Module 4 is now completed.

DTU Campus Map: New Module 5 lessons and
video content will be posted
soon.

Submit your
daytrading
screensnaps
Module  |ssential Skills for All Daytraders to Leain:
Click on each link for a new daytrading lesson. Be sure to Reck

complete the trading worksheets and activities for each module. DTU CAMPUS MAP

Click on each line for daytrading lessons from the list
below. An underlined link means the content is now
available. Note: click on your browser's "reload"
button to make sure you see the latest modules
posted as they become available. Module 1's brief
introductory lessons are for new traders, the buik of
the course materials are in Modules 2 and beyond -
Enjoy! ...Remember to set your screen resolution to at
least 1024 x 768 to enjoy DTU.

Trading Less

DTU Module One Lessons:

» Getting Started: choosing an online broker and setting up
your trading software

+ Example of a basic 2-monitor davtrading setup for new
daytraclers (under 1 year experience)

o Understanding how the different markets work:
daytrading Nasdag vs listed (NYSE) stocks




« Understanding how the different markets work:
davtrading Nasdagq vs listed (NYSE) stocks

e Daytrading Educational Books & Resources: Our Top
Picks to Learn How to Trade Better

« Introduction to daytrading methods: knowing when to buy
and when to sell

+ How to choose stocks to daytrade: screening for high-

percentage stocks
+ Avoiding the "7 deadly sins of daytrading”: how to stay in

the game

e The difference between daytrading and investing: stock
research tips for daytraders

« Basic Technical Analysis: Choosing data intervals (1-min
and 13-min charts), identifying intraclay support and
resistance levels, recognizing oversold and overbought
stock patterns, momentum trading

+ TA101 and Advanced Intraday TA: What the Pros Use

« How to Daytrade Bullish Intraclay Chart Patterns

+ How to Daytrade Bearish Intraday Chart Patterns

« Selling opening gaps up and buying opening gaps down

+ Tomahawk scalping techniques: taking small consistent

daily profits
+ How to read relative strength and major sector stock

patterns

« Developing trading discipline: using stops consistently
for "insurance”

+ Nudging more profit out of the trade: when to shake out

Tn

Fear of Trading”

Click here for Powerpoint viewer
@ program

Click here for MSWord view
progam (3.5Megs)

+ Calling Tops and Bottoms

« Trading Skills Practice: Your
Daily Tracling Journal

* Opening Gap Tradin

+ News Plays: CNBC and
Earnings Plays

+ Davtrading Stock Pattern

Recognition

P Worksheets

¢ Choosing Your Trading Stocks

¢ Using Limit Buys. Trailing Stops
and Market Sell Orders

« Scalping Under-$30 Stocks

+ Davtrading Relative Strength
Patterns

o Just for Fun

JOIN DTU'S TRADER FRIENDS REFERRAL PROGRAM @
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Back to
MODULE 1

Getting Started: choosing an online broker and setting up

your trading software

@ Main Points:

+ Choose an online broker that has the fastest execution speeds
possible. Secondary considerations include: commission price,
availability of options, investment research support etc. Get the
fastest ISP (eg Roadrunner cable modem) you can.

+ Selecting and using several software programs that will help your
trade successfully is a critical part of online daytrading that is
frequently overlooked. Thorough knowledge of your trading and
stock selection software is essential.

Examples:

BROKERS -There are many
choices:

DAT: Direct Access Brokers:
Some brokers are set up
exclusively for daytraders and
charge a higher commission
($15) than discount brokers.
They give you touch-and-click
executions and are good if you
are an experienced trader and
are ready to manage many
executions and many order
routing choices (eg ISLD, ARCA,
INCA).

Some of these include:

+ CyberCorp
+ MBTrading
+ Tradescape

Many of these use RealTick or
Esignal trading software, which
many professionals seem to like.
I've heard mixed reviews on the
RTII platform.

Online/Other Brokers:
There are many discount
online brokers out there; most
are totally unsuitable for
daytrading and may give slow
order executions and
confirmations. There is
nothing worse than getting in
a trade and not having a
confirmation for 15+

seconds.

In general, it's best to go with
a direct access broker for the
fastest possible fills.

Some of the others that are
popular with traders include:

Interactivebrokers.com (aka |B)

Datek.com

IB has among the lowest
commissions available, it's
worthwhile to investigate several
brokers to determine which one
18 best suited for your specific
trading needs and abilities.

TRADING SOFTWARE - Fortunately, there's some terrific programs that
can help your trading immensely. Be aware that if you intend to daytrade
for a living you should invest in professional tools, however (see
examples at the bottom of the page).

Here's two "Must-Have" Free Programs:

BigEasylnvestor:

Jerry Medved & Mike's QuoteTracker:

We use it primarily for stock screening; has
good lists to screen for, updates daily.




Powerful, professional software worth

considering:
eSignal: | use eSignal daily to make a living. Terrific level 2 quotes, multiscreen
support (I run 9 level 2 screens and 15 mini-charts on 4 17" monitors using eSignal;

here's a screensnap; CLICK here to see a recent 6-monitor display example (scroll
right

RTII and

Cybertrader:
Here's a screenshot of Cybertrader (below); it offer many advanced features not

available elsewhere. RTIII (bottom of page) is also very popular. As with everything, I'd
try out both and see which one you like the best.Consider investing in professional
software and brokers once you've mastered the basics of daytrading (give yourself a
year or so to do this consistently). Definitely download and practice with the

Cytbertrader free simulator, i's great.

CyBerTrader 2,03 — DM3490 has logged on in BEMO mode, - BSH

capdown_gaingan
' e C HASHY:

pdown_ingap
gapdown_slaydavn

arket View

Fittng_highs
hiltng_lows:

ncieased_volume | L Siiegon



Realtick: Many professional traders use Realtick, Cybertrader is also popular

5 Realtick Il - SPEEDTRADER
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Example of a basic 2-monitor daytrading setup for new traders Mgagbfg :

¢ Main Points:

+ Experiment with many daytrading software setups until you find
one that is comfortable for you.

« For new traders, we highly recommend using the free
www.QuoteTracker.com software with www.datek.com as a
broker. Use daSlinger at www.sapphirebay/trading/ to enter buy
and sell orders on datek; it speeds up the process quite a bit.

« Use www.bigeasyinvestor.com to screen for stocks.

+ There are many features available in the different programs, you
have to define what works best for you. | constantly
experimented my first year with different setups, probably over
40, before settling on my 4-monitor pro trading screens. Here
are some nice setups for RTIIl pro screens at
www.phactor.com. The RTIII advantage is that you can choose
how to route your order to the market, and you can do it faster
than online brokers. | find Datek generally acceptable for now, |
will probably migrate to a Cybertrader or RTllI-based system
eventually.

Here is an example of how | would set up a beginning
daytrading screen for you if you have two monitors. You can
daytrade with one monitor, but it so much more difficult to shuffle all
the windows. I'd spend the $250 for another 17" monitor and pci
display card. You should have your screen resolution set to

1024x768 pixels (800x600 minumum).
Examples:

If | had two monitors and was in my first 6 months to year of
daytrading, this is how I'd set up my system: Click for fullscreen view:

i
i

QUOTE:[:BACKER
| Biglharts

" " Historical ﬁéﬁ" =




Monitor one: Quotetracker realtime Monitor two: more intraday charts, the
portfolio, stock ticker and a handful of  dasSlinger datek trade interface in a web
intraday 10-second charts. browser, and a quotetracker
bigcharts.com historical chart/news
window.
If you have $2K or so to invest on the frontend, | would strongly recommend
getting a level 2 setup from www.esignal.com . ($79/mo + $50/mo nasdaq L2 =
$130/mo). More than worth it when you're trading fast and trying to scalp. Don't try
to make a living daytrading NASDAQ stocks without level 2.

| still use QuoteTracker almost daily for news updates, it has the best news
manager I've seen out there. All in all a very nice program I've used for hundreds of
hours over the last couple years.

Let's see, what else? Mainly, experiment to see what's best for your trading style.
If you have trouble with colors, experiment with different chart backgrounds, font
sizes, data intervals etc. Each individual has their own preferences, and | would
encourage you to try many combinations at first. It took me many months to settle
on the trading rig | like the best.
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Back
Understanding how the different markets work: daytrading MOaISUIEE 1

Nasdaq vs listed (NYSE) stocks
@ Main Points:

« In selecting stocks to trade, do not neglect the entire listed /
NYSE market. Listed stock plays can be profitable, with the
added advantage that those who do not yet have level 2 are
still on a 'level playing field' with other traders. Most
daytraders play Nasdagq tech stocks, however (as you'll see
later) there are many other profitable stocks to play that are

Examples:

out of the limelight and still have enough volume and
volatility to provide profitable daytrading opportunities.

In general, Nasdaq stocks move with slightly more volatility
due to daytraders' influence, and are thus ‘'more exciting’
and can be more profitable. Beginning traders are
recommended to play stocks in both markets, using market
volatility and volume indicators as suggested later in the

module.

« Many daytrading stocks

Daytrading Stock Market:

« Slower moving stocks

A to play give you time to enter
d « High volatility in select and exit trades without
v stocks hurrying

a « Level 2 provides + No Level 2 means all

h substantial advantage in traders on a relatively

t Nasdaq trading if you level playing field

a have streaming Level 2 + Less volatility also

d quotes means a lower-risk,

e « Rapid trade executions (albeit lower-reward)

s + Fast moving stocks are trading field to start in.
available to play; along « Charting and technical
with IPO opportunities analysis works just as

« Most hi-tech growth well for listed as Nasdaq
stocks are in the Nasdaq, stocks; chart patterns

D providing high-percentage are profitable to play in

con -

trade opportunities with
technology stocks to play

+ Shadowing the ax on
Level 2 works

NYSE stocks.



v « Volatility and speed can « Less volatility means

a ruin your trading capital if your trading percentages

n you don't know what will be lower in general

t you're doing daytrading NYSE stocks.

a « Level 2 provides « Slower trade exectution

g substantial disadvantage by specialists mean you
for those who do not may not get the best

s have it. Intraday Nasdaq price available, losing 1-
traders are encouraged 2 spreads per trade and
to try a level 2 service to getting filled more slowly.

see the difference.

+ The most experienced
traders in the world trade
Nasdagq stocks; you are
going against the best of
the best, who want to
take your money.

« PROFITABLE NASDAQ TRADING: depends on playing
selected stocks (using Level 2 if possible) for quick
momentum plays, buying on the bid and selling on the ask for
scalps and large moves.

+« PROFITABLE NYSE TRADING: depends on your ability and

patience to know technical analysis and chart patters, trading
ranges and how to enter and exit with carefully placed limit
orders.

In Summary: Try both markets - in general, the NYSE stocks
w/good volume (>400K) are relatively easy to play, while the
Nasdaq stocks have lots of volatility and intraday price
movement. Listed stocks slower on news and earnings/M&A
reports than Nasdaq stocks do, so you have more time to manage

your trades with listed stocks. Try both!
Send us email DISCLAIMER
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Daytrading Educational Books & Resources: Our Top Picks to Back to
Learn How to Trade Better MODULE 1
@ Main Points:

+ "Give a man a stock pick, he may or may not win. Teach a
man How to trade stocks, and he profits for a lifetime (and
lives in Hawaii with a nice wife and goes golfing and..lol). My
best advice to all traders who hope to prosper is: you can
genuinely achieve financial independence, at the price of honest
hard work, study, discipline and knowledge. Like anything
else worth having. It's up to you to decide whether or not you're
serious about this business.

Ongoing education is important to your success as a stock
trader. Look at daytrading like a 2-year degree program and
you'll be in the right frame of mind. Consistent studying and hard
work is required to earn consistent profits from the market. This
is not gambling or "playing the market to see how you do". This
is how to pay the rent. Expose yourself to enough winning
trading ideas and strategies, and you can achieve success if
you apply them intelligently. By joining DTU, you've shown that
your attitude to get an edge is there; application and follow up is
where the money's at. Let's do it.

Losers and gamblers look for "stock pick” sites, hoping for
others to make trading decisions for them. To take consistent
profit off the street, you must learn how to enter and exit
successfully. Picking oversold/overbought tops and bottoms off
support and resistance sounds fine, and in time, you'll learn how
to do some of that. But the way professional daytraders make a
living is providing liquidity bidding and selling stock like a market
maker does (vs. paying up 2 spreads and hoping for a homerun
trade). Market makers love guys like that. They take your
money, with the commission churn eating up the rest. Not the
way to play.

Having said this, I'll still post a few stock picks (like the recent
SPLS pick at 17 1/2 that ran to 24 3/4 in 4 days, predictably;
good for intraday plays). In the meantime; here's a few books
and other resources I'd recommend that you take a look at when
you have an opportunity; they've helped me trade more
effectively.

These books are the ones I've found most helpful. See amazon.com
for descriptions, evaluations and other information. Building a trading
library for $200-$400 is the First thing you should do (vs. running out



and losing the same amount ++ in the market the first 6 trades you
make; or, losing more than you need to for those who are
experienced in trading for a living). All books are linked to their
descriptions at Amazon.com

‘\ "Must-
Reads™:

TRADING DayTrading |
Into the
Millennium

Also interesting to check

MIND:
TRADER!

o o

JATR L SCHVALER.

Complete
Idiot's
Guide to
Daytrading
(really!)

DTU Trader's Picks:

Let us know what your favorite trading book(s) are; we’'ll post the
results monthly. Just email us!
Barry D. from FL recommends: "Reminiscences of a Stock Operator” by E.
Lefevre

Profitable trading idea #173:

Go through these books, highlight specific trading strategies
that the authors feel are important and summarize them on
3x5 cards (especially ideas and techniques that more than 3
authors seem to agree on, e.g., "use small stops and let the
winners run" lol)

Next, keep a trade journal and figure out which of your winning
vs. losing trades use these trading strategies.

Finally, develop a trading plan that applies trading strategies for
timing, entries and exits.

These are all basic ideas, but many traders I've worked with skip
them and end up making the same mistakes over and over again.
Then they beat themselves up.

It helps to have structure until all this becomes automatic.

Send us email DISCLAIMER
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Introduction to daytrading methods: knowing when to buy and Back to

when to sell

MODULE 1

@ Main Points:

« In daytrading, you should get as many things stacked in
your favor as possible prior to entering a trade. We will
go through a "checklist” of things to look for that you should
memorize and practice paying attention to prior to buying
stock. It's a balance: you can't wait til "all the planets line up”
or you'll be buying the obvious top, where faster traders are
selling to you. If you enter without having any of these things
in your favor you are increasing your risk, however.

« It's helpful to evaluate trade risk management and entry/exits
like a funnel, with broader market dynamics considered
first (naz/spoos up or down?), the sector you're playing
considered second (eg $SOX, $GIN), your stock's 5-day
trend support/resistance levels considered third, and finally
level 2 & time and sales momentum, volume, RSI, MACD
and other technical chart patterns & indicators for your
specific stock considered lastly. Don't buy stock if the overall
market's tanking, it may take level 2 a brief time to 'catch up'.

Anticipate larger market direction first, then use level 2 to
time your entries, exits and trade sizes.

"A Day in the Life of a Professional Daytrader"

Premarket
Action

S&P Futures
on CNBC at
9:25am

« Get your trading rig set up at least an hour before the
market opens. Turn on CNBC & get some coffee.

« Read the online headlines on CBS Marketwatch.com
and_ZD news, others if you want. Put a few of the
"Stocks to Watch Today" in your software watchlist if
they meet our general trading criteria.

+ Also look at these two 'big picture’ considerations to
help you "prepare for battle™

This tells you which way the market will open, not
necessarily the overall trend for the next 30-60 minutes. If
the S&P futures (spoos) are up over +8 or higher premarket
that's bullish etc. Remember the market may open high and
turn down on a dime at 9:40am. Wait to enter your stock
buys til after 10am in general.

CPI/PPI Reports OQut Today? Any of these three factors can influence the
Is Greenspan Talking? market in either direction. Be aware that

Triple Witching Friday?

there is likely to be more volatility on days
when these events occur.



This is CRITICAL to look at if you're going to be trading
during the first ten minutes of the market open. How far
has a stock gapped in either direction premarket,
and on what kind of volume? If CSCO has gapped
down 2 1/4 points premarket due to a bad news story,
how do you play it? Probably buy the gap down on

Premarket Gaps open if buyers start to come in.
Up or Down on

Volume >20K

Market
Oopens

If AMAT gaps up + .8 on positive earnings news
premarket, how will you play it? Probably short it on the
market's open, if you think it will sell off due to profit
taking.

A final note: Make Sure to keep an eye on your stock
premarket using the_island java book and Level 2 (if
you have it). If | have a rare overnight hold, | will
frequently sell it off at 8:30-9:15 on ISLD before the
market opens if I'm up with a decent profit.

In general, | usually sell into the opening momentum
and wait til at least 9:35 (after initial open orders are
cleared) to trade. My favorite trading times are Tue-
Wed-Thur morning 9:35 til 11am. Volume tends to be
lighter monday mornings, slower opens, so | avoid
them. | usually do not trade the afternoon, as the pace
is often slower.

Ding ding. Ok, the market's open. There's several distinct
"trading waves" in the first half hour of the market open,
from 9:30 thru 10:00. In time, you'll be able to ‘feel the
momentum of these waves based on buying and selling
momentum, pace and volume.

You should almost never buy an opening gap up; there is
a favorite market maker trick called the "gap and trap™;
designed to lure in traders who think a stock is hot and
headed up. Eg EBAY closed at 57.65 the day before, now it
opens at 58.8 and ticks up to 59.5 by 9:32am. Do you buy?
Probably not. Not unless you see higher highs and higher
lows sustained for a few minutes on higher-than-average
volume.

Wait for an initial pullback to buy any stock on the open, to
see how deep the pullback is. If it continues all buyers, then
you might want to jump on board. It will usually, however,
sell off as market makers who have shorted it on open will
continue selling until daytraders start panicking out of their
positions.

9:30 - 9:40ish: The first market action occurs: a rush of
buying or selling. You should be following the overall Nasdaq
composite index at this time very carefully. See my_4-monitor
trading screen setup; on the far right the two large black




indexes are the $3COMPQ and the $TRINQ. | always look at
these first before, during and after | trade stocks. | also watch
sector index charts, like the $SOX and $GIN.

9:40-9:50: The first reaction wave occurs; either the trend
continues or starts to reverse from its initial direction. Pay
close attention here.

9:50-10:00 The main thing to remember is that the market will
frequently change direction several times in the first hour of
the trading day, from 9:30-10:30. Be sure your trades are on
the right side of the composite trend.

10:00 Market Pivot time: this is a key time for the open, if the
market's been getting buyers 9:30-10am, here is where it will
often reverse directions and vice versa. | usually close open
positions I've had from say 9:52 at 9:58 am type of trading.

10:15 - 11:30 This is a time where | trade many of my
positions (60%). My daytrades are rarely longer than 15
minutes roundtrip each, unless the stock is on a steady
climb up.

11:30 - 1:30 "Deadzone Hours": Play with caution. Usually |
will short a top that's starting to weaken during the low-
volume, dangerous lunch hours. This is the time where stock
usually stays flat or declines. | usually sit out the lunch zone.

1:30 - 3:00 Another trade window, somewhat less volatile
than the morning, | make around 10% of my trades during this
time.

3:00 Bond Markets Close: Look for sell/buy programs to kick
in.

3:00-4:00 Final hour to trade for the day; the second-best
time to trade stocks. | may do some trades here,
especially friday afternoons, If the COMPQ is making a
2day high or low. Hint: stocks usually continue their opening
pattern during this time (if it trended up in the first 2 hours,
stayed flat/down over lunch, it will probably trend up during the
last hour as well).

The only exception is if a stock has been downtrending all
day, in which case short covers may cause a small "cover
rally” in the last half hour. These can be profitable and
explosive plays; I've frequently seen stocks gain back 1-3% in
30 minutes here.



Market Post-Market plays: If you want to see if you can get some
Cleses casual investor to "buy the news" on a stock you bought and
held earlier in the day (overnight/swing traders), you may
want to offer to sell it on ISLD after market for a nice profit.
How would you daytrade in the next 15 minutes, based on
these two charts??

4:00 14:20

Note the $TRINQ went all the way to 1.45 before having a sharp
reversal, when the Nasdaq composite started up. The $TRINQ is now
consolidating and headed upwards, which corresponds to a
downtrend in the Nasdagq index for now. Use the two in combination.

We'll get into daytrading chart patterns and TA in a later lesson. For now,
here's a profitable chart combination | use all the time:

+ Nasdaq Composite Index 1-minute close line chart

« Nasdaq TRIN 1-minute close line chart: the $TRINQ is a great contrary
indicator for the Nasdaq; | use it in conjunction w/$PREM, $TYX, SP9
and the leading indicators to confirm market direction, pivots and trend
reversals.

« Pro Daytrading Tip: In general, | am hesitant to buy stock long if the
$TRINQ is >1.0 and am looking to go short when the $TRINQ is
>1.50 (or, I'm looking for "when will it bounce?').. If the $TRINQ is
under 1.0 | am much more comfortable in taking a long position,
and am aggressively looking to buy stocks if the $TRINQ is <.70.

« Many traders also use the spoos/naz futures/$PREM/$TY X as leading
indicators.

Here's a screensnap of the nasdaq composite index and $tring for a recent
day:
A quick intro to Level 2 screens: (we'll have much more in Module 2 on
Level 2 Trading)



e I |

HOWL - W8 h WIS 0 WIT Hxd0  ZEIW 126

This is a bullish level 2
screen; eg many buyers at 17
7/16 and not many sellers. You
should Buy Limit Bid 17 7/16 to
join the ISLD buyers, or buy
Limit at 17 15/32 to front run
the current inside bid.

Note the green sell (2nd inside
ask) band is paper-thin with
only 2 mm's at 100 each,
where there's a lot of
heavyweight mm's bidding 10
deep. Again, level 2 must be
the last thing you look at, also
consider chart trends and
market direction.

Decimal trading note: | will be
updating many of the lessons
to reflect decimal trading during

2002.

)
Send us email

This is a bearish level 2 screen,
notice how many sellers (a wall
of sellers) to go thru at 24 1/8 on
SBUX. Also notice how thin the
support levels are on the bid
side, only 1-2 market makers at
each of the next 4 spreads.

Buying here is a no-no; it's
unlikely all the sellers will step off
the 24 1/8 ask and let the price
go up. This is the advantage
Level 2 provides, you can see
how deep the buyers vs sellers
really are.

DISCLAIMER
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Back to
How to choose stocks to daytrade: screening for MODULE |
high-percentage stocks
@ Main Points:

A Common Mistake new traders make is to try and daytrade
either:

« The Top 10 Most Active Nasdaq stocks (MSFT INTC CSCO
WCOM etc) or

« Cheap $2 -$10 stocks because they only have a few
thousand in capital

The stocks that you daytrade should have the following
characteristics:

« Average spreads of less than .15

« At least 1.2Million shares per day average daily volume
(prefer 2M+ optimum)

« Intraday average trading range of 5% or better (eg a $40
stock should have a $2 intraday range (AMAT), a $60 stock
should have a 3-point range (EBAY) etc. Where you get into
"low-percentage commission churn daytrading” is trading
300-500 shares of MSFT at 65 with a 1 point intraday
range, for example.

« You can also profitably play IPOs, news plays, earnings
plays, upgrades/ downgrades and others, but for now | want
you to start thinking about 3-5 stocks that you want to trade
regularly.

« Price of around $25 - $60 with a 5% intraday range are my
favorites, best sectors are software, semiconductors and
biotechs (for year 2002) you can of course also play the net
stocks (EBAY), and other sectors as you wish.

« Here's a new one for Level 2 players: make sure your
stock has one of the "four horsemen" as an ax (MSCO
MLCO SBSH GSCO) vs archips "chippies” ARCA INCA that
move the stock. Learn to follow these axes in and out of
trades.

+ See this page for how to choose stocks for swing trading (2
days to several weeks); including chart patterns.

« My Favorite Daytrading Stocks for Year 2002: (SOX):
AMAT BRCM NVDA GNSS MXIM NVLS QLGC XLNX
(GS0): CHKP SEBL VRSN VRTS (NBI) AMGN HGSI GENZ
MLNM ; others: EBAY BRCD EMLX

Examples:
1 like bigeasyinvestor.com (free software) for screening as well as the one at
www.financialweb.com. The best scanner out there is Tony Oz' Scanner
for Realtick.




for Realtick.
Here's a page on the subject from the registered "Daytrading Stocks
Successfully” Screensaver:

What to look for:
* Look for < that have
between 300K-3M daily volume

« MOST IMPORTANTLY: Look for
stocks who have a good intraday

trading range for their share price.

Example: The trad %ages are
better fora $22 ck like SPLS
with'a 1-pt range t a $90 stock
like MSFT with a 2-pt range.
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Back
Avoiding the "7 deadly sins of daytrading”: how to MoaDCuEE |

stay in the game
@ Main Points:

The FIRST goal you need to have in daytrading is "How Can
| Play Without Losing My Capital?".

The Second goal is "How do | make Profitable Trades based
on things | Now Know to Look for?"

The Third Goal is "How Can | Make Consistent Profits by
Daytrading Stocks?"

Without mastering the protective loss-avoidance techniques and
high-percentage trading pattern skills, daytrading resembles
gambling and over time will consume your capital trade by trade
until you're out of the game. This is what happens to the majority
of people who attempt daytrading without educating themselves

or getting training.

Do you golf? Remember how important it is to avoid getting bad
swing habits early in your career? Let's try to avoid topping the
ball and slicing when it comes to trading:

Below are 'Seven Deadly Sins of Daytrading’ that you should
add to your mental checklist before entering a trade. These
help you with the first goal, preserving your capital:

The "7 Deadly Sins of Daytrading"

#1: DON'T TRADE THE MOST ACTIVES: we mentioned this in
the page on choosing stocks to trade. The most actives also
have the best traders competing on them, and volatility is often
lower. Your %ages are much better on stocks one level back, in
similar sectors (e.g. don't trade INTC, trade ALTR or XLNX
instead. Don't trade YHOO, trade DCLK.)

#2: DON'T TRADE DURING LUNCH "DEADZONE" HOURS:
many losing trades occur between 11:30 and 2:30 EST. The
best time to trade is during the first 2 hours of the market. We'll
cover more in our pages on timing entries and exits. Volume is
lower during lunch hours and the market makers will not buy as
much stock in this time window. More games and fades.
Shorting, however, is usually fine around 11:30-1pm (in general)
for stocks that are making lower highs and lower lows. Market
makers often bid the price down to shake out weak traders over
lunch and buy it back in the afternoon, makiong for eod short
cover rallies.

#3: DON'T RATIONALIZE LOSING TRADES: the ONLY



REASON you buy a stock is because you think {(or see) that
OTHER TRADERS ARE ALSO BUYING THAT STOCK AT THAT
MOMENT. If you're wrong and there's more selling than buying,
get out fast. Just do it. The market honestly doesn't care about
the stocks fundamentals, earnings, ratings etc. during the next
20 minutes that you're in that particular trade. If you're wrong,
wisely admit the small defeat and take a small stop loss.

#4: DON'T CONFUSE DAYTRADING WITH INVESTING: this is
one of the biggest hurdles for new daytraders to overcome. If
your trading style is, like mine, in for anywhere from a few
minutes to a couple of hours tops, you do not care about all the
"noise” such as analysts ratings, the 30day moving average,
2month support and resistance levels...you play on momentum
only. Are more people buying the stock now, and for the next few
minutes or half-hour or so? That's what counts in daytrading.
"INVESTMENTS ARE DAYTRADES GONE BAD". Don't hold dog
stocks that went against you and you're holding on hoping for a
turnaround someday. That's how to lose money. If you're way
down and the stock has stabilized and isn't selling, then maybe
hold them. Don't get into that predictament in the first place.

#5: DON'T FIGHT THE TREND. What an insightful statement. :p
Daytrading successfully means to understand and capitalize on
the trading trend with 4 times more focus and
concentration than you currently use. Viake sure to learn
how to "read the tape”, if you don't already have level 2 time
and sales then at least look at the java island book viewer
(updated realtime during market hours!) for your stock to get a
partial picture of what's going on in a given day. The datek
streamer is a similar device, not complete but ok if you're just
starting in daytrading. One of the keys for my 'turning the corner”
was to focus on just a few stocks | know like the back of my
hand and follow them with intense concentration. | know the
market makers, gaps, intraday trading ranges etc. and make
money 80% of the time | trade these (SPLS DCLK NOVL my
current favorites).

#6: AVOID LOW-VOLUME "PUMP & DUMP" $1-$10
CHATROOM SPECIALS. | wince every time | log into one of the
free stock chat rooms and see people ("sheeple") following
stupid stock calls on junk cheap stocks. | feel sorry for all the
trading losses | witness. To learn to be a pro, play like a pro.
Read the books, check out some of the good resources out
there, and IGNORE THE JUNK FREE STOCK CHAT ROOMS. |
won't name any names, but there's plenty I'd avoid. They're good
for companionship and fun, but dont follow the crowd. Overall, I'd
recommend the pay chat rooms for learning how to trade vs.
playing the stocks that are called. There's a couple of good ones
out there, but again, | can usually out-trade the ‘room gurus’ so
they're a waste of resources for me, and a distraction.



#7: FAILING TO LEARN FROM ONE'S MISTAKES. Ask
yourself questions such as: "What did the market teach me
today?”, "Where did | trade well, and why?" "Why did | lose on
that last trade, and how could | have made the loss smaller?”
"How can | build more consistent trading habits that will help me
profit?” Use a_Daily Trading Journal to help you figure out what
you're doing right and what needs work.

JOIN DTU'S TRADER FRIENDS REFERRAL PROGRAM &
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The difference between daytrading and investing: stock Back Lo
: MODULE 1
research tips for daytraders
@ Main Points:

You can easily lose money daytrading the highest-rated
growth stocks in the market (ex's: QCOM JDSU ADBE
MSFT etc). Daytrading requires us to use a much finer
“magnifying glass” than investors and analysts use.

Just because a stock has a ton of volume, has a great

120-day MA or uptrend, and is frequently talked about in the

media does not mean it's the best stock for daytrading. Be -
sure to review the stock-choosing tips page to see if your

stocks meet the criteria.

Mentally, this is a difficult concept to translate into practice
as an intraday stock trader, which we are. According to
Gary K., one of my students, "most of the time | feel like I'm
looking for a needle in a haystack”.

This is often the case, and it can be frustrating if you do not
develop a lot of patience, much like a hunter or pool player
does. Rushing and firing away trades without knowing what
you're doing leads to trading losses. It's ok to buy a low-
rated stock (eg all "hold" ratings”) if it's going up nicely on
higher-than-average volume. It's bad to buy a high-rated
stock (eg 7 "strong buy" ratings) if it's in a downtrend on
average volume. (For analysts ratings click here; change
the ticker in the location bar of your browser vs in the page

itself (faster))

If you are saying to yourself "I don't know, it might go up, let
me buy some”, you are making a trading mistake. Only
when you can say "this is a high-percentage play, I'd be
surprised if it doesn't go up from here" should you put
thousands of dollars of money into the stock. On the other
hand, you can't wait for "all the planets to line up” or you'l
be in the trade too late and buy the obvious, at which point
sellers will come in and you'll lose as well. It takes balance

and speed.
Examples:

WHICH OF THESE TWO STOCKS is better to buy as a dayirade this very
moment, based on the buy/sell pattern alone? (we'll look at
RSI'MA/Stochs/Voluine in other lessons)

STOCK

#1:



Humber of brokers Average Hecommendation

recommending as: [strong buy] 1.00 - 5.00 [strong sell)
Strong Buy [}
Mnderate Buy [~} This Weel 144
Hauld 1o Last Week 1.50
Moderate Sell In Change 0.06
Strong Sell 1o

STOCK #2:
MNumber of brokers Average Recommendation
recommending as: [strong buy] 1.00 - 5.00 [strong sell]
Strong Buy [
Moderate Buy = 4 This Week 2.30
Hold [ Last Week 241
Moderate Zell 1o Change 0.11
Strong Sell [l

(scroll to bottom of page for answer)

® Answer:

For a DAYTRADE, Buy stock #2: Higher highs and higher lows
(an ascending triangle, the stock went on up an additional 1 1/2
points from 25 to 27+ that day!). The analysts ratings are
irrelevant to daytraders, except for an intraday
upgrade/downgrade that could influence the momentum (or a
dap play on the following day). This is difficult for most people to
fully adopt into their daytrading.

For an INVESTMENT, Buy stock #1: If you want to buy and hold for 6
months or 2 years or something, well first of all you're in the wrong
site lol. Analysts ratings mean nothing to us except to the degree that
they influence trading for new upgrades/downgrades, and perhaps
overall trend direction. We care about momentum, not ratings.
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Basic Technical Analysis for Daytrading (page 1) Mgagbtg :

@ Main Points:

+ Most of us who daytrade for a living use both Level 2 and 1-
minute tick charts that have a humber of indicators we rely on.
After awhile, these will become like "second nature” to you
{(much like the dashboard is while driving a car).

« You need to develop the skill to quickly respond to relevant technical
indicators while avoiding too much complexity that detracts from
your trading skill and speed.

+ As you can see from my setup; | find that it's useful to have a
level 2 window, a one-day interval chart and a 5-day chart all
together for each of the 9 stocks | am watching at any given
point in time.

« In this and other pages we will give you many handy tips for
daytrading technical analysis not found in the books, but essential
for success. The books generally aren’t real-life or practical enough;
we want to provide specific technical patterns and indicators that
work for daytrading today's stocks.

+ You need to experiment to develop a setup that works well for you;
many traders like to just watch 1 to 3 level 2 screens at a time. If it
works, use itl Experimentation is the key.

click for full 4-screen
snap:

Basic Technical Analysis for Daytraders

« Note: | will not waste your time with kindergarten TA you can get in
any book; we will instead give you practical methods and ideas.
The stuff they don't tell you.

« It is useful to keep an eye on 2 simultaneous charts for every
stock you trade: The First is what | call a "closeup” intraday chart,
with a short time interval (1 to 5 minutes). The Second is a 5-day or
10-day chart to help you identify current support and resistance levels,
and to see "where the stock is coming from” (the time interval for a
multiday chart should be 13 minutes).

« Trading with only today's intraday chart is not enough, you need to



see at least the previous days' open/highf/low/close and volume to
understand buying/selling behavior for the current day. Especially useful
for playing opening gaps.

How often should you set your intraday charts to sample data for?
Some traders like 3min/13min setups, others use 5/15 etc.. | like 1/13
myself.

« For those of us who scalp and trade in intervals of a few minutes
to an hour or two, set your intraday chart data interval to a one
minute close-line chart.

« For those who trade longer time intervals (many hours, overnight
holds, swing traders), you may want to use 3-minute charts instead
to filter out the minute-by-minute 'noise’.

For this intraday chart, should you use a close-line, bar or candlestick
chart? | use a close-line 1 minute intraday chart and a 5-day candlestick or
bar char. Here's what three intraday AMZN charts would look like with each
of these displays:

Close line 1- Candle 1-min: Bar 1-min:

min:

Which is easiest to read? | like the close-line myself, although you don't see the
minute-by-minute range. With level 2, you don't need to see that on the chart,
since you can "read the tape" and you know what action is going on at each price
level. The close-line chart lets me see key support/resistance and trend data.

So, have you set up your 1-minute intraday charts for your 3-5 core
daytrading stocks yet? Remember, you should have two charts for each stock.
If you don't have a data feed, at least use a bigcharts.com 5- or 10-day chart in
addition to the intraday 1-minute chart you use to trade from.

If (and only if) the stock is giving me uncertain signals and | can't see what's going
to happen from the level 2 patterns, then | will use my "microscope” intraday TA
momentum chart with a few more bells and whistles.



Most of us who are daytraders don't use bollinger bands and other TA that's
designed for multi-week or multi-month investing. We are daytraders. We may use
stochastics and oscillators, volume breakouts and tape patterns. That's all we
need. Here's an example:
1-minute Close Line Chart

[~ [tminmorningTa.eh Bl

with: e S B S o o
+ 50 MA (red line main
graph)
+ Volume (of course)
« RSl (12)

+ Slow stochastic (18)

| will not bore you with the
details of "how to set up your
indicators" other than these
examples I'm providing; there
are plenty of resources out
there to help you with TA.

See next page

How to Use the Indicators:
Typically, | rely on support
and resistance levels plus
patterns I've memorized to
help me enter and exit
trades. We'll look at patterns
on the next page. Stochs are
a daytrader's favorite, like
MACD lines they cross,
giving buy/sell signals. RSI
for oversold/overbought
conditions. Use with caution,
market direction and tape
flow in time and sales are
most important.

i

10:00 1030 11:00 11:30

Here's an example of a DCLK 5-
day chart (minus one day for
Thanksgiving; I'll change the chart
next week). Notice that | like to
use candlestick 13-minute
charts for 5-day or 10-day
charts. On the chart itself | like to
include a 50MA (experiment,
anywhere from 28- to 50- MA is
decent) as a trend/support line.
Notice that the red/green bars
show buyers/sellers during each
13-minute interval. This is used
for support/resistance spotting.
Anocther nice feature from_eSignal
charts.

Intraday Support and Resistance Levels

« Hint: start with a 5-day chart to identify the past 5 trading days' support and
resistance, also paying attention to volume and spotting larger patterns
(cup and saucer, triangles, pennants, flags, breakouts from a trading range
etc). Volume breakouts are great to trade, as are bottom bounces off
support levels. Here's an example of a multiday "double bottom™ XRX chart
showing support at 28ish:

5-day XRX chart thru 11/26 showing



support at 28:

| drew the yellow
line at 28, a
support level for
XRX. How to trade
it? Buy it at around
28 to 28 1/4, using
27 15/16 as a stop.

If we're right, XRX
should run up for a
half point or more.
If we're wrong,
we're out with a
very small loss.

It works. (having
said that, now
watch XRX
plumment to 19 on
Mon lol)
3-day COMS chart showing double
top resistance:

| e |1

i

Here's a multiday "double top",
showing temporary resistance.
Do not buy this stock until it

breaks through the resistance

l W,
Y{' m””f |

level on decent volume. ” 1

Double and triple bottoms &
tops make for easy plays; you
can "trade the channel”, surfing
long and short between the
boundaries, using close stops
for protection. The double top
indicates an "overbought"
condition, where sellers will gain
momentum.

Overbought, in a Trading Range, or Oversold?

Remember to always try and play overbought or oversold conditions (with
volume and market directions as confirming indicators). The only time to
play stock that's in a range is if you're playing market maker and scalping
teenies (another very valid and common way to daytrade).

High-percentage trades are off the tops and bottoms. Look for double-digit



swings (eg down 11% on the day with no news) for high-potential trading
opportunities. Here's a couple of examples:
Can you ID support/resistance Can you say "oversold” for this 5-
for this Disney 6-month chart? day Disney chart? Predictable
top, time to shortit:

TIuK i dah

T | (TR

I | e |

Here's an example of an oversold
HRL chart. Given all the good news
that just came out the same day (and
CNBC mention), it was an obvious
buy at the close of the day:

Of course, | posted this in the "stock
picks" page and bought at the
bottom, selling on the opening gap

up.

Since | don't normally play this stock,
| just played a very conservative 200
shares. Still, $250 on 200 shares of

an overnight hold is an ok profit.
11/23/1999 15:51:58 Bought 200 HEL 40 1/2 §-8,109.99
11/24/1999 09:47:45 Sold 200 HEL 41 /8 $6,364.73

What fund managers look for: why you should care as a
daytrader. These guys have pre-entered buy and sell programs



based on the $PREM, indexes and most importantly the 50- 100- and
200-day MA (moving average) lines on stocks they play.

These give you ideal support and resistance levels...look them up on
6-month charts, then narrow in to 5-day and intraday charts, watching
for blocks of at least 10K shares going off in time and sales for buy
and sell signals.
QCOM 6-month
chart: a thing of
beauty.

Notice the stock
never loses its
50/100/200 MA
lines.

Other charts do. lol

Look for when a
stock price tests,
retests and
bounces off any of
these key three
lines for
institutional
buy/sell signals.

Scope down to a
5- or 10-day chart
to see the latest
action (esp
volume}, then put
on the watchlist for
intraday trading.
It's easy.
intro to TA For Momentum Trading

« Momentum trading includes “jumping on whatever's hot", such
as IPO's, morning gappers (either gainers or losers), and news
plays. We'll look at reading stochs and advanced momentum
oscillators in a later module.

« TA is primarily concerned with both momentum oscillators such
as stochastics, which may be helpful, as well as the slope of
the close line: the steeper the stope the faster the retracement
will be. See our next page for more examples and "how to's"...

+ Here was what is in my opinion the "momentum play of
the year”. I've never seen anything like it. If I'd a just bought
1K shares at 28-30 | coulda woulda shoulda make 20 grand in
under an hour. Of course, | didn't jump in (I rarely play stocks |
don't know, or IPOs). Triple Doh! And, the chart was easy to
play, gained 30 points over a slow steady hour of trading.
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Basic and Advanced Technical Analysis for Daytrading (Page Mgfgbig |
1/3)

@ Main Points:

« Successful daytrading depends on your ability to correctly
interpret high-probability chart patterns that will provide you
with buy and sell signals.

« Learning technical analysis of stock charts is a critical skill that
takes time and many hours of observation and practice to master. It
is not easy.

+ Once you take the time to learn what to look for and how to

trade it, you will gain confidence in your trades and very

seldom be 'surprised’ by price momentum. You will be able to
better anticipate where to enter stops, how to identify support and
resistance, and manage your daily trading activity with more
certainty and profit.

Some daytraders use only intraday charts, others use only level 2.

Our belief is that mastering both sets of skills will give you a

competitive edge against other traders whose capital you are

trying to take. Like windage and elevation scope controls for a high-
powered rifle, you want to use the tools to be able to consistently hit
the bullseye for winning trades. It is very much a learned skill.

Daytrading is a zero-sum game. Mastering 1-minute intraday chart

TA is a very useful skill.

We will give you a synopsis of exactly what to look for with the

most frequently-used daytrading chart patterns: Volume,

Formations (triangles, channels, flags, breakouts etc.),

Stochastics, MACD, MA and RSI.

For this and other modules, we will be developing quizzes and "test

yourself-type trading scenarios to help you further develop your

daytrading skills.

Entire books and chapters within trading books have been written

about TA, so | will provide examples and recent charts, along with

new information, to help further your understanding of technical chart
analysis.

TA 101: How to Read Intraday Charts

+ Overall market trend is king, so always watch Nasdaq
($COMPQ), spoos, (/SP9) and sector charts (eg $GIN, $S0OX) as
the highest priority.

+ Second, look at the 5-day historical chart for your stock to identify
recent support and resistance levels.

» Third, look for the specific 1-minute {(or 3-minute) intraday chart
patterns we'll be discussing on this and our other two pages
(intraday bull and bear charts) to identify high-percentage patterns



to trade.

«+ Finally, look at volume accompanying the patterns you see.
Remember, traders "vote with volume”, so a trend on low volume
(eg during 11:30-1:30EST) is suspect.

BASIC INTRADAY TREND PATTERNS: Up, Down and Sideways

Stocks tend to follow through on their patterns, until volume and price
direction change. Here's a few examples:

UPTRENDING CHARTS: Notice higher highs and higher lows
wivolume. No serious selling, price gets higher throughout the trading
day.

. [T ||

DOWNTRENDING CHARTS: Notice lower highs and lower lows wivolume. No
serious buying, price gets lower throughout the trading day. The CIEN chart
below shows it sold off then settled into a consolidation, or TRADING RANGE,
from 10:30 to 12:30. Notice 3 volume spikes, even though block buys of
around 100K shares went off it wasn't enough to lift CIEN's price. A weak
stock.

For the COMPQ (NASDAQ Composite) screen, notice the trend lines | drew in,
showing the composite index wasn't getting much buying after the morning run
up (12/8/99).
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IDENTIFYING SUPPORT AND RESISTANCE is an important skill to
learn, particularly when your'e looking to improve your skill at buying
buttoms and shorting tops (as well as the basic "buy into the trend"
approach). Again, start with a 5- or 10-day look, then narrow your focus
into the current day’s trading momentum.

SUPPORT: In the CIEN chart above, support is at 47 1/2. In the GMGC
chart below, where is the support line at? How would you trade it?

(answer: the support line is in pink, buy the stock if it breaks through the
resistance level 1/4 point above the support line - the resistance level. Buy
on a breakout above the resistance, or buy off the support level and sell it at
the top of the trading range - this is a "channel play").

DOUBLE BOTTOM INTRADAY (or 5-Day) SUPPORT BOUNCE: In the XRX
5-day chart below, we see that support is at 28. You could either buy the
next time it hits 28 (with a stop at 27 7/8), or wait until it breaks through it's
resistance line at 28 3/4.

DOUBLE TOP INTRADAY (or 5-Day) RESISTANCE SHORT: Can you
identify the "double top” in the chart below? What's the play? Short it at the
2nd top, especially if it's reaching the 2nd top on lower volume (or during lunch
hours). The price will probably fade. On the other hand, you'd want to go long if
it broke through the resistance level on the 2nd or 3rd try.
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Advanced Intraday TA: What the Pros Use

On the next two pages, we will go over specific chart patterns to be on
the lookout for: Bullish Intraday Chart Patterns and Bearish Intraday
Chart Patterns.

Below, we will learn how to daytrade using advanced intraday
technical indicators that pro daytraders and mm's use to scalp trades
and better time their entries and exits. The equivalent in Level 2 (which
we'll cover in Module 2), involves shadowing the lead market maker,
identifying t&s momentum patterns, and managing your bid/ask sizes.

Please study this chart carefully for a few minutes:

” DCLK] Bl rerval o[NPI S S )
50 -

RS!: Relative Strength Index

13 Slow Stochastic

12,26,9 MACD

AD00  A0:30 44:00



There are dozens of technical indicators out there (Bollinger bands, envelope
channels etc). The ones on the chart above are the only ones that pros use.
We will cover how to use them to daytrade effectively (although | was a Ford
Motor Co. statistician 8 years ago, | will not put you to sleep with the computational
details; see a good TA book for that):

50 MA Use an MA line to help you see the average price trend throughout
the day. Think of it as a dynamic support/resistance line. It plots
the average price for you. Buy when the price dips to touch the
50MA and starts to rebound. In the DCLK example above, look at
the price at 14:30 (2:30pm). A buy signal would be when the price
touched the 50MA red line and started to rebound. Buy Limit DCLK
167 1/4. Sell anywhere over 170.

By the way, the only reason we use charts and
level2 is for us to be able to correctly respond to
the buy and sell signals they are giving us. It takes
lots of practice (months and months) to develop a
sense for reading the charts and level2. So be
patient with yourself and start practicing.

RSI: Relative Strangth Index

RSl is somewhat useful, though not my favorite indicator. RSl is a
momentum indicator which measures an equity's price relative to
itself. RSl is less responsive to big swings in the price, so it filters
out some of the "noise" in a stock’s trading activity. A buy signal is
seen when the RSl line drops below 20 and starts to touch the
bottom line - in the DCLK example above look at the 11:00 RSI
curve - this was RSI's contribution to the day, told us to buy when
RSI kissed the 20 line. A sell signal occurs when the RSI goes
above the 80 line, although I've found many false signals in using
RSI. Therefore, use RSI only as a confirming indicator for the
other technical and momentum price signals you see. Also, check
for divergence between RSl and the price curve; egif you see a
downward sloping price curve and upward sloping RSI| curve the
price may rebound up, if you see an upward sloping price curve,
declining volume and a downward sloping RSI then the price is
probably ready to pull in (drop). RSl is a ‘just ok’ measure.

13 Slow Stochastic

The stochastic, along with volume, is the daytrader's favorite momentum
oscillator. See this Clearstation link for a complete description. Stochs are used
to identify "pivots”, or turning points, in a stock's price momentum. Again, this
needs to be weighed against overall market direction and volume for your stock.
How to use the stochastic in daytrading? It rapidly oscillates up and down based
on the stock's price momentum. Think of it as a "red light/yellow light/green
light” momentum flag for your trades. If the two lines on the stoch have just
reached the bottom and are heading up, the stock price will probably head up as
well.



In the DCLK example above, look carefully at the stoch
curves and DCLK price curve at 13:20 and 14:30. You'l
see the stochs (red/white lines) bottom right before the DCLK
price rises. Next to volume, stochs are my favorite indicator.
Experiment with different settings, | find 13 is the best (the
crowd uses 15, so | set mine in by 2 to gain a bit of an edge).
It's a trustworthy tool, like a screwdriver. Learn how to use it.
Practice with it.

12,26,9 MACD

MACD (also see this link) is a slower, more gradual indicator that can
be used as an overall trend indicator. | always like to look for the two
lines crossing and turning up off the bottom to indicate a good
time to buy. It's also an "ok" lagging indicator, you can see in the
DCLK example it provided a confirmation of the 11:00 bottom to buy off
of, nothing original however. | find MACD to be a reassurance and a
confirming trend indicator. As we said, a buy signal is generated
when the two MACD lines cross and start turning up. It's a fairly
decent indicator, use in combination with the others.

Ok, that's it for the advanced indicators. They're not rocket science;
the most difficult part for me was learning how to see them on autopilot,
along with Level 2, to generate true buy and sell signals. Your first
months will be full of seeing false signals, not knowing "“for sure"” what
they're telling you (and by then it's too late, etc.).

Our advice? Be patient with yourself, get a bunch of historical intraday
charts with these indicators and practice for yourself with my "3x5 card
at the monitor” technique (it really works!). Pull up a chart, then cover
the right half of it with a 3x5 card and slowly move the card from left to
right, to simulate what the chart would look like in a real trading day.

Look at the indicators and 'papertrade’ to see if you are reading the
chart correctly. Also be sure to reference the composite and sector
index charts while you do this, to simulate your real daytrading efforts.
Good luck.

Now, on to "Bullish Intraday Chart Patterns” and "Bearish Intraday
Chart Patterns”...
Send us email DISCLAIMER
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i Back to
How to Daytrade Bullish Intraday Chart Patterns .

@ Main Poinis:

« There are two primary 'bullish’ stock buys to become
familiar with: buying into an uptrend and buying on an
anticipated 'bottom bounce’.

« Within those two categories there are several specific

intraday chart patterns that you should gain familiarity with.

These patterns show you how and when to enter trades

based on what you see.

Remember that from a "big-picture” perspective, you are

looking for several sighals to converge, telling you when

you have the best chance of making a winning trade. This

includes the overall market trend, the specific 3- and 13-

minute trend of your stock, volume and time-of-day. Then,

we look at the intraday trend and level 2 to enter specific
profitable trades.

Becoming a 'shiper’ trader means you are very selective,

like a hunter waiting for prey. 95% of your energy is spent

figuring out when the time is right to buy your stock. Our
automatic small and trailing stops make selling the easiest

part (contrary to what you hear out there; it's the 'should i

buy now?" that's agonizing; once you're in the trade you

firmly stick with your trade rules no matter what.)

« | do not advocate highly active trading, particularly in your
first year. Be content to make 1-2 trades per day, maybe up
to 4 or 5. You can make a living at it. | average 80 round
trips a month, or 4 buy/sells per trading day.

« Ok, let's look at some chart patterns you need to
recognize:

Uptrending Chart Patterns for Daytrading:
Breakouts, Triangles, Steady Channels

BREAKOUTS: When a chart has been in a steady
"trading range™ for a length of time (5 minutes to half
an hour, or an hour or so during the lunch break) and
breaks above the resistance line on volume. This
happens after the tug-of-war between buyers and
sellers shifts in favor of buyers, with sellers being
finished.

+ Note: Level 2 can help you spot these as well, when a
given market maker who's been sitting on the inside ask
cleaning up a client order is finally finished and steps off the



ask; the stock price will pop up when he goes away. He
may flip to the bid as well, if he stays through 10k shares or
so of buying he may be a net buyer at this point and the
stock price will rise. We'll cover more level 2 in Module 2.

+ See if you can spot the breakouts in these plays:

Breakout Play #1: |
This was a buy as
soon as it broke
through its
resistance at42 on
decent volume. It
climbed another 3/4
of a point before a
selling volume spike
occurred.

Break ut!|I

This sell signal tells
you it's time to take
your profits and run.
You had at least 15
minutes on both the
entry and exit to
make 5/8 point. Easy
money

Breakout Play #2:
This stock had a hard

time breaking through
12 3/4 resistance.
When it did, it ran up
way too fast for most
of us to get on board

with. :
Resistance becomes new support, '

look to buy here and set stop right:
under the line

The easy play? Wait
for aretracement to
the resistance level,
buy it when you see
it's consolidated
above 12 3/4. Buy on
the uptrend following
the breakout/selloff.
Be cautious and set
your stop right
underneath the
support line, in this
case I'd setit at 12 5/8.

Breakout Play #3:
Oftentimes the stock

price will set an initial
resistance (and total
day's range) within
the first hour. In this
case, the fact that we
had buyers push it up
past the day's
resistance line (a new
hod=high-of-day) tells
us more buying is
likely ahead.

Bl st .I|I”|||m1||.1...|.. S

The volume surge at
the bottom confirms
this, so it's a buy at 51
3/4 or so, using
trailing stops (or a
stop set at right under
the resistance line).
Easy play.



cFa  [Elineraicren  [ENAPIRINA Uptrending TRIANGLES: Look at

the triangle that's drawn in white
lines on this CPQ chart. Triangles
are one of the easiest and most
profitable plays to spot. The
buyers keep raising the lowest
price they'll pay for the stock,
while the sellers keep the price at
the same resistance level. Finally,
the point of the triangle narrows
and a big price movement occurs,
either up or down.

The buyers and sellers get closer
and closer on the price they think
is fair, followed by "a winner" -
note that these can break to the
downside as well, so: Buy when
you see the stock price break to
the upside above the top (flat)
resistance line by 1/8 point.
Immediately set a stop 1/8 - 1/4
point under the resistance line for
protection.

This is what CPQ went on to do
that day:
| CETEE | @& =

Buy at 25 3/4 on breakout above triangle,
raise trailing stop and sell at 27+ in the same day,
a1 142 point gain on a $25 stock.

hapisie bt o it s |J|I| Lo

STEADY CHANNELS: F— ] B
predictable uptrending
price movement that
oscillates within a fixed
range (eq 1/2 point). Buy off
support in the channel and
use trailing stops to lock in
profit.

Uptrending Charnel

Hint: The 50MA often
provides an excellent
uptrending 'support line’
for stocks in an uptrend
channel. See the red line in
the chart to the right. >>

loun:e(hrlhﬂemshrhylrﬂing
Oversold Overnight Holds, 5%+ Intraday Drops, Strong RSI




Oversold Overnight
Holds: can be very
profitable. Remember our
oversold PZZA bounce
(chart at right>>)? That's
worth a quick 1 5/8 point in
20 minutes. These types of
plays happen routinely in
the market. Note they also
hold the danger of a gap
down on open.

Here's how to trade it...first,
look at the 10-day chart to
see how often your
particular stock has gapped
up on the open after end of
day selling recently. Some
stocks, you will observe, will
either gap up or open flat
during a timeframe of a week
or two. Capitalize on these
moves.

=l i S S S
Oversold i
Overnight Bounce i
Play Example:
SBUX

Look at this two-day
chart of SBUX...it
sold off from 25 1/2
to 23 3/4 on no
news. It looked
oversold, sol
bought a
conservative 500
shares for an
overnight hold at 24
1/16. 1 sold
premarket on ISLD
at 24 7/16...it went
higher, but | was
satisfied with a
quick 3/8 ($167)

profit overnight.
12/09/1999 15:53:29 Bought S00 3BUX 24 1/18 $-12,041.24
12/10/1959 09:26:52 Sold 500 IBUX 24 /18 $12,208.35




Intraday Channel Bottom
Bounce Plays: Continuing on - - _
w/SBUX that daY. you can see m ’_ _I—’_'_’_ '__
it bounced off 24 1/8 3 times...
a "triple bottom”. That's a
bullish pattern to watch for. i

|""“'1 | I"|,""|'
o i

i
Buying off the bottom at 24 3/8 |f'|h | |
1

)

each time and selling up
towards 25 resistance was
also profitable. These are
bottom plays because you're
buying off what you hope will
be the bottom of the price,
usually at a resistance level.

h
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As always, do not try to guess
where the bottom is, let the
market tell you, as evidenced
by an uptick (higher highs,
higher lows), with volume.

Look at this chart carefully.
Note the volume at the bottom
of each bounce. If you do not
see this, you may not have the
real bottom. Where should you
set your stop? at 23 15/16

(right under whole number
support).

5% + Intraday Drops: If a stock
suddenly sells off (and there's no bad
news), you can try to find the bottom
and buy the "dead cat bounce”. | like
to see at least -5% selloff w/no bad
news as a high-probability place to
consider entering a trade. (as soon as

buyers come back in, that is!). . || -
Ly ik i
1 '| Vi |.I|{I Ii_

5% drop play: spls 21 1/8...see how
the price dropped, there was no
‘reason’ for it, it made a good buy off
near-whole number support at 21
1/8...good for a quick 1/4-3/8 point
scalp.

Don’t try to guess or anticipate the
bottom, ever. Let the market tell you
when it's done selling, not your
perception of how far down the stock
price can go. Wait for a volume
reversal to prove you right. Buying
bottoms is always risky, but it is one
of my favorite plays.

i it o ], ||.‘I RO Y ST NP PR PO 111111

Think of buying bottoms in this way:
the stock price is like a shock



absorber spring; it can only be
depressed so much before buyers
come in and it starts to spring back up
again. Likewise, as it gets extended
upwards, it will contract and sell off
again.

In summary, the 5% intraday drop tells

you to be on the lookout for these

oversold stocks (preferably ones that

you follow regularly) as potential

buys.
Strong RSI Bottomfishing: Finally, consider buying stocks that drop
less than others in their sector do during a market downtrend.

Say for example you're playing semiconductors ($SOX; INTC AMAT
KLAC XLNX ALTR) and you see the $S0X and most of the semis
tanking except for XLNX, which is holding up fairly well during the
selling. What's the play? Have a Buy XLNX order ready for when the
market and the $SOX turns back up...XLNX should be one of the first
ones to run.

We say it has strong relative strength in its sector; people would rather
sell other stocks. Look at the RSl line too in comparison; if the other
stocks are down near the 20 and XLNX for example is still 40-50 than
we can feel confident that it should run strongly when the rest of the
market starts to head back up.

As someone said, "Buy strong stocks. Sell weak stocks.” Not the other
way around.

SUMMARY:

Recognizing and using the basic daytrading chart
patterns on this page will help alert you to high-
percentage trading opportunities. Get to know them, and
papertrade these patterns using your 4-5 favorite stocks
for at least 3 months. See how your predictions and the
patterns match up. You'll get good at this in time.

Too bad the books don't give you these fine points you need to win.
This is experience talking on the page; | hope it helps you become a
more successful daytrader! Alright, lets move on the the bearish
patterns shall we? Click on...
Send us email DISCLAIMER
COPYRIGHT () 1999 Hawaii Business Training Group . All rights reserved

T — S —
Successful Online Daytrading Training Resources



Essential Skills for All Daytraders to Leain:;

Module
One

How to Daytrade Bearish Intraday Chart Patterns

4PREVIOUS NEXT b

Back to
MODULE 1|

+ The main thing | want for you to learn in this lesson is how to

recognize and avoid buying stocks that are about to go
down. | want you to 'stay in the game' and preserve your capital.
The odds are already against you, so let's even it up a bit while

you learn.

+ There are many more 'dangerous’' or low-percentage chart
patterns than there are high-percentage bullish patterns.
When in doubt, stay out.

+ Here's a tip that will help you mentally toughen up and get
sharper in your daytrade quality and profits you are able to
take from the market -- Before you buy any stock, or enter
any trade, | want you to identify -

+ Which of these three categories does the trade fall into?:

HiIGH-PERCENTAGE
DPAYTRADE

« Stock is
rebounding from
an extreme
oversold
condition
whivolume; or
It's heading up in
a steadly trading
channel on good
volume; or
You gotin early
onh a positive
news release
and the stock is
running;or
Technicals
(stochs, MACD,
RSI, level2) tell
you it's going up
+« CNBC mentions
the stock price
heing oversold
wino good
reason, or a new
dealetc.ina
favorable way; or

"l Bon't Know™
PayTRADE

e You are not

certain which way
the stock will go
You are bored
and want to trade
something,
anything

The stock has
been fluctuating
in a trading
channel on flat
volume

The Level 2 bid
and ask columns
look similar, and
there is no clear
pattern in time
and sales to
follow

"Low-PERCENTAGE”™

DAYTRADE

Cheap chatroom
stocks (eg EFAX to
2! its running!)

See above

Read it again

It's lunchtime
(11:30-1:30EST)
and you like the
stock's analysts
ratings or the
company's
products/services
Stock has run up
over 20% in a spike
upwards and you're
chasing it

Stock is gradually
selling off and you
think you found the
bottom (famous last
words)

Stocks with wide
spreacds (1/4pt or
bigger) and low
volume (under
300K) Can you say



+ You're scalping "the mm's will eat

the stock off a you for lunch"?!
support level that + Shorting hi-flyers
you are familiar that have strong
with; also volume

» You're not + Many many others
buying it during to avoid
the lunch

'deadzone’ and
¢ The market is
headed up

Obviously, you should avoid any but the high-percentage trade
opportunities. Many new traders make trades "all over the map”
instead of being selective.

To win at this, you must use a microscope and have the patience,
strength, focus and determination to make solid trades. In time, you'l
get a "it just feels right” trading sense based on all these factors that
you now know to look for. "It gets easier in time; but it takes a lot of
time before it gets easy.”

Let's look at specific intraday chart patterns to be wary of: (Hint:
as you look at these charts, put your hand/paper over the chart and
move it slowly to the right, uncovering the chart, to simulate what
happened over time during the trading day. See what "the first sign of
trouble” was, based on the price and volume movement, along with
the observations in text):

Downtrending Chart Patterns To Watch Out For:
Breakdowns, Triangles, Down Channels, 'Pop n Drop' Spikes

+ Making lower lows and
lower highs is a sign of
weakness.

+ Here YHOO fails to make a
higher high (warning #1),
next, it bounces off a
support line for a while. As
soon as it makes a lower
low, you know the sellers
are stronger. Not a time
to buy this one.

(Shorter's note: Selling the

stock where it failed to

make a higher high is the
short play here at 222, use
the previous peak as your
stop). We'll cover short
plays in a later module; |




advise traders against
shorting their first 6 months
or so of trading).

DESCENDING TRIANGLE:
The opposite of the bullish
ascending triangle, what
does this one tell you?

Right, there's not enough
buying interest to keep the
price headed up. So, we
can expect the sellers to
win the battle for now as the
price drops.

Notice the volume spike
followed by no uptrend?
That's also a warning flag; it
means there's more stock
to sell than there is to buy,
for now.

Where's a buy signal? Wait
until the stock hits a low and
rebounds w/higher
highs/higher lows, or, wait til
it breaks thru the previous
top on strength.

MOWL BN nterval Chart 2

+« DOWNTRENDING

CHANNEL: Here
TYC is trending

in a downwards
channel, giving
you plenty of
warning before
the price breaks
to the downside.

« Chatroom POP n DROP
Spikes: Avoiding

+ Chatroom POP n DROP
Spikes: Avoiding
chatroom pump n dump
specials is important. In
their desire to have
someone show them how
to trade, many new
traders will occasionally
log onto the various free
Mirc chatrooms to see
"what's hot".

"JUST SAY NO" to Chatroom Hype Stocks
Like These:

"JUST SAY NO" to Chatroom Hype Stocks
Like These:




« Sometimes these calls
are ok; many other times
they are junk. | like to
trade hi-percentage
trades, of which most
chatroom plays are not.
They frontrun a stock,
hype it and sell to the
newbies while they're
hyping it.

« It's dangerous, distracting
communication that keeps
you from learning how to
trade for yourself. Talk to
any pro daytrader who's ‘ I h” ikl
made it; we'll tell you we I
do it the hard way, by
learning daytrading
mechanics.

+ Anyways, avoid pump n
dump chatroom specials.

‘nuf said.

Other Times Not to Buy or Sell Stock:

+ When you're tired - you need to be at your most alert to daytrade.

+ When you've just had an argument or conflict with someone.

+ When you've had alcohol to drink (save that for after hours!)

+ When your computer and/or broker is "iffy". It's tough enough without
that headache.

« Trading scared or in a losing streak: scale back and
paper/smallshare trade til you get it back.

+ When you're bored and you just feel like trading for trading's sake.
Play a videogame instead.

Thoughts to trade by:

» Take a break from trading now and then; don't worry about "missing
a big run”; they occur daily and the market will be here long after you
and | are gone. It'll be there.

» Seize the moment and go for a walk or a cup of coffee somewhere,
get a dessert, exercise, look out the window, go golfing etc.

« Your attitude is important: expect to win, but only after you learn,
concentrate and practice.

Send us email DISCLAIMER
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_ . . ; . Back to
Selling Opening Gaps Up and Buying Opening Gaps down: .

@ Main Points:

One of the easiest daytrades you can make is to buy stocks
that have gapped down by at least 5% or to short stocks that
have gapped up over 5% on the open.

Why does this happen? In overreaction to news or earnings
reports.

Guidelines:
- This is a trade executed at the open of the market (around 9:35)

- You will probably exit the trade by 10-10:30, depending on
momentum

- Be cautious on these plays by setting stop losses as always
within 1/4-1/2 point max. Especially with earnings plays, the gap
down may continue. The bigger the gap, the more likely some
retracement will occur. If a stock gaps over 30% then keep an eye
on it. These happen daily.

Gap Down Example: PZZA gapped down to 33 on 11/19

before rebounding to over 36. The play? We bought at 34

1/8, sold at 35 7/8 for a 1 3/4 point gain in 20 minutes. This

was brought to our attention by CNBC.

Pz il Plviel |sla]l ] | o
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Gap Up Example:SBUX gapped up to 30 3/4 premarket
before tanking to around 28 1/2. It would have been a
"short on open" at 30 3/4. We caught the bounce play for



a_fractional gain later, but the big play was the short on
open.

SEU= Interval Chart

(o

Use your quote service to flag volume breakouts and "day's
gainers/losers” to identify gap plays. These can also be played
later in the morning, so you can check bigcharts etc. for the day's
losersfwinners.

Send us email DISCLAIMER



4 PREVIOUS NEXT &

Module Essential Skills for All Dayiraders to Leain:

Back to

Tomahawk scalping techniques: taking small consistent daily ey

profits
@ Main Points:

+ The books tell you to "go for base hits not home runs".
While that's true, they don't give you the trade mechanics of
how to do it. That's what this page will help with.

+ Using a combination of scalps and trailing stops will help you
take consistent profits out of the street.

+ Many new daytraders make the mistake of keeping large
stops, becoming confused with investing vs daytrading. and
end up with 1/2-point to 1-point (or more) losses on their
trades. Those of us who trade for a living have a very intense
concentration while in our positions and try to protect every
1/16th. Beginners say "hey what the heck it's only a 1/4 point
and its a good stock, it'll go up” (famous last words). / like to
trade against guys like that.

« Realize traders, that if you take just 4-5 quarter points a day
on 1K share trades, that gives you an annual income of
almost $300K. Not too bad.

« Just a net positive 2 quarter point trades 1K shares gives
you $120K/yr.

Daytraders' scalping » The easiest scalp is when

guidlines:

« You should to trade 500-
1K shares for 1/16ths,
1/8ths or 1/4 points. If the
trade is going your way,
stay in it for the 1/2 point
or more. Usually, though,
it's in and out in under 30
minutes.
Only scalp trade stocks
with solid volume, over
300K at the time you enter
the trade. You want to be
able to sell quickly.
Your time in and time out
on scalp trades can be
anywhere from 15 seconds
for 1-2 spreads to "as long
as the stock is going your
way".
« You can scalp short as well
as long.

you see a stock oscillating
between two prices (eg
stuck at 24 1/8 x 24 1/4 for
15 minutes or longer)

As always, make sure to
use a Buy Limit order at the
Bid and Sell at the Offer to
avoid paying up 2 spreads.
Scalping is a high-frequency
repeated type of trading that
is not glamorous. You don't
buy at 35 7/8, watch it
skyrocket to 39 and then
sell. That's the rarest of
trades. Money is made
grinding out teenies like a
market maker does.
Scalping is the easiest and
fastest way to take profits
off the street. You make the
market for the stock and
pocket the spread. Market
makers don't like this :o



| find that scalping stocks within a half-point trading range for a
stock priced in the teens to mid-twenties on volume of 1M-3M is
an easy way to make money on the NASDAQ market.

The toughest part is to be happy flipping several spreads over
and over and over ...but when you see you're up $650 or more
each day that you do that, it's rewarding.

The second toughest part is getting comfortable with buying on
the bid (you have to wait for the stock to come in and take out
your bid) and selling on the offer. Of course, if the stock is
selling then you want to pull your offer and hit the bid, though
you'll give up one spread this way.

Time of day to scalp: avoid the highest- and lowest-volatility
times; scalping is best done from around 10:30am to 11:30am
and from 2:30pm to 3:30ish. First half hour of the market and
last half hour tend to be volatile - great for daytrading
momentum, but not for scalping plays.

Other Notes on Scalping: Making the market in a stock by
‘playing market maker' takes a lot of patience. It should be
considered an intermediate/advanced technique, not for
someone who has less than 6 months experience in front of a
level 2 screen. You must have Level 2 to scalp stocks. Scalping
also requires a fast trade pace, our scalps are usually from 20
seconds to 3 minutes round trip using a daytrading direct-

access broker.
Send us email DISCLAIMER
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How to read relative strength and major sector stock patterns Mgagbig ]

« Stocks in each major sector (telecom, internet, chips,
boxmakers, retailers etc) tend to follow the "sector leaders™.

Examples:

« INTERNET SECTOR LEADERS ($GIN) : AOL YHOO AMZN
i, DCLK
)
« CHIP SECTOR LEADERS ($SOX): INTC AMAT XLNX
St « COMPUTER SECTOR LEADERS: GTW DELL IBM SUNW AAPL
« TELECOM SECTOR LEADERS: T WCOM FON GTE

Note that sector index symbols vary by quote source (eg esignal, bigchars
and quotetracker may be different, etc.).

+ Learning how to identify intraday divergence between a
particular stock in a sector and the sector leaders can
prove very profitable. If the whole sector is down, say
internets, but one stock hasn't sold off with the rest of the sector,
it's a solid candidate for being the first one to bounce up strong
when the sector & market turn up (either intraday or across 2 or
more days). We say its intraday relative strength is higher.
Conversely, stocks that are not being bought as much as the
sector leaders are in an uptrend (the "generals" of the army) will
tend to sell off the fastest as soon as the market and sector head
down.

This is a picture of the $GIN (Internet Index) for Tuesday,
November 30th:

$GIN BN rvervet et [ RN N S R

Except for our "10:30 bounce” (remember | told you about that pattern



earlier), the nets pretty much sold off all day. Notice please: $GIN made
a lower low towards the end of the session. The previous low was at
580, the new low at 573.

Pop Quiz: Which of the following net stocks have the 1) strongest
and 2) weakest relative strength to the index? And, what price action
would you be watching for during the remainder of the week in these
specific stocks?

Hint: Remember we're looking at price action relative to the sector
index, relative to the "generals” of the sector, as well as the buying
strength and selling weakness.

What do these four charts, taken with the sector chart above, tell you
you should keep an eye on to buy during the next trading day? Who's
strong? Who's weak?

(Answers at bottom of page)



Answers:

Weakest charts are AOL and YHOO. (also made new lows on the
day at the end of the day, lots of selling).

Strongest charts are ETYS, then AMZN. Notice that ETYS did not
make a lower bottom, and AMZN only weakened slightly in
comparison to the $GIN and other 'net charts.

3

The trading play? Watch ETYS and AMZN for pre-market gap on
the next trading day, and buy if the buying velume and higher
highs/higher lows are being made on the tick chart. We could
expect more selling before buyers come back, so wait to see
volume buying and blocks going off in time & sales before
entering a trade.

It's easy!

Remember, you just need to 'follow the buyers' and don't go
against the sellers, for long plays. Common sense.

Notice please also that ETYS has the strongest run-up in the
morning, meaning a lot of buyers were there for it. Another bullish
signal for ETYS making a run again within the next few trading
days.

Also, know your stocks’ trading behavior, e.g., YHOO tends to
gap up after being oversold on a close. So, | would have covered
a YHOO short at the end of the day.

Traders, do you understand why there's a small 'hook upwards’
at the end of the day for all four stocks? It's caused by mm's
covering their shorts, whice drives price up. That's another play,
the "last-30-minute-ride-the-short-covers-up-on-a-down-day"
action.

(note: we will cover volume and time-of-day patterns in another page)
Send us email DISCLAIMER
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Back to
Developing trading discipline: using stops MODULE 1

consistently for "insurance”
@ Main Points:

Enter a stop market sell order immediately after buying
stock (and getting confirmation from your online broker) so
that you know your "downside"” as soon as you enter the
trade.

It's up to you to decide how close your stops should be. West &
Friedfertig say your maxiumum should be 3/8 of a point in their
daytrading book. | use even closer stops, particularly when
trading lots (1K shares), usually no more than a few spreads
down.

Don't EVEN THINK about using so-called "mental stops" for
several reasons;

TECHNICAL PROBLEMS: Broker and Internet Connection
slowdowns:

FIRST: You may easily run into the problem of a downed or slow
ISP internet connection to your broker. You do Not want to
frantically try and close (sell) a position when your ISP is dead
and you see the stock plummeting 1/2 point or more. Not fun,

gang.

SECOND: Your Broker may be experiencing delays and problems
in receiving a sell order if you depend on fast executions. Even
pro daytrading brokers slow down sometimes and you do not
want to be on the wrong side of a trade when it happens.

THIRD: Your pc may have a problem; even though | have a
P2350 128megs memory etc. the ram can run out and freeze up
your computer. You may accidentally hit a wrong key, have a
power outage, spill coffee, have a nagging wife (lol); any of a
hundred distractions may keep you from selling manually. Use
automatic stops instead.

MENTAL PROBLEMS: You hope it's going to go up after you
buy it:

Hope, fear and greed - welcome to the daytrading casino!
Anything you can do to make your trading activities more
automatic, using solid trading techniques, will help you become
profitable. Entering a stop market sell order after buying stock will
help you with this.



How to Use "Trailing Stops"
To Lock in Profit

Ok, so you've just bought 500 shares of SPLS using a Limit Buy SPLS
17 3/8 order.

You've clicked "Daily Activity” until you see the confirmation (in bold)
that stock is "Bought™:

11/08/1999 1536:03 152605 Buy 100 SFLS 17 5f16 Bought $-1,731.25
11/08/1999 15:41:26 1541:28 Buy 400 SFLS 173fs Bought $-6,959.99
11/08/1999 15:45:25 Sell 500 SPLS 171f4 Cancelled
11/08/1999  15:46:16 Sell 500 SPLS 173f8 Cancellzd
11/08/1999  15:48:34 Sell 500 SPLS 1??fl6 Cancelled
11/08/1999 15:50.01 gell 500 SPLE 17,  Closed
11/08/1999 15:50:32 Sell 300 SPLS 1?9f1tj Cancellzd
11/08/1999 155133 155250 Sell 430 SFLS 175f8 Sold & $7.580.17
11081999 155133 155134 Sell 70 SPFLS 171,  So1d” $1,238.08

The very next thing you do is enter a Sell Stop Market order at, say 1/8th
point under where you bought (in this case Sell SPLS Stop Market at 17
1/4). (Datek was slow this am, took 4 mins to confirm order).

Now, | nailed it correctly and more buyers came in. The stock moved up
another 2 spreads. So, | Cancelled my original Sell Stop Market 17 1/4
order, clicked "Daily Activity" til the confirmation came through, then entered
a Sell Stop Market order at 17 3/8. Congratulations - you've "cleared the
spread” and can now sell stock for what you bought it at. Well, that's ok but
I'm here to make money, so...

Repeat the process: cancel your original Sell Stop Market orders as the
price gets bid up and enter one spread higher each time. You can see |
used "trailing stops" very close to the current market - | want to lock in
every penny of profit | can.

Finally, sellers start to come in at 17 5/8, and my stop is taken out. | am up
1/4 point on 500 shares for a profit of $125 in 15 minutes. Continue doing
this throughout the trading day and make a good living.

If | was wrong, I'd be stopped out at -1/8 point, or just $60 (+$20commis) or
-$80 on the trade.

Does that make sense? It's a tight "scalping” play, and shows just one of
many ways to daytrade.
Send us email DISCLAIMER
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Nudging more profit out of the trade: when to shake out vs. Back to
i MODULE 1
staying in the trade
@ Main Points:

« As you know, | advocate keeping small stops of no more than
2-3 spreads under where you originally bought the stock for
all daytrades.

+ There are, however, many different trading styles and stocks
that can be played; so | will give some tips and guidelines
here for those who use somewhat larger stops and may be
swing/position players.

+ These tips are also applicable to the higher-priced and more
volatile of the internet and hi-tech stocks that | trade: DCLK
AMZN YHOO EBAY BEAS JDSU QCOM etc., as this particular
group of stocks often need to be played with larger (say 1-
point) stops, due to the large spreads, sometimes as big as
1/2 point.

The daily challenge in trading highly volatile internet-type stocks
is, "do | stop out with a small profit/loss, or should | take on more

risk for a bigger reward (or loss)?
Examples:

Here is an example
of the 1-minute
eSignal tick chart
setup | use. Close-
line, SOMA, RSI 12,
Slow stochs 13,
MACD 12,26,9.

DOl | Ee | =

174

DCLK on 11/23. The
play? lt was in
somewhat of a
trading range all
morning (155-164);
spotting the correct
long play seemed
difficult.

So, | waited til | saw
higher highs and
higher lows (roughly
2pm, 14:00), to enter
a small shares trade.

| had spotted that 164
was the prev.
resistance (nOW 10:00 1030 1 1130 1200 12:30 1300 18:30 1400 1430 1500 1530




support), so | bought
200 at 164 1/4 at
14:00 (2pm). Stop set
at 163 3/4 (1/4 point
under support level).

| could've shaken out
after the initial peak
before 2:30, but
decided to stay in,
with the stop at 164. |
sold out right under
170 (decade number
whole resistance) for
a nice profit of $1125
at 3pm. | could've
held for more, but
DCLK seemed
overbought...it went
up a bit more, that's
ok, I'm out with profit.
This is an example of
an internet play that |
used a somewhat
larger stop based on
supportfresistance
levels.

AMZN | | =
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AMZN on 11/23: The
play? | was busy
watching DCLK so |
didn't play AMZN,
though it had a nice run
as well.

The buy signal?
VVolume breakout on
higher high at 1pm
(13:00). | would have
stayed in the trade until
it bagan making lower
lows on the pullback
(around &83ish), even
though it did continue
up the safe exit would
have been using the
technical indicator of
lower low and lower



high as soon as it lost
83.

Notice that volume
started to decrease
around the pullback at
83 right before 14:00
(2pm) as well, another
bearish indicator. It still
ran up a bit before
fading, as 85 was the
real top.

30 14:00

Mini-Activity: Stay or
shake out? See if you
can identify where you
would stay vs. sell.
Hold your right hand up
over the chart and
move it slowly from left
to right (or use an index
card) to simulate the
actual trading day.
What technical
indicators (volume etc.)
would you use?

Tips for Daytrading Net Stocks Through the Shakes and Wiggles:

« The overall market is king of course, so always check the $COMPQ and
especially the $GIN to help you manage entries and exits. Where is it
headed? When will buyers return? When will they sell?

+ Use the 3-stop guideline for net stocks as well, this time in combination
with intraday support and resistance levels and volume and $GIN
direction.

+ Be more sensitive to when institutional "buy progams” and "sell programs”
kick in for net stocks. Follow the $prem and $tring etc. as well as the $GIN
for additional timing tips.

+ Use stochastics and MACD if it helps. | rely on these, with volume, RSl
and an MA curve for good measure, to give me an overall "feel” for what's
going on with this stock. Level 2 is alright, but not as useful for net stocks.
| find level 2 gives false signals since there's so many daytraders/chippies
(archips, players on ecn's like ARCA/INCA/ISLD) moving the stock price.

« Shakes and wiggles: | always like to use small stops and re-enter the
position, perhaps as many as 4 times, before capturing the true move.
Playing net stocks is exciting, not recommended for players with less than
6 months full-time trading experience. Start with the 'baby nets’ like MSPG
CNET LCOS hefore playing with the pros on AMZN YHOO DCLK CMGI
etc.

Send us email DISCLAIMER
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Back to
What the market makers and pros dont want you to know a1

+ There are a few things that professional traders and market
makers do differently from the general daytrading public.

» Capitalizing on these tactics and protecting yourself, moving
quickly and with more concentration, will help you to profit
consistently in the market.

« You should not try to make a consistent living trading
Nasdaq stocks without investing in level2 equipment and
quotes.

Examples:

What the Daytrading Pro’s Don’t Want You To Know

How You Can Make the
Market & Fronirun

Professionals do not make their Iiving
buying stock at 30 1/2 and selling at 33 for — Tl

i aelellu -2k
SLD : 12 ? L 200

We make much of our living off the less
dramatic but more consistent order flow
derived from buying on the bid and
selling at the ask many times
throughout the trading day ; this works in
flat and choppy markets.

Farrell's book has some ok insight into
doing this for listed stocks; but it's not a
very good book imo.

If | can join the ISLD bid for 1K shares
NOVL at 17 7/16 and then offer it out on the
ask at 17 5/8 I've just taken $187 profit off
the street. | do this 20 times in a day and
I've made $3600/day income. Not bad. If |
really nailed the bottom (rare) and use
trailing stops I'll take even more off the
street.

If | really want the stock | may split the
market and offer to buy 1K shares at 17
15/32. This is my "plan b". Unless the stock



is in a dramatic upswing with no sellers in
sight, | almost never - REPEAT NEVER
PAY THE ASK. For 1K shares I'm down
$62 + commis. already if | do that. | can't

make a living paying up 2 spreads. Neither

can you.

Concealing ¢ Many times a market maker like MSCO will get an
Patterns for institutional buy order for, say 200K shares of a
Large Orders stock. He doesn't want you to know about it, or else

you'd buy too, and the price would go up. He'd look

bad to his client.

+ What do you do? Look for whether the mm stays on
the bid consistently, the size of blocks that are being
traded, the overall volume of the stock at that minute,
and where his "trade box" is at. (trade box = the
spread between where he buys vs sells the stock, eg
MLCO above is at 17 7/16 x 5/8).

¢ If he returns to the inside bid more often in size (10)
than the ask, he is probably a buyer. But, he will
frequently camouflage his intentions using
ISLD/INCA/other ECNs (See next point).

Detecting mm's
on INCA/ISLD

+ Market makers (and us too, for
that matter) like SBSH can route
their orders several different
ways: INCA/ISLD/Selectnet/etc.

+ S0, you may see SBSH offering
to sell 3 spreads away from the
market, but he's really selling a
boatload via ISLD on the inside
ask.

« How we detect this is to see
how many times the order is
refreshed. If you see ISLD 24
1/4 ask 10 size and yet time and
sales shows over 40K being sold
at that price, for example, you
know there's probably one or
more market makers routing their
orders on ISLD. Their "public

+ This is why "tape-
reading” is such a vital
skill you must master.
Homework assignment:
watch the tape and 1-
minute chart for one of
your stocks that has over
2M average daily volume.
See if you can detect
tape support and
resistance levels, along
with the "pivot points”,



face” is what they show on level where stock is changing

2, the "true action" happens hands between the

when orders are routed via market (eg at 24 1/32 for
different ECNs to the market. the I2 box above).

Know what to look for.

“,""'9 « If you want to daytrade for a living, it will be much
with the easier if you learn how to short as well as go long.

« More money can be made shorting than going long;
however I'd recommend getting at least 6 months
experience daytrading the long side first.

« You have to be able to play both sides of the market to
succeed at daytrading.

« You should have no preconceptions about what your
stock is going to do over the next hour; you are a
speedboat darting in and out of positions in response to
the larger trend: up, down or sideways.

Shorting with the ax: first of all figure out how to_identify the
ax. This link will give you some likely candidates for your
particular stock; just look at who in the top 3 is one of the
major players (MSCO MLCO SBSH GSCO). Ignore nite, pwjc,
mash ete.

Next, make sure the market direction is in a selling mode.
This can be at the open (shorting an open gap up), or a safer
short at lunchtime, on a stock that's making lower highs and
lower lows. The open gap short will probably be covered
within 15 to 45 minutes, while a short during lunchtime will
probably be covered by 2pm.

Find out which ax stays at the inside ask and keeps

refreshing his bid. He may back away now and then to avoid

being obvious, or he may keep selling. Enter a sell order at

the uptick you feel is a good place to short, and of course

enter your stop market buy order after receiving confirmation.
Send us email DISCLAIMER
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Back to
Getting Your Trigger Finger Ready: How to MODLLE 1

Overcome "Fear of Trading”
@ Main Points:

All of us have a "Fear of Trading". (usually often!), as
we fear losing money in our trades. This is healthy and
normal. What is unhealthy and stupid is to fail to
protect your capital and enter a daytrade as though
you are an investor, thinking "it's a great stock for the
long term.”

Voesu't Win® The minute you confuse daytrading with investing is
the minute you start losing capital to those of us who
are daytraders. In fact, we count on it. (This was my most
difficuli lesson to learn as a new davirader. )

" £ ap g hi
Examples: "'s %&m&tr

First: To REDUCE the Fear of Trading, Enter a Sell Stop Market
Order IMMEDIATELY after receiving your buy confirmation from
your broker. This will protect your capital and let you know what
the downside is upon entering the trade. (click the link for more
on this). My stops are always within 2-3 spreads of my buy
price. This is a ultra-conservative strategy that limits my losses
to $20 - $200 per trade maximum.

As you'll find in other pages, it's fine to get "stopped out”
several times til you get the real bottom, or on wiggles. It's not
fine to take a 1/2point or larger loss.

Second: Practice papertrading until you get correct on at least
1/2 your trades. Because of your use of trailing stops and stop
market orders, you do not need to be right 80%+ of the time to
make money. Your risk:reward ratio is profitable.

Third: Start with small share trades (100-300 shares) until you
build confidence in your trading skills. Increase your share size
to 500+ shares only after you've been trading 6 months or
longer.

Another Idea : Celebrate small stops taken well. That's as
important, probably more important in your first couple of
years, than making profitable trades.



Have you ever taken karate? The FIRST thing you Learn is How
To Take A Fall and Not Get Hurt. Same thing in daytrading.
Before you get to be a black belt in the offensive, you MUST
LEARN HOW to PROTECT YOURSELF from pro traders like me
and the market makers who want to take your money. Be happy
with losses under $200. Be ecstatic for getting out at 1/16th-1/4
point losses.

These things build your confidence as a trader. If you're trading
scared, you'll probably lose more. If you have several winning
trades in a row, don't get cocky and rationalize that you're
"playing with house money". You earned the money. Now,
continue trading with the same intensity and care that you did
before your winning trades.

What Else Works? | tell many of my traders to make sure they have
a comfortable, well-lit trading area with motivational messages
and trading tips posted around to reinforce what works. | still have
"Tight Stops - NO EXCEPTIONS" posted on all my monitors.

Don’t drink too much coffee..you don't want to have to run to the
bathroom in the middle of a trade. After a few $80 cups of coffee |
learned that one! lol

Make sure to communicate your trading goals to family members
and others for support.
Send us email DISCLAIMER
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One MODULE |

Module One: Worksheet 1 - Calling Tops
and Bottoms
« A key skill in trading is to develop a sense for the
approximate intraday bottoms and tops of stocks.
4 Many say it can't be done. It can.
+« We learn how to play "pivot points" using a
combination of techniques:

" '-\-)Vorksheets

1. Fibonacci retracements (38%, 50%, 62%) of the average
daily trading range are worth looking at.

2. Looking for higher highs and higher lows off a bottom
wi/volume

3. Seeing the trade sizes and blocks at potential pivot points on
Level 2

4. "Momentum Patterns" that you recognize as being tradable

3. Knowing the 5- and 10-day trading range of the stock helps -

see bigcharts.com.

You should use this worksheet (or a similar one you make
yourself) to help develop your skills to play the tops and
bottoms of stocks you trade.

Directions:

1. Choose 3-5 stocks to follow.

2. Write down the multiday trading ranges (top and bottom) for
each stock in the space provided. Choose somewhere from 3 to
10 days' range.

3. During each trading day, try to guess where the stock's most
likely top and most likely bottom will be (write in the space
provided).

4. This technique works best for stocks that are in a trading range
{eg UIS, NOVL).

5. Use this worksheet to help you learn how not to get "surprised”
by a stock's price movement, and to develop patience in
entering and exiting trades.

6. Circle an "S" or a "B" to indicate whether you are buying the
stock as it is still in an uptrend (B) or if you are trying to pick the
bottom as it is selling off (S).

7. Remember that the trading range is often established by 10:30-
11:00am EST, so try and call the bottom and top earlier in the
trading day. Good luck!



TOPS & Bottoms Skill Bll]ldlllg Sheet Goal: Improve my ability to accurately predict
stock tops, bottoms & buy opportunities.

Ticker, Pattem (Sellbuy) IY BOTTOM & MY TOP Actual BOTTOM, & TOP

My BUY TIME

Best BUY TIME

S

|l e | nw|ew || v e e || in|n
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Example: here's 4 days of UIS price movement. The 4-day range is 23
7/8 to 25 3/4. The approximate support and resistance levels are 24-25
1/2. T expect the stock to trade in this range, and am unlikely to buy if the
price is in the middle of the range. I'll wait until it gets oversold to 24 1/4
to buy long or to short up at 25 1/2, depending on the $SPX (S&P 500
index), $COMPQ (Nasdaq composite index), $TRIN and $FREM
direction, along with technical chart indicators, such as volume and
trendlines. The point? Don't make low-percentage trades by buying in
the middle of a stock's trading range; buy on oversold dips that have
buyers coming back or into uptrends w/volume.

flfw
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One MODULE |

@ Module One: Worksheet 2 - Trading Skills
Practice: Your DAILY TRADING JOURNAL
« Failing to learn from mistakes and capitalize on gains
% has been the downfall of many potentially successful
daytraders.

+ Keeping a daily trade journal like the one included here
will help you to spot both profitable and unprofitable
trends and patterns in your daily trading style.

+« We encourage all our traders to keep a daily trading
journal for at least the first 6 months of their trading
career.

« You should also keep one whenever you're in a strong
winning or losing streak to capture the why's and
how's of your trades. You'll start to see patterns
developing after awhile that will help you to become a
better trader.

You should use this worksheet (or a similar one you make
yourself) to help you see what types of stocks you play best,
how long your profitable trades are, and reasons for entering
and exiting trades.

Directions:

1. Download and print at least 30 copies of this Microsoft Word
file: _tjournal.doc

2. It can be viewed with the word viewer (link here) or word pad
(wordpad doesn't include the table borders, though)

3. Keep a daily trade journal that details your trades for the next
month. Start by just making one trade per day minimum for the
next two weeks (100-300 shares), dpending on market
conditions.

4. At the end of each day, study the time of day, reasons for trade
entry/exit, and sector you were trading in
(internet/techs/boxmakers/retail etc.).

5. Modify your trading style based on what you learn about
yourself: your trade management. What did you do correctly?
What was an error? Do you know why you entered and exited
that last trade?

6. Modify the Daily Trading Journal to include more spaces for
areas that you want to capitalize on (for winning patterns) and
stop doing (for losing habits).



[Daytraders’ Daily Trade Journal Date: Net Profit/(Loss): $

STOCK Sector # SHARES BUY SELL Net GAIN  TIME of DAY Total Time Reason You Reason
You
Price Price or LOSS Bought/Sold in the Trade? Bounght Sold

A final note: you should also track your daily profit/loss and trade
sizes on a graph (| use excel), so that you can see your progress
over time.



Module [ssential Skills for All Dayiraders to Leaim; Back to

MODULE 1
Module One: Worksheet 3 - Opening Gap
Trading

Two of the most profitable daytrading plays on the market

!Z open are to:

Buy a stock either Sell a stock on the open
premarket or on the that has gapped up by at
open that has gapped least 5-10%:

down at least 5-10%:

Remember the module 1 trading examples on this topic? (click for review)

Let's practice how to do this over the next week of trading, ok? Remember
these are plays that are made premarket and into the open.

Perhaps buy on ISLD premarket after a stock has tanked and buyers are
returning (then sell somewhere from 9:30 to 10:00 depending on momentum).
Or, short a stock that's gapped up on the first uptick on the open (at 9:30-
9:40am)

A second daily skill you ived OuoteTracker . Last Undate: 112029 03
should master is to keep

an eye on the volume and T‘:“ """""" = v
price action from 9:00am asu WACTIVE YAHOO BE Datek OPTIMIZED [Cus
to 9:30am - is a stock you ; ‘ £5 Composite 091428 AM |NYSE Composite 09:14:28 AM || Nasdag Compasite 09:14:28 1
T T : 3,103.57_0.00[0.00%] 639.95 0,00 [0.00%) 3,447.81 0.00(000%]
gapping up symbol| Chart  [Yolume 4 Bid [ Last [
before the market on good _Y—QHMO —; 50 600 26 26 5716
volume? If so, there's a %—E 3,108,400 104 105
oo : G 2,168,000 40 1/2 40 13/16
g_ood chance it will continue | o — 1,653,300 66 3716
higher on the open before ADPT 695,400 56 1/8 55 7/16
sellers come in. This is w 216,200| 97 93 1/8
- GSGO 121,700, 94 1/2 93 3/16
different from the large INTC 83,400 80 3/4 80 1/4
gap plays you see above |[MSFT VS 43,000 911/8 911/8
e . [DELL /e— 51,400 42 13/16 42 15/16
- this is small gapping of  |emar v — 30,900 152 146 5/8
under 2-3% generally that is  |[vHoD Vi——— 27,000 231 226 1/2
" (ERAY . — 17,800/180 177 3/16
a good Inqlcator of the first m— 13,500 129 3/16 126 5/16
half-hours' price movement  |jpgy e—— 11,600 267 265 1/2
(9:30-10:00) ahead for the m_= 9,600 601/8 58 13/16
OO 92NN AR5 177 R4 /4

stock.

In the example to the right,
you can see CSCO has
already traded over
120,000 shares at 9:14 am
and has gapped up 1 1/4



points already. Sure

enough, CSCO went on up

to 95 1/4 before selling off

around 11:30am. Be sure to

follow the premarket action on

any stock you intend to trade -

the volume should be over 20K

shares by 9:30 to provide any

meaningful signal. Which other

stocks below are gapping

premarket? (note: only nasdaq

stocks are followed this way).
Screensnap: Worksheet 2- Click here to d/l Microsoft Word
worksheet file (14K)
You should use this worksheet (or a similar one you make
yourself) to help you learn the profitable daytrading technique
of playing opening gaps.

Directions:

1. Download and print at least 5 copies of this Microsoft Word file:
tiournal.doc

2. It can be viewed with the word viewer (link here} or word pad
(wordpad doesn't include the table borders, though)

3. During your market research, look for 3-5 stocks that you feel would be
good gap candidates. Places to look include: most active on ISLD
aftermarket, %oage gainers or %oage losers, as well as news plays that
have moved at least 5-10% since the last day's close.

4. Papertrade the gap plays for these 3-5 stocks on the morning of
the gap to see how you would do. Remember, don't buy
premarket gap downs on bad earnings/bad news etc until you
see the technical indicators we look for of higher highs and
higher lows on good volume (and even then, you would use small
under- 3/8 point stops).

5. Make a note of which type of gappers you like to play the most:
gaps up or gaps down.

6. Integrate this into your trading style and trade small shares on a
gap play you believe would be profitable.

Daytraders’ Gap Play \Worksheet | Date:
STOCK AP P o Downn? CLOSING PRICE CLURRENT G REASCM FORGAP  Whesre Shieuikl Preit

A final note: gap plays should be considered risky, so fast
execution speeds and tight stops are important. Try these after
trading for at least 6 months.

Send us email DISCLAIMER
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@ Module One: Worksheet 4- News Plays:
CNBC and Earnings Plays

</

MODULE 1

+ Profitable Play #1: The day after earnings are released,
many stocks tank (regardless of whether they beat,
meet or miss the street's expectations). Buying the
opening gap down on stocks that have met
expectations is a profitable play, if the bottom
consolidates and buyers begin to return.

Profitable Play #2: Stocks will frequently jump up 1/2
point or so on a CNBC mention of the type that
“"there's no good reason for the stock to be down this
much; analysts are positive on it” etc. Of course, you
need to be in quickly (within 30 seconds) of the
mention or you'll buy the top, where "sanity returns™
and the price drops back down to it's earlier level.

Note re: CNBC - these plays are haphazard and there
may be a 'delayed reaction’, so keep an eye on the
intraday chart for a stock you think had a favorable
CNBC mention to see what it does. A good example is
BEAS, it skyrocketed in the 2nd week of Nov 99 a
couple of hours after a CEO appearance and favorable
comments from the CNBC gang. It didn’t pop up
immediately, though, it took an hour or two.

You should use this worksheet to keep track of the impact of
CNBC mentions and day-after Earnings Release stock price
momentum.

Directions:

1.
. Choose 3 stocks that have upcoming earnings releases

2

Download and print 5 copies of this Powerpoint file.

sometime during the next week. (Note: for Earnings Play and
CNBC mention stocks, they do not have to meet our usual stock
daytrading criteria, as we are not trading them intraday on a
regular basis. Just make sure the average daily volume is over
500K shares). Click here for Earnings Release Calendar.

Also keep an ear open for the type of CNBC mention we talked
about (oversold, or great news that hasn't been factored into the
stock price etc.)

During the week, keep track of the impact of earnings releases
for stocks, especially if they meet the street's expectations
(earnings are usually released from 4-6pm, after the close of the
regular market). Look to see if a gap down (over 5%) occurs on
the open of the day following earnings releases, and track




whether the price bounces up.
5. Also, look at the charts of stocks that have CNBC mentions for a
price movement. There's an example of an HRL CNBC mention

play at the bottom of the page. (I waited until the price dropped
back down and_bought for an overnight hold):

Screensnap: Worksheet 4- Click here to d/l Powerpoint worksheet
file (42K)

News Plays: Daytrading Worksheet for CNBC Mentions & Earnings

Ticker Date  Type of Play  CNBC Mention Earnings Play: Best Time

Best Time

{CNBC'Eamings) Have an Effect?  Gap Up or Down? To Buy? to Sell?
NOVL us/13 Earvmgs Wi sapPewn Qpear: %:30am lumahy/end (rZpisd
Fag usz0 ED Yos, moved up G prints nfa hr later, Zpm el of day [+6)

CNBC Mention Play: | bought the bottom after the CNBC mention because
of the good news, earnings and oversold condition of the stock. The fact
that it was bouncing off decade (40) resistance was the last indicator that
told me to buy the stock. Click here to see what happened the next day...

HRL Bl iniervai chat— [EIRIEINE SN E A

Price Pop & Drop

Send us email DISCLAIMER
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Module [ssential Skills for All Dayiraders to Leain; Back to
One MODULE |

@ Module One: Worksheet 5- Daytrading Stock
Pattern Recognition

« Another key skill in trading is to develop a sense for
< the chart patterns that can be profitable when you see

them. This is more than simple pennants, flags,
triangles and consolidating ranges that you read
about.

¢ In time, you will learn to recognize and be able to trade
with common stock chart patterns that occur during
the first and last 2 hours of the market.

You should use this worksheet (or a similar one you make
yourself) to help develop your skills to identify common
opening and closing stock chart patterns.

Directions:

1. For the 3-5 stocks that you've chosen to follow, make sure you
can see intraday 1- or 2-minute interval close line charts. (These
are easy to read than bar charts).

2. Go back over the last 10 days trading activity for these stocks
(see www.bigcharts.com) and classify both the opening 2 hours
and closing 2 hours into one of the patterns you see in the
worksheet below.

3. Write the name of the ticker symbol next to the chart pattern in
the worksheet below. See if it repeats (eg tanks at the end of
the day, runs up on the open, retraces to about 50% of the
opening range etc.).

4. The purpose of this activity is to help you develop a better
sense for the common daytrading patterns you find in
stocks that you trade. Good luck!

Screensnap: Worksheet 5- Click here to d/l Powerpoint worksheet
file (64K)
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The most common patterns are the "up pullback to half" and "down pullback to
half" during the opening. Be sure to understand Fibonacci %sages to help you
time trade entries and exits for these.

Virtually all stock movements follow one of these 7 morning patterns (buy or
gell charts) and 6 closing patterns (again, buy or sell charts). Note that the "cup
and saucer” and other formations are frequently true for multi-day and longer
term trends. We are interested in daytrading trends here. We also look at the
simplistic pennants, flags and triangle patterns in our first TA page, click here.

Send us email DISCLAIMER
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MODULE 1

Module Essential Skills for All Daytraders o Leain: Back to

@ Module One: Activity 1 - Choosing Your
Trading Stocks

« One of the most important decisions you'll be
continuously making is "Which Stocks Should |
Trade?"

« Be sure to read the "How to Choose Stocks to Trade”
page first before doing this online trading activity.

GOAL for this activity is for you to be able to pick 3-5 "core
trading stocks" you would like to daytrade for the next several
months.

Directions:

1.

2

Choose 3-5 stocks to follow (you can use the stocks from
Worksheet 1 if you want).

. Using the criteria on the "How to Choose Stocks" page, create a

new portfolio in your favorite portfolio-tracking program or web
page. Again, I'd recommend the QuoteTracker program.

. Double check to make sure your stock picks meet the following

criteria: average volume around 1M-3M shares/day; intraday
trading range of 5% or better (critical), and a price that would
allow you to trade 100-300 shares at a time, given your trading
capital. (Note: for any new trading training activity, always use
small shares and don't worry about making a ton of money;
these are to help you develop and apply the "on-the-job" skiils.
Later, you'll be increasing your trade sizes to 500-1K shares).

. Figure out how much you could've made if you'd successfully

traded 80% of the best intraday range for each stock during one
of the next several trading days.

. Using your worksheet 1, figure out what your current profits

would be in this "papertrade activity".

Examples: You decide to keep track of

DCLK, TDFX, NOVL, SPLS
and EGRP.

In looking at the chart to the
left (DCLK), you see the max
range is:

bottom = 136 1/2
top =140 1/2

or a 4-point difference. This
doesn't quite meet our 5%-



rule, but is close.

If you had made a good trade
in this stock for 80% of the
range, your profit would be
80% of 4 = 3 1/4 points.

| use 80% because almost
nobody nails the exact top
and bottom consistently; 80%
is a realistic target to trade
for.
At the end of several days, you'll find out how you did using these
initial trading system approaches. There are many more things to
learn in order to daytrade effectively; this activity will help you get
started with the objective, logical trading skills you'll need to trade
successfully. These type of activities help you build trading
observation and discipline skills needed to survive.

Send us email DISCLAIMER
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MODULE 1

w Module One: Activity 2 - Using Limit Buys,
Trailing Stops and Market Sell Orders

+ You should master using Limit Orders to Buy and
Market Orders to Sell

= +« We should also practice using trailing stops in this

e online trading activity.

Module Esseniial Skills for All Daytraders to Learn; Back to

Your GOAL for this activity is for you to be able to get
comfortable routinely using Limit Buys, Trailing Stops and
Market Sell orders for your stocks using your brokers' order
execution interface.

Directions:
BUYING STOCK ACTIVITY:

1. Choose 1 of your core stocks to trade. You will look for a good
time to buy from 100-300 shares of this stock in the next couple
of trading days.

Enter a Limit Order to Buy your stock at the Best Inside Bid

price. You want to see if someone will "hit your bid" and buy from

you on the bid, versus you paying full retail (buying the

Asking/Offer price).

3. If you don't get a fill, don't chase it if it's running up fast.

4. Ifit's still in a narrow trading range and you haven't gotten a fill
yet, try again, and this time use a Limit Buy at 1/32 Above the
current Best Inside Bid price. (for example, if SBUX is trading 26
5/8 x 26 11/16, enter a Limit Buy 300 SBUX at 26 21/32). Now
on 300 shares you're only saving $9, but when you start trading
frequently, and in larger lots, it makes a big difference to your

[

Limit Buy Orders
Datek Online Express
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TRAILING STOPS ACTIVITY:

1.

12

Now, immediately enter a Stop Market Sell order for the number
of shares you bought at a conservative level. If | had just bought
300 SBUX at 26 5/8 | would use a stop of 26 3/8. Don't worry
about making the stop "too tight”; tight stops are what gives you
'more chances to play'. Personally, my stops are always 2-3
spreads under my buy price.

If your stock goes down, ok you get stopped out with a small
loss.

If your stock begins to head up, wait til it has ticked through
another 2 spreads, then Cancel your existing open Stop Market
Sell order (and hit 'daily activity' to confirm it has been
cancelled) then immediately enter a new Stop Market Sell order
1/16 above the old one (a trailing stop). Repeat this as the stock
price moves up.

Trailing Stops

Datek Cnline Express
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MARKET ORDER SELL ACTIVITY

1.

[

Let's assume you have a trailing stop that's 2 spreads (1/8
point total) under the current market. You're in the green by
11/16 of a point (SBUX is at 27 5/16). Do you take your
profit?

First, check the overall condition of the sector index of the stock
you're playing (eg $GIN, $S0OX), then the $COMPQ and the
$TRINQ. If the large indexes are headed back down, you might
want to sell. If they're storming up, consider holding.

More importantly, check the volume, market maker orders and
time & sales trend (if you have level 2) for your stock. What's it
telling you? Is the tide turning and more sellers are selling than
we have buyers that are buying?

When in doubt, get out. | get rich taking profits off the table
too early. Fella by the name of Rockefeller said that too lol.
Maybe the stock runs up another 1/2 point. That's ok, | booked a
profit and made a good trade. | got the 'sweet spot’ in the middle
of the trend.



5. So, you see buyers drying up and your trailing stop is 1/8 pt.
under the market. The major indexes are headed south. What do
you do?

6. Cancel your current Stop Market Sell order, hit 'daily activity' to
confirm it has been cancelled.

7. Enter a Sell Market Order immediately to lock in the extra 1/8 pt
profit. (in this example it would be Sell 300 SBUX Market). Let's
say | get it all sold at 27 1/4 (it ticked down a teeny as the order
was selling). That's a profit of 5/8 (or $.62x300=$186) in a few
minutes.

8. Get a drink of water (or coffee). Watch the gang on CNBC for a
few minutes. Then, back to the charts. Where's the naz headed
in the next 20 minutes? Volume? Time of day? The trade wars
continue. You have just won a battle. Congratulations

Market Sell Orders

Datek Online Express
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That's it. This is one successful approach | use to take small
consistent incremental profits out of the market. It will take practice
to get right. Remember my "10:30 Nasdaq bounce" observation;
when the nasdaq starts on a down note and sells off in the morning,
it will frequently bounce back up around 10:30am maybe 60% of the
time. This is a high-percentage time to buy stock. Don't ask me why -
perhaps institutional buy orders are triggered at that time. Also watch
the market at 3pm when the bond market closes.

Send us email DISCLAIMER
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Module
One

Essential Skills for All Daytraders to Learn: Back to

MODULE 1

@ Module One: Activity 3 - Scalping Under-$30
stocks

« Learning to take daily small incremental profits
("sips") from the market via basic scalping techniques
is a core daytrading skill to develop.

+ For now, we'll focus on scalping without Level 2 (L2
scalping will be covered extensively in Module 2).

Your GOAL for this activity is for you to be able to get
comfortable routinely taking 1/4 point - to 1/2 point wins from
the market (remember to use stops of 1/8 or 3/16; you need to
have a profitable win/loss ratio).

To do this, you will need to buy at the bid (most important). New
traders, sell at the market when you see the first

‘pullback’ (price is dropping back). If you bought and the stock
starts dropping immediately, exit the trade quickly (stop at 1/8-
3/16pt).

For the more experienced traders (over 1 yr experience), sell at
the ask if stock is going your way {enter a sell limit order while
the stock is still upticking, before it turns). If you're late and the
price is fading back, then cancel your sell limit order (wait for
confirmation), and fire off a sell market order.

Directions:

SCALPING STOCK ACTIVITY (Basic Non-Level 2 Approach):

1.

=]

Choose 1 of your core stocks to trade that has a spread of
1/16th point and is currently trading at over 1million shares
volume at the time you want to enter the trade. Also pick one
that has a relatively flat intraday chart (new scalpers). (why?
Liguidity, you do not want to scalp stocks with low volume and
large spreads, you'll lose. You need to be able to buy and sell
very quickly). Make a note of the support and resistance levels
for this stock. You will look for a good time to buy from 100-300
shares of this stock in the next couple of trading days.

Note that you will plan on spending no more than 20
minutes in this trade. | usually like to make these 5- to 15-
minute round trip trades. Note that winning trades are almost
always “winners from the start”. You might get a 1-spread
shake and then it moves up. If you entered the trade incorrectly,



it will continue to sell off. That's why we use such tight stops at
DTU.

3. Enter a Limit Order to Buy your stock at the Best Inside Bid
price.

4. Once your order is filled, use trailing stops if the stock is going
your way, or exit immediately if it ticks down 1/8 point.

5. Plan on exiting once you have locked in at least 1/4 point profit -
don't be greedy and hope for more. Scalping is the art of taking
small incremental profits off the table consistently. You are not in
the trade to stay in through retracements and the entire intraday
range - you're in to take a small quick profit of from $50 - $150.

Daytrader’s Scalping Log

Screensnap: Activity 3- Click here to d/l Microsoft Word worksheet
file (18K)

Here's a Microsoft word log to get you started in scalping. | have you
identify the support and resistance levels to help you with your trade
entries and exits.

Daytraders’ Scalping Log Date:
STOCK INTRADAY INTRADAY SCALPING GOAL PRICEBOUGHT PRICE SOLD
NET WIN/LOSS

SUPPORT  RESISTANCE  (eg%pt % pb




Module Essential Skills for All Daytraders to Leain:; Back to
One MODULE 1

w Module One: Activity 4 - Daytrading Relative
Strength Patterns

+ Learning to trade within sectors (like the pros do) will
help you spot the strongest stock in a group to
trade. See Module 1 page 12 for an intro.

« This is a professional, easy-to-use technique that should
help your trading profits increase.

Examples:

Your GOAL for this activity is for you to be able to learn to
follow 5 stocks within ither the internet or semiconductor
sector. By doing this, you should be able to identify the
strongest vs. weakest relative strength stock to trade within the
sector.

Directions:

Your first decision: choose either the semiconductor ($S0OX) or
internet ($GIN) sector to watch for a 1-week period of time. (note:
your quote source may use / or " instead of $)

« Put up a small 3-minute index chart (either $SOX or $GIN) at the
upper left corner of your screen. (it should take up 1/9th upper
left corner of your screen).

+ Now, put 2 same-size charts for the "sector leaders” in the upper
center and upper right corner of your screen. Sector leaders for
$GIN = YHOO and ACL, for $SOX = INTC AMAT.

» This upper third of your screen is now your "primary indicator™:
you've got the composite index for a sector plus two of the
"generals" or lead stocks.

« Finally, put 2-4 intraday charts in the bottom 2/3 of the screen
for your favorite stocks within the sector you've chosen. Do not,
for example, put MSFT or WCOM in here! If you're learning
sector strength for internets, then choose other net stocks
(MSPG LCOS CNET DCLK ATHM etc.). For semi's, choose
stocks like XLNX KLAC etc.

Your screen should look something like this when you've finished
setting it up and are ready to follow the stocks you are trading:

$GIN Internet Index Chart YHOO Intraday Chart AOL Intraday Chart
{ Intraday)



Vour favorite net stock’ YOU ARE WATCHING TO SEE HOW
our ravorite net Stock's - yoUR STOCKS DO RELATIVE TO:
intraday chart
{(eg DCLK LCOS) 1) The Index chart

2) The sector leaders

How to Build Your Sector Relative Strength Trading Skills:

You are watching for RELATIVE WEAKNESS or STRENGTH for
your stocks in COMPARISON with the index and sector leaders.
Your skill is developed as you learn to IDENTIFY DIVERGENCE
between the index/leaders and the specific stocks that you trade.

Question: If the index and/or sector leaders show weakness and
seem to be selling overall throughout the morning (or day, if you're
playing the afternoon session), yet your stock remains flat/choppy,
what does that tell you?

It tells you that your stock has a STRONG relative strength and
that you should watch it for a buying opportunity once the index
and/or sector leaders start to head back up on buying.

And the inverse is true too, of course: if your stock is selling and
the index and leaders are buying, then you have a weak stock that
you should not buy (or should consider shorting).

As always, check the current volume of your stock compared
to it's average daily volume for the last 10-20 days to see if
it's being bought on higher-than-average volume (a bullish
sign).

Learning to play within sectors is a great way to make a living. |
tend to like the semis and nets because they have good volatility
and range. You might also want to watch and trade the boxmakers,
wirelessftelcos, retail or other sectors. This is a useful trading skill
to develop.



Module Essential Skills for All Dayiraders to Leain; Back to

MODULE |
@ Module One: Activity 5 - Just for Fun

« Your daytrading efforts should never feel like
gambling

« That having been said, some of the money
management techniques involved in gambling

Examples: can occasionally be useful to the astute daytrader

"Just for Fun" Activities:

1. Rent the movie "Rounders”. Which of these four gambling
types do you think you should try to be like as a daytrader?
Which should you avoid?

« Matt: the up and coming legal student (star of the movie) who
has the skill, but lacks the discipline, to be an effective poker
player. He gets swept up by emotions such as hope, greed, and
fear; especially when around others like his friend (stockplayers,
this is equivalent to being in some of those chat rooms out
therel).

« Worm: Matt's friend, the guy who gets out of jail at the start of
the movie. Always in trouble, tries to cheat at cards all the time.
Gets in hock using friends' money. This is equivalent to the
stock trader who always looks at "pick lists", borrows on margin
and from family/friends' money (including the rent money!) and
tries to "beat the market".

+ Knish: the older guy who tries to help and mentor Matt; his best
line in the movie was "l don't take chances, | depend on my
playing to pay alimony, to pay my rent. | push when the cards
are hot and back off when I'm down. | do this for a living".

+ Teddy KGB - the Russian: he's "the house"; plays by the rules
and is very skilled. Extremely well-capitalized. Let's say he's the
equivalent of a market maker like SBSH or MSCO.

Answer: you definitely don't want to trade like Worm. Let's say for now
you're Matt, but your goal is to be like Knish. He doesn't go for homeruns.
He does this steadily for a living. As Kenny Rogers said, he "knows when
to hold them and when to fold them”. He makes a living at this. He doesn't
get surprised. He knows his limits. Note: this movie isn't a great movie, it's 'just
ok’ maybe 7/10 rating (Casino is a great movie, 10+/10), but it has an interesting
lesson to learn re: the emotions of putting money on the table to try and win. A must-
see for daytraders.




"Just for Fun™ Activities:

1. Rent the movie "Wall Street”. What trading characteristics
does Gordon Gekko (Michael Douglas) have that are
admirable? What do we want to avoid? How about Bud Fox
(Charlie Sheen)?

» Gordon "Greed is Good" Gekko: the aggressive, competitive,
SeNAMREaR)-cost master trddekMtfRcrosses the line into insider
C 0P YRIG HFadifi idiaciimilate eralthzHe. mignttrstg<ahd-coming trader

Successful Online Daytrading Training Resources

a shrewd market maker working for SBSH. He becomes a rogue
trader, breaking the law.

+ Bud "Newbie" Fox: the new kid, way in over his head, gets
blinded by the instant wealth that's possible from trading stocks.
Unethical trading spoils his future as he lets himself get caught
up in Gekko's illegal and unethical insider trading methods. Think
of him as a new trader with a "hot stock tip" or as a current well-
known chat room figure who is being investigated by the SEC for
pump-and-dump practices.

How would you respond to the temptation that Gekko presents in this
film? How to you struggle with trading decisions based on data that
you have available? Ok, we'd all say we'd never participate in insider
trading, but how about responding to pressure to buy specific stocks
(often questionable) that you see hyped in chat rooms and message
boards?

What's the right answer? Hopefully we all know it's old-fashioned
hard work and DD, relying on our knowledge of TA and trading
discipline, especially small stops, to keep us in the game and playing
profitably.

What personal trading struggles have you dealt with? Make sure to
understand and apply the concept of trailing stops for your trades.



Module Compiehensive Level 2 Trading Technigues;

Click on each link for a new daytrading lesson. Be sure to Back to
complete the trading worksheets and activities for each module DTU CAMPUS MAP

Click on each line for daytrading lessons from the
list below. An underlined link means the content is
now available. Note: click on your browser's
"reload" button to make sure you see the
latest modules posted as they become
available. Remember to set your screen
resolution to at least 1024x768 to enjoy DTU.

Bl = Updated pages w/in last 48
hours.

DTU Module Two Lessons:

+ Level 2 Basics: Understanding Level 2 and Setting Up Your Level 2
Windows for Trading
o Understanding how to read market makers' true intentions
+ The market maker's tools: Understanding NWII - Nasdagq Workstation 1
o Looking for 'headfakes’, reversals & pivot points, recognizing net buying
m vs. selling
* How to spot the ax using Level 2
+ Trading with the lead axes: MSCQO, GSCO, MLCO, SBSH
o When to enter and exit trades based on Level 2 signals
+ Using TA and 1-minute charts with Level 2: the big picture
e Time & Sales part 1: Reading blocks and volume
+ Time & Sales part 2: Reading tape speed and momentum plays
o Time & Sales part 3: How to read and trade tape resistance & support
+ Anticipating upticks in price movement using Level 2
o Using trailing stops and "3-spread stop loss rule”
o Seeing pivots and momentum pauses in Level 2
* Order Routing via ECNs. Selectnet. SOES:incl pop quiz
o How to avoid getting shaken out/faked out on Level 2: using your charts
to confirm trade entries and exits
o Additional insights into how & when to use Level 2

®  All-new! Click the realplayer logo for a video clip to illustrate
Real-Time trading relevant to that lesson. Another trader
service to help you from DTU!

@ Click here for Powerpoint viewer program
Click here for MSWord view progam (3.5Megs)




o Stops and Spreads in

g Level 2
o MM Headfake Plays

+ Graphs, T&S and
Level 2

+ Shadowing MM
Buyers

o Name that Ax

+ Finding T&S Support
and Resistance

« Reading the QOutside Bid
and Ask-

+ When the Market Maker

Flips Over

JOIN DTU'S TRADER FRIENDS' REFERRAL PROGRAM @
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Meodule Compiehensive Level 2 Trading lTechniques: APREVIOUS  NEXT I
Two

Back to
MODULE 2

+ Level 2 Basics: Understanding Level 2 and Setting Up Your
Level 2 Windows for Trading

« Level 2 is a tool that's best used in combination with other
indicators to fine-tune your daytrading entries and exits. Level
2 is a microscope that must be used with intraday chart
patterns, time & sales and overall market direction for
successful trading.

« The Level 2 window shows you all the market participants for
a stock at a given moment in time, including the relative
strength of buyers vs sellers.

« Market participants can be classified as: trades represented
on ECNs (ISLD, INCA, ATTN, TNTO BTRD), Instinet (INCA),
major market makers (GSCO SESH MLCO MSCQO), ARCA,
and others. Knowing the difference in what it means when
these people are representing their trades on Level 2 is
important to success in daytrading. (eg HRZG frequently posts
phony bid sizes, SBSH rarely headfakes, etc.). Following ‘the
ax' is an important skill to develop.

+ The Time & Sales window (on the right, 'the tape’) is the most
important part of the Level 2 window to master, not the width
and sizes as represented by various color bands.

« Level 2 bid and ask sizes alone will fake out the inexperienced
trader. You cannot daytrade with the level 2 window alone.

Understanding NASDAQ Level 2 Charts

Take alook at this level 2

chart for CHRX, trading 10.5 CHRX Elleest vaket ENIEIRSET

million shares as of 11:51am
EST A block 0f40K haS juSt CHRX + 12116 b 12 al2l1&681x7 10.5M 11:51
gone off at the bid (bearish). 3

Inside Market (Yellow band|

Where the best bid and ask
offers are displayed, in order
of size, by market participant.
Most important band to watch.

O EEHTEEE) T o

. 1516 1
A key band to pay attention to; a

leading inclicator to see where the

mms think the price will go.




BUYERS SELLERS
[Demand) (Supply)

This column Shows the

Not very important, except to shows the price levels

see where the ax fades to. price levels at which

This defines their "trade at which mm's are

box" (more later). mm's are willing to sell
willing to pay  the stock for
for stock at at this

this moment. moment.

Note also that the "spread” hetween best bid and ask prices
for this stock is 1/16, which is common for cheap stocks. The
more expensive the stock, the wider the spread can get (from
1/4 point to 3/4 or so).

Understanding What You're Really Seeing on Level 2:

TIME & SALES

The most
important part
of the display,
T&S shows the
size and price
that stock
changes hands
at. It also shows
the momentum
of the stock as it
scrolls by. (time
is not displayed
on this t&s
ticker, just the
price and

quantity).

« Level 2 shows the supply and demand, the transaction pace, the tape
trend and the market participants in a stock all in one handy display.

+ The numbers that are supposedly used to indicate the number of
shares that a market participant (either a mm or via an ECN) is a
worthless indicator and can be misleading. In the level 2 chart above,
you see there's 8100 bids on ISLD , 4800 from MASH etc. (add 2
zeroes to the number to get the number in the bid or ask). Why is this?
Market makers and traders on ecns can quickly cancel their orders,
and mm's almost always use their "REFRESH" key to either keep
buying or selling stock at a given price level. The T&S shows what's

really happening.

The width of the color bands (especially the first outside level, in

green) can be a very useful indicator, it shows how many "new faces"
are entering orders at each price level in the bid and ask columns in

anticipation of a price move.

The Time & Sales column shows the actual trades as they occur,

and is the most important piece of information | use when
daytrading. We'll devote at least 3 entire lessons to this critical skill of
tape-reading momentum support and resistance levels, pivots and

trends.

An overall clockwise motion indicates selling in the Level 2 display

(eg if buyers at 12 were to evaporate and 11 15/16 became the new

best bid, 12 becoming the best ask).

An overall counterclockwise motion indicates buying in Level 2 (eg

if sellers at 12 1/16 are taken out and 12 1/16 now becomes the best

bid, 12 1/8 rolls up to become best ask).

We're usually in an out much faster than this clockwise motion shows

us, to succeed you need to intensely focus on the tape and the
number of market participants in the yellow and green bands.

+ The more buyers you have lined up in the yellow bid column, the wider
the "safety net” is to give you time to sell without losing much.

Examples:

Remember our daytrading approach is always like a funnel; we make a
very rapid mental checklist prior to entering a trade of these things:



« FIRST: Overall Market Trend and Time-of-day, $TRINQ, spoos/naz

futures

+ SECOND: Trend for Sector/sector leaders (eg $GIN/$SOX),
+ THIRD: Review the 5-day support /resistance of the stock we're

playing

+« FOURTH: The intraday double bottoms/tops/trend of the stock
(unless it's a news or bounce play), along with volume,
stochastics/RSIMACD,

+ FIFTH, the width of the bid/ask levels in our Level 2

+ FINALLY: Time & Sales, which we watch like a hawk prior to
entering/exiting all trades.

How long does this scan take? Less than 10 seconds for the first
five steps above. You patiently watch time and sales to see the true
momentum of the stock prior to buying or selling it.

Your trading rig should be set up to make this like seeing the dashboard
of your car. You know where things have come from and can anticipate
"where they're going" with a fair amount of certainty very quickly.

Let's look at an example here, VRTY buying on a bottom bounce on

volume strength:

FIRST: Checking
the NASDAQ
composite
direction, see the
naz bounced at
10:30 as usual (my
10:30 naz bounce
on an open selling
day rule). | was
looking to buy stock
on this second
bottom bounce at
10:30. Also check
the tring, prem,
spoos, naz futures if
you like.

SECOND: Sector
index or trend,;
Since VRTY was a
special case
(bottom bounce on
oversold after bad
news play) we dicn't
check the sector
players. We usually
do, however.

EE | [ |




THIRD: Five-day chart

B nt=rval Chart

(on the bottom right
below in my setup, the
horizontal graphic
wilevel 2), shows
support at 27. The stock
oversold from 52 to 27
and has bounced from
there. A loose stop
would be at 26, my stop
is always 2-3 spreads
down from the current
inside bid. | know where
the stock is coming
from, and the upside
potential based on
fibonacci bands. (you
should review the 5-day
charts prior to market
open for the stocks
you're going to trade).

. | quickly scan
the intraday chart's
technical indicators (RSI,
stochastics, volume and
MACD) to see if it looks
like a good place to buy.
10:30 seemed like a
good place to buy - see
the MACD lines crossed
and headed up, the slow
stochs had just made a
double bottom, and the
RSl touched the top
yellow line. Volume also
jumped. Time to zero in
on the trade. All systems

10:00 1030 11:.00 11

go.
Level 2 and Time & Intraday
Sales: thumbnail:
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FIFTH: Although
this level 2 chart is
after the market
close, it was all
buys with wide
bands on the ask
from 10:30 up

FINALLY, We look at
the Time and Sales
ticker window to
carefully see the pace
and momentum of buying
vs. selling. Is there more
green/white than
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5-Day CHART below:

|

Time to trade! Elapsed
time for this quick market
scan: under 10 seconds.
It's watching the time and
sales window carefully
that tells us when to pull
the trigger.



through noon. In red/iwhite? What are the
this chart, you can blocks (institutional
see a lot of selling buys/sells) telling us?

Once you're in, you watch
t&s for any sign of
weakness or selling. Is it

pressure (profit What's the consensus of "shakina" th
taking) after the the players in this 5- shaking', or are there
market closed and minute to 15-minute really more sellers in the
VRTY had its 6- timeframe? T&S tells us 510k for the next few
point run. this, and more. minutes? These are the

questions we'll learn how
to answer in future
lessons.

| encourage you to use a similar setup for your level 2 windows: have the
level 2, time and sales, thumbnail intraday chart and 5-day chart all together
to give you a macro-to-micro look at the stock you're trading. Also have a
single expanded intraday chart like the one above with all your technical

indicators on it. It works!

The Role of Using NASDAQ Level 2
to Help You Manage Your Trades

« Lots of pretty flashing colors.
Bilions of dollars are made
and lost using this deceptively
simple-looking device.

« Remember that Level 2 can
fake you out - it's the tape
and TA that counts.

« A pros' skeptical look at this
level 2 chart: In this example,
SBUX went to 5/8 and
backpedaled all the way down
to 24 1/16 before bouncing
again. The yellow looks strong.
But look at T&S: lots of trades
going off at the 1/2, indicating
selling. MWSE and HRZG are
no-name market makers on the
bid. Tough to tell what the
traders on instinet (INCA) and
ISLD will do. Meanwhile, solly
(SBSH) and MONT are selling
stock. In a battle of chippies
(ARCA etc) vs big mm's the

| | |
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Quick tips:

Again, the bid/ask sizes are pretty much
worthless and misleading. Look at the
tape: MONT has just sold 800 shares of
SBUX even though his advertised ask size
is for just 100 shares (a "1"). Refresh key
in motion. He might have 100K shares to
sell for all you know. This is level 2, not
level 3; you don't know the true order size,
and the mm sure as heck isn't going to let
you know. They're a bit more useful for the
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market makers win.

LW Yo I I R

How do You manage your trades
with Level 27

Don't get me wrong, I'd be very
hesitant to daytrade without level
2; however it's just one of a handful
of things | consider before | buy a
stock. Hopefully the method
outlined above will help you make a
lot of money, as it has for me and
other traders.

Go with the tape flow; use the
relative width of the bid/ask bands
to help you manage your trade
exits. Level 2 primarily helps me
decide whether to jump in on an
ask level that's about to evaporate,
to shadow a lead market maker ax
who' buying or selling in size, and
to exit when the buyers are drying
up and backing off the inside bid.

you know. lheyre a bit more usetul tor the
ECNSs, such as ISLD, but even those can
get canceled in a quick second. Doesn't
count.

The "flow"” of time and sales, and the
volume going off at the ask price, is a
much more useful indicator.

Use the level 2 price level thicknesses to
help you decide how to bid for stock
and how to offer it out on the ask.
That's all the pretty color bands are for.
Again, you never pay up two spreads by
buying the ask and selling at the bid
(unless you're in a panic to buy/sell, which
should occur less than 20% of the time).

Follow one of the major market makers
(GSCO MSCO MLCO SBSH) for a stock
all day and trade like he does. You don't
see a professional pay up retail and sell at
wholesale, neither should you. He will have
a "trade box" that he makes money in,
buying at one level and selling at a higher
one. Use level 2 to help you manage your
trades like a market maker does.
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« Understanding how to read market makers' true intentions
@ Main Points:

+ Market makers' (mm) primary obligation is to their client
accounts; they often buy or sell large quantities of a given
stock ('work an order') and need to disguise their actions.
Market makers' secondary role is to "make the market” in the
stocks they trade, providing liquidity by buying and selling
within a given 'trade box’ from 2-6 spreads wide.

As daytraders, we can profit from learning how to read the

intentions of one or more market makers by seeing patterns in

the level 2 window (eg.. number of times they are at the bid vs
ask, when they flip, how many times they refresh).

« Learning how to trade on the side of the primary market maker
can be profitable, learning how to avoid trading against the ax is
important.

+ Some market makers are "bigger” (better capitalized, trade
more share volume) than others, and you should pay more
attention to these big players (MSCO MLCO SBSH GSCO setc.).
Identify the main mm’s for your stock with this link.

« Market makers frequently disguise their order flow buy buying
and selling on the ECNs like ISLD, ARCA etc. - therefore,
watching the action on "ECN buying/selling" vs "Big MM buying
selling™ is an important skill to develop as well.

There are 3 main Market Maker trading
actions you should learn how to read on a
level 2 screen for a specific mm:

« BUYING IN SIZE
« SELLING IN SIZE
« 'GRINDING' (making the market)

Let's look at how each of these works, and

how to profit from it:
Examples:

You have to understand how this whole system works before
learning how to daytrade within it. I'm going to take the market
makers' perspective first, to show you how these guys deal with the
stocks they trade, then show you how to profit from it. This whole
market maker section takes up 3 different lessons, starting with this
one.

Example #1 - BUYING IN SIZE: Let's say you're a market maker
working for MLCO and you're working WCOWM again today. You get
a new client order to buy 250K shares WCOM for your client, a
mutual fund manager over at Vanguard. Your performance is
measured, in part, by your ability to buy near the lower end of the

Are you going to just jump on the ask and buy up 250K shares? No,
you'll run the price up 2 points in the process and buy up for your
client at the top of the day. They won't be calling MLCO to work
WCOM any more, and MLCO's trading desk director won't be happy
with you.

Let's say the level 2 chart on WCOM looks like this:



«» First, ask yourself
"where is the trade
box for the market
maker I'm watching"? In
other words, what price
is he willing to buy
stock at, and what
price is he willing to sell
stock at?

Answer for MLCO: Trade
box is inside the market at
77 bid WCOM, outside at
77 1/8 ask WCOM. Notice
he's on the inside bid and
one spread out on the ask
(yellow band for bid, green
band for ask).

+ Second, look at the
order flow on Time &
Sales: what's the
pattern you see? A
string of transactions
going off mostly at the
ask is bullish, at the bid
is bearish.

Third, look at whether
the market maker is
"holding the bid" at a
certain price level
(bullish) or "holding the
ask"” (bearish). In other
words, lets say in this
L2 box sellers using
INCA (Instinet) don't
budge from 77 1/16
and you see well over
10K shares being sold
at 77 1/16. If the bid
tier at 77 starts to
evaporate (as buyers
realize there's a lot of
stock being sold) then
the price will drop. This
is why T&S is so
important, the levels
may be fake since the
mm can refresh or
buy/sell thru an ecn to
cover his tracks. T&S
is so much more
important than the

T | Y [

Ok, back to our MLCO WCOM example.
MLCO ay in fact be buying stock through
ISLD, and may fade his ask by a level or
two if sellers start to fade. He may be
sitting out the action for now, waiting for
a more favorable entry.

Daytrader’'s Play: The lead MM who is
buying in size may go short and sell
some stock either directly or through an
ECN to push the price downwards
initially, then buy a bunch at the bottom,
working his order up.

We play it by carefully watching several
things:

+ The number of refreshes at the
inside bid vs inside ask (eg a mm is
showing 10 bid (1000 shares) but we
see him buying 13K shares in T&S.

+ The technical indicators on our 1-

minute chart (stochastics, RSI,

previous support/resistance levels
and volume).

The response from other traders

as they see what's happening. You

may well get a bunch of buying (ever
see a 'volume spike uptick?). Don't
chase at first , you should have

entered when you saw the mm



color bands alone,
use them in
combination.

What else is useful? In
esignal, you can highlight
specific market makers, as
| have for MLCO, and see
even more info in T&S if
you wish.

Other software, such as
Ensign, also gives you the
opportunity to plot market
maker activity against the
stock price. Some
programs let you see the
"number of times at best”
bid or ask for the market
makers playing a stock; a
good way to see net buying
or selling for the time period
you're watching.

following one of these patterns
we've identified.

+ Ax flips/reversals vs headfakes: if
MLCO suddenly disappears from the
inside bid (or 1-2 levels outside bid)
to the inside ask, he's telling
everyone he wants to sell. The
questions is, how much volume does
he sell? If its over 20K or so you can
be pretty sure he's not trying to fake
you out.

Example #2: This time, let's say you're the market maker at SBSH and
you're working NOVL today. You get a new client order to sell 700K
shares NOVL for your client, a mutual fund manager at Fidelity.

¢ SBSHis in line sell
NOVL at 21 1/2, not in
a big rush here. How
do you tell? In level 2,
your "order in line"”
preference is
determined first by
the price, second by
the order size. Now,
SBSH may want to
sell more NOVL than
all the mm'’s joining
him at the 21 1/2 bid,
but he's not going to
tell you that. MASH
gets first in line by
saying he's offering
out 107 (10,700
shares) at 21 1/2. It
means nothing. He
can drop that in the
blink of an eye, he is
only obligated to buy
the tier size on SOES
(which is 100, 500 or
1000 shares etc).
What counts is the

I | | |

Daytraders' Play? What do you think,
gang? Well, we're on a downtick, so you
can't short it here right now (see the minus
sign in the upper left corner next to NOVL in



refresh rate that you
observe in T&S, along
witraders' responses.
This looks like a
bearish level 2 chart,
confirmed by the
frequency and size of
trades going off at the
7/16in T&S. You'd
have to watch the
tape for a minute or
two to get the feel for
the momentum in the
stock.

Please note that most
level 2 chart buying
and selling is not as
obvious like these two
L2 charts appear;
typically you'll see
inside levels of 2-5
mm's wide. You need
to pay attention to #
of refreshes in T&S.
Tape reading is how
to daytrade
successfully. For

example, when do you
see "the tide turning”
and trades going off in
between the bid/ask?
(especially for net
stocks like DCLK
YHOO AMZN). This
indicates potential
reversals.

the dark green band?). If you've been
following NOVL and know that SBSH is the
ax (which he usually is, by the way), then
you might want to join SBSH's bid at 21 1/4
for the stock (LIMIT BUY NOVL bid 21 1/4).

Ok for the "A" students, lets say 21 1/4 is a
support level, and you think the price will
bounce hard off 21 1/4 and give you at least
1/4 point scalp on the rebound. How do you
frontrun SBSH and buy before he does?
(which will run the price back up before you
can get in?).

Answer: Don't bid up higher than 21 1/4.
Don't wait til it bouinces off 21 1/4 and you
have to enter at 21 3/8 in the middle. Bid 21
1/4 size 11. That will put your bid in ahead of
solly and behind NITE/REDI. If you could get
a short off here ahead of the 21 1/2 wall of
selling that would be great, but it's unlikely.
Again, use 1-minute chart TA to help identify
support/resistance and trend info. in addition
to level 2.

Example #3: Today, it's a choppy low-volume day on the street, not much
market direction. But, you still have to make money for Mayer Schweitzer,
MASH, your employer. You have to make the market by grinding out
3/8’s; buying at the bid and selling at the ask for AMZN a few
spreads/levels up all day. It's boriing, but you make money doing it

consistently. As MASH's AMZN

market maker you need to correctly set

the limits of your "trade box" based on volume, price momentum and

technical indicators.

Again, identify the market
makers’ "trade box" to see
where he is playing it. Make
note of what causes him to
back off or lift stock at each
level. Eg, is there a time of day
effect (I find may axes often sit
out lunch and fade a few
spreads in either direction, or

| T
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bid it down to buy for an
afternoon run).

To grind a stock by following
the ax, simply trade like he
does: join his bid if he stays
there through 5K-10K or more
shares of buying (perhaps front
run by 1/32 or a size increase);
as soon as you have a trade
confirmation then offer to sell it
at the price level he is at.

Note that you have to be able
to fade and lift like the mm
does in order to scalp using
this method. So, a
professional direct access
broker like cybercorp.com or
mbtrading.com is
recommended, so that you can
immediately sell or cancel your
bid with rapid speed. The ax will
drop his bid if he sees a lot of
selling pressure, and you need
with speed. Waiting fora
browser-based broker to give
you confirmations etc. is
probably too slow for this type
of trading.

Ok, what's MASH doing here? His trade box
is outside bid 91 3/4 size 2 by inside ask
92 size 10. What's he doing? Offering stock
out here. Which is a good idea, whole
number resistance is a good place to park
your sell orders to see if you get a sell.

What would you do? Since there's a lot of
sellers at 92 I'd wait until the bid firms up a
bit more before entering a bid (or, you could
enter a bid far away from the action, say at
91 1/2). Time and sales is bullish in this
screen, as more sales are going off at the
ask than the bid. It's a "indeterminate” or
low-percentage situation here; I'd wait til
you get better indicators before trading the
stock. Grinding it with MASH would say, if
you're already_in from lower, than offer.it,
at 91 15/16.
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« The market maker's tools: Understanding NWII - Nasdaq
Workstation Il

@ Main Points:

+ Market makers use a software tool called the Nasdaq Workstation Il
(NWII) to manage their trading activity.

+ Sun Tzu says "Know your enemy's strengths and weaknesses..."

+ As a daytrader, if you understand how the market makers' key tool
works you will be better equipped to trade against them using your
level 2 screen.

+ There are several Adobe Acrobat .pdf guides on how NWII works
available at this www.nasdagtrader.com link; download and review
them, especially the NWII Users Guide, Market Making Guide,
Selectnet, SOES and Optimark users guides.

« It is very surprising that not a single book or other daytrading site
on the internet mentions this critical tool of the market maker and
how you can understand and benefit from this knowledge. DTU
scores another scoop.

« I'll add examples of how to trade against the market makers as |
develop them: for now just familiarize yourself with this market
makers’ tool.

« Market makers are charged $1500/month each to use Nasdaq
Workstation 2! Thats $18K/yr.

ré1 Snaglt Capture Preview ] i ]

i Setu| File Edit “iew Image Coloiz Effects Help
MSF1 (=} =1 & &, 2 b £ 4
MSF1  Finish Cancel Studio  Savehs Print Preview Zoom In - Zoom Out Crop Copy Wrdo Help
MSF1
HSCP id Masdaq Workstation |1
PG Setup Order Beport Scan MarketMaking InfoServices Tools Supervisory Utilities Help
1900 147 146 ++0 86 +5 3/32Q 79412 ++Q
b147Q INTC b85 15160 b791:2¢
I al47 116Q INTC agea arg 580
e ' [amon [0 '
46 1516 +20Q £
HilLo:
000 INTC 85
Ins: 1900 SUHW 43 1116 @
UL [Gob =[5 =
@ +519/32 01:20  Vol: 85258400 PCL: 135815032
L HiLo: 147 34 140 M0 51 =
il Ins: 147 Ba arine a 51 - 10 MKT-  LMT- HS00), L
HR Your: D
GE
BT
bie @ Both (Bid ( Ask |(CRPT (CORD (S QIE O TKO d
A:" up | 1/8 =] dn | % SelT (" Hasdag I I
= HRZIG 147 147112 6-10 - MASH 146 5HE6 147 11E 4-10 | =
GEC0 147 147 308 10-10 AL 146 15HE 147 11E 1-10
BTRD# 147 145 5-10 DGL 148 516 147 118 10-10 =
I ISLD# 147 147 116 10-10 ISLD# 147 147 }.’15 10-10 ﬁ_j
‘ 3
|Dutput set to %s 99546301 6M |g5.220 [100% 4
I 1 1 L 1 1 I I'I_

IXIC

1568.54+26.43 HTY 516011974 1XDJ1

Masdaq Broadcast

$007.96+32.29

‘.‘|E|] Current Server: aa900961 07M16/97 13:20

HYV 392922000




Setup Order Report Scan MarketMaking |InfoServices Tools Supervisory Utilities Help

200 MSFT 881/4 Q ... 1000 ADBE 45 3/4 Q ....1000 ADBE 45 34 Q 100 MSFT 881/4 Q 500 MSFT 88 316 Q ...

400 SUNW 41 3/8 @ ....ADBE + 451116 Q 457/8 Q .... ADBE INCA 451116 46 ...

ose |+ RN _cust #0410 =
AIPH adQ COMS |1b35 5/8Q FO SIZE EXHAUSTED in TES
ASHD |$b37 1/4Q €SCO |4#b681/16Q IFl 5 Minute Warning
BLSI b2 116S CvUs | ad41116 IFt . .
@ No Action will result in:
[Comb =] [TESTA A TEST SECURITY
P—— o e 1152 Vo 13000 QUOTE CLOSED EXHAUSTED SOES
Hi 51 Lo: 50116 HM10
GoTo Dynaluote |
- 50 116 Q 50316 Q 10 - 200
Your. 50158 503M6 n -10 D11
I 0 Additional Messages in Queue
* Both ¢ Bid  Ask CRPT @ ORD (0 QTE " THC |
oth Bi As Ri of Q L —
up ll 1/8 ~| dn | @ SeNT (O Hasdag | Clear
FAHN 50116 50 9M6 10-10 ﬂ FCOL 491116 50 316 10-2X ﬂ
HEED 50 50 5/8 1010 TSCO 4914 50 3/8 10-10
VISH 50 50 5/8 1010 RSSF 50 50 172 10- 4
OPCO sn 5n 1116 1010 ALST sn 50172 55
HAWE 10-10 =ll  notm 50172 10-10
1QUpd | 2Dial | 3TimeSale | 40KTS | SDirReq | 6Hsdiws | | 8NsdPhn |

MS0S: NOPD TESTA -QUOTE CLOSED EXHAUSTED SOES EXPOSURE ****  11:52
IN & 1000 COMS M AON C2E 11: 00-03 100

SMME: NQPD 027230 B 1000 TESTA 50 1f8 L 11:52: 00 NGTM 1152
. NQPD TESTA -QUOTE CLOSED EXHAUSTED SOES EXPOSU EEE 11

As | gain insight into the market makers' limitations and constraints using this
software platform, | will post strategies and tips for exploiting those
weaknesses to our advantage.

A quick example is the SOES tier size, the mm automatically fills your order at tier
size if you are first in line to buy/sell.

We'll look for other ways to "fight back” using our commercially available broker and
3rd-party software tools, along with trading strategies.

If any of you are former or current market makers who have experience using NWII
we'd sure like to hear your insights; we'll be sure to post them here to help others.
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+ Looking for ‘headfakes’, reversals & pivot points, recognizing net buying vs. selling

@ Main Points:

In this lesson you will learn how to spot 3 key market maker {mm) trading actions to help
your Level 2 daytrading become more effective. They include:

« HEADFAKES: MM initially buying to make the stock look attractive as he gets short in the
position, then selling the stock dowin, covering at bottom. "Gap and trap” is an example. You
by wihat looks to be a good stock, then the price drops abruptly, you sellin a panic and then
it goes back up.

+« REVERSALS & PIWVOT POINTS: When the current trend (either buying or selling) reverses
itself ...eq. sellers are done and buyers come into play, or buying finished and selling starts.

« NET BUYING vs SELLING: Using the "number of times at best” feature and wisually
wiatching Level 2 action for major market makers to identify who is actually buying ws. selling
tand how to tell when they are masking thier intentions).

Let's look at how each of these woarks, and how to profit from it;

Examples:

Headfakes: . | ETEEC| FRRR [l rtervai cran SR IRINA
Seme of the mediurm-sized market | KRR + 33915 b 3358 a 331116 1x4 295K 1249

makers like HRZG SLKC etc. are
more prone to playing games than  |(HOLY 34946 1 INCA 34116 4
are other market makers. The |5|§H :zg ‘: G a u
larger market makers tend not to M seam 0 Pn ene |
play games with bidfask sizes

Looking at RRRR here, you can HRZG 34Vva 1
see on the one-minute chart that
the stock was bid up starting at
10am. Traders who bought this
"second top” wiere infor a surprise
as HRZG sold it off down to the
lowy of day at 34 What's the
stock's trading range? 34 to 35

ali

il

34, Daytrader's Play: Buy off the low-of-day 2nd bottom and short/sell at the second
top, unless there's a breakthrough in either direction. Do not buy the second top of
What else would vou look for to the day unless it's broken through (in this case | wouldn't have been a buyer until it
identify headfakes? The best broke through 36 on decent volume). Buying the second or third bottom off support
advice | can give is to closely {inthis case 34) would be a gooq& play. Don't buy when it's choppy within the

follow 3-5 stocks on Level 2fora  trading range, you will get shakerr out. Pay close attention to the volume and other
month or so each day and get to TA indicators to confirm entries and exit points.

know the behavior of the different

market makers and ECN players  Avoiding Headfakes: The steeper the price increase, the more likely a reversal
onthe stock. You'll soon learm who  as traders who bought in low sell the stock for a profit. Avoid buying stocks that
the real players are. Remember, 10 have run up in a vertical line until there's some kind of consolidation (sideways



SucCeed n daytradingtakes a 1ot trading holding in a pattern for 10-15 minutes), then a continuation of an uptrend

of patience and concentration,

using the tools like the Especially avoid chatroom under-$10 stocks that run up on thin {less than 300K
professionals do. f amazes Me 10 daily shares) trading volume.

seethe Io_sing gambling behavior

of people in many of the On Level 2, watch for. fake volume sizes by mm's [eg HRZG posting 88 bid then [}
chatrooms who are clueless asto  faging) finping back and forth from inside bid to ask, and mm's fading back a

how to trade stocks. Poeple like spread at a time even when time and sales loaks bullish. These are warning signs
me and other professionals sCO0P 1ot 4 reversal is about to occur
their capital off the table with ease

These are my favorite plays, buying the | seux - 24716 b 24716 a 24916 10x10  BI8K 1246
bottoms and knowing when to sell at the
top

Logking at the intraday chart for SELX
here on 12730, where is support and
resistance? Can you see? Support at
24 1/4 and resistance at 24 3/4. A

profitable trading channel to play in. : 24116 33
24116 24
Haow does level 2 help you with this? 24116 10

2416 10
24M16 8

See how I've highlighted SBESH at 24
516 bid? Soly knows supportis at 144
an d will buy stock here, unless the
market sells off {inwhich case he'll lift

his bid). But, SBUX is a slow moving SBUKX + 2412 b 24716 a 24946 6x10 823K 1248
stock, he waits for it to come down to . ||'|I i
his lewel to buy it ISR TR I
] INCA 24916 10
Mow see in the second chart how ['ve DUF 24916 10
highlighted MLCO at 24 117167 He BRUT 24946 5
knows this is the initial resistance level, |8 :f:r" ﬁ:ﬂ: :
and has parked hit sell tier arder here. - BIRD 2458 24
) ) MWSE 2458 2
Knowing how these two trading desks REDI 2458 2
trade SBUX is very profitable. Join the HMar 2358 1
ISLD bid at 24 5/16 then offer it out at I
24 11016 or 3/4 for a nice profit.

MNow let's look at ETYS, a current
favorite for bottom-fishing (as of
12/30/99). Where is support and
resistance? Well we can see support
at 25 12, and L highlighted GSCOD as
the ax to follow with a thin size 2 bid at
25 5/8 I would place a stop loss in at
2538 as|see MLCO at 25 1/2 bid,
and the stock has make 3 reversals at
around 25 /2. It's making lower highs,
though, so I'd only play it for a scalp,
joining the 25 5/8 15LD bid here

BRpgegs o




Daytrader's Play: Reversals on higher volume and second bottomsitops are key places to look for pivots and reversals.
Knowing to follow the ax particularly at the places he puts his hids and asks will help you get better at determining likely
pivot points and reversals. As always, use tight stops (under 3/8) to minimize losses if you're wrong. If the stock wiggles
and heads in the direction you orginally thought itwould you can re-enter the position with a small lost trade potential (178
manc loss potential).

General level 2 reminder notes: watching time and sales as well as volume and overall market direction is important.

Remember not to trade during lunch in general {11:30-1:30 or so), and know your stock's intraday market maker ax and
supportiresistance levels.

NET BUYING vs. SELLING:

I | CEEERE L | (.||

Talk about a runl Look at MOWL here on
12f30 going from 35 to 40 in the space of
an hour. SESH is the ax for NOWL and was
on the inside bid all morning {a bullish 3918 19 MSCO 39315 10
sign). Joining him at 35 1/2 and selling at SHALERRZE (ST

VI8 1 WSTI 39346 1
the second shake near 33 is profitable. 29116 1 REDI 3914 10

3w FNSESH 39 14 10

Mow that he's on the second inside ask, I'd 39 10 BRUT 3914 5
be more cautious about buying and would 39 1 HREG 3914 5
look to short the stock where he is offering e B aoua
to sell it at (offer it out at 39 3/16 stop LEHM 3914 1

3

market biylicover at 39 3/8). ARCA 3938
COWN 3938 1

Recognizing net buying ws selling is a tricky
business; some software identifies the
"number of times at best" bidfask for the
trader; however this doesn't tell you the
number of shares that were traded, number
of refreshes and sizeforder flow
information.

Daytrader's Play: Once you spot net buying by the market maker you are following, join his
bid and stay with it until he flips. When SBSH flipped to the ask you know it's time to sell this
stock, as he has bid it up all maorming and wants to lock in his profit at the current price level.

Also be cautious of thinwolume, eqg here at 12:48pm it's the middle of lunch hour and wou can
expect some selling down to a fibo retracement level. In general, you should exit your morning
positions before lunch {or putin a trailing stop) to lock in your profit. Motice how volume has

UUCLIR ST UL T thinned considerably from the morming runup period.

buying is to see the length of time the

market maker stays at the inside Looking at this lewvel 2 chart, you also see sellers include heawaweights MSCO and SESH, and

e Sl 7 SIC10) st_ays here seling at the green outside ask band is thicker than the green outside bid band. This is bearish. Buyers
393/16, and the stock ficks down fo 39 x are on thin levels and are mainly ecn players on ISLDANCA. I'd sell it here and wait to buy on a

39 1/8 and he still stays at 39 1/8 selling, hreakout th h the hiah of day at 40 144
you'd call him a net seller). This depends R S e orse:

you'd call him a net seller). This depends
on the volume of order flow being sold, of
course, I'd expect a mm to sell at least 5-
15k shares to call him the 'ax' in a stock
that trades more than S00K sharesiday.

et L L A L I My e w1 s

Mote: Market makers will frequently lift
off the inside bidfask to mask their
order flow, so keep an eye on their
behavior in the green {1st outside
level) band as well. On the whole, are
they buying or selling, and have you
identified the "biggest player(s)" in the
stock at the time you are watching?
Remember, the 'ax will change, especially
for the most actively traded stocks.

Also, be sure to know the difference

between ECNs (INCA ATTN ISLD

ARCA) and market makers (SBSH Q
MLCO MSCO GSCO).
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+ How to spot the ax using Level 2

X

In this lesson you will learn how to spot who the "ax" is using a Level 2 screen. The "ax"
is the market maker who, at this particular moment {eg for this 3- to 15-minute timeframe)
is either buying or selling the most stock. We'll look at how to trade with the ax in the next
lesson; this lesson shows you how to spot who the ax is.

« MM ECN Routing headfake: MMs will frequentty disguise their intentions by routing their
arders through INCA or ISLD. See through this ruse by determining how strong the buylsel
action is on the inside bidfask wNCA or ISLD. eqg if you see the inside ask stay firm wllNCA
or ISLD you know some market maker is working a large order and that the situation is
"Indeterminate” or low-percentage to enter a trade. Wait until a clearer signal is available to
enter the trade.

Spotting the ax on Level 2: As we've learmed already, First always keep an eye on MSCO
MLCO SB5H and GSC0; these are your “first picks” to see which of them are the ax at a
given pointin time. The second indicator is the "number of times at best” inside bidfask AND
{more importantly) the refresh rate or 'depth’ of their buying or selling when they are at the
inside (that's what T&S is for). A third indicator is the "trade box" they are playing, eg where
is their bidfask spread on level 2. A final indicator is the # of imes they are at the first outside
{green) band on lewvel 2 This lesson covers these four areas

Following the MM Axe to Daytrade: Even with the ECN routing that mm's use to hide their
order flow, there's still plenty of profitable trading to be had by correctly: #1) Avoiding buying
when a major mm/fax is seling (eg if you see MZCO and MLCO both sitting on the inside ask
yaou prabably shouldn't buy if their bid 15 3 levels outside the market) and #2) "Shadowing” a
the ax's buyingfseling behavior, if you see that all else looks okay, eg no suspiciously strong
ECM buyingiseling on INCAASLD

Examples:

Four Ways to Spot the Ax on Level 2



When the stock is not being moved

around primarily by daytraders on
ECNs (like DLCK is) or a mm routing
arder flowe through ECRs, consider
following one of these four main mms
as one of your primary indicators.

Let's study an example of NETA from
Thursday, January Bth, where MSC0
i5the &x

MNoticing unusual wolume at lunchtime,
we see atrend reversal at

12pm.. BUY signal generated at 23
142 here on volume pivat

In the first boeg, [highlighted MLCO,

j IEIest arket

Tl T |

ISLD

INC&
BETRD
BRUT

23 916 20
23946 1
2N 5
ZNs 5
334 10
2334 1

M5C0
LEHM

b |_|1|1 .::.“J A M |:!|g||| \

40:00 44

thinking he might be the ax. He
dropped out entirely though, leaving
MSCO on the bid (2nd).

Third box, we see our initial scalp
SELL signal as a volume spike at 24
348 followwed by a lower highflower
oy

FiL = +7/8 points profit in an hour
trade. NETA went on to close at 24
142 Nice ride.

MSCO is the ax on this, we saw him
stay on the inside {or 1 level
outside/green) bid all the way up.

23 13716 10

okl T

j IBestMarket

I
I '||

b A
M

v

10:00 1 I 0

il .hm M il ...\”| 14_

NETA ol [Bestmaet =] [B| [T [ INETA
MMID | Bid B...|| MMID | Ask A=
BTRD 2414 10 INCA 243% 1

2414 1 ISLD 24715 11

Ok, now we know who to look for, now let's look at
how to interpret their position inthe level 2 hox

This indicator is simply looking at the ratio of times
the market maker you believe is the 'ax' is buying vs
selling stock wisibly on the inside bid or ask in a
diven time period.

Let's say in the box to the right that I've been
wiatching this stock for the last hour or so and SBSH
keeps popping up on the inside bid. Further, 1 seein
Time and Sales that he buys at least 2000 shares of
stock in 200-1K trade sizes every time he's there.

Sure, he fades to an outside bid level now and then,
but overall he's buying and let's say the stock is
holding it's own {or even a slight uptrend) in a down
market. I'd look to buy the stock when the market
starts to head back up if SESH i still on the inside
bid.

Also, as a mental 'checklist' item, at least do not go
against one of the four major mm's who is refreshing
his bidfask repeatedly. Example: | don't short SPLS
when MSCO is onthe inside or green band, as he
tends to hold SPLS up, and SPLS has up days
whenever he's on the inside (at least the last 6

MASH 24716 10
VHDM 24715 10
SBSH 2312 10
REDI 2412 8
BRUT 2412 5
ARCA 2412 3
PWIC 2412 1
FLTT 2412 1

peiniaE e

We ook at the Mumber of Times at Bast (some
softwiare will calculate/display this foryouw), to try and
determine if this mm is a net buyer or seller.

The caution, of course, s that they may try to appear
to be buyers when they're really selling thru INCA or
ISLD.

One tip for this: Trade stocks with less skilled market
makers anthem In choosing stocks to play, find
ones that trade on lower average daily wvolume {let's




months of '99 to present)

#3: Iarket Makers’ Trade Box

Looking at our NETA example again, you can see
MSCO's "trade box" is

Bid 24 316 x Ask 24 1/2

for the moment. This Is a 2-spread trade box,
telling you he's not particularly bullish or bearish on
this stock publicly (again, watch ECM order flow
for disguised order routing).

FYl, trade boxes of 2-5 spreads are common,
wihiat you wiant to watch foris both the width of the
ax mm's trade box {does he suddenly go from 3
spreads wide to 67), and the bidfask direction of
where he's parking his trade volume. That is, is he
4 spreads wide but on the inside {say at 24 1/4
bid MNETA x 24 718 ask). This can clue you in as to
the direction that this mm thinks the stock will go
in

say TO0K-2M, $25-$40 share price range), as they
are likely to have a markst maker dividing his
attention trading it and 4-5 other issuses
simultaneously. Headfakes are more common with
popular stocks, as the major firms put their best
traders on them.

NETA B

j IEIest harket

MMID | Bid B...|| MMID | Ask A=
BTRD 2414 10 INCA 24338 1
LEHM 2414 1 ISLD 247216 1
A MASH 247216 10
SLKC 24316 10 VNDM 247216 10
SBSH 2412 10

MITE 2418 20 REDI 2412 8
MFSC 2418 10 BRUT 2412 &
GSCO 2418 10 ARCA 2312 3
SBSH 2418 10 PWIC 2412 1
BRUT 2418 5 FLTT 2212 1

Trading nofe: having a very intense focus is critical to
success in daytrading. Make sure you know the behavior of
the "4 major mms" for 3-5 stocks that you follow like the
fack of your hand. As you know | like NOWL SFLS DCLK
SBUX for daytrading, there are many others out there



#4: Action in the First Outside (Green) Band

The first outside lewvel in your L2 window is
important to follow, it's kind of a 'leading indicator’ DELL Eost Mark, oK,
within the micro-wiorld of the L2 box alone. Again, g ’_ ’_ -
T&S and market f sector direction are the most
important indicators, the L2 box is for closely
timing your trade entries and exits only {not averall

ARCA
trend determination). =i
- NTRD

Think of the green band on the bid as your INCA 53 118

"escape hatch” for and the "wall of sellers to get :IFTSEC : m:

through" on the ask. I B

PIPR 53 1116

What do the twio different examples here {to the BTRD 53 3/4

right and below) tell you about relative buying and MLCO 53 34

selling in these two stocks, DELL and VRTY? SHWD 53 344

WARR 53 374
SBSH 53 3/3
PERT A

53

Can you exit a trade more safely in DELL or
YRTY, based onwhat the L2 green bands alone

are teling you? Daytrading Play wiGreen Band on L2: Use itto help you with
scalping. | use it to decide if | should stop out of a position if

Answeris DELL of course, you have 7 mms an buyers aren't coming in like | thought they would. If the green

the green bid, only an ISLD 2 green on VRTY. band starts to evaporate, I'l sell at market bid 2-3 minutes

before the stock price starts to drop. Likewise, if the green ask
band starts to get thin, then | may enter a new long position in
expectation that the price wil bounce up 2-3 spreads before
settling in, at which point | may scalp out (frequent) or Use a
trailing stop for a 30-minute to 2-hour trade (10-20% of my

% trades).

G | TN | B | G |[CTEEEE | e ||| ||

13.0M Decl?g:23

3314 22 ISLDc
336 2 SHWDc
33 10 MASHc

Hopefully, these tips will help you become more comfortable using Level 2 screens correctly. All of these subtleties are
necessary to daytrade for a living, vet no website or book I've seen tells yvou these important tips. %

They should all make sense, there is much more to tell you about, let's press on to the next lesson... ==
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« Trading with the lead axes: MSCO, GSCO, MLCO, SBSH

Moy that you've learned 4 ways to "spot the ax" on Level 2, let's look at how to make money

daytrading by following the biggest and most powerful axes

Trading with the major market malkers is a relatively safe way to daytrade, once you know what

to look for and how to follow the signals.

At a minimum, you do notwant to be on the wrong side of a trade when up against any of these

four mm's when they are selling (or buying) in size, and refresh their bidiask

working.

At best, you can be in front of their order flow and profit from a large order they are currently

When they flip from the bid to the ask you should prepare to exit your trade if you're long.

As the old traders' saying goes, "Some days vou're the dog and ofher days yvou're the hydrant”. Let's
try to be on the best side of that by learning how to trade with the right buying and selling pressure

generated by the lead mm axes.

Play #1: Follow the Lone \Wolf

Let us say that you are
watching this level 2 SBUX
screen. Of the 4 major market
makers we'll be shadowing,
which one appears here on the
inside bid ar ask?

Ok answer is: GSCO, bid size
10 at 27 5/8. On the time and
sales you see alot of selling
going on, and GSCO s buying

Howy can you trade with this?
First of all, consider all danger
signals: egthere's a prety high
number of sellers on instinet
{INCA size 44), it could be a
number of players in that pool of
44 wie need to watch the tape
to see if the 44 shrinks to less
than 10 quickly tbullish}, or
stays strong. Remember a mm
like MLCCO or SBSH or whoewer
could be routing a big sell order
thru INC A The tape tells us
what we need to know; for now
there is a larger ratio of sell
orders to buy orders on the
tape, and no big blocks (12

ECE | e | [

Daytraders' Play: Let's assume you've beenwatching for awhile and you see
GSCO has been at the inside bid {yellow) and is "holding up" the stock price at
27 142 to 27 5/8, giving it support.

Evenwhen a wave of sellers comes in (that you can see on T&S), the price
momentum doesn't weaken, and the stock is recovering {you see from Level 2
that the buyers aren't backing away, the color bands aren't getting thinner etc ).
GSC0 stays a buyer more than 70% of the time . He's not flipping owver to the
ask much at all, and seems to e holding the stock up. You also see here that
GSCO's "trade box" is bullish, he isn't even posting an ask 3-4 spreads up
{unless he's faking wia an ecn). Also, you don't see any of the other 3
heawmweights seling openly at the ask no MLCO SBSH MSCO



seling at the bid, 5 paying the
ask). Still, so what.

GSCO will not make his intentions overly abvious, but your "feel" of the situation
is that he is a buyer of the stock today and is stronger than the sellers at this
particular point in time. So, you would buy stock where GSCO is, say enter a
limit by 1100 shares at 27 58, or, if the sellers at 27 11716 start to quickly
disappearyou enter a limit buy at the retail ask price of 27 11/16 to get some.

When the stock price rolls up a spread to read 27 11168 x 27 34 watch GSCO
If he stays at 27 955 or better after the price goes up a spread, vou're ina
winning trade. Trail stops 144 point dowin to lock in profit, and sell when you see
ZSC0 drop his bid by more than a spread, orwhen he flips aver to the sell
side.

Play #2: Samson and Goliath:
MM ax vs. weak hands

Here's our NETA example
with MSCO. Mow, lets just
consider the 4 major mm's
MSCO MLCO SBSH GSCO.
Who is MSCO trading against?
MNobody, unless someone's
selling a bunch through ISLD
{unlikely). BRUT and PWJC are
small potatoes relative to
MSCO.

The next "strong player” is
GSCO at 24 1/8. So, your trade
is relatively safe here, especially
with wolume reversal breakout
confirmation on your 1-minute
chart at right, and many trades
going off at 24, the ask, in T&S.

What do you do to buy ahead of
WS C O without paying up the
spread? You can either enter a
larger order than the best bid, eg
bid 1100 23 15{16, or split the
spread and bid 23 31/32
{though if you're only trading 500
shares that's just $15, probably
not worth haggling over).

INETA o [eectmerer 2 BT | [NETA 2] [interval chart

MSC00 23 15716 10

SLKC 2378 10
FLTT 23131616

OLDE 23 1346 10

ht 19

.|!m|| il ...M M \:|III|| .” I

Daytraders' Play: Anytime you see a battle between one of the "big 4" MSCO MLCO
SBSH GSC0 against an ECN order or chippies, you should probably start by assuming
one of the big 4 will win, at least for a couple spreads' worth of price movement. Watch the
T&S to confirm buying/selling direction, and be ready to exit if the mm flips over from bid
to ask or vice versa. MLCO seems to flip the most, in the stocks | play. SBSH and GSCO
seem to be the most consistent of the 4, they don't seem to flip around as often.

Make sure to define your entry and exit strategy before trading as always, eqfora "I'm
going to follow MSCO trade at 23 15018 buy the bounce play” you might say to yourself "'l
hawe to be careful as it gets over 24, the high of the day is 25ish so 'l plan on scalping it
and selling when T&S stars to reverse, I'm expecting to exit someawhere around 24 172"

So,you buy 1100 shares at 23 15016, immediately offer it out at 24 148 to frontrun GSC0
if you're scalping, or, sit on it and sell as your T&S shows other sellers coming in strong.
Again, based on what MSC O is doing: if he is holding it up and raises his bid as the price
moves up I'd be less inclined to sell If he immediately flips over to the ask, orif T&S
shows lots of people hitting the current bid, then you should exit the trade as well. Easy,
right?

Play #3: Dueling Daytraders :o



Some stocks are heawily traded by
daytraders, who have a stronger impact on
the price momentum of the stock. Many
internet stocks like DCLK and AMZM fall
into this category, so you need to know
howy to play these as wel

Daytraders frequently route through ECMs
like ISLDANCAIATTNIARCA etc and so
you see aton of trades going on here. You
do not try to follow the ax in stocks that
hawe most of their orders going through on
ECMs, nor through stocks that have wery
thin bidfask levels (eqg frequently only have
1-2 market participants at each level). Why
not? Well, it's a pointless strategy to follow
one of the big 4 if 80% of the trading is
being routed through ECHs, right? In the
example to the right, let's see, you've got
MLCO offering 3 spreads up, MASH {an
"almost-big" mmj, with a 2 size two
spreads down, nothing in ather words you
can follow in the area of a mm ax to trade
with. It's an ECN play.

So, you need to follow trade using the
crovwd direction in these stocks even more
so. Typically these stocks sell off faster
than others do, so are good "bottom
bounce" play candidates or short
candidates. They sell off faster because

CEN | T |

9178 b 9178 a2 10x27 10.5M 1&50

ISLD 92
ARCA 92
MASH §2
BRUT 92
INCA 92116 10
DKHY 2116 1
REDI 9218 2

Daytraders’ Play: T35 looks bullish, L2 looks bearish
fwhy, traders?). Indeterminate; Dwouldn't know whether to
buy or sell until | saw the tape in action and could see the
day's chart and other market indicators (like the $GIN
first, then the naz $COMPQ chart, then $TRINCQUETICK
etc).

For now, it a "sit on the sidelines and watch" stock,
based onwhat | see here. That's ok, | spend most of the
time watching, waiting for an opportune moment, then
bang | fire off the order watch it goin my favor a spread
or 2 or 5, then sell. Or, if it weakens then I'm outta there
fast, and get ready to "try again”,

wou hawve more panicked daytraders
playing them, and we exit at the first hint of
price weakness in our stocks.

NOTES on Following the big 4: MLCO SBSH MSCO GSCO

1. You are ahlways looking for "lopsided” high-percentage situations to trade in. Many new traders
owertrade, making for rich brokers and broke traders. Use a sensitive, practiced eve to see what the
behavior of a major market maker is in the stock you are following.

z Allthe same daytrading guidelines apply, eq dont go long during lunch, use small stops, try to stay
ahead of the crowd by using your charts and T&S patterns to verify entry and exit points.

3. Ihave found it extremely helpful to identify the major market makers in my particular stock, using the
e nasdagtrader.com link {see front page wiwe trainingaloha .com link for "ldentify the naz ax").

4. Once | have narrowed it down to whichewer one is playing my stock the most that day, [will look for
high-opportunity profitable times to play the stock, such as the 10:30 naz bounce on a down day.

5. Recognizing net buying ws. selling is a fairly difficult skill to master; at least as hard as learning how to
play Monopoly. So spend at least as much time, 3-4 concentrated hours on a single stock, to try and
identify net buying and selling using your level 2 screen and t&s for the market maker you believe is
the ax. It may take a few times to correctly identify whao's maoving the stock. Infact, it will probably take
woll & number of weeks to begin to get good at it That's ok, it's not an easy skill to master. But
master it you must if you are to do this for a living.

MNotes On Daytrading:

| don't sugarcoat daytrading or spout wvague warnings about risk management. I'm preparing you to
succeed at this, by telling you the things other people do not. ltis ajob, and it takes work. The good thing
about This particular job is that you can make a lot of wealth by doing it correctly.

But, it takes more wiork than most are willing to put in, so they "dabble", get lucky now and then, and end up
leaving the casing broke. To succesd at daytrading, you must be willing to work exceptionally hard, and
master many news skills. Look at it like a degree program, and prepare yourself as professionals do. Read
the market maker info on the Woarkstation 2 page links (the pdf files)

Realize what you're into here. You set your own odds in this casino, and every one of the skills you master
at DTU should help you become more effective at learning how to daytrade for a living. | am giving you
more advanced information than any other daytrading seminarfbook other resource provides (that I'm
aware of), because itis what is needed to honestly, realistically succeed at this.

Ity role here is to be a coach and an armorer, giving you the defensive and offensive trading weapons,
skills and signals you need to stay ahead in this game. It does take hard wiork, but at least you can really be
free of a day job, live amywhere yol want, and hawve what you want if you succeed at this
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e When to enter and exit trades based on Level 2 signals

In addition to providing insight regarding market maker activity in a stock, Level 2 should be
used to help you time your "scalp” trade entries and exits

It is worth mentioning again that you should Mot use Level 2 alone for your rading decisions,
as it can give false impressions of support and resistance; use Level 2 along with Time & %
Sales, 1-minute charts and general market (or sector) direction to make trade decisions.

Lewel 2 is mare useful for trading some stocks than it is for other stocks. For example, | find
Lewel 2 not useful at all for trading WCOM, AMZN and INTC, but very useful for stocks like
CIEMN CMIZSK and WOWL . Factors to look at are: howe 'transparent’ are the lead mm's axes in
the level 2 box for the specific stock; the ratio of how many mms vs ECN orders are
represented on the Lewvel 2 {eg the higher the ratio of ECN orders to mm orders the less
useful L2 is; exampleieg DCLK heavily traded on ECMs s0 L2 not as useful).

This lesson is designed to help you develop two additional Level 2 daytrading skills: a)
knowwing howy to time your trade entries in Level 2, and b} identifying "high-potential” trading
opporunities that can only be seenin a Level 2 screen.

Timing Your Trade Entries/Exits Using Level 2

Timing Your Trade Entries/Exits Using Level 2

tasmnienn v [Slfbevare RIS

Situations to avoid buying into:

As wie mentioned previously, the
"tape is king", not level 2 bands,
however we can at least identify
danger signs on Level 2 to avoid
buying into.

#1) "Wall of Sellers at the Inside" -
COMMOon Sense, Ifyou have many
sellers to go through and you're
buying long this is a no-no.
Conversely, this is a terrific short
apportunity {if you can get an uptick)

#2 Indeterminate/low-percentage

level Z: If your t&s and charts are not 10x27 10.5M 14:50
giving you a clear direction and L2
has an approximately equal number ISLD
of buyersfsellers (or within 10% of ARCA
being equal), avoid entering a trade MAsH
A BRUT
) INCA 92116 10
Again, you only want to enter ; DKNY 92116 1

daytrades on "high-percentage REDI 9218 2

opportunities”, not guesses.

Keys to Success in Timing Level 2

Trades:



Daytrader Timing Plays Re=gular ho-
hum trading with Lewel 20 let's look at the
mechanics of using it correchy to time
entries and exits

Timing your Entries: Again there's
two times you want to buy: on breakouts
and on strong bottom bounces. You see
those twio on your one-minuts charts.

Timing entries with level 2 - here's some
tips I've found helpful

1. The inside bidiask ratio of market
makers and ECNs is important for
timing when you buy or initiate a short.
Hawing one or mare of the 4
heawweight mm's (MSCO MLCO
SESH GSCO) onthe inside is a "strong
hand" vs. ECMs only. In this example,
you see both SBSH and GSC0 on the
bid with only ECMs (ISLDANCA) and a
wigak mm bid (MORNT at 1) on the ask.
Thisis wery bullish.

{Unless, of course, T&S is telling you
differently due to mm's disquising
orders wia ecn routing, eq if you see 30
arders go through at 27 144 and INCA
doesnt weaken, then there's a stong
seller, another red flag).

Timing your Exits: When should you
offer stock out at the ask, or even hit the
bid to liquidate? Let's look at some
timing indicators. The top L2 MNOWL
window would tell you to sell at 21 7/16
if you could, if you wers in from earlier,
as it's highly unlikely that all the sellers
willl liquidate their stock at 21 1/2, so the
price may drop 1-3 spreads, shrinking
wour profit.

Again, use level 2 in moderatelyl slow-
paced stocks to buy at the offer, sell at
the ask whenever possible, soyou're
not giving up 2 spreads of profit every
time you buy and sell. Only pay retail
wihen the stock is moving against you
quickly, and the speed is most
important. {in which case you might
evien want to preference an outside-of-
the-market mm at a lower bid price so
woll May be able to exit)

In general, exit when T&S tells you that
there's more sellers than buyers. Lok
for these confirmation signals on Lewel

1) The number of market
participants {both mms and ECMNs)
starts to shrink on a) the inside bid
and b} the green band {first outside bid

714

ISLDc 2714

_ MONTc 2718

?  NITEc 27516
MADFc 273738
PACSc 273738
DAINc 273738

2. Buying when the lead seller is done selling
for now. Let's say some traders are selling via
IMCA, and INCA now disappears off your inside
ask, leaving just ISLD and MOMNT. This is a good
time to buy stock, but you must be fast, as the [SLD
and MONT sellers will try to pull their offers to sell
as well. Here's an example of where a SOES buy to
MONT would be a good way to take his stock
before he can respond. haha, then the next thing
yau know the stock s trading 27 5716 % 27 33 (the
next major "hurdle” for buyers to overcome); and if
SESH/GSCO and others join the bid, making the
yellow inside bid width look good, you've got a
winner. Setyour stop initially at where you bought
in, and trail your stop up, exiting with 1/4 - 5/8 profit

560 [llo=st oo [EIRIEINITY

27 11/1e  1.00E

21 The quantity of the lead bidders' size starts to
shrink: egif G3C0's 10tumsinto a6 ora 1then he's
going to disappear; if he's really buying then his 10
wolld've stayed the same through multiple sellers as seen
ont&s, as he refreshes for the tier size.

3) A "wall of sellers" starts to build, for example if you
see either the number of mm's increase by 2-3 in either
the yellow or green ask column, you should get out for
nowy. Remember, you can always by back in later when it
looks safe.



level). Use the green band's #of

patticipants as a leading indicator, 4)You see the "ax" or other major mm flip from the
Example: if (for the SBUX L2 window) bid to the ask Example if GSCO jJumps over to the
hoth BRUT and STRK disappear and yellow ask and 2 more people join him at the bid, you
show up down at 27 1/2. should hit the bid at 27 5/8 and get outta there now.

Always remember. When in Doubt, Get OUT! Shakes notwithstanding, you can always re-enter
WOUP position at maybe 1/16th or so higher if you were wrong and it was going your way. | freguently
find myself getting out a "bit sooner" than the crowd does, before the stock drops 1/ point or

maore. . it's an instinct that says "nah, they're not buying anymore, it's "iffy", I'm outta there "

Identifying High-Potential Daytrades using Level 2

Remember to use Level 2 as a secondary decision
support tool to help you time exact entries and exits to
within 1/16th; it's a "microscope”.

Don't use Level 2 alone to decide whether or not to
buy or sell stock, but rather when {within a 2-minute
timeframe] to buy or sell, after making your initial
decision using T&S, 1-minute chart and overall
market (or sector) strength and direction. Many
traders misuse level 2

Daytrader High-potential Play #1 - The "Rollup™
IF the stock is "breaking out" of a trading range,

making a newy high, trading actively in one direction, Last seller on inside ask about o
or making a bounce off a hard selloff;

disappear, buy it ard watch the price

continue up 1-3 spreods.
oo ar—f e
INCA 2438 1

It's usually safe to buy if t&s shows all buyers and
you're one of the last ones to buy nght before an ask
price level disappears off the L2,

1

24114 1 MASH 29716 10
24346 10 VHNDM 24716 10
SBSH 2412 10

How it Works: Lets say this NETA used to have 4
sellers at 24 3/3, and now traders have bought so
much that there's only the instinet (INCA) seller left,
showing an ask size of one ar so. fyou're fast, you
can "jump on board the last train at the spread” and
by from INC A before the L2 inside goes Up a spread
fto 24 378 bid, 24 7116 ask). If you time these right,
they are usually good for a fast 1-3 spreads profit (For
active fraders with davirading brokers only-fype

play.)

REDI 2312 8

2418 10 BRUT 23412 5
3

1

1

2412 10 ARCA 29172
2418 10 PWIC 23172
2418 5 FLTT 2312

[AS | mentioned before, for moderate or slow-paced
stocks you always want to buy at the bid, sell at the
ask this tip s for fast moving stocks).



This usually works when you're buying ahead of a
major support level (usually at 1/4 1/2 3/4 and whole
numbers) that has a lot of people bidding for the
stock.

DEE | ETE| |

QWST - 34946 b 349416 o 345810 x589 5.62M 145

Inthe CWWST example to the right you see a wall of

buyers at 34 1/2. Thus, making a bid at 34 9/16 (or 34
1932 to frontrun DLJP haha) is probably smart.

DLIP 24976 10 INCA 3458 89 :51

ETRD 3458 1 i

Secref fo Scalping wSuppart in Level 2 Dayirading: SBSH 3458 10 e
MONT 3458 10 :

When | scalp, {most of my trades are scalps within a
20-minute roundtrip) | will use Level 2 walls of support
at the first outside bid (green band) to set my stop SLKC 3434 1

For example, if | buy at 34 916, |would trade this as
followis: my stop is at "I'l sell if the wall of buyers at 34
1215 almost gone". In atherwaords, if | bought at 34
9/16 and it trades down, the inside now becomes 34
112 % 34 9116 and then the green {now yellow) wall of
bidders shrinks down to say 4-5 bidders from it's
current 17 then I'l get nervous and probatly hit the
bid.

e

This is because the stock didn't do what | thought it
would, namely bounce off the 34 1/2 support and
climb higher to a next resistance of 35, Make sense?

So, my downside is maybe 1/8th of a point. My target
is 7/8, or about a 3/8 profit. Il be smart enough to exit
the trade inta the buying strength, before it reaches
156 and fades back to 3/4.

So, my downside is maybe 1/8th of a point. My target
is 718, or about a 3/8 profit. Il be smart enough to exit
the trade into the buying strength, before it reaches
15/16 and fades back to 3/4.

Of course, if volume picks up a lot then it may
continue on strongly through whole number resitance,
but I don't bet on it. Remember, you can always buy
back in later. So, Il buy here, sell up at 7/8, wait for a
shake off 35, then buy back in at 35 1/, if it goes up
there. That's how to daytrade, folks.

Ol time to practice: try papertrading with the above tips; perhaps print this page or summarize the
main points and see how it works for the stocks you trade. Remember to keep an eye on the ratio of
mm's to ECN's on the inside bidfask as a key indicator, and that Level 2 is much less useful for
stocks that do most of their trading through ECHs

Level 2 is a secondary indicator to use for scalping and precision timing for entries and exits, nota
major decision support tool as to whether you should be buying or selling the stock in the first place.
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+ Using TA and 3-minute charts with Level 2: the hig picture

Lewvel 2 is critical for successfully timing precise trade entries and exits, and for following
the ax for stocks that have an identifiable 'ax'.

| have found that using a combination of lewel 2, T-minute barfclose line and 5-day 13-
minute charts dives me an effective edge in daytrading. As we've leamed you should take
a "funnel" approach to daytrading, paying attention to the overall market/sector direction
first, followed by the individual stock's intraday price action and technical indicators, saving
lewvel 2 for last to get your "within 3-minute” timing down for when exactly to fire off a
biyisell.

This lesson will focus on how 1o use the powerful combination of multiple indicators to
assistyou in making your trade decisions. Mote that for Scalping (under 3-10 minute
roundtrips) the Level 2, especially T&S, becomes more important than the charts are;
charts are important to determine breakouts and bottom bounces for daytrades that last
fram 10 minutes to an hour {or even longer). Remember that L2 alone is not sufficient {eg
it's particularky useless for the most actives like WCOM, MSFT and INTC)

Mew daytraders are advised to maintain positions for from S minutes to 2 hours max;
intermediate/advanced daytraders should trade from 10 second - 20 minute roundtrip
trades. Swing traders that are becoming daytraders are advised to start with owvernight
holds that are sold premarket or within the first 15-30 minutes of market open. This well
help you tighten your trading range down to a faster style. Motice that many profitable
opporunities can be had with overnight holds that are sold into the premarket gap Up using
lewel 2: the key is to sell on ISLD if it's within a spread or two of the best bid, but hald off for
the actual open to sell if Level 2 shows ISLD 3 or more spreads away from the best bid,
since you can sell to one of the mm's at their bid if they don't drop it immediately on open.

The DTU "Triple Play" Daytrading L2 Setup:

MASH 45 1118
HRZG 48 1118
NEED 45 118

Level 2/T&S 1-minute 13-minute

e [Eitervel Chart ] R | LBl e



« And eventhen, lwolldn't be too sure about this particular stock continuing up. I'd wiait and see
what SBSH does. Mote that it's come up to half of its' trading range on the 1-minute chart, so
don't buy when a stock is here. NEVER buy a stock that's bounced off the bottom and
has come back up to half the range, the play is probably over and it will just chop around
here for awhile. Wait for either a bounce off the bottom again (2nd bottom), a breakthrough
{above the day's high), or a breakdown to short (below the previous bottom ). Learn this.

Consider setting up a similar "triple play" for your stocks; of the three parts the 5-day chart is the
most "optional” part of it; as long as you know where the stocks' coming from and have made a note of
the supportiresistance levels you may leave this one out of the equation, if screen space is limited.

At a minumum, make sure you have this type of setup available to daytrade with: a level 2 window time
& gales, and a 1-minute intraday chart. The 5-day is used to help determine how strong the likelihood is
of a bounce or a breakout; the 1-day chart dossn't give the perspective that | like to hawe.

For example, MOWVL ran up from 20ish to 40 in a matter of days; it was a prime short candidate right
here (Why? Making a lower high on lower volume after running up 5 points, plus SBSH, the usual ax on
MOWL, is a seller, and there's a "wiall of sellers” onthe L2 ask. Good for 2 1/2 points in 40 minutes.

I'wouldn't have known that if | didn't also hawve the 5-day chart available, if for instance MOWL had just
dropped on bad eamings from 62 to 35 on the open then would not be nearly as likely to shortit. The 5-
day perspective has been consistently profitable for me.

knowing where your stock is coming from gives you a pretty good indicator of where itis likely to head
ower the next couple of days, in addition to intraday scalping and swing trades. This edge will help. It also
helps you to set your stops, as | say | recommend 2-3 spread stops in general, at a masdmurm you would
use decade supportresistance and 2-day supportiresistance levels to help you with your trades.

| | e o Bllinervacrn SNBIIN

37138 MsSCO 39 316 10
ISLD 39316 2
39 116 WSTI 39 316 1
37 116 REDI 39144 10
a9 SBSH 3914 10
39 ERUT 3914 5
39 HRZG 3914 5
39 MASH 3914 2
FBECO 3914 1
LEHM 3913 1
ARCA 39338 3
COWN 393738 1

A Final Reminder, Use Level 2 in conjunctionwith a "market snapshot” to help
WOl nail your pivot points and trades effectively. Below (again) is a "market
snapshot” | use to keep an eye on the direction of the overall market.

| do not fight the market - the market is always right. | don't care What Lewel
2 says, if the market is overall tanking |will not go long a stock, unless there is
breaking news (almost never). If the market is "indeterminate” than | will not enter
atrade. | enter if the market is ok, and the stock is making a pattern | recognize
as a "high-potential" daytrade, as we have seenin the earlier lessons on
bullishfbearish chart patterns
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Ok traders, lets take a look:
wihat are these indicators
telling us?

Lunchtime is about over,
overall trend of the market is
down, we're under the
opening, fairly choppy

The bounce seems to be
moderately strong here, as
the composite trend has
reversed above the
previous high at around
4066,

Pop Quiz:

#1) Do you trade semis
($SOX) or nets ($GIN], i
based on their composite
charts to the right? (anawer.

semis are stronger overall, because when
they bounced in the morning at 10am
they bounced higher than the nets did.)

| e | | e | |

H#21What does the last 5
minutes of the $TRING chart
at the right tell you?

a) It's bearish for stocks,
stocks are dropping

b} it's bullish for stocks,
stocks are rising

(anawer: the $TRINQ iz an inversse
indicator, I'd be ready to buy stocks since
adropin the $TRIMQ like thiz iz b) a
bullizh indizator)

Answer to using 13-minute charts: Knowing that the majority of new traders use 15-minute charts, | can get a 2-minute head
start on the competition to see subtle changes in pivots, reversals and breakouts faster by moving to a 13-minute chan.



Reading the Tape:
Using Time & Sales Successtully

The Tape 101: What is time and sales? What's it used for?

Edison invented the original stock ticker a long time ago (his first big commercial success). Its'
pUrpose remains unchanged to this day: it simply shows the transactions that occur wheneyver
stock is bought or sold. Transactions are "printed" one after another in the order they happen, in
realime. The "tape" of yesteryear is replaced by realtime Time and Sales {T&S) electronic
displays in that show us whenever a trade has occurred.

Using T&S, wie see both the time that the trade occurred as well as how many shares changed
hands. So, it might read 10:33 AMZN 500, telling us that someone bought 500 shares of Amazon
at 10:33am. The next trade may be 10:34 AMZM 200, showing us the next trade in order was for
200 shares a minute later, at 1034 And so on throughout the trading day

We use it to see if trades occur repeatedly at the ask price {a bullish, uptrending sign
showing buying) or the bid price {a bearish, downtrending sign showing selling). We also look
for other indicators, like the size of the trades occurring {10k - 50K blocks of trades are more
impaortant than 100-share trades by individuals), as well as the momentum, or pace of how fast
the trades occur in Time and Sales (this often speeds up when major pivots, or turning points,
occurinthe stock price).

Bullish Time & Sales: Going Up!

Bullish T&S Signals:

famzn = [BestMaket = P| T oK
o Inthis AMZN chart you can

AMZN + 731346 b 731316 a 7378103  172M 10:36 see a string of trades going

MMID | Bid | 5.” MMID | Ask | A--l - off at the ask, 73 7/8 This
SCO 731378 10 INCA 7378 3 tells you that other traders
PERT 731316 8 REDI 7378 1 believe the price will go up
LCO 7313161 ARCA 7378 1 and they want to "get on
HMaT 731316 1 board” at 73 7/8 before itruns
BRUT 7312161 HFSC 721515 1 up higher.
"SGR SLKC 731516 1
WSE 7334 5 BRUT 73 1
HWD 723/4 1 BTRD 74 1
MONT 7334 1 WEED 74 1

BETRD 731116 1
EDI 731116 1 J

Bullish Time & Sales: Going Up!

If the majority of trades occur
at the inside aslk, the "trading
sentiment” for the stock is
bullish for that particular
mament.

Bullish T&S Signals:

faman = [BestMaket =] P| T oK
o Inthis AMZN chart you can

AMZN + 731316 b 7313716 a 737810x3 1L72M 10:36 see a string of trades going
mmip [Bid | B[ mmip [ ask |A..]j| off at the ask, 73 7/3 This

3

1

1

SC0 731348 10 INCA 73738 tells you that other traders
PERT 731316 8 REDI 7378 believe the price will go up
LCO 7313161 ARCA 7378 and they want to "get on
HMQT 731346 1 board" at 73 718 before it runs
BRUT 7313761 HNFSC 731546 1 up higher.
“BICR SLKE 731516 1
WSE 7334 5 BRUT 74 1
HWD 733/4 1 BTRD 74 1
MONT 7334 1 WEED 74 1

BETRD 721116 1
EDI BI6 1 J

If the majority of trades occur
at the inside ask, the "trading
sentiment” for the stock is
bullish for that particular
maorment.




« INthis DBECC chartyol can ses a

string of trades going off at the DECC =] [eestmaket =] [P| T i

bid, 10 3/4. This tells you that other
traders believe the price will go down
and they want to dump it fast

10 374 10 1316 15

« Eventhough MWSE is showing a size }2 : :g m: :o
S0 bid, pay attention to the T&S 10 58 wre 12
instead, everyone is selling, so 10 916
WWYSE will probably stop buying 10 916

5000,

Play this the same way you'd play any
pattern once you see it, either enter a
bid at 578 if you think that's where it
will bottom (risky), or try to short it on
an uptick if you think it'l continue
dowin.

When you're reading the tape, you can always
e ] [pestmatet =] P T os play araund with different chart layouts, in this

example | stretched it 50 you can see exactly
how bearish the pattern of selling is.

I ) MNaowy, if everyone and their brother is selling to
SOILINLY eI Qe 9 SBSH and STRK at 90 1/4, the current inside

Ok EY o ek bid, will you try to buy the stock here? | hope not.
9018 5 90 716 10

:g E 12 ) You may want to join the bidders a couple levels

016 1 0 L/ dowen if you are playving off a pivot point based on
20116 1 Sy : your charts (g a whole number decade support
. lewel like 90 for DICLK here, risky though).

Inthis case I'd enter a bid at 90 and see if the
price comes in; it looks like there's some
support at 90 (9 bidders, including MLCO and
BEST). If, on the way down, though, MLCO
faded his bid lower and a couple other bidders
canceled their bids, I'd also cancel my bid and
wall to see a clear pattern of buying in T&S.

You're seeing a few larger trades, like the 9.6K
one and a few 1K trade, along with some
outside trades at 90 1/8. All fairly bearish. Don't
enter a long position here, of course.

Fop Quiz Question: What type of order routing
wias responsible for the trades that happended
"outside the market" at 90 1/87 SOES,
Selectnet, ARCA, ISLD?

Answerpreferenced selectvet omler

How to Trade Blocks and



Volume Patterns in Time & Sales

O, nowi that you know the major, obvious trends in Time & Sales, we'll begin looking at specific
daytrading strategies and tips you can use inthis (and the next 2) lessons.

Yolume Buying on a

EE
Pivot Play:

LI IBestMarkEt ;I LI ll | oK ;I IIntervaI Chart ;I ﬂ IV_@

This is the Best bullish N .
type of pattern to play. REDI 24116 20
SLKC 2418 1
INCA 24346 10

What's going on here?

11 Many block trades of 1k -
3K shares going off at the

ask 231516 10

231516 1
231516 1

2 Heawy support at a whole =

number and thin sellers.

Hopefully, you gotin a bit earlier, on the first pivot, when the wolume buying spike showed up
inthe 1-minute chart. If not, that's ok, there's still "juice” left in this trade . Ve see a lot of
byers at 24 1716 on our time and sales, both a recent volume pattern in the chart and block
trades in T&S.

3) Big volume spikes in the
1-minute chart.

Obvious Buy Here-Hurry!

Great, we nailed itl Now
we're starting to see a
mixed pattern on T&S, and it
looks like we hawve a lot of
sellers at 24 3/8.

fPuTC K PMTC = [ienalChat = [P [V €

;I IBestMarket;I il ll |

Maybe I'l offer out the the 1K
shares | just bought at 24
1416 for 24 1/4. Ok, | get
filled and make another
$137 in 2 minutes. Repeat
many times a day and make
a living daytrading.

oo il l|]||||]l‘”
W oo 20

a0 11:00 120

Daytrading Plays: Thisis a classic textbook buy setup

for a daytrader who scalps. It doesn't get any more
obwious than this.

Hint you see an INCA bid at 24 3/16 this might be some
real support from a mm whao's parked his bid here, wait to
see how many shares whoever's anonymously buying via
INCA wants to ses if there's real support there. OF course,
the same could be said about sellers on ISLD

Remember, volume is your friend - it's the "vote" of the
traders at that moment in time Watch for blocks (trades of
=0k shares, usually made by institutional traders) at the bid
or ask prices to determine what the near term trend may be.

Yourlevel 2, again, is a secondary tool to help you time the
exact second to "pull the triggeron your trades. Time and
Sales is the "real story of the stock” you must pay attention
to
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« Time & Sales part 2: Reading tape speed and momentum

plays

@ Main Points:

One professional tape-eading technique that is not widely known is are the "speed
patterns” and differences in momentum that vou can see in T&S before pivots.

What this means is, while watching time and sales you should be keenly aware of any speedup
inthe pace of the trading, especially if trades start to go off faster and faster near a key support
or resistance point. This signals that a breakthough or retracement is about to occur

Except for very slow-mowving stocks (which | don't trade), there is little walue in the "time" part of
time and sales prints. What I'm watching is the tape momentum, trades going off at the bid, ask
or in-between, and the offerfask sizes and new prints that are entered in realtime. Maost of the
stocks | trade are over 1M shares a day, so trades are continuously going off. The point™? If you
can, take the time off of your t8.s ticker, a5 you see in my examples throughout the course
materials. The price and quantity is what's relevant, as is the momenturm, or iming, which | am
trading with in realtime (5o a imestamp is meaningless).

This is one section | plan to come back with and add screencam-type movies to, as itis easier
to explain as you watch a tape "in maotion”. For now, let's learn the strategies:

Reading the Tape:

Speed and Momentum Patterns in Time & Sales

Recap: High-Percentage Long  [ahm = [pestaket =] [P T| K
Play in Time & Sales

ATHM + 333/4 b 331116 a 333/410x18 128M 10:40

From last lesson, we leamed that  [Tuay Taig [ g mte. [lask [ A=

setups like this are "gifts" that LCO 331116 10 ARCA 3334 18
should be played long: INGA 33116 5 ISLD 3334 16

ISLD 331116 5 REDI 3334 5
1) almost all trades going off in SH 331116 2 STRK 331376 5
Time & Sales at the inside ask PRUS 3311116 1 BIRD 331316 3
{bullish) AANA 331116 1 BRUT 331316 3

SEAB 3358 10 BEST 331316 2

2)volume picks up atthis bottomn  [SHWD 3388 2 PRUS "33 1316 1
near 33 5/8 to 33 34 T
T

LTCO 3358 1 NFSC 33 13/16

.00 11:00

;I IIntervaI Chart ;I LI lv &

RTRN 2R QAL 10 MIfCO AR 7R

31 10:30 nasdag bounce is a good
time to go long

Bid 11/16 or pay up the spread,
use 5/8 as a stop.

MNowy, in the example above, would you want to buy if time and sales was going a) faster than it was earlier, as the
stock sold off, or b) slower than it was when the stock was selling off? Hmm?

Angwer yol want to go in the direction of the tape speed, so you'd want to see the buying in time and sales going off
a) fasferthan it was during seling. Why? Speed and volume = momentum voting by the crowd .

Let's think about what's happening - you want to join in on the direction, the momentum, just as soon as the pivot
{price direction change) occurs, such as off a bottom, where the stock "looks cheap" and others all want to buy some.



Yol wiant to exit before everyone else "heads for the door' too, so you sell into the buying momentum. This lesson
shows what that means from a tape-reading perspective; the signals you want to look for in the tape to help you make

trading decisions.

For pivots, you'll see a flurry of seling, some indecision, some in-between trades, then a flurry of buying, then a shake,
then more buying etc. The speed slows down as indecision grips the traders wiorldwide you're trading with . hat will
happen next?-everyone is wondering. Waiting until vou see a flurry of buys at the inside ask is a final indicator that the
trade is headed up, intape reading and scalping you need to be wery fast on the trigger to capitalize on these moves

DELL SCALP Using Time &
Sales:

Letthe Tape Speed Help You
Decide When to Buy...

Let's look at an example of DELL
from late Feb., 2000 -

Chart #1: here we see a bearish
pattern in T&S, trades all going off
atthe bid. But, it's at a whole
number suppart level, so lets ses
where it goes from here. Waiting
to see buyers before entering a
trade.

Chart #2: DELL bought at buyers
took out the 38 1/16 asks 20 mins
later, we see most of the trades
going off at the ask, 38 5116, still
bullish. As far as momentum goes,
you can see by the wolume bars at
the bottom of the chart that the
upturn is occurring on slightly less
volume. The trade pace is still
prisk in T&S, 5o we stay in long.

Chart #3: Here we see continued
strength intime and sales - all of
the trades went off at the ask price
of 7A6 or better. Nobody's

selling we stay inlong
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Chart #4: Mow we see even more

buying at 9/16.. bullish; we stay in [peLL =] [sest Mokt =] [P| [T} o

JoELL

;I IIntervaI Chart ;I ﬂ Iv_c

long. e end up closing the DELL + 389716 b 3812 o 38916 63 x10 13.8M 1:44
position at 38 1116 for a 58 point -

gain on 500 shares, or $360 in D [eid [ mwi [ask  [a]-

about 20 minutes. Mot too bad S ClL 2 s S SIVISER sal JSR1O

MITE 3812 45 [NCA3858 010
Inca 3812 34 SBSH 3858 10
REDI 3812 33 RSSF 3858 10
ARCA 3812 30 MLCO 3858 10
cOST 3812 10 MNITE 3858 |

) ) ) SLkC 3812 10 FBCO 3858 |

Time and sales is our guidepost SHWD 3812 10 COST 38 1146 10 wight 1

Wity sell? Becuase the tape speed
slowed down, and the retracement
wias fairly large for the timeframe
and price.

that shows us where the crowd is FLTT 3812 5 SHWD 38146 10

taking the stock at a given pointin feFn 3812 5 HWFSC 38 A6 10 ‘ “‘ |“ |
time. When trades go off faster RSSF 38716 10 DBKS 38146 10 || | “ |J ]
and faster in time and sales, be ARE 29714 & MaADE anmAs R v TR

suUre you're on the side of the
mMamentum you see.
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Time |Exg| Price | Size ‘ Flags| Bid |Exg| Ask ‘Exg| Sizes |

"Volume and Block Bear

2/22 11:35:57 NASD 101 1146 2000 Signs" intime and sales:
2/22 11:35:56 NASD 101 11716 2000 Looking at INTC here, Who@lt
222 11:35:96 NASD 10158 400 warning flags do you see?
2/27 11:35:92 NASD i 1) christmas tree, green and
2/22 11:39:92 NASD red mixed, sowe're either at a
2/22 11:35:51 NASD / pivot or & low-percentage
place to trade, avoid it
2/22 11:35:51 1015/8 MNASD 101 1116 NASD 10x36 ) )
222 11:35:48 NASD 2) Seeinthe "Sizes" column
2:22 11:35:45 NASD 1015/8 W_nere the bidiask sizes are all
2/22 11:35:45 10158 NASD 101 11416 NASD 10x46 bigger on the ask size? This s
bearish too - eg 10x36 (bid x
2/22 11:35:45 NASD 101 11116 ask, 36 is bigger), 10x46 etc,
222 113 HNASD 1015/8 means there is more stock to
2/32 11:35:43 NASD 10158 sellthan there isto buy, a
2/22 11:35:41 NASD 10158 bearish sign.
2/22 11:35:40 NASD 101 3/4 Learn to monitor the sizes as
222 11:35:39 NASD 10158 well as the momenturmn and
2/22 11:35:38 HASD 101 58 pace of the tape; when these
traders are entering their tier
2/22 11:35:38 NASD 101 11/16 buyfsell sizes you know which
222 11: NASD 101538 direction or sentiment they
have towards the near-term
2/22 11:35:38 NASD 101 41/64 direction of the stock price.
2/22 11:35:37 NASD 101 11/16 3 out of 3 bidfask pairs are
2/22 11:35:37 1015/8 NASD 101 11416 NASD 10x23 bearish, and there's not a
2/22 11:35:35 NASD 101548 steady string or majority of
2/22 11:35:35 MASD 101 58 trades going off at the ask, so
2122 11:35:34 NASD 10158 this is a stock to either short or

stay out of for now.

Daytraders Play: Using the Tape Speed to Enter and Exit Positions



Which of the two T&S displays is faster? If this is the same stock, but
at different times during the trading day, how wiould you play it?

Well, if itwas 9:50 and we see atime and sales like the one to the left,
and all of a sudden it gets fast, like the one on the right we know
something's happening - either a breakout or a retracement will
happen. Youwant to train your eye to see the different tape speeds,
and to know how fast trades usually execute in T&S at different times
during the day for the stocks you like to trade.

Learnitand prosper.

A Few More Professional Time & Sales Tape Speed Guidelines:

1.1f it speeds through a whole number in either direction, be prepared to play the pivot 1716 to 1/4 point on
through the whole number.

2. FPay close attention for blocks going off during tape speed-ups, this signals that institutional buyers/sellers
"agree" with the crowd (important) and will likely maintain direction in the direction that they traded in {eg
block going off at the bid, ask, in-between or outside).

3. Be aware that a mm fake play is to fire off a string of 100-200 share trades {vs a block] in the direction he
wants the stock to go in to coverfbuy a block once it starts consolidating. He makes it look like there's a string
of buyers/sellers when in reality it's just him, trying to wiork the order flow to his advantage . Mo real counter-
plays for this one.

4 et to know the T&S action for 1-3 stocks like the back of your hand, know what's routine ws. price-mowing.
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« Time & Sales part 3: How to Read & Trade Tape Resistance
and Support

@ Main Points:

Our final tape reading lesson for now looks at how to recognize and trade support
and resistance patterns.

Remember using TA with our charts we expect 'support’ and 'resistance’ levels at
the tops and bottoms of key trading ranges, right? Using Time & Sales is another,
more powerful tool you can use to confirm breakouts, breakdowns and pivots.

Fractice all three lessons' worth of Time and Sales lessons to become and effective
daytrader. There's more to cover, yet mastering these three lessons alone should significantly
boost your trading profits, if practiced over the course of weeks and traded with effectively.

What doyou do when the tape is showing resistance? Either sell off your entire position, scale
dowin (eq sell 1/3 to 1/2 of it while waiting for confirmation of trend change), or enter a new
short as buyers start to dry up.

In tape reading, always remember that you're looking for momentum (covered in the previous
lesson) as well as the ratio of buyers to sellers (both quantity and share size). Keeping this
ratio in mind as you see transactions scroll down the screen helps you determine net buying
ar seling that's going on, and make a higher-probability trading decision The key is to
recognize the difference between a minor retracement and a genuine change in the
trend direction using Time and Sales.

Module Compiehensive Level 2 Trading lechnigues: APREVIOUS NEXT b
Two

Back to
MODULE 2
« Time & Sales part 3: How to Read & Trade Tape Resistance
and Support

@ Main Points:

QOur final tape reading lesson for now looks at how to recognize and trade support
and resistance patterns.

Remember using TA with our charts we expect ‘'support’ and ‘resistance’ levels at
the tops and bottoms of key trading ranges, right? Using Time & Sales is another,
more powerful tool you can use to confirm breakouts, breakdowns and pivots.

Practice all three lessons' worth of Time and Sales lessons to become and effective
daytrader There's more to cover, yet mastering these three lessons alone should significanthy
boost your trading profits, if practiced over the course of weeks and traded with effectively.

What doyou dowhen the tape is showing resistance? Either sell off your entire position, scale
dowin (eq sell 143 to 172 of itwhile waiting for confirmation of trend change), or enter a new
short as buyers start to dry up.

In tape reading, always remember that you're looking for momentum {covered in the previous
lesson) as well as the ratio of buyers to sellers (both quantity and share size). Keeping this
ratio in mind as you see transactions scroll dowin the screen helps you determineg net buying
or seling that's going on, and make a higher-probability trading decision. The key is to
recognize the difference between a minor retracement and a genuine change in the
trend direction using Time and Sales.



Nota: The higher-%aage bottom or top vol're
plaving, the more likeithood a pivot is about fo
aoeur (e IF WSO sofd off by =5% on no had
news thaf moming by 70°.30am).

#2; Bottoming (or topping) out, about to
pivot off a key supportiresistance point.

After looking at the stocks' 2-day or 5-day chart
to identify likely supportiresistance levels, you
watch T&S to see if, indeed, the traders
respond to these "pivot points” where the stock
either hounces off a bottom support lewel or
breaks through a key resistance price.

These are most likely to occur at decade whale
numbers, eq 30, 40, 50, 100 etc; occur at 1/4
points for lower-priced {eg $10-$30) stocks.
You hopefully already know this.

Here's what's new for Time & Sales Watch
to see if stops (or new buy orders) are
being executed at these key
supportiresistance lines.

You'll likely see aflurry of orders occur at even
numbers for stocks . Wait to see if the trading
direction goes to the 15/16 or 1/16 {or

T8, 1/8) either above or below this key trading
number, then by or sell with the trend that
emerges after stops.

Example WCOM trades up to 45, you see
trades go off faster in Time and Sales as a
multitude of orders occur at this price; you see
everything from 100-share trades to 10K
blocks happen Wait a second.

Mow, lets see if the price strengthens or
wigakens at this key price level Ifyol see a
bunch of trades begin to go off at 46 1/16th,
then an occasional 46 1/8th etc, then go ahead
and by, with a stop setat 4% 778

If on the other hand it hits 46, then sellers pour
in at45 1516, thenyou see 45 7/, then up to
46, then back down to 45 718 etc (over 8 3-5
minute period), then you know it may not have
the momentum to break past 46, Look for a
loner highfloweer low pattern on the 1-minute
chart. If it loaks like it's weakening, fire off a
short at 45 15716 Your cover stop should be no
maore than 46 144, Maybe you set a cover targest
of 45 58, or even 45 14 if you're lucky. In and
out, using your tape to guide your trading.

This is how we trade time and sales
professionally.

L2: Doesn't tell you
much here, slightly
weighted in favor of
sellers; indeterminate.

T&S: Trades going off fairly mixed
here, a few bearish blocks, need to
watch tape for a trend to emerge.

CET | T |

Here's WCOM from 12/8/99 - we've shown you this chart
before; look at it again from a Time & Sales perspective. lt's a
"Christmas Tree" green and red, no clear direction identified.

But, since our L2 shows a wall of buyers at 77, it's kind of a no-
brainer scalp to bid 77 132 (or pay up the 1/16th) and sell it
back at 1/4 or higher.

This is bouncing off a key support level, identified not on a
chart, but onyour L2 window . Mote: these setups occur
infreguently, but when you do you're probably pretty safe
buying here, as Long As your stop is "Il sell if the wall of
buyers at 77 dries up to 4-5 participants (from the current 21+
Your stop is Mot under 77, because this is a support lewvel It
may well drop to 76 5/8 or less if it loses support at 77, so use
the 77 L2 wiall as your scalping support level

Time and Sales should show some interest at the inside ask
for you to stay in the trade; if everyone starts piling onto the
buyers at 77 then it may well sell down. Mote that MASH is
using a hid size of 214 because he wants to be firstin line
ahead of solly SESH wi77 size. ISLD buyers are dthin line; I'd
pay Up retail and give up a spread rather than risk losing out
entirely on the scalp because | wanted to wait behind several
big market malers to buy. Or, split the spread witha 77 1/32
bid like 1 said (preferred)



CHR Bl zest tarket LRI BT

CHRX + 12116 b 12 a 1211681 x7 10.58 11:51

This CHRX pattern shows all buyers off 12 support
in T&S, ses everyone bid 12 1/167. Somebody sold a
block at 40K, very bearish, but since we're trading
10Million shares today | don'twaorny tog much.

Oh, they didnt' tell you about that in the books? heh. You
need to evaluate the importance of blocks in
relationship to the total share volume traded so far

that day. Re-read that.
niss 1o

ni516 1

Of course, if our volume was at 769K so far I'd worry a lot

more about that 40K block. S
Loolk at the second wave of action in Time and Sales to

Since all but one trade is gaing off at the inside ask, I'd see if the support &t 12 s going 10 hold. The L2 bands

expect WARR to stop selling and the stock to trade up to are really secondary, remember they are there to help

12 1#16th x 1/8th. The paint is, where does it go after you time when, exactly, you pull the trigger, and how to

that? 1/16th, clearing the spread, is only your first step. best rOLIJte your orcer - will you try to preference one of

You want at least 164 point right? the mm's, or will you just use a market or limit order’? L2
i5 not for making trade entry decisions - it can fake you
oLt

Look at the column in the right for some additional tips.

The Time and Sales tells you when and if yvou should
enter the trade, and when the best time to get outis.

Remember that, and you'll be ahead of 60% of the other
daytraders out there

Other tips about Tape Support and Resistance:

» Ifyou see atleast3 out-of-market blocks going off within the space of 20 or so trades, watch to see ifthe

crowd follows the direction, and be prepared to act. For example, if in the CHRX example above we see several 10K

blocks going off at 12 148 or a 20K block at 12 3716 we know an institutional trader is buying or seling ahead of the
crowid.

He may wel be wrong, or, more likely, will continue to add to {or sell from) his position over the course of the trading
day to wiork his order to the best price possible for his client. Watch the Time and Sales window to see what
effect, if any, these block trades have on the response of the other traders.

The ratio of trades going off at the bid vs. ask, when weighted with the size of shares and relative speed of
the tape, is the barometer of the stocks' price direction. Leam to feel the ebb and flow of the trading wawves by closely
watching the trades go off in your T&S window, using a liquid {eg over 1.5Mshares/day-volume) stock.

Winning Hint: Many new daytraders cannot afford level 2 or time and sales, and tend to play under-$20 stocks. You
and the professional daytraders and market makers have a distinct advantage against them when using these trading
tools. The play? You might want to add a relatively inexpensive stock (but still good-volume, for insurance) to your L2
wiatchlist and see ifyou can gain a spread or two advantage against the 'budoet trader’ crowed by using the
techniques we've covered in Module 2 using L2 and T&S. Rookie daytraders tend to pay up both spreads, buying at
the ask and selling at the bid; you can malke a handsome profit by trading 500-1K shares of inexpensive stock like a
market maker does, offering to buy at the inside bid then offering it back out a few spreads up a few minutes later.
You'll have to learn which market maker is the axe, typically the heawweights (SBSH MSCO MLCO GSCO) don't
trade the cheaper stocks. You may see mms like PWJIC etc.

Look at a wide time and sales screen {like the INTC one in the previous lessaon) to see the relative bidfask sizes, and
use that to help you determine the trading sentiment, whether bullish or bearish, at that point intime.

Trading tape basics: remember to never fight the tape; the crowd sentiment is what wou want to trade for a profit,
hopefully ahead of the crowid, usually with it, but newver against it. Don't short the skyrocketing stock, or buy the stock
that's still tanking; use your T&S as a flashlight to see which path in the cave you should follow.
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« Anticinati pticks in price t using Level 2

k 4

@ Main Points:

One of Level 2's best advantages is in helping you identify the time "right before" the stock
rolls up by a spread or so.d

Know that for the most activeipopular stocks L2 is generally not very useful (eg
INTC WCOM DELL) and for some net stocks {like DCLK); | rely on 1- and 3-minute tick
charts much more for these stocks. Don't aver-rely on L2 it can frequently “fake you out”
for example if you see what seems to be awall of buyers/zellers it can go againstyouina
hurry, as the mm's on the most actives don't shows their hand on L2, For the most actives, the
overall day's trend seems to be a more reliable indicator (eg is it above it's opening price at
11007 0f 50 itwill probably carry its trend thru to the end of day).

Remembering that T&S is your best indicator, wou can also see when sellers are done

with @ stock and will let it run by a spread or two using your Level 2 window. This happens
when the ax backs away from the inside ask and/or you see alead mm jump to the
inside bid.

One of the skills you want to refine is how to "jump in right before it upticks", using L2
properly can help you with this. Remember, when trying to catch a bottom your chances are
much better when you're buying the first sign of strength in a stock that has just dropped
sharply ws buying into a slow decline {and of course the reverse is true for shorting/seling
tops, the market reacts to extremeas fairly quickly ws. slow price erosion or growth).

Motes In general, | find SBSH is particularly obwious about making his buying known by
holding the inside bid {eg in MNOYL) and MLCO is somewhat obwious about making his
selling known by holding the inside ask (eg in WCOM). This all depends on the particular
stock etc. but these are two consistent trends I've seen over the last couple years for these
twio mms. This is an overgeneralization, of course, but it's one observation Ive found that
tends to hold true over time for nasdaq techs (like the "10:30 nasdag bounce").

Anticipating Upticks using Level 2

What do you see happening in the twio Level 2 windows below?



17 716
17 7116
17 716
17 216
17 216
17 216
17 216
17 7416
17 716
17 7716

It looks as though the sellers
using INCA may be finished
and the stock may go up by
a spread. The real question
is whether it will continue up
pastthe 17 172 mark.

The momentum is teling
you that buyers are coming
in, both in the time & sales
window as well as in the level
Zwidth of the sellers (yellow
ask) getting narrow as their
stock is sold

(notice NOWL has more than
doubled since these snaps
wigre taken just last
Movemberl).

Another example to study:

Instinet (INCA)
sellers may be done

17 7116
17 7116
17 7116
17 72116
17 2116
17 216
17 2116
17 2416
17 716
17 7116
17 7116

Daytrader's Play/Quiz: Vel depending on hoiw fast the momenturmn is, which of these five things
wiould you do?

1. Jdointhe ISLD bidders at 17 7116 and hope for a fill (unlikehy)

2. Enter a new bid at 17 15/32 1o try and split the spread

3 Pay up retail and enter a buy limit at 17 142 (last resort, only do this if you're sure the 17 172's
gonna get taken out fast)

4. Do nothing

5. Shortit

Well, which would you do? I'd try #2, unless the yellow ask band had collapsed in a hurry {under &
seconds) and the 17 12 sellers are going to disappear, inwhich case #3 is ok,

It's a zero potential short, all the buyers at 17 7716 would have to step off their bids for the price to drop
from here.

Try to avoid watching if you see a high-potential trade; set narrow stops to protect your capital and
play wihen the indicators line up, as in here.

Where would you set your stop? The way | daytrade is to keep it really tiny, the reason | entered
was a "bounce off 17 716 play”, if I'mwrong then so be it, | sell and re-enter when buying strength is
truly there.

Inthis case, I'd buy it and stop out at 17 7/16 if the bidders are almost all gone. That is, if this wall of 11
bidders dropped to 2-3 and a steady stream of selling is going on intime & sales at 7116 then I'd
probably sell there as well, the stock may well lose a couple more spreads {or more) before bouncing,
| don't want to be there until buyers are back.

Remember, daytrading is largely about stopping out quickly when you're wirong, and nurturing your
winners for hopefully = 3-5 spreads (or more) per trade for round trips averaging 1 to 10-20 minutes or
50. Confusing daytrading with swing and overnight holds and investing is a leading "cause of death”
for daytraders who want to make a career out of it. If it's against me 2-3 spreads I'm outta there.

You should risk no more than 1-3% of your capital on each trade, | prefer to make it even tighter and
stop out if it's against me by $80-$150, whatever that translates into in terms of share price and
number of shares I'm holding.



High-percentage Level 2 uptick plays
should be capitalized on whenever possible.
Far the actives like WZOM L2 is generally not
useful, particularly when there's no "directional
bias" evident in the buyers and sellers.

A gift like this one to the right should not be
overlooked, however. You Know this stock will
bounce to at least 77 1/8 in all likelihood
based on what you see here, right?

Mowy | don't want to buy a $77 stock fora
fractional gain; I'd use the 1-minute chart
supportiresistance levels to confirm the
upside potential of the trade before going in:

What does this chart tell you about WCOM's
price action?
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Ol it's falling, do you buy? Actually | say yes
because of the following:

Heawy volume at 77 since stops are taken out.
FPossible reversal play off whole number
support.

MWy Level 2 shows a lot of buyers are willing to
pay 77 forit, "the crowd" is lining up to pay 77,
T&S isn't all red, we're about even maoney on
buyers ws sellers.

I've seen a lot of buying reversals in WiZ Ok
throughout the seling, telling me the stock
does make frequent positive retracements as
it sells off. (they don't have that in any books
either). example at every major fraction
buyers come backin, at least for 1/4-1/2 paint,
50 | have every reason to expect buyers will be
here at 77, enough for a scalp at minimurm.
Looking back at the 5-day chart shows
previous support at 77, eq it has bounced off
77 atleast once or twice inthe last 5 days.
Last but not least, 1 will be prepared to sell at
T6 15116 or 78 if 'mwrong and all the 77
bidders get taken out (sold to)

In summary, Level 2 can be used on rare occasions by itself to identify good trade entries, but remember its role is
a secondary one to help you time precise intra-spread trade entries and exits, using market/sector direction, T&S

and 1-minute charts as primary decision support tools.
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e Using Trailing Stops and the “3-Spread Stop Loss” Rule

@ Main Points:

« Trailing Stops defined: Once you are in a profitable trade, you should raise your stop loss to
"follow" the stocks' price as it moves up. This ensures that you will take a profit from the trade
and not let a winner turn into a loser.

Example: You buy \WCOM at 44 3/8 (putting an initial stop in at 43 15/16 using your software,
or a 'mental stop' if you are highly experienced - 1+ years or mare fulltime daytrading). MNow,
let's say WICOM ticks up to 44 5/8. You would cancel your original stop, and enter a new
"trailing stop" in at , say, the point you bought in at, at 44 3/8 {or perhaps 44 1/4). Eventually,
WWCOM breaks through 4% and ticks up to 45 1116th. Mow, you cancel the previous stop and
enter a new stop at 44 15016 (always place your trailing stops 1/16th under whole
numbersimajor fractions) WCOM starts to tick down, you see a ton of sell orders hitting the
bid at 45, it starts to get thinner on Level 2, now it drops to 44 15716 and your stock is sold.
You lock in a profit of 9116th, or $56/hundred shares (so, if you were trading 500 shares your
profit would be $280) This all happens inthe space of 5-20 minutes.

3-Spread Stop Loss Rule: wie will also see how to set your stop losses for those times that
wou are wrong and the trade goes against you right after you buy in. At DTU we advocate a 2-
3 spread maximum stop loss. | usually use the level 2 strength within 1 spread, as confirmed
by T&S and 1-minute chart, to set even closer stops for the frequent times we scalp for 3/5 -
142 points.

Maost books say "take small stops" without explaining the mechanics of howr this works when
you're using level 2 in a live trade situation. This lesson will show you step-by-step, using
screen shapshots, how to set and manage your stops and trailing stops using Level 2.

3-Spread Maximum ks
Stop Loss on Llevel 2

3-Spread Stop Loss: You should
set a maximum stop of 2-3 spreads

for all daytrades you do. I've MCLL Best Market 1 el 7l [
< u ACLL - -
illustrated howy this looks in the level I J I J Ilmewal Chart J

2window to the right.

Youbuy at 11 1716, and immediately e[| MMID | Ask

set a stop at 10 34 or 10 13/16 s 12 EF_'::f ““: 8

Why the 13/167 So that you get e - Pttern:
g}fcutedbeforeltt\cksdownto10 e @ 20 | —— _UP/n.lllhnckiosn%

. DEAN 11 20 FIT nwe 7 This is a cormrmon pattern,
HRZG 11 1 SLKC nve 1 retracerment to 1/2 the ramge ;

Remember a lot of traders don't sco 1 | MASH N24s 7

have level 2 yet (especially good i | lsHwomiomamai NITE 11348 1

for cheap stocks like this ane; REDI 10728 5 MSCO N31s 1

cheap stock players tend to be
undercapitalized and can't afford
pro L2 data feeds etc; our
advantage).

Bs Soon as You Buy, put in ‘“
a Stop Loss here at 10 13/16 “\|| ||| ‘“ || I

1
0000 1100 1500 1400 1500

SBSH 1034 10




Use Level 2 to help manage your

tlmlng_for entries and eXItS'_ Motes/Exceptions for this particular trade: Usually, I'd join the bidders at 11, but I'd be unlikely to get a fill, given
especially for stops and split- the strong buying (see all the 11 1716 buys on T&S) and thin number of weak mm's on the ask.
second timing for sell orders.

In fact, lwould be likely to buy here at 1416 and sell if the buyers at 11 thinned out down to 2-3 paricipants. If
Mewverlet a davtrade gomore than 3 P'mowrang, | can always buy back in.
spreads against you. f you're that
wirong about it, don't let itturn into an As a general note, you probably wouldn't want to buy this stock now anyways, it's lunch and it's already done
investrment", cut it short quickly and its "run and retracernent” for now. This trade might be good for only 1/8 point here | its a low percentage trade.
be prepared to re-enter the trade
when buyers come back in.

Trailing Stops and Level 2

Trail your stops roughly
3 spreads behind the

current inside bid In this [sPLs o [pestvaet o Pl T [sPis ] [imerval char =
case, I'd probably sell right
naw, since there's a "wall of SPLS + 25614 b 263716 o 2617410 x74 258M 1238

sellers” and it just ran up
wifdeclining volume inthe 1-
minute chart.

..

f
‘n...'.‘l J|Tr|:|i|irg Stop

L W
| = JBUY

If lwas in the trade from fi
||‘ WH

earlier, my trailing stop
wolld be around 25 15/16
tagain, set it 1/16th under a
wihiole number or major
fraction). Wall of Sellers here at 1/4,
Time & Sales goirg at Bid
Do Mot neglect to Use
trailing stops; they lock in SO A L0k .JJ\IM‘,.... L |‘||....|Jh.‘
your profit and keep i EDE
winners from turning into
losers. It's better ta
consistently take 1/4s,

3/8ths and 1/2's off the The trailing stop you use depends on three factors:
table, keeping 1/16th-
Tidpoint stops than to take 1) Time of day: use tighter stops if you are outside of "prime time", eq trading after 11:30 EST.
large hits.

21 Momentum: If the stock s running up then ratchet up your stops faster and be prepared to sell
Anocther tip: You can also quickly, before, the other sellers do. What goes up fast also drop fast as well.
set your stops using a
Dollar Amount; eg | never 3) Price Levels Widths for Your Stock: Some stocks have each level only 1-3 participants
leta StOCk_ go rmore than wide, others like SPLS will get as thick as 6-8 participants. In general, use a larger number of
$200 against me {whatever spreads (up to 5) for stocks that are trading with thinner numbers of participants at each level.

that works out to in terms of



the number of stops etc ).
Your stops should be "small
cuts" you take on the way to
successiul, larger trades.

Get used to stopping out
early, stopping out often.
The extra commissions are
a small percentage
compared to loss of bigger
chunks of your trading
capital.

lused to get stopped out
from B0-80% of the time;
even on a great day | now
seldom do better than 70%
right on my trading calls; it's
the money management
piece of it that keeps itin
the green and keeps it
profitable.

Remember: You can make a living daytrading by being right only 20% of the time. Keeping tiny
frequent stops and trailing your winners Up to lock in profits is the key to success in davtrading.

Avoid the temptation to buy bottoms and short tops all the time; it's like fishing. Wait instead for
Volume Rewversals and pivots, using a stop at the previous low (for bottomfishing) or previous top
[far shorting)

Stocks like WCOM and DELL are very difficult to davtrade since everyone's scalping them all the
time for a living; try trading easier stocks at first.
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Order Routing via ECNs, Selectnet, SOES; limit'market order routing

Nasdaq Order Routing:
DTU's Guide for Daytraders

« Once you are with a daytrading broker, youwill have many maore choices as to how you wish
to route your arder (how you decide to place a buy or sell order to execute your trade).
Learning how to use these different order routing choices is important to your
success. We've fried fo make this the sasiest-fo-understand visual guide fo Nasdag order
roufing avallabla.

Besides using market and limit orders, you now have the added flexibility of Who you
want to try and buy and sell stock with: vou can trade with specific market makers and
use specific ECNs to trade with that you see anvyour Level 2 screen.

There are Two primary ways to route your order: Using the market systems (SOES
& Selectnet) and using the ECNs (ISLD ARCA etc.).

Most market makers trade on Selectnet, many online trading firms {like Datek) represent
buyisell orders using the various ECHs, eq Datek uses ISLD.

The major difference between the two: Because trading on the Nasdaq is computerized,
ECHN orders get handled instantaneously, but when trading with the market market
makers via Selectnet, the mms have a choice as to whether or not they want to trade
with you (and, SOES is mandatory for mms, but as with ecn orders you will be competing
with other traders and may not get filled at the price level you want). Cverall, trading on ISLD
seems to be the fastest and safest way to 9o, We'll get into the details below.

Nofes on using dayirading vs. online discount brokers:

« After lzaming the basics with a browser-based online broker like Datek, you should get a
lewel 2 service (like esignal) and choose a direct-access daytrading broker like Cybercorp,
METrading, or others. lwould recommend using Datek or another Fast online browser-
based broker for your first few maonths, then switch over to a daytrading broker.

Many new daytraders go with daytrading brokers from the start, and the speed causes them
to spend a fortune in commissions and bad trades, wiping out a lot of their trading capital.
Think of it like racing, if you want to be a racer start by driving a sedan first, then migrate to
the Formula One racer if you start with the fastest thing out there you can accelerate your
trading losses. During the first 3-6 months, use a reasonably fast online discount broker. If
wour online broker can't give your order confirmations and fills within 80 seconds on average,
though, switch. | made a lot using Datek forwell over ayear, now 'mowith Cyber.

e traders might want to consider using longer trading timeframes {eq swingfovernight
holds) or longer intraday trade times (eg buy at 3:50 sell at 11:30-type trades); you should
use a direct-access daytrading broker if you like to scalp within under-20 minute roundtrip
type trades {my favorite). If you don't need to have your order filled within a few minutes
{because you buy it at .50, sell it at 11:30 etc. type trading), there's no reason to spend the
extra commission load to get the faster fill time. Just be sure to always Use limit orders to
by

Your Order Routing Choices:



MARKET SYSTEMS:
(trading directly w/mms)

\

SOES
(Small Order

/

SelectNet

OR

Execution System)

Let's ook atthe differences between ' D

these. I've organized a table below
showing the rules, when to use, and -

Costs.

What Is itz
How does it work?

Nasdaqg's
Trading Rules
for This System

Advantages
& Disadvantages
for Daytraders

iy C
BTt
SelectNet

SelectMet is the system that
market makers use to trade
with. You can also trade directly
with mms using Selectnet
orders. You cannot post
bidsioffers on Lewvel 2 using
Selectnet There are 7 types of
Selectnet orders you can make:

BROADCAST: Your orderis
sent to all market makers
simulataneously; they can
decide whether ar not to trade
Low-priority for mm's

PREFERENCE: An order you
send to a specific market
malker, eq SBSH. Only he sees
that bidiask order yoll are
making. Hi-priority for mms.

« Once entered, you cannot
cancel Selectnet orders
for 10 seconds.

« Forpreferenced orders,
the mm must respond with
an AcceptDecline/Partial
to you within 15-30
seconds.

ADVANTAGES:

You can execute orders outside
the market for fast-moving
stocks, eg preference a mm
who's 2-3 spreads away.

ECNs [Electronic Communication Networks).

(trading with all traders

in the market,

including both mms and daytraders)

ISLD (Island)
INCA (Instinet|
ARCA

BTRD
REDI
BRUT
ATTN

SOES

SOES is a system that
lets traders trade in
blocks of 200, 500 or
1000 shares {onk],
called tiers. SOES
execUtes against mm's
without their choice.

SOES orders are
automatically executed
against the market
maker; but the orderis
held in "queu" for 90
seconds. SOES is not
used much by daytraders
anymore because ECHs
are more efficient.

» S-minute rule: once
you've entered a
SOES order you
cannot enter
anather arder for
the same stock in
the same direction
{buy or sell) for 5
minutes. But, it
resets any time you
reverse direction,
&g you can
buyisellibuy again
within 5 minutes
SOES can't
execUte against
ECHNs

All SOES orders
are done at the
inside market.

ADVANTAGES:

As long as you're first in
ling you can usually geta
fill at the tier size
artvartised b the markeat

ECNs

ECHMs pair up buy and sell
orders and execute them in
the order received The ISLD
ECMN, used by Datek and
many others, is the fastest
and most efficient ECN
available to trade on, allowing
for instant executions.

The I5LD book lets you see
all the open orders at each
price level. ECN's are the
mast popular way for
daytraders to trade You can
trade odd lots easily on
ECHNs, and they are very
liquid, allowing rapid trades.
You can also get price
improvements if the bidiask
price on the book is better
than the one you enter

o ATTN orders must be in
the 100's.

« You can't send
conditional Selectnet
orders (g all-or-none)
to ECHs.

ADVANTAGES:

Speed and instant
executions. Price
improvement possible.
Liquidity is great. You can
play market maker
(especially pre- and post-



Losts

You can try for price
improvement, especially if you
are trading in size, since the mm
may want to buy without
"showing his hand", preferenced
orders are silent to the market
{thought the trade will show on
the t&s tape).

DISADVANTAGES:

For fast-moving stock the mm's
reponse time (up to 30 seconds)
can cause trading delays. Main
disadvantages are speed and
cost, you might get a faster fill at
a better price using an ECMN.

Selectnet broadcast: $2.50

Selectnet preference: $1.00

L

Pop Quiz on Order Routing:
Ol here you are trading from the
hood of your Mercedes, placing
an order to buy 1000 DELL.

You see this level 2 screen, and
decide you want to buy your
DELL onISLD.

Q1 Which of the following is the
only real Market Maker on the
inside bidfask playing with all
you ECHM traders?

a) INCA

b) BEST

cj ARCA

dlISLD

L

maker. It's “automéltiué'l‘\,“
like the ECNs, where
Selectnet is totally

optional.

DISADVANTAGES:

SOES anly wiorks on the
inside market, you may
not get filled, the S-minute
rule.

Cost free

market) by expoiting the wide
spreads (buy at bid, sell at
ask).

DISADVANTAGES:

The ECM's dont' always have
stock in their books at each
price levels, where the market
makers may have the price
you wiant available. ECN
participation waries by stock;
Some are mare heavily
traded on ECNs than others

Cost ISLD/MNTRD direct: free;
REDI .002/share

BRUTANCA: .015/share +$1
if preferenced thru Selectnet

ATTNETRDTNTO:
005/share + $1 if
preferenced thru Selectnet

U | T

SBSH
PER]

53 1116 10
53 116 10
3116 5

53 116 2

516 1

533/4 24
53344 2
5334 10
5334 10
5234 [

e

1. 00K



MNofe: These pop quizzes arg the resul of a several
{raders asking “do vou have quizzes and lesls af

e zBtel e DTU?" 50, Fitwark them in as | have fime.

comes out saying DELL has
been sued by a group of
daytraders because of faulty
keyboards (they're not coffee-
proof lol}. You think all the ECN
books will be traded too fast, so
you wiant to preference a markest
maker to sell outside the market
Who is the best out-of-the
market maker you should thy to
sell to using a Selectnet
preference order?

a) SBSH
b} BTRD
¢) MADF
diISLD

Answiers below:

Iy

Quiz ananers:
Question 1: Anawer is BEST, BearStearns, the rest are ECHs

Question 2: Anawer is SBSH, the outside bid market maker with the biggest size.



Module Comprehensive Level 2 Trading Technigues: 4PREVIOUS INEXT I
Two

Back to
MODULE 2
How to avoid getting shaken outffaked out on Level 2: using your charts to confirm trade
entries and exits (stochs, MACD, RS etc.)

Some market malkers like HRZG MASH often show ridiculous bid sizes (eg 58, 104 etc) to
give the false impression that there is buying strength in the stock. As soon as people start to
hit their bid they often vanish (drop back a spread or two). You say "wiow | thought there was
aton of buyers, where did they disappear to? These are common mm tricks to panic new
daytraders out of their positions. Let's fight back, ok?

Othertimes, as we saw in earlier lessons, a mmowill pretend to be a seller when he's really
buying a boatload on ISLD or INCA . The way, as always, to tell the truth of the situation is to
follows the momentum in Time and Sales - this tells you the gending directional flow of the
stock price

A general rule of thumb to repeat: stocks that are heawily traded primarily on ECHN's (where
you see & lot of ISLD INCA ARCA action in the inside bidiask instead of the big mms MSCO
GSC0 SESHMLCO) are not as easy to anticipate and follow using level 2; 1find level 2 is
more useful for stocks that have active participation by the big mms. For these ECN-traded
stocks [eg DCLKG [ find the one-minute chart is the maost useful toal. | still watch L2 of course,
butit does not play as big a role in helping me to decide whether to get in a trade or not.

Some of the stocks forwhich L2 has been particularly worthless to me include YWCOM, INTC
and MSFT; yet another reason to avoid the "most actives" when it comes to daytrading
Wh_y? In these stocks, the bidiask columns are usually 512 _pamci_pants wide and thera is
seldom any clear direction for net buyingfselling. Of course, the T&S is still very useful here,
as is the 1-minute chart.

Avoiding Fake-0Outs on Level 2

If you had made the common new trader's mistake of just relying on Level 2 in the example below,
you'd have been wrong. Look at the price action and time: in just 3 minutes (from 9:53 to 9:56) the 1/4 bid
evaporated and the stock started selling off.

Look at the Level 2 box on the left: it looks like the price may go up, right? There's a lot of bidders
compared to sellers. Mow look at the Level 2 box on the right just 3 minutes later and nothing but sellers. Fake-
outl

Howe did this happen, you ask? Hopefully you didn't pay retail at 19 9016 and sell back at 19 316 or lower once it
started dropping; that's how professionals take your capital away

Quiz: There's TWO CLUES THAT SHOULD HAVE KEPT YOU QUT OF THIS TRADE. What are they?

{Answar below)



R | | [ O | | | |

NOVL + 1914 b 1914 a 19 51680 x10 4.55M 0%:53

1914 b 1914 a 19 51810 x 225 4.77M 09:58

HOVL -

$53 1% 5/ls 1004
tE3 19 154 300'

Answer:

1) Time and Sales shows primarily selling action, a lot of trades going off at 19 1/4, including the block trades of 6K and
TH shares. Very bearish sign.

2} Weak bidders vs sellers: MADF {a small mm) and ISLD/ARCA bidders are wealk. When you look at T&S you see
that over 3k shares have been bought from ISLD at 19 5716, yet the ISLD book is still strongly wieighted to sellers, it didn't
disapper, telling you that the depth of sellers on ISLD at 5416 is heawy. Also, MZCO s ight under the ISLD/PRUS asks,
and he's a strong market maker.

Daytraders' Play: Kesp your eve on the ball, which is Time and Sales, and the 1-minute chart. I'd look to buy this stock
off 19 support, maybe put my bid inat 19 1/16 and have a stop at 18 15/16.

Stops: Again, mm's know that most traders set their stops at whale numbers and large fractions {1/4 3/8 1/2 5/8 3/4 etc).
lse stops 1M6th under where the mm's drop the stock to at these majorwhole numbers and fractions. For decade
supportresistance, you might want to increase this to 3/16ths stops. Follow the major mm's closely for these plays.

Example #2: In this CPWR L2 window and chart below, what do you see going on?

Aot of buying at 26 1/16th; even though it's ranup 1 1/2 points off it's bottom, Time & Sales is teling
us there's still plenty of buyers of this stock at 26 1/16. Also, since SBESH is on the bid (bullish) and only
ISLD is on the ask (could be anyone, no direction indicated), It might be safe to enter a trade by
bidding 26 1/32 or enter a buy 1100 CRWR at 26 frontrunning SB=H

At this point in the trade, you missed most of the major momentum, and are looking for either
incremental scalps (eg I'd scalp this to 3/16 - 14 max expectation), or short if it loses 26, for a short
scalp down to the 508-3/4 suppaort. Again, tempered by averall market direction - if it's a runaway bull
market then | may stay in the trad a bit longer . If it's choppy or down, 'l be very cautious on any long
positions and look to scalp onky

Declining volume that you see is also a bearish indicator, we may see some wealkening of the stock,
unless a major mm steps in to buy more. Mote that sell volume was higher than the buy volume, and the
buying ran up very quickly (weak high here}, so again, cautious long even with a bullish tape; be
prepared to fire off a sell {or short) if wie drop backto 15/16.



ICPWR j I\nterval Chart

|

HRZG 2578
SCO 2578 10
GED 25738 3

BRUT 257% 1

REDI 257% 1

Example #3: The old "Trying to look like a buyer when you're really selling a boatload trick™ (say
that in your favorite Maawell Smart voice) "MWissed it by That Much”

Well, anywiays, let's look at the L2 window below What is MADF daing, buying or selling? Would you
believe, "Selling"? Mo? Ok, how about "L ooking like a buyer when he's really selling 50,000 shares on
MCA"? (perhaps) It's hard to tell, all we know for sure is that GSC0 s really biying since his bid is firm at 27
5/8 as seen by the tape action

WADF, Ewen Though he's on the 2nd outside bid, he may be selling on INCA 5o could FECO and BRUT, for
that matter What we need to akways maonitor is the tape and the bid/ask size: are they staying the same?
findicating refreshed orders, impossible to tell the depthiorder flow], or are they shrinking/gstting bigoer?

Daytrader's Play: L ooks like they're selling it for now you might wiant to put in a bid for the stock at 27 142
and wait for & bounce, or sit it out until the tape shows clear direction of selling resuming

CE | TN | |

1.00E

In Summary, there are a few new points worth remembering about Level 2:
- It should never be used as a primary directionftrend decision-making support tool

- Itis useful to monitor your precise entry and exittiming, when used in combination with 1-min chart and
T&S

- Mg will either &) flip from the bid to the ask or b) change the parameters of their "trade box", {eg
where exactly they're bidding and offering the stock out at), when they believe the stock will change
direction, you should be on the side of these major players when you see it happen.

- WS willl use Lewvel 2 to advertise false and misleading bidfask sizes to panic out and whipsaw the
inexperienced trader

- L2 15 useful as a trading tool only as a specific entrylexit indicator once TES and TA has confirmed the
direction or pivot point of the trade you wiant to enter. Eqg, if both the major sellers of SBIL got taken out
above (this time its ecns: ISLDANCA) and NITE is alone on the ask, and T&S shows lots of trades going
off at the ask, then you might weant to pay up and buy retail at 27 1116
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Additional insights into how & when to use Level 2

As with any tool, Level 2 takes time to master. Hopefully, you've leamed how to integrate
chart patterns and Time & Sales into your trading with Lewvel 2 in Module Two. Lewvel 215
used to time the exact second that you buy or sell a Masdag stock, after using
marketfsector strength, chart TA and Time & Sales. It's a timing tool, not a trend direction
tool

We will cover a few more technigues you should be aware of inthis final page, and will add
news strategies they are developed.

From screen layout to trading decision-making, there is much room for experimentation in
coming up with the best Level 2 setup for your particular trading style. Continually refine
and try new setups until you come up with one that works well for you.

The dramatic recent increase in the use of level 2 trading means that there are many
unskilled traders who buy and sell based on perceived level 2 supportiresistance alone,
which is incorrect (watch WCOM some day on L2 to see what | mean). Howewver, we can
capitalize on these trends by staying a step ahead of the crowd using T&S and charts to
anticipate what newer traders will do using L2

Realize that you can make or lose a fortune with orwithout L2, it's a timing tool for active

scalp traders who look to make roundtrip trades in under 20 minutes. Time and Sales is
important to have 5o it may be worthwhile to have an L2 provider for T&ES access

How and When to Use Level 2: More Tips

Examples: INETA j IBest arket j Ll ll
TIP#1: Recognizing and acting on high-percentage vs. N i
"indeterminate™ market signals in Level 2 ISLD 23 916 20
INCA 23946 1
BTRD 23146 5
We've already coverad the high-percentage plays you BRUT 23 116 5
need to be effective in using Masdag Level 2; for MSCO 23374 10

example knowing the difference between an L2 box that EELTRZIS N
shows no trend ws. one that shows buying or selling
direction

Pop Quiz:

Which of the two Level 2 boxes on the right should you W COM <1 [Gost Market = T| ek
by stock for, all else being equal? | || CEUEEY | ﬂ —I

WCOM + 4513416 b 453/ o 4513716 33 x40 8.19M 1108

a)lNETA

wv. [ Bid B s [ask  [a]-
REDI 453/4 33 INCA 451316 40
ISLD 4534 30 BTRD 451316 30
) INCA 4534 20 MLCO 451216 10
c) Neither FCAP 453/4 8 MASH 451216 10
LEGG 4534 5 DLP 451316 10

by WCOM




d) Both FLTT 4534 2 HNITE 451316 10
LCO 453/4 1 GSCO 451346 10

e) | don't know DLIP 4534 1  NFSC 451346 7
DBKS 45374 1 AGED 451316 5
SHWD 45374 1 REDI 451316 3
EFF  453/4 1 MONT 451316 1

Frawer 2) since tere’s mot 25 many sellers a5 buyers And T&S iz slightly biased SCORASAMASTI0E SLKEA5 2250

o the by side

The pointis: don't buy or sell stock based on L2 alone,

particularly if it shows an "indeterminate” pattern lilkke the

WO bow to the right. Use T&S and chart TA to

determine stock trend and entrgfexit points, not L2 %

In the WICOM example, now, if it had just tanked from 51
to 45 1/2, and was starting to get buyers bacl, then
mayhbe I'd enter a long position for the bottom bounce.
The L2 along isn't enough. T&S is king, followed by 1-
minute chart technical analysis patterns

Tip #2: Making the Market for a living Using Level 2

Chris Farrell's rather uninspired "daytrade onling” book goes into this method for listed / MNYSE
stocks; Dwouldn't try to make the market the way he describes - fortunately, our L2 does become
much more valuable for this type of trading.

It's simple: find a stock that's trading in a channel {usually happens during lunchtime; though these
are typically imes where a stock weakens as well) - and enter a limit buy order at the current bid
{either the inside bid or 1-2 levels outside), after you get filled then immediately offer it out at the
ask

This wiorks only if you're trading 500-1K or more shares at a time; since your profit on teenies
{1416ths) is only $62M000. | try to scalp 1/8ths, which is $125 per round turn per 1K shares. The key
15 tofind a relatively liguid stock that's trading flat, using L2 and T&S to time your bids and asks.

This does Mot wiork:, of course, if you trade like new traders do, buying at the ask and selling at the
bid, you're giving up 2 spreads this way, which is unprofitable. The only time you pay retail is if the
stock 15 moving quickly and you wiant to exit fast - the retail exit is the fastest way to go.

Also play around with different order routing strategies in this type of trading, eg imit buy SOESINg
a mm or selectnet preferencing to see if you can get a price improvement. It's “fishing by selectnet”
S0 to speak.

Mlost of the time, though, FIjust bid for stock at the inside bid {or 1/32nd higher if T&S is bullish),
and then offer out at the ask immediately (or 1/32nd lower if T&S is bearish). These roundtrips
should take no longer than 5-10 minutes maximum. Unless, of course, the stock is quickly headed
up and you want to ride the momentum for a larger gain.

Tip #3: Using L2 to trade Stocks in Motion



Stocks that are rapidly rebounding off
alowr (or making newe highs via a

breakout) are the two best plays to
make.

[pecC = [eestmaet =] P| [T] [FTEK [bBEC

Let's look at how L2 can help us

recognize and make these trades =

successfully D IEHE) 9 ezl
10 1216 2 10 78

1034 20

1034 1

10 1116 10

101116 1

Inthis DBCC bounce, we see the low
was at 10 1/2 [remember large
fractions, the 1/4s, 1/25 and 3/4s) are
typical pivot points for under-$40
stocks in general.

We see lots of trades going off at 10 oz ],
718, which is bullish. If | had entered at nTayd | I Y
the 5/8 or so, I'd offer my stock out at

101516,

Why? There's a lot of sellers at 11, so | want to be a teeny ahead of them, so | can exit my position. If the
stock runs through 11, which is unlikely, | can always buy it again at 11 1/16th or so.

This is an excellent "unknown tip" to follow: if you're long a position, sell right before it hits
the whole number resistance.

If you're right and it falls back, great, you got the max profit out of the deal. If you're wrong
and buyers continue, you can always buy the stock back at a teeny or an gighth over the
whole number. This is a great way 10 give yourself insurance in a trade. | seldom try to hold an under-
$40 stock through a whole number price level unless T&S is solid green and it's "running”, I'l sell into
the whole number buyers, and wait to see if the crowd pushes it higher. Sometimes they do, sometimes
they don't. | want to "sit out” all low-percentage plays, and punching through whole numbers 15 low
percentage. Particularly decade orfives, eg 20, 25, 30 Wall of bricks, since there's a lot of market
stopsisel orders lined up at these whole number orice levels.

The reverse is true for entering a position on a bottom bounce, eg if it's tanking from 29 to 27
118, you might want to buy at 27 1/8 and use 26 15/16 as your stop. This is a high-percentage
play that L2 can help you with.

Level 2 helps you to see these walls of support and resistance. Bounce scalps off them to
profit.

LI IIntervaI Chart LI LI Iv

00K

A0

More tips will be added in time; keep checking back as new momentum plays are developed and posted
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w Module Two: Worksheet 1- Stops and Spreads in Level 2

« The Powerpoint worksheet below will help you learn how to set and
keep track of your stops correctly using Level 2
« You should use both the 1-minute intraday chart support level And
@ Level 2 to set your trading stops.
« Use Level 2 to determine the best stop by looking at the size of the
bids at each price level:

1. Itis usually best to set your initial stops no more than 3-4 spreads away from the current market.

2. Usingthe price spread on Level 2 that the "ax" trades at should give you an idea as to the trade
potential. Eq, if SBSH is the ax trading AMZMN and his Bid is 82 1/2 Ask 84 5/8 that tells you that
your trade potential should be roughly 2 points, assuming you bought where the ax did on an
uptrend.

3 Ifthe bid levels start to shrink and T&S shows a string of trades going off at the bid, then sellers are
in control and you should exit the position immediately

4. Ifthe trade is wiggling within a 2-3 spread range then watch T&S to see if a trend dewvelops, if it
doesn't then get out of the trade if the market ($COMPQ, sector index) starts to go down.

5. [fthe trade goes your direction and more buyers come in, set a trailing stop 2-3 spreads away
from the inside market.

POP QUIZ Question #1: Ok here's DELL, you just got
filled on ISLD at 53 9/16 and SBS5H is the ax. Where's
your stop?

CEU | |

My stop is set at:
358 30
A) | don't have one, DELL is a good campany _ g g ?:
53 1118 10
B) 53 9416 =
BEB1s 5
C) 53 344 5115 2
B 1
533/4 214
D) 53 3/8 o
5334 10
E) A and D above " 5323/ 10
5334 8
Bonus Q: How wide 15 SB5H's "trade box"? 53 3/

POP QUIZ Question #2: Here's AMZMN, you bought at 91

13416 and MLCO's the ax. Where's your stop? 0x27 10.5M 14:50
A) 82144 ISLD 92
ARCA 92
B) €0 MASH 92
A ERUT 92
)81 142 INCA 92116 10

DKNY 92116 1

0} | dan't have ane, | like AhZN REDI 9218 2

(Answers at bottorm of this page)




You should use this worksheet (or a similar one you make yourself) to help develop
your skills to correctly set and follow daytrading stops using Level 2.

Directions:

1. Choose 1 stock to follow and set up your level 2 window next to a 1-minute chart.

2. Following the example that's been filled in already, enter the ticker, current bid and ask that
youwould buy it at (a papertrading exercise), where you would set your stop at (no more
than 3 spreads away, using your level 2 window), and the width of the mm's trade boix. Also,
enter where you would set trailing stops and your profitloss on the trade.

3. Thisis a great technique to get familiar practicing setting stops using a Lewvel 2 window.

Level 2 StOpS Daytradmg Worksheet Goal Improve my ability to set stops using Level 2

TICKEE. CUREENT IMSIDE BID x IMSIDE ASK Where iz 3 spreads away Howr Wide is the Trailing ProfitLoss
WHERE [ WOULD BUY IT from the mside Bid? “axs trade bozx? Stop At?
NOVL 35 ifia 37808 30748 (your siop) SBSAH 31 Iié x 32 12
—




Pop Quiz answers: For DELL, your initial stop should be set at D) 53 3/3 (or even a spread higher). DELL
SESH Trade Boxis 53 172 x 53 3/4, only 1/4 point. For AMZN, your stop should be setat Cy 91 1/2.

MODULE 2

@ Module Two: Worksheet 2- Market Maker Headfake Plays

+« The Powerpoint worksheet below will help you learn how to avoid
being taken advantage of by mm "headfake"-type trading

Module Comprenensive Level 2 Trading Technigues: Back to
Two

<

1. lwant you to develop an experienced, practiced eye for suspicious market maker activity in
this exercise. You will be examining your LZT&S for the following

o Acting like a buyer when they're really selling
« Fosting fake bid sizes to give the illusion of buying or seling support
o Flipping from the bid to the askivice-versa or fading back 2-3 spreads

2 Your primary guide will be "how strong and consistent is this trader's buying vs selling” as confirmed
by &) the length of time he stays at the bidfask in the face of buying/seling and b) the trades you see
executed in the time and sales window.

3 Your objective is to learn to avoid getting suckered into "bull traps" and "bear traps” {making it look
like there's buying/selling when there really isn't) and to better anticipate market maker direction

You should use this worksheet (or a similar one you make yourself) to help develop your skills to

correctly identify and avoid the most common and costly market maker headfakes that professional

traders use:



Directions:

Far ane trading day, Choose 3 stocks to follow intensely and look at nothing but the L2 and T&S for them

2. Whenever you see one of the "market malker headfakes" that we described above, make a note of it on
the chart and identify the Real Fivot (top/bottom) that the stocks drops to or gains to

3. For each of these headfakes, | want you to jof down a brief note that describes what “warning signals”
wiere there, if any, that you could've / should've seen to help you keep out of the trade.

4. If youwere wrong (it looked like a headfalke but wasn't), identify why, and what you could've done differently
to capitalize on that particular trading situation.

Level 2 MM Headfake Daytrading Worksheet Goal: Improve my ability to avoid getting faked out by the mm’s

TICEER. Iype of Suspected MM Headftde: The Price this was The Feal Pivot! Motes for how
Acting likke Buyer Fake Bid 3ize  Flipping/Dropping Chserved At Breakout Price  Tshould've traded it
CPWR | X (A45C0) 21 12 20178 T&S showed all sellers

)]

L3
s
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@ Module Two: Worksheet 3 - Graphs, T & S and Level 2
« The Powerpoint worksheet below will help you learn how to integrate
all 3 sets of indicators: 1-minute graphs, T&S and Level 2 into your
daytrading skill set.

=

1. Remember that you only want to risk your cash on "high-percentage daytrades", where several
mndicators line up, like the elevation and windage m a rifle scope, to give you an achievable target trade.

2. This wiorksheet will help you develop the discipline needed to complete a "mental checklist" of things
to identify correctly before entering a trade.

Use this worksheet (or a similar one you make yourself] to help develop your skills to integrate all 3
sets of indicators prior to buying (or shorting) a stock:

Directions:

1. Forone trading day, Choose 1 stock with good wvolume and volatility (owver 1hiday wvolume and 5%+
intraday trading range) to follow intensely and look at the L2 window, T&S and 1-minute chart for,

2. Youwill be searching for when the technical indicators, L2 And T&S all tell you the stock s a buy.

3. Enter the details for Why each of these 3 indicators told you itwas a buy, along with the actual price you
wiould by the stock at. (this is a papertrading activity)

4. Enter the stop you wolld set for the stock based onyour 1-minute chart support level (or 3 spreads down

from the buy price, whichewver is smaller).
Finally, enter where youwould have sold the stock at. NOTE: Your Exit criteria {when you sellicover) can be

based on something looking bad {an "early wiarning sign") in Any of the 3 indicators; your Buy criteria,
howewver, should be when all 3 look good at the same time.

Screensnap: Worksheet 3 - Click here to dil Powerpoint worksheet file (43 K)

Level 2 Combination Daytrading Womlksheet Gul impinwe my il & ety when o bey hased on a3
Iadlicatoes (12, TE5. 1-win chas)

Stack Ticker:

The 3 Indscators:

e A1 3 Indicating
EENCI

1-Minute Chart: l -
Ho
Time & Sales: l Prica “fou Bought ihe Stock at

Frice ou'd Sel the Stock at

Level 2:
DK you S2lltes Seen 0rtes Late?
— (crcle which one)

{Nate you may nail the et pivet
1 time cutof B £ you'r lucky, don't
Ty abouE & for nowd




Module Comprehensive Level 2 Trading Technigues: Back to
Two

MODULE 2
g Module Two: Worksheet 4 - Shadowing the Ax - Recognizing
and trading with the Market Maker Buyer
+ The Powerpoint worksheet below will help you learn how to follow
% the lead market maker {ax) who is buying stock at a given pointin
time.

« Thisworksheet will help you figure out how to recognize net buying activity
by a major market maker and to profit from this activity. You should buy a
stock when you see a market maker buying in the face of weaker selling
pressure, as the price will rise.

K

Use this worksheet {or a similar one you make yourself) to help develop your skills to "jump on board
the train" and buy stock when a major player (mm ax) is also buying, so you can ride the momentum
up for profit:

Directions:

1. STOCK SELECTION: Choose one stock you're familiar with and first determine if the stock is in a 5-day
uptrend, downtrend, or flat and choppy {indeterminate) trend. You want to find a stock that's breaking
above a key resistance level, not a stock that's in a downtrend (no bottomn fishing for this technique, when
wou're first learming).
woll're first learming).

2. MARKET MAKER AX RECOGNITION: MNext, Using your Level 2 window and Time & Sales, during the
time period of 9:45 till 10:45, pick out "3 favorites” that you suspect may be the ax for the stock during
that time period. Try and narrow it down to one market participant, learn how to spot wha's buying it up.

3. What should you look for? See if, in T&S, you see either: trades going off at the bid and one mm is
"holding the price up", or, preferably, you see the mm jumping up to the inside bid repeatedly as the price
maoves Up several points, eg you see a major market maker "chasing the stock™ on the inside bid.

4. DAYTRADE PLAY & TRADE MANAGEMENT. Ol you think you know who is a buyer of the stock; let's
nowi Lse that to profit. In the worksheet below, your papertrade exercise here is to see "how right you would
hawve been", had you followed that ax in the trade. Mimic the mm ax's behavior, eg buy as he's buying, sell
when he either drops away from the inside bid by a couple of levels or flips to the ask, How would you
trade the stock based on what you're seeing?



“*Shadowing the Ax: When is he Buying?

Stock Ticker:

Which of the following market
makers do you think is doing the
maost buying of this stock during
a given 10-20 minute timeframe
{one of the “waves' in trading
activity from 9:45-10:48)7

_ SBsH
__GSCO
T MLCO
~ MSCO
 MASH
~ DEAN
~ HRZG
__ SHWD
T PWIC
~ slkc
— DEAN
~ MADF
—BEST
_ Other,

Notes: Femember, this worls hest
for stocks that aren’t as heawvily
traded on ECMs (eg ISLD, ARCA
INCA)Y Also, picka moderate-
wolutne stock {A00K- 2 day)
priced from $15-3$50 that’s
breaking thrs a keey resistance level
or is in a steady uptrend,

Goal: Improve my ability to identify when a market maker is

buying stock so | can duplicate his trading for personal profit

At what Price did you see the mm start
to buy more of the stock at? When?

At what Price did yvou see the mm stop
buying the stock at? When?

Your Daytrading Activity:

Howe would wou trade the stock based on
this "ty pattern™? Would you join him at
the hid, bid a teeny or 32nd more, or pay
retail (inside ask) for it?

How rany shares of the stock would you buy?
1007 2007 3007 5007 10007 2K or more?

Once wou see the market maker
stop buying, how do you trade it?
Do you exit the entire position
immediately, doyou wait, or do you
scale out of the position {eg sell half
naw and wady
Y

5 T2

¥

8

3

Did you Sell too Soon or too
Late? (circle which one)

What's wour Net Profit/Loss from
the trade?
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w Module Two: Activity 1 - "Name That Ax"

MODULE 2

« Being Able to Spot the Market Maker who has the most Buying/Selling
Activity at a Given Point in Time on Level 2 Is an Important Daytrading
Skill

+« Following the ax is a relatively safe way to play stocks.

« This activity is designed to help you with your "ax recognition" and
daytrading skills.

The GOAL for this activity is for you to be able to correctly identify who the "ax" market
maker is in a given stock using your Level 2 screen.

Directions:

1

Choose 1 stock to watch all day in a Level 2 window that has an average daily wvolume
=3million shares. Do not pick a DELLAZCSCOANTIZ etc. that has ask/bid columns 5-10
market makers wide; instead Choose a stock who's level 2 inside bid ask averages from
1-4 marlet malkers wide with volume over 3Mil shares and an intraday trading range of at
least 5% (eg $1 on a $20 stock).

Carefully watch the level 2 action premarket, of the two, s it market makers or chippies an
ARCZAINCANSLD etc. the main player premarket? Which one is moving the price?

After the market opens, watch the stock for a half hour or so and see if you can
determine which market maker is frequently on the inside bid or ask.. Make sure to
follow a major market maker like SBSH MLCQO MSCO GSCO (not hrzg/slke etc).

Wite down the following:

Write down the following:

stock's closing price from yesterday,

today's opening price,

the name of the market maker you think is the "ax" for the time period you're
watching,

number of times this market maker is at the "best bid" or "best ask" in a 2-hour
timeframe (Use a simple checksheet to keep track of this)

Which of the following important trading signals do you observe? A) The Market
Wakeris Buying in Size (he keeps refreshing his bid, and you see him buying more that
10K shares {or more than 12-13 transactions) in time and sales at the same price level);
B) The Market Malker is Selling In Size; you see him stay at the inside ask and sell more
that 10K shares at a given price level, Headfakes and Switching from the bid to the ask
repeatedly (he's probably not the ax if he doesnt buy or sell & lot, jumping around).

Finally, develop a trading strategy based on your observations and consider buying or
selling in response to the "ax's" buying and selling. Try to shadow the market makers'
movement. Examples of axes | follow: SBSH for NOWL price movement, MSCO for SPLS
MNote that the ax may frequently change throughout the day, or from day to day. Look for
whoewver's buying or seling a lot of stockin a given timeframe, and follow that traders' lead
Fractice trading small sizes of 100-200 shares by following the ax after papertrading for
several days with this ax. See how it works for you. Good trading.

Looking at this Level 2 chart doesn't tell you much without seeing it "in action”, but for now let's
assume that GSCO is the ax on SBUX and is buying a lot of stock here. How would you trade
it? Join his bid at the ask, use a larger size (or increment the bid by 1/32) to frontrun him? Wait?
Check Time and Sales? It all depends on the price action and technical signals on your 1-
minute SELX chart.



Looking at this Level 2 chart doesn't tell you much without seeing it "in action”, but for now let's
assume that GSCO is the ax on SBUX and is buying a lot of stock here. How would you trade
it? Join his bid at the ask, use a larger size {or increment the bid by 1/32) to frontrun him? Wait?
Check Time and Zales? It all depends on the price action and technical signals onyour 1-
minute SBUX chart.

The immediate "battle" is between e (Bl Best Market [ l_ ’_

GSCO and whoever's selling on
INCA, {Instinet). The players line up
under these two for the maoment,
no real strong mm's nexdt to this
action; SESH and MLCO are
each a couple of levels down It's
an indeterminate L2 window until
wie See d pattern of buying or
selling in the time & sales window.

If INCA fades and we just have
ISLDIMITE left, with GSCO staying
strong you might BID SBUX 27
5/8 1100 shares or 27 21/32 500
shares etc. to frontrun. The battle
goes on.

Module Compiehensive Level 2 Trading Technigues: Back to
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w Module Two: Activity 2 - "Finding T&S Support and Resistance”

« MNextto "Being Able to Keep Small Stops", this has my vote for the Most
Important Daytrading Skill to Develop

« Reading the trend of the sales going off in T&S is the best way to see
what's really going with the stock's price movement.

«» The pace (how many trades are going off, is it faster than it was 20
minutes ago?) as well as the ratio & size of trades going off at the bid
vs. ask is important to keep an eye on.

W The GOAL for this activity is to help you become skilled at determining when a stock's
price is about to "pivot"”, or change and go in the other direction based on your
watching trades go off in the time and sales window.

Directions:

1. Choose a stock to watch from 9:30 am til 11:00 am in a time and sales window. (By %
the way, I'd disable the "time" part of time & sales if |'was you, there is no reason to see the 3
time that a trade goes off at, itis distracting data that you don't want to have). 2

2. Keep an eye onthe 1-minute tick chart as well, especially from 10:00am til 11:00am

3 Atfirst, lwant to encourage you to just get a feel for the rhythm of the stock during the
different 10-20 minute cycles that it buys, sells, buys and sells. The rhythm means the pace
of the trades, how fast are they going off? Are there big blocks in there {over Sk shares), or
are they mostly 100-1k size trades? How fast is the tape printing?




4. Mext, lwant you to look for directional trends in the t&s display. How long does each
"run” in one direction or the other last? Do you see “in-between” trades going off at a price
in between the bid and ask, and is it signaling a pivat in the price?

5. The mostimportant skill to develop here is to find the difference between a "Real
Directional Change" in buying vs selling versus the "noise" of individual trades, or small
flurries of 5-7 trades, that are part of the trading patter.

6. As the stock gains momentum and you see more and more buyers {or sellers)
coming in, try to estimate how long, and for how many spreads, the directional
change will last in the time and sales window.

7. Wite down the following:

specific times that you believe the stock is about to change direction as you watch
the t&s window {e.g, its 9:50 and, watching the t&s you think to yourself "ol | think it's
going to head down now", so you write 9:50 NOWL going down on a pad of paper).

the actual times that it really did change direction that morning

how far you think the direction change may be good for, maximum (eg "ok NOVL's
going down, based on chart support, L2 and t8:5 momentum | think it may be good for 3/3
point change maximum'™)

« the actual amount of price change the stock went in the direction after the "piviat"”

Ower time, by practiciing this way, vou should gain a feel for the directional support and
resistance using time and sales. "Reading the tape" is the most important observational skill you
can develop as a trader, the "small stops” is the most important trade management skill you can
develop.

Again, | would strongly recommend that you choose 2-3 stocks that you want to make a living
daytrading from; you need a core of stocks that you know like the back of your hand. Some
stocks are more difficult to trade than others, definitely avoid the most actives, as these tend to
attract the best traders and have low-%aqge volatility. See my latest 4-monitor esignal and cybenx
setup for a look at the stocks lwas following in January 2000 (note: ARIATNG were just plays for

setup for a look at the stocks Dwas following in January 2000 (note: ARIATIV O were just plays for
that day, some of the others like CIEN NOWVL DCLK are my core trading stocks).

Your success at "tape-reading" is determined by your ability to correctly identify when the "tide is
about to turn” in the opposite direction, so that you can a) buy bottomns and b) sellishort tops.
Inwest a lot of time in watching the tape for a couple of stocks you want to trade for a living, from
9:30am-11:00am and perhaps 2:30pm til 4:pm. Don't burn yourself out by watching the tape all
day. Best wishes!

Module Compiehensive Level 2 Trading Technigues: Back to
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w Module Two: Activity 3 - "Reading the Outside Bid and Ask"

« As aleading indicator, it's useful to learn how to trade in response to
the strength or weakness you see in the outside bid and ask bands in
your Level 2 window. There's 2 patterns to watch for:

1 Seeing movement of mm's from the 1st outside level (green band) to
the inside {yellow band) indicates that they want to lock in their
buysisells at this price level.

2 The other pattern to look for is the width of the green band (humber
of market participants) either increasing or decreasing in response to
a breakthrough or breakdown past a key supportiresistance level.

The GOAL for this activity is to help you become familiar with how to look at the entire
Level 2 window as a system, including the outside bidiask bands. Of course, T&S is still
the most important indicator. Use the activity of mms in the outside L2 bands as a
secondary leading {early warning)- type trade direction indicator.

Directions:

1. Choose a stock to watch from 9:30 am til 11:00 am in alevel 2 window

2. Identify the "most important market makers" for this stock based onwhao's buying and
selling onthe inside {yellow) bands initially {with first preference given to MLCO MSCO
SESH GSCO, as usual).



3. The mostimportant skill to develop here is to see how the activity of the market makers and

ECHN's in the green (15t outside) band affect the the short-term momentum trend of the
stock price.

4. This isyet another tool that you should add to your bag of trading tricks, itis yet another
Lewel 2 trading indicator an experienced trader watches to help assess the momentum of
the stock.

[sPLs Cl [eestvaer o ] T [5PLS =] [interval Chart

Quick L2 trading example: here

you see a heatish setup as far as SPLS + 2614 b 26316 a 261410 x74 255M 1238
the 1st o_utside (green) band goes: MMID | Bid | &l| MMID | Ak |A.| -
LEHM bid 1 vs 4 market makers INCA 263716 10 INCA 2514 74

each offering 10 at the ask means
I'd think this stock would go down to EEUINNEETR BRUT 2614 35

P FBCO 25116 10 SBSH 2614 10

26 1116 before it will to 26 L
S e BRUT 25116 10 FBCO 2514 10 =4
) BTRD 25116 10 DBKS 2514 1 z 0K |"4 R
REDI 26116 10 SLKC 2514 1

PMS 25116 10 KLN 2514 1 y ||
accordance with the patterns of G0l 2116 ENION B =

buying and selling strength & DUP 26516 10

weakness using chars, T&S and
L2,

BEST 26 516 10
GSCO 26338 10
NITE 2638 7 =l

Remember, it's dynamic, so
respond with your trades in

oo .Jllnu‘,.....u....ML.|J“.‘

Of course, the selling pressure inthe inside ask is also bearish, and T&S is mixed, soit's pretty obwious in

this example that the stock will retrace a bit. For your stock, check the pattemn in the green band to see where

the other traders are lining up their bids and offers, using it to help time your trade entries and exits.

Module Compiehensive Level 2 Trading Technigues: Back to
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@ Module Two: Activity 4 - "When the Market Maker Flips Over”

Often times you'll see a market maker flip from the inside bid to an
outside ask level, or vice versa. This indicates he's "through™ with
the stock in the direction he was playing it, for the time being (maybe
afew minutes or so), and gives you an indicator that you might want
to bail out of the trade at that time.

Once a market maker has finished selling (or buying) for the
moment, you can mimic his trade direction, again with confirmations
from T&S and your 1-minute charts, to gain a momentum edge on
other traders.

As always, be careful to watch the tape, as he may be fooling around
with posted bidsiasks to give the appearance of buying or selling
when his true direction is routed through an ECHN, however this isn't
as likely for the 4 major mms we've discussed: MSCO MLCO GSCO
SBSH.

Baelfow s a rough animation af the paffarn fo watch for, MLC O was on the
ask (fooking ke a buyer), than he flins over the ask (now he's a selier); If
you're In long then vou might want to consider seiling as weif ifthe T&S
confirms net seliing.




NETA o [pestiarcet -] P| T [

MNotice how MLCO flips over to the
askin this rough animation we
constructed. If a major mm like
MWL CC and both major ECHs
(ISLDANCA) are selling, 1wouldn't
be holding long here.

ISLD
MITE 2312 10 INCA 23916 1
DF 2312 10 BIRD 231116 5
REDI 2312 4 BRUT 231118 5
SH 2312 3 MSCO 2334 10
LEHM 2334 1

The GOAL for this activity is to help you learn to spot reversals {or pivots) in price
direction based on what you see a major market maker doing when he flips from being a
buyer to a seller {or vice versa) on the inside bidlask of a level 2 window.

Directions:

1. Choose several stocks to watch from 9:30 am til 11:00 am in level 2 windows.

2 ldentify the "most important market maker" for these stocks based onwha's buying and
selling on the inside (yellow) bands initially (with first preference given to MLCO MSCO
SBSHGSCO).

2. Seeifyou can detect any reversals in market makers' bias towards buying or selling, based
on their "flipping" back and forth from the inside bid and ask

4. Aswe saw earlier, you can also look for trends inwhere they are playing their trade box, eg
if they drop their bids or raise their asks etc. This activity is to help you see abrubt pivots, or
directional changes, in their buying or selling activity.

5. One more of the market makers' behaviors exposed for our DTU traders|

6. After seeing a reversal, follow the T&S to see if it holds, and to see if the market maker
himself stays true to his reversed position for any length of time . Sometimes, they are
indecisive and may flip back and forth, but they will usually hold through at least a spread or
two of direciton before changing from being a buyer to a seller or vice wersa.

7. Once you've identified a pivot that holds true, see if you could papertrade it accurately,
wiolld you join the market maker in his now-changed position in the stock, and if so, will it
hold long enough foryou to make at least a few spreads’ profit by it?
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« Seeing pivots and momentum pauses in Level 2

In addition to charts, your Level 2 window can also be helpful in identifying where the
price trend is about to change, either with news buyers coming in for a bottom bounce or
selling at a top occurring, before the price drops.

« Pivots: occur when the sellers are finished and new buyers come in to buy a stock that
looks oversold, or, conversely, when buyers are finished and everyone wants to take profits,
where the stock looks overbought.

Momentum Pauses: occurs right before a price trend pivot, where the buying and selling
pressure is about egual. Uncertainty before the run (sither up or dowin) is a good time to
enter your trades, if you can read the tape correctly.

Momentum Pause price action is sometimes seen intime & sales as "in-between" trades
going off between the current bid and ask, for example if the inside looks like 41 1/4 x 41
3/8, you may see people splitting the bid at 41 5/16. This is one possible indicator of a
pending change in direction of the price trend

One thing worth noting is that these plays are for bounces and tops that are extreme, eg
usually characterized by a change of at least +/- 5% for the stocks' price action...when
you have your portfolio tracker open these are the plays for the stocks at the ends of the
spectrum, who have either gained or lost quite a bit on the day (eg shorting a top of a stock
that's up +14%, or attempting to bottom-fish a stock that's down -7.2% etc). These pivot and
momentum pause plays are not for stocks that are in a trading range, rather it's how to
identify the "tuming points" with a fair degree of accuracy on the extremes. As always, Use
small stops

Level 2 Pivots and Momentum Pauses

Buying bottoms and selling tops is almost impaossible; however, you can use Level 2, Time & Sales, and riskfstop
management to profit off of these corrections in stock prices. If takes practice and attention to your L2 windows.

[7an= 2l et her = BV sls|es 4] sfT TR

B Pl A|C]E o] 2T acabing
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Pivot off the bottom,
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Don't even try to nail the tops and bottoms exactly; the best I've done on average is 10-15% of the time for nailing it
within 1/16th. The main thing is to take a piece of the action consistently, using small stops, eq if you buy what you think
is the bottom, make sure to sell if back if you're wrong and the stock goes against you another 1/8th or more. DELL on
Feb. 8th 2000(akbowve right chart) is a good example; it kept seling off to around -5% before rebounding later in the day.

Let's look at how to use Level 2 to help identify where these pivots and momentum pauses occur

Pivots: Whenyou see one side (bid or
ask) stacked heavily in one direction a pivot

[PacE o [Bestvaret o] Bl T

|

may e about to happen. MNote that in this
FAGE L2 baxthe inside [yellow) buyers are

PAGE + 32732 b 31316 0 32732179 x10 44.2M 1422

stronger than the inside sellers and the

majarity of the trades going off in T&S are

at the ask, a bullish sign.

|'wiould be careful with this one, however,
since the 1st outside {areen) band is much
stronger with sellers.

Identifying the pivot: using t&s and the
relative speed and price momentum of the
trades is helpful, as s the mm movement
within the bands. For example, you can see
MWLC O and MASH are buying here, but are
making the market at 3 715 offered.
Daytrader sentiment seems bullish, as we
have 179 bid ISLD vs 10 ask. And, as I've
mentioned numerous times, HRZG's large
Sizes are almost always fake, so ignore
them.

Momentum Pauses: Again, these are
wihers buying and selling pressure is about
equal, right before the pivot occurs.

Inthis T&S box for DELL you can see that
the inside bid and ask depth is about the
same, with 7 players on each side. Moare
importantly, you can see a number of "in-
between" trades going off inside the spread,
at 37 3732 37 585 etc Ifthis keeps up, you
willl slowly start to see the trend slip inone
direction or the other.

If, for example, we see trades going off at
the ask, 37 1/8, and the number of players
on the inside ask start to drop you might
wiant to jump on board and hit the ask before
itrolls up to 37 1E « 316, Even better, just
try bidding with the "in-between” bids at 37
332 to get afill for any last-minute sellers.

Watch also in T&S for a relative slowdaown in
the pace of trades going off, and watch your
1-minute chart to see what's going on with

the volume. Fading wolume tends to precede
a change after a big directional move (either
up or down), as 'that crowdfsentiment wears
down, before the direction change occurs.

m. [Bid (e [ask A=
ISLD 31316 179 ISLD 32732 10
HRZG 31316 17 BRUT 32732 ¢
LCO 313716 20 SBSH 32732 9
RCA 31376 15 HRZG @%@ 153
SH 31316 10 MASH 378 50
PRUS 31316 10 ETRD 372 50
BRUT 31316 9 SHWD372 43
SLKC 31316 1 INCA 378 30
SHWD 32532 1 MLCO 378 20
DF 33/4 23 MADF 378 17
10 REDI 373

PWIC 33/

Daytrader's Play: ‘YWatching the price action in T&S as we've learned
in earlier lessons, keep an eye onwhere, within the yellow and green
bands, the major markst malkers are placing their bids and offers.

They are experienced traders and are always fading in and out of
positions at different sizes. {eg MLCO may have been a buyer at 3 3/4
through 3 13716, and wants to sell severall hundred thousand shares
from 3 13116 up through 3 15016, for a sizable profit. In terms of pivots
and L2, wiatch for clues by seeing the width of the 1st outside (green)
bands as a leading indicator, and watch to see if the major mm's are
flipping from one side to the other

You may be relatively safe joining the ISLD bidders here at 3 13/16, or
even paying Up 3 27732, with a stock like this I'd sell it if we got down to
3-4 market makers at 3 13716, though Losing traders would hold the
position down to 3 5/8 or something and hope for a turnaround. Get out
fast in fast-moving high-volume stocks on pivots like this one.

[pELL
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[efm. [ask

69 ISLD 3713
39 NITE 3718
20 NFSC 3718
10 MADF 2713
10 MWSE 37 18
PRUS 3718
ATTH 3718
RSSF 37 316
ARCA 37 316
MASH 37 216
INCA 3714
REDI 37174

j IElest darket

|

DELL

M. | Bid
ISLD 37 116
37 16
37 116
7 Vs
37 16

Daytrader's Play: Pivots are dangerous to play, as the trend is
‘usually but not always' your friend, the stock may pivot for 1-2
spreads and then reverse back to continue it's original direction.

Weep especially tight stops when you're going against the trend
wiaiting for a reversal, as these are tougher to play than other types
of daytrades. When done well you feel great, and they can be
highly profitable. You may need to take several small stops "on the
wiay down” before finding the real bottom; that's fine, just
remember that your odds are better when you're playing pivots on
extreme moves.

Of course the best pivots are to short huge gaps up on open and
buy huge gaps down on the open (Muge meaning over 11-15%);
again they are dangerous though.



Learning Your

& “Trade Zone"
Disciptine

How long it takes you to get from the "land of confusion” through the learning curve and into your personal
"trade zone" varies by individual aptitude, effort and skill. Many people will never succeed at daytrading,
looking atit like gambling and notwilling to put in the hard work, determination, patience and practice it takes
to be consistently successful.

A fair number will do okay, and a handful of dedicated people will be able to make a living at it. The ones who
can daytrade for a living will be those who look at it like a career change, recognizing the need for training,
patience with themselves, and a curiosity to leam new technigues. tis not easy to daytrade for a living. It can
be done, butyou have to e willing to work very hard at it. Reading the popular books is maybe 15% of what
you need to do to succeed.

Maost of it is market-watching, learning financials, doing daily research (IBD, Clearstation, Bigcharts,
CBSMarketwatch), learning the technical aspect of intraday trading the financial markets, learmning how to
short stocks, and other skills we continue to caver here at DTU. | want you folks to make it, just realize the
learning curve is much much harder than the books make it out to be.

£, oy " . y
y‘;ﬁ Eliminating Your Barriers to Successful Daytrading
Identifying and Getting Rid of Common Barriers Is an Ongoing Key to Trading Success:

Barrier #1: Lack of Disciplined Trading Attitude and Mindset of a Trader. To win at this game, you
need to follow the rules {such as keeping tight stops) and see yourself as a trader. When | first got started, |
put clippings from guys like Serge Milman around the office. A photo of the ferengi trader from star trek.
Anything it took to get myself thinking lilke a trader to buy at one price and sell at another price for profits is
wihiat | must learn to do for a living. by success is measured by my PE&L atthe end of each day.

Barrier #2: Mot investing the time and resources to do the job right. Get at least 2 monitors, a good
broker and guotefeed etc. etc. It's much cheaper in the long run. Having 4 monitors is great.

Barrier #3; Not being serious enough about daytrading as a profession. Some losing traders are
more like gamblers, plaving $35 low-volume stocks and trying to make a fast buck. They lose You must take
this game wery seriously if you are to take money off wall street. You're in competition with professionals;
you must think like and trade against other professionals to make a living at this

Barrier #4: Having no trading plan or entryiexit strategy for your trades. Make sure you have
predetermined entries/exits etc...common sense but when was the last time You updated your trading
journal? See the ones | developed for you in Module 1 as a starting point, develop your own.

Barrier #5: Physical daytrading environment not conducive for success: We'll look at this in detail
in another lesson; for now, make sure to have a quiet, wellit uncluttered trading area to worlk from. Use an
ergonomic keyboard, change your cursormaouse pointer icons, experiment. Keep CHEC (and the
wifefgirfriend) muted when you're in a trade, or setting up for a trade.

Barrier #6: Hesitancy to get in a good trade & staying in bad trades too long: My average trade time
decreased from 30 minutes-2 weeks when | started to around 10-15 minutes now. | miss on big runs up, but
|ike to scalp for 3/8s to 1 12 points profit many times a day now . If a trade is saying "buy me" then follow
that signal. It's much better to miss a good trade then to force low-percentage trades, though
Marketwatching is what | do 98% of the time, 2% of the time I'm trading. Be a sniper looking for targets of
opportunity.

Barrier #7: Not managing your physical readiness for daytrading: No | don't just mean drink a pot of
coffee, even though | guess that's ok too. Daytrading is highly demanding physically and mentally. Take
breaks frequently during the day (especially during the lunch deadzone, ook for stock picks then), refocus
your eyes on something far away to relieve eyestrain, splash water on your face now and then, stretch, drink
lots of watentake vitamins, have some carbohydrates prior to the day's trading (| always eat a microwayved
baked potato or have some rice and eggs etc ), keep yourself fit by walking around the block or something



a couple of times a week, whatever works for you. Daytrading is like being an air traffic controller, always
manitoring gauges and looking for signals, then responding. Refresh vourself. And, take a day off now and
then. Sit out flatichoppy days. The market will be there tomaorrow. Keep fit

dld Getting Into Your "Trade Zone"

Successful daytraders have several things in common. Let's look at the actions you can take to get into a
profitable “trade zone

1. Learn how to filter information quickly: you need to develop an experienced eye forwhat 1s worth paying
attention to (eg shorting the gaps up on open, playing the days gainersiosers carrectly, news plays, chart & level
2 signals etc ). There is way too much financial information available; learming to quickly identify what is
potentially profitable from a daytrading standpoint is an important skill to develop.

2 Keep tiny small stops although | say it way too much it's the number one daytrading skill to master taking a
fewy small scratches so you can profit from large runs is critical. It builds confidence; eg | may take 3 1/16th point
stops while trying to find a bottom before it rebounds 1/2 to 1 1/2 points; that's great. | walk away a winner. Stops
should be no more than 2-3 spreads max (| usually use 2 spreads wi'a micro look at the 1st outside bidfask).

3 Postyour winning trades around your trade area when | got started; I'd always print out an intraday chart of
my winning trades and use a green felt market to circle where | bought, where | sold and how much | made
circled, such as +262 for the # dollars | made. It's important to keep visual reminders of your successes
Document your bad trades in your trading journal and look for common threads {like the types of stocks you
played, the time of day and number of shares you traded etc ). Standardize what is winning foryou.

4. Develop daytrading goals and a trading plan you believe in: having goals that you believe in is a powerful
motivator {read Tony Robbing' stuff); now when | asked you for your daily average profit targst | mean how much
do yolwant to earn on an average day, not a mandatory daily target. Some days you shouldn't trade at all On
other monster days you should trade wery aggressively, as your net risk is lower. t's important to identify your
goals though, starting with a profit target, so you can budget for living expenses etc. Also develop daytrading
process goals, such as "l will try to make between 1 and 2 trades per day for each day of the next trading week
if| see a high-probability daytrade in front of me", or "lwill keep a 2-spread stop maximum on my next 10 trades”
or "lwill update my trading journal each Saturday morning” or " will not make a trade unless both the $TRING and
FCOMPQ confirm that market direction is headed my wiay for the next 5 trades.

5. Share your daytrading progress with family and friends: tell people about what you've learned, or at least
that you're learning new things each day. Share your trading progress, for example you could say "l've lost some,
but I'm getting better, | averaged $160 profit on each of my last 3 tradest” etc. Find supportive friendsfamily to
share your trading activity with. Avold toxc people.

& Know when to hold and when to fold and when not to trade in the first place: some days aren't good for
yaou to trade on, even if the market's great. Maybe you're not in a good mood. Or you have a hangower. Or you
had a fight with your wifefriendboss etc. Don't trade on those days, just watch, learn, or take a brealk. Regroup,
perhaps take a few days off Far learning, [find going to the beach, park or library is a nice change of scenany;
you may be re-reading a daytrading book but somehow reading it in a different place causes you (o pay attention
better. Try it

7. Read daytrading books often: My favorite boalk for getting encouragement is Friedfertig's "Secrets of
Successful Davtraders”, followed by Schwager's "Mew Market Wizards" and Patels' "Mind of a Trader". For the
mechanics of daytrading successfully, | like Tony Oz's "Stock Trading Wizard". Find books that you believe can
help you, highlight them with a college-type highlighter, and translate the concepts into specific trading strategies
inyour personal daytrading plan.

8 Find other daytraders in your area to network with. A great example is "Daytraders of Orange County", now
wiend warldwidetraders.com; they have emails of other traders in your area of each state {or call a local broker
and see who they might know). Attend occasional meetings for energy, ideas, sympathy, and learning.
Daytrading can be the wolrd's most lonely profession, so it's important for you to connect with other traders. The
chatrooms are an okay social substitute, but most do not post good calls.

9. Commit to your personal success at daytrading. Say to yourself out loud, right now, "l am a trader”. There
nows that wasn't so hard was it? If you laughed when you said it you need to keep saying ittil ya beligve it. Now
say "l trade for a living. I'm serious about it". Finally, say out loud " will be persistent and keep at it until | learn
how to daytrade for a living. It might take awhile, but Twill get there intime. As |improwe my trading skalls, will
expect to make higher profits, which [will spend on {your choice] " Clearly identify personal benefits to
daytrading

10. Make a list of helpful daytrading behaviors for your trading style: jot down what you do and how you feel
wihien yol're in commaon daytrading situations: daing research, looking for a trade, when you're in a trade, how it

feels when you exit with a nice profit, how you feel when you take a stop See what thoughts are going through
your mind 1n each of these situations and what you can do to deal with it the best you can. It helps.

¥

These tips should help your trading results, let me know how they work for you.
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s Developing the Skill, Patience, Discipline and Attitude to Succeed at Daytrading

@ Main Points:

A combination of "Successiul Trader Characteristics” exists that all of us need to continually
wiork towards improving.

If wou wiant to succeed at trading, wou have to make a personal commitment to look at things
from a different perspective, and to change some of your habits and viewpoints. "If you always
do what you've always done you'll always get what you've always gotten". | assume you want to
gain financial independence, or at least healthy profits for all the leaming and work and dues
you've paid, right?

It is not easy to change and improve one's skills, in any endeavor. A particularly challenging
field like "becoming a surgeon” or “trading the financial markets" or "getting into a great
marriage" takes a lot of sacrifice and hard work

Frofessionals, those of us who do this to pay the rent, have invested hundreds of hours of our
time and many months of intensive effort to prepare and leam how to do this right. Months of
determination and expectation of success is needed. Few will have the energy or patience to
make this part of how you make your living. Again, look at it as a regular college program, but
tougher. You have to commit the time and energy to it.

This lesson will ask you to do a seff-assessment (which you might want to re-take in a fow
maonths) to help you identify your temperament and current progress for being an effective
trader. Identifying areas for improvement can help you focus your energy more effectively on
those things you should strengthen. It's a journey, we're always striving to improve all of these.

Successful Trader Characteristics

Patience Discipline

Trading Skills

Personal Attitude

How Can Each of These Help You Make Profitable Trades?

Patience: Discipline:
» To not chase stock or enter bad = To get out of bad trades quickly
trades out of boredome instead of riding them into the
= Tolet a good trade mature, not ground, losing or tying up your
taking profit too soon, too small. capital.

= To take healthy, regular profits out of
Trading Skills: your winning trades



» Learning intermediate and Personal Attitude:
advanced technigues will help

wouU stay in the game longer. » Expectto succeed, given practice,
» Add skills that you are wealk in, learning, concentration and a

and maintain consistency in the systematic, logical approach.

ones you are already good at. « Become focused on making ita

Take the skills assessment below professional-quality effort, treating it

as a starting place. like you would any serious career.

Trading Self-Assessment: How YWell Prepared Are you To Compete Right Now?

Jot down your answers to each of the following 12 guestions to help determine your current
lewel of readiness for trading the financial markets. Use it to pinpoint your personal trading
strengths and areas for improvement. Take it periodically to assess progress.

Rate yourself on a 1-10 scale on each of the following questions:

I'm not yet good at I'm ok at this, I'rn excellent at
this, | need a lot of sometimes | do this and could
work in this area well at it teach others
T 2. - 4. 5. B ¥ 8. L= I 10
Patience
Patience

#1. | am by nature a patient person and can
wigit for things to happen.

#2. | have a good sense of timing for stocks
and usually wait for the best ime to buy and the
best time to sell.

#3. | am realistic with myself regarding my === =
expectations from trading and am patient
enough to learn how to do it right.

Discipline

#4.When | amwrong in a trade | can
recognize it, admit it, and have the discipline
to sell ata small loss

#5. | am decisive and can enter and exit

positions based on technical indicators and
momentum. ky emaotions are under control
and | am a disciplined trader. S | N N S S S

#6 | am disciplined enough to learn and
apply professional trading technigues. |
displine myself to learn from my mistakes.




Trading Skills

#7 | am a good technical anakyst, and can
descibe to others when and how to use chart
patterns, and at least 3 indicatars (RS,
Stochastics, MACD).

#8 | know how to scale up and fade out of
positions regularly, | add to and sell off partial
positions according to market momentum.

#9. My trade execution and routing skills are
solid, | can enter and exit round trip positions
quickly and via the right ECMNISelectnet
routes.

Personal Attitude

#10. | realize that to become successful at
trading, | need to take a stone cold
professional non-emational approach to the
markets and am continuoushy wiorking to refine
my professionalism in trading skills.

#11 1 fully expect to be consistently profitable
at trading, given time and practice, and am not
treating this like a gambling-type activity. |
have committed to not repeating my mistakes.

#12 | know that it is critical for me to develop
the ability to take small stops, and | am able
and willing to not ride positions down "hoping
they'll come back someday”, or committing
other basic trading errors | expect towin

My Score (120 Max Points Possible):

Traders' Self-Assessment Scoring Key:

120-100: You have all the right stuff (or at least you say you dol), you should be consistently
profitable and making a healthy income from your rading activities. Be sure to maintain your
successful habits so that you don't "backslide"

80-100: You're a solid trader with some useful skills that you've developed. Vhile you
seem to have excellent skills in some areas, other areas need improvement. Spend some time
focusing on how to build those areas that you gave yourself low marks in. Frequently, traders will tell
me that they're good in several categones but may be weak in the "Patience” department, which
COSIS opportunity (2 taking profits too soon, while they're onby 20-30% of the max available). Slowly
build up the skills.

50-80: You've got a good basic start on some of the skills that are needed; however it takes
awhile to get highly successful. Be sure to practice with small shares (eg 100-share lots) so that you
learn the mechanics of how to trade, and you become aware of how to manage your emotions and
build trading discipline over time. Allis not lost - this is a good place to start from.

12-50: Have you considered a nice mutual fund? | hear Vanguard and Fidelity have some
good ones, you can let them manage your maoney for yol without worrying about all this trading stuff!
Of course, I'l make more %age in aweek than they they do in ayear, but hey! That's their job right?

I hope this 15 a useful assessment for you, keep working on those areas yol feel are imiting your
trading profits, place reminders around your trading area, and good trading!
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« What you should be doing first thing in the morning before the market opens

@ Main Points:

« Inaddition to all the information we have from the original Module 1 page on
"A Dayin The Life", which you should take a minute to review now, there are
a few other things we should consider prior to the market's open.

« The focus of this lesson will be on the mental preparation that | encourage
you to get in the habit of doing prior to each new trading day.

We've already said you should do the following:

« turm on CHEC to see what the futures are doing and listen to the talking
heads

« yOU'we scanned the headlines at hitpffeneney chis marketwatch.com, | also look
at jagnotes com to see what the latest up/downgrades and commentaries
are

« yOUwe gotyour computer on and all your guote/broker software is set up
carrectly

« yOUwe put potential "daily picks” inyour watch portfolio to keep an eye an

« yoU've [ooked for premarket gaps on volume of at least 20K shares,

« yoU've already eaten somsthing for energy and maybe have some coffes.
You definitely need a large (16 0z) glass of water by your side throughout the
trading day, the brain worls hard and stimulates thirst during trading, water
I5 better than coffee, though | drink both.

What's next?

« Your game. The mental frame of mind that you should put yourself in prior to
trading. Let's see how it should work

The first thing you should
be asking yourselfis:

Am | Reaily Ready to
Trade this morning?

If you're not in the mental frame of mind to be an active trader on one particular day,
don't push yourself. Take a rest, take a break. Do not feel pressured to trade.

Trade only when you can devote 100% of your mind and body to the trade;
anything less will usually resultin losses.

Ask yourself each morming: Hawve you done your research, do yoll have 3-5 likely picks
inmind, and you're alert and ready to trade? If the answer is no, then go for a wall,



come back and do some research, and decide again whether you are going to trade
that day. It's fine to take an occasional day off, in fact | recommend it.

Premarket Checklist of "Mental Things to Do" To Get Ready for
Daytrading:

Here's a few meanfa! reminderdype favorifes that | find heloful, hopefully some of tharm will
benglit vou as wall,

1. Tell yourself that your trading is your business opportunity to provide for your family and
yourself. It is not a casino. You should fully expect {not hope) to make money in my trades. For
myself, | am running a small SOHO {small office/home office) business here, and | take it
serously. | trade to pay the rent.

2 Revigwing the market and sector indexes for the past 10 days, while listening to the CHEC
commentary, | start to put together a "mental map" of likely trade opportunities before the
market opens. | develop several "IF- THEN" scenarios.

3. I'mwatching my L2 and Time & Sales tickers for the sector lead stocks to see if | can gauge
the market sentiment in each sector..are they buying, chopping around, or selling?

Ay to find calm in the frenzy of market activity. It 15 easy to get overwhelmed by the data out
there, the key is to assess it professionally and focus on high-percentage likely trades

Calm used to be difficult, after trading profitably and consistently the calm comes, it's more a
matter of "not being surprised by anything the market does" . you look at the charts, the
momentum, and in a relaxed way say to yourself, "nah - still waiting" or "almost ready” or "this
i5 a good trade, | should pull the trigger here" ...

After a while you get that sense of when the trade is a correct one, you don't think you're
guessing. And if you're wrong, vour small stops save you and you look for a better entry. Or a
better trade somewhere else.

5. [ fully realize that my success depends on my ability to get in and get out fast, with small
stops and larger profits. This ratio, adjusted for brokerage costs, must be maintained for me to
be able to do this for a living. Tightening up the trades for the day is important. For my
occasional swing trades, like VISX HREL DBCC CCL T LUHET SPLS etc, | realize that my
success depends on my ability to be a decent chartist, and to roughly know where the market
will take a stock based on oversoldioverboughtivolume and other technical indicators.

6. | use analogies that are familiar and comforting to me, like golf. | will see a trade like winding
Up to drive the ball down the fainsay . What do | need to do to avoid missing my target? What
bad golf and trading habits cause me to miss out? | focus on the 'zone' | need to be in, those
moments of clarity and understanding that can only be reached by knowing the stocks you
trade like the back of your hand.

For example, | am writing this at 3:50EST, right before the close, on Monday March 27th,

2000 1 saw SPLS drop to 20 0% 20 1/16th with & wall of L2 support at 2001 just bought a
truckload of SPLS at 20 1/16th and fully expect to swing trade it to sell at 21 1/2 or better
sometime within 10 trading days . | did this nonchalantly and am back writing this 2 minutes
later. lam calm. | know | will profit. Because | trade this stock for a living, | fully expect to make
lots of money. It's easy, when you know what you're doing. Motice that from a chartTA
standpaint the last thing you should do is buy a downtrending stock with no wolume reversal,
But, like ATET amahers under 50, 1 know that SPLS at 20 is always always a buy. 3o I'm glad
Il be adding some more profit to my p&l.



Premarket Game Activity: Reacdy - Set - Trade!

In the fast-paced, high-stakes world of online trading, your ability to think
and act fast is an asset. Before the market opens, vou might want to
consider using a stopwatch to 'time' various things you are doing, to getin
the habit of click-on click-off ime-based activities. It's a fun way to get
wourself in the right frame of mind to do things quickdy, and will train you to
think in terms of faster paced action that is needed to daytrade.

Premarket Stop Setting:

Pick 4 stocks you will watch carefully throughout the morning trading session. For each
stock, take a minute to write out it's closing price, the 5-day support and resistance
levels, and the maximum stop that you will take - for example if you are trading AOL and
decide to buy on strength at 67, you might want to have a 3/8 point stop

Wirite this out ahead of the day's trading for the stocks you will most likely be trading, so
that you will take small stops more automatically, without thinking about it during a live
trade situation. You've already mapped out your trade plan and have identified your stop
loss.

Also identify where you will sell it at if the trade goes your way - | like to use previous 5-
day resistance areas as places | look to exit a position at. If it breaks through the
resistance line, | may buy it back after it consolidates and holds.
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e Creating a Successful Trading Environment: What to Put Near Your Monitors”

From my previous consulting worl with over 137 companies worldwide (sales
training, management & quality consulting etc.), | can say with certainty that your
wiork environment, in this case your trading environment, can have a significant
impact anyour likelihood of success.

In general, successful people surround themselves with a successful place to
work. This includes not only the physical layout and organization of your
workspace, but perhaps more importantly the people & other support resources
you have around you.

For successful trading, your tradestation and work environment could probably
lse some minor enhancements that will encourage and motivate you to make
more effective trades.

Some traders enjoy being in a roomwith 5-30 other daytraders. Personally, |
like trading from a quiet living room workspace at home with plenty of space
around me.

This lesson will help you look at ergonomics, layout and other things to place
around your personal computer to help you iImprave your trading results



A Successful Daytraders Work Area:

ot —

Your Personal Daytrading Workstation Area: ERGONOMICS

« Multiple Monitors: definitely get at least 2. | have 4, butyou can do fine with 2 or 3. Get the
largest ones you can afford, 17" minimum. Get a fast CPU (=P2350).

« et an Ergonomic keyboard (non-microsoft) and wrist rest for your mouse pad: makes a big
difference. | use alegal pad for a mousepad with gel wrist rest.

« Chair: get a swivel one with arm rests. Do Mot get a $20 swivel chair with no arm rests, these
are bad for extended sitting times.

« Make sure to angle the monitors so there's no glare or reflection from outside light or internal
lights, and angle the monitor faces so your neck is comfortable.

« Be sure to have adequate ventilation and that the room is not too hot or cold.

Your Personal Daytrading Workstation Area: SUPPORT & EMCOURAGEMENT

« We all know that hope, greed and fear are what causes trading losses (be like Spock,
completely logical, following predetermined rules, stop losses and techniques. Forfun, goto a
casino. Daytrading is hard worle, we're in this as a business). Here's how to keep things
successful for you in terms of your mental preparation and what to have near your trade station:

« First, make sure to have something like "Tight Stops - Mo Exceptions” taped to at least one
monitor.

« Second, use encouraging success & motivational products, posters and other reminders on the
walls of your housefapartment where you can see them. See wwwnw successories.com for ideas.
Rotate these things every few months.

» Third, make copies of intraday charts that you made successful trades in (or screensnaps of
your winning trade confirmations) and tape these to a board on your wall. | use the 3/16th inch
thick 3" x 4' foam presentation boards available at office supply stores to mount things to at my
home office.

« Fourth, by analyzing your trade journal, find out what is helping you and what is hurting you and
put reminders of these things near your monitors. Examples: "Don't trade from 12 - 1" "Don't
trade mare than 500 shares". "Wait til the momentum starts to turn, then sell" "Small stops keep
me trading - no more than 3/8 against me" etc.




Your Personal Daytrading Workstation Area: ORGANIZATION

o "A Cluttered Deskis.." well, messy and mentally frustrating. Keep your desk area as clean as
possible. Hint for the chronically untidy (like me): at least keep your primary trading area clean
of all clutter, and put allyour papers on another coffes table or the floor, anywhere out of your
line of sight. While trading, make sure your monitors, keyboard, clock and mouse are all that
you are seeing. Daytrading requires a lot of mental focus and concentration, make it easy on
yourself by putting unneccessary papers and the like out of the way where you can't see them.
Put the TV behind you {or off to a side behind vou), do not distract yourself with too much
CMNBC. I like watching it too, butit's silent whenewver I'm about to trade (which means it's muted
80% of the time, from 9:30am til 11:30am). Putting the tv out of your line of sight helps you
concentrate on your charts, L2 and trading rig like you should, not CHNBC. | rarely find CHNBC a
useful source of realtime trading information; | may put one of their mentions (mostly Joe k's)
on my watchlist for further action on a different day, but by the time CNBC talks about a stock
it's usually far too late for daytrading. It used to be that a CNBC mention would move a stock
142 point or 5o, now | find the time it takes listening to CHNEC vs. the payoff of a play is
extremely low. It's more for watching during lunch or on choppy trading days.

Start over now and then: move your desk to an adjacent wall, put mirrors on the walls, try
new layouts and combinations to get one that you feel personally most comfortable with
Experimentation is useful.

Your Personal Daytrading Workstation Area: RUNNING IT LIKE A BUSINESS

Sure, trading for a living is fun; but it's also work. Make sure to keep vour daily P&L {profit and
loss; howe much you made or lost each day) posted on a graph near your work area.
Remember that, like all new businesses, you may be inthe red for your firstyear or so. That's
normal, what's bad is to have steep trading losses in the thousands of dollars that turn into
"Investments" because the stop wasn't taken soon enough. This ties up your capital and costs
wou money. Look at many companies, eg Sears, S, whose stock price has been slowly cutin
half over the last year. Or QCOM, which has been selling off all year in early 2000, Don't make
the mistake of buying and haolding for a long time if the trade violates one of your rules. Don't let
winners turm into losers, waiting and hoping for a comeback or tumnaround. That's not how we
male our living at this; we dart in and out of positions.

| put notes like "High-percentage daytrading for daily profits is Required, Kenl Continue to
Succeed" Your mental frame of mind is so important to success as a trader; risk management
and trading techniques are critical to add to your skill set over time.

See trading as though you Just hired yourself for & job - how would you look over your shoulder
as the boss? If you're a small business owner like 've been it's automatic, you do it or nobody
else does... What measurable expectations do you have of yourself? How will you take it
seriously enough to succeed vs hoping to make it rich on lucky trades (the "lotto” approach
hahj. Make no mistake, this is a shark poal you're swimming in, wie're all here to take food from
it. Towin, you must nibble more adeptly than the the others do.

"Internal vs external locus of control”; psych 101, do you see yourself in charge of your fate, or
do you blame the market, your broker, the company whose stock your trading, everything but
wourself? Winners see themselves in charge of the situation, losses are temporary. Losers see
themselves as victims and enjoy feeling bad, generating sympathy and blaming others. |
sincerely hope you're disciplined and successful. Tony Robbins and other authors have
excellent books on the topic.

Step 1. Removwe all non-trading/non business like artifacts from your trading area and
workspace (or at least most of them). Perhaps keep a family photo, or a photo of a tropical
place you'd like to live, or other incentive, in view as a reminder as to why you're doing this.
Step 2. Do an ergonomic check: make sure eventhing is well-done. Educate yourself on the
topic; if you're going to be spending hours in front of the computer like | do it's important to take
care of eye and wrist strain-related products and equipment layout for your health.

Step 3: Add the encouraging reminders and trading metrics/graphs to keep track of your
activity as a trader

Step 4 IFyouwant, submit a photo scan and we'll post it on the message board (or on this
page) for others to see how you've arranged it. Il do mine when time permits ...



Module [he Mental Game of Dayirading; 4PREVIOUS NEXT I
Three

Back to
MODULE 3

e Dealing with Trading Losses (also see the worksheet on this topic)

A string of trading losses, or a "red portfolio”, can have a serious damaging effect on your
ability and confidence as a trader. Let's look at how to deal with l0s5e5 ina constructive way.
LOSS PREVENTION: As we've said all along, having small predetermined stops and
sticking with them is a prerequisite for your trading success.

LOSS RECOVERY: Many good traders can trade their wiay back up out of trading losses,
particularky with all the profitable trade opportunities that exist daily in the market. Poor
traders who do not resolve to change their trading habits lose.

EMOTIONS OF LOSS: Dealing with losses ina professional way, as a bUsIiNess person,
helps you to avoid major problems. Small losses are a routine part of trading. Inexperienced
traders take moderate to large losses, giving their maney to other traders and institutions.
EMOTIONS OF VICTORY: Celebrating small stops taken well should be a "new thing" you
add to your trading system. Saying, "ok, | lost $125 on a 1/4 point stop of 500 shares" is
great. Saying "aagh I'm down $850 on that ELOT tank, now I'm an investor is terrible. Swor
YOoUr wins, don't take losses personally.

Let's look at a fewr examples and illustrations here to help out:

Small Losses = A Cost of Doing Business ~ You Should See Small Sops as a

Large Losses = Trading Mistakes

£

NORMAL & ROUTINE Event

Do nottry to be a perfectionist and expect perfect trades; itis an imperfect game. You will
not by the exact bottomns and sell the exact tops; you just want a piece of the action.

« Every trader takes trading losses. The size of losses taken is what separates good from
poor traders. Resalve to take small stops, using TA, T&S and L2 indicators.

Small losses should be seen as the "lights and wiater” bill of operating your store. Ifyou're
losing a lot ws. winning you will not be able to trade for very long. Papertrade until you are
good at real trades, or at least trade small shares (100-2007 untilyou're good at it

YYou should look at the big picture, nobody likes losses, even if they're small. They are better
than large losses though, it's your daily (or weekly) PEL that counts. You can do fine just
making 20%-30% winning trades if your win:loss ratio is correct. Eg for every 3 1/5th point
losses you take yoll also get 1548 pointwin et (at a minimum).

« Small "cuts" are better than broken arms - learn how to take small stops quickly and re-
enter the trade at a better time and price until you get it night. Maybe its a short not a long -
reverse your trading style if you think you are following the right trend

Look at Moderate/Large Losses
as a Failure to Trade with Disicpline

« Alarge loss is a mistake, no doubt about it, no sugarcoating it. Sure, the key is
“didyou learn from it", but let's not let that happen in the first place, okay?

« Alarge loss means that the trader was not fast enough, did not hold their stop,

was impacted by a gap (for overnight/swing traders), or other trading event.

The benefit of daytrading is that you can control your trades 100%, and are not

impacted by overnight news; the tradeoff being that you don't benefit from gaps

that go inyour direction as well. Large intraday losses are nobody's fault but the
trader's.

It helps to remember that a good trader responds, a bad trader predicts. Intraday

maovements are completely unpredictable, you must be early to respond to buy

signals and technical indicators, the tape/T&S and other things that tell you
there's more buying than selling going on in the stock for the timeframe you're
trading it.

« Everyone makes mistakes, small mistakes are easier to deal with then big ones.
Example: look at your stock like you're on a date. Going on a first date that tumns
out badly and then never going out with the person again is a smart "small stop”
Going on a bad first date and continuing to see a person who isn't good foryaou
and then end up marrying them hoping you can change them etc. and then
divorcing twio years later is a "big loss" that should've been prevented early on.
Same thing with stocks - don't marry them unless their technicals are showing
buying strength. speaking from an early personal experience there -|

o Commit yourself to changing your trading habits and swallowing a small loss is
much better than riding it into the ground, or a margin call, or a long-term hold,
tying up valuable trading capital Get out early, get out fast if you're not right



Knowing when Not to Buy:

Let's laok at this NOWL chart. & no Pllve |ea] [

tirme in this trading day do you see any
buy signals of any kind.

Yet, people were buying and selling this
stock all day long. The intraday buyers
were wrong, the intraday sellers were
right.
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LML
The stock opened on a downtrend, !
consolidating in a tight range at 20 5/16
¥ 343 far a couple of hours. Eventually,
sellers win out as the price starts to
drop. As soon as we made lower highs
during the range at 20 1/4 % 516 over
lunch you knew the price was going
down, and could have entered a good
short. Shorts covered awhile later,
causing a minor bounce to 20

148, which was unsustained, as the
price dropped back to the low of the
day. Don't buy charts like this.

If you had bought o the open for some il ..H:IJ|.J|I|H|.|.| cod il Jl.n,jl ‘ ||||| L ;|H |M .|.|‘ i ||.‘.J| i 1 il L
reason, where should your stop have

been placed? As soon as it traded in

the 20 1/4x5/16 range.

Remember our page on only going after "high-percentage” plays, ones that look like they're winners early enough to get some
play out of it. Avoid "indeterminate/can't tell" and "low-percentage” plays vs overtrading. An important part of trading for a living.

= = RIS ARACE
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Click on each line for daytrading lessons from
the list below. Keep checking back every couple
of days for new lessons, activities and
worksheets. An underlined link means the
content is now available. Note: set your
browser to refresh "Each Session" you
reload a page...Enjoy!

Click on each link for a new daytrading lesson. Be sure to Back to
complete the trading worksheets and activities for each module. DTU CAMPUS MAP

@ = Updated pages w/in last 48 hours.

DTU Module Three Lessons:

« Mental preparation and focus: Tips for How to get into your "trade zone"

o Developing the Skill, Patience, Discipline and Attitude to Succeed at
Daytrading

o What you should be doing first thing in the morning before the market
opens

o Creating a Successful Trading Environment: What to Put Near Your
Monitors

« Dealing with Trading Losses: Or, How to Lose without saying "#@3%% |
just lost another $300"

« Maintaining a profitable risk:reward ratio in your trading

« Disciplined Trading: 10 Practical Tips to Stay Ahead of Trading Losses

« Setting Daily Profit and Loss Targets: How to Know When to Hold, When
to Fold

+ Becoming a Better Trader: Having Patience with Yourself

+ Knowing the Rules of The Game and Following Them - Daytrading
Discipline Tips

e Minimizing Losses and How to "Turn the Corner”: Trader's
"Turnaround Wheel"

+ Celebrating Victory: Trading Rewards and the Daytrading Lifestyle

Click here for Powerpoint viewer program
@ @ Click here for MSWord view progam

(3.5Megs)

+ What to Do When You
Lose

+ Finding Your Daytrading
Discipline

+ Developing a Daily Trading
Matrix

+ Increasing & Decreasing
Trade Sizes




« Thinking Like a Professional
Trader

+ Becoming Focused on the
Trade

« Using Your "Lessons Learned"”

in Trading
+ When All Else Fails...

JOIN DTU'S 'TRADER FRIENDS' REFERRAL PROGRAM

Send us email DISCLAIMER

COPYRIGHT (c) 2000-2001 Hawail Business Training Group. All
rights reserved. Duplication prohibited.

Successful Online Daytrading Training Resources
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MODULE 3
& Maintaining a profitable risk:reward ratio in your irading

@ Main Points:

Let's face it, daytrading is hard work, and you have to run it like a business if
you are to profit andfor make a living at it. To help migrate from "gambling/playing
nowy and then before workdhaving fun” into SUCCESS that's Consistently Profitable,
enabling you to do this full time from wherever you want to live, you've gotto make
mare than you lose, right?

It's wery true that | can hawve 70% losing trades but be highly profitable at the end of
each day, and at the end of each month. Tiny stops and larger profits is the key Hey
maybe | have to take 3 1/16th-point stops before | get a 508 point score that's
profitatle for me. Or, maybe | want to scalp a slow mover for consistent 1/4s all day,
that's fine too. | have much maore often been happy that | sold too soon

Here you will develop your risk:reward trading ratio needed to be effective.
Remember that they are defined by each trader, depending on your trading ste and
objectives, and must be such that your net wins are bigger than your losses. It's that
simple, yet that difficult.

Think af it as though you're running a casing: you want to set the overall odds slighthy
(hopefully largely) in your favor over the long run of trade after trade. This means you
must have defined measures and a trading plan that you stick to no matter what
trade after trade. For every time you stop out and then watch the stock reverse and
run up you'll get 2 or more times that it doesn't. That's what knocks traders out of
the game - all ittakes is the "2 or more times it doesn't” to eat away your trading
capital. Play a slot machine with a 93% payout and you'll lose capital at the rate of
T% of your stake, nibbling it down to zero. Don't be a gambler in stocks.

Instead, we'll take a highly disciplined approach that enables you to succeed at this.
Mate: if you're naot a highly disciplined person who can't make rapid decisions with
computer-like precision then daytrading is not for you - thy swing trading/buying
mutual funds instead. ;o Try playing games like Tetris that force you to make rapid
decisions one after ancther, it's been my favorite foryears.

(ETI | e | e

Your Risk:Reward ratio is simply the ratio

of the average amount yol win per trade ws
lose per trade (or per trading day, or week
etc ). Ifyou're losing 172 points and winning
1/8ths you probably won't be trading for wery
lang, right?

You have to adjust all of this by the number of
shares traded, the stock price and the width
of the spreads for the stock being played of
course.

Let's loak at the example on the chart ta the
right here, for NEOMN. S0 let's say you bought
isat 57 thinking it sold off "enough” and
wiolldn't keep going down . Wrongl It keeps
plummeting

[a TR eV o P

THE PLAY:

| BUY 56 Boure, SELL56 15/16 (+15/16)
|‘ BUY 56 Bounce ARGAIN, SELL 56 3/4 (+3/4)
\ BUY 56 Bourke Agairy SELLS7 1/8 (+11/8)
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Quiz time! Do you:
a) pray for it to bounce

b} watch like a deer caught in the headlights
of a car, frozen as the price drops out from
under you

¢} quickly limit your loss by taking 1/4 paint
stop on the trade, admitting defeat quickly

d) decide "'l hold on to this stock for a few
days or weeks, itll come back sometime, it's
a good company, nice analysts ratings, and
they just got into & deal with X
company.."

| hope you're a DTU trader who answers with
the correct choice ¢, we want to trade
against all the losers who trade like a, b and
d. We take their money.

Daytraders’ Play: For NECORM, a5 soon as the market
proved you wrong you should'e exited the position Wyhy
leta 14 point loss turm into & 1-point loss?

After letting the sellers finish, we caught a mini-double
bottom at 56, and bought the bottom 3 consecutive times
for scalps up to 57 resistance, before it broke through at
the end of the day. Very predictable stock pattern.

See, our risk reward ratio in this case (1/4 point loss to 1
point win, on average), is 1.4, we win 4x as much for
every time we lose.

Think of it like this: if you have a 1.4 loss:win ratio,
avery "win” you get "buys you 4 chances” to get it
right the next time.

Bonus Quiz question: Where else could we have
fraded the above char Long based on a key fechnical
indicator vou 588 ?(answer after the last buy'sell cycle where

you see a volume breakout indicated right before it qoes thru 57
again).

Setting Your Own Risk:Reward Ratio for your Daytrades -
You must, for your own trading style, determine the following:

Once you're in atrade, where is your predetermined stop point at? Use either a key
supportresistance level, or a "trading standard" that you use. Wy stops are always no more than 2 spreads
away fromwhere | bought the stock at. Also determine "where's my trailing stop at"? (For example, you
buy NOWL at 35 1/8, it goes up to 35 1/2 {now you should have a trailing stop at 35 1/4 etc )

Why? Because for me to make money | need to have at least an absolute
minimum 3:2 winiloss ratio, meaning that every time | lose 2 spreads | need to
make an equivalent trade {volume of shares etc) that gets me a profit of 3 or
mare spreads. With commissions, trade slippage and other factors | prefer to
shoot fora 301 or 401 target).

2\

9,

Like Serge Milman says in Electronic Daytraders' Secrats (Friedfenightest),
"these guys are killing themselves losing points and making quarters".

The first cut is the cheapest one; you have to determine for yourself howe far to let a trade go against
you before bailing out. | am almaost never disapponted in myself for stopping out with - 1/8 or - 3716 or -
1416 stops all the time. Wy broker likes this of course; |ty to maneuver for high-percentage trades, and
don't mind "trying for the win” a few times, even if | take a fewr small cuts before | nail a 1/2point+ trade
w500 shares.

Of course if you're playing JOSU DISH QCOM DCLK etc then adjust these for the 3/8-point spreads
these stocks can trade in. The main thing is to set a stop at no more than 2 spreads aways from where
wou bought in {or at least 2 spreads down from the inside bid). If I'm that wirong about a trade it'll
probably get uglier before it gets better

“The besttrades are usually right from the start”. eg. | bought the bottom of WCOM on Friday
112112000, nailed it exactly for 500 shares and made $187 in T minutes. Boom.

But, | kept fishing for bottomns for the rest of the day in WCOM and gave back most of my $187 in
commissions . Shouldwe taken the money and run, waiting for a breakout above resistance. However,
| traded the bottomfishing correctly in that | kept 1/16th point stops. WCOM newer did run more than that
first successful trade | made.



To make a long story short, | made $187 on the winner, and lost from $30-$45 a couple of times on the
times |wasnt right. A breakeven afterncon in WCOM, but at least | managed the trades correctly. Just
goes to show you we all make common trading errors, mine was inviolating the "don't overtrade” rule.
Atleastitwas fun. And wow 00k at those 1-second order eéxecutions.

By using limit orders,
sell using market orders
in fast-moving stocks.

O, wour turn. Pick any 3 stocks you trade regularky, and write out on a piece of paper where the
key 5- and 10-day support and resistance levels are at.

o, wirite dowm what your stop will be if you bought a breakout above a key resistance level

Finally, wirite: down how far you want to trail yvour stops at {| generally use 2 spreads, maybe 1 if
I'm trading in size, eq aver 500 shares).

As always, papertrade it for a few days to get the hang of it, then trade with small 100-300
share size trades just for practice

Remember that you can always get back in a stock if you stop out, it climbs down some
more, and starts to rebound on volume. Or, if you sell with a profit in an uptrend and it breaks
through some key resistance level after pausing for a bit, doing a "shake™.

One of the key things | had to learn wias to not think in absolutes, saying to myself "well | tried to
buy WCOM and | missed it so now | won't trade it anymore today”. Instead, be a fighter and if
wou still hawe the initial reason to enter the trade in motion in the market for that stock at that
time, then try again.

Think of itlike "chipping away" at a large gold nugget, waiting for a big piece to break loose
and fall into your trading minecar. You'll get some scrapes and dust in your eyes (small stops)
along the way, but keep tring If your reason for entering the trade remains intact (eg a breakout
on volume). Wait to buy the dip in an uptrend vs. buying the top and having it fade back. Keep
atit. Learn the psychology and behavior of the traders in that stock on that particular day.

Best wishes!
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Disciplined Trading: 10 Practical Tips to Stay Ahead of Trading Losses

@ Main Points:

ken
Calhoun

Aside from reading the book, The Disciplined Trader, I've found a number of basic
disciplined ideas that help me to stay profitable consistently in the long run.

Here's 10 quick tips to help you: hopefully you're already using a few of them in your
trading.

If you are and you're still behind, don't warry; just refocus on trying to use 1 to 2 of them
differently each day until you're able to say "I'm doing all of these consistently” . If you
are, you can begin to minimize your losses and start the path to turning around and
becoming a more successul, disciplined trader

fnote: if the spinning rings bug ya, type ALY A to stop animations, View'Stop
Animations)

fb #%8=2 Define your stop and exit target before buying or shorting.

This means to have a predetermined trade plan for the stock before you do anything related
to buying, selling or shorting the stock. As targets of opportunity come up on your trading
charts and lewvel 7 screens, quickly consider the risk and expected profit before entering the
trade



| Wip#2:

= Tip#33

¢ Tip #Ge

S Vip #5:

Prepare for each day you intend to trade both mentally and physically.

Yol have to take a bit of time to get yourself geared up to trade. Trading scared, trading
tired or trading with anything less than your full concentration will lead to losses. You may
wiant to start by trading only several days out of each week instead of trying to play daily.

Fhysically, wou should take care of yourself eat some carbohydrates in the maorning, not
just coffee, eg toast, a microwave baked potato or rice for energy. Take a few deep
breaths, stretch your body a bit. Go for a walk during the lunch hour.

Wentally, you should do your DD (due diligence) and prepare a wiatchlist for the day prior to
the open; once the market has opened also keep an eye on the % gainersilosersimost
actives for shorting and bounce opportunities. Get your mind in shape to trade by
practicing with a trading simulator or other paper-trade device. | find playing tetris-type
games keeps my mind alert to develop the rapid decision-making ability needed to
daytrade effectively. Get "Tower of the Ancients” at woene fiendishgames com, for example.

Finally, if you're not up to trading on one particular day, then don't. Take the day off. The
market will still be there tomorrow.

Scale back your trade sizes if you're losing consistently.

Mathing can be more mentally devastating than a string of losses. Things seems frustrating,
and you're worried about losing even mare capital. You want to "get out of the hole and at
least break even”.

To getthere, you need to: 1) review why you lost in the first place: eqwas it the stocks you
played (like cheap $5 chatroom purmp n dump specials), was it lack of discipline to keep
small stops, lack of knowledge of level 2 or chart patterns.. stc? 2) papertrade til you are at
least 40% successful with your choice of trade entries and exits 3) start back in the game by
trading just 100-200 shares {or less, for expensive stocks) 4) work up your share sizes back
to 500-1k shares after you are effective for at least a few weeks Using 100-200 share size
trades

Gain more knowledge, regroup and resolve to re-educate and re-train yourself.

Learning from others who've made it can be a big confidence-builder 1find if 've lost and I'm
feeling down | re-read the "Secrets of Successiul Daytraders” by FriedfertighYest | enjoy
reading the attitudes and intensity that these guys have in the stories they share. Everyane
has different books they like; make a commitment to building a library of "defensive
resources" to help encourage you to examine your errors and commit to more successful
trading habits.

Much of what you need to be successful is inthe subtleties that are not included in many of the
books, I'm attempting to bridge that "intermediate/advanced practical gap" with the DTU
content. But, the trading basics and friendly authors' voices in many of the books out there are
helpful for encouragement and to help you get back on track. Buy a bunch of daytrading books
from Amazon.com and return the ones you don't ke, Also, get some of the tapes from last
year's daytrading expo at hitpu v onlinetradingexpo.comirecordings html and the
recordings atws worldwidetraders com in the members' area | find listening to other
traders as well as reading their words is helpful. Tell them | sent you.

Get in touch with other daytraders in your area.



If there is no group, consider starting one to meet and share trading strategies. Tim of
"Daytraders of Orange County" started the big chapter down there, see if you can get an
informal monthly meeting at a local restaurant started to swap daytrading strategies and
technigues with others. | plan to start up a chapter here in Hawaii if | have time (hah), you may
hawve luck by contacting others in your area.

The wiorldwidetraders com has geographic contact info. for other traders in each
state/country, start by emailing others, perhaps phoning a fewr local brokers to see if they
know of anyone who daytraders that wiould like to meet every now and then. Daytrading can
be alonely job it's good to share and get encouragement from others.

"D #6: Change the stocks you trade, and narrow your focus.

Anongoing personal trading challenge | have is to keep my list down to under 20
stocks | wiatch each day; it's entirely true that you can make a living daytrading a
single stock {or a small group of 1 -5 stocks)

There's so many to choose from it's tough to limityourselfl t's kind of like going to a
nightclub or bar with a lot of women to dance with; you have to choose carefully or
you might get a bad one {ok I'm stretching, butyou get the analogy). (%)

It's easy to get in the habit of following a few "favorite stocks", but you must exercise
discipline and ask yourself questions like "ol, of the last 5 trades | did with this stock
hiow miany were winners, and what's my profit and loss trading that stock? Since
waou now knowr to run your trading like a business, you must cut that stock loose and
not trade it anymore if you aren't successful with it. Many stocks are very difficult to
daytrade consistently (like INTC MSET for me, at least); remember to pick stocks

that meet our trading criteria.

Change the stocks you trade, no matter how much you "like them”, if they aren't
making money foryou. Some stocks are difficult, low-percentage stocks to dayirade.
Recognize this and move on. For daytrading | like CIEN NOWL DCLK AMIN SPLS,
for example. Your mileage may wary, e.g. try stocks you tend to dowell with.

Tip #&2 Experiment with different trading styles; e.g. go to swing trading for awhile.

If your daytrades are losing you money, you might want to try a different trading style
for a couple of months, eq fade back to swing trading (buying and holding from 2
days to a week or more, depending on when a good profit is reached).

MWamy traders are more effective at swing trading and investing than they are at
daytrading. Make sure you do not mix the two trading styles, howewer! Your stops
are generally looser for swing trades, and your profit expectation is also higher In
swing trades, you will carefully use the 5- and 10-day charts, along with standard
longer term indicators like the 50- 100- and 200-day WA lines for support and
resistance. You will be keenly aware of eamings dates for not only your stock but
those of major customers for the stock you are buying that might impact your stock.

The key is to not mix the two and treat your swing trade like a davtrade. Sure, if your
swing trade runs up and you make a good profit then take it (eq | recently swing
traded DBCC from 8 1/2 to over 9 and took profit when it looked good).

'i' #8832 Don't"average down" {adding to losers) or use other bad trader habits.

"But it wiorked for me the last time | did it", you exclaim Well sure, and Tennessee got
to the playoffs this year too, but over time it will not wiork It's ok to add to your winners
inasmall pyramid (eg buy 500 at 44 1/8, add another 200 at 44 144, sell them all at



44 151161, Do Mot average down (bought 200 at 33 1/2 bought another 200 at 33
'cuz it looks cheap, bought 500 more at 31 because | know it can't possibly go any
lowwer than this, then capitulate and sell them all for a loss at your 30 stop. Afterwhich,
of course, it rebounds ). Sound familiar?

Don't doit, just say no to "averaging down”, a loser's way of playing the market. buy
strong stocks, sell weak stocks. It's like golf, you need to get rid of bad swing habits
that cause slicing, in your daytrading you have to eliminate losers' trading habits like
averaging down, ewen if it did work for you an a couple of occasions. Also avoid
trading on choppy, low percentage days, or during the lunchhour (in general).

m Tip #9: Change your trading environment drastically.

Go buy a better chair (| use a leather execs chair wibuilt in massage that swivels,
wery comfortable and effective), get ergonomic keyboard and mouse (| use a legal
pad for a mouse pad, bestidea I've ever had, | wirite my day's trades on it winotes
etc)

Change your manitor and computer setup: perhaps change from one wiall of the
room you're into anotherwall, reconfigure the tables and chair. Above all, make it
comfortable and clean. A cluttered trading environment is bad for you.

Add motivational posters and sayings to your trade area. | use a coffee mug from
Successories that says "Expect toWin". | do. Also, have reminders posted to your
monitors {| have "Tight Stops - Mo Exceptions” posted and it still helps me to
remember to get out fast when I'mwrong). Read Tony Robbinsg' books over and over
again. f you really get into it, you'll start to believe, and malke it happen Expect
success of yourself, and be willing to "do it right” to achieve your goals.

m 'b #10: Ok I'll say it again: Resolve to Keep Small Stops, and Use Trailing Stops to
Lock in Profits on the Way Up. Discpline, discipline, and more discipline.

Anyone teaching about daytrading can't say this enough, because more people say they'll do it
but waffle when they're In a trade and lose their money than | can keep track of your trading
should be highly mechanical, not emotional. System-based.

This is @ game that requires absolute discipline, concentration, and rapid decision-making
abilities . If you cannot do this, then put your money ina mutual fund and go worl for ancther man
for a living.

Fersonally, the thought of putiing up with the bs that goes on at most companies (and the harrific
loss of personal time that goes with a 8-10 hour day job) is a tremendous motivator for me to
abide by the rules of this game . Life is too shortto spend any amount of itworking in someaone
else's office Being your own boss 15 exhilarating Ran my own training business here in Hawail
for a fewy years, over 130 clients, now daytrading full time. It's great.

Hawing time to golf, spend with my new baby and wife, and enjoy shopping and fine dining here
inHonolulu is a "dream life" that | do notwant to sacrifice. Daytrading enabiles this lifestyle, the
price is intense study, continuous learning and commitment to follow the rules.

Expect success from your efforts. Commit to changing your life It can happen, if you're strong
enough. Most people aren't. Good luck with it.



[he Mental Game of Dayirading;

4FREVIOUS NEXT b

Module
Three

Back to
MODULE 3

¢ Setting Daily Profit and Loss Targets: How to Know When to Hold, When to Fold

@ Main Points:

« Developing the skills to know the best price
to take a stop loss or take profits at takes
plenty of practice. Nobody ever gets the
exact top and bottom consistently, your goal
should be to take a piece of the price
mowvement off the table as profit for good
trades andfor exit the trade at a minimal loss
if you're wrong.

One of your best tools in this area, besides
knowing the 10-day support and resistance
lewels, and intraday volume and range, is
your own sense of when the stock is
overextended or oversold and “looks
good" to you for a buy or sell In daytrading,
wie ook for the extremes and play
retracements off the extremeas. The obwvious
example s an opening gap up or gap down;
eq if the futures are - 15 orwaorse on the open
{arare occurrence) you'd expect some
buying, with a retracement into the single
digits, as stock prices "look cheap" to
traders and institutional investors.
Remember, what "locks good" to a

professional is typically more of an
extreme than what "looks good” to a
beginner If my stockis up over 12% on the
day, Il look to sell If a stock is down over 9%
on the day around 10:30 on no news, | may
be looking to buy.

Many people say you should not have profit
targets and to 'let the stock tell you' when it's
fime to sell Rubbish fyour stock trade is
ower 5-10% inyour favar then take a profit,
e you bought at 20 and it's now at 21 344 or
22 142, I'd look to take the profit, or at least
sell half your position to lock in the profit and
“walt and see' for the rest of your position,
Lsing a trailing stop.

PROFIT AND LOSS TARGET GUIDELINES for TRADERS:

» [fthe l0ss s over 1-2% against you, egyol
bought at 20 and now it's 19 3/4 and
dropping, look to stop out and wait for a
lowrer entry price. You can always buy the
stack back.. the commission is an
insignificant percentage of your total
potential gain or loss....get in the habit of
buying, stopping out small, taking profits
healthy, and you'll be a successful trader.
Taking small stops continues to be the #1
challenge for virtually all traders; we need
to put trading rules in place to help us have
the discipline to exit a losing trade guickly,
and re-enter when the price has stabilized
and is back an the upswing (it may not be
til anather trading day)

Each trading day is it's own "world”, spend
alot maore time than you currently do
looking at the daily composite charts
{$COMPQ, $SPX, $TRINCG/FTICK) as wiell
as gector charts like $RLX $S0X $GIN.
This tells you you if there's more net buying
or selling, along with the trend, for the

group of stocks that you are trading. They
are major indicators that you should use to
determine money flow direction; far too
many traders ignore the sector and market
indexes, focusing only on their stocks'
intraday charts The major indexes can
helpyou see the overall direction of the
markst, which you should pay a lot of
attention to.

Determining support and resistance levels
will help you decide where your stops and
profit targets should be, remember to stay
at least 1/4 point ahead of the market in
yaurtiming so that you can sell into buying
strength and buy on panic dips and buys

Deciding When You're Going to SELL is MUCH
More Important than When you're going to Buy



» Unlike conventional trading, you should spend 80% of your time and energy figuring
out where you will sell and 20% of the time on where to buy. Most traders have it
wrong and put a ton of energy into figuring out where to buy, with little energy being
spent on managing the more important Sell side of the transaction.

« Ty setting sell targets at slightly under where you Dought (for stop losses) and use

trailing stops to lock in profits. Stay a spread or two under the average "wiggle" in

the stock price, eg if it wiggles in 16ths in a 1/4-pointwide band on the way up, use
atrailing stop right under the ‘wiggle/shake' area.

Managing the sell side of your stock trades is much more important to your

success as a trader than managing the buy side. Most traders fail at this

Set Your Targets BEFORE You Trade

« Mosttraders do a haphazard job at best in this critical area - impulsively buying near
the top of a stoclk, getting shaken out or taking a loss.

« By "setyour targets before you trade” | mean WRITE THEM DOV N FROMNT OF
YOU ona piece of paper where is your stop loss, where will you sell to lock in profit?

« IFyou are trading in size, over 500 shares, jot down a quick note of how you will scale
out of the position as the price goes up. What's vour strategy? Make sure to have
one.

If You Can't Keep Your Targets, Make Your
Software/Broker Do It For You

« Most software platforms, including Cyberx, Datek and others, let you set stop losses
and sell prices to automatically trigger for you

« Many people like to go with "mental stops". This is fine if you're experienced and

scalping teenies or flipping 1/4s and 1/8ths, but if you're newintermediate you really

should use mechanical stops at first. At least for some of your trades.

Experiment with the software, | get frequent trader questions from people who need to

knowe the basics of what a sell limit order vs marlet order etc. is. Please see the help

resources available atyour broker and call them to ask them to explain how their

particular software platform works to help you set stop limit orders. Use them.

Scale In and Out of Positions Using Targets

« Wyhen you're trading more than 500 shares or so, you should scale in and out of positions,
unless an unusually large move warrants immediate action on the entire lot.

SCALING IN: When you buy a stock that's going up and you add more stockibuy more as
the price keeps going up. This is for those rare occasions when you've "caught a runner
early in a brealkout" and there's still a lot of upside left, in your opinion. You might also scale
inas an "Average down” on very rare occasions for swing trades, but remember your
pyramid must be built with larger positions at successively lower prices, vs incremental
adds on the way down (more on this strategy in a later lesson)

SCALING QUT: This is when you are gradually selling off your position a bit at atime, lets
say you have 1000 DELL at 52 1/16th and the price is up to 52 /8 from your buy point, you
might wiant to sell 500 at the 5/8 and wait to see where the price goes before selling the
rest of your position. If the level 2 shows thin support at 1/2 and the price starts to drop,
then you might close out the balance of your position at the 1/2, locking in profit before the
price drops. Or, if the price keeps running up you might sell at 7/3, taking profits of 500
shares at 5/8 and 500 shares at 7/8.



« Usetargets to determine ahead of time how you will manage your scale-in and scale-out
trades. This is particularly important in the case of stock going against you, you might scale
out most of your position at the initial stop, say 800/1000 shares, keeping 200 to see if you
get a bounce ... if it doesn't bounce where you thought itwould, then sell off the remaining
200 and wiait for a consaolidation before buying back in again.

The Mental Game of Trading and
the Successful Use of Trading Targets

Does trading occasionally cause stress for

you and get onyour nerves?

« | have found that it brings much calm and order
when | have designed the borders for my
trades ahead of time: the borders being my
stops and exit targets.

e It's also a useful trading development tool, as
you can look back over the charts and trade
stops/profits to see where you stopped out too
soon or too late and where you took profits too
500N or too late

« Totrade consistently for a living and have a

net profit at trading absolutely reguires along

string of base hits vs. home runs. Your trading
stops and targets will help you decide when to
take profits and when to stay in the trade.

When to Hold and When to Fold?

Although I'm not a big Kenny Rogers fan, his song
captures the essence of successful trading in
SOME Ways.

You have to decide, ahead of time, when you will
let the ante go to the other fellow {your small 1/4
point stop), and when to hold your trade for more
profit

If the cards are against wou in a trade after you've
ante'd up then give up the trade, take a small hit,

« Use targets to determine ahead of time how you will manage your scale-in and scale-out
trades. This is particularly impartant in the case of stock going against you, you might scale
out most of your position at the initial stop, say 800/1000 shares, keeping 200 to see if you
get a bounce ... if it doesn't bounce where you thought itwould, then sell off the remaining
200 and wait for a consolidation before buying back in again.

The Mental Game of Trading and
the Successful Use of Trading Targets

» Does trading occasionally cause stress for
you and get on your nerves?

» | have found that it brings much calm and order
when | have designed the borders for my
trades ahead of time: the borders being my
stops and exit targets.

o IU's also a useful trading development tool, as
you can look back over the charts and trade
stops/profits to see where you stopped out too
s00n or too late and where you took profits too
500N or too late.

» Totrade consistently for a living and have a
net profit at trading absolutely requires along
string of base hits vs. home runs. Your trading
stops and targets will help you decide when to
take profits and when to stay in the trade
internalize them. Your trading must bring out
your best, most competitive expect-to-win
qualities. Use trading as a vehicle to help you
gain financial independence and to develop
these important personal success
characteristics.

When to Hold and When to Fold?

Although I'm not a big Kenny Rogers fan, his song
captures the essence of successful trading in
SOMe ways.

You have to decide, ahead of time, when you will
let the ante go to the ather fellows (your small 144
point stop), and when to hold your trade for maore
profit.

If the cards are against you in a trade after you've
ante'd up then give up the trade, take a small hit,
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« Becoming a Better Trader: Having Patience with Yourself

@ Main Points:

After discipline, patience is the second-
most important personal skill to develop
to help improve your trading profits.

One of the challenges we all face in tring new
trading styles is that we can, for example, be
too impatient with our swing trades and use a
daytrading-type profit target (recent example
{War 2000} | bought ROST at 13 and sold 3
days later at 15, but holding another weelk
wolldve given me 22 1 took a 15% profit but
coulde had 80% if I'd been more patient with
that swing trade. Could've would've
shouldes have no place in our trading self-
tall, thoughl).

Entry, exit and profit targets all help build
patience, let's look at a few new ideas,
though.

In daytrading, much of our impatience comes
from a sense of "not knowing what to do”.
This can be the 90% of the time you're
wiatching a stock looking for a good place to
by, it can be from feeling frustrated that you
haven't made a lot of good trades lately, or it
may come from the greed to take quick
profits when you should let the trade sit longer
50 you can book a bigger profit

Determining support and resistance levels,
along with patterns, such as cup and handles,
breakouts from trading ranges, trading
channels and trends, are all key in helping you
decide if you're being too hasty or too slaw in
terms of your patience with a trade

Fatience should not be confused with taking
large losses or letting a trade get away from
yal with @ stop that's inappropriate for the
trade timeframe (scalp/dayswing/position)
and number of shares you're trading,
howiewer.

« Don't "be patient” with a stock whose
price is falling, for example. Sell at a tiny
stop and patienthy wait for a better time to
enter the trade, if opportunity presents itself.
Be patient with a stock whose price is
rising, locking in profits with a trailing stop.

Personal patience can be enhanced by a
number of simple activities, such as slowly
counting to 20, or slowly reading off the
day's closing price for each of the last 20
trading days in one of your favorite stocks,
for example

Why is patience important to the trader?
Ve need it for several reasons:

to avoid selling too soon and taking overly-
small profits

to avoid overtrading and commission
chum

to avoid entering bad trades

to to use more professional trading
technigques, like buying at the bid and
selling at the ask

Why is patience important to helping you
develop your personal trading style? Can
wou think of several benefits, or reasons,
why you need to personally devote some
time and energy to trading patience?

Exceptions for taking fast profits: when a stock
jumps up over 15% or more you should set a
stop right under the peak, or sell into buyers....
but those are rare occurrences. Below s an
example from March 29, 2000 on how selling a
spike is fine, and patience is not called for
fcompelling immediate profits are always good
to takel)

Orders = "Exec Opens 72 Alerts Stats Mone

PiL
L 153m

] 200 16 11418 +1 5416

HR

Defining your time horizon and profit'sell targets prior to
entering the trade will et you know if you're being "patient
enough” as well. If you're buying a stock that's just been cutin
half on bad eamings, for example, I'd set a 15%-25%
retracement sell target, eg it goes from 60 to 30, you by at 30
144 the sell target might be 34-36 or so for a swing trade and
maybe 31-32 on a day trade.

Trading Areas to Develop Patience In:

$262 profit taken on
small HRL swing
trade March 29
2000,

Sell signal: 16%
price spike on no
news, time to seli
and rebuy on
puliback.



Personal Learning

Almost all traders | work with underestimate
how mach there is to learn about trading stocks
for profits - have patience with yourself.

You should read at least 15 books on stock
trading, highlight them, make notes and develop
wour own sel of trading tips. lost of the books
are too basic, but they do offer a starting place.
Choitug up against the stock market unarmed with
detailed trading skills leads to financial losses -
the success ig in the details of leatning how to
trade.

Tohelp develop patience in this area, tiy
making a commitment for how many hours each
week you will set aside to learn our DT
content and content from other sources

When to Buy

« Ayoiding choppy or low-percentage trades is

an important success skill. Most of the time,
you will be watching the charts, not actively
trading. Figuring out when a breakthrough or
reversal is about to occur is the skill to wark
an

When to buy? It's always better to avoid
questionable entries and wait a bit before
plunging into a trade because you're bored or
because of g cnbe or chatroom call

Since it's your money, be very careful before
you hit the ‘buy' button. Enter your positions in
small increments, eg start with 100-300 shares
and build the position up from there, don't just
jurnp in to buy 1K unless it's really on fire, a
rarity.

Try calling the intraday tops and bottoms of
your stocks by papertrading, based on the 3-5
day support and resistance, as a skill-building
activity.

Stock Research/TA/DD

« Many traders want chat room and site picks vs. doing their own
stock regearch. This is & mistake. You need to be an
independent, strang trader, not using a crutch of ather peaople's
stock picks, many of which are incorrect anyways.

Learning Technical Analysis is a core trading reguirement and
takes manths of study. YWe provide patterns and training here at
the site to help out, it will take you many hours of practice and
rmarket watching before you can correctly identify
overbought/oversoldstrending stocks that you can trade
profitably.

To develop patience here, use our worksheets and other
materials you develop yourself to help you decide what the buy
and sell signals are for stocks that you are watching or trading.

When to Sell

Traders' success depends largely on their sell decisions
Sometimes it is difficult to hald a stock that is showing a
decent profit. Other tirmes it is difficult to sell a stock that
is showing a small loss. You must learn to do both
consistently, and professionally.

Depending on your trade time horizon, you should look at
support and resistance levels, trends and volatility to help
you determine when you have gotten enough profit out of
your trades, or when to cut a loss.

| have found that selling when the stock is up over 12% for
the day, or when it fails to make a higher top after 10:10
am for overnight holds ete. are good times to sell. Selling
fast with profits in your pocket is an effective strategy.

| have lose when I've held on "just a bit longer” for intraday
trade selling decisions. The time to sell is on a minor
shake after the stock has run up in your favar a fair
amount. Example, you buy DCLK at 81 and it's up to 88
1/2, you might set a trailing stop at 88 or 87 1/2 and close
the position before it turns against you and trades down to
g3.

Trade Time Horizon vs # Shares

FIRST QUESTION TO ANSWER: If | buy this stock, how long am |
willing to hold it to show a profit? Yhat are my stop and profit
targets?

SECOND QUESTION: |5 this the best price level I'm likely to get for
this stock on this trading day, or can | get a better price by entering
after lunch selling is done?

THIRD QUESTION: How many technical and momentum indicators
are lined up to support my decision to trade this stock?

FOURTH QUESTION: How many shares will | buy? Should | "scale
in" to the position by buying a few hundred here and adding, or
should | buy the whale position at once?

These are the types of questions you should be asking yourself,
and yes they require patience, plenty of it!

To help develop patience in this areas, think of the market like a
professional does: we don't get excited over rmuch of anything, we
know the ranges and behaviors of a handful of stocks we trade
regularly, and we are on the casual lookout for high-percentage
apportunities.

Example: I'm a SPLS trader and buy from 18-20 and sell from 21-
23, on swing trades. If I'm daytrading it, | look for MSCO on the
inside bid and know that it gets it's first peak around 10am, so | look
to buy on open or wait til after lunch ifit's still showing strength.
That's about it. Mo magic, no uncerainty, | know this stock and
profit from it 90% of the time | trade it. It's not exciting. It's a job. |
know how to produce money trading this stock

For yourself, focus on just a handful of stocks you want to trade that
have nice volatility (but not too much, like SPYG METR GEME etc,
unless you're an experienced trader). Put the hard work, discipline
and patience needed into understanding what these stocks do
MOST of THE TIME. That way, you're not surprised by the stock,
and can reliably choose good buy and sell price levels.

That's how you trade, folks - realize when there's a good price
level to be had, and buy it. Or, realize when there's a lot of trading
exciternent in the stock AND THERE'S STILL LIKELY TO BE
ENOUGH FOR YOU TO PROFIT FROM 1M THE NEXT 15
MIMUTES. A big mistake | see far too many amateur chatroom
traders make is to enter WAY too LATE. You should skeptically
look at a chart and say to yourself things like "yes the PMTC
entry Would Have Been Good, way back at 11 34, now it's at 12
7/8 and maost of the momentum is out of the stock, | Should Mat
buy here." Don't buy stock at 10:00am, in general, that's when |
sell rmost of my stock, | like to buy on down days around 10:30 for
the bounce, if we started off on a down day, or play the afternoon
short cover rallies and bounces.

Patience to NOT TRADE is the maost important one to develop.
Study all the examples at DTU and try to see things from a pros
standpoint: why do we care about a stock, how closely do we
have to fine-tune our trades to make them profitable?

Patience to Let Your Winners Run (for Swing trades onlyl) is the
second-most important.

Mibble at the market consistently, dan't wait for home run $1000
trades all the time. | am happy to exit a trade of 100-300 shares
with & $180 - $350 profit. With 1K shares | want $500-$300 or
mare. {unless | am tick scalping, in which case the §1255 1/8th
paint on 1K shares is fine)

Do Mot Be Patient when it Comes to Small Stops, howeverll]
Don't stay in a losing trade and say to yourself "l need to be
patient with it". If it's a daytrade, take the small loss and wait for a
better entry. Like | said, you can try to enter the position 2-3
times on the way down waiting for a bottom, with 1/16th - 1/5th
point stops. Mo big deal. Or, buy breakouts and set the stop right
under the suppaort line.
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« Knowing the Rules of The Game and Following Them - Daytrading Discipline Tips

@ Main Points:

Becoming a "disciplined trader” is the biggest challenge you will have to overcome if you are to
siucceed You can learn all the tools and strategies, but if you lack the discipline to enter and
exit trades mechanically based on the signals we teach, all is lost.

YWhat dowe do about it? People are remarkably slow to change, and so | find it takes more
than just teling people to be disciplined. it is helpful to include "systems"-type changes inyour
trading environment to make disciplined trading more natural for you, more automatic. For the
fellow trekkers out there, in trading you have to be Spock, not Kirk. Be Kirkwhen you're
spending the money, be Spock to earn it. Sound right?

Like any business, using and acting on metrics (measurements), are critical to success here
Knowiwhen to hold and when to fold, know when to sweep profits off the table, know when to
cut aloss small and try again. You can always buy the stock again, just "sit out” downtrends and
buy on strength. Massar said itwell in his How fo Get Starfed in Electronic Davirading book
that "stops are like fences to help the trader knows when to enter and exit positions”

| find that using "Visual Reminders" on the wall is a big help for me to maintain my discipline
and focus for trading. Trading for consistent profits requires you to be businesslike and
professional, not like a gambler walking into a casino {even pro gamblers have predefined win
and loss limits they follow, which is more than most new traders have).

Develop these in Powerpoint or Word, print them out and tape them to the edges of your
monitors. My personal favorites are;

"Tight Stops - NO EXCERPTIONS",

"Critical to Your Success: Sell at SMALL STOPS"

"Da You Buy or Sell stocks Today? 15 the NasdagfS&P Green or Red?”
"High-Percentage Daytrading for Daily Frofits is Required”

"Discipling —» Success”

"Become Wealthy. Just Do It"

Also keep some of your trade records posted to the walls, both winners and losers, so
wou can see what happened "by chance” s, what happened because of a system you
followed. Make your losses count for something, learn from the losses and develop
countermeasures where possible to avoid repeating the mistake in the future. Over time, you
should develop a set of disciplined trading skills that serves you well, based on previous
winners and losers

All good traders will tell you discipling is the key to success; this lesson will share other tips on
how you can develop the mindset of a disciplined trader. There's a good book out by the same
title, Schwagers “Intro to Technical Analysis” also has a superb chapter on 82 trading rules .a
‘must by’ hook Look at these resources, they can help your trading

Setting trade alerts is also useful, have your software flag you when your stock has met a profit
target or a stop point. Also using time of day pattems to your advantage will help (eg knowing
that the market usually wealkens from 11:30-1:30, or our 10-10:30 nasdag bounce etc).

Examples:

First: Define your own personal specific "disciplined trading” areas for improvement - Check
all that apply:



Ag g fradar, | know based on mylosses [ nead to work on Jmproving thase spacific skills:

_ Due Diligence (DD} | need to do a better job of my own stock research, vs relying on chatrooms
or stock picking services to pick my stocks. | need to learn how to pick high-percentage stocks.

__ Basic Technical Analysis {TA) : BEeing able to correctly identify supportiresistance levels &
trendlines

_ Advanced TA: Knowing how to interpret and use RSl stochastics, MACD and sector indexes

__ Entering Trades Effectively - Buying Tops and Bottoms: | need to do a better job of not
biuying false bottoms' or buying the high of the day for my trades

~ Exiting Trades Effectively - Using Stop Losses: | need to predetermine stop loss limits with
more discipline and stop letting stocks go too far against me.

__ Exiting Trades Effectively - Selling Too Soon: | need to develop disciplined patience to let my
winners run, so | do not take a small profitinstead of a large profit

__ Learning from My Successes and Failures: The only bad failure is one that's repeated over
and over again. | learn how to improve my trading based on my experiences, refining my trading
approach over time until it becomes more systematic and less emotional and hunch-based.

In looking at the list, to this day | still check "all of the above" (except for DD, if's a career process.

Second: Make a personal commitment to yourself to change into a highly disciplined, efficient
trader. At least for 80% of your trades.



You need to make a decision to run this like a business. It's not "fun, hey look my stockwent up”; in
the long run only those of us who take it seriously are still doing it 5 years later. Plan on trading for the

next & years, profitabiky

What do you need to do differently to run your personal "daytrading business"” so thatit is
successful? Like any business, it involves hard work. Lots of self-study, practice, papertrading and
small-share (100-200) trades to get the hang of mastering your emotions without it costing you a lot if

You're wrong.

Add a brief trading log {journal) to your wieeldy trading habits, make it very brief and easy to follow,
there are numerous downloadable powerpoint example logs in Modules 1 and 2 you can use to start
with. Look for patterns in your winning vs losing trades, identify and eliminate bad trading
behaviors (like learning how to golf, it's tough to break bad habits sometimes).

Discipline: Avoitdf most chatrooms. Baware
of bad "idiot traders" out there, hucksters and
professional market makers. Take the time to
learn howi to trade correctly.

Please do notlog into chat rooms to follow
sheep into bad low-percentage trades. If you
must use chat rooms, learn from the few good
educationally-criented rooms, the “wity was
that a good trade, what were the indicators
we used?" type of rooms. If they play cheap
under-$20 stocks then beware. If nobody says
things like "semi's are strong today, the
$SOX s up, the trinis 1.4 and the $tickis. "
etc . then beware If they're saving "ELOT is
running, everyone jump on board. ELOT to
10" then press Alt-F4 immediately. (o

I you check into those rooms year over year
you see a lot of new sheep, a few wolves, very
fewi are still there for the long term, because
they lost all their capital and now they're back
at a day job talking about "gee the stock
market is tough”. Dont get whupped. Avoid
bad chat rooms. e spent many weeks in
both free and pay chat rooms, amazed at the
low lewel of information that's dribbled around
out there. Learn to hear what a professional
trader sounds like.

Aspiring New
Daytrader

Pro market
makers and
Ripoff high-
priced chat room
pump and
dumpers who
want your money

Finally, develop a Disciplined Trading Fersonal Action Plan:

Your Trading
Discipling is your
"safety balloon" that
protects your capital.

Let's look at making a plan to help you develop the discipline you need to succesd. Getouta & 172 x 11

piece of paper and list the following:

Top 3 reasons why I've lost money in the market trading owverall.

Top 3 things I've done right recently to either take a profit or limit a loss.

List of 3 techniques | am going to start using to be more disciplined in my trading {eg taping
reminders to monitors, putting trade confirmations on the wall, keeping a brief weekly trade journal).

One thing | will do to reinforce or reward myself for following my trading rules and discipline.
Eq buy yourself lunch on days that you followed "the rules”.

One thing | will do to ‘punish’ myself for not being disciplined and breaking my rules. Try
something fun, like "make yourself eat something you don't like on days you don't follow the rules".
Simple but effective behavior mod tips that worlc to shape trader behavior to be more successful



The Mental Game of Dayirading: 4PREVIOUS NEXT M

Module

Three
Back to

MODULE 3

« Minimizing Losses and How to “Turn the Corner”

» The bad news? It's not easy. Nothing

™~

« freyoutired of losing money inthe
market? A lot of "almost got it's? or
"oops | really missed it on that one!"
or "my broker's getting rich why aren't
2t

Here is a step-by-step process
designed to help you "turn the
corner” and stop losing, to
become consistently profitable
trading in the market. | can't
promise that it will happen for you, as
the real work (and profitloss) is
solely your responsibility. These are
effective trading guidelines that we
hawven't covered already, put together
in a logical model that we hope will
help you start sweeping profits off the
wiall street table

Start here:

Traders "TURNAROUND WHEEL"

Document

y

Improve

Practice

N

Educate

that's worth having, like financial
independence, is ever easy. Trading
stocks is tough work. You want to get
rich, you have to worlc hard at it. It can,
and has, been done, by thousands of
other men and women . Why not join
them?

The good news? This process is
designed to help you take control of
your trading outcomes and should
help you identify and take action on
personal trading areas for
improvement. Commit to it for 2
wieeks and see how it does foryou It
helped me get out of frustrating,
frightening trade situations and
develop a maore experienced, relaxed,
profitable professional trading style.

) 2000 DTU

)

Experiment

l

Evaluate

e



Let's look at how to successfully go through each step in the "Trader's Turnaround
Wheel" to help recover on the road to profitable trading:

Document

It's wiell-known that “you can't improve what you don't understand”. To understand how to trade
mare successiully, you need to begin by documenting some of what you are doing
Ewen if they are very brief bullet points, begin by keeping track of each of these

« Decision criteriavou are currently using to enter maost of your trades (it's usually a
combination of things), which of these are the most important to you: chart patterns/TA,
momentum indicators like TS, the price of the stock, the time of day, current news/cnbc
mentions... Also make a note if you are trading on 'hunches' etc. vs technicals.
Decision criteria you are currently using to exit the trade: do you have price/%
‘targets' you follow {eg a retracement or breakthrough goal), momentum indicatars,
Money and risk management: this is an eye-opener, do a "post mortem" on your last
month's worth of trades. What is your average gain per trade and average loss per
trade? I we make that a ratio, what is it? Even money? 2T winloss? 1.3 winloss? what
are your stops and how smalllarge have they been? You know you're supposed to
define your stops/maximum risk before buying stock, what % of the time to you hold to
your stops?

Experiment

The next step is to clearly identify which parts of your trading you can experiment with {your
trading “variables") and define different alternatives for these You may find, for example, that you
do better at swing trading this year than in scalping/daytrading. That's fine. You need to find your
best personal "trading style". Are you a cowboy? An analyst? What's your style?

The pointis that you should not get locked into one particular trading style, especially if itis not
profitable for you. Also, you may do "just ok at one type of trading but do much, much better with
a different style. Experimentation is the key. Give yourself permission to "tiry out” new ways to
trade, until you setfle on a successful personal trading style .

Some common areas to consider experimenting with in your trading include:

« Which stocks you trade MNasdag/MySE, Internets, Semis Retailers, Biotechs etc

+« How many shares you trade at a time: |s your average trade size 300 shares? 1007
5007 10007

« ‘Your average time in the trade and what time of day you typically buy/sell stock.

« ‘Your trading software, broker and trading environment. Try a few. See what works.

L af's say, for axample, thaf vou plckad ugn soma had hahifs In a chat foorm and are using Dafek
fo frade S00-share fofs of juniky sfocks ke ELOT. You've bean iosing. Well, fny swifching fo
bettar stocks using our frade cntena (Moduwle 1), scale back to 200-300 share fradeas, ine buving
sfocks around 10:30 on davs thaf open down (looking af SCOMPOVESEX), and use cvber or
mbirading and esignal vs. a free quole service. That stuff all makes a difference. Try ouf whal's
avallable. And vou decide fo make vour own frades and mule CNBC inslead of following
bunch of losers In a chal room.

Evaluate

This is the easiest part, | suppose. Evaluate your daily Profit & Loss, measured in dollars, and put it
onagraph. Use a spreadsheest if you want, plot your daily winfloss



One thing | did that wias helpful was to make a horizontal trading fractions checklist and place
check marks near the amount of my winsflosses for each week Itwas a tremendously helpful tool;
below is an example of what it looks like; just make a similar one and place x's on itto record each
trade you've made each week.

WINNING TRADES

MWON-WINNING TRADES

What else canyou do to evaluate your trading success? Part of it is to keep track of your
emations while in the trade did you keep hope, greed and fear down while entering and
exiting in logical, mechanical, professional manner? This takes a long time to get right.

Educate

Wirtually everybody who has lost a fortune has also read a few daytrading books. Let's look
at other wiays you can get successful trading education:

« Observe a professional day trader in action - this s the bestway, spend some
time looking over the shoulder of a pro (and don't distract himfher with too many
questions). You may be able to dothis at a live daytrading brokerage firm, or through a
training provider. NOTE: Be cautious of so-called "boot camps” that encourage hyper-
active trading and then sell you a broker account as well; they just want you to "blow
Ut your account, giving them several thousand for the training and several thousand
more in commissions or commission order flowe. They should teach you money and risk
management, using small shares, in slower-paced trades at first, not level 2 scalping
50 trades a day. I've heard plenty of horror stories. Check references thoroughly. Go
one-on-one with a good trader, and require the trainerffrader to show you his
personal recent trade confirmations to prove he's a good trader.

Learn from other traders: see if you can get a "Daytraders of {your town}" group
started as a way to network and swap stories with others who trade.

Seminars and workshops: I'm sure some of these are great and maost are not.
Check references and ask for the email address/iph#t of others who've attended, and
really check it out. Don't waste days of your life and $3,000 on sormething that isn't
going to help you. Carefully check the content outline of the seminar and see if it's
Just basic information you've already learned or if they can teach you advanced level 2
trading techniques and chart patterns. Ask: how much time is spent on chart patterns,
risk management and level 2?7 vs. the basics of "what's an index? how do you buy
stock?" types of topics you can find anywhere. Many traders make for poor
trainers; they have no facilitation/platform skills and thus do a lot of one-way
lecturing vs. interactive activities. Check for the trainer's style: ask how much
time is spentin hands-on interactive learning? vs. listening to a lecture. If all
they dois lecture, ask to buy their audiofvideotape/book instead!



« Spend at least 10-15 hoursiweek on your various learning activities (including
yourtime at DOTU). You are attempting to learn a very complex and difficult subject:
trading the financial markets has made some people wealthy and many people less
wealthy . It's a zero-sum game. Don't let positions go too far against you. It's fine to go
buy a bunch of books, but watching a pro trader is the best experience you can get.

Practice

Closely related to "experiment”, you need to now try out various activities and trading
styles to see which one best fits you as a trader. There s no "right wiay" or “wirong wiay" to
trade g5 /ong a8 Yol make mongy consistantly.

« Do nottry outtoo many ideas at once, you need to isolate and optimize each part of
your trading to develop the best combination possible. Try a new software
packagelbroker for one wieek, try trading a different stock the next weelk,

etc. practice until you assemble a successful trading style. Test it out.

Practicing with paper trading is ok, but I'd encourage you to trade live as soon as
you feel comfortable, because the "mental game of daytrading” is impossible to
master until your money is on the ling. Besides, slippage in real trades (eq trade
delays, computer problems etc) needs to be experienced as well. Just start off slow,
don't wiorry about commission break-evens too much, just do 3-4 trades a day max
on 100-200 shares of lower-priced stock with 9% stops to test outyour ideas &
minimize risk. "Capital is harder {o replace than ideas ars.” {my quote).

Improve

Okay, we're at the last step in the wheel: improvement. It's a never-ending circle (or at least it doesn't
end until you retire wiealthy from your stock gains, which yol should plan to do nowe )

o back over each step of the wheel and ask yourself, what am | leaving out? what else do | need to work on
to get my trading %ages up?

Improvemnent is measured by your ability to carny out successful trades, in dollars. It's your P&L at the end of
the day, nobody elses. Do not make dumb trading mistakes and give money to the other guy He'll just go
by beer with it or something 1.

How, specifically, does one implement trading improvements” Start with the process measures that
we looked at above (number of trades, time in the trade, average P&L per trade etc). Then look for
incremental improvements, "fine-tuning" your trading skills until you arrive at the best combination. It talkes
a heclk of a lot of persistence and an unwavering desire and personal expectation to succeed. | had no
doubt | could succeed at this, it's just a matter of ime. The less time it takes the better

Motivating Yourself to Trade Successfully: Do something wiorthwhile with your gaing, like help your
family, donate a hit to charity, whatewver it takes to give you a motivation beyond the simple dollars. You'll find
that when you're on a "mission for money" you can make great things happen; many of us need more than
just the dollars to motivate us. | go out and by hobby stuff, take the wife out for a nice dinner etc. as a
remindear to myself as towhy I'm doing all this. Find your own motivators. Make it happen
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+ Celebrating Victory: Trading Rewards and the Daytrading

Lifestyle
@ Main Paoints:

e To become a successful trader, you must
really believe that it can happen. Many people
expect to lose unconsciously and therefore
do. You rmust overcome this

Please educate yourself 10 times beyond
what you normally would to effectively trade
stocks Buy at least 20-30 books on
daytrading and technical analysis, and review
this site often as well. Do not rely on stock
picking sites and chat rooms, unless the
ermphasis is on Why the trade was made.

By arrming yourself with all of the knowledge
available at DTU and other good resources,
you will significantly put the odds in your favor
far being a consistent trader.

Read a lot of books, view a lot of tapes and
develop your own trading style. There are no
"ragic chart pattern” setups, there is only
learning how to trade like a professional. This
takes time. Anyone who's traded longer than
2 weeks know that pros play against
amateurs wha try to buy dips on higher highs
higher lows etc... thats why theres so many
reversals and headfakes out there in 1999-
2000 trading.

percentage trading opportunities. Basic TA is
not enough towin, though it's a start.

There is a very long learning cuve invalved in
trading stocks profitably - you need to
reinforce your effort, energy, and money spent
in pursuit of learning how to trade by giving
yourself small incremental rewards when you
do things right.

How do you celebrate victory? If you're like
me, you'd rather beat yourself up over 3 dumb
trade rather than pat yourself on the back for
making a good trade....perhaps it's hurman
nature.

You need Energy, and small rewards (like
taking yourself out to lunch or dinner, or buying
the latest trading book etc.) will help motivate
you to continue your efforts.

Do Mot reward yourself for a winning trade that
you got by breaking the rules (ey doubling down
or holding through a long dip). In the long run,
those plays will eat your capital.

Reward yourself for being a Consistent,
Disciplined trader that follows a trade plan,
whenever it pays off for you

You can make a living trading by being right
ma;wage your mon\ey and rigks pFoperfy. It's the
risk management piece that costs most people
their capital, not the trade entry side of it.

This lesson will walk you through some
technigues for reinforcing winning trading skills
that you are developing.

Also review this link from the homepage for a bit
on "Daytrading Rewards".

What Motivates you To Trade?

Personal (Inside) Motivators:

These are things that are related to your
personal values and actions that get you
"pumped up” to trade from within yourself.

Make a mental check - Which of the
following are most mativating for you?

POSITIVE

Your sense of satisfaction from
executing a trade correctly
Youvalue not losing money,
praserving your capital.

Youwant to develop the trading skills
to gain profits.

You're motivated by learning new
trading strategies and skills.

External Motivators:

These are motivators that come from
outside of you that reinforce your trading
skills.

Make a mental check - Which of the
following are most motivating for you?

Maoney. Lots of nice trading profits.
A new place to live, bigger & nicer.
A different car to drive.

Upgrade computer hardwiare.

Mew clothes.

Afford better restaurants. No more
99-cent food. (0

Praise from famikfriends.
Independence from having to work
for someone else to get a paycheck



for doing what they tell you to do.

NEGATIVE: « Geographic flexibility, being able to
live anyplace you choose, as long as
« Fear, Hope, Greed the internet connaction's good.
« Sense that you need to impress family « Ability to provide better for your
and friends with home-run trades. family, give them nicer things.
« Apprehension, warry, Concern over
personal trading skills. What else molivates you fo irade befier,

from oufside”
What slse molivates you fo frade belfer,
from Inside?

Mate: Although they may seem less impartant at first, it's really the personal mativators that often have the
most genuine power over your results.

Figure out your targets and methods to acquire thern before trading. Then figure out why you should care
about trading anyways.

Realize that a Trader is a Trader, eg you are buying and selling something, and you need to becorme good
at prices. You need to become good at timing.

And, you need to become great at mastering your emotions and developing the skills that will enable you
to compete with professionals. Mever gamble or enter an uncertain trade. Learn to spat the high-potential

setups and play them, with small stops and small shares, until you become good. Then increase size and
tighten up stops, to take more profit at lower risk

The Daytrading Lifestyle

Here are the four steps you need to get through to gain a daytrading lifestyle. How long will
each one take you?

It could very well be a year in each phase. Or it could be a matter of months in each one
It's all up to you and your personal skills and temperament. The key is to make daily
progress towards reaching each new step. Here they are:

st - Siop the Losing: Learning to Trade
Znd - GelHing to "Breakeven-Trading"
3rd - Taking Small Consistent Profils

4th - Trading in Size for Large Gains

THEM, you get to where you're: livll'hg the Life

I'm no millionaire daytrader playing with $200,000, | have a decent capital base | use to
make a living trading, and itworks.

The key is getting thru the learning curve as painlessly as possible, while learning
eventhing you can, constantly taking notes and watching the market.



Do you think: that stock picking sites and chatrooms are useful? The educational ones
are, but many are not  learn how to trade independently of CHNEC and chatrooms. They
wigre a huge waste of time when [was first learming. Do your stock screens with the free
winivy Digeasyinvestor. com, use wiway quotetracker.com to follow a portfolio of a few
hundred stocks, watch for breakouts and news etc.

Living an independent lifestyle is very important to me personally, | think that living in
hawaii fullime and spending more time with my family is great - | hope you can also
achieve your goals and profits by becoming a trader.

By the way, that's very important, to set in your mind's eye the self-image of you
trading stocks professionally, with an educated eye. You knew why you bought and
sold the stock at the prices and times and share sizes you did. You weren't looking for a
magic bullet or a "good stock pick” to follow .. you leamed how to recognize plays on your
own, and because of your continued hard, intslligent worlc you learned how to become a
stock trader. Mot a stock-pick follower, a trader in your own right.

Please realize that it's difficult, | keep saying this because | see a ton of undereducated
amateur gamblers in the chat rooms who lose their money. After the April sellofffcrash the
free chat room members dropped by 30-40%! Wow a lot of guys went broke and are now
flipping burgers or something Con't let it happen toyol

Learn how to trade professionally, not to try to make "lucky” trades now and then. That's
rubbish, and in the long run you'll lose, just like 95% of the people who go to Las Vegas.
Ask any local, they don't gamble. They have to pay the rent. Vegas businessmen didn't
build those multimillion daollar resorts out of thin desert air, they built the playground out of
the public's lost money. The bank and financial centers are built in part from the trading
winnings made at the expense of others as well It's a leapfrog game. Don't be a gambler,
be an educated trader, and make some real money out there.

YYour goal should be to make a living at this, or at least rake in consistent profits, week
after wesk. Sure, it takes hard worlk. 15 it worth it? Yes, if you have discipline, intelligence
and persistence. No, if you're lazy and want easy money. Mo such thing.

PERSOMAL REVWARDS FROM THE DAYTRADING LIFESTYLE:

Finally, | want to ask you to take out a piece of paper and list out 10 things you want to
achieve as a result of your trading activities. These can be financial or non-
financial .. anything that makes it all worthwhile for you.

What rewards would compel you to put in all the enormous energy and wiork it talkes to
become a professional trader? What gets your enthusiasm up in terms of things you
could do with extra capital? Remember, that extra capital is won $300, $300, $1100 at a
time, wery rarely do traders take huge gains consistently, its the small consistent payoffs
you're after. You can only get that with a consistent set of trade rules

Trade well and prosperl
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@ Module Three: Worksheet 1- What to do When You Lose

« The Powerpoint worksheet below can help you learn how to
@ manage and deal with trading losses more effectively
« You should complete this at the end of each day or each week,
depending on your individual trading syle and needs
« Use itto help you deal with trading losses professionally,
without getting discouraged.

What to Do When You Lose - A Worksheet to Help

Let's face it - nobody wants to lose any Sometimes, though, especially when people are new
money when they trade stocks. to trading, they may make mistakes and end up
Infortunately, this fear keeps people taking individual losses of over $500, which is harder
from taking trading losses when they're to deal with. Since that $500 loss is really $1000
small and letting them get too big. wiorth of buying poweer, with margin, it's tough to trade

wour way out of that loss
That common amateur approach either

ties up capital in a "dog pound" of This wiorksheet is designed to help you wirite down

lasing stocks that you need to hold onto some of you thoughts, your plans and ideas for

for months or years to get your monsy dealing with trading losses successiully.

back from [If evar), or permanent, large

losses. Small losses/stops are what | call "winning
losses" {oxymoron?); large losses are what I'd call

Learmning to recognize and take smart "losing losses". Taking small stops is fine; You can

stops is a crucial key to successful afford to take many more small losses vs. several

trading. | might take 2 or 3 1/16-point big losses, right? Timing your entries to take small

losses before | get the bottom of a losses of no more than 2-3 spreads {usually 1/4 point

stock, fromwhich I than get a 3/8 - 1/2 ma for stocks priced at less than $50), ever, is a

pO\r|1t gain from, for exarmple {in hallmark of the successful Nasdaq stock day trader.

scalping.

Let's look at how to deal with them professionally:

You should use this worksheet {or a similar one you make yourself) to help you analyze
and deal with trading losses effectively. This is a "mentalfemotions” - handling type of
trading loss worksheet vs. the analyticall trading stop-loss mechanics type of
worksheets found in the earlier Modules 1 and 2.

Notes on Trading Losses:

1. Frequently, when traders make a losing trade they feel a sense of loss of contral, and tend
to take things out on others, or on themselves through unhealthy habits. Regaining ons's
control over the situation, and of a sense of commitment to keep ontrying, 15 essential to
become a successful trader

2. Don't beat yourself up; it's a very non-logical market where events happen that make no
sense. Don'ttry to impose logic on a non-logical market. If there was an easy logical
science to trading, everyone wiould do it and nobody would go to day jobs (and the
companies whose stock we're trading would suffer (*_*).

3. The best science we can develop to improve consistent trading profits is what we're
prasenting in DTU, all the tips and dao's and dont's of trading stocks. Even then, the traders'
emotions are their biggest enemy, as they cause losing trade behaviors. Surrounding
oneself with a trading plan, following the rules of the game, and making a commitment to
improwe your ability to stick with your trading plan is important

Directions:

1. Print out a copy of the worksheet below and fill it out on the next 3 days that you
suffer trading losses, particularly if they are large (over-$500) losses. (hopefully you took
small stops, but you may have an occasional swing trade w/overnight gap down and end up
closing a losing position at a loss).



R . . Goal: Improwve rny ability to rentally handle the disappointnent
Dea"ng with Tradlng Losses Worksheet J and frustration of rading losses in a helpful, professional way

M
. List 3 Words That Describe How You FeltWhen You
g Stock That | Lost Money On:  ___ Hit"Sell”, Knawing that You Were Taking a Loss:
) Dollar Amount That | Lost: $ _
: Fraction/Points that | Lost: _
Number of Shares Traded: _
Trade Analysis: Lessons Learned: My Personal Commitment to Changing
Howe | Trade Similar Situations Next Time:
W.hy dicl you buy this stock when you did In retro spect, how would you This is the important part of the worksheet. Give some
(cirele one or more): hate managed this trade thought to these, and printkape a reminder of them on
differently then you did, overall? one of your monitors.
=TA: Saw a Breaktrough on Yolume
*TA: t was Bouncing oft a supportlevel Based on my trading losses and trade analysis, what ar|
*TA: Other Chart Pattern THREE THINGS | RESOLVE TO DO DIFFERENTLY
*News/Earnings Release Play FROM NOV/ ON, EVERY TIME | TRADE A STOCK:
=| Just Thought itwas going up
*Durnb Chatroom Call
sLewvel 2/Tirme and Sales Mornerturn VWhat TA or other solid 1
indicators could you have used
differenty?
Vhy did you sell this stock when you did? 2)
(cirele one or more):
= hit ry predeterrmined stop
» started tanking and | panicked out Did any emotions eloud your 3)
» had been halding it for days ar weeks and jutgem ent during the trade? i
I'gottired ofwatching it not go up s0, what did you leam about
~Other reasan: yourself and your trade
management skills?
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o-rksheets Module Three: Worksheet 2- Finding Your Daytrading Discipline

develop faster, more solid trading discipline

« Ittakes months if not years to develop iron trading discipline.
The key is to stay in the game long enough to survive with
most of your capital intact, until you can "turn around" and
become profitable.

« Discipline, Profit, Success, they are all related.

f +« The Powerpoint worksheet below is designed to help you

Let's look at trading from a military But there's & lot more to it than that, from a traders’
perspective for a minute. You're at war with personality standpoint. Many people lead uncisciplined
the ather guys, the "open market" out there lives, they are procrastinators, they do not maintain control
YYou are fast and correct or slow and wrong - over their careers and their results, and end up blaming
wihich will you be? others vs. taking personal responsibility for improving their

living situations. (i chose to be financially independent, have & great
farnily and live on a tropical island by the age of 36. [ did &t I'm not
special. 'm just highly disciplined and work very hard, For myself & my
family, not for another man's profits)

Finding your discipling is tough! It starts from
within, a commitment to your mission of
profitability, and your Uniwavering expectation
that your trades will be right maore often than

That's all it takes in trading, too.
they are wrang.




In helping traders from around the world, one
thing I find is that most are woefully
underprepared to wage war in their trading
activities, least of all daytrading, the toughest
type of trading of all to master consistently.

As wie've seen, gaining a disciplined trading
approach requires the heavy use of metrics
and actions. That is to say, you have to be
able to make rapid data-based trading
decisions consistently. Having
predetermined exit stops is crucial, as are
approximate profit targets.

Finding your discipline is a process 1 find that documenting
things helps me, | have brief 40-pt size printed trading
reminders {"Small Stops Keeps You In The Game" etc) and
encouraging notes around my workspace.

Having discipling in your life also means having fun in other
areas as well. Both are needed for balance. Look at your
discipline from a military standpoint: you're ona
mission in hostile territory and you want to capture
profits. vou hawe towatch out for the land mines and
enemy soldiers that dot the trading landscape. Be
committed to achieving the mission Focus. Do lt

You should use this worksheet (or a similar one you make yourself) to help yvou go through the
trading thought process needed to achieve better trading discipline.

Notes on Discipline:

1. Mew traders need to have fences, or reminders, around their trading activities to help them make
better trade decisions, in a faster, more imely wiay. One thing you can do is have your software
alert you to breakouts or bottom bounces, you should also experiment with mechanical stops and

trailing stops while in a trade.

2. Lack of discipline is a career-killer in trading, as in any serious business endeavor. Making an
effort to develop the proper discipline needed for success can help you in many areas of your
personal and professional life. Committing to deadlines, going the extra mile within a tight time
frame, even something simple like being more decisive when order lunch ar dinner at your favaorite
local restaurant, will be of help to you as a trader.

3. The best tool | found when | got started was to write down, on a pad of paper next to my keyboard,
the stock ticker l'was considering buying, the number of shares, and both the stop loss and profit
target lwolld have for each of my trades. This might be like: SPLS 200 Buy at 20 1/8 Stop 19 718
Target 20 1/2-20 7-8. Something like that helps - sowhen you see the stock price falling you are
also looking at your stop loss and have a finger on the mouse ready to click Sellwhen the trade
goes againstyou. The profit target | use to sell right under whole {or major fraction) resistance, esp.
ifl see a wall of sellers on level 2 after a nice 3/8 to 5/8 point run up in the stock. It all helps
Discipling & Logic is your friend. Emotions are the enemy of traders. Be Spock. Completely

Logical.

Directions:

1. Print out a copy of the worksheet below and complete it once every few months, or
whenever you feel the need to gain better discipline in a trade.
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@ Module Three: Worksheet 3- Developing a Daily Trading Matrix

<

weaknesses.

Do you feel like you're fighting back and forth with the
market, like the cartoon on the left?
One of the best ways you can learn to ‘break out' of a

+» The Powerpoint worksheet below is designed to help you
identify your trading habits, patterns, strengths and

L5

choppy trading style (which only makes your broker rich),
is to learn to capitalize on trading patterns and habits you
have with our Daily Trading Matrix (below).

Your Mental Trading Patterns: Make them Work for You

Al of us trade using our habits and skills that
we've developed over time.

The amazing lack of discipling and market
knowledge | see in new traders who are trading
{and mostly losing) real money makes me
wionder if they're truly committed to trading for
consistent profits, or are just gambling.

"If you keep doing what you've always done,
woU'll keep getting what you've always gotten”,
applies to trading as well. Maintain and enforce
the skills that make you a good trader, and find a
wiay to isolate and reduce those habits that
cause you to lose maoney.

One of the areas that is overlooked in marny
books is the need to be able to quantify and
reduce unhelpful mental trading habits. Telling
traders to "have discipling” and "take small
stops” is fine, but usually not enough.

This worksheet is designed to help you recognize
behavior patterns inyour trading that are bath
successful and unsuccessful, and reshape your
trading style to one that is more profitatile.

As | always say, we go for consistency in this
game. I'd much rather be a trader that can get
80% of my trades right on 1/2 point trades than

20% on 1-point 'home run" trades. The sign of a
professional, intrading like all careers, is
someone who can consistently post the numbers
that show success. Like golfing, or bawding, or
going on sales calls, or playing billiards, it's the
consistency that we seek to achieve.

The toals I've developed are all here to help you
gradually learn how to trade consistently, and
profitably.

You should use this worksheet {or a similar one you make yourself) to help you learn to

improve your mental trading habits.

Directions:

1. Print out a copy of the worksheet below and complete it daily for one week out of every
month {example: do it each day for the first week of every monty), or whenever you feel the
need to understand your mental trading patterns more thoroughly.
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@ Module Three: Worksheet 3- Increasing and Decreasing Trade Sizes

The Powerpoint worksheet below is designed to help you learn the

% important skill of Position Sizing. This is when you add and subtract
to your position in a single stock based on profit targets and chart

patterns.

You may, for example, buy 400 CPQ at 22 1/2.... then add another 100

at 24 1/8 in an uptrend, then sell half (200 shares) later at 25 7/8, and

the other 200 at 26 5/8.

Scaling in and out of positions like this is a very important skill to

learn. You should not always be trading in "all-or-none” type trades,

you want to adjust your total position size based on price action and

chart patterns.

You do this to lock in a percentage of profits at a certain price and

"try for more" with the rest. It's a professional variation of using

trailing stops...every pro daytrader and market maker trades like this,

you should too.

While not a 'mental’ trading technique, | thought it might be good to

add it in here since itinvolves a change in the way most beginning

traders consider managing their positions.

Increasing and Decreasing Trade Sizes

Adding to a position does not mean "averaging The technique is to
dowin®, although that may be one technique that




-

people are familiar with. As opposed to that
tgenerally losing) method, we want to instead
look at ways to dynamically change our total
position size based on price action and chart
patterns.

Frofessional daytraders trade in total lots of 1000
shares, generally speaking, and may scale up
from an initial position of 300 to add to a winning
position. As | mentioned in an earlier lesson, you
should not add to a losing position, and should
not add to an uptrending position in gradually
larger sizes.

Instead, you want to play the probabilities Let's
look at a few examples:

» Buyadd smaller share sizes in winning
{uptrending for long) positions, til you reach
atop or resistance lewvel, then fade out of the
position either all at once or gradually, with
the biggest number of shares added at the
top. Example: | buy 300 DCLK at 46
142 buyers come inand | add another 100
at48 144, and add a final 100 at 49. [ then
sell all of them at 49 3/ around 10:15 am,
or, sell 300 at 439 3/4 and use a trailing stop
for the other 200, eq sell them if it drops to
49 1/2 Total profit $1225

This worksheet is designed to help you add and
manage trade size position scaling more
successiully Yes this technique costs a bit more
in commissions, but is wellworth it when you leam
howi to manage it professionally.

You should use this worksheet (or a similar one you make yourself) to help you learn to manage
your trades by using the technique of "position sizing".

Directions:

1. Print out a copy of the worksheet below and complete it whenever you are contemplating
initiating a new large position (either long or short).
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@ Module Three; Activity 1 - "Thinking Like a Professional Trader”

Professional traders look at their work as any career business person does, with a
sense of responsibility towards producing results, of mesting the expectations of their
boss, of being competent and effective inwhat they do. So should you

It helps to imagine having a "pit boss" looking over your shoulder as your trade . Is
he going to yell at you for entering that last trade you entered, or say "looks good, let's see
where it goes?"

What would an imaginary traders' manager say as you enter or exit each of your trades? If
he's a coach-type he might ask, "okay, why did you buy there?", "was that the best place to
sell?" "good effort, you got a good piece of the momentum on that last onel" etc. Be your
o Mpit boss” and critigue each of your trades with a practiced, professional eve.

In turning professional with my trading, | found that over time | evolved to "not being
surprised” at anything that happens for a stock. Instead, | became opportunistic and
faster inwhat | did. f | see a stock gap down, I'l check my realtime news, the 5-day, 10-day
and & manth chart for 100- and 200-day Ma and chart pattern etc, all in the space of 10-20
seconds. Then | make a trade decision: should | buy, short, or wait? Then | execute it.
Developing a professional traders' eyes for the market takes hundreds of hours of
practice in market watching. There is no other way. \Watch realtime tick charts and time
& gales 'tapes' over the manths ahead to gain the expernence in seeing how the market
behaves.

It does you absolutely no good to just look at chat rooms and stock-picking sites alone.
Sorry if that's not what you wanted to hear. Those resources can certainly help accelerate
your leaming, ifyou choose wisely, and that is good. But to trade for a living you need to
do it on your own Mo CHNEC no chat rooms, no stock pick of the day sites It takes time
Trading stocks is a profession that takes a minimum of months, and usually at least a year
or twio, to become good at. Itis difficult work and | have never said otherwise It can be
wiorth it, if you are persistent and willing to be strong at doing what it takes to succeed.
This activity should help you learn to evaluate trade opportunities and look at the
market like a professional trader does. Remember, the vast majority of would-be
daytraders overtrade and "blow out" {lose) their accounts in a short time. Do not
become a statistic. Learn to slowly do this successfully. Commit to it.

Pros Respond Differently than Amateurs Do:

Situation:

1. Divergence exists in
the market, semis
($S0X) are stronger
then internets ($GIN)
today.

2. A trade is going
against him (or her).

3. Trade is going with
him (or her).

Pro Traders’ Action:

1. lgnorefturns off charts for all ‘nets, puts
up a few more serniconductor charts to
look for trade opportunities (takes 1-2
minutes).

2. Exits imrediately, waiting for a better
re-ertry price.

3. Takes some fast profit, sells the
position off a bit at a tirme, small shares at
small gain, more shares near the top until
position is completely liguidated by the
time the stock starts to weaken before
lunch.

Amatuer/Losing Traders’ Action:

1. Still watches the same group of stocks,
including a favorite internet’ they like to trade
May try to buy the net on a dip, even though the
sectar is weak that day..

2. Waits, hopes for a turnaround. Position goes
5o far against thern they hold on to it, putting
another rmutt in the "dog pound” of stocks they
stay long in as a ‘investar vs. trader.

3. Sells the whole position for a tiny profit, even
though there's still buying strength in the stock.
Does nat partially fade out of 2 500- or 1000-
share position 200 or 300 shares at a time.



4. WWatches a chat room, trying to make low-
percentage lunchtime trades, nibbling down
capital with shakes and wiggles. Brokers love this
trader.

4. Goes eats lunch, or quits for the day if

4. It's lunchtime. it's been a profitable day. Golfs/shops.

£ Can't read time & sales for their stock, since
they're using a free cheap service. Doesn't invest
in proper tools, using a slow discount online
broker. Gives money to the professionals.

5. Pro trader bids in between the spread,
adds to position based on TAS
momenturn, fades the position out when
blocks start going off in opposite
direction.

3. Time and sales
shows blocks going off
as stock price rises.

Activity to Help you Trade Like a Pro Does: %

Get out a plece of paper, and work on developing 2-3 specific trading actions for each of these
key areas. They are designed to help you think (and trade] like a professional trader does.

Technical Analysis: Chart Patterns Market Sector Scan & Analysis
« After looking at hundreds of charts,
identify one chart pattern you want to be
especially "on the lookout for” that can be
profitable for you to trade . (Examples,
opening gaps, volume reversals,
bouncing off support or breaking through
resistance onwvolume).

Choose 1-2 technical indicators you want
to use closely. | recommend starting with
volume and moving averages.

|dentify 3 different market sectors you want to
keep a close eye on, and on what exchanges
they are traded (eq MNasdag semis and
internets, beaten-down dow stocks that are
bouncing, retailers etc).

Far each sector, identify both the

"generals” (eg YHOO EBAY AMZN ACL for
internets, INTC AMAT KLAC for semis)
Activity. during the next trading weelk, [want
you to identify Which sector was strongest for
that day WWas it the semis? The nets?
Software? Biotechs?

Finally, practice paper- and realtime trading
stocks within the sector leader for the day
you're trading.

Trading Someone Else's Money Daily Trading Expectations

« A protrades with client's money in a fund « Setting arbitrary 'profit targets' should onky

account, and he or she is accountable to

the company's trading Y%age expectations.

Fretend you are trading for a friend's
account, and you need to generate capital
quickly through trading profits. Would you
really have entered that last trade if it was
someone else's money? Why orwhy not?
In a sense, you are already doing this, as
the money you earn or lose will probably
impact the lives of others close to you.
Think of yourself as Goldman-Sachs
"Head Equities Trader"-in training. Yhat
do you need to do now to become head
trader for this company™ How will you start
trading differently?

be done on a "daily average" basis, eg
don't say "l want to earn exactly $500 a day
each day", say instead "for the maonth of
April lwiant to earn a profit of $10kK, which
averages $500/day " Why?

On strong days you should trade much
more than on wieak or choppy days,
depending onyour trade style. If you're a
scalper, you want choppy days, If you're a
sharter, you want selliwealk days

Also set trading process goals (eg il
trade 100% of the time | ses a high-
percentage trade opportunity).
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Module Three: Activity 2 - "Becoming Focused on the Trade"

It is essential that you narrowdy focus your attention completely on the
trade that you are playing at any given point intime.

Trying to jugale 30 stocks, participating in a chatroom, surfing financial
sites and listening to CNBC all atthe same time you're inatrade is a
disaster. Adding noise from familyfriendsfother sources makes it worse.
The only thing you really need to be focused on is time and sales, after
you've confirmed a chart pattern that looks like a good setup.. .use level 2
to time your exact entriesfexits.

Ifyou're in a professional trading room, make sure you're around traders
wiho are consistenthy winning...a few winning traders wiS0% losers is Mot
a place yol want to be That includes chatrooms too

Let's look at how to getyourself in the frame of mind to trade successiully,
how to build a concentrated frame of mind for "microtrading” that's
needed to win.

Think of the whole market as a cloudy day, your goal is to have a laser-
like beam of sunlight that penetrates the clouds to allow you to profitatly
enter and exit. You can't pay attention to the scenery, you must close in on
atrade like an eagle swooping out of the sky to nail its prey..absolute
concentration is a must.

Ise earplugs if they help. Set your monitors against a wall, so there's no
distraction (| close the blinds to my ocean wigw hera in hawail when
afternoon trading so | don't lose concentration)

Loak for things in your trading environment to help you become the most
concentrated }fou've ever been.

Think back to studying for final exams in college . you need to have that
libraryfstudy-hall type mentality, with 100% focus. Don't trade til you can
achieve it.

Try doing each of the four tips below, and check your trading progress

Setting Up Your Trading Software

« A cluttered PC monitor makes it tough
to trade - make sure to have at least
your trade execution window always in
the same place on your deskiop (and
get twio monitors).

Make sure to narrow the focus of how
many different software programs you
hawe running at the same time - too
marty can slow your po down and make
it difficult to concentrate on the trade.
Experiment with different font sizes,
different fonts, and color combinations.
Malke it interesting to yourself and easy
to read and understand.

Clearing Out Distractions

o Keepyour software's extra fUNCtions to a
minimum, don't use all the bells and whistles
unless they really help you trade. Analyze
your winning trades.

Try not to shuffle back and forth between too
many windows each day - 1t's tiring (1
remember back when | only used 1 monitor,
what a headachel} and takes your energy
awiay from trading.

Check to update the latest version of all your
software For example, 16% of the
thousands of people who visit us here at
DTU are still using IE4.0, for example. Stay
on par with your competition, and get the
best and latest software possible.

Place a check mark next to each of these potential sources of distractions foryou

during your trading activities:



__ Television {eg CNBC) and/or radio on

_ Family members andior pets making noise

_ Erwironmental noise, eg street traffic, neighbors

_Intemnet distraction: you surf around too much during trading hours

_ Financial information distraction: wou are looking at too many 'inputs’
_ Cluttered work area - you have disorganized stacks of stuff laying about
_ Mental distraction #1: you obsess over losing money and are fearful

Mental distraction #2: you focus on the financials (how much can | make?) vs
the trade mechanics and chart setup patterns

Other (specify):

Personal Action Plan: On a pad of paper, write down 1-2 things you will do to
clear away and reduce each of the distractions you checked in the area above.

Critical give yourself a timetable & deadline for implementing each action.

Finding a Mental 'Anchor' Statement

Finding a "safe harbor” inyour mind, as a trader, helps you achieve mental discipline and security.
There's twio steps to this activity:

Step #1: Write down 5-6 words or short phrases that you associate with fun, pleasurable,
rewarding activities (note I'm excluding “ices' like eating junk food etc here). | want you to get in the
mental state of being comfortable, of achieving personal happiness. What are these words, for you?

Step #2. This can be fun - combine the words and phrases you just came up with into 1 or 2
sentences, a "'mental anchor statement” that describes the state of mind you want to achiewve inyour
trading activities.

Atthe end of each day, your goal is to feel this way. You might want to include technical success
phrases ("l traded the best | could and kept small stops", "l took consistent profits” etc).

ly anchor statement(s) are:

1.



Committing to a Focused, Successful Trade

Finally, let's look at some concentration tips to help you tnake a solid personal cotnmittnent to yourself and your
family to make successfil trading a way of life, not a surprize.

#1. Practice some of the first steps of meditation: a few slow, deep breaths will help each morning

#2. Focus on one success symbol or sign with your eyes shut, for a few mimites. Tlike to create a wisual image of
a green P&L statement, eg the number P&TL +$1100 in green is a motivator for me, my end of day target

#3. See stock charts in your tnagination, with your stops carefully taken along with your profits. A successfil
trader takes stnall stops, and larger profits. Both are critical.

#4. Tell vourself the types of things you need to witt Ineed to check my chart patterns, only carefully piclk the
high-percentage setups and sit out the "iffy" - questionable trades, especially longs in a down market, for

example.
Module : , ~ _ TR Back to
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@ Module Three: Activity 3- "Using Your "Lessons Learned" in Trading

One technique that I've found useful in building consistent trading skills
i5 to build safeguards in my trading style to alert me to low-potential
situations that | should not be trading in.

Ancther important tip is to be sure to capitalize on all that you've learned
ineach trading weel, sothat you increase your profits steadily over
time. If you only dowell in bull markets, then you might want to look at
this area as well. It's important to be able to trade in all 3 market
emviranments: bear, bull, and 'choppy'.

o Let's say, for example, that one of your 'lessons leamed' is that it's a
good trading strategy to buy a certain stock back once it's broken
above a key resistance level and has consolidated for at least 8
minutes. The challenge becomes, how do you now standardize this
knowledge inyour trading approach?

Repeating the same trading errars over and over again is also costly, it
i inyour best interest as a trader to avoid these mistakes using a set of
trading rules and guidelines that you use as automatically as you drive a
car.

« You know to brake at red lights (eq take small stops)

« You know to accelerate when there's space in front of you (add to winning positions).

« You know to take curves slowly (eg avoid trading in lunchtime or other low-volume
times)

s YOU know to give pedestrians the right-ofaway (eg don't trade against our "4



horsemen” strong market makers SBSH GSCO MLCO MSCO).
. efc.

» 50, this activity is designed to help you use all the things that you've
leamed via trial and error over the months to build a more successful
trading method that wiorks foryou, with the stocks you trade and the time
horizon that you trade them in.

o ltis anindividual process for each trader, it is our hope that these
quidelines will help you to build more consistency and success into your
personal trading style

You must learn how to make more consistent, profitable trades that are booked
repeatedly. An occasional win that's offset by many losses is nhot acceptable.

The most important goal is to preserve your capital - to do this you need to identify
your trading mistakes and find a way to avoid making them again.

Of course, you want to also figure out "what you did right" about winning trades
that wasn't due to chance - what were your effective trade entry and exit rules that

help you win consistenthy?

Activities to Help You Build Trading Consistency

MWale it fun, first of all - pretend you're
amarket maker at Goldman Sachs
trading an account with other people's
money. How wiolld your trading be
different? Would you take the same
chances?

Although it's not exciting, it's very
important that you: Keep a brief daily

trading journal, with your trade entries,

stop losses, and profits for each day's
trading.

In a place that you can see throughout
the trading day, keep a list of several
trading guidelines in large, bold
print where you can see them. As your
knowledge grows, adapt these trading
rules to be more specific. Eg, | have
"Tight Stops - Mo Exceptions - 2
spreads/1/4 point is your max stop
loss" still posted.

Atthe end of each week, make a list of
"Things | did consistently" and "Things | did not do
consistentyy” . Mewver mind if they were right or
wirong, for now - just male a list of things about
your trades that were both consistent and
inconsistent, and work on improving.

If it helps, have fun rewardsipunishments for being
a consistent, disciplined trader vs. inconsistency.
If you traded according to your trade
guidelines, even if your profits were only
modest, then reward yvourself. If yvou broke all
your rules and took a larger-than-necessary loss,
loak: for ways to change it the next ime you're ina
similar trade.

Make a firm commitment to yourself to
"become a consistent trader”. Look at yourself as
a professional. If it helps, dress up a bit before the
trading day starts and pretend you're at work with
the head trader of GSCO watching over your
shoulder. What would this professional say to you
during your trades to help you win? Remember,
winners are consistent and profitable.



Activities to Help You Avoid Mistakes: Your Costly "Lessons Learned"

Activities to Help You Repeat Successes: Your Profitable "Lessons Learned”

The activity above will help you improve on both areas, minimizing your mistakes and

Let's all agree to learn from our mistakes so we hopefully don't repeat them,
alkay? Here's the technique I've found successful to help trim trading losses to
an absolute minimurn.

51 Remember, the cost of commissions and a small 1/4-paint loss is fine
compared to commissions plus a 1-point or more loss, right?

Here's what to do:

1. First, print out your last month's trading account history, available from
your broker's site.

2. Youwill annotate 1 month's trade history with 2 felt tip markers, one
green and one red.

3 Use a green pen to connect the profitable trades, and a red pen for the
losses. \Write the dollar figures in, as | have in the example below:

Symbol Shares Trans. Type Price
DCLK 400 Buy 42 1/2
Lobo BHWK 300 Buy 38 3/8
ATHM 1000 Buy 18 1/2 g
~3DCLK 400 sell 44 374
o BHWK 300 Sell 39 1/2
~t ATHM 1000 sell 18 1/4
Okay, now you need to find out Why each was profitable andior a loss...
Simply make a list with columns for the symbol, your net profitloss and why:
STOCK: ProfitilLoss REASON:
DCLk 00 Eought at bottom end of trading range, sold at resistance
ATHM. 250 Got stopped out {small stop), chart pattern reversal
RMWIC +339 tMomentum play, Time & Sales was all buyers when | entered

This was a wery useful togl for me, each day Dwould print out my trade records and attach a reason to the
profitsf/losses | made to help me leamn from my trading experiences. It's an "A" bype activity

maximizing your profitable trades Let's ook at anaother set of ideas for helping you to
repedt these successes. Remember, you cannot improve what you do not understand .
That's why all these activities and worksheets are helpful, they are a guide to build your
professionalism and trading skills.

Carefully note when your winning trades are entered and exited, on general. | used

Time of Trade Buy/Sell a graph and found my winners were usually entered around 10:30 +/- 15 minutes.

[ The

Take a close look at the types of stocks you've traded profitably vs the ones you've lost in.
Stocks You Trade
Avoid the cheap oversold stocks, buy quality stocks on dips.

Number of Shares Traded For your winning trades, see if there's a pattern to the number of shares you're

trading, as well as your trade length of time (eg scalp, overnight hold etc)

Trading Equipment/Broker Trying to scalp daytrade with a 56k dialup connection is had. Make sure to adjust your trading

Reasons for Buying & Selling

style to your capital and equipment capabhilities. Is swing trading ok?

Ok, vou're looking at your profitable trades - see what patterns emerge regarding
your buylsell signals - was it a chart pattern? Time of day? Time & sales? List it out.

Position Sizing: Scaling In/Dut We covered this in a previous lesson - find out for yourself if you're good at this

technique. | find | like to sell half at a good profit target, and use a trailing stop for the
balance. Find what works for you.



Module
Three

[he Mental Game of Dayirading;

@ Module Three: Activity 4 - "When All Else Fails..."

"What To Do When You Feel Like Giving Up"

Papertrading to 80%

Remember the market tank in April and early May 20007 Many traders were wiped out.
Wany others suffered huge losses. It didn't need to be that way.

There are many things that cause frustration during trading: bad fills, wrong trades,
market unpredictability, and financial losses

Freguently, traders will overtrade to compensate for trading losses, making the situation
even Worse.

This activity is designed to help you if you feel like you're "down so law the onby way left is
up", soto spealk.

Wost successful traders have had their ups and downs - this is true of successful people
in all walks of life. Becoming a winning trader takes persistence, and above all else,
caution.

Instead of giving up, or trading even riskier plays in an attempt to “win back" trading
losses, let's take a step-by-step approach to gradually get back to even, then on to
SUCCEss.

When all else fails, you should increase your efforts, but in entirely different ways than
yol've taken before. Think about golfing, for instance - if you keep slicing the ball, you
may change your stance, your grip, your clubs, and the course you play on, all to no avail
It takes a change in your swing dynamics.

The analogy to trading is that you need to isolate the things that are keeping you from
becoming successful, and experiment until you find a better combination of trading
strategies.

Maybe you're watching the market too much... there is no reason to watch the market all
day long, it can get boring after years... instead, scale back your marlket watching time
from @:30am to 11:30am each day - no more. Maybe you're playing the wrong stocks,
mayhe you need to learmn more about technical analysis and chart patterns. | don't know -
it's an individual journey for each stock trader.

Let's do some activities to help recover and get back from the edge:

When all Else Fails..Or,

Trade Listed NYSE Stocks

Stop losing real money for awhile - regroup

Back to
MODULE 3

« MNYSE stocks are much less wolatile and

and modify your trading strategy.

Fractice on paper as closely as you can to

the 'real thing'. Get the free cybercorp.com

simulators or just a pad of paper and pencil
and go for it.

Try many different trading technigues if the

one wol're using is inconsistent or provides
poor profits.

Practice trading "on paper” until you get to

hawe narrower trading ranges than Nasdaq
stocks, in general.

Try trading MYSE stocks for awhile, there's
plenty out there and they're all good for
trading CPQTHET MGG JNJ PG EBEY F A
MRK YUM etc.

Trading MNYSE stocks gives you a good
opportunity to improve your "tape reading”
skills, as you wil be watching time and



where you're roughly 0% correct,
consistently, before going back into the
market with real money.

Talk with Other Traders

« Sharing trading stories with ather traders in
person, by phone and by email is a great way
to build a sense of community and
understanding.

Trytofind a local group of raders to meet with
infarmally once a month or so. (You might start
with DTUSA www worldwidetraders.com, for a
start).

Get a group started inyoru local area. Put a
free ad inthe local business section of your
newspaper's "Current Events” column, eg
"Daytraders of Portland" meeting at the Bistro
Cafe, 12:00-1pm, call {123) 456-7890 for
directions. Get involved - start a networking
group. {or, call a few local brokers and ask)..

« Inaddition to sharing trading strategies, talking

with others, even via email, provides you with
additional energy to trade day after day

75

Take a Break

Take a few weeks off from the market if you're tired,
frustrated and beaten.

When you're frsustrated you're likely to be more
stressed and less able to trade successfully.

Put the odds inyour favor by sitting out a few weeks
of the market - don't warry, itll always be there.
During your “time off" from the market, resist the
urge to look at financial websites or watch CHNEC
Take areal, 100% Break from the market

When you're ready to come back to the market, take
stock of what you plan to do differenthy this time -
what changes are you making inyour stop loss
strategy, and how are you going to change the
stocks, share sizes, and time intervals of your
trades? Experimentation is key to success.

It's difficult to take a brealk from the market,

o |t's difficult to take a break from the market,
especially if it consumes all your time. Look ata
breal as a ‘winter break’ from school, where you can
spend more time with family and friends, or simply
by yourself in a news hobby or something you enjoy. {I
like watching movies and golfing).

sales, not a level 2 windaw, for trading
NYSE stock.

o Trytrading NYSE stocks over a 2-4 day

fime horizon as well you may be surprised
at the improvement inyour trading profits.

Go From Day to Swing Trading

[f day trading ain't your thing, then don't fight it. You
might want to try "swing trading", short-term
momentum trades lasting several days or so.

Swing trading is less stressful, and you can use wider
stops {with a higher profit target) than we do in
daytrading, although you incur greater risks as wiell.
[fyou're consistently losing at daytrades, then take a
breal, learn a lot more, papertrade, and then try swing
trading with small shares (typically 100-300).

Swing trades letyou enhance your chart pattern/TA
skills as well.

You can use a cheap online broker and no level 2
quotes if you're swing trading, and still profit weny well.
The main thing is to experiment until you find a trading
style that's comfortable and profitable for you. Expect
fHis to take some time. Use small stops so it doesn't
costa lot

Read More Books

We should all be continuoushky leaming from other
traders who have identified profitable trading
strategies. Apphly the authors' ideas that make sense
and blend them with your own trading experience.
Wany books have been written about the financial
markets and about trading skills - read as many as
you have time for and highlight them as you did
college texts. ldeas that are particularly useful should
be clipped from the books and put in a "Master
Trading Strategies” notebook:. [find this 15 helpful.
Although many books are fluff', there are many good
ones out there as wel - focus on the technical analysis
and chart pattern ones the most.

Also visit more websites - although most are junk
there are a few excellent ones, such as
clearstation.com and equis.com

ClEaSEUON.COrm ant eguisicorn

You must value the hunger for new trading skills in
order to succeed at this game. Do not search for
magic, instead, search for disciplined, practical,
simple trading technigues that generate profits most
of the time for people.



Module  S\ving Trading Strategies
Four
Back to
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DTU Module Four Lessons:

« Introcluction to Swinging It: Major Differences in Swing vs. Day Trading

+ Avoiding Low-Percentage Swing Trades and Bad Investment Risks; Chart Pattern
Intro

+ Choosing the Best Stocks for Swing Trading

+ Risk Management for Swing Trades Part 1: Managing Time in the Trade vs Optimum
Share Sizes

+ Risk Management for Swing Trades Part 2: Using Stops, Portfolio Management &
Diversification

+ Swing Trading Technical Analysis & Charting Part 1: 20/50/100/200 MAs, using MACD

e Swing Trading Technical Analysis & Charting Part 2: Identifying Trends, Channels and
Overbought/Oversold Conditions

+ Understanding the Mechanics of Swing Trading: Recognizing Recurring Stock
Patterns & Likelihood of Fibo Retracements - New!

« Chart Patterns: Buying into Pullbacks vs. Dead Cat Bounces

» ldentifying High-Percentage Swing Trading Patterns: It's Saying "Buy Me Here"

+ Knowing When to Turn a Day Trade into a Swing: Overnight Gaps and Chart Patterns

+ How to Clear Your Profits in Swing Trading: Taking Money off the table at the best time

« Making the transition from swing trading into day trading, and vice-versa

+ How to Make a Living by Swing Tradling Stocks: a Professional Tracders' Advice

+ Answers to DTU Traders FAQ's Re: Swing Trading: Send us your guestions!

Note: Module 4 is in the process of being posted; as each new page is developed it will
have a link undetline and an icon next to it to alert you. I'lf mark new content "-New" for
our traders.

Click here for Powerpoint viewer program

@é Click here for MSWord view progam (3.5Megs)




+ Trading Sectors and Market Indexes:
Swing Trading Big Patterns

¢ 5-Day and 10-Day Swing Trading
Patterns

o Timing Your Buys for Swing Trades

+ Portfolio Management: Balancing
Your Swing Positions

+ Swing Trading Research: Picking
12 Stocks for Swing Trades

+ Swing Profit Play #1: Bottom

Fishing on Small Shares
+ Swing Profit Play #2: Trading

° Breakouts and Uptrends-
+ Swing Profit Play #3: Playing
@ Positive News and Earnings Trades
- New!

¢ Scaling In and Out of Your Swing
Trade Positions- New/
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« Introduction to Swinging It: Major Differences in Swing vs. Day Trading

e There are many differences in day vs. swing trading
that are worthwhile to leam about. Each technigue can
be highly profitable when used cormectiy.

Qur primary focus in this module on Swing
Trading Strategies will be on technical analysis
and winning trade understanding
how to scale in and out of trades, manage trade sizes
and recognize high-probability chart pattemns that are
warth trading for profit. Mot exotic detailed TA, but
rather an expansion of the chart patterns that are not
in most books that you can use to your trading
advantage

The rules of each type of trading are vastly different;
one of your keys to success will be to know when to
exit vs. stay in the trade, and to not mix up your
daytrading with swing trading efforts. Do Mot hold on
to a losing daytrade and say "well | guess I'm an
investor/swing trader now”.. You must enter and exit
each type of trade differently, using different
rules. Remember this.

Throughout this module, you'll learn new ideas on how
to weork a trade to your favor, using appropriate risk
management and entryfexit trading skills. Realize that
unless you are extremely well-capitalized (eg you can

tie up blocks of capital for extended amounts of time
tie up blocks of capital for extended amounts of time

"til & stock comes back, your risk and reward are
higher for swing trading than for daytrading

» Both your stops and profit expectations are rmuch
wider for swing than day trading; we'll learmn how to
work this to your advantage in later lessons.

Swing Trading vs.

WOLLEYBALL - slower, lobby/spike

« [f you are losing money daytrading, you can rebuild
your fid (and | fully your trading capital)
by scaling back to 100200 share size swing trades,
"casting a wide net into the market" vs. the rifle/pinpoint
style approach that is required for daytrading.

Give yourself time to experiment with different styles of
trading; many people make as much or more swing trading
than they do in day trading; both are perfectly valid
styles of trading stocks. It's up to you to try out new
styles until you come up with the one that best matches
your skills, profit/loss expectations, and money
management results.

In terms of your lifetime progress as a trader, | would begin
as an investor (buy mutual funds etc, have a B month plus
roundtrip trade tirme horizon], then move to swing trading
(2 days to several weeks), and then finally, after you know
the market fairly well, try daytrading. Then, use the
technigues in Module 2 etc. for fast scalping profits as a
maximurm revenue technigue. But, it's fine {and
recommended) to stop at swing trading if that's where you
make the most money at.

Daytrading in the truest sense of the word is exceptionally
difficult. The Module 142 content has gotten you started on
many of the undocumented pro technigues and strategies
that professional daytraders use, and we'l share much

R o AR S R A SR e
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maore in later modules, as market conditions and trading
technigues change over time (2g moving to decimal trading
this sumrner)

Far now, see the "major differences” table below. We'll add
charts sometime soon at the bottorn of the page. Think of
swing trading like Yalleyball, and Daytrading like
Tennis/Racquetball. YWhat are the differences?

:I'ENNIS - fast, quick exchange

SWING TRADING DEFINED: Trading stock for
short-term holds, usually from overnight to 1-2
weeks maximum. My typical swing trade round
tripis 3-5 days.

TRADING STYLE:

DAYTRADING DEFIMED: Daytrading can
be one of several types: Scalping
daytrades (300-1K shares) for 1/16th to
A8 ar so gains, rapid buying and selling,
usually no longer than 5-10 minutes
maximurm. Momentum daytrades: trading
a stock that's moving for anywhere from S
minutes to 2-3 hours. Swing daytrades
Trying to buy the bottom and sell the top of



- Requires patience, lots of it

- For the occasional trader, who may enter and
exit from 3-20 positions weeldy.

DECISION CRITERIA:

- fundamentals and analysts ratings are
important

- technical analysis of both shor-term (5-10 day]
and long-term (3-8 month) trend and volume
patterns is useful

- look at the 20-day, 50-, 100- and 200-day
moving average lines for your stocks (o see
where fund managers are likely to put their stops
and buy programs.

- research and TA play an important role; we
look at breakouts, channel plays and bottom
bounces, as well as eanings release dates, the
stock price's response to mergers/acquisitions,
and other news.

TIME FRAME - ROUNDTRIP:

- Since profit expectations are higher for swing
trades, most swing traders stay in their positions
from several days to several weeks before
exiting

- Wy try to enter at the low of the day, so entries
are usually at ane of three places: the start of the
day, sometime over lunch where the stock has
sold off, or atthe end of the day ifthere is a price
breakdown to a multi-day support level.

Yol can also enter near the end of the day if it's
a high-of-day to play the anticipataed marning
dap up, though this is maore an "overnight hold
play" vs. a swing trade.

STOPS & RISK MANAGEMENT:

- Stops are much much wider in swing trading;
and your profit objective is larger.

- For oversold stocks, you should look at a 8-
month or 12-month chart at first, then a 5- or 10-
day chart, to get a fesl for the trading range
Then the 20/50/100/200MAS.

- Stops for swing trades can be as high as 5-
10% (but no higher), eg if | bought WhT for a
swing trade at 50 [would let it go down to about
45 max (10%:), before stopping out.

a stock dunhg the day, may hold for several
hours and sell near 3:30-4pm.

TRADING STYLE:
- Requires fast decision-making ability

- For the active trader who wants to trade a
minimum of 3-5 trades daily, ifthere is a
good trade to play. Many professional
daytraders may do from 50-300 scalping
trades each day.

DECISION CRITERIA:

-wihat's an analyst? who cares about
fundamentals? what's in motion now?

- technical indicators are more momentum
based, including stochastics, volume, and
intraday supportresistance levels

- research is more on stocks that are
trading on higher-than average volume or
are responding to news, earnings, or other
momentum-driving events

TIME FRAME - ROUNDTRIP:

- Daytrading roundtrips are typically less
than 20 minutes in and out, and may last up
to a maximum of the full trading day
{unusual).

-Since prices tend to wiealken owver lunch,
most daytraders will play for a marning
momenturm run (in and out multiple times
from premarket through 11:30ish), close out
before 12:00, and perhaps play the
breakouts or breakdowns during the last
twio hours of the day, from 2Zpm-dpm.

STOPS & RISK MANAGEMENT:

-Daytrading stops are newer mare than 12
point or 50, depending on the stock price,

and usually we'll use from 1-3 spreads as

our stops.

Forless expensive stocks, eg $12-
$40ishare, our profit objective is small, eg
145 to 5/8s, maybe up to 1 1/2 points.

Fercentage-wise, that means we limit our
losses to about 1-2%, and shoot for a 2-5%
win rate. the ratio should be 3.1 or 4.1



Module

- We will look at chart patterns for many swing
trades throughout this module, to acguaint you
with trading opportunities as they arise.

- Unlike many books, | do believe that averaging
dowin can be okay for some swing trades in
highty-rated stocks (onlyl) that are oversold for
cerfain chart patterns [onlyl); we'll look at some
of these later.

- The "reverse pyramiding” approach may be ok
here, eq buy 100 at 50, add 200 at 45, add 300
more at 46 (total average position price now at
47} Lets say it consolidates at 45-46, then
heads back up, your stop is at45; in 8 days
we're at 49 7/8 you sell the whole lot for a $1200
profit, or hold another couple of weeks and sell
at 52 for a bigger profit ete... There are mare
"dont's" in this approach than "do's”, we'll look at
howe to manage this correctly in a later module

- Ingeneral, | prefer to bottom fish over buying
breakouts for swing trades, | haven't lost on a
swing trade I've made in over avear, butthisis a
matter of personal preference. Bottom fishing in
a "channel", eq SPLS from 21-25 is safer than
bottom fishing in a stock that has no bottom {like
the retailers lately, S ANN BEBE ROST, though
they may be ok for position plays).

In bottom fishing swing trades, as in daytrades,
you must see a volume reversal, showing real
buyers are back (not just short covers, which will

give a short pop, then continued selling)
SHARE SIZES:

- Itend to keep a swing portfolio of smaller share
sizes for stocks, usually just from 100-300
shares in each of fram 2-6 stocks I'm holding. My
current swing trades: DBCC HAS CCL VISX
AOR YUM UBX SPLS (3/4/00)

Have a basket of several stocks, then sellwhen
you get at least a couple of points/10%+ out of
the trade.

MORE TO COME ON THIS PAGE

stay tuned

Swing Trading Strategies

« Avoiding low-percentage swing trades a

@ Main Points:

Unlike daytrading, in which Time & Sales, momenturn and
Level 2 are important trade tools, swingtrading is much
more dependent on proper technical chart analysis
This lesson will share some tips for avoiding dangerous
situations in your swing trades: | will show sorme chart
patterns to avoid for entering swing trades. Like the
lesson in an earlier module says, we are looking for high-
percentage trades, not poor trades and not
“indeterminate"/uncertain trades

You should use chart patterns heavily in daytrading as well|
of course, but in Swing Trading 90% of the reason | get
into the trade is because of a chart pattern that looks
good to me (not a news event, the momentum in Time and
Sales, anything to do with market makers, etc.). We'll look
at swing trading chart patterns and technical analysis in a
few lessons forward fram here.

Also important in swing trading is analysts ratings, eg
buying highly-rated (eg profitable, good earnings) stocks
that are getting stronger, or when they are oversold.
Remember we don't care at all about analysts ratings in our
daytrading activities, that's solely momenturn-driven. | may
swing trade a stock like WMT that doesn't have good
analysts ratings, though, if the chart pattern is good

winsflosses. "Small Stops are King" in
daytrading.

SHARE SIZES:

-For scalping, you tend to need to trade
from 300-1k shares at a time to make
good money. Of course, this also depends
on the share price and volatility

I've made good money trading 50- or 100-
share lots of DCLK, for example, to get
from & to 7 points on it. Typically, though, Nl
daytrade in blocks of 200-500 shares for
stocks priced at from $12 - $60.

Note: if you are not a decisive person who
cangetin and out of trades quickly, then try
swing trading small shares for awhile (100-
300 shares). Many new daytraders "blow
out" their accounts by overtrading in Level 2
without knowing the market's rhythm and
pace.

Swing trades force you to do research,
understand the unpredictability of the
market, and learn the fundamentals you
need before trving to daytrade. Use
"Inwestors' Business Daily" to help decide

the relative value and strength of the stocks
you want to swing trade, eg 80/80+ rated
stocks.

4 PREVIOLS NEXT B

Back to
MODULE 4

nd bad investment risks

+ A good rule of thumb | like to use is to avoid swing
trading stocks with an analyst rating over 2.0 and
give preference to stocks with analysts ratings of 1.6
or hetter. Ratings of 1.6 to 2.0 are "just ok". That's not to
say you can't make maoney swing trading all stocks, but |
like to stack the odds in my favor, having highly-rated
stocks is helpful.

Frorn a chart standpoint, you also want to avoid swing
trading stocks that have been in a steady downtrend
for more than 5-10 days in a row. Bottom fishing is best
done on sharp drops that get buyers' atterntion, not on
stocks whose price has slowly eroded over time. More on
this in a later lesson on swing trading chart pattermns.
Bottom fishing is also done on stocks that tend to
trade in a "channel” with established support and
resistance levels (ex: SPLE HET ROET 85CC)

Buy Jack Schwager's "Getting Started in Technical

Analysis” (only $15), super starting TA book.



Positive Signals for
Entering Swing Trades:

Chart patterns: breakouts from coinsolidations,
trading a channel off supportresistance, bottom
bounces See below for examples.

Delayed reaction to good news: buy stocks that
show a steady uptrend and follow-through of
several days based on good news or earmings that
were released.

Yolume Reversals: if you see buying volume at

wihat appears to be a reversal point for the stock,
getin as soon as possible and ride it up for a few
days (eg YUM ROST ANM Mar 17, 2000},

Post-earnings gap downs' if a stock gaps down
an decent earmings, it may have buyers over the
following days arweeks (eg XRX IS CCL)

Positive analysts ratings: oversold stocks (eg
bouncing off a 52-week low or ather key support
lewvel) that are highkerated (1.5 or better) can be
profitable plays as well

hlake sure to plot the 20-50-100- and 200-day
moving average lines for all 90-day to 12-maonth
lang term charts you look at for swing trade stocks
Example: plot these lines for QCOM DCLE WWT
CIEN at bigcharts .com or on your chart software.

What to AVOID in
Entering Swing Trades:

If the: stock has lost a key support level do not enter {or
stay in a current rade), wiait for buyers to come back
through this support level before buying

If the stock pattern is “indeterminate” don't guess, wait
for a high-percentage play to present itself. Don't be like
the guy in the "MWy sources say no"-commercial

If volume is lighter than average for the stock, stay out of
the trade Mote, howewer, that in choosing stocks for
swing trading you can expand your stock picks to
include lower-volume stocks (down to 200K average daily
wolume, as intraday liquidity isn't as important as it is for
daytrading)

If the stock has poor analysts ratings you should be
cautious about buying it for a swing trade unless strong
buying momenturm exists

If the chart pattern doesn't show you a clear direction
that you feel comfortable with, don't buy the stock. Again,
"malke it brealk through” a key resistance level before
buying.

Don't swing trade just 12 stocks at a time, diversify
much mare than you do for daytrading. My swing trading
account has anywhere from 4-10 stocks in at a given time,
I'weait for one of them to pop up to give me a good profit,

Stocks frequently get buyers when the stock
bounces off one of these key support lines,
especially the 200-day moving average ling.

These are what fund managers with capital
frequently use to help assess stock entry and exit
points. You should, too - they contral the money
flowe. Be particularly keen on patterns where you
see blocks in Time and Sales go off right above a
2008 A bounce, for either a momentum daytrade
or swing trade.

atwhich point| sell it and reinvest in another play.

Don't buy overextended stocks that have run up alot for
swing frades unless you're very careful, eg CORL MOWL
CEGE GEME allfell 30-40% in a matter of weeks off
recent highs.

Also, itis generally not a good idea to haold through
earnings releases, as stocks will frequently gap down.

In addition to chart TA, be sure to know your stocks' ratings before buying it, | frequently buy stocks
like HRL HET SFPLS DLk that have good ratings and avoid poorly rated stocks for swing trades.
Get ratings at these two links: ZDEinancial and Zacks/iBigCharts. Below are some examples.

Good Analyst's Ratings:

Examples: AOL DECC, SPLS | trade these actively

Number of brokers Average Hecommendation
recommending as: [strong buyp] 1.00 - 5.00 [strong s&ll]
Srong Buy I -

Meoderate -

Buy e Thiz Week 143
Hqld B3 LastWeek 143
Maderate 10 Change fi
Sell

Srreng Sell 10

Poor Analysts Ratings:

Examples: ETYS, BA: lusually don't trade these

Analyst Ratings BOEING CO
et Barmungs [Approm ]: 1/20/00

Avcrage Flecommendation
|strong buy] 1.00 - 5.00 (strong sell)

Numbe of brokers
recommending as:

Strong Buy [
Moderate Buy ] This Weele 246
Held 1 Last Week 263
Mederate Sell 10 Change 017
Strong Sel 1o



Number of biokers Average Hecommendation Analyst Ratings ETOYS INC

recommending as: [strong buy] 1.00 - 5.00 {strong sel) i 3 e
Mest Barings (Approg ). 428/00

St N2 Number of brokers Average Recommendation

Ioderate Buy 10 This Week 1.00 i R [shrong buy] 1.00 - 500 [slrong sell)

Hsld 10 Laet Week 1.00 Strore By 1

~erare < Chana 1 & S

E‘,’{:(’”ﬂ*ﬁ'&“ : ; Chares 2 Maderate Buy B 6 This Week 236

shie e : Hold B 7 Lost Week 238
laderate Sell 1o Chenge 0oz

Mumber of brakers Average Recommendation Sh'Gl‘ﬁ Sel [l]

i [strang buy] 1.00 - 5.00 [shong scll)

Strong Buy .

Mloderat= Buy . 7 Thus Weel 1.7%

Hald Bl5 Last Week 1:73

laderats Sell il Chatge -008

Strong Sl ]

Why care about ratings if you're not a long term investor? |ike to look at the money flow on the street, it tends
to flowi into highke-rated stocks that people are comfortatle with.

YYour odds are better of getting buying behavior for highly-rated stocks during the time you're in a swing trade
than for poorly rated stocks, in my experience. Money tends to rotate into well-liked stocks, as a swing trader
you want to capitalize on this price momentum. Of course, analysts ratings are frequently uncorrelated with
price movement, so you need to use chart technical analysis as your primary indicator, ratings as a
secondary. Get bigeasyinvestor.com (free) for good swing trade research and screening.

i a =Y
Good (High-Percentage) Poor Chart Patterns:
Chart Patterns:
We will have detailed looks at these and other charts in later lessons, for now | just want you to Familiarizize
yourself with some of the types of swing trading patterns to be on the lookout for. Left column = good
chart patterns to trade, the right column = don't trade these. These are all 10-day charts.
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Spike buying pattern, don't buy after it's ran up, "if you
missed it youwere too late", don't chase. Common
chatroom pump ndump pattern to avoid

Bottom bounce off oversold condition for no good

reasan, buy after the bottom levels out for awhile in . i ) )
consolidation pattern, Indeterminate pattern: ATHM is not telling us much

here. you might want to try and play the channel, buying at
27 support, butit's a relatively "low-percentage” pattern.
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Buying off key support levels: | had sold at the top (to
the left, at 9 5/3), | bought again at what | think is a bottom
at 8 144 (on the right, 8 days later), see volume at the far
left and far right, these are supportresistance lewvels for
DECC (check with a B-maonth chart). BEelow s a sample
trade confirmation from harch &th.

Making $1156 on 3-day swing trades > Clpse PAL $ 1155_;;5

Mone
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Buying at a consolidation point this is risky bottom,
fishing, wete had a selloff in GEME from 75 down to 30, at
which point you see a lot of shares changing hands for
several days with no price movement. I'd buy at 30 here and
putin a stop right under the consolidation level (say at 29
1/2 or s0). The heawy wolume at 30 is what malkes this one
"ok to play", using a closer-than-normal stop.

HEEERNE G

Buying a cup-and-handle breakout: these are usually a
safe brealkthrough play, inthis case | was in at the bottom
{18 5/8) since | play SPLS for aliving, sold at the 23 top; a
good trade entry would be on the breakout above 20
resistance and sell at 23. Since everyone knows them,
though, expect selling shorthy after the breakout.

Wolume and price action is not telling me amything, and
besides the retracements are pretty sharp, I'd probably get
shaken out. | don't play until it brealks through 30

[V syl a) o G

Cup and handle; wel, if youweren't in from the bottom
onthis CL run, it's too late to enter now . 'd put it on the
wiatchlist and buy only if it breaks through 55 on decent
volume 1n the morning or late atternoon, tor example_ |
wiolldn't initiate a news position yet

P[V &[c el o] ST [0k
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HLTH not too healthy here: Mow, it's still in a steady
downtrend, so a swing play might be risky on the way
down. The heawy recent volume is a bullish indicator,
though, so it's an my watchlist, make it brealk through a
previous resistance level (eg 40) before buying. Dont catch
a falling knife, you might get a bounce on the way down but
it could hawve a ways further. Eg | recently got faked out by
CiCL, thought 32 wias a bottom, actually it's 22, Missed it.

ol

In atight range: These are great for daytrading plays, but not
for swing trades, your risk reward ratio isn't good enough to
by wihen the stock is chopping around like ORCL is here.
By only if vou see a heavy wvolume breakout above the current
resistance level at about 85,

Walch for addifional Module 4 lessons on charl patferns
and technical analysis.
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Swing Trading Strategies
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+ Choosing the Best Stocks for Swing Trading

Review our brief guidelines for "how to choose the best
stocks for daytrading” first at_this link from Module 1.
This lesson will help you look figure out what types of
stocks make good candidates for swing trading. Again,
swing trading is defined as trading smaller shares (100-
300 is the number | use mast often, may go as high as
1000, but not often), over an expected trading timeframe
of frorm 2 days to several weeks.

For swing trades, | tend to “hottom fish” more than |
do huy breakouts, although breakouts are fine as well,
especially candidates for overnight gaps up on good
news or other buying mormenturn.

We look for chart patterns, and to a lesser extend, pre-
earmings release momentum, analysts ratings and news,
to help decide whether or not to enter a position. Charts
tule in TA,

It takes practice to learn swing trading TA, expect
to spend at least 6 months or so before the patterns
start to become ‘second nature’ to you, and for you
to be able to trade profitably consistently.

Trading is not easy money. Anyone who tells you
otherwise is trying to sell you something. Stock picking
sites are a bit more valuable for swing trading than for
daytrading, but I'd still advise you to do your own
research and learning

s There are 3 general types of swing trades to enter:

1. Buying towards the lower 1/3 of a ‘trading channel’
2. Buying a "bottom bounce" for oversold stocks
3. Buying a breakout above a key resistance level.

Learning to trade these three profitably is how to make
good daily money on swing trades. Mote | made close to
a thousand dollars on 100-300 share trades held less
than a few days each on Fri. Apr 7 (IMGH/CHR overnight
holds):

Crde C Tr (] ert
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Swing trades should be held with the expectation of making at
least 10% profit within a 2-20 day trading cycle.

Choosing the Right Stocks to Swing Trade:

This section will kel you leam how to screen for the best types of stocks to swing trade: what price level? what to Jook for on g

chart? when to buy vs sell vs wait?

FUNNEL SCAN: I-YR, 10-day. Intraday Charts

Wie first introduced you to this concept back in Module 1 - do
you remernber how it works?

‘four stock scanning must start with the big picture of the
stock's ratings, price movernent, trading range and overall 1-yr
trend. This is the widest part of the funnel. Then we drill down
and look mare closely at the specific supportfresistance areas
for the rmost recent 10 days of trading, along with volume
patterns before buying.

In daytrading, we look at market (SoormpgfBtring), 10-day, then
sectar (§ain, $s0x), then intraday charts, fallowed by T&5,
finally using level 2 to tirme our entries and exits

In swing trading, we start by looking at the analysts'
recommendations (must be <1.8), volume pattems, 1-year chart
and it's 200MA, 100MA, S0MA, trend and support/resistance
lines. As long as | buy the stock somewhere in the lowest 1/3 of
the day's trading range I'm happy. Or, if | buy a strong stock
that's breaking out above a key resistance level that's great too.

Swing trading is much more approximate than daytrading is. My
swing trading stops are often determined by the prior 2-3 maonth
support level.

If I'tri swingtrading, | may well let a $24 stock go
all the way down to §19 3/4 before a stop is
taken...it depends on how many shares you're
trading and for what time horizon. Of course if |
were daytrading this same 524 stock my stops
would be no more than 3/8 of a point, more likely
just 2-3 spreads.

The point? Swing trading has a wider ‘margin of
error', and requires more patience. Worst case,
you ray have to wait almost an entire guarter (3
maonths, B0 trading daysl) before a healthy profit is
available (eg ORCL last surmmer, CCL now. |
generally prefer to hold only 2-10 days max
however, as | do not want to tie up capital ‘waiting
for a stock to come back'.

Your scan should accomplish one main
objective: to narrow your list of trading stocks to
a srnall handful with the highest potential for price
improvement in the near term. It's like planting
seeds, you buy 100-300 shares of a handful of
stocks and take the profit from each one as it
‘sprouts’ and the price has gone up over 10%.



Let's look at IMGX. (by the way, | don't even know what the name of the company is or what they do, or who their
competitors are, and | never will. | buy and sell based on chart patterns. | know earnings release/ratings for the
stock, that's it.)

All | know is, they IPOd about 6 months ago, have strong analysts ratings (1.7) and recently dropped back to retest
the low of the trading range, so I'm a bit interested:

IMGX 6-month chart: 6 month trading range 8 1/2 - 46

Usually, you want to look at the 1-year : =] [ -] PV @ clemal 5T |
chart and plot the S0MA 10084 and )
200mA lines on it. See the DCLK
exarnple below for more on why. This
stock IPOd B months ago, so that's all
the data we have to work with

You can anticipate that buyers will look to
get in if the stock retests it's previous
majar low, which was around 10, Sure
enough, that's exactly where this stock
bounced. So, you want to enter early and
ride it up. | would expect IMGX to trade up
into the high teens over the next several
rmonths. | could be wrong, but I'm
probably right.

Mow let's look at the 10-day char, to look
at what the other traders have been daoing
with this stock lately. Avoid stocks that
have had no buying interest at all, of
course.

IMGX 10-day chart: The MOST IMPORTANT ONE in Swing Trading. Support at 10, resistance at
25, volume reversal 10-12:

After checking the 1-year chart to determine
major supportfresistance and trend line, we
focus in on the 10-day chart to look for
volume patterns and bounces.

e Elreate SRV Sl a) 5T

Here I've annotated this chart for you.. IMGX
was a short when it lost 20 support, a
cover/buy long off 10-12 support. We bought
at 12 1/2 and sold 2 days later at 14 12 for
a healthy 16% profit. Our stop was at 9 7/8;
we wouldve sold it had it dropped this low
and waited for it to regain 10 1/4 before
buying it back.

All these swing trades are watched realtime,
with alerts, to help us squeeze the most
profit possible out of each trade

Let's look at the final chart in our arsenal, Bounced off secondary support at 10
the intraday chart. | didnt use level 2 or time
and sales to manage this winning swing
trade; that level of precision isnt needed
when your trading range spans several days
of more. You want to roughly enter and exit
with & 8-10% profit, not scalp fractions

n .l“ il il LMM ligld bl =

IMGX 1-dayfintraday chart: Ok. now | sold at 14 1/2 {the 2nd top), which was correct,
on this gap up. Remember to SELL GAPS UP on the OPEN and BUY GAPS DOWN on
the open. I'll be watching IMGX to play it again on Monday April 10.
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This stock closed the day prior st around 13

It gapped all the way up to 13 7/8 on the open
and continued clear up to 15 before being sold
off. Instead of taking the first profit (which
wouldve been fine), we waited to see if it
would make a higher high

It didn't, o we sold shortly after the next top,
at 14 1/2. This was the right decision, as the
stock retraced back down to 13 at the end of
the day.

The play on the day following this pattern? If it
drops down to 12-13 and starts to sell then
wait for it to get back above 13, if it gaps up to
14-14 152 I'd still wait for it to push above 15
1/4 before buying back, if it's up on volume
and moving before 10am.

25.0K
The swing trade's goal is to buy relatively low 200K
on one day and sell higher on another day. 150K

That's it.

10K

T
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ILLUSTRATED TIPS FOR SWING TRADES: CHOOSING THE RIGHT STOCKS

= ishi = =

Drawdown for Swings Bottom Fishing - How Deepr

+ Decide where you will take a stop loss at, e There's a difference between correctly ‘nailing the
based on a prior support level, before entering bottom' and 'catching a falling knife”
a SW'nElk”ad?- p';l’ UQQ Stel? ?head_ °|“h9 T » Frequently, the first round of buying isn't strong
game, knowing that the mm's/specialists wi enough to sustain the stock, and it will continue to

try to take out stops at.the ".obviousf' sell of. A good example is CCL, | bought at 33, it lost

areas...choose something slightly different. 30 and continued all the way down to 221 Or \WhT, |
o In selecting stocks to swing trade, make bought at 53, it went on down to 43! Before

sure you're not buying overbought expensive bouncing.

stocks that have had a huge runup in the last
couple of months. Focus on buying towards
the bottorn of a trading range, as a stock is
“starting to come back". Or, buy early in a
breakout on good news/eamings. Just don't
be the "bagholder” who paid maore than
everyone else did.

« 5o, make sure to set stops if the market proves you
wrong and they continue selling it off Usually, it's a
good idea to buy a bounce off a bottomn, using the
previous bottom as a stop loss point.

Overreactions? [ fimaea Cran =] P[] S| a | S

Cwerreactions to newsfearnings can provide profitable swing
trade opporunities too.

Here's a recent 10-day chart of LGTO. LGTO's stock got
cut in half- 56%! Apr 3 after revealing it would have to
restate 1999 earnings due to misreporting by its sales staff

Az you can see, the first drop, to 22, wasnt the real
bottom, that happened one day later, when it dropped to
16. | think 56% is a bit rmuch to drop the stock, and that a
retracement of 15-20% iz highly likely over the next 2
rmonths. Sure enough, it's climbing back up out of the pit.

It will have a tough time over the next few weeks but a drop
this sharp (like PGs), seems a bit much. | could be wrang,

1,008
00K
HI0K




this sharp (like PGs), seems a bit much. | could be wrong,
it could go lower, but this looks like a bottom consalitation
area to me. If | were to take another long position down

here, which | might, on an up day, the stop would be set at
19 3/4. |

[ .‘. (T ) | i
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Major Trend
Iz "the trend your friend"? Well, mayhe, if you buy strang o Elfoba 2] B[V S|l a] sfF B

stocks on pullbacks. Overall, though, trends have seermed
to whipsaw strongly during the first part of 2000 and
volatility seems to be the name of the game. So, Buy
Reversals and Pivot points is more profitable.

Let's look at this 1-year chart of DCLK. YWe have plotted the
200-day MA (white), the 100MA {orange) and the 50-day
MA fyellow). Why care about these nurmbers? Weellll, an
interesting thing here, you see, DCLK has never lost it's
200 WA, and unlike QCOMADEL it's not trading at a
raultiple of its 200MA either.

The 200MA is a key support line for all stocks. YWhy?
Fund managers and other institutional traders watch the
200mA for support/resistance. This tells us DCLK is almost
certainly a BUY at 75-80, it's 200MA, with a stop loss at
70ish.

The 100MA-200MA spread is often a trading range, so you
can look to exit the position before it touches the 1004
{or possible S0MA) line

Volatility

Yolatility is wonderful - it's how | make my lving. The key is
1o be on the right side of the volatility.

reacrer =] P [W & Sm] a | T

Here's a nice 10-day chart swing to trade: YUM. That's
Taco Bell/Pizza Hit/MFC... nice to eat there too. | like to
snack at the ¥UM chart often; you can see that it's usually
a buy right above 30 and usually a sell at 31 142 32
recently.

For fast-food stocks, | like to trade YUK PZEA JBX OS5l

Capitalizing on volatility in stocks like this is a goldmine,
look how much it swings over a 10-day period. You can see
evary time it touches 32 people look to sell it. All of the food
stocks are oversold down here (April 2000) and | would be a
long-term buyer of all of them. Same thing with many
retailers, such as ROST WAT TGT AMN etc
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« Risk Management for Swing Trades Part 1: Managing Time in the

Trade vs Optimum Share Sizes

@ Main Points:

s |n managing your risk for short-term swing trading, (several

days to weeks), it iz advisable to look at three main
variables your will manage for the trade:

1. Number of shares you will trade
2. The length of time you expect to hold the stack

3. The support/resistance areas you will use to determine

stops and exit prices

This lessan will focus on the first twa of the three areas,

we'll cover support/resistance in the TA lessons later in the

module.

shares of any one stock, with a rare exception of cheap
{under §15) equities. Why? You want to limit your risk.

Alzo, | often swing trade as little as 50 shares of expensive
‘net or semi stocks, between $60-$120/share, for - to 8-

point profits over a several-day to week tirme horizon..

down or choppy for longer than 2-3 weeks then consider

taking the small loss and buying a different stock. . you're

losing the profit potential you could gain by rotating the

capital into a better performing stock. If you're wrong, get

out and try again with a different stock.

Swing Trading Strategies

In general, | find it useful to swing trade no rmore than 300

You should also have what | call a "time stop™ on the trade
as well - if you're tying up capital in a stock that's slightly

4PREVIOUS NEXT b
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e Frorm a risk management standpoint, you want to limit
your exposure in both share size and time wasted
waiting for the stock to go up.

A tradeoff can be made between the number of
shares traded and the length of time in the trade
it's generally better to add in smaller increments to your
winners than it is to average down on losers. Exarmple:
You buy 200 shares of DELL at 44 one day, you see 2
days later it's up to 46, you might add another 100
shares, and sell all 300 4 days later at 48. Add in small
increments to your winning swing trades, do not add in
larger increrments (eg doubling the position).

Also, if you must average down, do so with a larger
position on the bottomn, using stops, to weight your
position more heavily at the lowest price possible. In
general, we avoid averaging down, or "throwing good
rroney after bad”, the only time you should average
down is when the stock 1= rebounding on volume off a
true suppart level, then you should add a larger position
off this confirmed bottorm (using a stop at the previous
support level). Again, this is technically an independent
trade, which is (hopefully) a better one than your
original position, which was taken too high.

Managing Risk in Swing Trades:
Time vs. Number of Shares

Number of Shares to Swing Trade

"How many shares should | buy?"

r

Swing trade examples: —

Rermember, your risk:reward ratio is higher for
swing trades, so you should buy less shares
than you would for a daytrade.

200 shares of a $22 stock that goes up

| 1/2 pointsin | week = $350 profit

Cwernight holds may get a gap down on bad
news. The reverse can happen too, of course,
you can profit from a gap up on good news.

But, we want to be overly cautious when we
trade. The key is to limit your risk in as many
ways possible, one way is to trade less shares,
from 50-300 shares.

As you'll see in the next lesson, one way to
maximize your leverage is to swing trade a
number of stocks at the same time. | do this, |
will be lang in from 3 to 16 positions
simultaneously, and sell whenever one ‘pops
up' past my profit target.

It takes a bit longer than a daytrade of course,
since I'm trading fewer shares each time.
Typically Il buy a handful of good guality
stocks in 100-200 share increments that are

400 shares of a 1 | stock that goes up
7/8 points in 2 weeks = $348 profit

100 shares of a $41 stock that goes up
2 5/8 points in 4 days = $262 profit

50 shares of a $68 stock that goes up
6 1/4 points in 3 weeks = $425 profit

If you're sitting in & half-dozen or so positions and take these
types of profits 1-3 times every day you can also make great
money trading the market.



bouncing off a bottom, or breaking out above a

h : Like the fish, you are slowly swirnming along, scooping up
previous trading range.

daily profits, which add up nicely over the course of a month.

Managing risk with smaller share sizes: as always, you stilf need to identify stops ahead of Hme and stick to therm.
You can always buy the stock back later if §t qoes up through vour stop area. Your stops will be wider (3-554) than
they are for daytrading, where we use 1-2% max stops

Timing your Swing Trades “Howlong should | expect to hold the stock for?™

This is where technical analysis and your trading e Let the buyers' and sellers’ behaviar in the
plan come into play stock's chart pattern tell you how long you
should expect to be in the trade. Look at a

« Lirnit the tifme you are in 3 swing trade to no S-day and 10-day chart as well as the
mare than 2-3 weeks, in general. longer terrm B month/1-year charts.

« WWhy? Yau don't want ta tie up your valuahle o How much_volahhty 15 In the stock? _‘r’ou
trading capital in a non-performing "wrong” want to swing trade stocks that are in a
trade. You're not a long-term investar. steady uptrend, have bottomed and are

bouncing, or are in a predictable trading

fou should feel very comfaortable taking a
. o ;

10% plus profit anytime it presents itself. Look at the chart ta define your

You may, for example, buy a stock one day ; .

and see it gap up 14% on the open the vary expectations of huw.lung you Wgrﬂ to be in

next day. Even thaugh you bought the stock the trade before selling your position.

thinking "l may need to hald it a few days or

weeks to get a good profit out of t*, be

opportunistic - if you see the green, then Sell

it and bank the profits

range.

Exampia: L et's look at the SFLS (Staples) chart below It's a one-year chart

« WWhat's the overall trend? down

« What's the major supportiresistance areas for the last several months?
Support at 19 and resistance at 23.

« YWyhere doyou swing trade it? Buy at 19-20 1/8 and sell at 22-23.

o Howi long doyol expect to be inthe trade’” Based on the chart volatility, no
longer than 2 weeks.
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Timing Tips for Swing Traders:

DRAW THE CHART AHEAD OF
TIME: No | dant mean one af
those hokey future-chart
prediction websites, rather, print
out the 3-maonth chart of your
stock and draw out the
supportfresistance lines and the
‘deadline’ you will give the trade
to be profitable, or to be stopped
out at, in

Example: If you enter the trade
April 16th, maybe give it til the
end of the manth {or meeting
your profit target or stop loss). If
it's still chopping around and
you're +~ 142 point with no major
rovernent after a couple weeks,
consider closing the trade and
rolling the money into a different
stock pick.

THE MORE SHARES ¥OU
TRADE, THE SHORTER YOUR
TIME HORIZOM SHOULD BE: if
you're only trading 50-100
shares of a stock and it's taking
up less than 10% of your trading
capital, then maybe you can sit
in the trade for a month, or even
tw, to wait for a decent profit.
If you're trading 200-300, or
maore, shares, expect to get out
within 2 weeks maximum. Other
opportunities are out there for
this amount of trading capital
youve allocated to the trade, if
it's not performing, then "fire it"
and buy a different stock
instead.

010200

DISCIPLINE 15 STILL
IMPORTANT IN SWwING
TRADING: Don't fall into the
comrmon trap of letting ‘bad
daytrades turn into
investments/swing trades.”
Your only protection against
sloppy trading is to WRITE
DOV AND STICK TO your
stops, entry and exit points.
This can be simple and brief,
on a blank piece of paper.
The main thing is to use it to
help you trade with defined
houndaties, so you don't lnse
maoney.
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Management & Diversification

This 15 anather "big picture basics” lesson that i1s designed

to help you get started in swing trading successfully

e Risk management in this lesson will help you figure out
how to best allocate your capital, use swing trading
stops and diversify the stocks you are trading.

« In swing trading, we recommend that you have a
handful of stocks that you trade simultaneously. | have held
anywhere from 2 to B different stocks, almost all small
shares (80-300 shares each), for a 3-day to Z-week or so
hald

= YWhat types of stocks to have? I'd suggest picking 1-2 from

each of several different sectors (eg retailers, nets, semi's)

o YWhy do we recommend this swing trading approach?
Simple: if you only have 1-2 stocks you're playing
you will probably get impatient weaiting for it to go up
faster, and exit the position too soon, with a small
profit

If you have a handful ("basket") of stocks you're in
then you can sell one when it "pops up” to give you a
decent profit (of 5-20%) and use the capital to buy
another stock, rotating your money over ever couple
of weeks into new stocks while your capital base
grovws.

Managing Risk in Swing Trades:
Using Stops, Portfolio Management & Diversification

Using Stops in Swing Trades
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On Day One of this DISH trade you can see some
initial buying in the first half of the trading day. Where
would you set your stop loss here? Mo more than 5% DAY ONE
away fram the trade entry, or 45 172, right under the
day's low.

[DisH | [interval Chart

How do you determine a trade exit area? Again, |
always like to exit right under whole number suppart,
especially "decade” numbers like BO in this example.
Mowe, DISH kept running up, and

That's fine, half the time stocks will go right back down
again as well...better to book the profit and the re-buy
the stock again if it pushes it's way through B0, say
you might buy again at 61-62.

In hindsight it's always easy to see how a trade
“shouldve" been managed; let's figure out how to make
these decisions Before you get into a trade. Here's an
activity to help you with this:

SWING TRADE STOP ACTIVITY:

Take a look at the three chart examples shown here.
Let's do an introductory Technical Analysis simulation
activity to learn this critical skill.

For each 4-day chart, | want you begin by to cover up

the "left 3 days" with a piece of paper. Mow, move the

paper slowly to the right, to simulate each trading day. | R = firtervalChat =] ﬂ Iv &|C A I%ITr 0K
Let's say you entered the trade anywhere on Day 1. DAY ONE DAY THREE DAY FOUR -

Maw, where is your stop loss at (remember it must be dlu"._.,l I'p
less than 5% of the stock price). Mow, how would you Fou

figure an exit strategy? WWhere would you book a profit,
or use a trailing stop at? How would you manage your
stops for each example?

BYSHN:

e Support is Where?

e Resistance is Where?

o Trade Entry Would Be Where?
Trade Stop Loss is Set YWhere?
Trade Exit Would be Where?

ISF'LSl j IIntervaI Chart j ﬂ Iv ®\| ®\|| Al %ITV (118

DAY ONE DAY TWO DAY THREE DAY Fouﬁh‘.

4 |
.u‘ ‘n_,.'.|~| N Al
L

I .r‘\ﬁ".\\, ~|u.J A ‘ iy \J J

SPLS:

Support is Where?

Resistance is Where?

+ Trade Entry WWould Be WWhere?
Trade Stop Loss is Set Where?
Trade Exit Waould be Where?




RRRR:

+ Support is Where?

s Resistance is Where?

+ Trade Entry Would Be YWhere?
s Trade Stop Loss is Set Where?
s Trade Exit Would be Where?

[RARA] ] [interval Chart

DAY ONE DAY TWO [ﬂAY THREE
|

N
A

|""'L,|' .

hd
¥ n-wf‘uﬁ !

[
| W |

o

uili
4:00

Managing Your Portfolio: The DTU ROTATION METHOD

When swing trading {which I've been doing a lot more of lately), it's a good idea to keep a "rotation crop” of

stocks that you're swing trading. Here's how it works:

Be sure your support/resistance levels decided on by the sarne tirme horizon you have for the trade, eq if you're
planning on halding less than a manth then look at 1-2 months warth of data, if you're planning on holding less

than 10 days then look at 10 day supportfresistance

Y

1. Buy 100 shares of
each of 4.6 stocks.

Example:
100 RIMM @ 37

100 DCLK @ B2

2. Write down major
support levels (no more
than 3% lower than
what you paid for the
stock) for each stock.

These are your stop
loss areas (you will sell
if the stock drops to

3. Write down major
resistance areas and profit
targets for each stock in the
portfolio:

Example:

RIMM resistance = 46, exit
target = 44-46

4. Okay, now you have a
swing trading plan
defined. This is critical.

Another tip to remember
is to use trailing stops in
your swing trades as well
as day trades (see
Module 1 for more on

100 BYSN @ 33 these prices).

100 NOYL @ 19 Example:
Ritdt Stop Loss = 34 748
DCLK Stop Loss = 559 34
BwSM Stop Loss =297/

MOWL Stop Loss =17 7/8

this)... eq if you buy at 33
and it goes up to 34 172,
your trailing stop is at 34,
which means you will
sell at 34 to lock ina 1-
point profit if the stock
goes down to 34.

DCLK resistance =70, exit
target = 68-70

B%SH resistance = 40, exit
target = 38-39

MOWL resistance = 22, exit
target = 21 7/8

Finally, you wait and watch. Let's say DCLK goes to 68 1/2 and you see another oversold stock starting to rebound.
WWell, you can sell your DCLK here since it's near a resistance level, book the profit, then go buy the other stock,
“rotating your capital” into a higher-percentage trade.

Let's say that NOWL drops to 17 7/, so you sell it, taking a minor loss. Your 12% gain on DCLK outweighs the 4%
loss on MOWL, so yvou're still at a profitable 3:1 reward:risk ratio.

You simply keep doing this process, rotating your capital into new stocks for 2-day to 2-week swing trades, selling
when the stock has hit a new high near a resistance level, and buying stock that's either bouncing or breaking out

above a key resistance level. It works - try it

Diversifying Your Stocks by Sector

Finally, let's look at managing risk by diversifying your
portfalio by sector. ¥ou shouldn't, for example, just
swing trade all computer stocks, or internet stocks, or
brokers.

Try spreading your picks among several different
sectors so that you maxirmize the odds that at least one
of therm will do well on a given day. This is a "swing
trading hedge"

Faor example, the stocks in the above example are all from different
sectars. You might include 1 semiconductor (eg VT3S ALK
AMAT INTCY, 1 telecomn (T WCOM), 1 wireless (QCOM AWE), 1
retailar (WMT ROST) and one pharmaceutical (AMGN BGEN), for
example

All sectors don't move together, sorme days one sector will take the
lead and others may be weak. In swing trading a portfolio, make
sure it's diversified inta different, strong sectaors.
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+ Swing Trading Technical Analysis & Charting Part 1:

20/50/100/200 MAs, using MACD

@ Main Points:

o Moving average lines play an imporant role in helping
you to determine where other traders will see support
and resistance levels.

Large financial trading firrns buy and sell large guantities
of stocks based on egquations that include MA lines, so
you should be on the lookout for ‘bounces’ and
breakthroughs based on these important lines

The most important lines to plot are the 20 50 100 and
200 Mg,

The MACD is a pair of lines that you can use to help
determine likely entry and exit points as well, when the
lines cross each other it signals a trend reversal is
likely.

BREAKTHROUGH SWINGTRADING PLAY
ABOVE RESISTANCE USING MA LINES

Swing Trading Strategies

4PREVIOUS MNEXT &

Back to
MODULE 4

MA Lines are very useful in helping us determing
hiow to play the 3 major chart patterns:

Buying breakouts above resistance
Bottom bounces off support
Flaying the supportfresistance in a range

The chart patterns below are great examples of each of
these three patterns in motion, captured Way 2000.
Motice in each of the three TA lesson examples below we
have a pair of charts: the G-month "big picture” chart and
the 10-day "swing trading” chart.

PLOTTING 20 50 100 200 MA LINES: 6-MONTH C5C0 CHART

Notice in this 6-month chart  1°5°0 =] [Daiy Chat

that CSCO has:

13 always stayed above its
20004 {white) line,

2 has almost always stayed
above its 100MA {orange) line.

What does this tell you?
Owerall, it's a strong stock,
and that any weakness
should be seen as a buy
opportunity. It looks like 50-80
iz the "wide range” for this
stock, and that the 100kA at
B3 should be considered a
key support level. Use the hA
lines to "map out" support and
resistance for trading here.

We need rmore detailed
infarmation to trade it, though,
so0 we ook below at the 10-
day chart:

6 13 2027
DECEMBER

8 156 2220
HOW 1999

10-day CSCO chart: What
do we see here?

<1 p|[V syclmla| 57 [eE

100M

6 13 20 27 3 10 17 24 1
MARCH APRIL

3 1017 24 31 7 14 21 28

‘ 50.0M

JAN 2000 FEBRUARY




PLOTTING 20 MA AND MACD LINES: 10-DAY CSCO CHART

Sure enough, ©3CO bounced
off low B0's, once on 4724 and

again an 513, [csco = [merachet =] [P [V &€= 4] BT oK

A breakout play would be to 8.00m
buy once CSCO has crossed 6.00M
70 1/2 or so, with a stop right 4.00M

under 70. Bottorn bounce

play: Enterfbuy low B0's, stop 2.00mM
loss right under B0, exit target
B3-65. 1.00

0.00

Using MACD: naotice where
-1.00

the lines cross at the hattom?
First timesbuy signal is
towards the end of the day on 12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00
SR UEL SR 11900 42000 4724000 412500 426000 427000 42800 5100 5200 5300
426 and 571, buy signal on
843

BOTTOM BOUNCE SWINGTRADING PLAY
OFF SUPPORT USING MA LINES

PLOTTING 20 50 100 200 MA LINES: 6-MONTH CMGI CHART
MA Lines: CMGI has "lost 200
MA support at 80, so major fund IEMGl =l IDa”y Chart [~ ﬂ W_IQ_IQ_I_IA _I% LS 1S
managers probably won't be Cl
buying til it's over 81

Motice that unlike CSCO from
above, the MA lines (especially
the red 20MA) have crossed over,
a bearish downtrend reversal
pattern.

In general, avoid these types of
stocks for position trades, the
swing trades you enter must use
a previous (eq recent or 52-week)
low as & stop loss level

One bullish signal, we have
CONSOLIDATION (choppiness)

around the 50-70 level on the 25.0M

chart, this can precede a trend 20.0M

reversal. 15.0M
. 10.0M

Fop Guiz: Where should your 5.00M

rnaximum stop loss be for CMGI || | | | | | | | il | || | |||| || | || )

EaISEd on this chan? Answer 8 15 2220 6 13 2027 3 101724 31 7 142128 6 13 20 27 3 10 1724 1

elow.

NOV 1999 DECEMBER JAN 2000 FEBRUARY MARCH APRIL



RANGE TRADING SWINGTRADING PLAY
USING MA LINES

PLOTTING 20 50 100 200 MA LINES: 6-MONTH SPLS CHART

-] Pl[v&l&mmal 5T ok

Finally, we have SPLS, a classic
“rolling stock”. You can see the
recent trend is down, and that 22
is hard resistance, at the
200nA.

[sPLs

=l/[paiy char

The other MA lines are not
useful for us in trading this stock
based on the chart to the right
What else do you notice "big
picture"?

YWhen SPLS dropped to 17 in
Mov 99 there was a huge upside
reversal. This 1s an impartant
example of the kind of "big
picture” chart patterns you
should be aware of

20.0M

10.0M

15 2220 6 13 2l]2? 3 01724 31 7 142128 6 13 20 27 3 10 17 24 1
NOV 1999 DECEMBER. JAN 2000 FEBRUARY MARCH APRIL

PLOTTING 20 MA AND MACD LINES: 10-DAY SPLS CHART

= p|[V &jalmla] 5T

ISPLS j I Interval Chart

The MACD told us we had a buy
opportunity on 427 and 4/28, 20
when the lines crossed to the U{'

upside lT 19172
Motice the heavy selling volume
on &/3.

Based on our B-maonth chart, |

would enter a long position at 17
1/4 and expect a bounce back to
at least 18 1/4 within a few days

Knowing a stocks' trading range
and playing the channel is a
fairly good way to swing trade.
Make sure you're not channel
playing a stock that's run up
hugely in the last several
manths, those are "bubbles" that
may burst, like the biotechs did
in Jan-Feb 2000,

Your stop on this swing trade
would be right under support at

12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00
16 3/4 or 50 41900 420000 42400 472500 472600 4727700 472800 5100 572100

These sets of chart patterns should help you identify similar high-percentage trading oppartunities as they accur.
In swing trading, you must always look at both the "big picture” B-maonth {or longer) chart as well as a closer 10-day chart.
Stops must be adhered to right under suppart levels, 1o insure against large downturns.

Plot similar graphs using bigcharts. com or your quote provider, and see where you should set alerts and make trading
decisions.
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Swing Trading Strategies

« Swing Trading Technical Analysis & Charting Part 2: Identifying
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Trends, Channels and Overbought/O Id C

Unlike daytrading, swing trading requires you to look .

at the "big picture” of multiday trading ranges to help
determine good entry and exit prices.

It's frequently helpful to look at stock charts in B-
manth, 10-day and intraday timeframes to help

determine where a good entry and exit is.

y favorite strategies in swing trading involve buying

towards the lower end of a trading range or buying
breakouts above a previous resistance level.

This lesson will show you a number of illustrated

charts for oversold, overbought, trending and channel

plays.

OVERSOLD SWINGTRADING CHART PATTERN
USING 10-Day & 6-month Charts

Hotice in this 10-day chart
that PSUN has:

13 sold off to a low of 11 1/2-
12, at which point you see
huge buying volume

2] started to rebound from the
12-13 area from a previous 10-
day high of 23

What does this tell you? The
first thing to do is to check
why the stock dropped (same-
stare sales weaker than
expected)... then, decide
whether you think the drop in
price was overdone or not.

The trade would have been to
buy at 12, using a stop loss
right under 12, eg at 11 1/2 or
so for the swing trade. 10
wiould be the absolute
rnaxirmurn stop loss for this
trade

YWe should also look at the B-
manth chart for PEUN as well

10-Day PSUN Chart:

e V== Y e

G-Month PSUN Chart:

10-day charts are also particularly helpful in
avoiding low-percentage trades, eg buying in the
middle of a 10-day trading range is not a good idea
for swing trades.

Once you learn to recognize high-percentage chart
patterns, you will be more likely to be successiul
in trading with the market sentiment. This lesson
will show you what to look for in several key chart
patterns.

Swing trading is almost all based on chart pattern
recognition, adding things like recent price
movement and b4 lines, volume and financials as
additional reasons to enter/exit your trades.

200

1500

1.00m

S00K



to see where it came from.

Owerall, the stock showed
nice volatility and buying
volume during the last six
manths.

Additionally, you can see that
the drop to 12 had a Huge
volume spike, which indicates
a short-term bottom is
probable.

Where is your exit target,
then?

Well, I'd logk to exit once right
befare 15, say at 14 374, sit
out the run over 15, re-enter at
15 1/2 and =ell right under 20,
say at 19 1/2, and then
perhaps buy again in the low
205, say 20 142, selling out
tight under 25 again.

| sit out resistance areas, and ) i T il
re-buy once (and if) the stock § 13 20 1 10 P PR TR T 6 13 @ 2 3
breaks through resistance. | JANUAR FEBRUARY MARCH APRIL
buy off support and sell into

buyers on the way up.

OVERBOUGHT SWINGTRADING CHART PATTERN
USING 10-Day & 6-month Charts

10-Day CIEN Chart:
Overbought patterns are -] TNl P|[v &5 (= a] T |

important to recognize for
three trading opportunities:

1) to close out a long position
you're in with a profit, before
the stock turns hack down

2) to avoid entering new long
positions, since they are
dangerous at overbought
areas, you shouldn't chase the
stock

3) to enter a new short
position, with a cover stop
right above the resistance
area.

What does this 10-day CIEN
chart say to you? Hopefully, you
see that the market sold off the
gap up to 145, and that it's
consolidating in the mid 130s
range. | would go long if it broke
over 145 on walume, or, short it if
it loses 130, with a cover stop at
131 or so.

6-Month CIEN Chart:

200K




MNotice a couple of key things
frarn this B-rmaonth CIEN chart:

11 lt's been in a trading range

frorn 90-100 support to 140ish
resistance the last couple of

maonths.

2} The stock will probably get
sellers as it approaches 140-150
resistance, and buyers as it
approaches 100 support.

3) If a breakout occurs, eq it goes
over 150 on strong voluren, then
it should be bought again.

Those are the three messages
this B-rmonth chart tells me. That,
and the 200kA s 80, so that's a
likely suppart zone if the stock
really tanks hard for some
reason.

These are the things | want to
encourage you to get a
professionals eye for.

Here's a short-term overbought
PUMA chart fram Man June Sth
2000. We ran all the way from 20
to 35 in a matter of 3 days, on
good news

What are the trading
oppartunities here? Da you short
it? Do you chase it and buy it
hera?

I 'would say do neither. You're too
late for the huge run that the
stock made, and, you don't want
to fight the overall trend by
shorting, as it could go higher,

Mote the large end-of-day buying
volume that propelled the stock's
price up. This indicates a likely
gap Up opening on the next
trading day.

Let's look at PUMA in & B-rmonth
perspective now $0 we can see
what's going on

[ - P [V & mm]al 5T

1500

1008

‘ ‘ S.00M

APHIL

10-Day PUMA Chart:
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200K
150K
100K
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t-Month PUMA Chart:



FUMA in & B-maonth horizon is
telling you what? A couple of
things:

1) it sold off frorm a high of 100
down to 16 in a couple of months

2) PUMA was in a trading range
frorn 20-30 for April and kay.

3) PUMA, Just broke out of its
trading range on record volume.

Is it overbought? Intraday, yes, |
wouldn't be a buyer at 34 on the
day it ran up from 27. But, the
overall technical picture tells us
there's a lot of room for PLIMA to
run to the upside if buyers
continue. So, 11l be watching
PUWA to look for new trading
opportunities in this stock.

The chart shows high volatility, it
tends to bath run and drop
guickly. Stop loss at 32ish for an
entry at 34. Sell under 40
resistance.

[Fome =] (oA =] | (P [V &= a | 5 R

s.00M

4.00m

1.00M

CHANNEL SWINGTRADING CHART PATTERN
USING I0-Day & 6-month Charts

Here's a stock that's been
oversald and is relatively safe for
a trading channel, priorto a
recent breakout, REWWIK.

RNWI's 10-dy pattern shows
you that it “rolled” between 31
support and 38 resistance
several times, before breaking to
the upside over 40 recently.

This stock was easy to play in
the trading range, and was in our
daily pick list for the entire week
due to this. It's broken to the
upside and has probably entered
a new trading range. All we can
see for now is that 45 is
resitance and 40ish is support.

How dio you trade it? [ would not
enter here, far a swing trade
you'd wait for it to break over 45
to buy, or, wait for it to drop to
40 to buy, with a stop loss in at
39 3/8 or so.

What does the ‘hig picture'B
manth chart tell you here for
e

10-Day RNWHK Chart:

-] BV alsE Al u T P

00K

6-Month RNWHK Chart:



171 Lost 60 support from a high of
95 and sold off to a low of 30

2y Recent trading range 31 to 40
or so

3 Mext major resistance at the
2000A at B0, next minor
resistance at 90,

4] Caution sign: ¥aolume has
been lower in Aprilitay
tirnefrarne than back in Jan-
March... so, we want to make
sure that WOLUME is a key
determinant for making trade
entries in this stock.

Other experienced traders all
see the same things here, 5o we
trade the supportfresistance
accordingly. Learn to trade on
the side of the market and profit.

Frr = [ PV &laE]a] W

10.0M
S.008
6.008Y
40081

2000

UPTRENDING SWINGTRADING CHART PATTERN
USING I0-Day & 6-month Charts

Finally, let's look at a couple of
steady uptrending charts. It's
tough to enter a trade for a stock
that's been going up for a long
tirme, because you know it's a
matter of time before it sells off,
and you don't want to buy the top,
right?

The first chart Ive shown here is a
10-day SBLUX chart. It has had
recent positive news and has
been in an uptrend for the last
couple of weeks. It seems that 40
is a strong resistance area for the
stock, and the uptrend broke on
the 10th day, with a close that
was [ower than the open, at
around 35 142,

Howe weould you trade it? Me, I'd
scalp it on the way up, and
consider a swing only if it
bounced off a major support level
like 30 {or, had an upside
breakout above 40 172 or so).

Let's look at XLMx. The

10-Day SBUX Chart:

| T Ve

100K

S0.0K
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10-Day XLHX Chart:



sermiconductors (AMD WTHH
HALME) have all been doing well.

The chart shows steady buying
over the last 10 days fram low B0s
to high 80s. WWe see a resistance
area at the top near 90, right? So,
you'd wait for the stock to go over
91 or s0 on volume befare buying,
ar, wait for a bounce off a decade
nurnber support level (eg 80, 70,
G0).

Recognizing trends is helpful,
when there's no sellers than it
means maost people are confident
the stock price will continue to
rize over time, and are hesitant to
sell.

Right now, it looks like a trading
zone of B0-20 defines where the
next trade opportunities will be far
KLME.

= P|[v&|c=al 2T

pra 1200 70 ) 1200
S0 43100 61200 G500

Rermernber, as is any kind of trading, we're always looking for high-percentage trading setups, ones where our risk:reward is small as possible.
These chart patterns should help you learm what to look for in successful swing trades.

Rermernber to get 10-day charts and news at www. bigcharts.com if you don't have a pay quote service provider.
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+ Understanding the Mechanics of Swing Trading: Recognizing Recurring

Swing Trading Strategies
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Stock Patterns & Likelihood of Fibo Retracement

@ Main Points:

WWe use support and resistance to identify decent
trade entries and exit points, right? Okay, let's look
at this a bit closer using what are called Fibonacci
retracements.

Basically, you look to enter and exit positions based
on a stock retracing off lines at approximately 38%,
50% and 62% of the total amount of the stock
price's moverment in one direction.

For daytrading, this roughly divides the day's trading
range, once established during the 9:30-10:30 period
{roughly, that's where the highs and lows are often
rnade], into the midpoint and the top third and
baottorn third.

Sirnilarly, for swing trades, you want to look at the 3-
rnonth and B-rmonth charts, along with the 10-day
charts, to establish fibo retracernent lines, to help
you plan your trade ahead of time... you want to
identify where the stock may be likely to run into
sellers (if you're long) and get ready to exit the trade
before the stock goes back down.

| call these “recurring patterns" because they are
price points at which buyers and sellers tend to
reverse, of, points at which the stock may
consolidate and "chop around” at. during rmorning
trading..

Review this link for a quick one-page tutorial on
Fibo retracerents at Equis.com... they have a
great free online "TA from A to £ resource there
too, it's required reading for everyone, along with
clearstation.com

In tirme, you will not need to mechanically
calculate these lines, or use software for it, it
becomes 100% intuitive, eg you get a feel for
autornatically calculating these reversal areas
This, of course, occurs after youve spent
hundreds of hours looking at thousands of charts.
Again, a good rule of thurnb is to look first for the
midpoint of a trading range (eg notice a stock will
rake its "big move" from 9:30-10:30 then settle in
at roughly half the distance between the high and
low, the midpoint? This is where you should not
be trading, low-percentage zone, rather look to
buy off the fibo bands and the previous days' high
and low support and resistance areas, etc.



USING FIBONACCI RETRACEMENTS WITH
10-DAY CHARTS FOR SWING TRADING

Look for trade entries and
exits within a trading range
at the 38%, 50% and 62% (or,
roughly the midpoint and
1/3 and 2/3 points of the
trading range)

See in this 10-day CRDS
chart that:

13 our 10-day range is 7 to 14

2) after running up, the stock
sold off down to a low of
roughly 1/3 of the range, or
9..the buy paint would be on a
breakout above this level (also
a good secondary target to
cover a short in the stock off
the top of the range, as is
B8%, the first cover target)

3) buyers brought the stock
back up the 2/3 of the total
range, to roughly 12 1/2

47 the next buy would be on a
breakout above the range,
above 14 or so, or, offa
bounce that accurs an any of
the prior bounce areas, eqg off
9,10, or through 12.

We look at a lot of midpoint
{fibo 50%) trading in this 10-
day chart of RNWK:

11 Ok the chart is busy, |
wanted you to look for the
same types of things that | do
when trading R

21 The buy on 8729 was
obvious, as it was retesting a
prior low... the stop loss would
be at 44 1/2 or s0, but we did
in fact get buyers, at 10:30 as
usual, off support. High-
percentage easy day or swing
trade entry.

3} there are a number of minor
breakouts earlier in the week
that would have been fine for
daytrades (can you spat them
in 8/23 and 8/287).

4] the midpaint becomes a
new suppart level for the stock
on 8431, as it went through 47
1/2 on good volurne.

a1 It broke out above a key
resistance area, &0,

6] The next buy would be over
A0 142 on good morming
volurne, with a stop loss at
right around 50. Or, off suppaort

|cRDS
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8721100
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at 47 172 bounce, or off
suppart at 45 bounce

Finally, let's look at 10 days
of KANA - anather well-
annotated chart to help you
see the preision with which |
look at stocks. By the way, |
do all this stuff | have
annotated in my head, |
wanted to show you what I'm
Inaking at when | see this 1 39
chart, using fibo retracements. 4 1 3812

38
1) Okay, we define our range 372
as 34 172 to 40, note that we m > 37
didnt know where a bottom 1 ¥ 36 112
would attract buyers til 829 36
which is why we just watched 35 112
it til then...never try to catch a ’
falling knife or guess where the 35
bottom is, for all | know it 3412
could have gone to 17... | - : y C 34
wanted to see buyers come
back in with strength.

|KANN j Ilnlerva\ Chart

=l Pllv &S| A] BT ok

2) Having defined our trading
range (on 8/29), we then draw
our ridpoint line, at 37, and
patiently wait to see buyers
come back in above 37, If you
are a swing trader wha cant
watch the market closely
intraday, you might enter a
buy limit order at 37, for
exarnple.

| ‘|‘.Hlu|| I
1200 1200 | 12:00
821,00  8/22/00 8/23/00

s sl || ‘ bl T
1200 12:00 12:00

|I.\| il |II| i I‘ | |‘ i
12:00 12:00 12:00 12:00

8/24/00  8/25/00 82800 8/29/00  B8/30/00 83100 9100

3) Mow we know there will probably be resistance at the previous high, at 40, especially
since it's a whole decade number, right? Right? Ok then.. so our exit target is right under

40, at, say, 39 5/8 or 39 3/4 or so. We lock in a 2 5/8 point profit on an overnight swing
trade hold.

41 Did you blink and miss it? Remember this is how we trade professionally - you have to
be aggressive and know your technicals and execute trades accordingly. It takes
discipling, study and practice. Mo it's not easy. A 55 day job is easy | suppose. Then
again, you get paid a whole lot less for that tool

Does this make sense to you? Mot yet? That's ok, it will in time - just remember to use the 1/3, 1/2 and 2/3 as a rough trading guide to help you
decide when to get in and out of trades. This also applies to intraday and to longerterm (eg 3- or B-maonth) time intervals as well. Apply it ta the
unigue trading style and risk management strategy you have far your stocks.

Module Swing Trading Strategies APREVIOUS  NEXT o
Four
Back to
MODULE 4

+ Chart Patterns: Buying into Pullbacks vs. Dead Cat Bounces

@ Main Points:

« When it comes to identifying good trade entries for
swing trades, | like to pay attention to both "dead
cat bounces” and buying into pullbacks on slow
uptrending stocks.

Dead cat bounces: when a stock sells off more
than 15-20% for a big gap down, and gets a wave
of buyers within the first trading hour after the gap
dowrn.. (these are also good for daytrades,
especially when played pramarket over 1SLD]).

A note on buying bottoms: frequently, I've found
that the first bottom isnt' the 'real’ bottom, a
second selling wave can also fallow, which can be
painful. which is why stops are so important.. look
for consolidation (see column to right) before trying
to buy & battom, or an otherwise cormpelling
technical reason on the chart, eg it's bouncing off a
S2-week low thats a decade number (like 20 or 30)
at 10:30...and of course you need to still keep a
tight (3-5%) stop

Buying into pullbacks: a stock has been
gradually bought over a long time period (eg 3-6
manths) in a slow steady uptrend....you can buy it
on a pullback, again with a stop loss right under a
previous low

« Consolidations and why they're important
when you're bottam fishing: a ‘consalidation’ is
when a stock has reached a tight trading range
that it hasn't yet broken out of. Let's say AMIN
sells off down to 28 over a couple of days.. do
you buy yet? Mo...you wait for either 2 sharp
reversal (rmore of a daytrade), or wait for the
stock to "settle” into a tight trading range for at
least 2-3 days. Why? Because this tells you
buyers and sellers are evenly matched, eg the
sellers are no longer in firm control. The stock
looks flat. You then buy when the stock makes
a new high right above the trading range (with a
stop under the top of the range). This tells you
that buyers are in control, at least far now, and
atrade can be entered from the long position.
The inverse of all the above is true for shorts,
naturally.

Another good example is HLIT after it sold off, it
stopped selling off and traded in a tight range for
several days before getting buyers, at which
point a high-percentage trade entry could be
rnade.



BOTTOM FISHING (BOUNCE)
CHART PATTERNS

6-month and 10-day DISH Charts:
In swing trading, we = - =
always pay attention to J |Da|\y Ehal J LI Ivil %

both the 3-6month and 10-
day chart.

Here's a tip you never hear
about: when buying into dips
for a downtrending stock,
hake Sure that buyers re-
emerge regularly and that
it's not a slow decline with no
buying interest (see ETYS for
example]...in other words,
make sure there's some
volatility, ups and d ,in
the B-month or 3-manth chart
if you're buying into a
downtrend. You can see this
in the B-rnonth DISH chart to
the above right.

Lets ook at the 10-day DISH
chart naw for the real
action”... Where do you see
caonsolidation in this 10-day
chart? The middle 4 days or
so...eventually buyers win
and the stock breaks above

34 142, where a swing trade
buy should be entered. 6-month and 10-day DCLK charts:

Mow let's look at DCLK, my IDCLK jv

favarite daytrading stock of
the roment. The downtrend
looks pretty ugly, but,
looking at a 1-year chart you
see that 30ish is a 52-week
lowe and we can expect
support there. The stock
consolidated around 40 for a
couple of weeks, before
dropping (and then
bouncing).

When buying swing trading | |Intewal Chat =] LI V|®\| S\Iil
!

bottoms, | often have found
the first battam is not the real
bottom...we see this in
DCLK...| bought at 33 here,
thinking it was the bottorn, it
sold off some maore (you
would stop out at 32 at the
end of the day, taking a
small lass)

The next day, you can see it
dropped all the way down to
29-30.. you would buy again
once it breaks over 30.

Mowe the real guestion is,
where do you sell? | would
sell right under 40 (previous
consolidation zone, where
buyers and sellers disagree],
and re-enter right above 41 or
so. Earnings are due out,



which provides another gap
Ywild card”.

HLIT: Strong selloff down to
lowe 205 frorn a high of
160.. .hmm probably a good
time to buy, with an exit
target of B0-70 over a one-
guarter (3-month) time
interval.

| like the consaolidation right
over 20, this looks to be the
bottarn for HLIT

In looking at the 10-day chart
for HLIT, we enter a buy after
the breakout from the
consolidation range of 22-
25...eg we buy the stock at
25 142 ar so. Qur initial exit
target is roughly 1/3 to half
the difference frorm where it
dropped...eq it dropped from
41, we buy at 25 1/2, we look
to sell at right under 30 (29
1/2) the first time, then buy
again at 31 or so and look to
sell again at 37-39. Sit out
the resistance areas at
‘decade’ numbers like 20 30
40, sell at the 3-9 and rebuy
in at the 1-2.

Using the Composite and
Sector Indexes to swing
trade:

Ok, we also always watch
our sectorfindex charts right?
The one thing | want you to
take away from looking at
these two charts (Masdag
Composite and Intermnet
composite] is this:

The $GIM is underperforming
the $COMPQ, s0 you dont
buy internet stocks yet

[wait for key support areas at
the $GIM for & bounce), and
look for ather sectors to play
in long right now, eg sermis or
networkers, whatevers
strong....use the divergence
as a relative strength
indicatar.

6-month and 10-day HLIT charts:

10-day lag C ite and Gold

|$CDMPQ| j IIntervaI Chart
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Breakout!

Sachs Internet Index charts:

A —

internets are weak, short/selliwait for a bounce (don't hold

longs)

|$GIN| j I Interval Chart

BUYING INTO PULLBACK
CHART PATTERNS

10-Day COVD Chart:

=] P| v|8|afE



I find it difficult to buy into
uptrends, as | hate to be the
"bagholder” buying the top of
the day. But, we need to be
able to buy strong stocks that
are getting stronger. How do we
do this?

One strategy is to buy dips and
breakouts in uptrends.

We said COVD was a buy at
18, ok it was, now what? |
would have sold right under 20,
buying again at 20 1/2...you see
a consalidation here on the last
day...I'd sell here and wait to
rebuy a dip later. During the run
up, you try to buy towards the
‘bottom 1/3rd" of the day's
trading range as a general goal.

Looking at RIMM here, you see
lots of buying over a 10-day
period. What do you notice
regarding time-of day effects for
RIMM? It generally tends to get
afternoon buyers, do, this is a
stock I'd look to buy more often
in the afternoon, say 1:30-2pm,
than in the morning. The low of
the days tend to be at 10:30
and in the late afternoon as
well, say at 3-3:30. These are
the buy times for this stock.

Well, that should help with some of the patterns you should be on the lookout for in terms of
swingtrading bottorn bounces and uptrend buying times. Get to know the ‘personality’ of a few

stocks and trade those.

Four

j I Interval Chart

10-Day RIMM Chart:
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Swing Trading Strategies

« ldentifying High Percentage Swing Trading Patterns: It's Saying

“"Buy Me Here"

@ Main Points:

YWele covered a number of effective swing trading
strategies in earlier lessons. This lesson will help
you identify chart patterns that should be
profitable if played with proper risk management
and profit-taking strategies.

Remember from one of our day trading lessons
that you do not want to be "trading just to trade”
of trading because you're bored, or because
you're pressuring yourself to trade. Instead, you
want to be a sniper looking for selective high-
percentage chart setups

A high-percentage swing trade is generally either
buying a breakout above a 2-3 day consolidation,
or a reversal after a sustained decline (eg it finally
looks cheap to more buyers than sellers).

In swing trading, this means we rely heavily on
chart patterns, earnings calendars, and
market/sectarfindex charts, along with 200MA
and 50MA, lines.

4PREVIOUS NEXT b

Back to
MODULE 4

Below, I've gathered a handful of what |
consider to be high-percentage swing trading
chart pattern setups that are worth watching
for trade opportunities (August, 2000)
Remember that good traders respond
guickly to buy and sell patterns, versus
trying to predict what will happen. I've been
burned, as we all have, by "trying to catch a
falling knife"...in swing trading many traders
were wiped out in April's dip, because they
did not use stops.

The chart patterns below rmay well sell off and
not be good swing trades, | don't know. All |
knaow is how [l trade each of them based an
what the buyers and sellers are daoing, I've got
trade entry and exit points, along with stops
identified for each pattern

Remember we use 10-day charts for all
trading, especially good for identifying swing
trade support and resistance levels. | also
refer to a 1-year and a 3-month andfor &-
maonth chart.



MORE BOTTOM FISHING [BOUNCE)
SWING TRADING CHART PATTERNS

KLIC Swing Trade

Remember, when buying what
you think is the bottom, make
sure you see an uptrend andfar
volurne reversal before buying, as
the first bottom is often just the
first of twa. Let's look at KLIC i
here:

|KLIE j I Interval Chart
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If you had bought the first bottom
at 28, you'd be wrong. .. instead,
you should pay attention to 2
things before buying any bottom
for a swing trade:

1) Heavy volume

e T

2) An uptrend, indicating
huyers are stronger than
sellers.

You did Mot see either of these
on the first drop on 841, so you
wouldn't buy. You'd buy on either
of them, eq on 8/3/00.
B

»‘rll}'mjlﬂuf.*\lll 'em

Where do we see this? On 10:001 l]l]14:l]l]m 10: l]1é:l]l]1 ) :U[1é:l]l]14:l]l] 10:0012:0014:00 | 10:0012:0C
8/3/00.. .15 the trade good for 713100 8100 81200 21300 8/1/00

mare? Maybe, but I'd put my first
exit target right under the
consolidation at 23... since | sit
out decade resistance | might
buy at 16 1/4 and sell at 1912
or s0. A stop loss would be at
15, of course.

CRDS Swing Trade

j I\nterval Chart j LI Iv ®\| @\ll Al %ITF oK

Again, buying the first bottom at
9 on 7427 wouldve been
wrong...also | never buy 9's
anyways (9,19,29 39 49) since
there'll be resistance at the
decade number above it. We sa
a heavy volurme reversal at 11am
on 7/28, a swing trade couldve
been entered there with a stop at
the bottom at 4.

I'd wait though..a good next entry
would be over 10, or, if the stock
drops to 5 or 5o and starts to
bounce.think is the bottom.
Rerermber to be skeptical and i 3
wait for strong buying strength to 300K

enter the position...don't chase,
but make it go through a previous 200K

resistance level or new high of

| 100K
day (hod) to enter.

. 'nu.'- ] | |l'|'1‘raum B il .hhu'l.ﬂ b L ke s tdth ol ook
12:00 12:00 12:00 12:00 12:00 12:00 12:00 12:00

#2400 772500 726100 72700 (728000 7/3100 81,00 |8200 (8300 |84/00




MRYC Swing Trade

(I fist heard about MRVC from
Tony Oz's new book, it's got
great volatility for trading).

YWhat's the 2 key patterns you
see here?

a) Yolume uptrend off 10:30
bottorn on 7/26.

b) A double hottom at 50
support on 8/2 and 843, followed
by buying on 8/4.

YWhat's the play? Well, | bought
at 50 on 8/2 for a good trade...it
ran 5 points in 1/2 hour, easy to
play. Buying seems to have
stalled at B0 on 8/4... If it gaps to
B2 or so on the next trading day
And Still Has buyers at 10arm in
an uptrend then | might buy, or
off a pullback to 55 or so at
10:30.

KANA Swing Trade

What's the story on KANA here?
Well, a bunch of people sold it
down to 40 on 7727 but we
didn't buy because ... ?

Mo uptrend...no buyers means
I'm not going to buy either. Sure
enough, it fell another 26% down
to 30 on 8/3.

When do you buy next, you ask?
Well, I'd wait til it's over 40 12
resistance in an uptrend on
better than average valume, or
buy in the low 30's (30 to 31 1/2)
on a reversal at 10:30.

Buying on the close on 84 at 36
probably would be ok too for a
possible open gap to 36 1/2- 37,
but [ wouldn't buy on a Friday for
aweekend hold, rather 'l play on
Monday 87 instead.

WA =l [inevacran =] PV &S] A 2T oK
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WSTL Swing Trade

Do we have a bottorn bounce
here? WWall we do see both M =l I'”tewal Chat 7] LI Iv W o
valume and an uptrend, so the
answer is Yes, a buy on 873
would be ok...

Mext entry would be at 18 1/4 on
a morning uptrend, with a first
exit target right under 20. Swing
trade exit is at previous low in
the downtrend, eg I'd be out at
under 24 (buy 20 1/4 sell 23 1/3
or 50,

Stop losses: Well you always
place it at a previous low, so the
absolute stop loss would be at
15 or so, I'd keep it a bit tighter,
on cheap stocks like this every
1/2 point counts in a swing trade

Bounce pattern: This is typical,

look closely at 843 you see a r . o N wd ;J..lmiﬁ'. N
marning selloff, a guick bounce, 12: i ; : : 12: :00 | 12:00 | 1200 12
724100 (772500 72600 (72700 728000 (73100 8100 (8200 8300 8400

then it sells a bit and
consolidates. The next trade
entry would be right Above the
high of the bounce point an 843,
about 16 or so... This occurred at
the end of the day, so I'd either
buy for the next day's gap up
(risky), or, more likely, buy on
the next day as long as it stays
above 16.

j Ilnlerval Chart j ﬂ lv ®\| e\ll Al %ITI’ ok

T Swing Trade
3512
Whatever happened to poar T7 | 35
guess all those bargain long 3412
distance plans ate their lunch. Fis
Hah it's about time. 3 [ 3
| 33112
Anyways, what's the play? 33
Actually, based on this chart
pattern it's still a short. : 3212
g 32
However, we're getting close to 3112

30 in a sustained downtrend. |
. 31
would expect a lot of stops to get Ol
taken out at 30, and there should M o1z
be a some volatility to take T up
a fair amount from its current
levels. That is, I'd expect to see
33 before I'd expect to see 27.

|
30 probably locks cheap” to M | |'.1I“:' MrIA..Lr-'iH wd-ﬂ n’q.-huMh s ol Li nlr.L.u.,;J.l.Ill L

insitutions, it looks cheap to me, 1200 | 1200 | 1200 | 1200 | 1200 | 12200 | 1200 1200 | 1200

I'd be & buyer, with a stop at right 7/24/00 [7i25/00 (72600 7i2700 (7726000 73100 800 200 ($300 (8400
under 30, say at 29 3/4. Exit

target at half the 10-day chart
range (a fibo number), say at 32
1/2 or 33.

USING 1-YEAR CHARTS TO HELP IDENTIFY
HIGH-PERCENTAGE SWING TRADES



| also frequently (eg daily,
before entering any swing
trade) refer to 1-year and 3-
month or 6-month charts to
identify 50MA 200MA and major
supportresistance levels.

RNWK Swing Trade-1-
year chart pattern

What do we see here? RMWIKis in
an uptrend here and now is a good
tirme to buy the pullback to 40ish.

If you draw a trendline you see
suppart at roughly 35, and tops
right under the 200MA at BO.

A stop loss would be at no mare
than 5-G% of the share price, eg 2
points or so, with an exit target of
right under 50 the first time, then a
re-entry at 51 or so and exit target
at right under B0,

DCLK Swing Tracle- 1-year
chart pattern

DCLK has got to be the very best
buy out there right now, in my

opinion. If | had 100k far a single
position trade I'd buy DCLK at 36.

The one-year chart shows we're
testing the 52-week low, and the
financials on DCLK are the best of
the internet stocks, period.

Privacy overhang issues have been
tesalved, and | am positive DCLK,
once over 40, will "never look
back". Keep this one on your
watchlist.

| could be very wrong, mayhe
DCLK will go to 15 in the next few
maonths. That's what stops are for.

DCLK is currently my favorite
trading stock for both swing and
day trades, along with EXDS
R MRSC,

Note: the bottom three 1-year charts are sorted in descending order of "strength”, eg
RNWHK has the str t chart, foll 1 by DCLK foll 1 by ATHM.
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ATHM Swing Trade- 1-year
chart pattern

ATHM looks like it's taken a
beating and the sellers have clearly
won for calendar 2000, Waiting for
a bottom? | thought 20 would be a
good bottorn, but buyers never
really came back into the stock.

Here we see it's dropped all the
way to 13 152 this is probably the
‘reeal bottom, but I'd wait til it's over
15 14 to buy back in

Mote that analysts ratings are often
worthless (the first 4 letters kind of
say it all lal), this stock is highly-
rated, as both RMNWWIK as DCLK
are, but has been selling all year
long.

A somewhat riskier ATHM entry is
to buy now and put a stop in at 13
1/2 (which | did last week).

[ETHe =l foavcren =] [PV &S] A BT oK.
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Module i i i APREVIOUS NEXT b
- Swing Trading Strategies

Back to
« Knowing When to Turn a Day Trade into a Swing: Overnight MODULE 4
Gaps and Chart Patterns

« The gther time would be when the stock closes out
strong, at the high of the day, and you expect an
upside gap on the next day. Again, it's a matter of
extrernes, if the stock has skyrocketed you should

Sometirmes you may enter a trade and then
wonder when to take profits/losses. eg
should | turn it into a swing trade?

¢ The answer depends on the price sell half your position to book the profit, holding the
mamentum of the stock and your entry balance in case there's an upside gap. If it gaps
point. down, wait, and if it keeps selling, stop out with a
» Mever take hame a losing position saying pattial profit still in hand
"oh well it's down for the day so Il make it « When to turn what was a day trade into a swing
into & swing trade”. That's how traders go trade? When you think the buying momentum will
broke. continue, of course. It's a matter of degree, and the
o If, however, you are buying an end-of-day trade sizes you are playing. I'm a big fan of varying
selloff bottom in anticipation of an upside your share positi_on size, ey start with 300 shares,
gap the next day, that's another stary. Some add 100 if it continues, sell out 200 at what you
stocks that sell off rore than 8% or so on thirk is & top, hold the balance etc.
no news may well rebound a couple of %age e Let's look at chart pattern examples below:

points the next day, good for an open
bounce scalp.

Remember to Swing Trade with 10-day and Intraday Charts

1-Day COVD Chart: 10-Day COVD Chart:

=] Pllvelale

Swing Trading Strong
Bounces: COVD Example

|CDVD =l IIntewaI Chart ICUVD =l IIntervaI Chat x| ﬂ lv ®\| @\l | Al %I'

Here's COVD, a stock that
recently sold off down to 16 1/2.
It has broken through
resistance at 18, and is trading
over 19 at the close of the day.

A day trade entered during any
of the previous 5 days on a
‘dead cat bounce' buy should
be sold 1/2 here at the end of
the day to lock in profit, with
the other 142 held for a sell right
under 20.

Ewven if the stock had been entered as a day trade early in the day, you would still hold 1/2 the position into the close for
a swing trade, with a trailing stop at 18 1/2. If the stock gaps over 20 the next day, you would add to the position. If it
gaps down a bit, use a trailing stop loss at no lower than 18.

1-Day RHAT Chart: 10-Day RHAT Chart:
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Buying Pullbacks in Uptrends:
RHAT Example

‘fou can see that RHAT has
been climbing for 5 days in a
row. Do you sell or buy? | would
buy if the stock climbed aver 36
1/4 on volume; if | was already in
I'would have sald the 10:00am
top this am at 35 3/4 and waited
for a lower point to re-enter.

If you are entering a new
position, you would place a stop
at 33 here. (33 1/2 if you wish).

YWhat does the volurme tell you?
Buyers in the am, low volume the
rest of the day.

1-Day RNWK Chart: 10-Day RNWK Chart:



Risky Bottomfishing #1: RNWHK
Example

j I Interval Chart
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It's irnpartant to know the trading 1

range and trend for your swing
trades. Here is RNWWK, it broke over
44 resistance a few days ago and
has dropped to near that level
today

| entered a small-share long
position on the close at 46 1/16th in
RMWI, with a wide stop at 44 1/2.

[P T W NPT TP 1 P I | ..u|||‘|||l\ ..‘I|
12:00 0 1200 (200 |4 1 1 1. 1

10000

Wyhy? The stock had plenty of

buyers for at least 172 of the o . . . A -
previous 10 days (clased higher), no Why is this a risky play? 10-day suppont is at 40, and it's at 30 for & maonth-long timeframe. | am risking an open gap to

adverzse news has come out, and the downside, as low as 40, but mare likely in the 42-44 range. | believe that it will retest 50 within a week, however, so |
the stock lost 12% far no 'golod arn willing to chance it. | still have a firm stop at 44 122, if it gaps lower than 45 on the open and continues to sell Il exit
reason'.. the position, and not re-enter til it has climbed over 47 again. If | had been playing it earlier in the day, 50 was the support

level and | would have exited once it lost 50, or entered a short position.

1-Day DCLK Chart: 10-Day DCLK Chart:

E::sal?lnglzﬂomﬁsmng #2: DCLK IDCLK j Ilnlerval Chart j ﬂ Iv ®\| @\l[ IDCLK j Ilnterval Chart j ﬂ Iv ®\| all A %ITr

| bought DCLK on the close at 40
748, hromm. why did | do that?

Mo buyers anywhere in sight for
DCLK, is this a bad entry?
Maybe, except | know that DCLK
tends to gap up on the open after
a selling day. Previous support is
at 38, which is where my stop is
at. Let's say it gaps open to 41
142, and starts to climb the next
day. Where do | sell? Right under
the previous days' major trendline, These are a risky type of swing trading, buying a down close at the end of the day. Some guidelines:
at 43 So, I'd sell at 42 748,

If buying at the end of day low for a swing trade, make sure the stock has sold off significantly, eg over 8%. |
like to buy especially if it's dropped aver 15% for no 'good reason’..the price tends to correct back up within 1-2
days for at least a few percentage points.

Stops are still important. Do not panic out, however, if the stock gaps down premarket. Rermember buyers

tend to be attracted by large gaps down. Only sell out if the stock heads lower 10-15 minutes after the open

after the open gap down.

Take an open profit if the stock gaps up on the open a decent amount, eg 4-5% above what it closed at. |

tend to do well on overnight holds that gap up.

o Remermber that gaps on the open of over 5% on volurne above 20K attract traders._both on the upside and
downside. Be prepared to trade gaps, they are among the most profitable of trading opportunities. Remember
not to trade the first 10-15 minutes of the open, except to close out open gaps up.

o Watch time and sales.. | remember seeing a lot of traders getting burned on shorting I1SLD after 2 gap up, only

ta see it continue higher. Remember, open gaps up don't always sell off, and open gaps down do not always get

buyers.... watch time and sales the first 15-20 minutes to get a clear picture of the market's direction. Cup and

handle patterns are impartant to look for using your 3-minute bar or candlestick charts during the first 20

rminutes of the market open.



Module
Four

« How to Clear Your Profits in Swing Trading: Taking Money off the

Tahble at the hest time

@ Main Points:

* Asin any type of trade, when you sell is much
more important than when you buy. Let's look
at how to know when "enough is enough” and
you can exit your position with a solid profit.

The challenge is to let your profit run, but not
to wait o long that other sellers come in and
the price drops to below where you would want
to exit.

+ Mobody can pick tops and bottorms exactly,
the key is to manage your trades, stops, and
exits carefully.

In swing trading, | tend to look at Chart
Patterns/TA, Percentages, and Exit Targets.

Swing Trading Strategies

4 PREVIOUS NEXT &

Back to
MODULE 4

Since you are risking mare, in terms of a bigger
stop, in your swing trades, you must develop the
patience to let the trade work in your favar, and
not sell to soon at the first sign of green.

Map out your trade ahead of tirme and write down
where your stop loss is and where you will look to
take profit at

If the stock you've been holding for several days
has a terrific breakout day and runs, go ahead and
take the profit...don't give up a nice profit because
you're only a day or two in a trade that you had
expected to need to hold on to for longer. Take
the money.

Let's look at some specific strategies below:

Always Sell Right Under "Decade Resistance" and Buy Back if It Breaks Through

Always Sell Right Under "Decade Resistance"” and Buy Back if It Breaks Through

This is an excellent guideline to
follow for helping you exit your
trades with the maximum profit
possible. The only time you don't
sell as it approaches whole
decades is if it's running up
through the price point on good
wolume.

[N

Abvrays always sell your stock as
it approaches a "decade"
number, such as 10 20 30 40 50
B0 You can ahways buy it back
1/4 point above the decade
number if it keeps going up, but
woll should Always take your
profits right under the decade
number.
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Exarnple: You bought RNWK at
42 for a swing trade on 4/24/00.
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You set your stop at the support [Fibi
lewvel of 39 3/4 {right under a
whole number)

Your profit target is high 40s.
You get ready to sell at 47. The
stock gets buyers, You fire off a
sell order at 49 258, booking 9
S/8 points profitin 1-2 days.

Look at RIMM - same story, it
approached but could not get
buyers to bid over 20 far it It fel
back into a trading range here.
The next time to buy would be off
adip to 36-35 or above a
breakthrough at 44,
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Take Profits if the Daily Percentage is Over I5% in Your Favor




Eeep a portfolio tracker where you can see it at all Symbol  TSize Pct
times. (eg esignal or quotetracker. com etc) VISK +18.6%

BRCD +13.6%
The more a stock goes up, especially above 15% on the ERTS L1240
day, the tore likely you are to get sellers in this region. MKTW +0.3%
Of course, you should use trailing stops, don't exit the SPYG +10.3%
position prematurely.... Howewer I find that I'm antsy to NEON
hit the sell button if'the stock iz up over 15-18% on the
day, that's a bit extended to the upside

+0.4%
CNET +7.00
PSUN +5.4%
GENE +1.5%

I always keep a portfolio list sorted by Percentage, with
e P o £ MMPT +3.3%

the greenfup stocks at the top of the list. I'm looking at
the deep reds (&g over 8% in the red) for possible +3.3%
beunces if the reason they sold wasn't earnings or other +3.2%
major "real reason” for seling. A selloff above 6-8% mn +3.3%
an otherwise flatfup market on no news 15 always a good
candidate to look for bounces.

In this example, we called VIS as a sell from a previous
hold since it's up 18.6% on the day.

As we mentioned in Module 1,
you should use a "zoom"
approach to TA foryour stocks,
eq start by looking at the 6-month
aryearly chart for major trend,
support and resistance.

Inthis VISX example, you can see
wie had anice long consolidation
period from 14-19, with a recent
breakout. Resistance s at 19-20

What's the B-month chart also tell
you? Look at the MA lines, we're
finally above the 20MA, whichis
bullish here, and we have a green
"wolume spike”, S0 we are going
up on decent volume. That's a
good sign.
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j I Interval Chart

Mext, take a look at the 10-day
chart. What's it telling you? Mo
sellers anywhere.

The stock has been in a steady
uptrend for the last 2 weelks, and
finally on Friday we had a wolume . gt
breakout above 20, a very bullish f !
sign.

grttd fal gt
ot

800K
e exit the position right at 19 600K
344 however, and Sit Out the tug 400K
of war between buyers and sellers ol ‘ I . 200K
as it tries to take out the 1.00
resistance at 20. Thats a low-
percentage battle to be involved I 0.50

in, 5o yol want to take your profit

o GRS TN 1200 1200 1200 1200 1200 1200 1200 1200 1200 1200
through the decade resistance * i i i i * * * * *

level and consoolidates above it 4/24/00 425000 4/26/00 427000 42800 5100 52000 5300 5400 5500
then wie can buy backin.
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In our 2-minute intraday candle
chartwith MACD and stochastics,
we see that the stock trended up
nicely all day long. The stock
consolidated right at 20, which we g
expected over a week ago. ﬂ U’m M
o
So, wie exit righ under 20 to take ql i
a healthy profit and wait for
another profitable trading
opportunity in this stock.

The fact that the stochastics are in
awigoling dowmwards trend is
bearish, plus the MACD looks to
be weakening, soit's atriple
confirmation of a time to exit the
trade.

010
-0.00

50.0%
USe all 3 of these rules profitably
inthe market and you'll be ahead
of the "herd" of papenrhew traders
out there.

5/5/00

10:00 10:30 11:00 11:30 12:00 1230 13:00 1330 14:00 14:30 15:00 15:30

Knowing when to take your profits is always a strugale - I've often left large amounts of money on the
table as | sell with a nice profit, only to see the stock move much higher. | always say "Dohl" like Homer
Simpson when that happens.

But, for every time | leave money on the table | sell at the top 2-3 times as often. So, | learn that nobody
can pick tops and bottoms, you just need to have a solid, disciplined risk/imoney management strategy
inplace.

Your losses must be small, your wins must be moderate and consistent. Don't try for "home run” swing

trades of many points, if you're up with decent profit, then sell and rotate your capital into the next,

hig

her-potential trade that presents itself.

Module Swing Trading Strategies CRRIEKE NS
Four
Back to
= Making the transition from swing trading into day trading, and MODULE 4
vice-versa
@ Main Points:

+ Decide whether your trade is a day or swing
trade Before you get into it. You are not
allowed to rationalize and let a losing
daytrade become a "swing trade” and hope it
goes up again someday.

You may at some point in your trading life
want to spend more time with one type of
trading than another, or, do both types of
trading.

| recornmend that you use a low-cost online
broker {like datek.com or
interactivebrokers.com etc) for swing trades
and a DAT (direct-access trading) broker for
daytrading. Have Two Separate Accounts,
one for your daytrading, the other for your
swing trades. That's what | do (cyber for
daytrading, datek for swing trades).

Going from Day Trading to Swingtrading:

If you are unsuccessful in your current trading efforts,
rernermber to 1) trade the market the way it's trading,
eg don't go long in downtrends, or expect big runs in
choppy trading times like sumrmer 2) be flexible and try
a different trading style, using papertrading and/or small
100-share trades to test out your approach.

Be patient with yourself, making the transition from one
trading style to another is time-consurning and takes
hard wark, patience, consistency and discipline on
your part.

People who have been unsuccessful at day trading can
be highly successful swing traders, and vice versa. . it
depends on your personal trading style,
equipmentfools, and other factors. That's why it's
impartant to experiment with different trading styles
until you find one that works for you - that's why I'm
including this lesson, to help you with some ideas for
trying out a different style.



In changing (or adding) swing trading to your
arsenal of trading styles, you take on added
risk and potential added reward as well.

Your stops should be wider, and the size of
your trades should be smaller {eg 100-300

shares].

Trading Signals to Watch:

MA crossovers, eg 20MWA,
50/100/200 MAs

10- and 30-day trading range
support and resistance levels
and trendlines

earnings release dates
news-related gaps, either
direction {up/down) on the
open

buying/selling pressure in the
entire sector the stock
belongs to over a 10- day
petiod, eg $GIN chart for
internets, $30% far semi's
BiC.

Seasonal fluctuations, ey
retailars, energy strong in the
falliwinter season ete.
Candlestick reversals (1-day
charts].

Your timing does not have to be as precise, as you are
shoating to enter towards the lower end of a trading range (or

a breakout above resistance), and sell at the high end of a

trading range

Here are some ot the things to do keep in mind to help you

adopt swing trading as a personal trading style:

Equipment Needed:

e A single PC monitor,
slow 56k modem and
online brokerage account
is fine for swing trades
You do not need to
invest in the commission
load of a daytrading
broker and data feed if
you're solely swing
trading.

Swingtraders think:

Trade Sizes/ Picks:

Recommend that you trade a
"basket" of 3 to 5 stocks
simultaneously with small
shares, eg 100 - 200 share
trades for your swing trades.
Remember that bad news can

cut a stock in half, so you want

to minimize your risk exposure
far the multiple overnight holds
you'll be trading.

Picks can be "dead cat

bounces", eg buying ICGY DCLK

aor athers that have sold off and

consolidated for awhile at a key
support level, or breakouts. Good

companies who have had

overreactions to news and whose
price has attracted buyers would
be good trades to enter (eg open
gaps down, just like daytrades,

but with a longer holding time
horizon).

Personality:

» Ahh, this is fun. The
swing traders’
personality needs to be
a bit rore relaxes than
the daytraders, eg you
can't panic if the stock
loses 142 paint.
Conszervative,
deliberate, patient,
analytical personality
types do well with
swing trading. Those
who are impatient will
stop out of their swing
trades prematurely. It
takes patience to "let
the winners run” and
not take profits too
eatly.

Ok, I'min nowy, Tl et the trade work itself out this week - let me study the chart pattern and see where

itgoes. Thisis an occasional trading style, may look at realtime quotes on occasion during the

trading day.

Going from Swingtrading to Day Trading:

If you are like me and are impatient, waiting a few
days or a week for a trade to pay off can seem
like an eternity, and you'd rather play the market
like a video game, taking fast profits based on a
complex set of indicators that you depend on to
help you navigate your trades.

Trading Signals to Watch:

Equipment Needed:

Daytrading requires iron discipline and a mare
sophisticated set of trading tools and knowladge
than swingtrading does.
involves gradually increasing your trade size to
where you can trade blocks of 500-1000 shares in
short timefrarmes, almost exlusively under 20
minute round trip trades. It's like racing on a track,
you need to know what you're doing.

Trade Sizes/ Picks:

Making the transition

Personality:



Here's a few more tips I'd th
to try a different trading style:

Gap fills an the open,
eq bounces off of major
gaps down or shart
open gaps up
Stochastics and REI,
sector strength,
FTRINC/STICK/COMPQ
and nas futures/spoos
Breakout chart patterns
on 1, 2,35 andfor 15
minute charts.
Momenturmn runs, eg
IPOsg and breakouts
early in the day (9:40,
sell at 10; 10:30, sell at
11, 3:40 eod short
covers etc)

Minurmurm of two monitors is
Required not optional for
daytrading

Must hawve a 550+Mhz PC
wifat least 266 megs ram.
Minirnum 128k ISP internet
connection, eq
ISDMAADSLcablermodemT1/T3
Must have a pay data feed
service (eg esignal or
guote.com or RTII)

Must have Level 2 and time &
sales access.

Must have a DAT broker
Mote: if you do not have this
equipment setup than please
do not daytrade, it's financial
suicide. Don't race against my
Ferrari with your 73 Pinto. It
doesn't work. Really. Don't
throw your maoney at the
market by not having the
proper tools to do the job.

Daytraders think;

* You can still make
handsome profits with 100-
share trades on stocks wf3-5
intraday point trading ranges
(eg PHCM MRWC DCLK
ISLD), but in general we want
to trade 300 to 1000 share
lots. Add to and
build/subtract from your
position, scale in and out to
manage risk dynamically.
We are always monitoring
the realtime financial
newwires for breaking stories
we can profit frorm. We also
monitor the realtime days'
gainers/losers to play off the
retracements.

We play picks that are
rnaking new highs or lows,
we play the extremes.

We keep extremely tight
stops and use L2ftime &
sales resistance and support
to enter & exit positions.
Precision micro-trading for
fast money.

Do | BUY here this minute? ... or, Do | SELL here this minute?

Dwer and over and over, several times each day.

TIPS FOR MAKING THE TRANSITION FROM ONE TRADING STYLE TO ANOTHER:

Inful

It's a good idea to have a brief written-out trade plan to refer to as yaou try a new trading style. See the warksheets

ght might be |

in guiding you to make a successful transition if you want

and activities in Modules 1-4 for handouts and fill-in-the-blanks type resources you can use.

Paper trade your plan at first to work out the details and gain consistency.
= You must decide for yourself which type of trading is best for you; give it a month or 50 to see how it goes.

* Whatever you do, do Not switch trading styles mid stream, unless wou have a significant profit in the position. If you busy
off 40 suppott looking to exit 43ish, don't sell at 40 172 just because you have an open profit, instead just put in a loose
trailing stop pet your trade plan and stick with it

» Recognize that any transition is stressful and takes patience and discipline on your part. You should make a brief list of your
personal trading strengths and weaknesses, based on the information in the two sections ahove, and work diligently to
improve the areas you feel need work Hang in there, it just takes time. Preserve your capital and be persistent in your
efforts.

» Whatever you do, do not let the market take big money from you - fight like hell for every 1/4 point and make sure to not be
aftaid to take small losses, no matter what your trading style is. Keeping yvour money in Your pocket is yvour pritmary goal,
using yout trading technigques and plan to minimize losses and take gains from the matketplace. It's a tough, competitive
game and you need to be on the right side of "the street" and pros, not with the the paper/dumb money.

I find that the financial news t+ is generally worthless to watch and avoid it this vear. Instead, I focus my energy on playing
stocks whose price movements [ become familiar with (like DCLE) and tune out the "nodse" that tv shows tend to generate
The tv show information is usually a contrary indicator, you should be suspicious, as it's paid for by the pro money - their
goal is to take your money, so avoid listening to it, in my opindion. Listen to the charts, the time & sales, the breakouts and
Zaps - that's what youneed to pay attention to.

Youmay find that you did better at yvour old trading style, that's fine too - the main thing is to keep an open mind and
attitude towards your trading from a learning persepective - you should always be trying and testing new trading methods
to develop a style that works for you personally most of the time for the short list of stocks that ywou like to play.

"Balls of steel” and "iron
discipline” are helpful.
Decisive, knowledgeahble,
willing to cut a stock loose in
an instant is needed.

People with attention-deficit
disorder are probably at an
advantage in daytrading.
Extreme impatience is a
virtue.

Believe it or not, experienced
video game players (like
rryself) do well at trading, as
we are accustomed to rapidly
responding to signals we see
on computer screens. Think
about playing rapid-fire
garnes on your pc.. | even
like games like Tetris, builds
quick decision-making
reflexes.

If you have to mull over
decisions, like what to order
off the menu when you're at a
restaurant, you probably
won't do well as a daytrader.
You can learn to be fast and
decisive, it takes practice.
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+ How to Make a Living by Swing Trading Stocks: a Professional MODULE 4

Traders® Advice

@ Main Points:

o Eventually, you may get to a point whers e [o, you can't become a professional trader inB

you wish to trade stocks professionally, fora
living.

Az with any career change, becoming a
trader takes a lot of training & education,
practice and commitment. It is not easy.
This lesson gives you a step-by-step plan for
making a transition into trading as a career.
It is recommended that you establish your
trading skills as a swing trader prior to
roving to day trading, patticularly if you
wish to make a cereer change. It's like
becaming a race car driver by staring with a
sports car before jurnping into & pro racecar
an the circuit.

Those who are impulsive and unskilled will
lose their money to those who have a trade
plan that is skillfully and professionally
executed. The difference between "playing
the market like a garnbler for fun” (and
rnostly losing over tirme) versus trading
professionally requires your hard waork and
disciplined trading skills, executed without
emotions, since if is your business that you
use to pay the rent and support your family.
Those of us who trade for a living honestly
look at it as our livelihood - we cannot afford
to trade ignorantly, foolishly, in an
uninformed ranner. Learning professional
technical analysis and tradefrisk
management skills is critical. Being deadly
serious about our trades is what gives us the
ahility to succeed where others fail.

In transitioning to trading as a career, you'l
want to start by mapping out a timeline for
each phase of the change. This should be a
24-month calendar outlining your goals and
expectations for each guarters' (3 manths)
progress.

marths. Any career change, including trading,
requires a thoughtful plan with resources,
tirning and milestones. If you were to change
into any other career, how long would you
expect it to take? Probably at least a year ar
twi, right? Trading is no different. In fact, it is
much mare difficult than other career choices.
Based on conversations with hundreds of
traders, | can tell you that most are woefully
underprepared to be trading with real maoney.
For example: Are you still using a 56K
internet connection? Do you want to race
against my Forrmula 1 with your hyundai? |
hope not fwell at least for daytrading....you can
swing trade with aol/datek | suppose). How
many trading books do you read per month?
You should be reading at least 3-4 books per
marith, just like a college degree program.
What's your net P&L average per trade? What's
your average stop loss over your last 10
trades? Your average profit? | hope you are
keeping track of this. It's your businesses' profit
and loss/balance sheet.

YWhy do rost traders fail? They are not serious
businesspeople who expect to make a living at
it. They treat it like gambling and guessing. |
hope all the things we've covered in these 4
modules gives you some insight into the
discipline and hard work it takes to trade.
Money is not free - you must earn it,
particularly in the markets. | get frustrated at
the arnatuerish expectations of traders who
weant to "win money” without work. This is a
serious, deep game that takes a lot of skill and
time to get good at. Anyone who tells you
differently 15 trying to sell you something. lol.
Let's take a look at a transition plan Ive put
together to help give you some specific,
actionable ideas for how you might want to
approach making a transition into trading for a
living. Sure, it can be done. Expect it to take a
couple of years. Mo big deal, if you want to do
it, then get serious and Do It.

There are 10 major phases that I'd recommend you consider planning for when making the transition to
professional trading. If you were working as a floor broker at one of the major firms they would have a similar
process, with the significant added benefit of having on-the-job mentors and training to help you and correct

your errors.

These steps should take roughly two years to progress through:

« Phase One - MARKET BASICS: Trading Education & Financial Market Awareness

s Phase Two - METRICS: Learn all the financial measures related to trading (dozens of metrics)
« Phase Three - PRICE PATTERNS: Learning Technical Analysis of Charts

+ Phase Four - TRADING SKILLS: Order entry types, managing trades, risk management

¢ Phase Five - PAPERTRADING: Using a trading plan to simulate trades, build skills

s Phase Six - LIVE SWING TRADING: Limited-risk live swing trades, 1-5 stocks at a time.

* Phase Seven - INITIAL EVALUATION: Use of metrics to assess progress in trading to date



« Phase Eight - START-UP BUSINESS PLAN DEVELOPMENT: After the education and initial {pilot)
trading has been done, it's time to develop a business plan w/capital rgmts & goals

+ Phase Nine - CONSISTENT TRADE IMPLEMENTATION: Make a defined number of trades each
waek, using metrics and trading skills developed to date for a six-month period

+ Phase Ten - QUITTING YOUR DAY JOB: If and when you can consistently trade profitably for at
least six months of part-time trading, you can make a choice to leave your ‘day job’. Since you will
have developed a healthy egg nest (at least 4-6 months' living expenses) from your six maonths' part
time successful trading at this point, you will be ready to trade full tirme at this point.

‘fes, this is the degree of detail and waork that's needed to even consider trading for a living. It's not a "l got
lucky in a bull market gambling for a couple months let me gao trade fulltime now” type of thing. | hope some
of you will consider putting the detailed warkplan into place that's needed to trade the markets professionally.
| never said it would be easy, did 1?

For each phase, you need to allocate resources and timing, along with developing specific measurable goals.

DTU's "ROADMAP TO TRADING FOR A LIVING™ (c) 2000:

Market Basics

Tnderstanding how the matkets work iz useful for your trading. A good example iz arhitrage
plays, egwhen a company buys another company Ceg if WIT buys KL, then the acquiring
company's stock will decrease due to lower eatnings in the following gquarter due to acquisition
costs ete. Many people do not know the difference between the various market indexes and
futures, even though you need to know this stuff. A good overview of the fundamentals is
needed to help vou understand financial forces at work, and how to profit from them. It's not
the most important thing for short-term traders to know, but it should not be overlooked. It's
one of the prerequisites to do well in your trading,

2 To be ahle to trade for aliving, woumust develop a detailed plan with key measures, or metrics,
":j attached to each step inthe process. These measures inchude your personal trading outcomes,
k|

eg profit and loss, stops, average profit per trade ete, as well as market measures that are
important, such as 32 week hiflows, the float for specific stocks, option ovethang, wolume
patterns, fibo numbers and other TA-related metrics, fair value and the impact on opening
buying s selling etc etc. These metrics are core to your understanding of the market, don't
trade without knowing key financial metrics & their impact on short-term trades.

- Pattern recognition is probably the single most important skill to learn in short-term
Price Pattems trades. By this, I mean both chart patterns, market patterns, time&rsales and level 2

Papertrading

patterns and more. Vou are buying and selling peoples' reactions and beliefs in the
matket, you're playing people, so youneed to know the 'crowd psychology as reflected
i patterns that you see. Leatning price and momentum patterns, pullbacks, average
trading ranges, time-of-day effects and other matket patterns will help you spot high-
potential trading opportunities that you should be involved in. Technical analysis is
important, I do not use all of the indicators, but knowing several key ones well helps.

. i i Tou must retnember that vour goalis to become a good trader. What is a tradet?
Trading Skills Someone who buys at one price and sells at a more favorable price, pocketing a profit.

Take some titme to think about what this means, other than 'buy low sell high'. there's
mote to it than that. & trader knows bluffs, when to hold and fold, and more. In stock
trading, we need to master how to uge different order entry types, how to manage
trades, handle risks and run our trading like any successful business.

The next step in yvour development as a professional trader involves practice trading,
called paper trading. This is not enough - vou don't get the emotions of real trading with
paper trades, so instead use time papertrading to mostly learn how you would take small
stops. This is the most important skill yvouneed as a trader, in addition to technical
analysis and stock pattern recognition. An extension of this is to trade with ety small
shates (50-100 shates at a time) to get afeel for how to enter and exit trades.
Papertrading is a usefil activity, to help wou figure out how you would trade without
tisking capital. Its use is limited, though, since it misses much of the excitement and
genuine trading reactions you get from real trading,

- - M After papertrading, you'll want to do some live swing trading, again with small
e a8 shares in relatively inexpensive stocks, from $15-$50/share. Avoid cheap

stocks, under $15, and the expensive ones for now. Live swing trading should
be done for around three months, with an average of 3-5 trades per week to
get the initial experience youneed to begin consideting trading for a living,
This iz all preparatory activity, by the way.



= After live trading (and after your initial papertrades too, for that matter), you need
to evaluate your trading progress. Did ywou &) make money or b) lose money?

That's the bottom line. Also evaluate your trade skills, such as risk management,
percentage of stops and profits taken correctly, and other measures. At this point,
if rou are not making at least 20% return on investment in 3 months of trading you
should go back to the first steps and repeat. Do not progress past this point until
wou are at least 20% ROI in 3 months. Example: you staried with $20K on July 1st
live swing trading, it's now Oct. 1, you should have at least §24K.

- At this point, with some consistent trade skills under wour belt, you're ready to

start looking at trading like a business. You will now put together a business plan
like any business would, except instead of marketing, labor and other costs you
have costs such as training and education (hooks/videos etc), high-speed internet
access, higher conumissions for ditect access brokers (if yow're daytrading),
equipment such as multiple monitors and a fast PC, pethaps alarger aparttment or
house so you can dedicate aroom to trading, ete. Vour business plan must include
statt-up costs, metrics for profit and loss expectations, and other areas as
applicable. Developing a written business plan for wour trading will help you treat
it like a business. Keep the plan wisible in your wotk area once it's been developed

Esperially the measures.
§ . . Your goal in becoming a professional trader is to make consistent profits. That's it.
Ic;n?;sr:fen;gaﬁ’ Homerun trades and favorahle gaps are nice, but professionals make their money
p L by shotting, playing long, and all the other trading skifls that are available out there

to get favorable prices. Your goal at this point should be to make consistent profite
ity your swing trades while still maintaining a primary occupation for a six month
time petiod. If you can earn 40% in é months on your capital by swing trading (and
not just in a bull market either!), then you may be prepared to trade for a living. You
alonie must make the decision and accept the responsibility involved in such a
major life event. If vou can trade "pretty well most of the time, and lose only a little
when youlose", and you feel that you want to do this 5 days a week for years, then
you may be ready to trade. Ot, you may stay part-time - the choice is yours.

" Quitting Your With corporate downsizings and mergers, personnel problems and office politics always a
Day Job threat, it seems that at least being able to take care of yourself financially If vou have tois an
important skill to dewvelop. Let's say that you have an "okay" job but you're making mote trading
stocks, and ou have been for the last 6 months, in a choppy market (like the first half of 2000,
If you feel ready, then ywou may be able to resign from your full-time current job to trade for a

living,

Any major decision requires careful thought, I'd encourage you to prove to yourself and your
family that you can make a consistent living at trading before giving up a steady paycheck

And, youneed to ask yourself if vou can work by yourself . that is my biggest personal
challenge, I am used to being a trainer and consultant and like people. The financial freedom to
live where you want and to spend more time with your family is great, though. it is trae that
"nobody ever got rich wotking for someone else" and if you remember the amway and tony
robhins presentations there's a lot of truth to that. Being financially selftsecure is still hard wotk,
but of a different nature. You do get more freedom and resources, but a lot more responsibility.
The best parallel is nunning your own small business - if you've ever been a small business
ownet you know the hours and dedication that's needed, trading is the same, but probably more
difficult.

I have been selftemployed for over 5 years in Hawail and am having the best time of my life. I
hizs my co-workers in my cotporate life at Ford, Rockwell and MeDonnell Douglas, (those staff
meetings and coffee) but I enjoyr the time with my family and the ability to travel and live in
Hawrail much more.

I hope you find the results you are looking for in your trading and professional life, and that this
page has given you some "food for thought" regarding trading lifestyles and independence.
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Module Four: Worksheet 1- Trading Sectors and Market Indexes: Swing

Worksheets Trading Big Patterns

« The Powerpoint worksheet below can help you learn how to
% select and enterfexit stocks for Swing Trading based on
Relative Sector Strength and Weakness using sector index
charts
+ You should complete this whenever you are considering
entering a new Swing Trade position

An important thing to keep in mind is the relative sector strength of a group of stocks before buying or seling. For
exaraple, on one day the internets (FGIN sector) may be up and the retaders (FRLID) may be down Use the relative
strength to help you sell mto strength and buy off of bettom bounces and into new breakout plays.

| e (T e e [ = )

Look at these examples. The averall market
has sold off a bit and is consolidating, as
you can tell from the black chars to the
right. $COMPG-MNasdag Composite and
FEFH SEP.

Mowe, look st the bottorn three sector green
charts below, $GIM - Intermet, $RLX,
Retailers, $I%ET, Biotechs. Which of these
three is the strongest? (BIXBT) Which is
weakest? (FRLX).

Howe do you trade them? WWell, I'd look for
strength in a biotech stock (eg MLMM HGSI
DMA GEMNE) to see ifthere's any more
momenturm left. | wouldn't be trading
internets or retailers today.

You should use this worksheet (or a similar one you make yourself) to help you map
out a game plan to enter andior exit swing trades based on relative sector strength.

Directions:

1. Print out a copy of the worksheet below and fill it out for 3 different sectors you want
to trade. A good first activity would be to go research and find all the sector indexes,
then 2-3 stocks within each sector that you are interested in trading.

2. Use this worksheet to help you identify relative strength patterns and when you should
enterfexit your positions:



Swing Trading Major Sectors Worksheet Goat o abie fo capitalize on differant seclor sirength

- Iy

Sten Dne: ldentify Three Sectors You Want fo Play

In the space bEll:l'ﬂ_ tedo= 2 minute to define three sactars -jeglntemeli_ SemitE, retalars, telscom, zoftrare et that yau
will b ﬂﬂ,‘lﬂgitl'f.l-"ﬁ within . ¥Write down tha symbicd of pach sactar TN Can frack tan yaur chats (nae: thera's a link
to alistng of all indexes on tha mambsrs home pagszl

SECTOR Symbel; SECTOR Symbal: SECTOR Symbal:

Mo, ey 2.5 stoebs vithin eech b that pou wil kbaep o efe on each day fartrading apporuniles. Evangpks, O b rdamet sechor
Cayrbo ! BRI vouw rmgh f mand b walck ADL VOO ERA Y DOLY CMIE,

Sancks | vl vl i ihis
secior [pnies symhok)

Saecka | vl waschirade in this

Stechs Ivlweaschirade i ihis
wachor isnier symebale); ]

enciar jeator symbal

§tep Twve; Dlay Relative Strength Patlerns

Mo th &l wou'ye defined the seciors and stocks within each Sector o
Wt o play, males a check rrark net to the bype of pattem you will be
webhing Tor 1o help vou enteryour rack. Use asheet like this ona
daiy o weekly to halp you rmap aut a game play for entres and exis
Rermamtsr to sall into strancth when you hevs a dacant profit, and to
et culchdy when your steck 1058 8 key Support level

Which of tha thres sactors s strongest
Taday? What's my play within this
==ctor? (check one)

-___Bottom Fish/Bounce

-__Ina Trading Range

- Buying Breakout

Module
Four

@ Module Four: Worksheet 2- 5.Day and 10-Day Swing Trading Patterns

+ The Powerpoint worksheet below is designed to help you track
and trade 5- and 10-day swing trading patterns more
successfully.

« Complete it as either a ‘papertrading’ exercise or whenever you
enter and exit actual trades.

Back to

Swing Trading Strategies MODULE 4

=

Oine of the things | want to encourage you to
develop is a mental "library of chart
patterns" that you use to help figure out
wihien to buy and sell stocks for swing
trades. Once you've established that, you
need to then keep track of wich of these are
more effective for you than others.

YoU mUst stop trading chart patterns that you
hawe mixed or unsuccessful results with. If you're
bad at picking bottomns, then don't do it anymare,
for instance {or do it less)

Go where you're getting the best results. It takes
discipline to stop trading like you have in the
past, butif it's costing you money then look at
Faor example, you may be great at buying some alternative ways to trade. .
breakouts above trading ranges but not so
qood at correctly buying 'bottoms’. You need
to trade at what you do a good job of, s0

Explore with new stocks, new strategies until you
find something that works for you consistently.

use this worksheet to identify which trading
patterns you're currently using and which
ones you're good at.

Each trader must develop their own style, based
on their individual temperament and skills.



Here's the three patterns we've been stressing in
| find that the Bottom "Dead Cat" bounce swing trading as the most effective ones to play:
works best in a 5-day cycle, where the other

twio take a bit longer to consolidate and are
best for up to 10-day swing trading cycles.

Bottom '‘Dead Cat’ Bounce Trading the Channel:
Support & Resistance

Breakout Above Resistance

.
Resistance i

stop
Resistance

Profit
Target

stop loss

Buy

Support/Stop Loss

Please note where "stop loss" appears in each diagram. Discipline to keep this is the most irmportant shill you can develop as a trader.

You should use this worksheet {or a similar one you make yourself) to help you track and capitalize
on which of these three patterns you are most effective at using for your swing trades. Note that the
timeframe for swing trades is 2 days to several weeks.

Directions:

1. Print out a copy of the worksheet below and use it whenever you are deciding on which stocks to
swing trade. Which of the three patterns are you best at, with the stocks you trade? It varies for each
person. Personally, | am best at the middle one (channel), 2nd best at bottom fishing and 3rd at buying breakouts.

2. Use this worksheet to help you identify where your strengths are in playing the patterns. Do 80% of your new
trades with the pattern you're most consistently profitable at.

5-and 10-Day Swing Trading Patterns Worksheet | e o o

Bedenlaly Wikich Type OF Patdern Youd've Plaging fed each of 5-10 sbeoks v seing temdes, Lae the waaikahesd fo
dedide wihich of the three pattems you're best af brading.

Slock Symbols: Pattern You're Trading: Eritry Price Exit Price {profistop)  Met Profil {loss|
s 5 Ik Fuk i e ba)
Hanoiw [ el Braskaiin
Houscw Trasa Play
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@ Module Four: Worksheet 3- Timing Your Buys for Swing Trades

« The Powerpoint worksheet below can help you learn how to

@ decide when to buy a stock for a swing trade, to develop better

timing skills.

« You should complete this worksheet when you are considering
entering a new Swing Trade position.

+ A previous worksheet helped you decide on sectors and type of
play, this one will help you decide on number of shares to buy
and the timeframe and profit targetistop loss you will plan for
this swing trade.

One thing you need to get in the habit of doing regularly is to develop a trade plan prior to
entering any trade. This should be brief, easy to use notes to yourself that you use to help
wou define the parameters of your trades.

For some reason, having things written down in front of me always gives me a lot more
disciplineg to keep stops and take decent profits than | would have if [ were just trying to
keep eventhing in my memory.

Also, if you are playing several stocks at once (| currently have 14 open swing positions, for
example), it becomes nexdt to impossible to keep eventhing straight from memory alone.

A fewnwell-placed notes, whether done on a spreadsheet or the simple Windows
notepad.exe (my favorite, just put a shortcut to notepad exe on your desktop), can
significantly help your trading results.

Gaining a good sense of timing is a key trading skill. I'd encourage anyone who's new to
trading, or those trying to get back in the game after losing, to swing trade 100 shares at a
time for a Z-day to 10-day timeframe. In fact, | think everyone should have at least one
active swing trade open at all times, so you know the emotions of being 'in a trade'. Also, I'd
discourage people to do short swing trades until after you're experienced and consistent in
your trading.

You should use this worksheet (or a similar one you make yourself) to help you
develop specific trade entry timing information for swing trades.

Directions:

1. Print out a copy of the worksheet below and use it to help you define better timing
for your swing trades.

2 You can also use this worksheet for your day trades, adjusting the timing down to intraday
periods vs days.



' Swing Trading Timing Worksh eet
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Ganl: Be able ko lngprowe your Boing for
J siming honde sainies and sdfs

Complete his workshaet for eadh e posiflon yoli ane swing trading.

Btop Loss and

Stock Symbol

Trading Rangs Analysis: Profit Tar gat:

Frofif targat right
10-Cay High for this stook: Semonth High for fhis siook! | mder preeus highls

Time “Stop Loss™: Hoad
lonyg willl yroun vl t )

it has not neached your

bafore seling this stook if

-

. T Lnds right
10 -Ciay Loy for this siock: S=rmecinth Lo for this siook: L praindE o B

jprofit tanget T (rec. = ¥ wis) :

TIMING 5WANG TRA DE IMPROVEMENT P LA KN

Lat s put iogether o plom & fmprove car Timing Entries: Shoud ba hasad onane of fa 3 pafeme weve booed al

i g, o oo i irades. Below am
the differas faciors yom wine o define
priar by gty b 0 swing rade

Mainfactors:

= hin fulax Time in Trade

= # Shares Traded
= Profit'lloss Per Trade

= Optimum Trade Bitry

= Optimum Trade Exit

For aach of your neadt 3 fadas, idantfy what e raasoh wak, fom a tining
perspacive, for you o anbarihe Fade al s fime you did:

Timing Exits : Shauld ba hassd an $e ook taking aula fraling sop Sal
wiiwa placad on tha rada, oF e slock has slappad advandng in e Sme
periad youre mmding (ag i went fom 20 142 o 23 and has siyed Bat for 3 days)
kel ety vty ol endderd your nasd 3 rades in e space balow:
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Module Four: Worksheet 4- Portfolio Management: Balancing Your
Swing Positions

The Powerpoint worksheet below is designed to help you
balance multiple open swing trade positions.

You should complete this worksheet when you are considering
maintaining several open swing trades at a time.

After trading for awhile, you will see multiple swing trade
opportunities present themselves. You will not want to limit
yourself to single trades at this point, and will want to manage a
small portfolio of open swing trades simultaneously, as your
capital and experience grow.

Note that this is different from the bad habit of keeping a "dog
pound” of losing trades that tie up capital and energy. Make sure
to have 'time stops' on all your trades and exit positions that
aren't performing within a reasonable time frame.

You can {and should) eventually use a combined trading style in
which you have a percentage of your portfolio in low-risk long
term growth mutual fundsiindex funds, a percentage allocated to
swing trading, and a percentage allocated for day trading.



During your first couple of years trading, you'll want to experiment constantly, working on
developing a trading style that works best for you. This also means you should discipline yourself
to try news ways of trading.

Wie present many different trading variations at DTU, in the hopes that you'll be able to find some
of the trading styles useful and profitable in helping you make good trading decisions.
Remember to treat trading like a business, and as a smart business owner, you want to
minimize costs and maximize profits. Would you start a new small business by spending money
on lots of things without any business plan or market research? Those that do help account for
the 80% failure rate of new small business failures. Same exact thing in trading - many fail
because they do not do their hard work and research and stop losses that are necessary to
succeed. You have to do your work and not enter a position and "hope it goes up”.. you have to
know why it may go up, when you'll exit, and hows you'll manage the financials.

Somany traders are lazy and look for easy money in the markets. Most lose. To guys like me,
who do their worl and treat this as a business. You simply have to worlc hard. Period. Gamblers
should go to Las Vegas, at least they get free drinks and flashing lights while they lose money.
Traders who are serious, and | know most of you are since you've joined DTU, should expect to
wiork 4-5 times harder than they currently are before they can expect to take profits consistently,
foraliving. That was my leaming curve, and I'm a former quality engineer/statistician from the
Ford Motor Company. Charts were my worlc life._and trading is much harder than that ever was.
Ewentually, you get to a point where you're not surprised by anything the market does, you're
skeptical of most trade situations and use a criteria list to rule out trade entries, and go deep
when you see a window of opportunity present itself that you feel will work out. It becomes kind of
routine, the emotions go away, you know what you're looking for, you make aliving atit. The
good partis, the hours and pay are a lot better. And the places where you can live. It all counts.

1. Print out a copy of the worksheet below and use the guidlines we've included to
help you manage your open swing trade positions.

2. As always, keeping your stops is the most important part of the trade, followed by a profitable

exit.

Screensnap: Worksheet 1 - Click here to dil Powerpoint worksheet file (43K)

o
<t
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r Module Four: Activity 1 - "Swing Trading Research: Picking
12 Stocks for Swing Trades”

« This activity is designed to help you research and choose 12 stocks that
you think would be good for swing trading.

+» Refer to Module 4 Lesson 4 first.

« Papertrade a portfolio of swing trade stocks, identifying the entry, exit,
trading range, shares you would trade, and stops.

The GOAL for this activity is for you to be able to wisely choose 12 stocks that make for
good swing trading candidates.

Directions:

1. Take some time to do research on anywhere from 70-100 stocks and narrow the list down
to & dozen or so that would be good for swing trading. | like stocks like WIT TF HRL HET
WIS HAS ANM BBl and many others.

2. Include both Masdag as well as NYSE-listed stocks in your group. Remember, MYSE listed
stocks are generally less wolatile than Masdag stocks, and make for 'safer’ swing trades, in
gensral.

3. Make sure your stocks have decent analyst ratings (best ones are less 1.5 rated), maybe
check IBD for 80/80 AAA type stocks as well.

4. Write down the following:

stock's 10-day support and resistance

type of trade it is (bottom fish, buy on breakout, uptrend, etc))

how many shares you would buy (100-300)

how long you expect to be in the trade for

analysts rating for the stock

2 reasons why you personally think you should buy the stock here

5. Mow, papertrade these 12 stocks aver the next 2 weeks and see how you'd do. Remember,
you can easily be profitable even if you're only S0% right, as long as you manage your stops and
exits correctly Where you sell is more important than where you buy

5. Choose one of the stocks thatyou should have had a "time stop" for..which one is it? Would
yol really have sold at this stop, orwould you continue to hold on to it indefinitely "l it came back
up'? Be honest. Wark through these things to help vourself become a more skilled swing trader.

Hint week of April 17th is probably a "bottom fishing” type week )
Look at the 10-day charts below Which of them would be good to buy here? Which would be

good to sell? Remember, you want to trade with the trend and the crowd, if it "looks overbought”
to you, others probably feel the same way, so it may be a good sellfshort point.
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Each chart could be traded profitably, somehow. . the key is to
knowy when to go long, when to short, when to cover and when to
sell. We'll look more at technical analysis for swing trades soon.

_ . - Back
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Module Four: Activity 2 - "Bottom Fishing on Small Shares

This actiity is designed to help you learn how to make "bottom fish” plays on reversals after a

e ! : stock has consolidated in a low range, or on a pivot on an extreme oversold condition.
L8 W + Remernber that "buying bottoms" is the most risky of all types of plays, and you must use small
Wt shares (100-200) and a tight stops (under the most recent bottom) to succeed using this trading
style.

| am never able to pick the exact bottom or sell the exact top, nobody is. remermber, as a
profitable trader all you want is a "piece of the action” in your direction, after you've identified a
high-probability chart setup

Remember, if the stock loses the support level that you bought at and starts to head down,
Mever hold it overnight...sell it and buy again either the next day or when buyers come back into
the stock, whichever occurs first. Owernight holds on downtrending stocks are asking for an
opening gap down, which will be much more costly than the stop you had wanted to use. Only
hold battorn fish plays overnight for a swing when the close of the day is higher than what you
paid for the stock. Please Remarmber this and use Discipline for these plays.

The GOAL for this activity is for you to learn how to bottom-fish swing trades relatively
safely with minumum downside risk.

Directions:



Start by looking at several dozen 3-month charts for stocks that have sold off in
recent weeks. Determine what the cause of the selling is: was it due to bad earnings,
bad news, or random sell pressure? Rarely should you buy a dip on bad earnings, they
usually have further to fall {| speak from personal experience herel)  wiait for a 2nd or 3rd
bottom to form, then buyers to come in, before buying a stock that gaps down on the open
on bad eamings news. Review recent headlines for a clue as to why people have been
selling the stock.

Look for either a reversal (fast pivot off a =15% selloff) in the price andior a breakout
above a consolidation in price. Thatis, if the stock has sold off, has stayed flat for a few
days or even weeks, and has now started to come back up through the resistance level.
Do Mot pick stocks that have been slowly selling off in a long downtrend... . the best bottom
bounces are reversals off of volatile stocks...some examples include R RN DCLIK
SPLS, you want volatility, stocks that have recently attracted both buyers And sellers, as
seen by a choppy up and down trading pattern. Don't buy stocks whose 3-month chart
looks like ETYS, for example (Jan-May 2000). Mo buyers have emerged, only steady
selling.. that's not bottom-fishing, that's called "throwing good money into a loser”.

Your activity here is to papertrade with 100-share lots of 12 stocks that you are choosing
for "bottom fish" swing plays. You only want to use 100 shares inthis because of the risk
inwolvad in bottom fishing . if a position goes against you 2-3 points it won't damage your
capital too bad.if you're trading 300-1000 shares and get a 2-point gap down that would

costyou $600 - $2000. .not a pretty picture. Your #1 goal is to preserve capital from the

pros and other traders who want to take it from you.
5 Carefully identify and write down the following:

Your entry price
Number of shares your bought {100) for each trade

The trading range: 3-month and S-day support and resistance levels for these stocks,

Your stop loss that you will hold to (the most important part of your trade), and
Your profit target, which should be right under the previous major resistance level

Notes: Hold these papertrades no longer than 3 weeks, and evaluate your progress, using
"paper money” . evaluate vour trading record . when during the 3 weeks did you sell each of the
positions? What profit or loss did you take on each of the 12 trades?

| find that holding yourself to a 3 week time frame is useful because it forces you to look for a
good exit point, and to take a stop more effectively than if you are saying to yourself "well 'l just
keep ittil it comes back up, no matter how long it takes" ... You need to putyour capital to work

for you, not tied up in an underperforming stock.

Swing Traders’ Keys to Bottom Fishing
Success:

1) Wait for a breakout above consolidation
area/trading range

2) Look for pivot off extreme oversold conditions
(>15% on the day)

3) Put your stop loss in right under the
support/previous low

4) Use buying volume as an indicator as to "how
right" you are on the long side

5) Never take home a losing first-day position, if it
drops from where you bought on day | then take
the stop and look for a better re-entry on a
following dauy.

6) Don't chase a swing trade, look to enter before
llam, or in the last hour of the day

7) Set your profit target right under a previous
resistance level.

Remember that swing trading is much
mare dependent an correct technical
analysis than is daytrading, in which
reading Time & Sales and your Level 2
chart are important.

Learning how to correctly identify
breakouts, trends and
support/resistance lines is critical to
becoming a successful swing trader.

Candlestick charting also helps in swing
trading TA.
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@ Module Four: Activity 3 - "Trading Breakouts and Uptrends”

This activity will help you practice entering and exiting swing trades when buying strength has
caused the price to increase.

Asin any swing trade, knowing the key 10-day and 3- or B-month support and resistance
levels is helpful, as you can better determine when the stock will "look overbought” or "look
oversold” to ather traders. Using suppaort/resistance with 20/80/200 MA lines helps in this as
wiell.

Also be sure to look for fluctuations in the volume of the stock over time, eqg at what price
points does the volurne of the stock increase dramatically? Can you predict when the
pivots/reversals are based on valume pattems?

Orne of the important keys to success in swing trading is to properly identify support and
resistance lines using your chart software, and being able to keep stops and exit with decent
profits based on your careful analyses.

Remember, the stock market seems largely random at times, so it's important to keep stops
and take profits when they are thera.

The GOAL for this activity is for yvou to learn how to swing trade breakout patterns and uptrends
effectively.

Directions:

1.

B

Look at the chart patterns below, showing both uptrends (SPLS) and breakouts (VISX). How
would you play these stocks from this moment on? Is there any trade potential left in either
one?

Scan your own 10-day stock charts and look for stocks that trade on decent volume {over S00K
shares/day) with similar movement (eg at least 15-20% movement in the trend or breakout). Choose
Five (5) of your own stocks to follow, and print out the charts, labeling them either Uptrend or
Breakout, based on the pattern you see.

MNext, draw trendlines, support and resistance levels for these stock charts using a ruler.

How would you trade each of them from this point forward? For each of your charts, identifay the
following:

Major and minor support levels

Major and minor resistance levels

An optimal entry point for each of the stocks: would you wait for a pullback or buy sooner?
Where a stop loss should be set if the trade were to be entered on the next trading day.
Where your profit would be taken - what's your exit target?

Other notes that you want to make.

This activity should help you develop an eye for uptrends and breakout patterns.

Papenrade the stocks for the next 10 days, using just 100-share lots, and see which of them would be
winning ws losing trades.

Be sure to document your money management practices for these stocks as well, eg where would you have

taken a stop loss, and where would you take profits, for each of your 10 stocks?

Atthe end of the 10 days, calculate your net profitloss, and jot down your 'lessons learned' - what would you

do differently next time? What did you do effectively?
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Yfou can see that SPLS
made a cup and handle
pattern from 6/ through
673, with a breakout and
subsequent uptrend
starting on 8/9.

The trade entry would be on
the breakout, at 15 172, on
69, and using trailing stops
throughout the uptrend
pattern

We look to exit the position
right under decade

resistance at 20, 50 we 1312
take some profit here in the

18s, and use a trailing stop BOOK
at 18 for the rest of the GOOK

position.

400K
” 200K
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Breakout pattern: VISX e =l [ineraicrer =] [PV &= A] 5T oK.

Here, you can see that the
stock was in a choppy
trading range for several
days, finally breaking out

above resistance at 22 142 f 26 112
26
25112

The trade entry would be at
22 12, with a stop at 22.

The exit would be right under
‘decade’ resistance, or 30,
This stock could be just an
overnight hold, or could be
hield for additional longer-
term gains.
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Swing Trading Strategies

Release Trades"

This activity will help you practice entering and exiting swing trades in response to favorable
and negative news and earnings reports that are made public

Az in daytrading, you wouldn't, for example, buy an open gap up on positive earnings ar
news, a good recent example is CSCO, it gapped up and sold off on positive eamings
recently.

In swing trading, our goal is to enter at a favorable price in a trend, a channel, or an
‘oversald’ condition, selling to buyers who entered later than you did, for a profit, several
days orweeks later

We'll have you practice swing papertrading both eamings and news plays in this activity.

In general, stocks tend to selloff after eamings releases more often than they gap up, so |
never hold overnight into an eamings release.

Unless you have a realtime news feed and can jump on a news-release related trade within
1/2 point of the news release, do not chase it, a good example is XING in the week of
August 28th, it ran from 12 to 23 then back down to 14 the next day....

It's tough to play positive news releases unless (and it's a perfectly valid trade method too,
by the way), you keep a realtime news ticker open and buy a stock within a minute (or less)
of a favorable story breaking the news wires. You need to buy a realtime news feed for this
Buyers haven't been coming in to scoop up oversold stocks as much this year, so dead cat
bounce plays are tougher, again wait for volume buying signals befare entering a trade off
the bottom (or what you think is a bottam)

In earnings releases, you should look to sell open gaps up and buy gaps down, again
though this needs to be done with a finely-tuned set of market indicators (eg stochastics,
RSl etc) for the intraday charts you're using, dont atternpt these trades if you don't have a
professional rig set up (eg 2 monitors, L2, time&sales 1 to 3-minute intraday charts on
esignal or RTIIl etc).. Why? Because you'd be trading at a disadvantage, against those of us
who invest in those toalsets.

Also in this category are Upgrades and Downgrades: a secret tip © look to buy stocks in the
same sector that selloff in syrmpathy with a stock that's been downgraded, eg if you're
playing the retail sector and YHOO gets 2 downgrades, the whole sector may take a hit,
buy one of the other (good) stocks in the sector (eg EBAY) that also gets taken down that
day... the downgrade had the effect of "throwing out the baby with the bathwater”, so you
want to buy a guality stock that got sold off "in sympathy with" the stock that got
downgraded (this is usually best for either a scalp daytrade or a swing trade, if the
symapthy selloff is >5-7%).

Papertrade a handful of these as well, it's easy to look at the day's winners/losers about 20
minutes into the trading day._or, look at the most active on ISLD premarket around 9am
see what the crowd's reaction is, in a trend, to the news that causes a stock to sell off
before the open, are they buying yet, or still selling? Then prepare to trade:

Back to
MODULE 4

Module Four: Activity 4 - "Playing Positive News and Earning

The GOAL for this activity is for you to learn how to successfully trade News and Earnings Release

plays.
Directions - EARNINGS RELEASE PLAYS:

1. Look at an earnings release calendar {click link) to see what companies are releasing earnings in

the next few days. Pick 3 that you're familiar with to watch.

2. Lool at the 10-day and 6-month charts for this stock a day or two before the release 13 due, using bigcharts.com You

want to identify the same information as yvou usually do:

Major and minor support levels
Major and minor resistance levels
» Average intraday trading range {eg BVSN has a 2-point range)

Faperrade the stocks into the earmings release - note that stocks will often run up (or down) in anticipation of
eamings for 5-10 days prior to the actual release, at which time they often retrace to where they were at earlier

{making news 52-week lows for bad earnings, or gapping up (seldom) on good earnings.



Two type of earnings release trades to look for: 1) jump on the trend going into the earnings release, eg
AMZM i5 going to release earnings on September 30th, watch the stock price carefully from Sept. 21st to the 30th
to look for a trend.... or 2) after the earnings release comes out, buy a bounce if it tanks and then gets buyers
{eg AMZN i5 42 priorto eamings release, they miss by a penny, it opens Up the next day at 36 172 look to buy it
if it breaks over 37 before lunchtime etc. )

3. Ok, now see how vou do on playing the earnings release for several stocks, and document vour lessons learned: which strategy
would've been the right one? Did vou play that one or the opposite one? Most inpottantly, how did you manage your risk and
trade sizes throughout the trade? If you were wrong, did you get out fast ws. hope for a turnaround? ok

Directions - NEWS PLAYS {little known trading tips in here, read it):

1. Be careful with these, they are very difficult, they are more suited for davtrading than swing trading.

2. #1 Mistake to Avoid: Let's say SBUX anneunces that they've been chosen as a key supplier for a major retailers' coffee
shops. They release this information Wednesday at 4:30 pm. The stock had been trading at 37... after hours o runs to 42
Thursday morning it has settled down to 41 to open. Teou do Mot buy the gap up at 41. Dont do it Wait til at least 10:15
or 3o to see it still gets even more buyers. . more likely, it would zell down to 40, consclidate around there for awhile,
maybe go back up to 41 by the end of the day.... the only time you would buy a gap up is fit keeps running on good
volume for at least 20 minutes or so early in the morming. .. usually the gap has "satsfied the buymg urge" of the public and
sellersishorters will appear, selling into the momentum until the stock reverses at 10am. . again these are general patterns..
but they happen tmore often than not. The point? Do not buy gaps up unless the stock takes out a new high on heavy
volumme. . be careful with these.

3. How to play news: let's say you've got www .theflyonthewall com or www. jagnotes. com or another service... and, most
importantly, you've got a realtime news feed that gives you headline news releages throughout the trading day. Here's what
to do:

4. The instant a headline comes out that has Iajor Financial Impact on a stocks' price {eg announced new strategic
partnership, wins major cottract, releases new product/service, has major drugftechnology patent approved) then pull up
your 1-mirte chart and time and sales window. Tou do not vet knew what irpact this news will have on the share price
Much of the news that comes out has no effect on stock prices, you're waiting to cherry pick a headline that has a major
financial impact on a company.

5. Buythe stock as soon as it makes a new High for the day after the earnings release. Why wait? Because what you think 15
good news may, for other reasons, be seen as a negative by the analysts followang the stock, who will 1ssue sell program
orders, selling the stock off .. g0, wait to make the buyers prove to you that there's buying interest in the stock.

6. For shorting, almost the opposite is true... f you see a "Firetire Recall" news headline then vou may be able to get a short
off .. because of the uptick rule, however, it's much more difficult to get a short sale off for bad news, the stock price wil
plummet, so shott sellers need to respond tmmediately to negative news headlines and fire off a shott as soon as possible
{eg within 15-30 seconds after the news hits the wire), you can't wait for a new low of day, since you may not get an
uptick to short on... you might, #'s just not as easy.

7. Okay, papertrade the news releases with your realtime news feed too. Are you a swing trader? That's why you're reading
this, right? Well, news releases can still be played profitably from a swing trading perspective, the key to look for
"unresponded to" news... eg if theres a release that has genuinely positive financial impact on a company, but for some
reason the stock hasn't gone up, you might want to buy into it and see if'it goes up during the next 10 trading days or so.
T've personally seen many stocks, usually the cheap ones (eg $10-520) that aren't heavily traded, pop up 2-3 days after the
news has come out. They aren't as closely watched, so the find managers who pour money into the stocks may take a
couple of days to decide to buy in. This is a good buy opportunity, before the big money comes in. Of course, if the news
comes out and the stocl 1z still flat 2 weelcs later, then sell and move on.
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Module Four: Activity 5 - "Scaling In and Out of Your Swing
Trade Positions"

This activity will help you practice adding to and selling off positions you have in a single stock.

It's wise to use what might be called a size scaling approach to manage your swing trades. You initiate a
position with a certain number of shares, then add to (or subtract from/sell) the position based on profits
you're taking and major swing support and resistance levels.

A good guideline is: add to winning positions, not to losing positions (eg don't average down, ar do so anly
for stocks that keep price support off a bottom of a well-defined 1-2 month trading range)

Also, a reverse pyramid' as previously mentioned is a good strategy, eg buy 500 shares DELL at 32, add
another 300 at 34 and a final 200 at 35 1/2.... sell 500 at 37, sell 300 at 36 374, sell the final 200 at 35 7/8
on the way back down as it sells etc... like a rollercoaster, you want to add the most weight to your position
at what you think the bottorn is, then add a bit more as it keeps going up, then sell out a major piece with a
good profit as the "trade potential® decreases and selling is more likely, then fade out the rest of your
position on the way down, locking in profits.

Thig technigue is useful, Ive added and subtracted as few as 50-100 shares at a time (for expensive stocks
eg PHCM)... to manage your risk and "hedge” as the price moves for or against your position. It does
generate more commissions, but that's generally insignificant. .. you shouldn't be constantly chuming your
swing trades, eq 1-2 buys or sells per day per stock at most...usually 11l buy a position, maybe add to it if it
gets over @ key breakout area, put a trailing stop at the breakout point, sell some of the initial position if it
looks like it's teetering on the edge of selling off, etc...

Some of the types of stocks that are ok for swing trading are ROST BBl SSCC SPLS NOWL WMT T ete..
ones with a fairly steady trading range that you can get in and out of relatively safely... remermber you
probably should trade slower-moving stocks for swing trades if you're a newer trader, don't swing trade an
EXDS ISLD etc unless you're experienced in risk and trade management.

Take a look at this chart below, which you saw earlier in Module 4 Lesson 6. How would you do a "scaled
position swing trade” in this stock, DISH? (eg buy 500 DISH at 46 1/2... then what ... ?7)
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The GOAL for this Next activity is for you to learn how to successfully Scale in and Out of swing
trading positions during a 1- to 3 week time horizon.

Directions - Papertrading a SCALED-INISCALED-OUT SWING TRADE:

1. Choose a stock whose 10-day chart has at least a 10% trading range.... eg a $50 stock with a $5
range (it's traded in a range or trend from 48 to 53)..



2. Paper-trade how you would manage a trade entry and exit, varying the size of your position such that you
enter the trade with the largest size, and add to it if the stock is going in your direction. Of course, you need
to also identify where you would stop out, this should be the "fastest stop” you take in the position, as itis
the largest position size you take, eg 300-500 shares, don't let it go more than 1/2 point against you. .. wait
to rebuy later...

3. Ahead of time, identify where key support and resistance areas are, and at what price point and level you'd
sell your stock out at... where willyou sell the most shares? Where will you keep that last 100-200 to see if it
retests a breakout point?

4. This takes a lot of practice, and is a very important skill to master. Many new traders, myself included at first,
make their trades as "all-or-nothing” trades, eg I'l buy 500 shares and sell 500 shares. That's it. ... The
better approach is to work like a market maker does, eg start with a 300-share position, add another 100 to
itifit keeps going up, add a final 100 if it's making new highs, then sell 300 when the momentum starts to
fade etc... this can be an extremely powerful swing and daytrading technique and | encourage everyone to
learn to master it.

A few more signals you should also be looking for when scaling in and out of atrade:

« Volume patterns: keep a very very close eye on relative wolume during a short term trend, either swing or
daytrades . volume = voting... so, if you see a lot of seling wolume, then you should also be a seller,
quickly... ifyou see buying volume then don't chase, enter on a pullback if it looks right to you.

« Earnings releases: make sure in all swing trades that you are aware of when earnings will be released |
generally sell my positions off the day before earnings release and re-enter on a pullback {or tank) the
morning after earnings are released, if volume reversal buying is apparent. There are occasional favorable
gaps up on eamings releases, but ['ve found this does not occur nearly as often as a "why did it tank on
good earnings" type play. I'd be more inclined to short into earnings releases than go long, particularly for
stocks whose month over month earnings have been declining. (see www bigeasyinvestor.com for
summarized table of monthly earnings and share price &olume changes at the bottom of the "screen)

« Market and Sector relative strength or weakness: be sure to keep an eye on sector charts like $GIN
FSOX $RLX etc as well as the overall market to capitalize on strong or wieak sectors, look at these charts in
comparison with each other (and the "lead stocks" within each sector) as well as the specific stocks you are
following.
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« Introduction to Shorting: DTU Short Trading Rules & Tips
@ Main Points:

o If you're like most traders, you're uncomfortable o If you've ever bought stock long on margin, you're doing the
with the idea of shorting. Traditional stock same thing a short seller does...borrowing something you
investors are trained to think that "if [ buy a don't have, with the intention of paying for it later.
stock and hold it long enough itll surely go up”. » Shorting is for more experienced traders, eq at least 6
If you bought and held from the last few months manths to a year full-time experience, or 2 years +
of 1999 til now you're in the red. occasional swing trading experience.

+ ‘You may be reading this thinking to yourself, o | will show you the best ways to short stocks in this
"well 1l read what he has to say but | probably madule, using current exarnples, and information not
won't ever short anything”. Right? available anywhers else.

« By the time you're done with this module, | hope o Take alook at our Short Trading Rules to Live By below,
you'l learn to recognize and see the proftable and memorize them if you plan on shorting. They should
opportunities that are available to you by adding help you immensely, in learning how to trade the short
short selling to your arsenal of trading side
techniques + Do not underestirmate the value of shorting, or avoid it

+ There is very little out there on shorting, only 1-2 merely because it's not what you're used to. That's like not
books, an audio and a video. That's it. Yet trying Chinese food because you've never eaten it before.
professionals are always used to selling short. Expand your menu of trading choices to include shorting
So should you. It's like "working an order the as a common and viable way of trading.
ather way around”. Uncomfortable at first, but it s [f you're wrong in a stock going long, consider not only
still works. Il give you what you need to know. stopping out but reversing your position into a short at the

+ Here's an exarmple (from my rmgmt. training right time as well... same thing for winning long positions
days): want you to cross your arms, folded that are reversing, you can sell it out at a profit, then enter
across your chest, right now as you're reading 2 short and ride it down to an intraday support level,
this. Go shead. Ok, now unfold thern and cross covering to rmake another nice profit.
them the ather way, putting your right forearm o Don't just ride the curve up, make money on the selling
across your left one. It's uncomfontable, right? ton.. why not? Once you become mare familiar with it,
But, both ways are equally successful at shorting is a handy way to make a lot of money. If you had
keeping your arms folded on your chest. Change shorted all the January tops you'd be much wealthier than
is uncomfartable for many, but necessary losing buy-n-holders are, who are sitting in red positions
Shorting is the same. waiting for 3 bounce. Right?

Short Selling guick intro:

What is shorting? Shorting is simply selling a stock first, then buying. You're borrowing the shares from your broker to
sell to someone elso at one price, in the expectation that the stock's price will decline frorm where you bought it. You
then buy the stock on the open market later, so you can repay the broker the shares you borrowed fram him

What's different about shorting? YWe'l cover the "uptick rule” in the next lesson, basically it means you've got to enter
your order (to sell) only when the stock's price has just had a positive transaction, eg the arrow in your stock minder
shows a green up arrow, not a red down arrow. This means you may have to try to enter a short order several times to
catch the uptick

Isn't shorting dangerous and risky? The only risk is that if the stock price goes up there's a lot of possible risk if you
cant keep a stop loss. A long trade of 100 RNWYK bought at 41 means you have a $4100 investment at stake, it could
conceivably drop to zero, in which case you'd lose $4100. f you shorted RMWIC at 41 it could run to 210, and you'd owe
your broker the difference, or (210-41=169) or $168200. If you're not good about taking stops, then you shouldn't ever
short. Or go long, for that matter. Taking stop losses is especially impartant in shorting.

DTU's SHORT SELLING 'RULES TO LIVE BY':

Rule #1: Never hold short positions overnight

Wyhy this rule? Because | want to minimize your risk to upside overnight gaps. If good



news comes out, or the futures are way up, causing a lot of gaps up, your short could
cost you a lot of money.

| recommend only intraday shorting, never ever "swing short” in my opinion. The
tisk:reward may not be as good. Of course, many traders do just fine with 1-2 week
short positions, but it's not a trading style I'm comfortable with, | wouldn't be able to
sleep, wondering if good news will cause rmy short to gap up against me the next
maorning.

Look at stocks like CIEN CNET etc. with recent large gaps. Shorts would be in a bad
position if they held shorts overnight.

The rule of "never take home a losing position” is especially true of shorts. If the stock
goes out strong, it's likely to gap up or have a next strong day, so, don't take it home
short. It just isn't worth the risk.

Rule #2: The best time to short is on an open gap up of over 8%

We will cover this with rmany chart screensnaps and video clips in the later part of the module.
Open gaps up are the best short candidates, just as open gaps down are the best long
candidates, if it happens on strong volurne and you see sellers begin to appear.

The larger the gap up is, the more likely a retracerment back down will happen. Think about it, if
you had a pasition in KLAC from 53 and it gapped up to 62, wouldn't you want to sell it on the
open? host other people would too, so this is an idea time to sell stock as well, shorting it,
then covering at the fibonacci retracements, eg down 353% from the high, roughly a third down.

If you see a stock gap up over 40-50% (rare, but it happens), look to short it as well. This is
one of the valuable parts of looking at the "Day's Gainers” lists early in the morning... even as
late as 10:00... look for the stock to begin selling off inta the gap up and fire off a shart, using a
stop at the previous high for the day.

Rule #3: The next best time to short is after a stock has lost a key support level
and is making a new low for the day

If a stock is in a technical downtrend, eg a series of lower lows and lower highs, you will want to shart the next lower
high after it's lost a key support level, particularly a decade number.

For example, if RNWIK loses 40, you'd ook to short at 39 344, with a cover stop loss at 40 1/4 or so0. You'd have an
exit target of 37-38 1/2.

This play is goad for the first trading hour in the morning, as well as lunch and afternoon selling pressure. Look to
short the second time a new low of day is hit. We'l show lots of annotated chart example in future lessons. Use a
two-day chart here too, ey always look to short a new 2-day low, and buy a new 2-day high. Many professionals use
this technigue as well. | abways use 2-day 3min candle, intraday 1-min stochastic, and 10day 15 min candle charts
to trade.

Always pay attention to the sector and broad market indexes: short stocks on weak days, buy stock on strong
days. Do not fade (try to outguess a reversal in) the overall market trend! Buy strong stocks, sellishort weak stocks.

Rule #4: Other good times 1o short are the 10am reversal of an upirend
and at 12:00 on lunch weakness

10am tops reversal shorts: This is your chance to profit from the classic "gap and trap” play that market
rnakers like to do. On stocks that put in & 10am high (that is Mot a 2-day high), you may want to short it if
it starts to get selling in a "microdowntrend”. This one is a bit riskier, so be sure to put a cover stop loss at
the immediate previous high.

Lunch weakness shorts: A slightly better time to short is when the market starts to drift dowrwards
during the 11:30 to 1:30 slow lunchtime, since this is when many market makers like to bully stocks down
s0 they can get a low of day price to sell back into afternoon buyers. So, sharting a stock that's making a
new low of the day at around 12:00 is usually a good time to short.



Rule #35: It is too dangerous 1o try and "catch a rising knife" and
short 1 momentum stock's top.

Okay, fess up - how many of you have been cut trying to catch a battom for a stock
you think is going to bounce up? We've all done it. Shorting momentum stocks is
the same exact thing, in reverse.

Do not ever, repeat everl try to predict the top of a strong stock that has a lot of
buyers in it. When demand exceeds supply, price goes up. It is difficult to nail the
exact top of stocks that rise, say, 5-10% in 20 minutes on a hot news story.

This, unfortunately, is how many traders try to get started with shorting, and they
get burned more often than they comectly guess the top. Ve want to use technical
analysis, LIl and ather indicators to trade, nat guessing.

Once you understand true market dynamics, you'll realize that you don't want to try
and guess a top for a hot stock. You may get a short off on a wiggle, right befare
the stock explodes to a new high. Shorts are often "squeezed” here, as everyone
rushes to cover their short positions. The market makers step off, and the price
runs. These are good opportunities to get long, when a new high is made. Do not try
to short momentum stocks unless you're very fast, have very tight scalping-type
stops (eg 1/4 point absolute max, 1/8 better). An exception might be if the stock is
up a ridiculous armount for the day, say over 80%.. ey | nailed the XING top at
+92%, but those are very rare times. 99% of the time you'll want to avoid shorting
momentum runners.

Rule #6: Use a cover stop loss at the most recent intraday reversal price

Let's say you shot CSCO after it loses B0 suppart, making a new low for the day. You
get the short off at 59 3/, It wiggles up a bit to 59 7/8, drops down to 59 174, then runs
back up to B0, then goes to 60 1/4 and beyond.

What's the proper way to have managed this trade? Your cover stop loss should be a bit
over at the support level that the stock lost that caused you to enter the shart in the first
place. If you shorted because you think B0 was a key support level that was lost, and
your reason for entering the trade is proved wrong, ey they take it back up over the BO,
then you'd want to cover right over B0, at 60 14 max

Rule #7: As with all daytrading stocks, make sure to only short stocks
trading over 800K average duily volume. Check that your broker
has stock available to short ahead of fime.

These should be common sense, but they're waorth noting nonetheless. As with all
intraday trading you, volume is your insurance, and helps you take your stops guickly
and at & good price. Only trade stocks with an average daily volume of over 800,000
shares.

If you're trading a thin stock, you may not get filled til way past your stop, costing you
mare than you wanted to spend, in the event that you're wrong about the price direction.

A second note: check with your broker to make sure shares are available to short. You
don't want to correctly identify where to shor, then try to enter the order and get a
"shares not available” message. Also note that all shorts are done in your margin
account, and that stocks that are non-marginable are not shortable either {including
under-$5 stocks).

Okay, let's move on to some chart patterns and examples...
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+ Open Shorts: The Safest and Best Short Play MO%EEE 5

@ Main Points:

+ Shorting stocks that have a large gap up on
the open on news are often profitable. ¥ou want
to avoid shorting good earnings release gaps
and buyout gaps though

*ou should look to short overreactions to news
(29 gaps up over 15%) on high volume (eg over
30k shares premarket) within the first 10
minutes or so of the market open.

The other way to short gaps is to short a stock
that makes a small gap down premarket and
continues selling after the open, ey 1/4-1/2
point, and loses a 2-day support level, making
new lows. (eg ALTR closes at 45 3/4 near the
low of the day, the next day's premarket trading
at 48 14 it loses 47 3/4 on the open at 9:30,
short it here with a cover stop at 48 and an exit
target of 5/8 to 1 1/2 points etc)

Az always, it's a good idea to place a close
short cover stop loss right above the exact open
price as well, in case buyers keep coming into
the stock.

In general, you warnt to see a bit of 3 downtrend
on the gap occurs from where the stock was
trading premarket. For example, if it closed at
36 1/2 the night before but gapped to 40 3/4
prermarket the following day on news of a new
contract being won, then sells down to 39 7/8 by
the time the market opens at 9:30, you'd want to
consider firing off a short on the open (using a
cover stop loss at 40 1/8) and an exit target of
roughly 1/3 the retracemnent, at 38 1/2

You can also short minor gaps down, as well as
rnajor gaps up, as follows:

Let's say a stock closed at 28.... near it's low of
the day. Then the next day it gaps down a bit to
27 3/ You might want to fire off a short at the
market open (9:30-9:35) with a cover stop loss at
28 1/8. You might look to cover it near a 10-day
support level, or, use a trailing cover stop about
144 behind where the stock is currently trading at
Do naot short major gaps down on the open. They
tend to attract buyers

You could short a major gap down stock if it's still
selling off as of 10:15 am or so.... just don't try to
short big gap down stock... the "trade potential®
is largely gone on the short side, as people who
were shart from earlier will probably look to cover
their shorts (these are the "dead cat bounces"
that you can scalp on the long side oftentimes).
Take a minute to review Mod1Lessonl0 and the
next lesson as well, click here, for some basic
gap info as well.

Let's look at a few charts here to look at
examples of shorting on the open. Again, dont
shart premarket... but, look for short opportunities
within the first 5-10 minutes from 9:30-9:40, for
these chart patterns below:

How to Trade Open Shoris

Here's a perfect example of an open short
play, for a stock called GALT that gapped up
over 30% premarket on Oct. 17th

The 2-day chart to the right shows the stock
closed at right over 30, and doesn't trade on
much volume. After a positive news stary
came out, the stock gapped up to 43
prernarket on high volume (over 100k shares
had traded befare 9:30am on 10/17).

You do Not short stocks that gap up on
good earnings, in general, eg MSFT
gapped up over 10% and kept going up after
the open. Be selective, and first “wait for
the stock to lose a key support level
before shorting it on the open. This is the
rost important thing to realize about open
shorts. You do Mot just short it because it's
up 30%, it could run to +42% befare topping.
Let the chart tell you the story, short only
after it loses a support level

In our Trading the Open live trading room, |
advised traders to "Short GALT if it loses
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40 support, say at 39 3/4" (exact guote). | 10:00 11:00
advised them to cover around 36 or so (fibo . .

retracernent). This was a great tradel Hope il joiling
this makes sense. 40 (decade number) is
where | pegged support. It could have
revarsed above 36, so that's where we
covered (it's ok that we didnt’ get the full
range of the short, we're happy to take
almost 4 sticks (points) on a $40 stock!

Let's look at some more examples...

Ebay had ran up to 60 and consolidated
the day before here (Oct 17, 2000), right EEaT = = | | | |
before the close. It ran up a bit more on the I J |Interval Chart J LI lv KIS ]|
open here, consolidated a bit more for the

first half hour, then losed B0 support (twice, a ' ]
double bottom). |

.
i L SHORT 59/3/4
We would have been stopped out for a - 38 4

ot so loss the first time, but on our re-short
(2nd tirme it lost B0, we are in for a nice win OVER 57 1/4
as it dropped to 59, consalidated, and sold / 57
off down to 65, where we cover, for a +4 374
wir.

"mmﬁ'%.m )

Mote the key when we're wrong, if it "shakes
us out", like it did the first time, is to keep
the cover stop loss small, say 3/ to 142
point ma.

Copyright 2000 Dats Braadeasting Corp.

This exarmple shows you about breakdowns
below consolidation (choppy undecided)
trading zones that last for 5-10 minutes
before the trend is re-established one way or
the other, an open gaps up.

|KLAC j IInlewaI Chart j LI IV ®\| S\l | Al |

Here's Oct. 17th KLAC, a semiconductor ]
company - notitce we could have got an open 313?2
short off at 32 an the open, if we were fast... consofdation before losing support 31'

however | like to wait til it loses a key

0
suppart level, my favorites are decade »
numbers since level 2 tends to get thicker ‘\3‘1& RT 20 3/4 .

there, as the market makers have a lot of
. k Fulrtte i, 29
stop buy and sell limit orders there from the Ao COVER e~ 23 1,2
public investars that they have to fill.
GOVER 27-1/2 2? 1"2
S0, we see a bit of consolidation before the n\y_'
dowrwards march continues, we fire off our 26 12

short right under 30, at 29 3/4 fwith a cover S

stop at 300.. We cover 172 the position at 29
(trailing stop at 29 1/2) and the balance at 27
142, for another 2 1/4 points win.

Rermember, you can add to and sell off your
positions in pieces, a common pro trading
technigue, eg short 400 at 29 34, cover 200
at 28, wait and cover the remaining 200 at 27
1/2. Your trades do not need to be "all or
nothing", rather use dynamic position sizing
depending on the price action to get the best
overall trade. This is how market makers
trade, you should try it out yourself as well.

More Tips & Guidelines on How to Make Winning OPEN SHORT Trades:

Keep these pro techniques in mind for playing open shorts:



Module

Keep in mind the reason for the open short {why did they gap it up?). Be more cautious
about shorting earnings plays than you are about shorting news-type plays.

Always always keep tight stops on your shorts. Because of the effect of "short squeezes”,

eg shors trying to cover in a panic if the price starts to go up, you need to be prepared to
cover guickly. Never short without a DAT broker (don't daytrade wio a DAT broker, for that
matter]. Cover with market buy orders (or S0ES limit/ASLD).

The higher the open gap is, the more likely it is to attract sellers, which makes for a
better shart play. Don't short a stock that gaps up 3-5%, for example (we look to play thse
on the long side, if they make a new 2-day high or are making a cup pattern). Watch your
"daily % gainers” list and look to short stocks that are trading over 400K volume or so that
have gapped up aver 15-30%. If a stock has gapped up over S0% it will almost always attract
sellers, so it's a matter of "when not if* to short it, if shares are available to short. Check with
vour broker ahead of time that maorning to see if they have shares to short. If your broker
has a lousy {small) list of stocks that are available to short, switch brokers.

Use Level Il and Time & Sales to help time your entries for shorts more than for
longs. We are still chart-pattern based trading using technical analyses, of course, but
because of the uptick rule and the dynamics invalved in sharting you should pay closer

to level 2 rtresist

e for shorts than for longs. The t&s is more

important of course, that's your navigation for the trade (the “tradewinds")

Use Fibonacci retracements to help you identify your targets for where you should
cover your open short trades. In the GALT exarnple above, we don't expect maore than 36
out of the trade since that's near a fibo line. Your open gaps up will almost never close the
entire gap, | look to get out at 1/3 to 1/2 of the retracement range.

Shorting Skills for Active Traders:

4PREVIOUS NEXT M

Five

Time of day patterns for best short selling: finding the best trading

opportunities

@ Main Points:

Becaming successiul at timing your trades is
impartant to your success

In this lesson, we will look at some of the
tirne of day patterns that you should be aware
of to short stocks effectively

By gaining familiarity with the time-of-day
patterns that set themselves up for good shaort
opportunities, you can become more effective
in "timing your trades” to be in sync with the
professional money flow.

Remember to keep an eye on the broad
rarket indicators as always, an eye on the
Masdag TRIM, the COMPQ, and your sectar
charts, to confirm the reversals and time-of-
day pivots as they occur in the market each
day.

In time, you will hopefully become more
practiced, maore "on tirme" with the market's
many pivats and become better able to
navigate the directional changes as they
occur.

Back to
MODULE 5

Your primary goal by the time you complete this lesson is
to be able to &) anticipate time of day patterns that yvield
profitable short trades b) be able to recognize these time-
based pivots and reversals when they occur and c) be able
to execute short trades more successfully as a result of
now "knowing what to look for* in your short trades
Remember that timing takes much practice, and is bath
difficult to learn and time-consuming to practice. This is
why market-watching a core bastket of 5-8 key stocks for
weeks, months on end, during at least the first 2 hours of
each trading day, is so critical to your development as a
trader.

As a new trader, | used to enter trades late, still looking for
good movernent after the first, most powerful maove, had
been made. In time, | learned to jurmp on the first move
mare consistently and accurately. This takes a lot of time
to develop; the more 1-minute charts you watch, the better
you should get at this crucial trading skill.

Each trading day is a mini-world in itself, you need to not
apply blanket rules or your expectations to any one day,
rather, you need to be flexible and trade “what the market
iz telling you" for each separate session.



s Fapertrading, or trading TUU-share trades, tor o Let's take a look at some of the timing pattems Ive
many manths, is a great way to leam the discovered that help uncover what should become

intricacies of trading without exposing your consistent, profitable trading opportunities
capital to much risk. This is a good way to

leamn sharting, by paper shorting at least 6
months initially before daoing live trades.

Time of Day Patterns for Shorting Nasdaq Stocks

Here's a brief summary, we will illustrate all of these with recent chart patterns, from Feb 2001, below:

EARLY PLAYS: Weve already discussed the "short an open gap up” when there's a bear cup reversal that you can see
premarket. The other early play is a bear cup reversal occurnng after the open..

LUNCH PLAYS: Market makers often take a lunch break (hey, they're anly human too, contrary to popular perception ).
And stocks often drift down from 11:30 til 12:45 or so. Leisurely shorts can often be entered in this time frame as well

LATE SESSION PLAYS: Although | rarely or never play the afternoon session, you can look far short opportunities late
in the trading day on days where a) the compy is making new 2-day lows after 2pm or b) the market has run up
considerably until 3pm, and profit-taking is happening.

Bear Cup Breakdowns on the Open:

In shorting bear cups right after 9:30, as with open gaps up, you logk for an arch, eg the stock gets buyers an
the open at 9:30, goes up to meet resistance, and starts to fall. The key is, you don't guess at the top, you wait
til it makes a new low of the day, and short under the breakdown

These are best if they are making a new 2-day low as well (in this example, let's say ORCL traded 30-31 1/2 on
the previous day... today, it opened at 29 3/4 an the open, traded to 30 decade resistance, then sold off again,
the short is at 29 5/8.

IDHEL '! IIntervaI Chart j ﬂ Iv Ql all Al %ITI’ Ok
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Patterns for 10am Shorts:



Sometimes a stock will chop
around til around 10arm, at IKL"S‘El j Ilnte“’al Chart j ﬂ IV_IQ_IQ_I_IA _I% Tr _
-\\

which tirme it makes a

breakout to the downside (or 16 1i2
upside). | tonsolidation fUncertainty fChoppy before 10am
46

For shorts, we can look to h 15 12
10am as a good time; often < --Post-10am, sell program, sellers win
the traders in a stock will !“ 15

decide whether to bid it up or Ii

sall it off at around 10am. ! [’I]! 44112
This is & good time to look for I L] I+” I;I.r! il
short entries, at right before I [
' 43172
10arm, to prepare to short a I*DT+ Il
breakdown. L AR
Copyright 2000 Data Broadeasting Cofp.
" olume 100K
50.0K

915 930 9:49_10:00 $0:15 10:30 10:45 11:00 11:15 11:30 11:45 212101

As you can see from this = = | | |
example, the stock broke down IDISH' J |Intewal Ehal J ﬂ lv &S A ﬁﬁ _

eafly at 9:50 or so, then gaot a 3012
10am bounce, before continuing I 3014
down l
f 1 30
This illustrates the need to T 2931
always keep tight stop losses; 20 112
eq ifwe short at 29 5/8 or so, 4] i)
and it drops to 29 344 then starts ¢T ' I 20 114
to bounce, we cover soon with a ! 29
i ]
small 1/2 point profit or 50, we T L
28 314
don't wait for the stock to go <--Post-10am, program, 10am Bounce Long
back up to our original short u I I l'rlé . 28 112
entry point. *ﬁlq 7 l a!i 28 1ia
i 5 28
In the current market, trading \,im:gm 2000 Dats Brosdeisting Gor
wing aver 5/8 point on §20-§50 80.0K
stocks are fine 1o take, they are 60.0K
the "base hits" that are our 40.0K
bread and butter. . of course the | | (1] | | ‘ ‘ ‘ ‘ | ‘ 20.0K
home run + 1 1/4 type trades are Lo 4) AL
great 1o get as well. o915 0:30 9:45{10:00 10:15 10:30 10:45 11:00 11:15 11:30 11:45 2211

Shorting Lunch Weakness with the mms:

Oftentimes it is good to look to = =
enter new short positions frarm alulall ] fitervalchan 7] ﬂ IV_I_I®\ @\_I_ln ﬁﬁ _

around 11:30 ar noon until Tpm or
later, as stocks will often drift leT Short into Lunchtime Selling... 51112
dowmwards over the lunch hour, [j"r' Perfect Technical Downtrend: 51114
until the mm's return from lunch o Lower lows and lower highs 51
and volurmedvolatility retums to the - all morning long 50 3i4
rnarket. These are longer a0 12
daytrades, usually taking 15 + TT! &0 1/4
minutes to an hour or maore to 50
complete raund trip. 49 34
[I]*'r"! 49112
Here's a perfect short example: H 49 114
AMAT is stairstepping down in a + 49
classic downtrend: lower lows and ++¢T?J. 48304
lower highs throughout the H‘ A8 112
mDrning. VC;T“?I:igM 2000 Data Broadcasting Corp.
200K
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Late Session End of Day Shorts:



Finally, we can look at late
end-of-day selling. There's

two time zones to be aware
of, one is from 2-3:30 or so,

the other is during the close,

frarn 3:30 til 4pm.

The best is to look for bear
cup breakdowns during 2-
3:30, as selling continues

Often you'll see some
volatility at 3pm when the
bond market closes; also,
you may see end of day
tanking Or short covering,
so, careful holding any shart
positions post-3:30pm.

@ Main Points:

||qu

j I Interval Chart

=] Pl[v&lalmal %f7 [FToK
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Shorting Skills for Active Traders:

AFREVIOUS NEXT b

+ Premarket indications for shorting opportunities: chart patterns,

news/earning

+ We've already discussed how to look for large
prermarket gaps up, over 8-15%, that are
getting selling on the open (bear cups) as
being the best short opportunity. Mow let's
loak at a few mare.

Premarket activity is a good leading indicator
about the overall strengthfiweakness of a
stock when the gap activity is less than 5%.
I've pulled together a handful of example
charts for this lesson to help you see how to
use premarket charting to correctly identify
short candidates.

You need to have a charting software data
feed service (like esignal.com @) that has
prerarket chart ability in order to daytrade
effectively. There's no reason to be "blind"
each morning in the premarket, when you can
have charts to help you see double tops, cup
breakouts and reversals.

Back to
MODULE 5

We do not ever enter new positions in the
prarnarket. This is because our volume is very low.
Speaking of volume, you only want to screen for
stocks that have over 20-301 minumurm volume by
around 9:10 am. If a stock has gapped up a lot or
down on just 12-15K volumne, for instance, you don't
want to touch it - yet

WWe are looking for continuations & reversals on the
open from premarket chart pattemns. The stock will
do one of three things: stay flat, go up, or go down,
right? ¥We want to see if there's significant
movernent up or down through a good technical
entry paint.

Itend to like to short stocks that are making new 2-
day lows at around 5/8 below the whole nurmber that
was the previous lows/support level. You will see this
in the charts below.

Charts et you see the impact of news, earnings
releases, and anything else, so we use chart
patterns to trade with. We do not guess at what
news/eamings will mean for the price of the stock -
ever. If we did that, we'd be investors. (perish the
thought!)

38114
38
37 314
3712
3714

36 374
36172
36 1i4

35314
3512



Small Premarket Gap Down Under Previous Day’s Low

Here's a good example of a premarket |BHED

LI IIntervaIEhalt ;I EI mml mll@ %ITF%I oK

double top failure in BRCD that
continues on down

Mote that we do not short on the open,
we instead wait for the premarket
pattern to make a new low, and enter
the short at 36 5/48.

il

Previous Trading Day

fu,
#l Y MUV g )

P

REMARKET

CHART Regular Trading Session

failed hull cup,

This is a classic "shart the 2-day low
breakdown" after a weak opening in the
stock.

100 11 ot
| 12:00 12:

Chart Pattern: Small Gap
Down Under Previous Day's
Low --> BEARISH SHORT
SIGNAL ON OPEN

il |I..\.||.||||I|I||.||Im..I”lu\||||||.|I|..........\|||\||IH il Il ||I‘
30 13:00 13:30 14:00 14:30 15:00 15:30

Below in NTAP - what do you see? | always draw the technical low'high/2-day lines to help you see
what I'm looking at as well. In NTAP we see support at 28 in the previous trading day, a weak open
with a small gap down, and a breakdown later in the morning on heavy selling volume. YWe short in
the area of 26 5/ (under the 27 whole number support) and cover out in the high 255 as our cover

stop gets taken out on the way up after 11am.
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Larger Premarket Gaps Down Under Previous Day’s Low

Remember we typically start looking |T><CE =] |Interva| Chatt =] EI mal Qllwl %ITV il 0K

far bounces in stocks that gap down
mare than B-15%, right? Previous Tradlng Day

Regular Trading 21 1%
Session
One exception to this is if the stock 1wwm 21
. 203

gaps down to retest the immediate

day prior's low, in this case to the 2015
right, TXCC, that was under 20, at the +,[|
19 374 201

I
| R :
Orne good thing about these shors is W l'lﬁ T

that you can easily see where your
cover stop loss would be, eg the 19 1912
344 line. Premar et 19 1k
Gap Down

S0, a short on the open, around 19 L‘"‘ 19
5/, would let you cover as low as 18 'ﬂ 18 3

5/8 or so before a bounce takes out
aur trailing cover stop. 1815
18 1%

For these types of patterns, make

sure you have confirming indicators 120K
that sharting is the right move, eg 100K
your sector charts all gap down a bit 80.0K

60.0K

on the open, the COMPQ is making
or near a 2-day low, or is selling off

40,
20.0n1
after a large gap up, etc. ol |.||.|.|‘ Lt ..|I|H||h||||. 1 |n.||..||....|..\||||.. 1 ‘Hh”“llh |\|||||I‘||‘|‘|‘| 1
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Finally, we have SUNW, a stock like
INTC MZFT | rarely trade since 23 14
volatility is low. Previous Trading Day Pn_amarkel Reguslz;;l;roandlng i
Failed Bull
We do have a good pattern to waork U“ Cup 22314
with today, a "failed bull cup” in the QMA lﬂ dpb +i"” 29 112
premarkat, you can see the price Pmﬂhuinnhio EW
tested 21 374 a couple of times before aw 'IH 22 114
losing it, we shart on a breakdown, 41 Akt m[{ 22
new low Under the Premarket Low f 21314
(that's impaortant, make note of if) 1
that's also under the previous day's I 21112
Iy
PO
In this case, we could nibble +1/2 on ! Wm‘ I III’P b
a shart under the 21 1/2 short on the tt 2034
open, cover around 21 2012
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Shorting Skills for Active Traders:

A PREVIOUS NEXT b

Types of short plays: lunch weakness shorts, morning top shorts, momentum

shorts.

We are covering a number of different types
of short plays in the lessons in this module
50 that you can become completely familar
with where the entries are.

There are many shart opportunities in each
trading day, and you are encouraged to
learn how to play these as well as our long
plays

Most traders never short - this is a

mistake

Mew traders try to short momentum
runners - this 1s also a mistake.

Learn to short 2-day breakdown lows using
bear cup pattemns etc. as we mention in
other lessons as well.

Back to

MODULE 5

Pattern recognition is one key to successful daytrading.
By showing you many exarnples of annotated chart patterns

for these shart plays, | am hopeful that you can learn which
shorts are likely to work out, and which types to avaid,
based on your trading experience.

short tops, of momentum runners.

Faor example, new traders [less than 1 year fulltime
experience] should never go against the trend and try to

It is always important to rermember to use a cover stop loss

on shorts, just as in long trades... eg if you're wrong, get out
with no greater than a -3/8 loss, ever

In general, | like to short under a whole number, say at the

3/4 or 58, and use the whole number above my short entry
as the max stop loss exit to cover.

Major Types of Short Daytrading Plays

Here's a brief surnmary, we will illustrate all of these with recent chart patterns, below:

(reminder) 2.DAY LOW BREAKDOWN SHORTS: These are the best shorts, the inverse of our long 2-day breakout high

plays. Simply look for & stock to be making a new low below the previous days low, and short under the whole number
below this area.

LUNCH WEAKHESS SHORTS: As we mentioned, look for weakness after 11:30-noon, til around 1 or 2. stocks will
often sell down during this time frame, making for good shorts. Beware of 12:30 and 2pm long reversals, on rare
occasions.

MORNING TOP SHORTS: Often you will see stocks put in a top at around 10arm. This is a good time to look for
reversals and enter shorts for experienced traders, as the stock makes a bear cup

MOMENTUM SHORTS: For experienced traders only, these are worth learning as well - you need to be very experienced
in reading time &sales to even consider these. These are following multipoint runs up, and are shorts initiated after selling
below a whale number has occurred, eg you see a "bear cup” pattern and have a t&s confirmation. The opposite of
"catching a falling knife", these are generally not recommended

2-day Low Breakdown Short

at least, not unless you're skilled at spotting reversals

Ag a brief reminder, these are the best shorts to look for, in the order of "likelihood of them working out
correctly” for you. | am mentioning the other types below to broaden your vocabulary. Remermber, losing a 2-day
support level usually works out for a short. In this case, we'd take a stop even on the first atternpt at 10, and
made a good 1-point run an the lunch 2-day breakdown as indicated below:
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Lunch Weakness Short

Here's another examples of a lunch
weakness short on an intraday chard,
PWER losing support at 35.

We enter the short at, say the 34 58, and
trail & cover stop down til we're out at the
33 144 or so, fora +1 38 on it

Lunchtime seldom gets new buyers, the
rnatket is often choppy andfor weak.

Ifit's just chopping around in a tight
consolidation, or trading range, then do
ot trade it.

If, howeever, the stock loses a key support
level during lunch (again, preferably a 2-
day suppaort), then you can look to enter a
short, again with a 3/8 max stop loss in it,
and look to cover with profits by 1-2prm.

Shorting the Morning | 0am Top

IPW'EFH j I\ntarval Chart j ﬂ IV ®\| e\l | A W l
LUNCH WEAKNESS SHORT
under bear cup loss of 38 112
whole number
38
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Short here under loss 1 ¥ 34
of whole number support |u
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Shorting a 10am HIGH on a cup breakdown 54
This is for experienced traders only. 0]
You can look to catch a reversal at 53
around 10arn, where many stocks 52 112
put in a day's high (or at least, the
rmarning high), on weak or choppy 52
days mh uu‘ consolidation, no more buyers 5112

a1
i '

Of course, you would not short at

b

10am if the whaole market is
running, making new 2-day highs,
the TRING is under 1 etc etc... use
Common sense

The 10arm time frame is important
to the moming session, and is
when the first strong trend
develops, after the market's
chopped around in it's 9:30-10 amd
10-minute reversals.

Look to exit open longs near 10am
at the first sign of weakness, using
a close trailing stop (eg 1/8 to 1/4)
if in lang, and possible reverse to
short on any weakness and bear
cup pattern.

” sellers win.,
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50 172
. short here ok too, cup breakdown
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Shorting Momentum Runners (Not Advised for most traders)

CATUTION: Ezperienced

traders only

[MUN

j Ilnlelval Chart

=l P|[v &|Gm|af % ok

Finally, we will look at the
type of trade | don't
recommend for most
traders... which is looking to
short mormenturn runners..
in fact Ive spoken against
this type of trade, since it is
how most new traders get
burned.

We can see a long buy on a
bull cup breakout early in
the stock... in this chart we'l
look at the short entry off the
top.

Howe would you ever know it
wouldn't run to say 45 or 477

That's the problem with this
type of trade, same as the
irverse, in buying long
stocks that are tanking. A
clue is a) multipaint run up
b} high volurme in the
consolidation zone at 10:30,
telling us a lot of stock is
changing hands.. c) bear
cup forming from 10:15-
11:15 and d) finally, most

v clume

important, a bear cup s

breakdown under the 41 1.2
at 11:30 into lunch
weakness.... several factors
telling us it may finally be
tirme to consider sharting
this one. Careful on these,
and dan't do them unless
you're fast and good withs.

Module

}

Trading Cup Pattern breakouts fbreakdowns:

ml bi

Shorting Skills for Active Traders:

'* <-- Short here {cup hreakdown short
i after momentun ru
I

l IJ"'! ol Uli ‘ '
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Five

+ TA for Shorting #1: Basic Short Chart Patterns: |dentifying

Intraday Sell Patterns

@ Main Points:

As with your long trades, being able to
recognize successful shorting chart pattern
setups can help you profit if you leam
them.

We will share patterns you will not see
elsewhers, using high-percentage, easy to
enter trading patterns

Remember to trade in the direction of the
market, eg resist the temptation to short
when the market is in a daily uptrend; short
when things are "feeling down, like there's
no buyers around”, early enough though to
avoid shorting at a bottorn. TA and chart
pattems are the key to doing this
successfully

Back to
MODULE 5

There are a number of correct short chart patterns
illustrated and explained below. Please take a look at them
and compare therm to your core basket of trading stocks.
Remember, we strongly suggest that you "get to know"
from 5-30 stocks and their intraday patterns fairly well to be
a successful day or swing traders.

Do not jump into trades on stocks you've never heard of,
unless you're experienced and successful with your core
basket of trading stocks first... also avoid trading stocks
under 800K average daily trading volurme.

Pattern recognition, eg "hey it's losing a 2-day support level
here" iz the key to effective shorting, along with keeping
effective cover stop losses and using trailing stops.

How to Short Using 2-Day Support & Resistance Levels

Let's start with a big picture view. Once you've established that the market, the futures and your sector seem to
have more sellers than buyers, eg the prices are in a technical downtrend, we want to focus on 2-day chart patterns.

930 10:00 10:30 11:00 1130 12:00 1230 13:00 1330 14:00 14:30 15:00 1530
21801

13
1212
42
4112
E 1]
1012
10
3012
30
kR 1)
k1
72
37
3612
36

150K

100K

S0.0K



The wery first pattern | want you to learn is how to look at 2-day support and resistance levels. Remember, we buy 2-
day breakouts, right? Well, the reverse is certainly true when it comes to selling, and shorting stock. You should
enter a short when a stock is making a new 2-day low (except for shorting the bottom of a stock that's tanked
already pramarket, of course - that's an open gap down, for which we'd expect a bit of buying). Again, these are
intraday plays, eg you're entering the short in the early part of the second day... you use 2-day charts for your

intraday trading.

ALTR Short: Lost 2-day
support level at 9:45

To the nght we see an ALTR 2-
day chart 10/5-10/5/2000.

First of all, what's the support
level on 10/5,/00 trading day? It
was roughly 47.

So you say to yourself, ok [l
look for a short in ALTR on 1044
if it loses 47, Sure enough, the
stock opened flat and started
selling. The first short here
could be near the open. (Mote:
typically | would enter shorts on
the open (more for open gap up
shorts) or around 10arm).

Here, we see it got a bit of
buying from 10-10:15, but
couldn't get over 47 support
(now resistance). This is a
canfirmation, and we have a
successful short. Our cover
stop loss? At right over 47, of
course, say 47 1/4 or 47 3/8.

ALTR j IIntervaI Chart j il Iv ®-| a.ll Al %ITT’ ok
51
50
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T 48
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Where do we cover ALTR? | typically like to look to cover around 10:30, since |
expect bounces, but in ALTR's case no buyers emerged. An initial short profit of 4-
45 1/4 or +1 3/4 could be had for a morning short, covering at 10:30, or, if you're
patient you could have waited until 3:30 end of day short covers and covered around
43, for a +4 point gain on the short. (Mote: we even called this short on the morming
of 1045 in our live tradingtheopen.com room beta test).

Traders’ Plays - What to look for in 2-day support and resistance level short trades:

Identify the 2-day low/support |evel for the stock

e Look to enter a short from 9:45-10am when the stock is making a new 2-day low.
e Look to make your initial cover at around 10:30 or so, be cautious about staying short at this time

"short squeeze”

Use trailing stops to lock in profits, and look to cover shorts guickly, so you do not get stuck in a
which rmeans, make sure you're already set up with a fast order routing method,

eg [SLD ecn or SOES limit buy order.

Self-Test: Using two.day
support for an intraday EBAY
short:

Identify the 2-day
lowisupport level for
EBAY

What's your "shart signal
on 10/6/007

Where should your cover
stop loss be located?
Where would you look to
exit with profit in this trade
(hint: always always cover
shorts before 3:30, since
you will have an end of
day short cover rally most
of the time)

Anzner EBAY made 3 mew 2daylow
wirer it started tainking of 10°6 ard lost
B2 /2. Coverdng Ay {030 or so 3t 58

EBAY (x| [interval Chart
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2 would give you 2 +4 point gt om
this short. Coverdng fowarm's the end of
the day 2t 56 orso would give @ + 6
ooirt prodit. (199% in one brade)

Cup and Handle Breakdowns: High Percentage Chart Pattern

Here we see the opposite our cup and handle breakout on the open, a cup and handle breakdown. Actually, this is more

of just a cup

imaging a coffee cup turned upside down, for the price action that you see in the initial part of the trading

day. YWhen it loses it's opening price, | look to fire off a & short trade. Let's take a look at an example here with CMCSI:

CMCSK Short: Lost opening
price level of 44 1/4 at 10:45am.

2-day support level broken down
at 245

Cur sellfshort signal is where we
indicate it in the chart to the
right. In this case, it would be
tough to get a shart off if there
werent many upticks to short
into. The key is to keep hitting
the shaort button til the tick
reverses and you can get your
short off. You may have to keep
trying to shaort, punching the
shart button far 30 seconds ar
so, until an uptick is made that
you can short into.

In this case, since the short
signal occurred after 10:30, we
can stay in the trade for a bit
longer, til right before lunch.

INTC Short: Lost opening price
level of 41 at 10:45am.

2-day suppont level broken when
it lost 41,

You'd look to cover the short right
over decade support, in this case
right over 40.

Again, notice how the stock got
some buyers eatly in the session
{you could have traded the cup
and handle breakout long on the
open, a fast trade til 9:45), then
sold off for the rest of the day.

Motice too that the stock is in a
technical downtrend, eg lower
lowes and lower highs. Trade (and
in this case, short), with the
trend.

JomEsK
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Momentum Short Entries: Tunking on Open

Much as with mormentum long plays, we tend to avoid these, but, you should be aware of thern as one style of shorting
that some traders like. (Why do | tend to avoid these? | want a reason ather than "the crowd is selling it here” to enter a
short, eg losing a 2-day support level lets me know where to put a cover stop loss more easily.

Mornenturn shorts are more difficult than longs, since you need an uptick to short into. The time to do this is on a
"pause”, when the initial rush of sellers is taking a breather and the stock is waiting before selling off some more. In the
ATHM example below, this pause was at 11 1/8. Do you see it below? Yye missed the 12 to 11 tank, but getting onboard
with the 11 1/8 to 10 3/8 was a bit easier.

ATHR =| |l 1 Ch - =l A oK.
ATHM Short. Selling fram the I = [imervachan =] P [V @S] A SJT

open, no buyers in sight. 1218
12
After an initial pause at 9:40, 'h 178
ATHM kept selling down fram 11 1134
34 1o 11 1/8, paused for a bit 1158
longer, then kept selling off to 1112
around 10 support. As with 1138
longs, you look to find reversals 11114
near decade numbers, eg 10 20 1118
30 etc. 11
1078

fh
vk 10 3/4
L | oo
Quick selftest: where is the iﬂ T I[I{hllll! 12
micro-resistance level from the ulp 1038
tirnefrarne of 11am til 3 pr at? 10 1/4
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opened up right under 30 and

sold off all the way downto 22 or ! 28231‘2
s0.
28
27112
There were three good shart 27

entry signals to watch for here: 26112

26
25112
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24172

2 It was right under 30 decade 24

resistance, a great place to 23112

)
"M 8 .m“ >

3) A second short opportunity ww\ﬁ;w e

carn when it bounced at 10am

17 It couldn't rmake a high above
the opening price near 9:30-9:45

21

and kept going down from there. Copyright 2000 Diata Broadeasting Corp.

Walume
We'd look to cover somewhere 100K
before 20 support level, in this
case wa got strong support all 50.0K
day long at around 21 WM‘ mw WUJ J Lm H
1/2.. scalps off this support level . lul (1 MJ mklll“ﬂ
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Homework Assignment. Okay, now you know what to look for - these are the signals professionals use. You won't find them in
anyone else's book or website. Homework: | recommend that you use a chart software package, or website like bigcharts.com
with 5-day charts, for some of the stocks that you like to trade, and look for similar patterns.

Laok for these pro shorting patterns in the stocks that you trade. Motice that MORME of these examples tell you to short stocks that
are running up - a commaon new trader MISTAKE. You want to Sell Weak Stocks and Buy Strong Stocks. Da NOT try to short a
shoating star, or buy a falling knife.

These patterns are to help you sell weak stocks at the proper time, for highest short profits. Good trading!

—a - . LTI EY



Shorting Skills for Active Traders:
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« TA for Shorting #2: More Chart Patterns for Shorting: Volatility

and Yolume Tracks

s In psychology, there is a saying that "past
behavior is the best predictor of future
behavior”. |nthe stock market, we say "bears
win, bulls win, pigs become bacon”.

When it comes to repeatable pattems, there
are very few, in stock price mavements,
beyone an initial retest and
failurebreakthrough of specific
suppaort/resistance areas.

One thing that does tend to repeat and hold is
volume patterns, as in the examples in this
lesson. A good example is in the QOLGC chart
immediately below, the volume is heaviest at
the openfclose, and thins down from 12-2
daily.

Back to
MODULE 5

How do you use this to profit? Buy on similar patterns day
to day, eg retest and bounces, or short new
braakdowns/buy new breakthroughs, particularly when this
volume propels the stock price through a 2-day high or low:
Be a detective - look for clues in the stock charts, using all
your technical knowledge from previous DTU lessons and
other books out there.

Yolatility is important as well - see if a stock is exceeding
of near it's 2-day trading range, eq if you know KLAC has a
2-3 point trading range and it's already moved 2 1/2 paoints
in one direction on this day, you wouldnt enter in the same
direction, unless there's a very (rare) compelling technical
breakout

Fut the probabilities in your favor - make sure to know your
stocks, the behavior of the traders in it, as measured by
volume and wolatility “tracks in the sand” that the stock
leaves for you in the previous trading session.

USING VOLUME TRACKS:
Repeatable Early/Late Day High Volume Patterns

Let's look at several days of ALGC in the chart below here. You can see the high volume at the start of each trading
day, right? On the first day below, it was all buy volume- a great time to go long. ¥When this started to reverse, we
saw short entries. MNote that we didn't "guess a top” on the first day, and we didn't short the last third of the range
down (from 39-41) on the open of the second day, we instead wait for it to lose the previous day's low, and shorted
35 5/8. The second short entry, on the third day, is again when it loses the previous day's low, short 35 5/8.

What you want to learn here 1s how to study the charts like this and see what I'm seeing: that "most of the action”
oceurs on high volume in the first hour or so of the trading day for this stock. This, we know that a short on the third
day is likely to continue an downwards, given the valume pattern and 2-day low breakdown. Make sense?
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Finally, we have CMRC - you
can see the first entry was a bit
tough to catch, as we want a
neewy lowy, under & whole number,
meaning our short entry is at the
16 5/8.

It consolidates for awhile, then
sells off on down to 13.5, never

previous

o

current 19.00

i trading day
trading day 18.50
18.00

*,ﬂa‘#‘#\#\#t 17.50

‘\ 17.00

once stopping us out.

This is a good short, good for
multiple points.

One clue is the volume, it's
ruch higher on the sell side on
3/8/01 than it was on 3701

Also, you can see CMRC sold

on the open of the previous day
as well, another hint that this is
a "stock to short™.

olume

3o
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« TA for Shorting #3: Using Stochastic Reversals to identify

short opportunities

@ Main Points:

e Remember that we use several types of indicators
in daytrading: those called "OSCILLATORS" (ey
stochastics, futures, $COMPQ) and "TREND"
indicators (indivdual intraday 1-min. candlestick
charts, nas composite, sector charts)

o Az an "oscillator” type indicator, rermernber that

stochastics give relatively FAST trade signals and

we use them, like all oscillators, to indicate

REVERSALS and PIOTS: when to enter a long

trade on a bounce, or when to sell a profitable open

position as it starts to drap

IMPORTANT: Mote that using stochastics for

shorting stocks that have shown recent strength is

OMLY for experienced traders. In general we want

to short stocks that are losing key support levels

vs. shorting these stochastic reversal "tops”, which
is more risky. Experienced traders only should
use this method, others are advised to shon
stocks that are losing 2-day support levels using
your 1-minute candlestick chart patterns.

Back to
MODULE 5

« HOWY to READ Stochastics: the only time you pay
attention to stochastics are when the two lines, %K and %
D, are crossing over each other either above 90 on a
downturn, or below 10 on an upturn. So, they've sither
gone above 90% and are now headed dowrmeards, having
just crossed over each other (time to sell/short), or have
dropped to below 10 and are just now crossing over and
headed back up above 10 (time to cover short/buy long).
Drawback to stochastics: more than other indicators, they
may give false buy/sell signals, since they move relatively
fast. You can experiment with stochastic settings, | like
15/5 (use 15, slow stochastics, in esignal.com, as below).
So, you use them as a secondary, confirming indicator in
your trades, along with other things like the §TRING, time &
sales, level 2 and chart pattern prior to entering or exiting a
trade.



How to Short Using Intraday 1-Minute Stochastic Reversals

For shorts that you enter early in the session, either 9:30am open gap shorts or shorts during the moming's 10-
minute reversals, we may get a stochastic crossover early enough to help us, as in the chart below. When you see
the stochastic lines both go up strongly with the stock price and then start to reverse, we can look to enter a short,
once the stock price has started to head down. Always have a close cover stop loss, no more than 174 point.

BYSH Short: Loking at the
stochastics here, we see they
gave us an "overbought” pop
sighal where the pink line is,
they are over 90% and crossed
over. The stock price made a
top right after this and headed
back down.

*ou would wait until the stock
has lost a key support level, eg
29, and enter the short at say
28 374 after it's made it's first
peak. You would watch carefully
to see if there was support at 28
whale number, possible cover
there and reshort once it loses
27 3f4... repeat the short until
the stock price consolidates &
stablilizes in a range to cover.

Stochastic pops are used to
define "overbought” conditions
in the stock price.

lﬁ , j I\ntewal Chart j ﬂ W I
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What is the key chart pattern we use? Cup breakouts, In the case above, we
see the stock made a "bear cup” from 28 to 29 1/2 and back down to lose 25
(short signal right under 28), a conservative entry.

Experenced traders would short the stochastic reversal pop looking far it to
lose 29, after the first stochastic top, and short at 28 3/4. Both strategies
worked in this exarnple, for +1 gains.

Traders' Plays - What to look for in stochastic short trades:

e Practice identifying when the stochastics indicate "overbought” (90%) and "oversold (<10%). If
you see too many wiggles up and down past these points, readjust your software til you get clean
signals, eq the %I and %D settings, on a one-minute candlestick intraday chart.

e Youlook to short the reversals in stochastics that get over 80%, also using whole number
resistance to your advantage, in combination with Level Il, to time your entries.

Trader's Pop Quiz: Using this
ALTR chanr, identify where
you would enter short trades.
Use a piece of paper held
over the chart (slide it from
left to right) to simulate the
trading day... When do the
stochastics indicate
overhought/oversold?

« WYWhere would you first
look to go short?

= How would you manage
the trade? What order
routing option are you
mast likely to use? Pull
up a level Il window and
look at the participants on
the inside bid, who & how
would you route a
sell/short to therm?

« WYWhere would your cover

ALTR =] [interval chart

= IV &lele]a] fF e

. u 48
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A Sharp-Increase

in Stochastic over 90
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corrective pullback
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stop loss be for each
trade entry? What's the
key support/resistance
levels you will use?

In the chart above, note that we have a sharp spike in the stochastic, as with any
sudden move in an indicator, it is prone to a fast reversal. Also, notice that
sometimes the stoch's can lag and not be as helpful, as in the "late crossover/short
signal” we have in the second stochastic rise above.

Using Stochastics with Other Indicators: What's Most Importani?

Do you get confused by how to use all the indicators together in a system, properly? | get many gquestions on this topic
- with s0 many indicators, how do we judge the relative importance of each in our trade decisions, and how do we use
them as a systern? This area will help you, in using stochastics properly.

AAPL Open Short Lost opening
price level of 21 1/2 at 9:45am.
Mote that it would be very difficult
to get an uptick to short into if
you waited until the stock started
to break down in this case. The
solution? Be ready to keep
hitting your 'sell’short’ button
repeatedly until you get an
uptick, say 10-15 times, spaced
a few seconds apart each time
{don't chase though).

Relative impartance of
indicatorsias an oscillator, you
give stochastics secondary
importance (unless you're a
scalper, in which case they're
very important)... in determining
whether or not to enter a trade.

The main thing to look at is the
chart pattern, the §TRING, the
sector indexes, and the time &
sales for your stock

The stochastic and level Il is
abways of secondary importance.
This does not mean you do nat
use it, on the contrary, you want
to see the stochastics reverse to
the downside over 50% for a
short entry if you're shaorting a
top. You're looking to have as
many indicators tell you the trade
iz a good one as possible, and
react before "the crowd” does.

| find you usually do have at least
a couple minutes to get a good
trade off before the crowd
catches up. Part of this is my
using T-minute charts. If you're
using chart support/resistance
patterns and time & sales
correctly, you do not, contrary to
what some people say, have too
ruch noise.

In fact, | depend an having mare
information, faster, than other
traders, to help me make winning
trades consistently. | know how
to mentally filter out non-

o = |V alalsial
Bear Cup on the Open Pattern;

short as-soon as it loses-right 21 3/4
side of cup here

j I Interval Chart
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2112
{IF you can get a .
uptick to short |nto|) 2114
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Using Stochastics Like a Professional:

1. Make sure to experiment with your %K/%D settings an your 1-minute
chart to get an optimurn setting. Different stocks are best traded with
different settings at times. My default is 15/5.

2. Practice integrating signals from your stochastics with your chart pattem
and market indexes, like the $COMPGC and FTRING.

3. Be decisive on acting as soon as you get a confirming 10/90 crossover
signal from the stochastics. They rmove fast, and as an oscillating
indicator your goal as a trader is to use them to rapidly help you fire off
correct trades

4. Be fast to take stop losses when you are wrong, we akways advocate 2-3
spread stops for daytrading, usually 1/4 to 3/8 point.

5. | use stochastics primarily as exit criteria ws entrance criteria for longs, eq

when the stochastics start to go over 90 then head dowrweards, | will be
likely to sell out a profitable long position and look to enter a short if it's
right under a key resistance (eg whole numberfdecade number) level

Practice using stochastics as part of your trade setup. | put thern on my large

impartant infarmation, sa, | like

the 1-minute charis. L intraday (1/2-day Sam - 12noon) chart, only. Do not put stochastics, volume and

other TA indicatars on a lot of small thumbnail charts, it clutters them. Focus in
on a specific trade by putting the ticker in a large, full-ronitor size intraday chart,
that has all your technical indicators on it. Good trading with it!
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Back to
Sector Shorting: ldentifying Weak Stocks in Weak Sectors, Using MODULE 5
lead/follow stocks

@ Main Points:

You know from previous lessons how important
it is to look at broad market indicators like the

By variation in chart patterns, | mean look far the
following: a) one sector chart making a faster bear cup

COMPQ and TRING, along with sector charts, than anather chart b) sectar chart parcentages lowar for
to identify relative strength and weakness one sectar than another for the trading session so far ¢
among sectors that are diverging each day. chart pattern weakness and strength, as seen by "how

o In this lesson, we will look at how you can use high are the bounces compared across sector charts” as
the divergence in sector charts to they map out during the morning, from 2:30 on
recognize good short trading « After you train yourself to recognize the variation, we
opportunities, as some sectors are always loak to trade based on relative strength and weakness.
weaker than others each day. ‘ou know, of course, to be fallowing the tier 1 "Lead”

o | follow the $GIM (Internets) $S0K (semis) stocks within each sector, at least 2-3 per sectors (g
FGHA (hardware) $GS0 (software) $GIP FGIN: EBAY YHOO, $GS0: MSFT ADBE $50X: INTC)
(netwaorkers) $ITC {telecoms) and $RLX ete.

(retailers), BLXBT (biotechs), for example s We look to short stocks that are in the weakest

o Learn to recognize variation in chart patterns sectors each morning, in realtime, as we see them heing
among these sectar charts. You should use 1- traded. If the whole market is pretty much flat (eg sector
minute 1/2 day close line charts to follow the charts within a 1% trading range) but the telecoms $IXTC
watious sectors. At first, choose only 2-3 are weak, we go look to short stocks in that weak sector,
sectors to watch, say the $GIN $50% and eg WWCOM and other telcos.

G0/ ‘fou trade based on what the market is telling you; if

it's saying "there's no buyers in this sector, everyone's
durnping it and rolling their money into another sector” etc,
then you can logk to short stocks in that sector, during the
initial selling.

Sector Shorting: Using Variation in $GIN $SOX
and others to ID short sectors

You should have at least 2-3 1-minute 122 day close line sector charts open in your trading station so you can
follow the relative strength of the various sectars, as illustrated below.

These sector charts show roughly egual weakness, telling us that it's a "short any sector"-type day

| $SOFT.. MI=IE3[)l $CHIP._ BI=IE3|l[ ‘$TELEC. MEIEI||| $SNETWO... =13l $NETS oh  PI=IE3
|$GSD j Ilntawa\ Chart |$SU>< j Ilnterval Char |$|><TC j IIntewaI Chart |$GIF‘ j Ilnterval Chart | [$GIN =] [ireval Chan

l-. I h
Al [
I l.”lr'-..' L

W

Sector Chart Variation



Many days, however, you will see variation among the sector charts, and some will appear weaker than others. An example is
found below. These are 3 relatively strong charts, none of which we would short stocks within, However, one sector is weaker

than the other twao: which is it? And YWhy? (this is important for you to understand)

$GIP j I Interval Chart

| [s5He

=] [inerval cra | fsiET 7] [ntereal Char

Answer: the $GHA sector is weaker than the other two, as it is just now testing it's high of the day, just
now completing a bull cup, while the ather two $GIP and §IXBT sectars made bull cup breakouts much
earlier in the session, at 10:30. Can you see this? What does it tell you?

That stocks in the $GHA (hardware, eg DELL, AAPL) sector are weaker than other sectors, and would
thus be mare likely short candidates when the market reverses to the downside. Of course, the best days
to shart are like those found in the 5 sector charts above, where the broad market is selling off.

Go with the overall trend, using sector chart variation to lead the way', and alert you to the best groups of

stocks to look for shorting

Sector Percent Change: Watch This!

It's very important that you
make this a regular part of your
toolkit: & small quote box that
has only the COMPQ and major
sector percentages in it.

This gives you a very useful,
handy reference for which
sectors are under- and over-
perfarming the COMPQ, and
what their relative ranking is,
minute by minute throughout
the trading day. Powerful - use
it

This chart tells us that internets
are the weakest today, down
7% wow), while retailers were
off 2.3%.

Symbol
$GIN
$SOX
$6GS0
$GIP

$INTC
$COMPQ
$GHA
$IXBT
$RLX

Lead Stocks within Each Sector Provide an Early Indicator



j I\nlerval Chart j LI Vl@

Following the "lead stocks" in each
sector is important, as they get the
bulk of the rmoney earlier than others
do within the sector, and can be
thought of as sectorspecific futures
(almostl), as lead indicators.

YWhat this means to you is, you may
watch a lead stock like EBAY or
YHOO (tier 1) and trade a tier 2,
smmaller cap stock like PSFT DCLK
RNk in the same sector, based on
what the "lead stocks" in the sector are
doing.

This is an important trading concept to
"get right” as well. In shorting, we look
for 2-day breakdowns after 940 as a
key entry point, also after 10am tops
are put in and again near 10:30 fwhere
we'd cover on down days, or at least,
tighten up our trailing stops).

41:00

2-Day New Low in the COMPQ = Great Time to Short

Well, just as we seek to buy 2-day
breakouts to the upside for new
long positions, we also look to:

OThe trend's your friend, right? |$CDMPQ ﬂ I'”t‘a'v‘awhart j ﬂ VI&|SE A m !
A

%

Short stocks when the COMPQ is
rnaking a new 2-day low. This
occurred right after 10:10 or so an
the 2-day chart to the right, on
21201,

After lunchtime choppiness
(expected), the market continued
selling down throughout the rest of
the session.

Food for thought: what would you
have done if the COMPCI started to
head back up through it's two-day
lowe in the afternoon session, if you
were trading at that timeframe?

Answer: look for long bounce plays,
of course, especially from within
sectors that did not sell down as
hard as the others.



Shorting Skills for Active Traders:

Avoiding Common Shorting Errors & Mistakes

@ Main Points:

There's several shorting errors that new
traders are prone to make that | want to
show you how to avoid.

As you go through the examples, look for
things that would separate the professional
traders from amateurs, both in their use of
proper risk management and in using the
chart patterns.

Shotting is primarily for more experienced
traders, and is not recommending for first-
year traders to try.

This is not to say you should ignore
shorting, it's important that you eventually
be able to short as well as go long, so you
are making money on both sides of the
rountaing, the valleys, that occur in stock
trading.

If you make mistakes in your trades, be
sure to document the chart pattern and
‘what went wrong".

If you take a small stop, eg less than 348 of
a point, that's normal. If you take a large
stop, over 1/2 point, something's wrang, and

you need to pause and evaluate why.

4 PREVIOUS NEXT b

Back
MODU

Much of what you find in the way of errors are simple

mistakes, ey not trading the chart patterns correctly.

COther mistakes may be due to order routing errars, ey

trying to short via SMET when only ECMs are bidding.

not as the primary decision making tool. Your chart
patterns are what you use in all trading, level 2 is used to
help manage cover stops and order routing, that's it.

o
LE 5

Also, you want to use level 2 in your shorting, but again,

Learning how to use time & sales effectively is also key to

good trading, as it shows you the trade-by-trade sentiment
in the stock.

Being too slow is also a common enough errar that new

traders make. Daytrading is a fast game, you need to hone
your reflexes for it. That's why | say sharting is for
experienced traders only, as you need to get both shorting
into the uptick correct, as well as your chart analysis and

risk ranagement.

check yourself for prior to trading short:

Avoiding Common Shorting Errors & Mistakes

Error #1 To Avoid:

Failing to Observe the Technical Signals.

Example: Shorting an Open Gap Down

Remember our basic trading |EF|CD

j IIntelvaI Chart

Here's a few comrmon errors and mistakes you want to

g [ V= N T

guidelines - you want to play
off extremes.

Buying gaps down, on
confirrmation of buyers, is the
right play. I'm much mare leery
of shorting a huge gap down,
eq over 8-15% down on the
open, as it will often attract
buyers

So, you do not short an open
gap down, that's as bad as
buying an open gap up, for a
gap and trap

o/

uﬂ Téﬂ"t'!

vﬂ,ur"

h‘r o[ﬂ
lﬂ i

ufl,

%
L

we look to buy open gaps of »8-15% on reversals

You need to look for cup
pattern reversals following a
gap, and play the trade
according to the major trend
for that day, since the stock

over whole numbers, if it gets a cup long pattern.
Do not short open gaps down unless thereis a
continuation of the trend, under a whole number.

openad. Here's an example-of BRCD: we traded it long
3timesin arow at TTO after a large gap down.

In our live trading room, we
nailed this one long over 36 3/8
for good profits. ( a
competitor's room had their
traders take a 3 point loss
telling their traders to short the
gap downl).

Walume

Professionals trade early, with

the trend, on confirmation

signals, as | teach you to do. 10:00
2121101

11:00

12:00

13:00

14:00

15:00

Mew traders may think to short open-gaps downon
perceived weakness: This is almost always wrong,

Copyright 2000 Dats Broadeasting Cwy_\.!'ould not be a short unless it lost 34 support--»

i

10:00
2/22101

0]

11:00

1.50M

1.00M

500K

12:00



Error #2 To Avoid:
Going Against the Primary Trend
Exampile: Shorting a Momentum Runner

This is the same as trying to catch a bottom, a
falling knife, without any reversal confirmations.

Mewe traders will say "It looks expensive here at 32, GSPN v | [irtmval Chart - =
it already ran up 2 points”, only to see it go up J I flenve J ﬂ lv &JC
another point and a half, as in this GSPM example. 31
Remember, we need technical signals for all T u 33112
trades. Trying to 'catch the top' of a momentum ullln ‘* n a

runnat is poar trading. L ﬂj-ﬂ A 33

Don't try to guess tops. | 32 q2
or short ‘because it

loaks toppy’, itcan 32
easily keep going.

Good traders will weait for it to consolidate a bit,
then lose a key support level, before firing off a
shart.

31172
Do naot guess where the top of a big runner is for

shorting. Wait for a confirmation pattern on these. mlil{l'}'tlmL ﬂ“&ué 31

And, these should only be attempted by very 01z

experienced traders. Its much better to short a new 30
2-day low on the way down than it is to try and cope D0 NOT short a momentum runner unless
short the top of & stock that's just ran up a lot vehm: it makes a "bear cup reversal” off a top.

Hew traders get caught in these short
and the ‘squeeze’ causes short losses,

10:00 10:30 11:00 11:30
2115101 et

Error #3 To Avoid:

Failing to Short a 2-day Breakdown
Example: Watching vs Shorting a 2-day low

[ios0 =l [meralthat =] PV &S a] T EE

Remember to not get ‘paralysis
analysis'if you see a solid entry 39172
on a technical signal like this Yl 39
one. wmhﬂ Ut |! ‘ 3812
38
The stock, JDSU, is making a ity g vy o 1p
2-day low breakdown under 37 i hu
We short il al 36 5/8, and look b 37
to cover around 34 for a nice 36172
profit. 36
Don'tfail to enter a shortion a1z
2}]'3'3:13’_'3{93“0""”9” cli 90?{?’ i our Best Short play, eg shorting I 35
Eﬂobelzrz;'agfendetri rhéff::;;g. at the 5/8 under-a whole number ‘l * . 33172
and trade these powerful shart for a-stock making-a new m ' 3
pattems whan they are available 2-day low. +A I 3312
for you. '{ i Ha 33
t““ ':'iﬁ':IUT 32112
Hi ”{*6 32
3112
k|
30152
30
2912
29
2812
Copyright 2000 Daty Eraadeasting Carp.
% olume
2.00M
1.50M
m H ‘ .
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winning short trades.

Open Short Example Types:

Short Daytrading Basket Trading VWorksheet

are good for intraday shorting
Instructions: Scan for stocks each day, and weekly, that fall into each of
the three categories below. Use this to improve your ability to execute

Goal: Be able to Scan and select stocks that

, , . Papertrading Fesults for Each
Stocks Meeting This Criteria: P d

Type: Your Met ProfitlLoss

Stocks that Are Making
New 2-day lows:

These are the best types of shorts:
look to short stocks that are making
new lows, under the previous day's
lowe, after S45am or so. Short under
whole nurmber resistance, eg at 3/4.

=>15% wivolume >40K;

Open Gap Up Shorts ‘

Slightly riskier, ook to short stocks
that make a reverse cup pattern on an
open gap up of over 15%, short
around 2:40-10arm.

Shorting the reverse side of|
a momentum runner:

These are generally not recommended, for
very experienced traders anly, short a stock
that is in a mini technical downtrend after
running up aver 12-15% during the first hour
of the trading day and is now reversing. Mate
that is has to he making a lower lowil cwer
high pattem after making a top. Use close 1/4
paint stop cover loss max on these.




= Directions: Lz thiz sheetio kelp you identifly the type of shod you would make, 35 well 25 Hairg for
Short Trad"n.g Journaf short frades, compaed to when the aotval best (Fopmorinate) Haes bo shorkover wowld e,
Ticker Date  Type of Short Time lwould Actual Best Time  Time | would Actual Best Time  P/L
(2-day low, gap up...), have Shorted it: to Short If? have Covered?  to Cover?
ALTR 11423 making 2-day low 10:05 10:18 1028 10:28 (0k) +3/4




-
Finding Support and Resistance for Shorts
-

enry and exits iy correctiy nsing

j Goal Be able to Improve your trading
support and resisiance fevels
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Complete this worksheet to help you identify chart pattem support/resistance levels for shorts.

On the RMWK chart to your left, draw in the following:
1) Early morning consolidation area (circle i)

2) Support level in the morning (horizontal line)

3J) Correct short entry

4) Correct short cover area

On the EXDS chart to your left, draw in the following:
1) Early morning consolidation area (circle if)

2) Support level in the morning (horizontal line)

3) Correctshort entry

4) Correct 1st short cover area

5) Second support area (horizontal line), and 2nd short

On the SUNW chart to your left, draw in the following:
1) 2 day support and resistance areas (horiz. lines)

2) Correct short entry (intraday, horiz. line)

3) Correct short cover area (above 2-day support)




Putting it All Together: Your Shorting Trading Plan & Skillbuilding

Your Daytrading Short Game Plan:

What stocks will you plan on looking for
shorts in, on a regular basis (your "core
shorting basket”?

Tickers:

What types of short trades do you think
you'll try to do, primarily? (circle)

= Losing 2-day support (best)

= Intraday range sharts [ok)

= Shotting momerturn tops (risky, for pros only)
= Other.

Short Risk/Trade Management Plan:
What stop losses will you use, Maximum, per trade (circle)?

= 1/8th - 1/4 paint (clase trading, scalping-style)

= 144 point (two-spread cover stops)

= 35 - 152 poirt (wider stops)

= 152 point or more (do MOT do thisl) Keep all stops < 12max

How Many Shares Will you Short in each trade (circle) ?

= 100 shares (best for new traders, and for leaming)

» 200-300 shares (after you've got some practice and are doing =50%)
= 300-500 shares (average daytrading size, after you're doing wel)

= =500 shares (for experienced, pro traders only)

Which of these Shorting MISTAKES will you AVOID (circle) ?

= Trying to guess tops and short momenturn runners making new highs

{only highly experienced traders should atternpt these types of shorts)
* Shorting too many shares at first, over 3004rade, in your first 50 trades
= Trying to short stocks that your broker doesn't have short shares for

Motes: = Shorting without clearly understanding the best Order Routing choices
for you to cover with (| prefer ISLD and SOES limit arders)
Module Shorting Skills for Active Traders: Back to
Five 9 e MODULE 5

w Module Five: Activity 1 - "Your First 10 Open Shorts"

This activity will help you learn to correctly identify which stocks are good for open short plays.

Rermernber, open short means it's a stock that you enter a short sell trade for frorm 9:30-9:45 or so.

Use a link like this one to see the day's %gappers. Your "screen” should be for stocks that have gapped
up over 20-30% on premarket volume of 40K shares or more, and are starting to sell off on the open.
A cover stop loss should be no mare than 2-3 spreads up from your entry.

You can also look to short % gainers at around 10am or so, look for stocks with at least 500K volurme
that are up over 20-30% on the day for these,

The other "screen” is for stocks that have gapped down 3-5% on the open and are making new 2-
day lows.

‘fou will soon learn that setting your stop losses and profitable exit targets is the Most Important part
about shorting, just as with any trade.

For this open short practice activity, | want you to keep track of your profits and losses on the 10
trades so you can see how you'd do in a live trading situatation.

Please note that | have a reason for setting the criteria | do - do not make exceptions on the rules (eg
do not consider an open shart on thin volume, eg under 10K volume, to be significant) ... Try my
technigues with discipline and see how well they wark for you



Stachastic reversals are also helpful IWCDMl j |Interval Chart j ﬂ Iv ®\|®\ | Al

in looking for timing open short
opponun?ties. e rﬁ{ i: :i
23
Look at ¥WCOM here, the )
stochastic peaked and reversed, 2234
along with WCOM's price... the Ifh 22112
short signal was when it lost 23.... 1‘]" 2214
a cover right aver 22. 2 *"HF 22
| "w W 213
= 21172
2114
Copyright 2000 Data Eroadeasting Corp.
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The GOAL for this activity is for you to learn how to successfully IDENTIFY GOOD OPEN
SHORT trading opportunities, using current examples.

Directions - Papertrading 10 OPEN SHORT trades:

1. Overthe next 10 trading days, | want you to look for a total of 10 "open short” plays
that meet our criteria for practice trading. {you may find 2 on one day, 3 on another,
none on another etc).

2. Paper-trade how you would enter and exit these "open short" plays based on the guidelines that
we have presented here.

3. Openshorts are typically entered around 9:35-9:45 and covered by 10am or 10:15am at the
latest. Remember the first 60minutes makes reversals every 10-15 minutes and you want to be
on the right side of these in both your long and short plays.

4. Your cover stop losses can never ever be higher than the opening price was at. In the WCOM
example above, thats at 24 1/4... Egyou enter the short at 23 3/4 and have a cover stop at 24 or
SO...

5. Keep track of your open short profitlloss for the 10 trading days that you are papertrading
these open shorts on.

6. Most importantly, make a brief list of what went right for your profitable open shorts and what you
should have done differently for the ones that you lost on. What changes will you make in your
personal trading style based on what you've learned?

: : : . Back to
Module Shorting Skills for Active Traders: MODULE 5

Module Five: Activity 2 - "Making Shorts a Regular Part of
your Trading Activity"

+ This activity will help you learn to gain confidence and familiarity with the whole idea of
shorting, and help structure several practice activities that should help you becorme more skilled at it.
* The first thing to do, of course, is to heawily practice it, with a simulator, like the excellent

cybertrader.com simulators. If you have an account with them, you just use "demno logon" and still
practice trading with live data. If you're not a customer, you can practice with practice data. Or, use

whatever simulator you feel comfortable with, just practice.
¢ Let's look at how to get started on the path to shorting stocks.



First, you must realize the =TT - T |': || |
Value, the Benefits of shorting I _I Ilmewal e _I h—l IM &l ¥ Eﬁ
stocks.
39.00
This RIMM chart is a great 38.80
example, One of our TTO traders 38,60
told us about the long run, I had .
us wait, and short it an the way 38.40
fown, at 38.7, to cover for a nice 38.20
+1 gain.
3B.00
Ever miss a "run up" in a stocks? 37.80
For experienced traders, you can 37.60
short a pivat on the way down,
like this RIMM trade. New traders, SEE
short weak stocks making 2-day 37.20
lows. 37.00
Second, you need to get familiar SIEEL
with the uptick rule, and look for 36.60
short opportunities based on the 36.40
chart pattern and time & sales,
wl 36.20
Finally, you need to practice, 36.00
practice, practice, til shorting 35.80
becomes second nature.
Papertrade extensively. Ciopyright 2001 Data Broadeasting Corp. .
o lume
It's the "other half of the action" 120K
and you shouldn't miss out on it, 100K
once you've been successfully 80.0K
trading long for awhile. G0.0K
o A0.0K
e R TSN
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The GOAL for this activity is for you to gain CONFIDENCE and FAMILIARITY for shorting
opporunities, using current examples.

Directions - Papertrading Shorts for 4 weeks during the first 2 hours of the market;

1,

Ower the next 20 trading days, | want you to decide on 4 stocks that you will follow and logk for
shorting opportunities in for the 10am til 11:30am {only) timeframe.

Mext, practice shorting only stocks making new 2-day lows. These are the best opportunities
for new traders to focus in on. If you're more experienced at reading time & sales, you can try
pivot shorts like the RIMM example above.

Faper-trade how you would enter and exit these short trades. Make sure that you see an uptick
inyour L2 box priar to entering a specific practice short entry, since you must have an uptick to
short into.

Keep track of your practice short trades {how much did you profit’stop out on) and the
total profitiloss for the 20 trading days that you are papertrading these shorts an.

Finally, print out the charts of the winning shorts that were good for the most profit, and make a
trief list of “what went right” for these shorts. Examples can include: weak market, COMPQ
making 2-day low, you shorted a wealk stock in a weak sector that day, time of day was good for
a short, stock was making a new 2-day low etc.

To gain confidence, practice untilyou are consistently making winning trades. Take several
months to do this, do not be impatient. Like all trading skills, this one takes time to master - Best
wighes!]



Module

Shorting Skills for Active Traders:

Click on each link for a new daytrading lesson. Be sure to Back to
complete the trading worksheets and activities for each madule. DTU CAMPUS MAP

Click on each line for daytrading lessons from the
list below. An underlined link means the content is
now available. Note: click on your browser's
"reload" button to make sure you see the
latest modules posted as they become
available..Remember to set your screen resolution
to at least 1024x768 to enjoy DTU.

Ell = updated pages w/in last week.

DTU Module 5 Lessons:

« Introduction to Shorting - DTU's Short Selling "Rules to Live By"

« Understanding the differences between shorting and trading long:
uptick rule & order routing

» Open Shorts: The easiest and best short play

« Time of day patterns for best short selling: finding the best trading
opportunities

» Types of stocks to sell short: from low to high risk shorting

+ Premarket indications for shorting opportunities: chart patterns,

news/earnings .
¢ Types of short plays: momentum shorts, morning top shorts,

lunch weakness shorts

» Avoiding dangerous shorting situations: staying away from "short
squeezes”

¢ Shorting and Nasdagq Level Il: What to look for in your Level Il box
for shorts

¢ TA for Shorting #1: Basic Short Chart Patterns - Identifying
Intraclay Sell Patterns

¢ TA for Shorting #2: More Chart Patterns for Shorting: Volatility and
Volume Tracks

¢ TA for Shorting #3: Using Stochastic Reversals to identify short
opportunities

« Sector Shorting: Identifying Weak Stocks in Weak Sectors, Using
lead/follow stocks

¢ Using the Market Indexes: shorting based on sector indexes,
$COMPQ and $TRINQ patterns

¢ Risk Management in Short Positions: Where to Cover for Profit
and Where to Use Cover Stops

¢ Avoiding Common Shorting Errors and Mistakes

¢ The Mental Game of Shorting: 5 Steps to Become Comfortable
with the Whole |dea of Shorting

» Additional insights into Shorting Stocks using Nasdagq Level 2 and
Chart Patterns




Click here for Powerpoint viewer program

Click here for MSWord view progam (3.5Megs)

« Your Short Stock Trading Basket

+ Short Trading Journal

+ Finding Support & Resistance for Shorts

« Putting it All Together: Your Shorting Trace

Plan and Skillbuilding

+ Your First 10 Open Shorts
» Shorting the Lunch Weakness and Last
2 Hours' shorts
&l Levellland Chart Shorting Activity
+ Making Shorts a Regular Part of Your

Trading Skills - New!
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MODULE 6
[ 4 | s 2.day High/Low Breakout Chart Patterns Explained
@ Main Points:

e Many of you may have started off daytrading by o The same strategy works (in reverse) for shorts, you
trying to buy dips, buy bounces, and ride it on the simply identify the previous day's low, and set a shart entry
wiay up for profits. This works, if youe using a at below the whole number undermeath this value. Say
cup reversal pattern etc, but the best tradas are ORCL traded yesterday with a high of 40 and a low of 33
buying breakouts - not bounces 142, You would short ORCL when it loses 35, say at 37

e This lesson is designed to help you leam how to 5/3, on a breakdown
recognize 2-day breakout patterns for stocks by o YWhy are these patterns so very important to recognize?
Inaking many diffierent examples fram mid-Jan Simple: bacause that's where many professionals (like
2001 myself) ook to enter stocks, and this creates buying

« The guidelines are simple, and they work. Here mormentum
they are: & Youcan enter exactly over the previous day's high, but |

prefer to wait just a bit to make sure the stock is safely
1. Use a 2-day 2-minute chart to identify the over the whole number rounded up from the previous day's
previous high of the stock. By a 2-day high. This is the same reasoning behind why we dont buy
chart, I mean look at yesterday and today a stock at, say 39 5/8... it's nght under 40 decade number
s0 far. 5o, if today is Tuesday, set your resistance. Same with the 2-day plays, we want to time
chart to look at Monday's data and today. our entry to be rounded up over a whole nurnber above the
Trade with both a 2-day and 1/2 day previous day's high.
intraday chart active. s Some of the best strategies in trading are the simplest,
2. Draw a horizontal trendline straight across repeatable ones that work time and time again. This is
from the stocks' previous high. In the such a technique - it works very well, and is my #1
ITWO example below, that's about 57, preferred entry on stock trades. Particularly when it's
N EIE nﬁmber'up fram the [Ijrevious day's e Foran audio discussion of this and other technigues 've
high. In this case, that's "buy TRCC if it developed, click this link and then click the intendew next
gets over 57 378" to my name, Ken Calhoun, Daytrading University.

4. Your stop loss is at the whale number, sao
you newver risk more than 3/8 on any trade.
You trail a stop to lock in profits.

Buying 2-Day Highs:
Breakoat Chart Patterns Made Easy

These trades are best done during my [{Twio =] [rtervaichen =] [P | Iv al @Jl A | %I’

favarite time of day to trade, from 9:40am

til 11am, our "primetime” for daytraders. 2-Day Chart: Breakout over 2d High
62
61

Ll
ITWO EXAMPLE: ot 60
§ il

On the right, we see [TWO 2-day chart. 2

The buy is right after the open, aver the 58

57 from the previous day's high. You <o BUY HERE

could have done this one twice, once for I 57

a quick trade on the open &7 3/ to 55, v

the next time from the 57 3/5 on up to B0, Mo 56
55
54

53



EBAY EXAMPLE:

Again, we see that a buy on
the open at right owver 52 3/8
or g0 would be fine.

Since we ahways trail a stop
of about 3/3 (the same as our
max. stop loss), we would be
out from 52 3/8 up near 53
142 far this trade.

You could enter again over a
cup breakout above the 54,
say at 54 3/8, for a second
trade in this strong stock.

Do not be afraid to "buy high"
- your reason far buying is
because you believe others
are also buying, and will
continue to buy, so you can
sell to them later, for a profit.

KLAC EXAMPLE:

Here we see g breakout on
the open over 44 3/4 or so.
Wye'd enter at right over the
45, say at 45 3/8 on this
trade

Mate that you can enter
exactly over the previous
day's high (where the buy
here arrow shows), we like to
usually wait til aver the
previous whole number up
over the high, which would be
over the 45. Either entry is
good.

CMRC EXAMPLE:

Alright, an this 2-day chart
you can see consolidation
towards the end of the first
day, right under 32
resistance.

On the second day, we trade
a breakout over 32 3/8 or so.
Wye'd be out roughly even on
the first attempt (stopped out
even), and in for a good run
on the second buy, which
topped up over 34.

In our live trading room, we
called this one for 3 separate
profitable entries this morming
on the way up to the 34 172
high in the marning session.

EBAY =] [interval Chart
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2-Day Chart: Breakout over 2d High
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EXTR EXAMPLE:

Here's a final long example,
EXTR. Qur high is at the 48 a
buy alert over the 458 3/5. It
ran up a total of 4 points over
this alert.

Trader's tip: if you miss out
on the first entry, try a new
entry one paint up - say in
this case you didn't get in at
48 3/8, you could enter again
over 49 348 or the 50 3/8.

These two-day breakout cup
patterns are very powerful and
you should learn to master
thern in order to become a
successful Nasdag daytrader.

[E=TH =] [interval Chiart

=] Pl[V@&laleal T [

2-Day Chart: Breakout over 2d High
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Shorting 2-Day Lows:
Using Breakdown Chart Patterns

Here's the inverse of the above,
learning how to short 2-day
breakdowns. They are effective
for the same reasons as the long
plays, eq professional money
moves a stock based on it
making a breakout/breakdown
over or under the previous day's
highlow.

TXCC EXAMPLE:

On the right, we see TACC 2-day
chart in a breakdown pattern
The short is after an initial bear
cup after the open, under the 50
decade support level.

Short THCC under 49 548, trail a
stop at 3/8 or so up from your
original shaort entry

This ane waould be covered
initially at around 48 1/2 for +1
1/8. If you are patient, or wanted
to re-enter the position shaort
later, you could make up to 3
points on it that day.

ITXEEI j I Interval Chart
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2-Day Chart: Breakdown under 2d Low
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ITQNT j IIntervaI Chart
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2-Day Chart: Breakdown under 2d Low 4112
14

40172
J ey 40
'.'l"lpﬁi 1 3912

TONT EXAMPLE:

Here's a nice volatile stock with
good volurne and shart trading

possihilities. hﬁl 'ﬂ

J“ 39
We see here that it bounced a f h htl 3812
number of times off of 38 support i 38

before finally breaking down to a

lowe of 34 172, Short Here --=

3712

The shart entry is at 37 58, with
a cover at 37 or so, for a +5/8
trade. You could shaort the
afternoon breakdown as well, for

w“‘i w

36172
+5‘\ "
I

a 36 548 to 35 short, another +1 3512
58 on it. 35
3412
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MODULE 6

[ 4| « Time of Day Reversals and Pivots

To becorne skilled at day trading, you need to be
able to anticipate time of day effects in the
rmarket.

What this means is, you know already not to
trade during the lunch dead time right? From 11
or 11:30 til 1prm is a slow time in the market,
most often, and is a bad time to trade. Ywhat
else do you need to know about time of day
effects? Let's look at reversals

There are several phases of each market day
Let's look at the 3 that | focus on the most from
3:30 il 11:30 ar s0.

Premarket: 8:30 til 9:30. Look for premarket
gaps and overall breadth in the premarket trend.
Are the sector leaders (MSFT CSCO INTC
SUMNWY etc) getting buying, getting sold, ar
staying flat?

First Half Hour Reversals: From 2:30 til 10, the
COMPQ often reverses 2-3 times, usually
around every 10 minutes or so, at 9:40, at 9:50
and again near 10arm (give or take several
minutes).

e 10:00-10:30am - Major trend is getting established

by now. ¥We also anticipate a reversal around 10:30
many times, particularly if the market's been
selling, drifting down all morning, it will attract
buyers frequently around 10:30 (also 12:30) for a
"bounce".

11,12:30, 2, 22303, 3:30 . all are also times
where the market frequently pivots, or changes
broad market direction.

Watch the COMPGQ, TRING and sector charts
closely, ey SO GIN GHA GE0 etc to spot
whether specific sectors are stronger than others,
if there's convergence (agreement) or divergence
amaong sectors, etc.




Time of Day Reversals and Pivots You Should Know About

This lesson has many different index
charts with the pivot / reversal times
circled in blue for you to see.

The goal is to prepare you for trading
"within the reversals” in the lve market.

‘fou need to prepare, for example, to
enter and exit positions in a5 to 8 minute
round trip window for trades that you do
from 9:30 til 10am daily

After 10:00 arn, your trades may last a
bit longer, as long as 15 minutes or so.

Let's take a look at the charts to the
tight. In this first COMPQ half day
chart, you can see reversals at:9:40 9:50
10am, followed by a pausefcontinuation
up til 10:30, then selling right before
11am. Getting to learn this "pacing” is
important, to help you from getting
stopped out, or getting into trades too
late into & given direction

Far example, if the market's been getting
buyers from 9:30 til 9:38 straight, you
probably are too late to get in for another
long, aver the 9:40-9:50 timeframe,
unless the charts are making new highs
etc. Plan your trades accordingly.

Here to the right is a second COMPO
chart, with our reversals spotted for you
at 9:40, 9:50, 10:03, and right before
10:30 again

As you can see, you need to trade
relatively fast if you trade the first half
hour. The 2:30 to 10am timeframe is
generally best left to more experienced
traders (eg over a year experience)

There are plenty of profitable
opportunities frorm 10-11, the next major
wave in the market, and these should be
looked at for continuation breakouts and
bounce reversals to trade.

$GIN EXAMPLE:

In addition to the composite index, the
FCOMPQ, you need to track at least 2-3
sector charts, such as the Goldman Sachs
Internet Index, the $GIN

Again, you can see reversals follow the
broad market, at the 3:40, 9:50 10:05 and
right before 10:30

What should you look for on the sector
charts?

Divergence, relative strength! k
from one sector to another.

You want to see where the big money is
maving: say out of internets and into
sermiconductors, the $30X. .. by spotting
divergence across sectors, you'll be able to
uncaver trading opportunities that atherwise
would remain hidden from view.
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The sector chars are your first way to spot
this. If for exarnple the $S0X is up +3.1%
and the $GIN is only up +1.8% on the day
so far, at 10am, you would look for
semiconductors to buy, eg KLAC VTES
KLMNK, before you'd be shopping for internet
stocks.

In the $30% chart to the right, you can see
reversals, in the context of an overall
uptrend. If you were looking to choose
between nets and sermis, using the $GIN
above and the $50% ta the right, you'd be
buying semis on any new breakout high, as
they are stronger on the day.

[f the biotechs, $MBI, were say down -0.8%
on the day, you might look to be shorting
thern on any sign of a market reversal
dowrwards.

Another $COMPO EXAMPLE:

Here's anather example, for the Masdag
Composite, the COMPQ, to the right

YWhat do you notice about this chart?

YWe got initial buying in the moming, up to a
top around 11arm, followed by selling down
into the fibonacciB0% retracement range.

Howe often does it reverse in & major swing
direction from 10-11 vs from 11-15:00(3pm)?

You should notice that the volatility and
revarsals are fastest and strongest in the
early part of the day, where most if not all of
your trading should be done.

Let's look at this next example to the right.
What's different about it's reversals,
frorm 9:30 to 12 noon, compare to the one
tight above it?

The selling is as strong as, or stronger
than, the buying is, on the reversals. You
can see this in the length of the downtrends
after each wave of buying.

This should tip you off to the potential
{which occurred) of mare selling later in the
day.

YWhen looking at your reversals, take close
note of the relative strengthiweakness of
the buying vs selling on each leg of the
chart pattern.

Look for "which is dominant - buyers or
sellers?". If the answer comes back "none-
it's & choppy day” - then of course you
know ta trade mare lightly, or not at all.

Your trading opportunities are more
profitable when there's a strong trend in the
market.

[s50 = [imervarchat =] W8] | & 20| 5
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Finally, let's look at using the TRING reversals

| often make note that the TRING is a very useful
inverse indicator for spotting net buy vs selling
strength, and for spotting market reversals a bit
eatlier than you see on the sector charts and
composite index chart.

$TRING EXAMPLE:

Although the TRIMNG is useful say only B0-70% of
the days for spotting reversals, it is always good for
evaluating the net buying/selling strength in the
rnarket.

ATRING of 1 is "neutral”, eg buy volume and
advancers is the same as sell volume and decliners

ATRING of 1-2 is modestly bearish, a TRING over 2
is very bearish, showing many sellers in the market.

ATRING of 0-1 is modestly bullish, staying down at
zero to 1 etc shows buyers are in the market.

One advantage to the TRING is that it tends to mave
in prounounced levels, easier to spot big changes
than in the sectors and COMPQ, on many days

This makes it somewhat easier to spot if there are
rnore buyers vs sellers in the market, and you
should incarporate using the nasdag trin, the
FTRING, into your trading efforts.

$TRING

;I IInteNaI Chart ;I _}

1.30
1.25
1.20
1.15
1.10
1.05
1.00
0.95
0.90
0.85
0.80
0.75
0.70
0.65
0.60
0.55
0.50
0.45
0.40
0.35
0.30
0.25
0.20

Ciopyright 2001 Data Broadeasting Corp.

9:30

Advanced Chart Patterns & TA

o045 10:00 10:15

4 PREVIOUS NEXT B

Back to
MODULE 6

a3 « Using Fibonacci Retracements for Intraday Range Trading

« Fibonacci retracerments are useful to help you
learn how to trade "bounces” and for managing

trailing bounce play stops... they help you
know "how much to expect out of a trade

before it pivats”. They are rough guides only, as

every trade is unigue.

The basic idea is this: prices will tend to
retrace only a portion of their first initial large
move... not recover the entire movernent. Eg

T3S may go from 40 at 9:35am down to 36
by 9:50am and bounce back to 38 by 10:15am,

for example (not 40). This is a 0%
retracement

Fibonacci values are useful in that they can

provide rough estimates of where a price may
move to, eg the support and resistance levels

within a range.

| use Fibonacci retracements ("fibos™) as rough
estimates to help me know when to start tightening
up a trailing stop on an open bounce play, or,
where to enter an open gap trade

Mote that in time you should be able to "eyeball
the chart” and see where the fibo values are. The
primary ones are the 38%, 0%, and B2%, or,
roughly 1/3 1/2 and 2/3 of the range.

‘fou can use Rick LaPoint's excellent "FibCalc”
free program (download here) to help you identify
specific fibo values within a trading range.

Also, remember that bounce plays and
retracements are lower - percentage trades than
are 2-day high breakouts and 2-day low short
breakdowns.

Here's what the FibCalc program
looks like, | highly recommend it. EEE

& FibCalc

Rick LaPoint's
Fibonacci Calculator

Symbol
bl 52.43

T 54.50
LOW 55.74

56.74

Help ParTimeTrader.com

n UpTrend

50.25 4925

52.26 51.25
53.50 52.43
54.50 LERI]

UpTrend | DownTrend |

How to Daytrade using Fibonacci Retracements



Here we see how to buy a bounce, and

exit before it's "too late”, for open profits.

Logk at the fibcalc screen cap to the
above right, | entered the initial values of
46 and 54.5 in it, you can see that the
50% retrace (the most important fibo to
leam), is at 50.25, right near where it did,
in fact, stop getting buying on the way
up.

A classic textbook fibo bounce example

AMGN EXAMPLE (3/22/01):

In this AMGHN trade, we shorted all the
way down to 46 in the TTO room, bought
the long bounce starting at 46 172, and
sold on the way up (twicel) to under 50,
where we closed out open longs.

See how the 50 price level is 1/2 the
range of tthe 46 to 54 1,27 This is the
most we expect from an initial long
bounce. What it means is, you shouldn't
be entering new longs close to the 38%
or 50% after a stock has already been
bouncing up, as it's likely to start tuming
down again.

The fact that it had bounced to near half
the range on the way down was the exit
target, eg the "max we expect from a
bounce” an the initial bounce off a
botttarn.

AMAT EXAMPLE:

| 'wart you to get used to thinking in terms
of range retracements, as we see here in
AMAT,

Stocks often make a major multipoint
rnove, then retrace (go in the opposite
direction] for up to half the initial range,
hefare a reversal ar consolidation occurs.

In AMAT here, you can see it ran from 46 to
47 344 (initial large run, almost 2 points),
then retraced to 45 3/4, roughly half the
range, before getting buyers back.

Howe does this help you? ¥ou need to learn
the fibo ranges and pivots to manage your
trades and get ready for new breakouts,
and to trail close stops to lock in profits, on
open trades that are "in the money”

JaMGH
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MLNM EXAMPLE:

Here's another example, in the other
direction, MLMM sells off, then bounces to
roughly half the range, before consolidation,
running out of buyers.

YWhat this type of pattern means is:

1) The next time you look for a bounce
play, you do not enter if it's already retraced
1/3 or 142 of it's range. In this example, you
could have bounce 27 3/8, sell up near 27
344 or 28, You would not be a buyer at say
27 34 or 28, as it's "too late" for a bounce
entry.

2y Once in the bounce early, you trail closer
and closer stops the nearer you get to 1/3
ar 1/2 of the range on the upside. Sa, if
you're in from 27 348 and it gets to 27 7/
here, then starts to fade back to the 344,
you can go ahead and exit, to take your 1/2
point on the trade.

MUK
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Bonas Play: Open Gap Retracements

Remember how we said that |GMST

I) 28314

28172
2814

27314
27172
27114
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e

large (over B-15%) premarket
gaps are good plays on
retracements?

Here's an example to cover how
to uge fibo ranges with the gaps.

GMST EXAMPLE:

On the right, we see GMST 2-
day chart in an open gap up . ¥
selloff pattern.

A short on the open, say at the
34 53, is covered before we get
to the midrange. In fact, we
tighten up our stops as soon as
we get to 1/3 of the range... in
this chart, that's near 33 58 or
so

Covering out near the 33 1/4
yields a +1 1/4 point trade.

We do not expect it to sell all the

Open Gap Up Short,
Cover before it reaches
the 50% fibo retrace of

the open gap up
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\ g
¥

Ciopyright 2001 Data Broadeacting Cerp.

e

Ly

Te

36102
36
35102
35
3412
34
3312

ﬁﬁ

W Mo
32

3112
i}
3012
30
29102
29
281i2
28
27102
27
26102
26
25172
25



way back down to the previous

[+ alume

250K
day's close, eg at the 29 1/2, we
look to cover as it approaches 200K
the midrange, at around 32 172 to 150K
33
100K
You can see that GMST
Wl b AR O AL =
this 50% fibo retrace area, at 32 i |||||I i |||| il |||. "m.,. t A A0 O | | ol TR
172, 9:00 10:00 11:00 12:00 13:00 14:00 15:00 9:00 10:00 11
3722101 3123101
Using Fibo Retracements with the $COMPQ, $GIN $SOX etc...
Finally, let's look at how to use fibo retracements, 1865.00
expectatancies, pivot areas, with our indexes and 1960.00
broad market indicators, like the sector charts .
($S0x $GIN) and the Mas composite, SCOMPQL ; 1855.00
1 |]I 1 1850.00
EAN | N B 1845.00
,I'lF Al 1 $COMPQ sells off, -
. ] i bounces to 50% 1840.00
$COMPQ EXAMPLE: fibo retrace at 1825 1835.00
In .
Mg always, the main point of using fibo | i 1830.00
retracements is to help us map out likely areas — 2 1825,
where a bounce or drop will retrace, after a large A | - B
initial maove. [y ) ¥ izl
L7 Y I 181500
In this $COMPQ example, you can see the index | nl "+ 1810.00
dropped frorn 1850 down to 1895, then bounced 1 'l
back up to roughly half the range, at 1825 ' Ty 1805.00
by 1800.00
Howe to trade with this? It tells you a couple of ) R A e I.|T[| 1795.00
things: 1790.00
11 Don't enter new longs if you're close to the 1785.00

midrange on the bounce, as it's likely to stally out 9:30 0:45 10:00 10:15 10:30 10:45 11:00 11:15
here. 3122101
21 If you're in on long bounce trades, look to trail

closer stops and exit with an open profit as you
reach the 38%/A0% fibo retracement areas.

Closing C ts: Fil ci Retrac t-Based Trading

Think of stock prices like a spring, that has a certain "stretch” to it, then bounces. Or, a ball that drops, bounces to a part of it's former height, then
drops again.

In using Fibonacci retracements, you should be aware that the price will ahways double back on itself, always make pivots, at some point in time.

My primary use of fibos is to help me get out of bounces before they turn back against me, and to identify rough areas where | should begin tightening
up my trailing stops to lock in profits. They also help me avaid poor entries, as | will not enter if it's already near a fibo retracement area... eg | would
probably not enter new long positions if the COMPGQ was at 1820, right under the 1825 previous consolidation/fibo retrace area.

Best wishes, and remember - bounce plays are Lower Percentage trades than are 2-day high breakouts, so, trade thern carefully.



Module Advanced Chart Patterns & TA APREVIOUS NEXT B
Six
— Back to
|_] + Bullish Candlestick Chart Patterns to Go Long With MODULE 6

+ |'ve put together a solid comprehensive refarence
of the most important bullish lang candlestick
chart patterns you should learn in this lesson.

¢ The primary value of candlesticks to the
daytrader is to be able to spot when reversals
are beginning to occur.

+ Reversals, also called pivots, are important to be
able to spot early, before the crowd does, for two
types of trades, when trading long:

o 11When protecting an open profit, you want to
trail a close stop, and look to exit on any sign of
weakness in the chart patterns. Candlestick
patterns can tell you when buyers are done, and
sellers are starting to come into the stock { eg
dojis and others).

* ) They are also good for "bottomfishing” as a
second indicator, beyond cup pattern reversals
and volume reversal patterns. You look for signs
like hammers and dajis at the bottom of a cup,
before buying the breakout over a new whole
number to the upside.

Time interval for candlesticks: since my roundtrip trades
can last from 3 to 15 minutes or so, | need to use fast
candlesticks, and prefar 1-minute candles. Mote that you
will need to limit your chart timeframe to the 8:30am til 12
noon timeframe, to be able to clearly see the candles,
when using 1-minute time intervals

*fou should experiment far yourself with 2-minute and 3-
rrinute candlesticks

Add stochastics, MA lines and volume to help you with
your candlestick charts.

| have not found candlesticks useful for things like risk
management, other than to alert me to possible tops, for
open long positions. You need to use time & sales and
level 2 for close risk management. The candlesticks are
used to get you into bounce trades, and to get you out of
open profitable positions, when you start to see reversal
patterns occurring

Bullish Candlestick Patterns to Go Long With

Bullish Candlestick Pattern #1:

the HAMMER e

j I Interval Chart

=1 PV &lalesa| sl 1

Mot the MC type, this is instead a
reversal pattern, similar to the doji (to be
covered below, next) that shows a
possible top or bottorn after a sustained
run in ane direction ar the ather.

XLHNX Example:

‘fou can see here the hammer |'ve
outlined at 10:38 or g0 in the stock.

4314
15
4430
1412

Tﬂ% i

43314
43172

ﬁ*llmu”mu e

42 314

It looks like the letter T with a small body
at the top. The inverse pattern is good for
tops (and 15 covered in the bearish
candlestick lesson).

As the name implies, it looks like a small
sledgehammer. The buy here using my
strategy would be buy over 42 38 {with a
stop loss at the 42), and an initial exit at
around the 43 1/8 or so.

Tl

42 1/4
42
41314
41172

This is a "Hammer", a 1
bullish pivot candlestick. [ [‘J

It looks like a hammer —*
{dohj).

Copyright 2000 Data Corp.
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[vHOO =l Jneraicnat =] PV RS

27 314
YHOO Example: el
27 1i4
I've highlighted a hammer in YHOO for
you on the open, right after 9:30am. L 27
o _ 26 314
The other pattern I've highlighted is a
candle (spinning top?) that looks like a 26112
doji, as the stock is reversing back to the *
upside. 26 174
- 26
Learn to follow the harmrmer as an initial
indicator that buying has resumed in the Here's a-hammer l 25 3i4
stock, for the bullish hammers we've in YHOO, before
shown in these two examples. 2158 point run T*ﬁ 25112
25114
anothier
reversal 25
Copyright 2000 Data Eroadeasting Corp. candlgstick
Wolume
J00K
200K
100K

9:45 10:00 10:15 10:30 10:45 1100 11:15 113

2122101
Bullish Candlestick Pattern #2:
the DOJI
. EB&Y = ||| Interval Chart < ||A|
A Dajiis a + type pattern, and can look like I J I e J ﬂ lv VSN = m r
one of three candles, as you can see in this 47 174
EBAY example’s notes to the right. I 47
46 314
46 112
| 461
EBAY EXAMPLE: u 16
t c‘in
The thing | want you to spot in this EBAY I |I ] IlT ﬂ"“‘ 4531
bounce play is the doji where Ive highlighted f +| + Au;i Ll
it and drawm an arrow to it i ﬂlil 1{ Ii 45 1i4
Do you see the small red daji at the WL ) i 4:;4
bottam? It looks like a plus sign. Don't let daytraders® friend. ll 4412
the calar of the candle, for dajis ar It helps spot . 11 s
hammars, make a difierence, the main thing reversals, and is ll
is the size and relative position of the candle particularly good -
to the preceding and following candles to nab bounces 'AI ! '. 43314
g 8 ] uﬂ ] 4312
_ following multi- i It'“
Here the buy is over 42 3/8 after spotting the P 1 43114
e ) " point runs.
initial doji. On dojis, remember to not buy " 43
the doji just because it looks like a daji, you It_|°°ks likea+ |* l IR
need also a cup pattern and for it to clear sigh, and can be one | uuﬂ
the whale number above the doji, and alsa of three patterns: 212
to watch volume and time & sales. 42114
42
These indicatars are all meant to be used A1 3i4
together. Copyright 2000 Dats Broadeasting Corp. M2



QCOM EXAMPLE:

Here you see the doji at the bottomn,
fallowed by a nice valume spike an the
upside.

This is a good entry, and you can see we
got 1o over BS from a B3 3/8 entry befare
buyers slowed down.

Good example, it followed a rultipoint drop
and had a volume reversal to canfirm the
entry, after the doji appeared.

v olume

80.0K

60.0K

40.0K

)

0.0

945 10:00 10:15 10:30 10:45 11:.00
2122101

j I Interval Chart

=] PV &lafm|a] = e

68 1/2
68

'l.
Y 67 12
‘ ru ‘ l. 66 112

65 112

mooiﬁ%u?\ﬂ*ﬂlnﬂ 'i.uiw-ﬂ

' hT

Here's another

64112
Doji example in .
QCOM, you can ‘ L
see a hice 3 point 63 12

bounce off the
doji bottom. 63

Capyright 2000 Data Eiroadeasting Corp.

Yolume 200K
1l]l]l] 1[I 15 10:: 3l] 10:45 11:.00 11.15

150K

‘ 100K
i

2122101

Bullish Candlestick Pattern #3:

the MORNING STAR

A mmarning staris a consolidation and bounce

pattern using 3 different candles in a row. It's
a bit tougher to spot at first, since there's a
sequence of 3 candles off a bottorn you're
looking for.

ITWO EXAMPLE:

You see one red candle on the way down, a
candle with higher/lower tails, followed by a
bullish candlestick in green on the way up.

The entry is over the highest part of the
middle (reversal, red in this example) candle,
and we'd wait til it clears the 30 3/8 decade
and whole number level for an entry.

fITwo =l [imeraichat =11 [P ] [V K€ A
3412
The Morning Star is harder 34114

to see. It consists of 3 34

QT candlesticks in a row with this 3334
3312

' type of pattern: “

331
Y A down candle, areversal type 35
candle, then a bullish candle.

Ciopyright £000 Data Broadcasting Corp.
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Bullish Candlestick Pattern #4:
the BULLISH ENGULFING

Bullish engulfing patterns are easy to |VHTS = I'”‘e“’a‘ Chat 7| ﬂ Iv ﬁﬁ -

spat.
ou are looking for a sequence of two [ﬂﬂ* 65
candles in a row, one red ane that is J-' [:*
followed by a larger green one. +'? lﬂ. !+ UD i* 64
. i '++ﬂ] ll 63
The green candle has to have a high and ++ ‘h
a low that is higher and lower than the " tl 62
red candle preceding it. In ather wards,
the range of the bullish green (2nd) 61
candle needs to be larger than the sell I Bullish Engulfing
range in the red candle. pattern: green 60
lﬂ candle "engulfs” 50
the previous red o
note two i i
VRTS EXAMPLE: doji-type :;na?llzr’ ‘:r:’;h s
candles . — I
Here you can see twa things I've that didnt contained within , =
highlighted, the first is 2 doji-like shokw the the greencandle's
candles that were Not a boltom (so we'd real, bottor top and bottom 55
have to stop out on this first attempt). -
Capy SR
[ olume
The bullish engulfing pattern is following 400K
it, you can see the red candle at right
after 10:30 am followed by the green, 300K
larger candle. 200K
100K
The carect iy on s i o the 57 HI\HHIH (A
ELE) IR T CI FEALCT 9:45 10:00 10:15 10:30 10:45 11:00 11:15 11:30 11:45
number above the first 'engulfed’ candle. b

GHST = Jintervaicnat =11 [PV @EY

S5U 113
GMST EXAMPLE: 50

40 3i4
Here's one maore bullish engulfing candle m l ot
pattern to study, right after 10:30. il

4914

The small red candle is followed by a 49

larger, engulfing green candle, showing 1 h n" D 48 31
it * | H

that buyers are strongest

48112
In this exarnple, | would wait for it to 48114
clear the whale number and previous [| 18
high, eqg buy right over 49, If time & a7 38
sales is strang. However, | usually do Bullish Engulfing
not buy 95, particularly under a decade pattern here: e
number, so the best trade is to wait for il red ’ di 47 1i4
it to clear the 50 343, later. asmallred candie a7

followed by a green

one whos top and
Coppright 2000 Durs Enosdcfretbonm exceed the 4612
ot topibottom of the | 90.0K
red candle. S
30.0K

70.0K
il
] e

46 34

50.0K
40.0K

60.0K
115 10:30

2521101



bALH |
New- Pattern #5: 3-LINE BREAK I !

j I Interval Chart

=l Pllv &S| A 5T [UER

The final type of bullish pattern I'm
covering here for now is what's called a
“three line break”. This is where you
have three successive green candles in
a row, each one that has a higher low
then the previous candles' highest high.

start getting ready to sell at the top of 2
3-line break, as it's a pattern other

Wyhen you are in a profitable open lang, i H
traders also look to sell the top of. T

MLNM EXAMPLE:

YWe see the bullish engolfing pattern
here right after our 10:30 bottomn. This is
the buy signal, eg over the 27 3/8 or so0

The three line break you see, the
second box, is great - we're in with a
nice open profit. However, you look to
exit at the top of a 3-line break (or
sooner, of course, depending on
whether your trailing stop gets taken TS
out).

At the top of the 3-line break you see a
doji-type candle occur, 5o, we exit as it
starts to grind down to the 28.

Anather winning trade.

”Tl each who's top 2878

Bullish Engulfing

20.0K
e M e
I, | Imiams

Advanced Chart Patterns & TA

2078
2934
2058
29172

Three-line Break: el
2914

note thre_e green T
candles in a row, 20
is followed by a gg gg
higher low of the earty warring S
next candle. daji-type TR
1 reversalcandle| (#2814
follows 2818

the 3Hine l” &
UT 2778

u hrea k[l CHET
' 2758
27152
l 2738
27 14
EJ 2718
27
2678
26 304
26 5/8

!,ﬂ
|

Copyright 2000 Data Braadeazting Corp.
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[ | « Bearish Candlestick Chart Patterns to Short

@ Main Points:

As with the bullish patterns for longs, here
I've put together a solid comprehensive
reference of the most important bearish short
candlestick chart patterns you should learn.
You will becore familiar with these patterns
intime, and can use them to aid you in
getting out of long open positions with a
profit, avaiding initiating bad new long
positions, and for entering short positions.
Thus, there are several reasons why you
should learn both the long bullish and short
bearish candlestick chart patterns explained
in these practical lessons with recent
examples.

Experiment with different time intervals an
your candlesticks, you can try 1- 2- and 3-
minute candles, along with stochastics
(15/5/3), volume and other indicators.

Back to
MODULE 6

Orne of the dificult tasks facing new traders is the idea of
learning to interpret price data with the somewhat-
intimidating or unfarmiliar candlestick notation.

Reading rmore about candlesticks (eg Mison et al) and
comparing the patterns in your charting software will help.
To compare what a chart looks like in bar, close line, and
candlestick format, use one stock you are familar with and
switch back and forth between these different types of
charting in your software.

You will find that different data is good for different
purposes, ie | use close line 1-min thurmbnail charts to
scan the market (as many as 20-40 open at once), and
use a large (243 of one monitar) 1-minute candlestick char
to get mare in-depth information for a specific stock I'm
looking to trade. Thus, you use the different types of charts
in combination with each other. See this link for my B-
monitar setup example.



Bearish Candlestick Chart Patterns to Short

Bearish Candlestick Pattern #1:

ER ILLTCI j Ilnterval Chart j il W ®\| @\l Al ﬁl
44
A Hammer shows that traders stared the Bear "hammer™ 43314
stock off in the immediate priar trend, Looks like an 43112
continued, then statted / closed at 2 upsgide down 43114
reversal. sledgehammer, 43
line up with small A2 314
square candle body
LLTC Example: | u at bottomn, Shows :; :ﬁ
sellers coming back. 42
See the hammer pattern here as the Hﬂ Y'I 4134
stock starts to sell down from the 42 1.2 luﬂ 4112
level. This is an "early warning sign" and | ﬁ 4114
can be used to initiate a short or to exit a ”'h m M
long position with profits ‘ m‘ 40314
_ _ _ | 40172
It looks like an upside down Iet_ter T with u ?Iﬂ 40 114
a small body at the bottorn. This pattern '0? |M ﬂ ?TTN 40
is good to help identify tops . u 303i4
39172
3914
39
38314
3812
3814
38
Volume
250K
200K
150K
‘ ‘ ‘ ‘ 100K
50.0K
“H HH ‘ ‘ ||‘|I|H| |H||“|I||||‘||‘I|‘|||||||I‘|I||I‘I|‘|ul
10:00 10:30 11:00 11:30
2128101
Bearish Candlestick Pattern #2:
the DOJI
A Doji is a +type pattern, as you can see in
this XLMX example to the right. LR j I'”te"’a' Chart j ﬂ Iv K[ Al
Reversal "doji™ 40
Looks like a plus
B sign: + and shows 3931
XLNX EXAMPLE: a potential reversal,
where buyers & sellers 912
See he daji where 've h_ighligh_ted_it and are equal. 30101
drawn an arrow - XL is putting in the top
right under 40 decade resistance after a nice 39
run up over a bullish cup pattern aver the 3831
. 38112
Do you see the srr_]al\ red doji at the top? It {' 38101
looks like a plus sign. Any open long would l
have a trailing stop up here near the 39 1/2, ' 38
the doji may signal you to get out here . You Y 3734
could rebuy if it brake over 40 348 (it didnt) . n
or shart if it lost the 39 1/2, which it did. ﬂ m ' 3712
u 'e l 37114
tH]
CQuiz: What's the pattern you see in the ‘& 36 34
candles right before 11:30 in this XLMX +
exarmple? (answer at bottom of page) 3612
36114
36

Copyright 2000 Daty Braadeacting Cerp.



BRCD EXAMPLE:

BRCD is usually a bad stock to trade,
hwever on this week it had good trading
volatility, so we played it.

Do you see all 3 dojis where |ve outlined
thern for you here on this intraday chart?

Important: note that dojis may not always
signal a reversal, you need to use other
indicators to help you manage your
positions when daytrading with
candlesticks. Of course the mast important
is to use a close stop loss, no maore than
3/ of a point ever on any single position.

In these examples, the dojis followed
through nicely, showing us where the price
was turning.

v olume

10:00

2i28/01

10:30 11:00

BRCD = [interval chart

250K
200K
150K
100K

40.0K

11:30

=l Pl|v ®|€]=|a] ¢

A

Let's play
"Spot the Doji™:
Can you see the three
doji candlesticks here,
inthe black boxes?
They all look like

plus signs, +

:

| I

Copyright 2000 Data Broadeasting Corp.
Holume

2i26/01

11:00

10:00 10:30

Bearish Candlestick Pattern #3:

the BEARISH ENGULFING

Bearish engulfing pattems look like two
consecutive candles, a green one
followed by a larger red one

The red candle has to have a high and a
lowe that is higher and lower than the
smaller green candle preceding it. In
other words, the range of the bearish
sell (2nd) candle needs to be larger than
the buy range in the green candle.

KLAC EXAMPLE:

There's two bearish engulfing patterns in
a row here on the KLAC example... our
sellfshort signal is when it loses the
support at 35...

WWe enter short as soon as it loses the
37 5/8, and trail a stop down to 35 172
or so, for a +2 1/8 possible win.

|KLAC j I Interval Chart

48 1i2

250K
200K
150K
100K

S0.0K

11:30

BRI EERE)

1

f
l} *u;aﬂ.f W mﬂl

Bearish Englufing: il
a sequence of two 40
candlesticks, the first

small & green, the 3912
second larger and red. 39
The second red candle

must have atopand | 38 12
bottom above & below 38
the previous small

green candle: 3712
; MI“ T UH' This tells us sellers
are overpowering 37
l;l-lvers- H 3612
. M s
| i
b T?H‘ 3512
"n 35
Copyright 2000 Data Braadeasting Corp.
[V olume
150K
100K
IO
10:00 10:30 11:00 11:30
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HGSI EXAMPLE:

Here's a variation of the bearish
engulfing pattern, a wide range candle
pair at a top. It still meets our criteria,
eq the sell bar is larger following the buy
bar, at the top.

AKAM EXAMPLE:

Here's a final bearish engulfing candle
pattern to study, you can see the red
candle "engulfing” the previous green
candle here right after 10:15

Sharting tops like this is for experience
traders only, new traders should simply
leam these patterns to help you get out
with a close trailing stop, to maximize
your profit on each trade.

Use the candlestick reversal patterns as
an early warning sign to help you close
longs befare they start selling down.

Experienced traders may consider
selling open long profits and then
shorting on an uptick following one of
these patterns, provided close 3/8 stops
are used.

|HGSII

j Ilnterval Chart

IR EENE

|

| I “

Anothe

engulfing pair

of candl

precede this nice

J-point

the stock.

|

i,

a7 14
57
56 34
56 112
56 14
56
55 314
55 112
55 14
55
54 34
54 172
54 1i4
54
53 31
53172
5311
53

120K

r bullish
lesticks

drop in

w “" i
ullu'rw I
i
aﬂ

100K
80.0K
60.0K
40.0K
20.0K

9:45 10:00 10:15 10:30 10:45 11:00 11:15 11:30 11:45

2127101

ARAM

j I Interval Chart

i | S == Y

Copyright 2000 Data Braadeasting Corp.

Yalume

311

9:45

10:00

10:15

10:30

Yet another bullish
engulfing pair

of candlesticks
precede this' drop
in AKAM.

1100 11:15 1130 1145

10:45

16 15/1€
1678
16 13/1€
16 3/4
16 11/1¢€
16 5/8
16 916
16 172
16 7116
16 3/8
16 516
16 1/4
16 316
16 1/8
16 116
16
15 15M€
1578
15 1301€

15.0K

10.0K
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Bearish Candlestick Pattern #4:

the 3-Line Break (down)

The final type of bearish pattern we'll discuss
is the "three line break”. This is where you
have three successive red candles in a row,
each one that has a lower high then the
previous candles' lowest low.

AMAT EXAMPLE:

Here's an example of a bearish engulfing
pattern right before 10:30, followed by 2 maore
down candles

The stock consolidates over 43 far awhile
before breaking down, the short entry signal
is when it loses the 43, say at 42 5/8 or so. A
trailing stop would have us cover out at 41 1/2
for + 1 1/8 profit in the trade.

ONIS EXAMPLE:

Here you can see a two-day chart, we have
another 3-line breakdown under the 2-day
.

This is often a good confirmation that the
stock will continue selling far awhile.

One challenge is getting a short off into the
sellers, you may need to try several times (eg
keep hitting the short button til you get a fill,
don't chase rmore than 1/4 of a point or so).

You can see that ONIS here sold all the way
down to 34 1/2 before reversing, for a nice
multipoint gain

quiz anawer bullish enguifing

Japiar =] Jinterval cha =[P | W @) S E| A
+ 3-Line Breakdown: i
th d
I h wouseetiaiored | 4411
il indicating heauy
'Hl selling. Short a 41
continuation under the.
ﬁ next whole number 4312
””. down. 13
i
m”| 21z
i @
H ui M1z
I
|LH+ f'ﬂ i
Copyright 2000 Data Broadeasting Corp.
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400K
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1001
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2128101

OIS

j Ilnterval Chart

= PV &|Sem| ] 2T [T
2

41172
W #
u m 40 172
I | a0
UH ﬁ- M
V "l. i 30112
. l"“".’l]
¥ ! 3
| ' 1 38112
3-Line Breakdown:
another example here h Sl
also confirmed by a 3712
2-day low breakdown
under the 39 support. h 37
Shorts are harder to |
get a fill on following 36112
3-line breakdowns 36
of course, you should
try repeatediy (eg 5-8 v Yir 35112
times, trying to short Tﬂ
onany available + 35
e w 34112
34
Copyright 2000 Data Broadeasting Corp.
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Six

+ Stochastics are useful in helping primarily to
determine patential pivots, or reversals, in a
stock's current trend.

They are considered of secondary importance
to help decide whether or not to enter a
position, as is level 2. Many new traders do not
know how to "weight" the importantce of the
different indicators in helping make trade
decisions. Remember, the chart patterns and
time & sales are the 2 most important things to
pay attention to. Stochastic bounces, level 2
patterns etc are of secondary importance
Having said that, there is still, of course, a
place for stochastics (or "stochs” as
professionals call them) in our trading toolkit.
Also, you set parameters such as %k/%0 in
stochastics, | recommend 15 as the step ifor
esignal users), other programs, use 15/4/3
(1548) for your parameters.

OVERBOUGHT STOCHASTICS:
Time to Close Open Longs,
Possible new Short Entries

= 1-Minute Stochastics In Detail: Chart Setups You Should Recognize

Back to
MODULE 6

Wy'e ook for ane of two patterns in using stochastics
"Overgold” and "Cwerbought.”

OWERSOLD: When looking to either a) cover shoris or b)
enter long bounces, you can look to whether the two lines
of the stochastic have dipped below 10-20% and have
crossed over to the upside. This may be an indicator of
“oversold” in the stock, and, when used with other data (eg
bullish cup reversal patter, volume buying, doji candlestick,
tirme & sales hitting the ask, etc), can indicate a potential
good long entry.

OWERBOUGHT: When looking to either a) exit a long
position or b} initiate a new short, you can look to see if
the stochastic lines have gone over 80-90% and are
starting to crossover to the downside. Again, use other
indicators, this is a TA indicator that is part of a "team” of
indicators you need to use sirmulataneously to correctly
gauge entries and exits from your positions.

Let's take a look at guite a few good chart pattern trading
examples below:

j I Interval Chart

= P vissjsla) 5T

Stochastics give us an early, almost
lead-indicator type warning that a stock is
about to sell back down. Remerber to
always use trailing stops, eq if you were
in frorn B3 3/8 here, we'd trail a stop and
be out at 64 1/8 or s0 on the way up for a
+34 trade in VTS5,

VTSS EXAMPLE:

On the right, we see YT3S intraday
chart, with two overbought stochastics
crossovers clearly labeled for you

Motice that in both cases, they go near
80-90%, a potential overbought signal,
and cross over to the downside.

You should be able to clearly see the red
and blue lines cross over where I've
circled thern in the lower part of the chart
to the right, yes?

| have also circled the corresponding
"tops" in the stock price chart in the

M |
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upper half, you can see the clear
indication of the stoch crossovers and the
resulting drop in the stock price shortly
thereafter.

This is not a crystal ball indicator
however, and stochastics are right mayhe
A0-60% of the time only, so, a ward of
caution to use them as & secondary
indicator in your trading. They are often
right enough to be worth paying attention
to, but you need to integrate several
buy/sell signals and trailing stops etc into
your trading style to be effective. . so,
don't over-rely on stochastics, or level 2,
to help with your trading.

ALTR EXAMPLE:

Here you may see another example, of
ALTR, with our stochastic overbought
signals circled for you to learn from

The best signal is after it rises all the way
up to near 100%, and then crosses over,
to the downside, right after 10:30 am.

I've also put & horizontal red line on the
chart far you to see the key price level,
27 343, for this stock on this moming. ..
this is the reversal line.

The first stochastic crossover, as you can
see, would get you out, probably
incorrectly, as it only pulled in 1/4 point
before making a cup breakout to the
upside, for a 34 point run, before our
second stochastic told us the stock was
overbought up here.

This is another tip to learn: | personally
like to use stochastics mostly for exit
signals (as | do with level 2 bands), vs. to
decide to enter a stock long

However, there are times where oversold
stochastic bounces are good. Mote that
these are for more experienced traders, |
provide some good examples in the
charts below.

OVERSOLD STOCHASTICS:
Time to Initiate Longs, one
signal of several to use
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Here's the inverse of the above, learming how
to buy bounces on stochastic reversals
Again, these are not highly reliable if used
by therselves, | prefer to buy cup breakout
patterns... or, bounces off of multipoint
selloffs after we get a volurne bull cup
reversal to the upside. The stochastic
crossover can provide a key as to when to
cover a short in these examples, or for new
long entries

NXTL EXAMPLE:

On the right, you see a bounce in MXTL off
the battom at 34 5/16.

Do you see the stochastic crossover where
I've circled it in the lower half of the chart?

We see it's dipped under 20% and is
reversing to the upside.

Thisg trade could be good for up to & point
from 34 3/8 to 35 3/4.

AMAT EXAMPLE:

Here's a good volatile example using
Applied Materials, AMAT, a perennial
daytrader's favorite.

This nice chart pattern yields both good
examples of long stochastic bounces off an
oversold bounce, as well as a "get out here”
signal when it crosses over and loses the
0% after 10:30 am.

Again, we look for the signal lines, the %
k%0, to cross over under the 10/20% to
the upside, as our first potential indicator
that buyers are in the stock.

Rely more on the time & sales, once you
see a stoch crossover, to let you know if a
long play is worth trying. What's the net
action in the stock - more buyers or sellers,
of mixed? Stay out as long as the ths
shows a christmas tree-like green and red
pattern. Instead, wait for it to move in favor
of buyers, and begin to look at level 2. if
there's no heavy INCA ar "heawyweight
mrm" (MLCO MSCO SBEH ete) selling, then
you may want to consider a long entry.

These indicators create a systerm you
should pay attention to - they are NOT
meant to be used in isolation from one
another. Be looking at the TRING, the
sector charts, the COMPQ, etc when
making trading decisions. And ahways
always hold yourself to 3/8 max stop
lnsses.

NRTL = finevachat =] [P V@S] A BT B
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43114
NUAN EXAMPLE: STOCHS DYERSOLD e
Long Bounce H' “' u :g 3;
Here's a super strong cup breakout following Hlfi 1 | 42 114
a stochastic bounce to the upside in NUARN, ‘nl* ﬁl llﬁ 42
goad far a multipaint run. ‘ h ‘ 1308
11172
MUAMN is an unfamiliar ticker to me, to this A1 104
day | still have no idea what they do. Al | hl M
know is, it cormes up on my scanner, it 40 314
meets my minimum-volume reguirerment (eg A0 112
over a few hundred K shares on the day so 40 1/4
far etc), and | look to trade it. u 40
39314
This example isn't really a stochastic 3912
bounce to the upside, but it did provide a 39114
crossover signal to get over the 20% right 39
after the open, at 9:40, so, it catches my 38314
attention. s 12
\ | =--cup breakout 38 1ia
) | I} | Confirmation 18
The cup breakout pattern over 38 3/8 is a * ) of Long
confirrmation that a long trade is good, and ' 373
we're off to the races on this one. 1 g; :’;
I L 37
Trailing a close stop of 1/4 to 345 point is 26 34
abways a great idea, and we can either a) 3612
sell under each whole number at the 15/16 3614
ar sa, sitting out the whole number 36

resistance, re-entering right over at the 348 i
again, or b) use a traiiing stop to keep us Stom Bradatie 1151
profitable all the way up to 41 344 or so from

90.0%
3 33 3/8 entry. 80.0%
F0.0%
60.0%
50.0%
So, in surnmary, use stochastics as part of ;332
your trading decision criteria, and logk for 20.0%
other indicatars ta help confirm yaur entry. 10:0%
@15 9:30 945 10:00 10:15 10:30 10:45 11:00 11:15
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Module Advanced Chart Patterns & TA APREVIOUS NEXT B
Six -
Back to
s Recognizing Breakouts and Breakd : Trading C lidati MODULE 6
:l Pattern Breaks
@ Main Points:
¢ The most important pattems to r.ecognize » Mate that this iz far a narrower-than-usual range, you need
are bull cup breakouts. Following this, we to first recognize the difference between stocks that are
have technical “F_'“E“ds (higher highs, just chopping around in their average trading range vs.
higher lows, making bull cup breakouts on when they're in a narrow range, one that can yield good
the way up). trading potential once a breakout occurs.

ext, we have consolidation breakout and
breakdown patterns. Let's start by figuring
out how to spot a consolidation, and what it
is.

Consolidation: an area on a chart pattern,

First, you need to use your two-day chart and draw
horizontal trendlines from the previous day's high and low.

Mext, draw trendlines to define the current narrow
consolidation range the stock you're watching is in, for
today's trading. The best consolidations to trade are those

typically lasting from 15 minutes to several that are right under the 2-day high line (for breakouts) and
haurs, where the stock is basically "flat” in a right over the the 2-day low line {for breakdowns). Do Mot
narrower—than-.usual trading range. trade a stock that's in the middle of it's two day range.

¢ For gxample, 'fYHOO ag $40 stock has a + Finally, decide where good trade entries would be
3-point average daily trading range, say goes Fersonally, | like to buy right over a whaole number breakout
fram 37 1/2 to 38 3/8, then trades namowly, near the 348 on a new 2-day high. In the YHOO exarmple,
chiops, between 33 and 39 778 for the next we'd buy once it clears the 40 3/8. The 39 7/8 is the
haur, we say it's "consolidating”, eg no trend temporary “top of the consolidation”, we wait for it to get
is seen, it's in a narrow trading range. Your over decade resistance and a 2-day high, to buy over the
goal is to trade the breakout abovesbelow the 4038

consolidation area.



Recognizing and Trading Consolidation Breakout Patterns

First of all, let's start with the basics: |
want to show you how to recognize a
consaolidation pattern on an intraday
candlestick chart.

You are looking for a series of tops and
bottoms, over a 15 minute to severakhour
tirme frame, where you can draw
consolidation lines, the trading range.

You never want to guess the direction
that a breakout will accur in, it can easily
go either way

Instead, you want to prepare to enter a
trade once a supportfresistance level has
been penetrated to the upside (far a long)
or to the downside ifor a short)

Your stop loss, as always, must be no
greater than 3/8 of a point on any singly
daytrade (regardless of the number of
shares you're trading)

GSPN EXAMPLE:

Here you can see where |'ve drawn the
consolidationfcup pattern lines for several
distinct trading waves for this GSPN
chart.

The first is roughly 30-31, the next, from
33 to 33 142 (nice tight range) |, the third
is 34 1/2 to 35 172

What does this tell you?

Ta trade in the direction of breakouts that
oceur once the stock has started to
make it's move.

Anather tip: watch volurne for these
plays. In the first example, you can see
volume picked up right after 10:30, as the
stock started to slow its upwards
movernent.

This change in volume tells you to exit
with profits, if the stock has started
maving. In the first breakout example, it
could easily have dropped back to 31 172
or so after its initial run. At 10:45, after
drawing the initial lines, you should say
ta yourself, "0k it's ran up some here, Il
short it if it loses the 33 support, or go
long if it gets over 33 1/2 ar so”.

Can_you see where the consolidation
ranges are? That's the most important
thing | want you to take sway from these
examples : to be able to draw the lines
where the support and resistance |
congestion areas, consolidation |, occur,
S0 you can prepare to trade breakouts
successfully above/below these areas.

Here's an early
consolidation
that finally gets
buyers later in
the session

ltty bitty chart exarnple: see where the upside breakout
occurs above the consolidation lines ve drawn?

Tip: oftentimes, I've seen cup patterns on the open, and
consalidation breakouts/downs after the lunch, in the
afternoon session. Look to play cups in the morning,
consolidation breakouts/breakdowns if you choose to trade

the afternoon session.
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Can you see the consolidation {churn) in l+i

each of these three examples?

The first two-yield bull cup breakouts,
the final one never gets back over 35 1/2

for the long, and hecomes a short once

itloses the 34 172 support.in the afternoon.

Shorting Consolidation Breakdown Patterns:
Lunchtime and Afternoon Session Shorting Explained
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Ckay, here's a fairly heavily annotated
WTSS chart (| like it, and XLNA KLAC ALTR
WWLS ete for $S0K semiconductor sector
trading).

Don't let it scare ya, let's leam from where
I've made sorme notes to help.

VTSS EXAMPLE:

On the right, you see three distinct trends in
YWT35 this day:

1) The initial uptrend, made an ascending
triangle and a breakout over B3 172, in my
trading style, I'd have us buy 70 3/8.

29 Far the next several hours, YTSS then
traded in a consolidation range, from 71 34
to 72 3/4. This is where Mot to trade it
Instead, you get ready to trade it once
you've identified these support/resistance
levels. Again, at say 14:00 hours, 2pm, we
have no idea as to where it's going, only that
it has a slight downside bias since it's
retested the bottom of the consolidation like
(a triple bottom) vs testing the topline. So,
we get ready to short

3) Finally, we have a trade in shorting VT3S
once it loses 71 3/4 or so at right after
15:00, 3prm EST. It lost a point and a half,
for another decent trade. We'd have our
initial cover stop target at near the open
breakout, at the B9 3/4.

DThe two black ovals show where profitable
trades are executed, over the triangle
breakout on the open, and a short under the
consolidation area later in the session under
the 71 344 line.

These chart patterns are daytraders’
favorites, and you should learn to trade
thern. ¥ou should anticipate getting shaken
out on wiggles initially, say the first few
morths, as you rmaster order entry and stop
loss management

I've found that "good trades are usually good
right from the start”, so, if in doubt, get out,
and always always keep lossestoa
minimum, even If it means stopping out
once and re-entering a second time, for
example, to get the winning trade.

Jwrss

j I Interval Chart
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Consolid tlon Trading Channel 71 34 to 72 3i4
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Short breakdown once itloses
bottom of consolidation

{Ascending triangle

breakout for fong)

Learn how to:

1y Draw trendlines, boundaries for the channel
2} Identify correct breakoutibreakdown entries

3) Trade based on'these entries
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Module Advanced Chart Patterns & TA APREVIOUS NEXT B
Six
o= Back to
\_] « Patterns for Fast Traders: Chart Patterns for the First 30 MODLULE 6

minutes of the Market, 9:30-10am

@ Main Points:

« Plote: Mew traders should not day trade until after

s One key to success in trading the first 30 minutes is being

10arm. This is because we often get reversals every B-
10 minutes or so, eg at 9:40, 9:50 and again at 10am.
Yfou need to be able to execute your trades in a 5- to
S-rninute round trip timeframe, which is usually too
fast for new folks to keep up with.

After youve mastered 2-day breakouts, you can
atternpt rmore advanced technigues like buying
bounces on reversals and playing in the first 30
rninutes of the regular session.

This is a very volatile and active time to trade. Often
you will see buyers from the premarket continue to
push the price up until 9:35 or 240, at which time
professionals are shorting, you see the stock start to
sell back down, "losing stearn”. This is often referred
to as @ gap n trap, a misnomer, it is actually just the

able to master arder routing. Most of my trades are done
wia ISL0, also Il use SOES Limit arders if there are
ternporarily no ecns on the inside. Since you're
experienced, ey you're trading this timeframe, this should
be little problern, and you know, of course, not to use your
brakers "smart” arder routing, instead preferring the direct
control you can exert over routing your order to the
exchanges.

The basic pattern that we need to master for trading the
first 30 minutes is micro-cup patterns, eg bullish cup
patterns that we trade closely, tightly, using 1-minute
charts and time & sales, into the open.

WWe can also trade open gaps in the direction of a
continuationfreversal, depending on the chart pattern.

slowing down of public order flow into the open.

Cup Pattern Breakouts in the First 30 minutes:

9:30-10am Patiern Trading

Both are potentially profitable for the decisive, fast,
experienced trader.

Cup Pattern Breakouts are excellent |TQNT

j I Interval Chart

since they keep us away from risky
"guessing” about @ stocks' bottorn or
breakout, we have waited until buyers are
definitely back into the stock before
entering a new trade

Buy the first

TONT EXAMPLE: open, say at

Here's a cup pattern breakout; note that
you Do need premarket charting ability to areversal.
trade the first 30 minutes. This is one

reason | like esignal.com (1 think flll may

offer it as well, you need to check).

Motice that the stock opened at right
under 18 premarket, sold down to 17 3/4
at around 335, came back over the 18
around 9:40, and started to bhreakout
around 2:50 or so.

The trade i1s to buy 13 3/8 at around 9:50, W
and be ready to close the position no
later than 10arm, or when your trailing
stop (which needs to be close, 2 spreads
or 50 on these) is hit.

FAmA4

bull cup breakout
right after the

9:40 or so here.
Expect to exit these
by 9:50-10am on

|..|||I..||H||I.IH”“nl.llll..l...
9:30 10:00
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HGSI EXAMPLE:

Ok Ive even drawn the cups for you to
see in this one, it sold down and
recovered two times, you could buy either
braakout

Mote that the first breakout is usually the
strongest, best one to buy, and that
subseqguent "cups” should be looked at
with an increasing degree of skepticism
re: follow through.

Wlany new traders fail to act on the first
trade signal, then watch it run up, then try
to get in on the 2nd, or later, lowar-
probability trade. This is an errar. You
need to be in early on good trades.

SONS EXAMPLE:

Here's a 2-day chart of SOMS, the main
thing to look at is the start of the second
day, where I've annotated three trade
signals that were generated.

Moting the previous day's
openthighflow/close proves useful to us,
as we buy the first micro-cup over a
bounce over the previous day's support,
at 28 1/4 or so and again over the 29 348
2-day high. The third trade is over the 30
3/8 decade resistance.

Can you see the patterns in the
candlesticks here?

‘fou are looking for U-shaped cup
breakout patterns throughout the first 30
minutes, for fast profits

HES| B e A A =
57
a6 172
Ei13]
% tl m‘ 55 112
55
nTW
A . 54112
li
‘#I LT
53112
I Here's an example of 53
two bull cup breakouts
in a row, you would 82112
buy over the 53 3/8 for 52
the first one, buy over
§5 3/& for the second one. 51112
Both are profitable, you
trail a gtop at around 38 51
behind the current inside
bid. 50 152
50
300K
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Buy each of the

two cup breakouts

over the previous

day's support, M
on a bounce from m
9:30-10am.

‘We have two

separate pre-10am

trades here,

buy @ 2§ 1/4

and again over 29.

We also buy over

the 30 resistance

ona 3rd cup
breakout.
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Anather favarite opening play 1= the fast
bottorn bounces, on cup reversals.

QCOM EXAMPLE:

On the right, you see QCOM making both of
these trading patterns:

11 Aninitial bounce over 53 384 for a long,
we |ook to sell out around 54 172 or so into
the fibo 50% retracement of the selling
down.

21%Ye also buy a new high of the day on a
cup breakout, over the 56 375, trailing a
cloge stop. WWe would be out the first time at
57 for +5/8, and out the second time at
around 57 5/8 for +1 1/8 or so.

The stock gets up to 53 before getting
sellers, you can see a small green doji up at
the top, near 58, before QCOM heads back
diown.

Several good trades to be had in it.

Remember how | always talk about stocks that
are gapping over §-15% on volume over 20-30k
premarket are worth watching for a trade?

Wye need to remember that we usually buy
gaps down and short gaps up, when they are
large. But, we wait for confirmation of the
reversal before getting in. As an example,
QCOM gapped down, and kept selling all
rmorning (at tradingtheopen. com we shorted it 5
tirnes on the way down ©)

Here's an example of a gap down and long
recovery fwe traded it twice on the way up long
at tradingtheopen. com for nice profits).

AVNX EXAMPLE:

Take a look at AR here, a nice large
rultipoint gap down, to right over 19 premarket
YWe buy on strength once it clears 19 3/, and
again aver the 20 3/8 decade resistance, for
nice long wins.

*fou will notice that maost of the profit potential
occurred from 9:30 til 10am.. this is commaon
for gap retracement plays, so, you need to be
fast to trade these.

|E!EDM j IIntervaI Chart j LI IV ®\| S
Bottom fishing checklist:

a) Sharp multipoint drop ? 61172
b} Volume buyers? 61

c) Stochastictime & sales?

Here we buy QCOM over the 53 3/6 on a bounce50 172
could try again over the 55 3/8, it's safer towait G0
on 2nd try til over the previous high of the day, 50112
to buy again over 56 3/8.

Cepyright 2000 Data Broadeasting Corp. .
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Buy Open Gap Downs 28
on buying trend in the

first half hour / premkt. 27
Here we bought AVHX

on the way up from a 26
gap down of 2410 19.
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HGSI EXAMPLE:

Buyil_m a gap up a”” 55
Here's a good look at 3 gap continuation (not :‘Lnl:;r::::':e‘;tz[“ i"" thw a4
reversal) play: HGSI gapped up from 49 to &1, aboue the next whole 53
then continued on up. number up, Buy 52 3/
here, /2
WWe are cautious about buying a gap up -
(instead, usually looking for a short entry), so
we set our long entry a whale paint up above 50
the gap value, at 52 3/ for a long.
49
Guess what? It runs, our trailing stop keeps us 48
in til 53 548, at which time we sell, taking a
healthy 1 1/8 point profit long before 10am a7
OCEUrS. .‘][“ 46
So, we need to look for cup patterns to tell us o 15
to get in on a continuation or reversal, and play
in the direction of the trend for a timeframe of up 300K
to 10 minutes max for the round trip, during e
trades we fill during the first 30 minutes of the
trading day. 200K
150K
: 100K
50.0K
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Module Advanced Chart Patterns & TA 4FREVIOUS NEXT B
Six
Back to
+ "Hanging on a Cliff Ready to Drop” Short Chart Pattern Tips =
a3 ging ¥ to Drop P MODULE 6
@ Main Poinis:
e This is & combination of using consolidation s The best time for these is, a5 always, following a 2-day low
and bear cup breakdowns, most frequently breakdown. The riskiest is following a multipoint run to the
following a large rise in a stock price, as it upside.

attracts sellers.

As this is the opposite of trying to "catch a
falling knife", it's for experienced traders
{over 1-2 years profitable fulltime experience)
only, as we are shorting the first sign of
weakness, after a breakdown technical
signal

| have included & good number of chart
pattern examples here below to help you
spot these trading opportunities.

If you're good, you can catch a reversal and profit on the
way down, the "other side of the mountain”

If you're not good, you can get caught in & continuing
uptrend, and suffer a "short squeeze”. As always, you
need to know how to properly use the L2 and time & sales
tools to manage these trades corectly.

More Shorting Breakdown Patterns:
DTV "Hanging on a Clilf" short plays for experienced iraders only



"Hanging on a Cliff*, means, the stock is
approaching a breakdown under a support
level. Learn to identify these, both to exit
profitable longs (using trailing stops) and
to enter new shorts, the subject of this
lesson.

NVLS EXAMPLE:

On the right, we see MYLS intraday
chart, with a consolidation area, very
tight, frorm 41 142 to 42 for much of the
trading day, after an initial run up.

Mote that we'd need to try this trade twice
to succeed, as we got stopped out on the
initial loss of 41 1/23, around 11:20, and
rmade the big profitable short in the
afternoon, sharting right after 13:00, Tpm,
EST.

Our cover target in this is right over 40
decade support, we can re-short once it
loses the 40, but the best trade is to be
out at say 40 3/3 from the 41 348 short
entry.

It's usually good to choose stocks with
high volatility for these plays.

INTC EXAMPLE:

Although INTC usually isn't volatility, it led
the way in a chip selloff on Feb 13th,
2001, in the afternnon, and was a
profitable short under the 34 "cliff"...

Here you see INTC breaking down and
losing the 34 morning support around
Tpm, 13:00, where it gave us our first
shart alert.

It's irnportant to be able to identify the
consolidation support/resistance levels,
the "hanging on a cliff” is where it teeters,
before finally giving in to selling pressure,
which takes it back down.

Initial exits are always near the moming's
open, if we're selling a large bear cup
pattern (eg we short the right side of the
cup, once it loses support).

[proLs] =l [mervaicren =] [P] [V &|&
43
42172
" e 42
. B " ?,q\ ELCHIT e
' M
40112
'h 10
30112
Almost loses it Hore we gof 39
cover stop taken _We shortthe. "1 351
UL 1B 1 beTEr 41,112 broakdown
Volune it works great 300K
the 2nd try, for a
+2 short tracie. | 290K
200K
150K
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More Shorting Breakdown Patierns:
lﬂ“h.iguu&l"lﬁoruhonﬁpb“hﬂom

Here's an advanced variation using both our ot j Ilntewal Chart j LI Iv ®\| S\ll Al Bﬁl—l—” Ok

"short open gaps on any sign of a 52112
breakdown under a bear cup pattern” and 52
our “hanging on a cliff’ rules. We short this-open gap 51172
up ohce it loses key ' 51
decade support at the 50. 5
Edsy. 50
ONIS EXAMPLE: s
M]H 4

On the right, you see 8 selloff on a 2-day T 'n 18 112
OMIS chart... it closed at 47 1/2 and gapped | ‘ﬂvo 18
all the way up to 52 premarket on the open 4712
cuvershun r verse
i i w {o long'on bul cu L
We never just blindly short an open gap up, H@ ] P T
it could easily have kept running up. ﬂ ﬁ" reversal

Instead, we wait for a couple of things to first cover target: 16
occur: u yesterday's close, eg e
w‘y ’U] we tighten up our w e
13 Since it's near a decade number, we wait trailing cover stop 4412
for it to lose the 50, and short at say 49 5/8. } as it approaches 48 44
Ww i+ 43112
21Wye want to see a downtrend, or at least 43
a bear cup, prior to shorting it on the open. I 42112
The least preferred open gap up short is one 42
that simply gaps up and sells down wi_th no 1112
support, as it could reverse to the upside on M
us guickly.
We_wam to see it test hug_rers, and continue 800K
selling off, as it does in this example, you
can see it popped up to 80 1/2 a bit before 600K
continuing on down.
400K
The first TA based cover target is the
previous day's close, in this case, around 47 ‘ | ‘ | H MH ‘ 200K
1’2' NIC.B short from 43 5/8 - almm?t L] 2°fu” |||| H||I|II|||III||I ITHTA ||||\I| ||I |||‘|I| I‘II‘I | {HA \||‘|I| I|‘I|‘ Ll ||||||| Ll H||| IR ..||.I|H||II|I||
point winner on a §50 stock... that's 10% 0:00 11:00 12:00 13:00 14:00 1500 10:00 11:00 12:00 13:00 14:00 15:00 10
profit for 2 hours patience in the short. Mot
to0 bad an RO 21401 215101
20172
PPRO EXAMPLE: 2014
. . the cliff & bearcup 20
Here's another good volatile example using 19 3i1
FPRO gap and bear cup, losing the cliff on 1912
the open at right under 18 374 for the short 19114
play. 19
A ton is at th 18314
S yOu Can see, our cover stop is at the
previous day's high (or close, whichever is .-/ :g :ﬁ
highest, as in the ONIS example above). top consolidation bear cup .
after large gap up, we short T
This short yielded over 1 8/8 paints profit on a loss of the apen support
. 17 172
frorn & $20 stock. Again, a superb trade, Y]
executed correctly.
17
Where would our buy entry have been on :g 32
the open? f it traded over the 20 3/8 or 5o, it
would be a buy. It didn't, it tested 20 decade [.\ LD
resistance and faded all the way back down f'“"‘ cover target: b 16
to 16. yesterdays high 15 3id
15172
Nice movement, on heavy volume. 151;“
| 14 314
Copyright 2000 Data Broadeasting Corp. 1412
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800K
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Let's look at one final example here:
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| always advocate a "systems approach” to
trading, where we combine several
indicators to give us a buy/sell signal

AKAM EXAMPLE:

Here's AkAM, a bZ2b stock | like to trade
{along with ARBA CMRC etc)

YWe see a descending triangle on the open,
and it gives us the short signal once it loses
the 24 34 support line.

The first place to cover (and possible enter
for a long bounce), is when it makes a bull
cup on a volume reversal, as we can see
here at 14:00, 2pm EST.

See the volurme spike at the bottorm? This
would have us cover our short at the 24 1/4
or 50, and enter long 24 38, In this case, it
didn't bounce, so, we made a large
profitable short and took a small stop losson
a bounce atternpt long.

The key is to have the win:loss ratio
consistently profitable; by using these chart
patterns you should learn how to begin
trading mare effectively, and nailing the
Winners.

Good trading all.

e [ B S

i
4P, o

Two short signals:
Descending triangle, loses
2nd bottom level, falls off
the cliff here

Mote: These ovals
show you where
the trades are
"inthe roney”
for-us, using the
chart pattern signals.
Copyright 2001 roadaasting Corp.
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Trading Your Favorite Long Chart Patterns
Let's find out which Lang Chart Patterns are the most profitable for you.
I've put together this worksheet to help you keep track of the patterns
that produce the most consistently profitable trades in your trading.

Trader Instructions: Malte several copies of this worlsheet and use it to track youwr progress for your long trades. By studying o successful
trades and your stops, you should beable to find a pattern - egthe type of chart that worles best for yow, the time bought, the stock sector and more

TICKER TIME CHART TYPE (check which type of trade this was): PEL
Bought 2-Day High Breakout | Intrarange Long Bounce Bounce Other
{2-day support) | {under 2-day low) (describe)

Advanced Risk Management: Using Trailing Stops and Stop Losses

Let’s puttogether a stop loss game plan using this worksheet. Trailing Stops to Lock in Max. Profits Per Trade:
| wiant you to jot down your thaughts regarding how you plan Using trailing staps is vitally important in he choppy
to manage your stops the Next time you're in a live Tade. fatetvE i Eleenlexper BnEinOlC Rl

Lets look at a few tips for trailing stops.

Using 1/4 point to 3.8 point Stops Inthe L2 box helow, let's say we've been in this trade from 22 3/8
and it's now at 23 102, Atrailing stop at 2/8 points back fromthe

In the space below, | want you to write down the stops that inside means we'd sell the if itdrops from 223152 10 23 178,
you take on the next three trades you make. You may well want o Use even closer trailing stops, say at"if it
sfarts to lose the 23 1/2 onlevel 2", eg ITMLCO NITE disappear,

you mightwant to sell to one of the remaining bidders, to lockina

Stock: Buy Price: Stopped out: WHY out? good profit.

exa ke

CMPC 30 38 30 148 [&s all selers In the space below, jot down the SIZE of the trailing stop:
YO LISE 0N each ufynur next three trades:

1.

2. META j IBestMmket j ﬂ ll |—

3.

Exceptionally Tight Stops using Level2:
Hete's another bechnigue: ou can get in, a1 over & whak number st

the 38, and gethack aut If the number of paricinants an the inside bid
decraaans i, say 7o 2. This is 2 ven tight stap kss strateqy, and
can glsa be wasd prafitatly, Say o oy YHOO 42 38, when ther's 7
pariciants on the inside i at 42 174, then it diops to 2 hicders, boom
hitone of tharm and be out with 2 amall 175 loss max, Thy thisone.




Module Advanced Chart Patterns & TA

Click on each link for a new daytrading lesson. Be sure to Back to
complete the trading worksheets and activities for each module. DTU CAMPUS MAFR

Click on each line for daytrading lessons from the
list below. An underlined link means the content is
now available. Note: click on your browser's
"reload"” button to make sure you see the latest
modules posted as they become
available..Remember to set your screen resolution
to at least 1024x768 to enjoy DTU.

@ Bl = Updated pages w/in last week.

DTU Module 6 Lessons:

B8 1 play audio, click the yellow speaker icon in
each lesson

+ 2-day High/Low Breakout Chart Patterns Explained - (with Audio)

+ Time of Day Reversals and Pivots you Should Know About - (with Audio)

+ Using Fibonacci Retracements for Intraday Range Trading (with Audio)

« Trading with Three-Point Breaks, Elliot WWaves and More

» Using Nasdaq Futures/E-minis, $TRINQ and Sector Charts: More Tips

« Bullish Candlestick Chart Patterns to Go Long With (with Audio)

« Bearish Candlestick Chart Patterns to Short (with Audio)

+ Reversal Candlestick Chart Patterns: Exiting Trades based on Pattern

Reversal
¢ 1-Minute Stochastics In Detail: Chart Setups You Should Recognize (with

Audio)

+ Recognizing Breakouts and Breakdowns: Trading Consolidation Pattern
Breaks (with Audio)

» Patterns for Fast Traders: Chart Patterns for the First 30 minutes of the
Market, 9:30-10am (with Audio)

+ "Hanging on a Cliff Ready to Drop” Short Chart Pattern Tips (with Audio)

+ Scalp Charting Patterns: Flipping 1/4s and 1/8ths for profit later in the day

« Using multiple Acdvanced TA Indicators Together as a System: Examples
of How a Pro Trades

« Time of Day Patterns for Trading: Knowing the "Prime Times" and
Retracements/Pivots

@ Click here for Powerpoint viewer program
Click here for MSWord view progam (3.5Megs)

BN « Trading Your Favorite Long Chart Patterns

é - New!
+ Advanced Risk Management: Using Trailing
Stops & Stop Losses
+ Chart Patterns for Fast vs Slower Trading:
What's the Difference Here?
« Using Multiple Advanced TA Indicators
Together as a System- Worksheet

¢ Trading Like a Pro - What
are Your Signals?

¢ Collecting Chart Patterns
that You Win With

¢ Advanced TA: Applying it to
Your Own Trades

« Action Plan for Improving
Your Daily Trading Results



Module

+ Scanning Basics Part 1: Choosing the Types of Stocks to

Daytrade

@ Main Points:

This lesson will help you learn how to select a
stocks are best for Masdag daytrading

Start by guickly reviewing the first intro module
page on the subject, eg avoid the most actives
and those w/less than 5% intraday volatility
YWyith all the possible stocks out there to trade,

how do you choose the best ones to focus your
trading efforts on? This is what we'l answer in all
of Mudule 7, starting with this lesson.

Key criteria for choosing the right stocks to
trade are illustrated with the examples below.

A fewe helpful things to remember are to be
patient, be skeptical of charts, be sure to trade
during the best trading time of day, eg 3:30 tl

11am, and be selective in chappy market,

LA

oftware 4 PREVIOUS NEXT B
Back to
Module 7
Index

s Stock selection for daytrading is based largely
on trading ranges and chart patterns, The
volume and volatility that are essential to
creating profitable trading opportunities are
irmportant to learn how to read.

¢ Scanning through a list of stocks, like those an
the left, is done each moming premarket starting
at 8:30am EST, we look for premkt
buying/selling/gaps and valatility as an early
indication of the market trend. We also loak at
the COMPQ an the two day chart.

o The stocks I'm training traders to use, and
trading myself, for the current market, June
2001, are in the colurnn on the left. Many of
them, eq the tier 1 sector leaders like INTC
MSFT, or ones that some of the rooms trade
heavily, like JNPR/CIEN, | may use only as
indicatars, ones | keep an eye on, while trading
activity is focused more on ones like WRESN
CHKP ADBE AMAT SEBL BEAS.



KEY IDEA: Scan for "CLEAN CHART LINES" on charts with WIDE 2-4 point intraday
trading ranges and volatility, stocks priced $30-$60 or so.

STEP ONE:

Learn what stocks are in what sectors, and which ones are the "most actives” {not for trading,
more to use as an indicator) vs the "trading stocks” (eq INTC the most active, we trade KLAC
AMAT LLTC XLHNX PMCS etc).

Figure out what sectors and stocks to begin looking at using a 2day 2Zminute candlestick chart.
fou do not care about the 10day or longer timeframe. Stant scanning based on stocks in major sectors
[click this link to see what stocks are in what sectar). Also see this link midway down the page for
stocks sorted in sectors,

STEP TWO:

Mow that wou are familiar with what stocks belong in what sectors, begin laoking at them an two day
charts each rmoming, (should take 1-2 minutes per chart for 20-30 charts you review each morning
premarket).

Your daily morning premarket ritual showld include the following:

s What's the average intraday trading range of the stock? Let's focus on those with a 2 to 4
point range as a starting place.

+ What's the price of the stock? Look to trade those priced $30-350 per share. The under-$20
stocks, and to a lesser degree, the $20-%30 ones, have under a paint (or 1 1/2 point) total
intraday range, making it difficult to get +1/2 point wins or better consistently.

s What's the chart patterns of the stocks telling us? Look for ones that have relatively clean
trading ranges and can provide decent trading liquidity.



Compare the "good stocks” and "bad stocks™ examples below - what differences do you see?

GOOD STOCKS FOR DAYTRADING EXAMFLES:
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Answers. for the good stocks, above, we have good trading ranges and volume. Both are needed for successful
trading. There is strength in these charts, in the directions of their moves, both down on 6/14 and back up off
the bounce on B/15.

BAD STOCKS FOR DAYTRADING EXAMPLES (same trading days, 6/15/01 - 6/16101):
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Answers: for the three stocks above, which | would generally not want to trade on a reqular basis, each chart has a
problem. CORY is too cheap, it's a sub-$20 stock that has very [ittle trading potential. Also note that you can't short under-
35 stocks. The best a trader coulde done is buy the exact bottorn at 3.9 and sold for 4.1 .. this is bad.

MSFT doesn't have enough trading range (though a 2d breakdown short is a good technical entry, the trade potential is not
high). And ELOM doesn't have either sufficient volume or volatility to be worthwhile for trading.

|'want you to learn how to differentiate between the various charts, and learn how to ignoreffilter out all the bad charts,
which are the majority, and instead learn to focus on specific trading opportunities when they exist.

which are the majaority, and instead learn to focus on specific trading opportunities when they exist.

We will cover many specific scanning strategies and criteria throughout Module 7, since it's important to help you all leamn
what to laak for in whether or not to enter a trade.
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Scanning Strategies and

s Scanning Basics Part 2: Identifying Signals vs "Noise” -

What Should Get Your Attention?

¢ This lesson will help you learn some of the initial
criteria to use in helping tell the difference between
"good trade oppartunity” and "no clear signal” in
the charts.

Dne key to remember is that you do not want to
get wiggled out, =0 avoid charts that have a lot of
chap and churn in them. *ou cannot expect to
"thread the eye of the needle” with some
stochastic pop scalping style, this is unrealistic.
Youwant to use close stops on stocks in clean,
large 344 point type trends.

In scanning for stocks to trade, give preference to
those with "clean lines" - they are easier to trade.

CHART PATTERM EXAMPLES:

CLEAN TRADE LINE CHARTS

Sofhware APREVIOUS NEXT M
Back to
Module 7
Index

It i= worth noting that it will take you some
time to learn how to distinguish between the
twa types of charts.

The examples here and in subsequent
leszons can help give you a clear idea of what
wou should be looking far.

It's good to avoid the churn in stocks that
chop and oscillate too closely, as these will
produce more stop losses,

It's also important to know how far, on
average, your stock will run before getting a
retracernent or consolidation patterns.

Note in the charts below that the trading follows a closer line, eq there’s less "chop™

and wiggles on the patterns. These are better for trading. “ou d
that oscillate and chop around a lot, as you will get stopped out.

o not want to trade stocks

These three below, EBAY BGEN ERTS illustrate “clean” trade lines:
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CHART PATTERN ERAMPLES:

CHOPPY/NOISY TRADE LINE CHARTS
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Note in the charts below that the trading is choppy and indeterminate. The
moves in either direction are met by reversals more frequently, and trading is
choppy. Again, these are all from the same trading day.

These three below, CIEN DELL QCOM illustrate “choppy/noisy” trade lines,
and show you the types of charts to avoid trading:
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Mat surprisingly, these are also very heavily traded "most active” types of stocks. A
goad example of how something popular with the public crowd can be bad for
daytrading.

Your Own Ohservations:

Okay, 5o go pull up a handful of charts and =see if you can start to differentiate based
on the "trade potential” in what you are looking at.

Take note of those with cleaner, easier-to-follow trade lines, on good volume, compare
to those that just chop and churmn.

Asg a trader, you should develop the ability to differentiate between these various chart
patterns.



Module Scanning Strategies and Software 4PREVIOUS NEXT &
Seven
+ Scans for Percent Gainers - When Do We Look for New Longs?? %?
Index
@ Main Points:

This lessaon is designed to help you learn
what to look for both prernarket and as each
trading day begins for scanning for potential
long entries.

COne key strategy to use premarket is to
begin by identifying stocks that are "outliers",
eq those that closed the previous day the
highest percent greenfred, especially when
this is aver 5% in magnitude.

In the current trading day, we can play both
continuationsfreversals of these, as well as
learn how to do real-time scans for high-
potential trade setups.

In scanning for percent gainers, we need to
understand both the average intraday trading
range of the stock, eq when it's extended or
about to continue,

e Strong clean line charts that are reversing or

continuing on high valurme are excellent to
learn how to scan for.

This strateqgy is particularly well-suited to
mixed, choppy days. Youwant to be able to
identify those few charts that have the best
potential for follow through using these
technigues.

Using a 2-day high breakout pattern in
combination with correct premarket and early
market scanning can produce excellent
results. Let's look at a few examples:

THE METHODOLOGY FOR SCANMIMNG FOR PERCENT GAIN COMTINUATION PATTERMS:

1) PREMARKET WORK: RELATIVE SECTOR STRENGTH PREWVIOUS DAY SCAN

It begins, as always, with your premarket work that you start each trading day around 8:30am EST.

- Set up one dedicated quote box that just tracks sector percent changes (calculated from the open, not
from the previous day's close)

SCAMNMING ELEMENT OMNE: Relative Sector Strength from Previous Trading Day: “ou should look for which
sectors closed off the most greendred from the open in the previous trading day... eq a typical analysis might

yield :

Strong prev day (MBI S0K) Weak prev day (GIN GS0) If you see that in the previous session, say MBI closed
+1.8%, 50X +1.2%, GIN 0.8% and GS0-1.1%..

Dk, s0 now you have a hias'to know which sectars had the most money flow infout in the previous trading
session. This is a helpful data point for the corrent trading day.

1) DING DING! OPENING BELL, What To Look For:

Dkay, now as the market opens, you should be keenly focused on the sector percent change from the
open as the market goes from 9:30 am til 9:38 am. You're looking to see aj whether they open mostly
green/mostly red, and what trend they have, as a group and b) which 2 sectors are the
strongest'weakest? To get this you need to click on the Pct calumn frequently, to sort the column by which

sector percentages are maoving, eq once every couple of minutes.

You also have 1-minute line charts on your maonitors grouped by sector, along with an index chart (see
http: fAvenew. daytradinguniversity. cormdlGmon. gif left two screens for examples, using SOX/G30) Also note the

sector percent chart in the 2Znd monitar as well.



Let's walk through an example step by step, a good example is in the live room on a GEMZ series of winning alerts
we posted (4 in & row wins) on Feb 12, 2002, Let's say our sectors opened like this, eg at 9:45 or so the sector
box may appear like this:

Symbol Pctw ] ]
Your question as a trader is: &) is the market

$nBI +0.8% overall bullish or hearish on the opening 10-15
$COMP  +0.3% minutes? (bearish, also look at the tring value to
$GIN see if it's under 1 or over 1, eg <.7 bullish, =1.5
$GSO bearish)

§50x b which 1-2 sectors are the most green

$GHA (Biotechs, NBI) and mast red (Metworkers and
$GIP hardware, GIP/GHA) and most red by 9:40am?

Mote that we usually get quick market reversals
around 9:40/9:50/10am daily.

2) OK You've Identified Overall Market Bias (Long/Short) by seeing if the majority of sectors are green/red percent change from
the open, and you have ldentified which sectors are most green/red of the 6 or so you follow.

This is your Initial Sector Relative Strength profile, your data to work with, that you moderate all trade entries from.

You are now prepared, say it's 9:40am, and you are:

a) more skeptical of longs than shorts on an open like this (meaning you're likely to mainly try 2day high breakouts, intrarange
lonyg entries rare, in NBI sector) and

b) you will look for longs mainly in Biotech sector on this open, and short the other sectors.

Let's look at an example of live calls | made in our live training room Feb 12th 2002, using a NBI sector breakout in GENZ:

This is the 2-day chart in GEMZ: Initial longs at 43.6, 447, 46.7 for three long wins, and a short call atd7 35 for the reversal.
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Mow how do | scan the market for such a nice string of wins, you may ask?

Well, we are initially biased short overall in the market, with possible longs in biotechs, as they are the strong/green sector of the basket. |
knew this going into the open, during our first 20 minutes or so, as biotech sector took the early lead.

| saw both volume and pace intime & sales strong in GENZ, which helped confirm our multiple entries in this powerful stock.

Use strong stocks in the strongest relative sector on 2day high breakouts as your key, #1 most-often used long entry Nasdaq
daytrading strategy. You do Mot have to wait forever for these two day highs, and if you use the time & sales and volume patterns to help
you filter false breakouts/double tops, eg by making it punch through at least .2 to .4 over the high of the previous trading day, on volume,
you will have learned the best trading setup | can share with you. These are Much better than intrarange or bottorn fish type long entries.
Test it yourself. | do, daily.

Key learning point Sector percentages tend to stay relatively constant throughout the trading day, eg the "most green” and "most red”
sectors at 9:35 7 940 will likely be the same strongest sectors throughout the day's session.

What this means is, (here's another pro tip), the "most greenfmost red” sector at 9:40 can lead you to a nice profitable win on an entry at
10:15 or whatever, since you know the relative sector strength pattern for the day.

Given the choppiness of the stock charts, it's very important to know this one data point, that the rank order of sector percent changes
for the outliers usually stays relatively constant throughout the trading day. It's very unlikely for sectors that are the outliers to change
their ranking/ordering throughout the trading day. Eg if semis and software are strongest sectors at 9:50, they are very unlikely to
hecome the weakest sectors compared to others later in the session, they tend to flock together in the same rough ranking.

Use this powerful knowledge to help you assess specific chart patterns as they become available for entries, moderate/balance your entries
and other data points off of the sector percent relative strength scan.

Here's the actual sector percent change chart from the open on Feb 12th, note that the sectors closed offat 4pm in the same rough order as
they opened, with biotechs the strongest.

Symbol Pctw
$NBI +4.8%
$COMP  +0.3%
$GIN

$GS0
$50X
$GHA
$GIP

Ok traders, test this out for yourself - the main point for long sectorbased scanning strategies is to continually sort the sector percent
changes from the open and then selectively enter breakouts from among stocks that belong to the "lead sector”

This is a big help if you face the common problerm of "ok | see B chart patterns that look okay for longs, which one do | go with?" In this
example, say you are watching GENZ (MEBIl) and RSN CHEP (GS50) and AMAT XLNX (S0X), given chart patterns that are all roughly the
same, you would want to go long GENZ since it's in the strongest sector, thus has the ‘best odds of following through'. Make sense?

Your Own Observations:

Okay, so practice with this powerful technigque, it's one of my most impartant signals in my daytrading entries and exits, as | explain daily
in the live training room. Hope it helps - enjoy!

REST WILL FOLLOW WHEN THE AUTHOR FINISHES AND PUTS IT ON HIS
WEBSITE!
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DTU Module 7 Lessons:

+ Scanning Basics Part 1: Choosing the Types of Stocks to
Daytrade -
+ Scanning Basics Part 2: |dentifying Signals vs "Noise” - What
Should Get your Attention?
i | + Scans for Volume Patterns - What Volume Criteria is
Important?
+ Scans for Percent Gainers - When Do We Look for New

Longs? - New!
e Scans for Percent Losers - When Do We Look for New

Shorts?
. « Scans for Premarket Gaps - Gap Scanning Strategy Explained

» Sector Strength and Weakness: How to Monitor and Trade off
of the Signals

« Scanning for Sympathy Moves, Bounces & Breakouts within
Sectors

« Scanning for 2-Day and Intraday Breakout & Breakdown Plays
Using Candlesticks

« Scanning for Resistance/Support Patterns Part 1: Using the
COMPQ 2-Day and 10-clay Chart

» Scanning for Resistance/Support Patterns Part 2: Intraclay
Consolidations & Breakouts

« Scanning for Cup Pattern Breakouts - How to Evaluate the
Likelihood of Success

« Scanning for Ascending Triangles, Pennants and Trends

« Scanning Software: What to Look for

« Scanning with Your Eyes Wide Open - What to Look at Each
Tracling Day

» Professional Scanning Technigues - Spotting Trading
Opportunities Quickly
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« Your Personal Daily Scanning Log
« Scanning Successfully: What Types of Trades
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o Matrix of Sector Scans and Trading Setups
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+ Separating out the Signal

+ Scanning Profitably: A
Personal Action Plan
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DTU Module 8 Lessons:

+ Precision Daytrading: Scalping Explained from a Professional
Traders' Perspective

» Scalping Goals, Objectives, Risk/Money/Trade Management:
An Overview

« Stock Selection for Scalping; Scanning Strategies for Scalp
Trades

+ Trading Styles Compared: 1) Core Daytrades: 2 to 20 minutes,

+ Trading Styles Compared: 1) Core Daytrades: 2 to 20 minutes,
2) Scalping: up to 5 Minutes

+ Trailing Stops, Stop Losses and Exit Targets for Scalping
NASDAQ tech stocks

b + Scalping in Size: Trading 1K-2K shares for profit

+ Become a Market Maker: Scalping by Buying at the Bid and
Offering at the Ask

+ Decimal Trading and Scalping: How to Trade the Decimalized
COMPQ

+ Types of Scalping: Channel/Consolidation Trades vs Breakout
Scalp Runs

+ Scalping and Chart Patterns Part 1: Using Stochastics, MA and
Candlesticks
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+ Scalping and Time & Sales Part 1:- Using the Tape to Scalp
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+ Scalping and Time & Sales Part 3:- Trade Entry and Exit Using
the Tape

+ Scalping and Nasdaq Level 2: How to Use It Correctly (and,
How to Not Use It)

« Order routing challenges and strategies for large share size
traces

« Scalping with Fibonacci Levels & Retracements
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+ Nasdagq Daytraders' Scalping Journal

« Worksheet for Tracde Management: Position
Size and Stops

« Stock Selection Criteria for Scalping: The
Matrix

« Your Personal Scalping Trader's Action Plan:
The Next Steps

+ "A Quick Scalp Here, a Quick Scalp
There”

+ Scalping in Action: Tracking Your
Progress

« Taking Early Profits on Your Scalping

Trades
+ Position Sizing in Scalp Trades: Order
Routing and Trade Size
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