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<] « 2.day High/Low Breakout Chart Patters Explained

@ Main Points:

o Many of you may have started off daytrading by
trying to buy dips, buy bounces, and ride it on the
way up for profits. This works, i youte using a
cup reversal pattem etc, but the best trades are
buying breakouts - not bounces

o This lesson is designed to help you learn howto
recognize 2-day breakout patters for stocks by
looking many diferent examples from rmid-Jan
2001

o The guidelines are simple, and they work. Here
they are:

1. Use a 2-day 2-minute chart to identify the
previous high of the stock. By a 2-day
chart, [ mean look at yesterday and today
so far. So, if today is Tuesday, set your
chart to Iook at Monday's data and today.
Trade with both a 2-day and 1/2 day
intraday chart active.

2. Draw a horizontal trendiine straight across
from the stocks' previous high. In the
ITWO example below, that's about 57

The sarme strategy works (in reverse) for shorts, you
simply identify the previous day's low, and set a short entry
at below the whole number undemeath this value. Say
ORCL traded yesterday with a high of 40 and a low of 38
172, You would short ORCL when it loses 38, say at 37
578, on a breakdown

Why are these pattems so very important to recognize?
Sirmple: because that's where many professionals (ke
ysel) look to enter stocks, and this creates buying
momentum

You can enter exactly over the previous day's high, but
prefer to wait just a bit to make sure the stock is safely
over the whole number rounded up from the previous day's
high. This is the same reasoning behind why we dont buy
& stock at, say 39 5/8...it's right under 40 decade number
resistance. Same with the 2-day plays, we want 10 time
our entry to be rounded up over a whole number above the
previous day's high

Sorme of the best strategies in trading are the simplest,
repeatable ones that work time and time again. This is
such a technique - it works very well, and is my #1
preferred entry on stock trades. Particularly when it's



[image: image2.png]whole number up from the previous day's e Foran audio discussion of this and other techniques Ive
high. In this case, that's "buy TXCC If it developed, click this link and then click the interview next
gets over 57 3/8" to my narne, Ken Calhoun, Daytrading University.

4. Your stop loss is at the whole number, so
you never risk more than 3/8 on any trade.
You trail a stop to lock in profits.

Buying 2-Day Highs:
Breakout A Patterns Made Easy

These trades are best done during my  [[Two 5] [mewacht =] PV @ EUEB[ &[5

favarite time of day to trade, from 9:40am

i 11am, our "primetime” for daytragers, | 2-Day Chart: Breakout over 2d High
62
6

1
ITWO EXAMPLE: e 0
i i,

On the right, we see ITWO 2-day chart 59

The buy is rght afer the open, over the 5

57 from the previous day's high. You <o BUY HERE

could have done this one twice, once for 57

a quick trade on the open 57 381058, ©

the next time flom the 57 38 on up to 80. 56
55
5

53
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Again, we see that a buy on

the open at right over 52 3B 2-Day Chart: Breakout over 2d High
or s0 would be fine.

\ 5412
Since we always trail a stop
of about 378 (the same as our M
max. stop loss), we would be Tl 5312

out from 52 378 up near 53
172 for this trade, 53

<~ BUY HERE 5212
You could enter again over a ‘
cup breakout above the 54, W’W 52

say at 54 348, for a second

trade in this strong stock s112
Ed 5

Do not be afraid to "buy high"

- your reason for buying is 50122

because you believe others 50

are also buying, and will
continus to buy, s0 you can 1912
sell to them later, for 3 proft. o
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KLAC EXAMPLE: 2-Day Chart: Breakout over 2d High N
Here we see  breakout on 4530
the open over 44 3/4 or so. \ b 512
We'd enter at right over the Mg Pt

45, say at 45 38 on this w
trade. <-¥ BUY HER a3
Note that you can enter “ 4412
exactly over the previous Wuﬁ # 441

day's high (where the ‘buy dt hony .
here arrow shows), we like to 4330
usually walt tl over the 5312
previous whole number up .am 131

over the high, which would be W 5
;gd‘he 45. Either entry is oo
212
i 21

2
1130
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Alright, on 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
We'd be out roughly even on
the first atternpt (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 morring session
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Here's a final long exarmple,
EXTR. Our high s at the 48, a
buy alert over the 48 313, It
an up a total of 4 points over
this alert

Trader's tip if you miss out
on the first entry, try a new
entry ane point up - say in
this case you didn't get in at
48.3/8, you could enter again
over 49 3/8 or the 50 378

These two-day breakout cup
patterns are very powerful and
you should learn to master
thern in order to become &
successful Nasdag daytrader

Shorting
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2-Day Chart: Breakout over 2d High

2-Day Lows:

Using Breakdown Chart Patterns
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[image: image7.png]Here's the inverse of the above,
learing how to short 2-day
breakdowns. They are effective
forthe same reasons as the long
plays, eg professional maney
oves a stock based on it
making a breakout/breakdown
over or under the previous day's
highflow.

TXCC EXAMPLE:

On the right, we see TXCC 2-day
chart in a breakdown pattem
The short is after an inital bear
cup after the open, under the 50
decade support level.

Short TXCC under 43 578, trail &
stop at 318 or so up from your
original short entry.

This one would be covered
initially at around 48 172 for + 1
178, If you are patient, or warted
to re-enter the position short
later, you could make up to 3
points on it that day.
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2-Day Chart: Breakdown under 2d Low
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Here's a nice volatile stock with
good volume and short trading
possibilties

We see here that it bounced a
nurnber of times off of 38 support
before finally breaking down to a
low of 34 12

The shart entry is at 37 578, with
a cover at 37 or so, for a +5/8
trade. You could short the
afternoon breakdawn as well, for
236 5/8 to 35 short, another + 1
5B on it
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EA  © Time of Day Reversals and Pivots

Main Points:

To become skilled at day trading, you need to be
able to anticipate time of day effects in the
market

What this means is, you know already not to
trade during the lunch dead time right? From 11
or 11:30 il 1prm is a slow time in the market,
most often, and is a bad time to trade. What
else do you need to know about time of day
effects? Let's look at reversals.

There ate several phases of each market day.
Let's look at the 3 that | focus on the most fiom
6:30 il 11:30 or 50

Premarket: 8:30 tl 3:30. Look for prermarket
gaps and overall breadth in the premarket trend
Ate the sector leaders (MSFT CSCO INTC
SUNW etc) getting buying, getting sold, or
staying flat?

First Half Hour Reversals: From 9:30 il 10, the
COMPQ often reverses 2:3 times, usually
around every 10 minutes or so, at 9:40, 3t 9:50
and again near 10am (give or take several
minutes).

o 10:00-10:30arm - Major trend is getting established

by now. We also anticipate a reversal around 10:30
many times, particularly f the market's been
seling, drfting down all morming, it wil attract
buyers frequently around 10:30 (also 12:30) for a
"bounce”

11,12:30,2,2303,3:30 .. all are also times
where the market frequently pivots, of changes
broad market direction

Watch the COMPQ, TRING and sector charts
closely, eg SOX GIN GHA GSO ete to spot
whether specific sectors are stronger than others,
ifthere's convergence (agreement) or divergence
among sectors, etc



[image: image10.png]Time of Day Reversals and Pivots You Should Know About

This lesson has many diferent index
charts with the pivot / reversal times
crcled in blue for you to see.

The goal is to prepare you for trading
"within the reversals” in the live market

You need to prepare, for example, to
enter and exit positions in 3 5 1o & minute
round trip window for trades that you do
from :30 il 10arm daily.

After 10:00 am, your trades may last
bit longer, as long s 15 minutes or so.

Lets 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 pause/continuation
up il 10:30, then selling right before ndextng Gorp.

Tham. Getiing to lsam this "pacing" is 30 @45 1000 1045 1030 1045 1100
important, to help you from getting 32101

stopped aut, or getting into trades oo

late into a ghven direction.




[image: image11.png]For example, f the market's been getting
buyers from 3:30 til 938 straight, you
prabably are too late to get in for another
long, over the 9:40-9:50 timefrarme,
unless the charts are making new highs
etc. Plan your trades accordingly

Here to the right is a second COMPQ
chart, with our reversals spotted for you
at 9:40, 9:50, 10:05, and right before
10:30 again.

As you can see, you need to trade
relatively fast if you trade the first half
hour. The 9:30 o 10arm timefiame is
generally best left to more experienced
traders {eg over a year experience).

There are plenty of profitable
opportunities from 10-11, the next major
wave in the market, and these should be
looked at for continuation breakouts and
bounce reversals to trade.

[SCOMP =] [interval Chat =] 58]

T NN e ]

@30 945 1000 1045 10:30
32301
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In addition to the composite index, the
SCOMPQ, you need to track at least 2-3
sector chatts, such as the Goldman Sachs
Internet Index, the $GIN.

Again, you can see reversals follow the
broad maket, at the 9:40, 9:50 10:05 and
tight before 10:30

What should you look for on the sector
charts?

Divergence, relative strengthiweakness
from one sector to another.

You want to see where the big money is
moving: say out of intemets and into
semiconductors, the §S0X.... by spatting
divergence across sectors, youll be able to
uncover trading opportunities that otherwise
would remain hidden frorm view

b= mse] o[ &
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11

12250
12200
12150
12100
12050
12000
11950
119.00
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[image: image13.png]The sector charts are your first way to spot
this. IFfor example the $SOX is up +3.1%

and the §GIN is only up +1.8% on the day
50 far, at 10am, you would look for

cemigonductors 0 buy, eg KLAC VTSS seox menlcrat =] 8] Wil ®(S(@

XLNX, before you'd be shopping for interet
stocks

In the $SOX 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 $SOX to the right, you'd be
buying semis on any new breakout high, as
they are stronger on the day.

Ifthe biotechs, $NBI, were say down -0.6%
on the day, you might look to be shorting
thern on any sign of a market reversal

downwards. Copyigh 2001 Bt Bt Crp.

@30 045 1000 1045 1030 1045 11:
32101
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Another $COMPQ EXAMPLE:

Here's another example, for the Nasdag
Cormposite, the COMPQ, to the right

What do you otice about this chart?

We got initial buying in the moring, up to &
top around 11am, followed by selling down
into the flbonaccifs% retracement range

How often does it reverse in a major swing
direction from 10-11 vs from 11-15:00Gprm)?

You should notice that the volatilty and
reversals are fastest and strongest in the
early part of the day, where most if not all of
your trading should be done

000 1100 1
3141

1300 1400 1500




[image: image15.png]Let's look at this next exarmple to the right
What's different about it's reversals,
from :30 to 12 noon, compare to the ane
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 offto the potential
(which occurted) of more selling later in the
day.

When looking at your reversals, take close
note of the relative strengthweakness of
the buying vs selling on each leg of the
chart pattern

Look for "which is dorminant - buyers or
sellers?”. If the answer cormes back "none-
its a choppy day” - then of course you
know to trade more lightly, or not at all

Your trading opportunities are more
profitable when there's a strong trend in the
market

[s00MFG =] [inerval Chant =

10:00 10:30 11:00 1130 124

32101



[image: image16.png]Finally, let's look at using the TRINQ reversals.

[iAng =] [imewaicrat =] |
1 often make note that the TRINQ s a very useful i
inverse indicator for spotting net buy vs seling
strength, and for spotting market reversals a bit 125
earlier than you see on the sector charts and 120
composite index chart

115
110
105
$TRINQ EXAMPLE: 100
Although the TRINQ is useful say only 60-70% of 0.95
the days for spotting reversals, it is aways good for 090
evaluating the net buying/selling strength in the
market. 085
080
ATRING of 1 is "neutral’, eg buy volume and 075
advancers is the same as sell volume and decliners. -
070
ATRING of 12 is modestly bearish, a TRINQ over 2 065
is very bearish, showing many sellers in the market, 00
ATRING of 0-1 is modestly bulish, staying down at 055
ze10 to 1 etc shows buyers are in the market 050
045

One advantage to the TRING is that i tends to move
in prounounced levels, easier to spot big changes 040
than in the sectors and COMPQ, on many days,

035
This makes it somewhat easier to spot i there are 030
more buyers vs sellers in the market, and you 025
should incorporate using the nasdag tin, the

$TRING, into your trading efforts. 0.20

930 945 1000 10:15
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<] » Using Fibonacci Retracements for Intraday Range Trading
Main Points:

o Fibonacei retracernents are useful to help you
leam 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 pivots”. They are rough guides only, as
every trade is unique

o The basic idea is this: prices will tend to
retrace only a portion of their first nitial large
move... not recover the entire movement. Eg
TS may go from 40 at 9:35arm down to 36
by 9:50am and bounce back to 38 by 10:15am,
for example (not 40). This is a 50%
retracernent

o Fibonacei 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.

1 use Fibonacc retracerments (‘fbos") 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

Note that in time you should be able to “eyeball
the chart” and see where the fibo values ate. The
primary ones are the 33%, 50%, and 62%, or,
roughly 13 172 and 2/3 of the range.

You can use Rick LaPoint's excellent "FibCalc”
free prograrm (download here) to help you identify
specific fibo values within a trading range

Also, remermber that bounce plays and
retracerments are lower - percentage trades than
are 2-day high breakouts and 2-day low short
breakdowns



[image: image18.png]Here's what the FibCalc program & FibCalc M= |
looks like, | highly recommend it
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How to Daytrade using Fibonacci Retracements



[image: image19.png]Hers we see how to buy a bounce, and

exit before i's "too late”, for open profits

Look at the fibcalc screen cap to the
above right, | entered the initial values of
46 and 545 in it you can see that the
50% retrace (the most important fibo to
learr), 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 (3/2210

In this AMGN trade, we shorted all the
way down to 48 in the TTO room, bought
the long bounce starting at 48 172, and
sold on the way up (twice) to under 50,
where we closed out open longs.

See how the 50 price level is 112 the
range of the 46 to 54 1722 This is the
st we expect from an initial long
bounce. What it means is, you shouldnt
be entering new langs close to the 36%
or 50% after a stock has alveady been
bouncing up, as it 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” on the initial bounce off a

N =] fimerarcran =1 58] i 5]

5712
57
5612
56
5512
55
I 5412

)
!

53

Bounce to Fibo. 5212
retrace of 50% 2
'W" at 50, also decade 51172
esistance - 51

8 point AMGN
R qrop 5451046
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AMAT EXAMPLE: <] fimerva Crat =] 18] il #
8

Iwart you to get used to thinking in terms -
of range retracements, as we see here in

T ———
ounces bt i “’ 'Mﬂl M wr

Stocks often make @ major multipoint e range after
move, then retrace (go in the opposite hinup

direction) for up to half the initial range, 4
before a reversal or consolidation occurs.

os £

v w12

In AMAT here, you can see it ran from 46 to ﬂ 61

47 3/4 (nitial large run, almost 2 points), ] .

then retraced to 45 344, roughly half the ] “ i ﬂ "

range, before getting buyers back o ‘ ﬁ 45314
1512

How does this help you? You need to leam 51

the fibo ranges and pivots to manage your

trades and get ready for new breakouts, 5

and 1o trail close stops to lock in profits, on 131
open trades that are "in the money”

900 @30 1000  10:30
3211




[image: image21.png]MLNM EXAMPLE:

Here's another example, in the other
direction, MLNM sells of, then bounces to
raughly half the range, before consolidation,
running ot of buyers

What this type of pattern means is

1) The next time you look for a bounce
play, you do not enter if s already retraced
173 0r 172 of it's range. In this exarmple, you
could have bounce 27 348, sell up near 27
3/4 or 28, You would not be a buyer at say

27 3/4 o 28, s it's "too late” for a bounce
entry,

2) Once in the bounce early, you trail closer
and closer stops the nearer you get to 113
or 172 of the range on the upside. So, if
you'e in from 27 38 and it gets to 27 7/8
here, then starts to fade back to the 3/4,
you can go ahead and extt, to take your 12
point on the trade.

stops getting new
buyers after
bouncing to half
the range of the
initial 27.29 run
900 1000 11

Bonus Play: Open Gap Retracements

ML ~] [interval Chat >

2034
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2014
2
2834
2812
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large (over 8-15%) premarket

gaps are good plays on 3812
retracements? 3
s
Hete's an example to cover how P
to use fiho ranges with the gaps I m 112
3

Open Gap Up Short, 1312

Cover hefore it reaches
GMST EXAMPLE: the 50% fibo retrace of e @
the open gap up

2
On the right, we see GMST 2- 3112
day chart in an open gap up A 3
selloff pattem 3012
30

A short on the open, say at the

34508, is covered before we get 212
to the midrange. In fact, we | 2

tighten up our stops s So0n 35 B2
we get to 173 of the range... in r“'\v\ by 2
this chart, that's near 33 5/8 or g \ 2712
5. - 7
T, e
Covering out near the 33 174 " 2
Yields & +1 114 point trade. [ 2512
2

We do not expect it to sell all the | Coppight 2001Dss Brosdessing Corp.



[image: image23.png]way back down to the previous

2506
day's close, eq at the 29 172, we
look to cover as it approaches 200K
the midrange, at around 32 112 to 150K
k<]
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You can see that GMST
Wl .o JUL =
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Using Fibo Retracements with the SCOMPQ, $GIN $SOX etc...



[image: image24.png]Finally, lets look at how to use fibo retracements,
expectatancies, pivot areas, with our indexes and
broad market indicators, like the sector charts
(850X GIN) and the Nas composite, SCOMPQ

$COMPQ EXAMPLE:

As always, the main point of using fibo
retracernents is to help us map ot likely areas
where a bounce or drop wil retrace, after a large
initial move.

In this SCOMPQ exarmple, you can see the index
dropped frorn 1850 down to 1895, then bounced
back up to roughly halfthe range, at 1625

How to trade with this? It tells you a couple of
things

1) Dont enter new longs if you'e close to the
midrange on the bounce, as it's likely to stally out
here

2) If you're in on long bounce trades, look to trai
closer stops and exit with an open proft as you
reach the 38%/50% fibo retracement areas

$COMPQ sells off,
hounces to 50%
fibo retrace at 1825

1865.00
1860.00
1855.00
1850.00
1845.00
1840.00
1835.00
1830.00

@30
ar21m1

05
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1015

1030

1045

1100

1115

1825,
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1800.00
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[image: image25.png]Closing Comments: Fibonacci Retracement-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 its former height, then
drops again.

In using Fibonacci retracernents, 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 tum back against me, and to identfy rough areas where | should begin tightening
up y traiing stops to lock in profits. They also help me avoid poor entries, as | will not enter ifit's alveady near a it retracement area... eg | would
probably not enter new long positions ifthe COMPQ was at 1820, right under the 1825 previous consolidationffibo retrace area.

Best wishes, and remernber - bounce plays are Lower Percentage trades than are 2-day high breakouts, 5o, trade ther carefully



[image: image26.png]@ Main Points:

o Ive put together a solid comprehensive reference
of the most important bullish long candlestick
chart patterns you should lear in this lesson

o The primary value of candlesticks to the
daytrader is to be able to spot when reversals
are beginning to occur.

o Reversals, also called pivats, are important to be
able to spot early, before the crowd does, for two
types of trades, when trading long

o 1) When 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).

« 2) They are also good for "bottomfishing” as a
second indicator, beyond cup pattem reversals
and volume reversal pattems. You look for signs
like hammers and dojis at the bottom of & cup,
before buying the breakout over a new whole
nurnber to the upside.

Advanced Chart Patterns & TA

<] « Bullish Candlestick Chart Patterns to Go Long

4PREVIOUS NEXT b

Back to
MODULE 6

Time interval for candlesticks: since my roundtip trades
can last from 3 to 15 minutes or so, | need to use fast
candlesticks, and prefer 1-minute candles. Note that you
will need to limit your chart timeframe to the 8:30am il 12
noon timeframe, to be able to clearly see the candles,
when using 1-rminute time intervals

You should experiment for yourself with 2-minute and 3-
minute candlesticks

Add stochastics, MA lines and volume to help you with
your candlestick charts

I have not found candlesticks useful for things like risk
managerent, other than to alert me to possible tops, for
open lang 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 proftable positions, when you start to see reversal
patterns occuring



[image: image27.png]Bullish Candlest:i
Bullish Candlestick Pattern #1
the HAMMER

Not the MC type, this is instead
reversal patten, similar to the doji (to be
covered below, next) that shows &
possible top or bottorn after a sustained
un in one direction or the other.

XLNX Example:

You can see here the hammer Ive
outlined at 10:38 or so in the stock

It looks like the letter T with a small body
at the top. The inverse pattern is good for
tops (and is covered in the bearish
candlestick lesson).

As the name implies, it looks like a small
sledgeharnmer. The buy here using my
strategy would be buy over 42 38 (with a
stop loss at the 42), and an intial exit at
around the 43 178 or so

k Patterns to Go Long With

| (i ) | V1= I A . |

N .
“H!U '*&W

5
4430
4112
411
a1
4330
4312
431
43
4230
4212
421
a2
4130
12

This is a "Hammer", a
bullish pivot candlestick.

It looks like a hammer T
{doh).
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1522101
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50.0K
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[image: image29.png]Bullish Candlestick Pattern #2:

the DOJI
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[image: image30.png]QCOM EXAMPLE:

Here you see the doji at the bottorn,
followed by a nice volume spike on the
upside.

This is a good entry, and you can see we
got to over 65 from & 63 378 entry before
buyers slowed down

Good example, it followed a mulipoint drop
and had a volume reversal to confirm the
entry, after the doji appeared
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Bullish Candlestick Pattern #3:
the MORNING STAR



[image: image32.png]A moming star is a consolidation and bounce

pattern using 3 diflerent candles in a row: It's
& bit tougher to spot at first, since there's a
sequence of 3 candles off a bottor you're
looking for.

ITWO EXAMPLE:

You see one red candle on the way down, a
candle with higher/lower tails, followed by &
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 tl it clears the 30 3/8 decade
and whole number level for an entry.
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[image: image33.png]Bullish Candlestick Pattern #4:
the BULLISH ENGULFING

Bullish engulfing patterns are easy to [RTS =] mervaicran =] [P [V @[ €[] A | =7 | R

spot
You are laoking for 2 sequence of two Mﬂ 6
candles in a row, one red one that is +J.‘ )
Tollowed by a larger green one i N DU iy 64
H kKl |1 6
The green candle has to have a high and N-J:l i
a low that is higher and lower than the |‘ | 62
ved candle preceding it. In other wards,
the range of the bullish green (2nd) 61
candle needs to be larger than the sell I Bullish Engulfing
vange in the red candle. pattern: green 0
Q candle "engulfs" 50
the previous red w
noté two ich
VRIS EXAMPLE: e v candle, which is
smaller and -
cantlies ¢ e
Here you can see two things Ive that didnt contained within
highlighted, the first is 2 doji-like show the the green candle's | 56
candles that were Not 2 bottom (so we'd real bottorr top and bottom 55
have to stop out on this first atternpt) 0 Dot et o



[image: image34.png]The bullish engufing pattern is following
it, you can see the red candle at right
after 10:30 arm followed by the green,
larger candle

The cortect entry on this is over the 57
348 previous support, over the whole
nurnber above the first ‘engulfed” candle
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[image: image36.png]New- Pattern #5: 3-LINE BREAK

The final type of bulish pattern I
covering here for now is what's called a
"three line break”. This is where you
have three successive green candles in
& row, each one that has a higher low
then the previous candles” highest high

When you are in a profitable open long,
start getting ready to sell at the top of &
SHine break, s ifs a pattern other
traders also look to sell the top of

MLNM EXAMPLE:

We see the bullish engoffing pattern
here right after our 10:30 bottorn. This is
the buy signal, eg over the 27 3/8 or so

The three line break you see, the
second box, is great - we'te in with 3
nice open profit_ However, you look to
exit at the top of a 3-ine break (or
sooner, of course, depending on
whether your trailing stop gets taken
out)

At the top of the 3Hine break you see a
dojitype candle occur, so, we exit as it
starts to grind down to the 28
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[image: image37.png]@ Main Points:

o As with the bullish pattems for longs, here
I¥e put together a solid comprehensive
reference of the most important bearish short
candlestick chart patterns you should learn

o You will becorme farmilir with these pattems
in time, and can use thern to aid you in
getting out of long open positions with a
proft, avoiding initiating bad new long
positions, and for entering short postions,

o Thus, there are several reasons why you
should leam both the long bullish and short
bearish candlestick chart patterns explained
in these practical lessons with recent
exarmples

o Experiment with diferent time intervals on
your candlesticks, you can try 1-2- and 3-
minute candles, along with stochastics
(15/513), volurne and other indicators.

Advanced Chart Patterns & TA

[« « Bearish Candlestick Chart Patterns to Short

4PREVIOUS NEXT b

Back to
MODULE 6

One of the difficult tasks facing new traders is the idea of
learming to interpret price data with the somewhat-
intirmidating or unfamiliar candlestick notation

Reading more about candlesticks (eg Nison 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 diflerent types of
charting in your software

You willfind that difirent data is good for diferent
purposes, ie | use close line 1-min thurbnail charts to
scan the market (as many as 20-40 open at once), and
use a large (/3 of one manitor) 1-minute candlestick chart
to get more in-depth information for a specific stock I
looking to trade. Thus, you use the difirent types of charts
in cormbination with each other. See this link for my 6-
moritor setup exarple.
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[image: image39.png]Bearish Candlestick Pattern #2:
the DOJI
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[image: image40.png]ADjiis 3 +type pattern, as you can see in
this XUNX example to the right L i | e 2 | VS = Y
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[image: image42.png]BRCD EXAMPLE:

BRCD is usually a bad stock to trade,
however on this week it had good trading
volatilty, so we played it

Do you see all 3 dajis where Ive outlined
thern for you here on this intraday chart?

Important: note that dajis may not ahways
signal a reversal, you need to use other
indicators to help you manage your
positions when daytrading with
candlesticks. Of course the most important
is to use a close stop loss, no more than
3/8 of & point ever on any single position

In these examples, the dojis followed
thraugh nicely, showing us where the price
was turing
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[image: image43.png]Bearish Candlestick Pattern #3:

the BEARISH ENGULFING

Bearish enguffing patterns ook like two
consecutive candles, a green one
followed by a larger red one

The red candle has to have @ high and a
low that is higher and lower than the
srmaller 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
& row here on the KLAC example... our
sell/short signal is when it loses the
support at 38

We enter short as soon as it loses the
37 5/8, and trail a stop down to 35 172
or so, for a +2 178 possible win,
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Here's a variation of the bearish
engulfing pattem, a wide range candle
pair at a top. It sill meets our critera,
eq the sell bar is larger following the buy
bar, at the top

e | e W AV S e
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[image: image46.png]Bearish Candlestick Pattern #4:

the 3-Line Break (down)

The final type of bearish pattem wel 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 1030, followed by 2 more
down candles.

The stock consolidates over 43 for awhile
before breaking down, the shart entry signal
is when it lnses the 43, say at 42 518 or s0. A
trailing stop would have us cover out at 41 172
for + 1 1/8 profit in the trade.
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[image: image48.png]quiz answer: bullish engulfing
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[image: image49.png]Module Advanced Chart Patterns & TA
Six

« 1-Minute Stochastics In Detail
<]

@ Main Points:

o Stochastics are useful in helping primarily to
deterrine potential pivots, of reversals, in a
stock's current trend

o 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
diflrent indicators in helping make trade
decisions. Remernber, the chart patters and
time & sales are the 2 most important things to
pay attention to. Stochastic bounces, level 2
patterns etc are of secondary importance

o Having said that, there is stil, of course, &
place for stochastics (or "stochs” as
professionals call thern) in our trading toolkit

o Also, you set parameters such as %K/%D in
stochastics, | recommend 15 as the step (for
esignal users), other programs, use 15/513
(15/5) for your parameters

4PREVIOUS NEXT b
Back to

Chart Setups You Should Recognize  MODULE 6

We look for one of two pattems in using stochastics:
"Oversold” and "Overbought

OVERSOLD: When looking to either &) cover sharts o 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,
time & sales hitting the ask, etc), can indicate a potential
good lang entry.

OVERBOUGHT: When looking to either ) exit a long
position or b) initate 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 "tearn” of
indicators you need to use simulataneously to correctly
gauge entries and exits from your positions

Let's take a look at quite  few good chart pattern trading
examples below:



[image: image50.png]OVERBOUGHT STOCHASTICS:

Time to Close Open Longs,
Possible new Short Entries
inerval Chat =] [P (V[ ® S e &) BT B
STOCHS OVERBOUGHT sa3n
Stochastics give us an early, almost
lead-indicator type waning that a stock is 6412
about to sell back down. Remember to
always use trailing stops, eg if you were 6414
in from B3 3/8 here, we'd trail a stop and
be out at 64 1/8 o 5o on the way up for a 64
+3/4 trade in VTSS.
6330
6312
VTSS EXAMPLE: 63114
3
On the right, we see VTSS intraday
chart, with two overbought stochastics 623
crossovers clearly labeled for you.
| 6212
Notice that in both cases, they go near
80-90%, a potential overbought signal, 6214
and cross over to the downside.
62
You should be able to clearly see the red 6131
and blue lines cross over where Ive
circled them in the lower part of the chart 1172
1o the right, yes?
611
I have also circled the corresponding
'tops” in the stock price chart in the 61




[image: image51.png]upper half, you can see the clear
indication of the stoch crossovers and the
resulting drop in the stock price shortly
thereatter

This is not a crystal ball indicator
however, and stochastics are right maybe
50-60% of the time only, so, a word of
caution to use ther as a secondary
indicator in your trading. They are often
tight enough to be worth paying attention
to, but you need to integrate several
buyfsell signals and trailing stops et into
your trading style to be effective... so,
dont 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 leam 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 for you to see the key price level,
27 3/8, for this stock on this morning
this is the reversal line.
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[image: image52.png]The first stochastic crossover, as you can
see, would get you out, probably
incorrectly, as it only pulled in 114 point
before making a cup breakout to the
upside, for a 344 point run, before our
second stochastic told us the stock was
overbought up here

This is anather 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. Note 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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[image: image53.png]Here's the inverse of the above, learming how
to buy bounces on stochastic reversals
Again, these are not highly relizble if used
by themsehves, | prefer to buy cup breakout
patterns.._ or, bounces off of multipoint
seloffs after we get a volume bull cup
reversal to the upside. The stochastic
crossover can provide a key as to when to
cover a short in these examples, o for new
long entries.

NXTL EXAMPLE:

On the right, you see a bounce in NXTL off
the bottorn at 34 5/16.

Do you see the stochastic crossover where
Ive circled it in the lower half ofthe chart?

We see its dipped under 20% and is
reversing to the upside.

This trade could be good for up to a point
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Here our Stochastics are
oversold near the 10% Ii
and crossing over to the
upside for a long bounce
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[image: image56.png]pattern. Instead, wait for it to move in favor
of buyers, and begin to look at level 2. if
there’s no heavy INCA or "heavyweight

mm” (MLCO MSCO SBSH etc) selling, then
you may want to consider  long entry.

These indicators create a systern you
should pay attention to - they are NOT
meant to be used in isolation from one
another. Be laoking at the TRING, the
sector charts, the COMPQ, etc when
making trading decisions. And always
always hold yourself to 3/8 max stop
losses.

\exit-open fong here
on overbought over
90%)

oversold near thel§ 0% I
and crossing over tp the
upside for a long bn:

915 0:30 45 10:00 10:15 10:30 10:45 11:00 11:15

28101
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80.0%
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31
X 13
NUAN EXAMPLE: sTocis ovERsoL s
212
Here's a super strong cup breakout following 21
a stochastic bounce to the upside in NUAN, 2
good for a multipoint run e
a1
NUAN is an unfamiliar ticker to me, to this e
day | still have no idea what they do. All| 2
know i, it comes up on my scanner, it 103
meets my minimum-volume requirement (eg 012
over a few hundred K shares on the day so 01
far etc), and | look to trade it )
3930
This example isnt really a stochastic 3912
bounce to the upside, but it did provide 391
crossover signal to get over the 20% right 39
after the open, at 9:40, so, it catches my 3830
attention. 3812
381
The cup breakout pattem over 38 3/8 is a 38
confirmation that a long trade is good, and 3734
we're offto the races on this one. 3z
71
Trailing a close stop of 174 to 38 point is 37
3630
always a great idea, and we can either 3)
3612
sell under each whole number at the 15/15
361
or so, sitting out the whole number o

resistance, re-entering right over ,at the 3/8



[image: image58.png]again, orh) Use a tralling stop 10 keep Us
profitable all the way up to 41 374 or so from
438 348 entry

So, in summary, use stochastics as part of
your trading decision criteria, and look for
other indicators to help confirm your entry.

915 0:30 945 10:00 10:15 10:30 10:45 11:00 11:15
2801

90.0%
80.0%
700%
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50.0%
40.0%
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[image: image59.png]« Recognizing Breakouts and Breakdowns:
Pattern Breaks

The most important pattems to recognize
are bull cup breakouts. Following this, we
have technical uptrends (higher highs,
higher lows, making bull cup breakouts on
the way ur).

Next, we have consolidation breakout and .
breakdown pattems. Let's start by figuring

out how to spot a consalidation, and what it

is

Consolidation: an area on a chart pattern,
typically lasting from 15 minutes to several
hours, where the stock is basically "fat” in &
narowerthar-usual trading range.

For example, if YHOO as a $40 stock has & .
S-poit average daily trading range, say goes
from 37 1/2 to 39 3/8, then trades narmowly,
chops, between 39 and 39 7/8 for the next
hour, we say it's "consolidating”, eg no trend
is seen, it's in a narrow trading range. Your
goal is 1o trade the breakout above/below the
consolidation area

Advanced Chart Patterns & TA

4PREVIOUS  NEXT B
Back to

Trading Consolidation

Note that this is for a narrower-than-usual range, you need
to frst recognize the diflerence between stocks that are
just chopping around in their average trading range vs
when they'e in a narow range, one that can yield good
trading potential once a breakout occurs

First, you need to use your two-day chart and draw
horizontal trendiines from the previous day's high and low.
Next, draw trendlines to define the current narow
consolidation range the stack you'e watching is i, for
today’s trading. The best consolidations to trade are those
that are right under the 2-day high line (for breakots) and
right over the the 2-day low fine (for breakdowns). Do Not
trade a stock that's i the middle of its two day range.
Finally, decide where good trade entries would be.
Personally, | like to buy right over a whole nurmber breakout
near the 3/8 on a new 2-day high. In the YHOO exarmple,
we'd buy once it clears the 40 3/8. The 38 7/8 is the
ternporary "top of the consolidation”, we wait for it to get
over decade resistance and a 2-day high, to buy over the
03



[image: image60.png]Recognizing and Trading Consolidation Breakout Patterns

First of all lets start with the basics: |
want to show you how to recognize a
consolidation pattern on an intraday
candlestick chart

You are looking for a series of tops and
bottorns, over a 15 rminute to severakhour
time frame, where you can draw
consalidation lines, the trading range.

You never want to guess the direction
that a breakout will occur in, it can easily
go either way

Instead, you wart to prepare to enter 3
trade once & supportresistance level has
been penetrated to the upside (for a long)
or to the downside (for a shor).

Your stop loss, as ahways, must be no
areater than 343 of a point on any singly
daytrade (regardless of the number of
shares youte trading).

buyers later in
“the session

Itty bitty chart example: see where the upside breakout
occurs above the consolidation lines Ive drawn?

Tip: oftentimes, Ive seen cup pattems on the open, and
consalidation breakoutsfdowns after the lunch, in the
afternoon session. Look to play cups in the moming,
consolidation breakoutsfbreakdowns if you choose to trade
the aftemoon session
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GSPN EXAMPLE: w12
Here you can see where Ive drawn the 35
consalidation/cup paitern lines for several
distinct trading waves for this GSPN 312
chart
E
The firstis roughly 30-31, the next, from 312
3 10 33 112 (nice tight rangs) , the thrd I
i34 121035 172 (LA £
What does this tell you? 3212
2
To trade in the direction of breakouts that . i '
occur once the stock has started to Canhyofl-lt;ee "t': ‘°"5°”d57’°';(‘h""") n ‘i 3112
ke it move each of these three examples?
The first two yield bull cup breakouts, 3
A‘nnthe‘m;; v;ah:h vn\um‘e for these :_he:;l‘"ﬂ: one "e:le’l' gets back ;"Vre‘l' 35112 3012
plays. In the first example, you can see or the long, and becomes a short once
volume picked up right after 10:30, as the itloses the 34112 support in the afternoon. 30
stock started to slow s upwards
movement 2012
2
This change in volume tells you to exit Copyright 2000 Dats Brosdcasting Corp.
with profts, i the stack has started S 00K
moving. In the frst breakout examle, it
could easily have drapped back to 31 112 150K
or so after it iniial un. At 1045, after
drawing the initia lines, you should say 100K
to yourself,"Ok it ran up some here, 1
short i 1 it loses the 33 support, or go 00K
long i it gets over 33 112 or so" ‘ H ‘ H‘ ‘ ‘ ‘ H ‘ ‘ ‘HH .
(LA oDt 0 i
Can you see where the consolidation 0:30 10:00 10:30 11:00 11:30 12:00 12:30 13:00 13:30 14:00 14:30 15:00 15:30 iy



[image: image62.png]ranges are? That's the most important
thing | want you to take away from these
examples © f0 be able to draw the lines
where the support and resistance ,
congestion areas, consolidation , accur,
50 you can prepae to trade breakouts
successfully abovebelow these areas

211501

lwlﬁu‘o and Mluua Session Shorting lx.hhd



[image: image63.png]Okay, here's a faily heavily annatated
VTSS chart (1 lie it, and XLNX KLAC ALTR
NVLS etc for $50X semiconductor sector
trading).

Dont let it scare ya, let’s leam from where
Ive made some notes to help

VTSS EXAMPLE:

On the right, you see three distinct trends in
VTS this day

1) The initial uptrend, made an ascending
triangle and a breakout over B9 1/2....in my
trading style, I'd have us buy 70 358

2) For the next several hours, VTSS then
traded in a consolidation range, from 71 3/4
1072 314 This is where Not to trade it
Instead, you get ready to trade it once
youve identified these supportresistance
fevels. Again, at say 14:00 hours, Zpm, we
have no idea as to where its going, only that
it has a slight downside bias since its
retested the bottom of the consolidation like
(a riple bottom) vs testing the topline. So,
we get ready to short

3) Finally, we have a trade in shorting VTSS
once it loses 71 3/4 or so at right after
15:00, 3pm EST. It lost a point and a half,

s =] finenacra ] [PV @6 [Emfja] 57| JMNGRA

Consolidation: Trading Channel 71 3/4 to 72 3i4

f

bottom of consolidation

(Ascending triangle
breakout for long)

Learnhow to:

3) Trade based on these entries

f WT m 0 Dmm Aﬂ

Short breakdown once it loses

1) Draw trendlines, boundaries for the channel
2) Identify correct breakoutibreakdown entries

731
3
7230
7212
721
72
7130
7112
711
7
7030
7012
701
70
6931
69122
6914
69
6831
68122
6814
68
6731
6712
6714
67
6631



[image: image64.png]for another decent trade. YWe'd have our
inital cover stop target at near the open
breakout, at the 69 /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 71 374 line

These chart pattems are daytraders’
favorites, and you should leam to trade
thern. You shauld anticipate getting shaken
out on wiggles initally, say the first few
months, as you master order entry and stop
loss managernent

I've found that "good trades are usually good
vight frorm the start”, so, ifin doubt, get out,
and ahways always keep losses to
rinirum, even if it means stopping out
once and re-entering a second time, for
example, to get the winning trade.

21501

10:00

1100

1200

1300

1300

1500

250
200K
150K
100K
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o Note: New traders should not day trade until after
1Darm. This is because we often get reversals every 6-
10 minutes or so, eq at 9:40, 350 and again at 10am
You need to be able to execute your trades in a 5-to
B-minute round trip timefrarme, which is usually too
fast for new folks to keep up with

o After youve mastered 2-day breakouts, you can
atternpt more advanced techniques like buying
bounces on reversals and playing in the first 30
minutes of the regular session

o This is a very volatile and activ time to trade. Often
you will see buyers from the premarket continue to
push the price up untl 9:35 or 940, at which time
professionals are shorting, you see the stock start to
sell back down, "losing steam”. This is often referred
1o as a gap  trap, a misnomer, it is actually just the
slowing down of public order flow into the open

Pattern Breakouts in the First 30 minutes:
10am Pattern Trading

Advanced Chart Patterns & TA

[« « Patterns for Fast Traders: Chart Patterns for the First 30
minutes of the Market, 9:30-10am

4PREVIOUS NEXT b

Back to
MODULE 6

« One key to success in trading the first 30 minutes is being
able to master order routing. Most of my trades are done
via ISLD, also Il use SOES Limit orders if there are
ternporarily no ecns on the inside. Since youte
experienced, eg youte trading this timeframe, this should
be litle problern, and you know, of course, not to use your
brokers “smart” order roting, instead preferting the direct
control you can exert over routing your order to the
exchanges

o The basic pattern that we need to master for trading the
first 30 minutes is micro-cup patters, eg bullish cup
patterns that we trade closely, tightly, using 1-minute
charts and time & sales, into the open

o We can also trade open gaps in the direction of &
continuation/reversal, depending o the chart pattem

« Both are potentially profitable for the decisive, fast,
experienced trader.




[image: image66.png]Cup Patter Breakouts are excellent [TanT =] [iterval Chart

since they keep us away from fisky
"guessing” about a stocks’ bottom or

breakout, we have waited until buyers are 2
definitely back into the stock before By the first 2034
entering a new trade. bull cup breakout
ight after the 2012
X open, sayat
TONT EXAMPLE: P 201
Expect to exit these | 20
Here's a cup pattern breakout; note that byssottamon |
you Do need premarket charting abilty to areversal.
trade the first 30 minutes. This is one 1912
reason | like esignal.com ( think rtl may 1011
offer it as well, you need to check).
Notice that the stock opened at right *' 183
under 18 premarket, sold down to 17 344 LI

at around 9:35, came back over the 18
around 9:40, and started to breakout 1814
around 9:50 or so,

1
The trade s to buy 18 3/ at around 9:50, "W 1731
and be ready to close the position no

later than 1Dam, or when your trailing 200K
stop (which needs to be close, 2 spreads 100K

or 50 on these) s hit Ll

@30 1000 1030
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57
5612

HGS| EXAMPLE: 56
5512

Ok Ive even drawn the cups for you to J]' h m

see inthis one, it sold down and

g 55
recovered two times, you could buy either P o
breakout " s412

g
Note that the first breakout is usually the

strongest, best ane to buy, and that 8312
subsequent "cups” should be looked at I . 53
with an increasing degree of skepticism b Here's an example of
ve: follow through. fwo b cup broakauts 5212
o 1na row, you wouid
buy over the §3 37 for 52
Many new traders fai to act on the first the first one, buy over
trade signal, then watch it run up, then try 8538 for the second one. . 5112
to get in on the 2nd, o later, lower- :’:‘"::ﬂz’f’::::;ﬂ; 5
probabilty trade. This is an error. You ek stop ot around o
need to be in early on good trades. b 5012
50
300K
250K
2006
150K
100K
500K
bl ..

@30 1000 10:30 1100 1130 1200 12



[image: image68.png]SONS EXAMPLE:

Here's a 2-day chart of SONS, the main
thing to look at is the start of the second
day, where Ive annotated three trade
signals that were generated

Noting the previous day's
openfhighflow/close proves usefl to us,
as we buy the first micro-cup over a
bounce over the previous day's support,
&t 28 174 or 50 and again over the 29 318
2-day high. The third trade is over the 30
3/8 decade resistance.

Can you see the pattems in the
candlesticks here?

You are looking for U-shaped cup
breakout pattems throughout the first 30
minutes, for fast profits

| e W A = A

Buy each of the
two cup breakouts.
over the previous.
day's support,
ona bounce from

9:30-10am,

We have two
separate pre-1tam
trades here,
buy @204

and

We also buy over
the 30 resistance
ona3rd cup
breakout.

A

Py -

&
! 1]

]

A g
e

il wainl
011:30 12:00 12:30 13:00 1

i L.
14:00 1430 16:00 1530

2p701

0 10:30 11:00 11:30 12

3214
32
3130
3112
311
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3012
3014
30
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20122
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20
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2212
271
2
2631
26812
2614

300K

2006
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[image: image69.png]Another favorite opening play is the fast
bottorn bounces, on cup reversals.

QCOM EXAMPLE:

On the right, you see QCOM making both of
these trading patterns:

1) An intial bounce over 53 348 for a long,
we look to sell out around 54 112 or 5o into
the fibo 50% retracement of the seling
down

2) We also buy a new high of the day on a
cup breakout, over the 56 38, trailing &
close stop. We would be out the first time at
57 for +5/8, and out the second time at
around 57 513 for +1 118 or so.

The stock gets up to 58 before getting
sellers, you can see a small green doji up at
the top, near 58, before QCOM heads back
down.

Botlom fishing checklist:

4} Sharp mutipoint drop? 6112

b) Volume buyers? &

©) Stochastictime & sales?

Here we buy GCOM over the 53 378 on a bounce 50 12

could try again oer the 55 33, it's safer to wait 60
‘avef the previous high of the day,
over|56 3. 912




[image: image70.png]Several good trades to be had in it
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[image: image71.png]Remermber how | ahways talk about stocks that

are gapping over 8-15% on volume over 200K [ 5] [mewa Crat

premarket are worth watching for a trade?
Buy Open Gop Downs. | 28

W need to remember that we usually buy on buying trend in the.
gaps down and short gaps up, when they are frst nalf hour /premkt. 57
large. But, we wait for confirmation of the “"‘:‘" "“"E';‘ AVHX
feversal bsfore gtting in As an exarmple, onthewayuptoma | 25
QCOM gapped down, and kept selling all 2%
morming (at tradingtheopen.com we shorted it 5

G A Tam »

Here's an example of a gap down and long
recovery (we traded it twice on the way up long »
at tradingtheopen.com for nice profits)

21
AVNX EXAMPLE: ‘I

20
Take a look at AVINX here, a nice large 10

rultipoint gap down, to right over 13 premarket.
We buy on strength ance it clears 19 3/8, and

again over the 20 3/3 decade resistance, for 200
nice long wins. 150K
100K
You will notice that most of the profit potential 500K
accureatora i oam. e o conmor Lt AL

for gap retracerment plays, so, youneedtobe 530 @:30 10:00 10:
fast to trade these. 22801
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HGSI EXAMPLI

Biing ¥ gob up W
Hercs 2 good ook gap confnuation (1ot~ ninuston Ater P!W Iy s
reversal) play: HGSI gapped up from 49 to 51, 2boue the mert whle 5
then continued on up. number up, Buy 52 38

nere 5
We are cautious about buying a gap up 5
(instead, usually looking for a short entry), st
we set our long entry a whole point up above 50
the gap value, at 52 3/ for a long, ©
Guess what? It runs, our trailing stop keeps us 1

in il 53 578, at which time we sell, taking a
a7

healthy 1178 point profit lang before 10am
aceurs ‘M’\M .
Ji

So, we need to look for cup patters to tell us 5
to get in on & continuation of reversal, and play

in the direction of the trend for a timeframe of up 3006
to 10 minutes max for the round trip, during

trades we fil during the first 30 minutes of the 2506
trading day. 2006
150K
' 100K
500K

ol \\mmw\‘mu iilalin

100 14:30 15:00 1530 9:30 10:00 10:30 11

20611



[image: image73.png]Module Advanced Chart Patterns & TA 4PREVIOUS NEXT B
Six o T o

Back to
@ « "Hanging on a CIiff Ready to Drop” Short Chart Patter Tips MODULE 6

@ Main Points:

« This is & combination of using consolidation
and bear cup breakdowns, most frequently
following a large rise in a stock price, as it
attracts sellers

o As this s the opposite of trying to "catch a
falling krife", i's for experienced traders
(over 1-2 years profitable fullime experience)
only, s we are shorting the first sign of
weakness, after a breakdown technical

signal

o I have included a good nurnber of chart
pattern exarnples here below to help you
spot these trading opportunities

o The best time for these s, as ahways, following a 2-day low
breakdown. The riskiest is following a multipoint run to the
upside.

o If youe good, you can catch a reversal and profit on the
way down, the "other side of the mountain”

o If yaute ot good, you can get caught in a continuing
uptrend, and sufler @ "short squeeze”. As aways, you
need to know how to properly use the L2 and time & sales
tools to manage these trades correctly.




[image: image74.png]"Hanging on a CIif", 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 NVLS intraday
chart, with a consolidation area, very
tight, from 41172 to 42 for much of the
trading day after an initial run up

Note that we'd need to try this trade twice
to succeed, a5 we got stopped out on the
initial loss of 411723, around 11:20, and
made the big profitable short in the
afteroon, shorting right after 1300, 1pm,
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/ from the 41 38 short
entry

|Aimost loses it,- - - Here we go

cover stop taken  We short the. ﬁ
out -1/8 or better 41 1,2 preakdown,

b

the 2nd try, for a
+2 short trade.
I Mm o MH\

211301

4212
42
12
#
012
0
3912
39
812

300K
250K
200
150K
100K
500K

100



[image: image75.png]Its usually good to choose stocks with
high volatilty for these plays

INTC EXAMPLE:

Although INTC usually isn' volatilty, it led
the way in a chip selloff on Feb 13th,
2001, in the aftermnon, and was
profitable short under the 34 *clif"

Here you see INTC breaking down and
losing the 34 morming support around
Tprm, 13:00, where it gave us our frst
short alert

Its important to be able to identify the
consolidation supportresistance levels,
the "hanging on a clif” is where it teeters,
before finally giving in to selling pressure,
which takes it back down

Inital exits ate ahways near the moming's
open, if we'e selling a large bear cup
pattern (eg we short the right side of the
cup, once it loses support).

L | e Wl |

3512
£
ES
3430
3112
311
31
3330
3312
331
ES
3230
3212
321
32
3130

Short aINTC breakdown
here in the afternoon

2.00m
150M
1.00M

Wt =
L

4000 1100 1200 1300 1300 1500
211301
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Here's an advanced variation using both our
"short open gaps on any sign of &
breakdown under  bear cup pattem” and
our "hanging on a i rules

ONIS EXAMPLE:

On the right, you see a selloff on a 2-day
ONIS chart.. it closed at 47 172 and gapped
all the way up to 52 premarket on the open

We never just blindly short an open gap up,
it could easily have kept running up.
Instead, we wait for a couple of things to
occur

1) Since it's near a decade number, we wait
for it to lose the 50, and short at say 49 578,

2) We want to see a downtrend, or at least
& bear cup, prior to shorting it on the open
The least preferted open gap up short is one
that simply gaps up and sells down with no
suppart, as it could reverse to the upside on
us quickly.

e e W S = R

5212
52
We short this.open gap u 5112
up once it loses key 51
decadle support at the 50. 5
Easy. 50
M

feversal

first cover target:
yesterday's close, eg
we tighten up our
trailing cover stop
as it approaches 48

/'y

cover shor, raverse
1o long n bul

':up

J



[image: image77.png]We want to see it test buyers, and continue

800K
selling of, as it does in this example, you
can see it popped up 10 50 112 2 bit before s00K
cantinuing on down

400K
The first TA based cover target is the
previous day's close, in this case, around 47 ‘ ‘ ‘ ‘ H ”H ‘ 200K
172. Nice shor fiom 49 5/8 - almost 2 2 ful L T e
point winner on a $50 stock... that's 10% 10:00 11:00 1. 13:00 14:00 15:00 10:00 11:00 12:00 13:00 14:00 1 10

proft for 2 hours patience in the short. Not

toa bad an RO 211401 21501



[image: image78.png]PPRO EXAMPLE:

Here's another good volatile example using
PPRO gap and bear cup, losing the clif on
the open at right under 18 344 for the short
play.

As you can see, our cover stop s at the
previous day's high (or close, whichever is
highest, as in the ONIS example above).

This short yielded over 1 548 points profit
from a 20 stock. Again, a superb trade,
executed correctly

Where would our buy entry have been on
the open? If it traded over the 20 3/8 or so, it
would be a buy. It didn', it tested 20 decade
resistance and faded all the way back down
1016

Nice movernent, on heavy volure.

Let's look at one final example here:

top consolidation bear cup
after largel gap up, we short
on'a loss of the open support

H*NP\Q first cover target:
yesterdays high

10:00

1

[

0

e mmmm\‘ il
10:00

1

the cliff & bear cup

n

2012
201
20
19314
1912
1914
19
1834
1812
1814
18
1734
712
171
7
1634
1612
1614
16
1534
1512
1514
15
1434
112
140M
120M
1.00M
800K
600K
400K




[image: image79.png]| always advocate a "systems approach” to
trading, where we combine several
indicators to give us  buyfsel signal

AKAM EXAMPLE:

Here's AKAM, a b2b stock | like to trade
(along with ARBA CMRC etc).

We see a descending triangle on the open,
and it gives us the short signal once it loses
the 24 344 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, 2prm EST.

See the volume spike at the bottom? This
would have us cover our short at the 24 144
or 0, and enter long 24 3/8. In this case, it
didn' bounce, so, we made a large
profitable short and took a small stop losson
& bounce attermpt long

The key is to have the wincloss ratio
consistently profitable; by using these chart
patterns you should learm how to begin
trading more effectively, and nailing the
witiners,

Good trading all.

Two short signals:
Descending triangle, loses
2nd bottom level, falls off
the cliff here

Note: These ovals
show you where

the trades are
“inthe money”

for us, using the
chart pattem signals.

anan 4200 400

150K

100K

50.0K




[image: image80.png]Trading Your Favol Long Chart Patterns
Let's find out which Long 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: Make several copies of this worksheet and use i to track your grogress for your long trades. By studying you successful
trades and you stops, you should beable to find a pattern - egthe type of chart ihat warks best for you, the ime bought, the stock sector and more

TICKER | TIME CHART TYPE (check which type of trade this was
Bought |  2.DayHighBreakout | Intrarange Long | Bounce Bounce Other
(2-daysupport) | under 2.daylow) | (describe)

P&L
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Let's_puttogether a stop loss game plan using this worksheet,

1 'want yau to jot down your thoughts regarding how you pian
to manage yaur stops the Next time you'e in a live rade

Using 14 point to 38 point Stops

In the space below, | want you to write down the stops that
you take on the next three trades you make.

Stock: | Buy Price: Stopped out: | WHY out?
exanpi

CMRC 3038 301/8

185 all seflers

g Stops and Stop Losses

Trailing Stops to Lock in Max. Profits Per Trade:
Using traiing stops s vially mportant in e choppy

matket we've been experiencing recently.
Lets look at a few tips for trailing stops.

Inthe L2 box below, lets say we've been in his rade from 22 3/8
and its nowat 23 12. Atrailing stop at 318 points back from the
inside means we'd sell the iftdrops from 2312 10 23 1.

ou maywell want 1o use even daser trailng stops, say atif it
starts {0 lose the 23112 on level 2", eg if MLCO NITE disappear,
you mightwant to sel o one ofthe rermaining bidders, o lockin a
good proft

In the space below, jot down the SIZE of the trailing stop
YU use on each of your next three trades

Exceptionally Tight Stops using Level 2:
Here's another technique: you can get n, 53y 0ver a whols nurnber st
the B, and get back out ifthe nember of participants on the NSKe bic
dcreases fiom, sa 7102, This sa veny tight stop loss straegy, and
an also be used profiably. Say you buy YHOO 42 36, when there's 7
partcipants on the insie bid at42 1/4... then It cops 10 2 biclers, boom
it one ofthern anet be out with & small /8 ss max. Tty this ore,

| soa [ id | b.[ oo | Adk | a.] ]





