterns - Narrowing Range

D. | Narrowing Range

Initial stop: Same options open
as (A). :
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Trap Door Patterns

Graphics E and F are both inside bar patterns, but one is much
stronger than the other.

E. F.
—I_pc v —I_ PC
1

T b
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Trap Door Pattern — Chart E.

Opening bar.

First lower high and low with the
close in the bottom of the range.

Inside bar with the close above the
midpoint.

Entry bar with entry above the high
of bar 2. If bar 3 (inside bar) closes
in the top of the range on a definite
increase in volume and the market
dynamics are strong, then you
might take entry above the high of
the inside bar.
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Trap Door Pattern — Chart E.

Key Point: Because bar 2 is

the low bar and closed in the E.
bottom of its range, then the

inside bar (3) might be just a _I_
pause bar before a break PC
below the 2 bar's low and Open
further downtrend. This is not 1

my favorite inside bar pattern, 1' _I__I"J
2 3

as pattern F is much stronger
because the low bar is also a
signal bar that indicates
buying pressure with the top of
the range close.
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Trap Door Pattern — Chart F.

This inside bar pattern is stronger

because of bar 2's close in the top of the F-

range and most likely is an inside bar

pause. Entry is above the high of bar 2

and has a better trading potential than -L
chart E. Pt

Initial stops for both E and F are placed
below the low of the low bar or else use
the other options as outlined in pattern
(A). You will choose the options if the 1
low bar is a wide-range bar.
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Trap Door Patterns - Outside-Bar Pattern

325



Trap Door Patterns — Chart G.

G.
1. Opening bar.

2. First bar lower high
and low. —l—

3. Outside bar with the Open
close in the top of the _L

range and above the

| 4
previous bar's high ! ‘1'
after opening and 2
trading below that bar's

low.

4. Entry bar.
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Trap Door Patterns — Chart G.

Initial stop: Place your initial

- stop below the low of bar 3,

but most of the time, _I*
because it is a wide-range

. Open
bar, you will place the stop
below the midpoint of the
outside bar (3) or use a 1

money stop.
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Trap Door Patterns — Chart H.

H. | H.

This is essentially the same,
except you have another
inside bar (4) following the L pC

outside bar (3). Entry on this 0pen~|7 —

pattern can be above the
high of the inside bar (4) if 1 ‘L |

the dynamics remain strong. —I_ =
Stop placement is handled 3

the same way as (G).
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Trap Door Patterns - Dynamite Triangle

Dynamite Triangle
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Trap Door Patterns - Dynamite Triangle

{

This is an explosive six-
bar pattern that can
explode, especially in a
stock that has a good
daily chart setup.
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Trap Door Patterns - Dynamite Triangle

Opening bar.

First lower high and low.

—L Dynamite Triangle

Wide-range bar that
opens below the previous
bar's low (2), then
reverses to close in the
top of the range and
above the previous close
(not mandatory). This is
your first signal bar.

Inside bar which delays
possible entry above the
signal bar's high.
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Trap Door Patterns - Dynamite Triangle

5. A second inside bar

which forms the Dynamite "L Dynamite Triangle

Triangle and a close in
the top of the range. At
this point you have a
choice of entry above the
high of the second inside
bar or above the signal
bar high (3). If the
dynamics are strong, you
can take entry above the
inside bar (5).

6. Entry bar.

Initial stop is below the bar 5 low if not too
tight, or else below the signal bar low (3).
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Trap Door Patterns - Three-Bar Pattern

J. Three-bar pattern

This is an example where
there is a wide-range bar
down on the opening,
followed by a very narrow-
range bar with a close in
the top of the range.

Key Point: Narrow-range
bars with a significant
Increase in volume usually
precede a change in
direction/trend.

Three-Bar Pattern
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Trap Door Patterns - Three-Bar Pattern

1. Wide-range bar on J. Three-Bar Pattern
opening.

2. Narrow-range bar on
increased volume with
a close in the top of the open—]
range. —

3. Entry bar. =—|———
1 |
2

Initial stop is placed below the bar 2 low, unless it is to tight
because of the narrow range, so you would give it some
room with a money stop.

£
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Trap Door Patterns - Mini 1,2,3

K. Mini 1,2,3

1. Opening bar. K. | Mini 1,2,3

2. First lower high and low.

3. Second lower high and —I_Pc
low with a close in the | Open
bottom of the range, ‘L

midpoint, unless it is like
example (J). | 3 5

5P2
which is not a signal bar 1 1 |
(must close above the ; 1 ‘,' &
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Trap Door Patterns - Mini 1,2,3

4. Higher high and low with the
close above the bar 3 high.
This is a change in direction
bar, but we didn't take it
because the previous bar
closed in the bottom of the —l_
range. The bar 4 close PC
establishes bar 3 as swing Open
point 1. (A swing point has a —L

SP2
higher low on each side of it. 1 1
Reverse for sells.) ! 1 _” -
5. Opens and closes in the top
10% of its range on a |
retracement to the bar 3 low. | SP1 SP3
This still indicates buying

pressure.

K. Mini 1,2,3
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Trap Door Patterns - Mini 1,2,3

Key Point: Bar 5
establishes Bar 4 as
swing point 2 because of
the lower high and low.

As you can see, swing _I_p
point 2 has a lower high Open

C
on each side of it. You T_ —L SP2
1

set your entry just above

the high of bar 5, which 2 1 J "_

K. Mini 1,2,3

ol

is now your signal bar 4
because of the close in 3

the top of the range and >

a higher low than bar 3.

5
SP3
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Trap Door Patterns - Mini 1,2,3

Entry bar is above the K. Mini 1,2,3
signal bar high. This
establishes bar 5 as | _l_

PC

swing point 3 and a
confirmed higher low, .
which indicates buying pen—l‘

SP2
pressure. 1 ‘|v J_
Initial stop is placed 2 ‘l' 6
below the low of bar 5
(swing point 3). 3 <p3
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Trap Door Patterns - Sell Patterns

The Trap Door Sell patterns are simply the reverse image of their buy
counterparts. In all of the cases, the buy rules are reversed, the same as

the patterns themselves. The entry point in the diagrams is the blue
dotted line.

A. 3 B.

I

Qpen
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Trap Door Patterns - Sell Patterns
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Trap Door Patterns - Sell Patterns

Open— -

L1 J i j_ 4

Open

— P PC
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Open—

=

Trap Door Patterns - Sell Patterns

H.

Open —

IS
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Trap Door Patterns - Sell Patterns

o H
-l 4 11
pe

Open —{

I
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Trap Door Patterns - Sell Patterns

K.

Open —
—PC
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Trap Door Patterns - Sell Patterns

The chart examples all show a gap opening, but
it is also a valid Trap Door pattern if it opens in
line, then proceeds to trade straight down/up on
the next few bars, setting up the pattern.
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Trap Door Rules (sells reversed)

The intraday chart used for the strategy is a five-
minute bar chart (or candle) with the open, high,
low and close.

Ninety-five percent of the Trap Door entries will be
from a three- to six-bar pattern.

Most Trap Doors will have at least two bars,
excluding the opening bar that will have a lower
high and lower low than the preceding bar. On
exception would be if the third bar is an inside bar.
Another, which doesn't happen often, is if there is
an extreme wide-range opening bar that carries
down to a key inflection point or volatility band level
for that day.
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Trap Door Rules (sells reversed)

The signal bar should close above the mid-point
and is best if it closes in the top 25% of the range.
An exception would be the inside bar pattern
example and another would be the narrowing range
pattern.

Entry is above the high of the signal bar, and you
should see some market dynamics improving as
you prepare to take entry.

The initial stop is placed below the signal bar low. If
it is a wide-range bar, you can place the stop below
the mid-point of the signal bar, or else use a money
stop.
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Trap Door Rules (sells reversed)

Because the trade will reverse in the direction of
the open better than 50% of the time, you should
look to take profits on one-half of your position after
the initial contra move and move to breakeven on
the balance of your position ASAP.

You will know if the trade is good in the first few
bars after entry, because if the dynamics don't
continue to improve, the Generals will return with
stock to sell as they only do part of their orders on
the opening bars and wait to see if they can scale
up the balance at higher prices (reverse for buys).
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Trap Door Rules (sells reversed)

9. You look for Trap Doors when the overall market
has an over-reaction during the opening period,
NOT when it is just a stock-specific situation.

10. When you are trading the big cap stocks, the best
Trap Doors will most often be in those stocks that
have the best daily chart setups from the previous
day's trading. The buyers/sellers will return to take
advantage of the lower/higher prices caused by the
emotional reaction to some media-hyped news.
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Trap Door Rules (sells reversed)

11. If you trade the futures, the Trap Door setup starts
at 9:30 a.m. ET, and | suggest trading off the SPY
opening bar because the SPX opening bar is
skewed because the S&P 500 stocks don't all open

at the same time.

Key Point: Once you have an understanding of the basic
market dynamics explained in the next section, you will be
well prepared to successfully trade the Trap Door
Strategy. However, to make the most powerful strategy it
can be, you must be ready to apply the "tools" that can
quantify the trade so that it is a high-probability trade with
a POSITIVE MATHEMATICAL expectation.
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Market Dynamics for Trap Doors

The Trap Door is a reversal strategy or contra move to the
discount/premium opening trading period. The move is fast, but there
are certain dynamics you can watch to confirm that there is a potential
change in direction.

1.  NYSE Tick (TICK) -- The first thing | look for when
trading the index proxies or futures is a divergence.
In the case of a discount opening for the S&P 500
Index where the index makes a lower low, but the
"Ticks" fails to make a lower low, indicates a
positive divergence or non-confirmation of the S&P
500 Index lower low. When the Ticks stop
declining, the market is often ready to reverse for

- the contra move. This divergence also leads the big

cap stocks.
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Market Dynamics for Trap Doors

S&P 500 Premium between futures and cash index
-- | use the TICK in conjunction with the premium
level. Futures will often lead a move in the cash
index, and when the market declines rapidly, the
premium contracts (reverse for advance). If you
see the premium start to expand because the S&P
500 made a lower low, but the premium made a
higher low in conjunction with a positive divergence
in TICK, you have every reason to take the trade.
Note: Most vendors have a premium indicator, but
if not, you can just eyeball the difference between
the S&P futures and S&P 500 cash index on your
market monitor.
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Market Dynamics for Trap Doors

3. TRIN -- This is a key indicator for traders,
but in the 9:30 - 10:00 a.m. period, it is
erratic because stocks don't all open
together, so data is skewed. This comes
into play after the Trap Door period as a
change in direction for TRIN often precedes
a market turn. It might become a factor as
you are deciding to exit your trade.
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Market Dynamics for Trap Doors

Up Volume/Down Volume -- If the index proxies
have signal bars, you might see a quick shift in the
ratio for both the NYSE and for individual stocks.

Relative Performance -- When trading Trap Doors
with big cap stocks, you look to see if the stock and
group are acting better than the major indices. You
can observe this in price and also volume,
especially on what appears to be the signal bar.
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Trap Doors
Real World Examples



Trap Doors
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Trap Doors
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Trap Doors
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Trap Doors
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Trap Doors
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Trap Doors
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Trap Doors
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Gap Pullbacks

Sixty percent of the time a stock will resume the
direction of the open. This strategy allows you to
capture that move.

The Gap Pullback trade starts with a gap opening,
and the best ones have heavier than normal volume,
which means more than usual institutional (Generals)
participation.

The pullback to fill the gap is on declining volume
and | like to see at least a 50% retracement to the
previous day’s high. That is a guideline, not an
absolute because dynamics might be extremely
strong and the Generals jump back on the train
sooner.

The Gap Pullback trade will follow a Trap Door trade.
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Gap Pullbacks

The following two graphics are examples of the Net
Plus and Net Minus Gap Pullback trades.
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Net Plus Gap Pullback -- Buy

1. Gap opening bar on ) Net Plus Gap Pullback -- Buy
good volume. | J’ 3

2. Advance with higher
high and low.

3. PU"baCk bar On IeSS __P"C ___________ —§op
volume than bars 1 _|_
and 2.

4. Another pullback bar
on even lighter
volume.

Volume
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Net Plus Gap Pullback -- Buy

Signal bar that partially
closes the gap and remains
above the previous day's
close and high. The signal
bar close is above the open
and in the top 25% of its
range on a pick up in
volume.

Entry bar with trade-through
entry above the high of the
signal bar (5), which also
puts you in a Net Plus
trend.

MNet Plus Gap Pullback -- Buy

Volume
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Net Plus Gap Pullback -- Buy

Net Plus Gap Pullback -- Buy

7. Initial stop is below the 1 J— H
low of the signal bar, J “. :
unless it's a wide- oven *”___.I:___
range bar where you Y e B
would put the stop _I_PC Stop

below the midpoint of
that bar, or else a
money stop.

Volume

371



Gap Pulibacks

Key Point: When a stock opens on strength because
there are multiple buyers, the Generals will back off to
see how it trades because they don't like to chase price
without getting enough volume. They are conscious of
the volume-weighted average price (VWAP), and after
buying stock on the first early up move, will often instruct
their broker to either walk away or scale down lightly at
lower prices. What happens is that after the pullback on
light volume, they see that the market dynamics are still
strong and they are not getting enough volume on the
pullback, so they tell their broker to get more aggressive
on the order. This in turn creates the herd mentality and
they all start to buy the stock at once [signal bar (5)]. This
kind of trade will very often result in a strong trend day.372




Net Minus Gap Retracement -- Sell

This is the same as the buy trade, except reversed. It will be easier on
the short side if you are trading futures, index proxies, HOLDRs or
' USing married pUtS on individual stocks. Net Minus Retracement -- Sell

1. Gap opening bar on —I_Pc

good volume. Gap RT
2. Advance with higher Open— - 4__—_|:___
low. _l—
3 5
3. Pullback bar on less T 2

volume than bars 1
and 2. I
1

Volume
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Net Minus Gap Retracement -- Sell

This is the same as the buy trade, except reversed. It will be easier on
the short side if you are trading futures, index proxies, HOLDRs or
using married puts on individual stocks. - Net Minus Retracement - Sell

Another pullback bar on _I_
even lighter volume. This Pe

Gap RT
is the signal bar that
partially closes the gap openmd = L 0 .
and remains below the AT 4
previous day's close and J_ 5
low. The signal bar close -2 3

is below the bar's open
and in the bottom 25% of |
1

Volume

its range on a pick up in
volume.
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Net Minus Gap Retracement -- Sell

This is the same as the buy trade, except reversed. It will be easier on
the short side if you are trading futures, index proxies, HOLDRSs or
using married puts on individual stocks. Net Minus Retracement - Sell

5. Entry bar with trade- _I_
through entry below the ¢ or
low of the signal bar (5),

which also puts you in a open— = LT __ —
Net Minus trend. —I_
2

6. Initial stop is above the _
high of the signal bar,
unless it's a wide-range l

1

Volume

bar where you would put
the stop above the
midpoint of that bar, or
else use a money stop.
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Gap Pullbacks
Real World Examples
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Gap Pullbacks
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Flip Tops

 This is a very effective daytrading strategy that can
catch the first trend of the day after the opening noise
with no real direction. Most FTPs occur between 9:30
a.m. —10:00 a.m. ET, but you do get a few that form
to 10:30 a.m.

» The opening range trade in the futures, especially the
S&P 500, is being watched by every trader in the
business, so it’s not the pattern that makes this trade,
it is your feel for the dynamics at the time of entry,
and more importantly, before the breakout. Your
selection process is the key to a positive win/loss
ratio when trading the opening range.
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Flip Tops

« FTPs are easier to trade when you are using
the big cap stocks because you don't have as
much competition and the stock dynamics are
easier to read as you can compare it to other
stocks in the group and relative to the major
indices. The volume is easier to read and you
can observe whether the volume is better on
the bid or the ask prior to a breakout, which
might make you select that trade.
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Flip Tops

* By using big cap stocks, in addition to trading the
futures or index proxies, your trade opportunities
multiply as you scroll your intraday charts for FTP
setups.

* Higher priced, liquid, volatile stocks with good daily
range (| prefer stocks with minimum 1.5 point range)
work best.

* The most powerful Flip Top in the futures or stocks
are those that form at key inflection points, such as
the previous day’s closing range, daily volatility
bands, previous day’s high and low, or significant
moving average, in addition to any Fib retracement or
extension level.
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Flip Tops

« Some of the most explosive FTPs come from
vehicles that have been trending and then
give you a good daily chart setup, which
indicates buying or selling pressure in the
direction of the trend. If they open quietly,
form an FTP, and then breakout in the
direction of the trend, your probability of a
good trade is much higher.

« When trading futures, the Flip Top setup does
not start until the 9:30 a.m. opening.
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Flip Tops

 FTPs must have at least four five-minute bars
and the range should not be more than 30%

of the recent average daily range. This will
allow ample profit opportunity. Only make an

exception if the dynamics are very strong.
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Flip Top — Key Points

B

60.00

59.50 | oy |
The FTP pattern must have a minimum of four five-minute bars.

The opening is not included, as the high or low of the range, or else
it would simply be the low of the range.

| find that the pattern works better when the high and low of the
range are not on the first bar. The exception is when all of the range
is within the range of the opening bar. This would make it a
combination of an FTP and an OR.

This is an example where the high and low are not on the opening
bar. 384
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*After the opening bar (1), the SPY traded above the
previous day’s closing range high of 96.10 and made a
Flip Top high.
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*Price reversed on the third bar, which was the 95.71

low.

«The fourth bar traded within the 96.12 — 95.71 range.
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“Entry for this Flip Top was on the fifth bar (2) and the
trade carried to 96.73 before reversing.
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Flip Top

. The better trade will be when the high or low of the
setup is not the opening bar.

. The breakout was above all of the 8, 20, 60, 89,
and 240 EMAs and above the previous day’s
closing range 96.10 high.

. The SPY had been in a strong uptrend since the
March 12 79.38 low and had made a new closing
high the previous day.

. The Flip Top low held the 89 EMA.

. TRIN was below .65 on entry bar and most of the
major sectors were green prior to entry.
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The next two charts are examples of a one-
hour opening range for the SPX on a five-
minute chart, and an SLR Flip Top where
the opening bar was the high of the range
and the next six bars were all within the
opening bar’s range.
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Flip Top

1. SPX opens up to 1333, then forms a Flip
Top over the first 60-minutes between 1333
and 1328.

2. It makes an attempt to break out above the
opening bar, 1333, but fails (1) and trades
down to 1328 again, but you had a positive
divergence on the slow stochastic (14,3,3).

3. The third attempt to 1333 had both bars
closing in the top of the range (2), followed
by an opposite bar (3).
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Flip Top

4. Entry and breakout (4) was the fourth
attempt, which can lead to explosive moves
(third and fourth attempts are high-
probability when at key inflection points).

5. This FTP breakout was above the 8, 20, 60
and 240 EMAs, and when that happens,
you want to be long.

6. The breakout was confirmed the stochastic
breakout.
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Flip Top
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Flip Top

1. SLR opens down 2.6% to 30.05 on very
light volume.

2. The opening bar high was 30.50, which was
a nice +1.5% bounce right off the opening
of 30.05, which was just beyond the 1.0
volatility band.

3. The first bar high of 30.50 was the hlgh of
the Flip Top, with the next six bars all within
that bar’s range.
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Flip Top

4. The breakout from the pattern (1) was right
at the key reversal period of the morning,
which is 10:00 to 10:15 a.m. ET.

9. Prior to the breakout, the 5-period EMA
started to rise, and there was a positive
divergence in the 8,3,3 slow stochastic (not
shown on chart).

6. The pattern was at a key inflection point on
the five-minute chart, which was above the
8-period EMA of the high and 8-period EMA
of the low and also the 5-period EMA of the
last, which was rising and crossed both 8-

period moving averages.
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Key Points: (Reverse for sells)

« Reversals of the previous day’s low/high can
prove to be a very rewarding trade.

 Taking out that low or high is an exercise that
futures traders engage in when there is an
opportunity, which is usually when thereisno
significant institutional order flow active either
way during the Flip Top setup.

« |f the previous day’s close was above the
mid-point to the top of the range that day,
they know that stops are placed right below
the low. If they can shake the tree and run the
stops taking out that previous day’s low, they
will attract short sellers.
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Key Points: (Reverse for sells)

» If that happens, buying the reversal of the

~ previous day’s low on the way back up can
be a rewarding trade. The buyers that had
established the buying pressure the previous
day might have returned, and the first entry
shorts are trapped and have to cover. You
look for any hint of improving dynamics, such
as NYSE TICKS or premium (S&P 500
futures — S&P 500 cash index) expanding as
you decide to take the trade.
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Key Points: (Reverse for sells)

 Should the market reverse due to new selling
pressure and take the previous day’s low
again, you should be ready to take a Double
Up And Reverse Trade (selling two contracts,
the one you were long and other one to make
you net short one contract).

« This would end up being a second entry short
of the previous day’s low, which might be the

first good trend of the day.
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Key Points: (Reverse for sells)

- Many traders, especially new ones, won’t be
- comfortable with a Double Up Reverse
strategy, but it can be a very high risk/reward
because your stops are so close to the
previous day’s low, regardless of which way
you play the trade.

399



Xl. Slim Jims
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Slim Jims

*This is a simple pattern that is easily identified, occurs
daily and is very often explosive, as it is found near the
high/low of the day or previous day(s).

*The pattern is simply a narrow-range horizontal
consolidation at or near the current day’s high or low. It
can also be a narrow range slim triangle or wedge.
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Slim Jims
( LTI

| I Horizontal Trading Range

| I Slim Triangle
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Slim Jims

Illl,%“/

Slim Wedge or Ascending Triangle
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Slim Jims

There must be a minimum of seven bars in the
consolidation (on a five-minute chart).

*The longer and tighter the pattern, the more explosive
the move, as the narrow-range volatility gets resolved
in the direction of the trend or a reversal from a key
inflection point described in the section on tools.
Experience has demonstrated that the strongest moves
originate from 12-bar or more patterns, the more
explosive the move.
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Slim Jims

If you could only trade on pattern, or are a relatively
new trader, the Slim Jim would be an excellent choice.

It is a very high-probability trade from both risk,
because your stops are tight, and also reward, because
of a better than 75% chance for a profitable trade in the
direction of trend.

*There is never a day that you can'’t find a Slim Jim
either long or short.

Slim Jims are even more explosive when there is a
confluence with a higher time frame inflection point,
such as moving averages, Fibonacci retracements, and
support/resistance.

406



Slim Jims — Key Points

1. The first Slim Jim breakout to new intraday highs is
usually best because it provides the best reward-to-
risk ratio with the highest probability of success, i.e.,
If a stock has an average daily range of 2.5 points,
and your Slim Jim entry is after the stocks has only
traded .75 of a point, then your trade has more
potential to run, provided the momentum continues
In the direction of your trade.

2. The best Slim Jims are from the big cap stocks in
the S&P 500 and NDX 100 indices because that is
where the Generals are involved the most and
where the specialists and market makers commit

the most capital, which provides liquidity.
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Slim Jims — Key Points

3. Program Trading is a major catalyst for profitable
Slim Jims and this occurs in the S&P 500 stocks
and, to a lesser extent, the NDX 100.

4. Front Running by hedge funds in the afternoon as
the Generals that couldn’t complete their order of
buying S&P 500 futures at fair value have to buy the
actual stocks and be completed by the 4.00 p.m. ET
NYSE close. This is a primary reason for those late
explosions usually after 2:30 p.m.
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Slim Jims — Key Points

. Look for confirmation of strength or weakness from
the other stocks in the group and also the major
indices.

. Identify any buying/selling pressure prior to Slim Jim
breakout.

. When trading the E-mini futures, use the SPX cash
index as your Slim Jim pattern (or SPY) because it
eliminates much of the noise as the futures traders
try to influence prices.

. The second entry is usually the best in aII but the
strongest of markets.
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9.

Slim Jims — Key Points

Stocks that had good setups on the daily chart and
indicated buying or selling pressure that day will
most often give you the best Slim Jims the next day
as the Generals return to the market.

10. The risk/reward declines greatly when you get to the

high end of the intraday trading tree, so beware of
those third and fourth Slim Jims you might get on a

~ very strongly trending day.

11.

If the dynamics are compelling and you decide to
anticipate the breakout, just take half of your normal
position because the odds are not in your favor
doing that in the long run over many trades during
the year. 410



Slim Jims — Key Points

12.Slim Jim patterns on higher time frames over a
longer period of time can be extremely explosive. |
favor the 60-minute time period because | am
prepared in advance after scrolling for any setups
that are in play going into the day’s trading. | know
my levels in advance.

411



Slim Jims — First Entry

_1stEntry
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Slim Jims - 2nd Entry

~ 2nd Entry
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Slim Jims — FAILURE AND REVERSE

" FAILURE AND REVERSE

Take it

R /\\/
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Slim Jims at Lows

Slim Jim at Lows

Need Llpside Range

First Entry second Entry

A
Y
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Entry Rules For Slim Jims - Long Entry

1. Look for a minimum
seven-bar consolidation
on the five-minute intraday
chart at or just below the
high of the day (A).

KEY POINT: It is important
that you are aware of the

~ current average daily range
- and how much of the range
the initial advance has
covered.
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Entry Rules For Slim Jims — Long Entry

2. Volume is best when it
has increased on the initial (C)
advance to the Slim Jim T
consolidation indicating (A)
buying pressure by the | |

(D)

Generals. As it

consolidates, the volume I I
usually decreases until | (B)
just before the breakout “!H““HHH!’

(B).
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Entry Rules For Slim Jims — Long Entry

3. Market dynamics must be
positive, with the futures

- _1(C)
moving up and your quote l|||||||l||||||
(A)

4 (D)

screen showing most of

the stocks positive for the I |
day (particularly the |
group) if you are taking a | l |

long-side entry. (B) ’

!
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Entry Rules For Slim Jims — Long Entry

4. Enter long when the stock
breaks out of the L TTTTTTTTTT]
consolidation (C). I | (A)

(€)
| 4— (D)

5. Place your stop just under l l
the low of the pattern (D). | |

|
i mzl
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KEY POINTS ON STOP PLACEMENT:

Placing the initial protective stop is easy with the Slim Jim. The
maximum distance you will place your stop is just below the
bottom of the pattern for longs and just above the high of the
range for short setups.

Your risk should be no more than 1/2 point or 20-25% of the
current daily range, whichever is less on intraday trades.

You can also stop yourself out just under/over the breakout
points and take an even smaller loss. The reason for this
method is that you can always take a second entry trade in the
same direction after it has traded back into the pattern’s range
and broken out of the pattern a second time.

On position trades from the daily charts, you can also use the
second method mentioned above, but never use more than a
three to five percent stop, depending on the stock’s price and
volatility.
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Action Prior To The Slim Jim Breakout

You can often anticipate a strong breakout by observing
the price and volume action while price is still within the
consolidation.

If the stock advances up to the consolidation on strong
volume, then declines as the stock consolidates in a
narrow range, you are now on alert for the pre-breakout
price and volume action to exhibit certain
characteristics. What you should be looking for is:
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Action Prior To The Slim Jim Breakout

1. Price starts to trade on the ASK S|de on increasing
volume and size.

2. Usually there will be closes in the top of the range
on the bars of the five-minute chart over the last
couple of bars prior to the breakout.

3. The last few bars before the breakout might have
higher lows and narrow-range bars as the coiled
pattern gets set to explode.

422



Action Prior To The Slim Jim Breakout

KEY POINTS:

* When you see this kind of action, it is the
Generals starting to show their hand because they
may see too many competing buyers and an
intraday market trend that continues to be strong,
so they decide to get more aggressive with their
orders.
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Action Prior To The Slim Jim Breakout

KEY POINTS:

. |tis not a "rule" that one must see this exact
action. Rule is not a term | particularly like to use
when discussing this pattern, since it is a dynamic,
rather than static, pattern that must be viewed in
context with the current market conditions. The
Slim Jim pattern can still explode without any of
that pre-breakout action because of a news event.
The "moonshot" takes place when it all hits at the

same time.
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Action Prior To The Slim Jim Breakout

(D)
! s

This chart is a graphic

example of this price

action prior to the first .I-
entry Slim Jim breakout.

(D)

(A) &) @
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Action Prior To The Slim Jim Breakout

Rising volume on the
initial advance to the
consolidation in a tight | (D)
range (A).

Volume goes quiet as the | .[ Ll

stock consolidates in the
Slim Jim. This is the quiet
area before price and
volatility explode (B).

Volume increases and
you see two higher lows
with closes in the top of
the range (C).

Breakout on a wide-
range-bar thrust with very
strong volume (D). 426



Second Entry Slim Jims - Long

Look for a minimum seven-
bar consolidation on the

. _ . . E
five-minute intraday chart (©) |(| ) (F)

the day (A).

Volume must be increasing l |
on trades, meaning larger I

lots of the stock start to

trade (B). )

8
Market dynamics must be l““l‘lll”l!”l‘llll{
positive, with the futures
moving up and your quote
screen showing most of the
stocks positive for the day
if you are taking a long-
side entry. 47

at or just below the high of T
R—



Second Entry Slim Jims - Long

4. Enter when the stock
breaks out of the
consolidation (C). (C)”('E) F)

| |
5. Place your stop just under ||||||(i|||||||| il 4— (D)

the low of the pattern (D), )

or just under the upper I I

boundary of the Slim Jim

as described in KEY

POINTS FOR STOP | (B)

PLACEMENT. ;lli H t I ‘
el

6. The stock moves back into
the pattern's range (E). If it
does not hit your stop just
below the bottom of the
range, hold tight.
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Second Entry Slim Jims - Long

If you used the alternate

method and got stopped out,

you are now alert for a (E)

second entry. This is a good eyli” 1®

entry to wait for in highly THHIIEn < D

volatile stocks. This is I ()
(A)

especially true in the OTC |

stocks, where it is often better |

to not take the first breakout

and wait for the second entry.

Aggressive traders can also

add to the position here if the

market dynamics remain

favorable. | would

recommend that new traders

start trading the Slim Jim

pattern with second entries

only until you get familiar with

the dynamics of the pattern. 429
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Second Entry Slim Jims - Long

E
ol |®

8. The second entry stop can I||”|||||||||| |||| <
be placed below the I (A)
bottom of the pattern or I
else below the upper I
boundary after the second
entry.

(D)

nmﬁ?il!!;lu!

AT NSO
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Entry Rules For Slim Jims -- Short Entry

The Slim Jim short entry has the complication of needing the
up tick for a valid short trade on stocks, but is not a problem
when trading futures, index proxies like SPYs, DIAs and
QQAQs, in addition to HOLDRSs, such as the SMHs.

Some of the more experienced traders might be using
"married puts" which enable you to short stocks on a down
tick. If you need more information on this, you should
contact your direct-access broker.

Because the Slim Jim is a breakout pattern, it is obvious that
having to adhere to the up tick rule will prevent you from
getting executed on Slim Jims that make strong breakouts to
the downside because there will be few up ticks.
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Entry Rules For Slim Jims - Short Entry\

Look for a minimum
seven-bar consolidation
on the five-minute intraday
chart at or just above the
low of the day (A).

Volume should be
increasing on trades,
meaning larger lots of the
stock start to trade (B).

Market dynamics must be
negative, with the futures
moving down and your
guote screen showing
most of the stocks
negative for the day if you
are taking a short entry.

For a short entry, the rules
are similar, but reversed.

| 4 (D)
l (€)

(B)
!IIIIHIIIIHH@I w

|
|l||| (A)




Entry Rules For Slim Jims - Short Entry

4. Enter when the stock
breaks down from the

consolidation (C).

5. Place your stop just above | I
the high of the pattern (D), | |
or else you can use the l | l
alternate method with your
stop a little bit above the
breakout point, but be sure
to give it a little wiggle
room.

(A)

| 4+—(D)
I (C)

(B)

||||l|z||||sz|!
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Second Entry Slim Jims - Short

ook for a minimum seven-
to ten-bar consolidation on

chart at or just below the (A

IR
© e I(F)

high of the day (A).

the five-minute intraday | ‘ | | I
i
Volume should be | |

increasing on trades,

meaning larger lots of the ‘ I (B) I ‘
stock start to trade (B). |||§||||H|§ “H
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Second Entry Slim Jims - Short

Market dynamics must be
negative, with the futures l l
moving down and your | | I |

|

& +«—— @
T
©'e |®

quote screen showing most
of the stocks negative for
the day if you are taking a
short-side entry.

Enter when the stock I | l (B) ‘
breaks out of the ||3||||H|§ H“

consolidation (C).
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Second Entry Slim Jims - Short

5. Place your stop just under
the low of the pattern (D),
unless you are using the l |
alternate method l l
discussed in the previous l l l |

A
example. <

L
© e |[®

(D)

6. The stock moves back into
the pattern's range (E). If it
does not hit your stop just (B)
above the top of the range, I““HHHIH@I””
hold tight. If you got |
stopped out for a small loss
using the alternate method,

then you are on alert for a
second entry trade.
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Second Entry Slim Jims - Short

When the stock moves out
of the bottom of the range
again (F), "second entry"
occurs. This is a good
entry to wait for in highly
volatile stocks. In a very
volatile stock, like many
Nasdaq issues, it is better
to pass on the first
breakout and wait for the
second entry. Aggressive
traders can also add to the
position here if the market
environment is favorable.
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Failure and Go - Shaking Out The Scared Money

flll ‘(C)

LT
A > |f(B)

(D)

Hmllllmzwﬂll!

The failure and go is often the best Slim Jim to trade because it
gives the appearance of a breakout that fails, then reverses back
in the direction of the original trade.

The rules will be the same for the other types of Slim Jim entries,
with the following exceptions:

438



Failure and Go - Shaking Out The Scared Money

fuln I(c)

NIMNniEn D
| (a) —» |f(B)‘ ®

||
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The stock must break out of the top of the pattern for a buy
entry, then reverse and go back through the bottom of the
pattern (A). You would have been stopped out of your original
entry on both the regular and alternate methods.
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Failure and Go - Shaking Out The Scared Money

fuh I(C)
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KEY POINT: This shakeout happens quite frequently on
days with high volatility. It could be the market makers or
specialists trying to influence the stock, or it could be
program trading or maybe just a wrong reaction to a
quick news flash.
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Failure and Go - Shaking Out The Scared Money

fulu LC)
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2. When the stock reverses back up again (B), take entry when it
moves out of the top of the pattern (C).

3. The initial protective stop is still placed just below the bottom of
the pattern at (D), or else use the alternate method which is
often only risking .25 - .30 of a point. This is more apt to give
you the confidence to take the "failure and go" entry. 441



Failure and Go - Shaking Out The Scared Money
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4. Many traders are scared to enter after this volatile action, but

the trade will often move very quickly in your favor. This head
fake puts the scared money on the sidelines and will often clear

the way for the stock to explode further.
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Failure and Go - Short Entry

(B

I
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As with the long failure and go, the rules will be the same for the other
types of Slim Jim entries, with the following exceptions.
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Failure and Go - Short Entry

|
I‘ (R) (B)
I“ mll 4 (D)
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The stock must break down out of the bottom of the pattern,
then reverse and go back through the top of the pattern (A).

When the stock reverses back down again (B), take entry when
it moves out of the bottom of the pattern (C).
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Failure and Go - Short Entry

(A){"""(-B) «—— (D)
] 11
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3. The stop procedure is the long failure and go, only reversed.
You can use either the regular stop at (D), or use the alternate
method and put the stop just above the bottom of the range
after you get your entry at (C).
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Failure and Go - Short Entry

T\ - 4—— (D)
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I (C)
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Again, many traders are afraid to enter after this volatile
action, thinking "it is too choppy," or after getting
stopped out fear another losing trade. You should
approach it as just another trade of the many you will
take over the course of the year.

|
|||||| (A)—p. (B)

446



When To Buy A Slim Jim At The Intraday Lows

The Slim Jim patterns we have covered so far are
continuation breakouts in the direction of the intraday
trend. We will now explain how to trade the intraday

contra-trend Slim Jim.

Very often, if the market has sold off more than usual,
Slim Jims will develop at the low of the day that can be
played to the upside, as well as any further continuation
to the downside.

One key point to keep in mind when taking a long side
entry in a Slim Jim at or near the intraday low, in addition
to improving market conditions, is that there must be

enough profit potential to risk when taking the breakout.
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When To Buy A Slim Jim At The Intraday Lows

For example, if a stock has a 2 point current average
daily range and is down 2 points on the day due to
general market conditions and company-specific news,
and then forms a Slim Jim, it becomes a prime
candidate, especially if it hasn't had a real contra move
up during the decline.

These plays normally work best when at least half of the
average daily range remains from your entry point to the

~intraday high.
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When To Buy A Slim Jim At The Intraday Lows

- The entry from a Slim Jim at a low to the long side is
best utilized as a second entry trade, or else only take a
half position on the first entry. It will take you a few
trades to get the hang of this contra trend Slim Jim, but
they can provide you with an excellent reward-to-risk
ratio if you adhere to your stops.

If you do decide to take the first breakout, | suggest you
use the alternate stop method because your risk will be
no more than .25 to .30 at most.

Remember, it is very important that you see the market
dynamics improving to take this trade, particularly the
NYSE TICKS.
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Slim Jims At The Intraday Highs

Second Entry

| |
| | \ \ FlrstEntry\Al \
i [

4 Alternate
| stop

Initial Stop

107001 0 1

The rules are reversed for Slim Jim sells at intraday
highs and that are extended in range. Remember to
keep in mind that shorts are much harder to get off in
individual stocks due to the up tick rule. 450



Slim Jims
Real World Examples
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Slim Jims
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Slim Jims
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Slim Jims
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XIl. First Consolidation
Breakouts



First Consolidation Breakouts
To New Intraday Highs

« The first consolidation breakout to new intraday highs
can be an explosive move as the primary trend
asserts itself.

« When the Generals want to buy stocks, but know
they have competition from other major institutions
and are not getting their desired share of the volume,
they will often reach in price, provided they can get
volume. This happens when there are several
different institutions trying to buy stock and one of
them decides to reach in price, which is the catalyst
for the other buyers to follow the leader. The move
out of the pattern can be explosive, especially when
the hedge funds are front-running the orders and
then buy programs Kkick in.
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First Consolidation Breakouts
To New Intraday Highs

* The best moves will always be in conjunction with
positive market and stock dynamics prior to and with
the breakout.

 If the TRIN is below. 80 and most of the maijor
sectors are green, along with positive NYSE TICK
action, you can sometimes anticipate the breakout
and take early entry with a tight stop. Only do this if
you are a trader that has a good market sense. If you
are a mechanical or system trader, wait for the
breakout.

« If the first move out of the pattern is a head-fake,
which happens mostly with OTC stocks, take the
second entry trade, provided the market and stock
dynamics remain positive.
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First Consolidation Breakouts
To New Intraday Highs

e There can certainly be more consolidation breakouts
after the first one, provided the trend remains strong,
but be aware that the Trading Tree gets weaker the
higher up price is from the initial breakout. That is
why consolidation around the 200-day MA, for
example, that base for a period of time, then break
out are some of the best position trades that an
investor can take because the risk increases after the
stock is well into the momentum or advancing stage.
Whether it's a daytrade or a position trade from a
daily chart pattern, you want to get in at the base of
the tree.

 The most common patterns you will encounter are
ascending symmetrical and dynamite triangles, in

addition to Slim Jims.
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First Consolidation Breakouts
To New Intraday Highs

* The futures and index proxies pattern up very well, but
when you are trading individual stocks, stick with the
big cap stocks that are higher priced, have good
liquidity and volatility. Big cap stocks pattern much
better than the erratic mid-cap and smaller-cap stocks
that can be easily pushed around on much less volume.

* By trading big cap stocks, you will also benefit from
program trading, primarily in the S&P 500 stocks, in
addition to the fact that the professionals commit most
of their capital to the big cap stocks because that’s
where they make most of their trading profits.
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First Consolidation Breakouts
To New Intraday Highs

* When scrolling your charts for this pattern, you want to
see other stocks in the group that show strength, which
results in a higher probability trade most of the time.

 These parameters are for buy trades and are just
reversed for sells. However, if you are trading individual
stocks, you won't get executed at the correct entry point
most of the time because of the plus tick rule, and you
should look into the use of “bullets” at your direct
access broker, as they will enable you to sell short on a
minus tick, provided you are flat at the end of the day.
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First Consolidation Breakouts
To Intraday Highs
Real World Examples
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First Consolidation Breakouts
To New Intraday Highs

§.3000
R

BV 1009 1090 104D 1100 1120 1440 1200 1520 1240 1380 1320 1340 400 1420 140 1640 1020 WD m

464



First Consolidation Breakouts
To New Intraday Highs
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First Consolidation Breakouts

To New Intraday Highs
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First Consolidation Breakouts
To New Intraday Highs
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First Consolidation Breakouts
To New Intraday Highs
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First Consolidation Breakouts
To New Intraday Highs
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First Consolidation Breakouts
To New Intraday Highs
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First Consolidation Breakouts
To New Intraday Highs
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Xlll. RSTs
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RSTs

The RST is a very powerful reversal pattern that
capitalizes on expanding volatility. It is named RST
because when it forms, it most often resembles a
Reverse Symmetrical Triangle. It is a pattern that you
can trade in any time frame or any market with any
vehicle.

This pattern (RST) takes advantage of expanding
volatility, which by the pattern definition is ascending
highs and descending lows, much the same as
broadening formations. This is in contrast to the
Symmetrical Triangle which has contracting volatility
with lower highs (descending) and higher lows
(ascending).
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RSTs

The RST, or broadening formation, are classical patterns
that have existed since the markets started recording
charts, but how you trade them after this seminar is what
will give you a major edge. Very few traders will actually
trade an expanding volatility pattern because when the
best RSTs set up, it feels like you shouldn’t be taking the
position at that time. This is especially true when you
trade the RST on an intraday basis.
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RSTs

2
Symmetrical Triangle
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RSTs

RST Buy Pattern
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RST Sell Pattern
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RSTs — Swing Points

 In order to identify the pattern, you must first
recognize the swing points, which outline the pattern.

Swing Points Defined:

A. Swing Point High: This is a high with a lower high
on each side.

B. Swing Point Low: This is a low with a higher low on
each side.

« Swing Point Highs/Lows are most often one bar, but
sometimes are either two- or three-bar swing points.

« When identifying swing points, make sure to close
any gaps on either side of the low/high.
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RSTs — Swing Points
Swing Point Highs

1 Bar - 2 Bar J Bar

Swing Point Lows

1 Bar 2 Bar 3 Bar

479



RSTs — Identify the Pattern

Start on the right hand side
of your chart at the most
recent high (sells) or low
(buys) to locate the
possible 5 point.

After identifying the 5 point,
count the swing points to
the left until you can find
the remaining swing points
(4, 3,2, 1).

The minimum number of
bars needed to form the
pattern is seven.

There must be ascending
highs and descending lows
for a valid pattern.
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RSTs — Identify the Pattern

Start on the right hand side
of your chart at the most
recent high (sells) or low
(buys) to locate the
possible 5 point.

After identifying the 5 point,
count the swing points to

- the left until you can find
the remaining swing points
(4, 3, 2, 1).

The minimum number of
bars needed to form the
pattern is seven.

There must be ascending
highs and descending lows
for a valid pattern.
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RSTs — Gap Example

Gap Example
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RSTs - Close Gap Example

Close Gap Between C & D

Mot valid point if gap is closed.
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RSTs

Unlike the 1,2,3 patterns (except 1,2,3 lower bottoms
and higher tops) that have an initial trendline break
indicating a change in direction and then an entry in that
direction, the RST entry is as close to a bottom/top that
you can get in a reversal strategy. The 1,2,3 lower
bottoms and higher tops patterns are similar, and in fact,
are often 1,2,3s in addition to RSTs, which are great
risk/reward trades with a very high probability.
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RSTs

Unlike the 1,2,3 patterns (except 1,2,3 lower bottoms
and higher tops) that have an initial trendline break
indicating a change in direction and then an entry in that
direction, the RST entry is as close to a bottom/top that
you can get in a reversal strategy. The 1,2,3 lower
bottoms and higher tops patterns are similar, and in fact,
are often 1,2,3s in addition to RSTs, which are great
risk/reward trades with a very high probability.
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RSTs

You will excel because the RSTs that you take will have a
confluence of the following “tools” that make the pattern explosive.

1.

© 0 NO R WD

Fibonacci retracements

Fibonacci extensions

Fibonacci pivot dates by ratio and by sequence
Volatility bands

Standard deviation using various time frames
Moving averages in play

Natural square, cardinal and corner numbers
Pivots (monthly, weekly, daily)

Support and Resistance

The “tools” are explained in a separate section which will be an
excellent reference for you and will be the backbone of your trade
preparation going forward.
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RSTs

Key Point: You should use the daily charts when
searching for position RSTs. They will be found after
substantial declines or advances or else around the
longer-term moving averages, such as the 150- and 200-
day moving averages. RSTs that set up below a rising
150- or 200-day moving average are very high-probability
trades.
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RSTs - Entry Guidelines

After some practice, you will get substantially better at
identifying the pattern, and you will get started at this seminar.
The entry rules are few and simple.

Entry for position trades is on the close above the high of the low day
for buys and below the low of the high day for sells.

Early entry for aggressive position traders would be to take an
intraday setup, and if it fulfills the requirement at the close, then you
would avoid getting in at the top of a wide-range bar, or bottom for a
sell. Your intraday early entry would be above the high of the low
day, or below the low of the high day.

Initial stops for position trades should be placed below or above the
5 point low or high unless it is beyond your percentage loss rule on
any one trade. You would then just use a money stop.
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3.

S.

RSTs - Entry Guidelines ‘

If you are stopped out on your first entry and you get a second entry
at lower levels after another swing point forms, it is all right to take it,
provided the dynamics are the same, but never take more than two
entries.

After substantial declines or advances over a longer period of time
and then an RST sets up, it is best when there is a positive
divergence in an indicators like a14,3,3 slow stochastic or RST
(Wilder for buys), or a negative divergence for RST sell setups, such
as there was at the top of the last bull market.

After a long steady decline or advance, you want to see one of the
longer-term MAs start to flatten out or turn under for RST position
buys or roll over for RST sells.
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RSTs — Entry Guidelines

If it is a rapid decline over several months, then the RST might set
up 20% or more below the longer-term MA (reverse for sells), and
you will still take a trade if the RST pattern is symmetrical and one or
more of the “tools” are in play. The Generals are the major players
and volume is always a key element for you to observe, i.e.,
increasing volume and no real price decline as an RST buy pattern
Is setting up and rising prices on declining volume as the RST sell
pattern is forming. You should also look at volume in conjunction

with divergences.

The shorter the time that an RST sets up on apposition basis, the
less divergence you will see in an indicator, but if the “tools” are in

play, you can take the trade.
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RSTs — Entry Guidelines

Expanding volatility patterns like the RST set up after emotional or
substantial moves, which is the “good news — bad news” syndrome.
Don't start looking for them in neutral zones where there has been
no advance or decline prior to the RST setup. Just as a symmetrical
triangle has contracted volatility waiting to expand and revert back to
the mean, an RST has extended volatility ready to reverse direction
along with price.

Key Point: If you have sufficient risk capital and are trading
undervalued stocks, it is better to have several positions of
smaller size rather than just one. You can have long and short
RSTs on at the same time and keep rolling the portfolio as
new RSTs set up.
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Intraday RST Entry

| prefer to use options when taking RST position trades in individual
stocks, but this is not something you should unless you are option
educated and experienced. For intraday RSTs, | use the actual
future or stock.

1. On an intraday basis, RSTs are found primarily at the high or low of
the day to that point and in conjunction with one or more of the
“tools” previously mentioned.

2. Entry is simply above the high of the swing point 5 low or below the
low of the swing point 5 high bar.

3. Initial stops are below the 5 point for the RST buys or above after
you take an RST sell trade.

4. The risk/reward for RSTs is excellent regardless of time period, but
be ready to move your stop to breakeven after you cover your initial

risk, especially on intraday trades.
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Intraday RST Entry

9. The first profit objective | look for is some Fibonacci retracement to
the previous swing point high after | have moved my stop to
breakeven. | like to take early profit on 40% - 50% of a position and
let the balance ride with a trailing stop that gives it some room. Once
your risk is covered priced exceeds the amount of risk, keep a tight
trailing stop ready to unload that first part of your trade because you
might get lucky and get a moonshot of a reversal.

6. Regardless of how you manage the trade, it is the market that
determines your action. If the dynamics change, you can exit your
trade before your stop is taken out and then be ready to take an RST
second entry if it sets up.

7. RSTs will often coincide with 1,2,3 higher tops and lower bottoms,
which is a powerful combination when in confluence with one or
more of the “tools.”
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Intraday RST Entry — Key Points

Key Point: RSTs on an intraday basis will occur most often in the
futures and index proxies, in addition to big cap stocks that have a
good correlation to the index or HOLDR that they are related to.

Key Point: Most all of the intraday RSTs will occur after a significant
move in either direction and going contra to the move will seem like
the wrong thing to do at the time. There will almost always be a daily
volatility band or a Fibonacci retracement and/or extension in play, in
addition to the other “tools” that will also come into play at different
times.

Key Point: When identifying intraday RSTs, make sure you include
previous trading days’ action. RSTs can and often do set up over
several days or more, and not necessarily on the same day.
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RST
Real World Examples



e i 3 4

Lﬁngﬁ%pmeline 1

S S

Tl o

£

JCPDaily

i

[0 A Mey A ad Awg G O Nov Dec B Feb Mar fer May hn Mo Mug 9w O Wev DAL

iR B N 3 5

496



ot B A

RSTs
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RSTs
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RSTs
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RSTs
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RSTs
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RSTs
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RSTs
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RSTs
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) Fw mmute chart ‘ j , : - ,_ ;sgo.uu
- 5EMA 0 a0 {888.00
EMA o - 88
. B0 EMA :
240 EMA

187400

8?4350 |

{872.00

0930 0945 1 Ui]EI 1015 1 DéD 1045 1100
© 2003 Quote.com, Inc. ay

511




RSTs
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RSTs

KLA-Tencor (KLAC) - Daily chart

.

0% 7058

Generals’ Pullback
Rising 200-day EMA .
RST entry @ 200-day EMA 4
J82RT symmetry :
29 EMA :
75 EMA : ; [H'
0EMA o :

+ M

v

150

40

,,,,,,, 30

12 1926 3 10 17 243{? 14 2228 4 11 1925 4
Dec Jan 2002 Feh

D 24 1 & 15 22 29 5
Mo Ma

1 11 18
© 2003 Quote.com, Inc. r

2y

513



HpmmmDWhﬁ

.........

000000

---------

F  Jlsoooo

------------

514



RSTs
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RSTs

Semiconductor Sector HOLDRs (SMH) -- Daily chart
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RSTs

‘June S&P 500 E-mini futures (ESM3)
BO-mmute chart

[RSTon 13th dayfrom 896 low

‘ -~ 1850.00
13th day is the 5 point

SPX resistance

| 948.33 236 RT 1530 {09:"2080 high)

. 4800.00
914 Tﬁ 09/2001 low
2.0 STDV zone :

23 24 25 28 2‘3 30 ;ﬂa%;' 5 B 7 5 g 12 13 14 15 16 189 20 21st

517



S&P 500 (SP}{} - Five-minute chart
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RSTs
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RSTs

S&P 500 (SPX) -- Daily chart
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RSTs
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RSTs

.......

5 EMA
20 EMA
60 EMA

240 EMA

525.00

§20.00

3-12 Wedr

1 U 11
© 2003 Quote.com, Inc.

10 11
13-11 Tuesday

524



. ls18.00

2

0

: ; ; ; ; : . ; L ; : : ; ; i ;
0930 1000 1030 1100 1130 1200 1230 1300 1330 1400 1430 1500 1530 0930 1000 1030 1100 1130

uote.com, Inc. Inesday

13-06 Thursday

525
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RSTs

S&P 500 (SPX) - Dally chart
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RST Work Study
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RST Work Study

Applied Materials (AMAT) - Daily chart
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RST Work Study
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RST Work Study

John Deere (DE) -- Daily chart
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RST Work Study
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XIV. Chart Review
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Chart Review
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Chart Review
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Chart Review
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Chart Review
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Chart Rewew
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Chart Rewew
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Chart Rewew
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Chart Review

Semlconductor Sector HDLDRs (SMH) - D.';ulv,mr chart
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Chart Review
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Chart Review
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Chart Review
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Chart Review
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Chart Review
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XV. Risk Control and Money
Management
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RISK CONTROL — MONEY MANAGEMENT

The Traders Equation

Maximum % of Profitable Trades x Maximum Profit Per Trade minus
Small Losses x Multiple Trades = Successful Trader

1. The most important thing you must manage as a trader is the size and
frequency of your losses.

2. Control of your emotions to be able to pull the trigger or hit the ejection
button. There can’t be any emotional involvement. Stick to your trading
plan because they are just numbers, not personal possessions.

3. Manage winning trades to maximize the profit on each trade.

4. Take profits on one-third to one-half of your position and move stop to
cost. It's better to leave the table with cash in your pocket.
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RISK CONTROL — MONEY MANAGEMENT

5. Adjust size to volatility (wider stops, smaller size).

6. Never take more than a small percentage loss on
your total trading capital on any specific trade. Set a
maximum amount of loss for the day.

7. Allocate a specific dollar amount to each trading
position (i.e., $100,000 equity split to form $25,000
positions).

8. Only trade the good setups. Don’t force it if you don't
clearly see the pattern or sequence.

9. Take time off and don’t try to trade every day.
10.Review your trades at the end of each day.

553



Disclaimer

DISCLAIMER

Neither TradingMarkets nor its content providers are registered investment advisors or brokers/dealers. The
Subscriber understands and acknowledges that there is a very high degree of risk involved in trading
securities. Past results of anK individual trader are not indicative of future returns by that trader, and are not
indicative of future returns which be realized by the Subscriber. TradingMarkets and its content providers
assume no responsibility or liability for the Subscriber’'s trading and investment results. The Subscription
service is provided for informational and educational purposes only and should not be construed as
investment advice. The analysts, employees, affiliates and content providers of TradingMarkets may hold
positions in the stocks or industries discussed here. The Subscribers should not rely solely on the
Information in making any investment. Rather, the Subscriber should use the Information only as a starting
point for doing additional independent research in order to allow the Subscriber to form his/her/its own
opinion regarding investments. The Subscriber is also encouraged to seek the advice of a qualified
securities professional before making any investment. Factual statements provided as part of the service
are made as of the date stated and are subject to change without notice.

The NFA requires us to state that "HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE
CERTAIN INHERENT LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED
RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE NOT
ACTUALLY BEEN EXECUTED, THE RESULTS MAY HAVE UNDER- OR OVER-COMPENSATED FOR
THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED
TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE
DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO REPRESENTATION 1S BEING MADE THAT ANY
ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN."
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