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Preface

D ay trading can be simple, but don’t make the mistakthink-
ing that it's easy.

I know that there are many websites and late-nigioimercials that try
to tell you differently. They make you think thatwjust have to read a
few pages or attend an online class, and then,calagiyou’ll become a
successful trader.

Don't be fooled.

Like in any other profession, you need a solid atioo before you get
started. After all, the goal is to make more motiggn a lawyer or a
doctor, but many aspiring traders expect to leaaryhing they need to
know from an eBook that they might get somewherethan Internet,
most likely for free. And how could a small amowftfree information
teach you to make more money than people who hawe tp school for
years and years?

Right, the answer is: it can't.

Some aspiring traders think they don’'t have torlemsingle thing. They
believe that they can buy a “magic system” or “XX&ftware” that will
place their trades for them and make them richenthiey sleep. Or they
rely on the advice of some “guru” for their tradidgcisions, blindly
following his recommendations without knowing argth about the
markets.

I’'m glad you're different.
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You picked up this book because you're serious tbbeaoming a suc-
cessful day trader. And, by reading this book, shexactly what you'll
learn how to do.

WARNING: Be aware, though, that just reading thmok will NOT
automatically make you an instant millionaire. Ylbiéarn a lot of facts
and concepts about day trading, but in order toarth& most out of this
book and become the trader you want to be, yowdilehto adapt the
ideas that you're about to learn to what you alyd@NOW.

Socrates said thatearning is remembering.”

And Richard Saul Wurman says:
“Facts in themselves don't solve the problem. Fats only
meaningful as they relate to a concept you canmrasNew
ideas are not so much discovered as uncovered myngmérom
what you already understand into the realm of wy@i would
like to understand.”

Source:_Information Anxietyby Richard Saul Wurman, 1989

Let me give you an example:

I moved from Germany to the U.S. in 2001, and oine first “tasks”
here was buying a house. It should have been nadgmmo- | mean, we
do have houses in Germany. It's basically the saroeess, right?

Right — but where | come from, we measure in mese kilometers.
So, you can just imagine my confusion when my oceatarted describ-
ing lot sizes in quarter-acre, half-acre, etc. Whatheck? How big is an
acre?

Of course, | didn't want to ask — no one likes ¢@m ignorant — but |
looked it up. An acre is 43,560 square feet. GrBaat didn’t really help
me. Now | knew the exact measurements, but |atilildn’'t picture the
exact size of “an acre” in my head. | had no fraxheeference.

But, | have it now. A friend of mine told me that acre is about the size
of an American football field without the end zones

X



Preface

Poof. Understanding. A frame of reference.

The same is true in trading. You might already kmoany of the con-
cepts presented in this book (e.g. that you shas&da stop loss). And
there might be some concepts that are new to ygufsing a time-stop
when exiting a trade).

But don’t worry: I'll present all of these concejiisa very practical way.
You'll be getting a great deal of examples and ages to look at — this
entire book is about you getting that “grasp” ading that you'll need.
And by the last page, you'll have it.

Remember Socrate$:earning is remembering.”

My Objective: | am determined that this book will save yol
both money and time when it comes to your trading @pls
I'm convinced that it will help you become the tradr you
want to be.

Enjoy!

Markus Heitkoetter
January 2008
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Introduction: Why Day
Trading?

I f you're thinking about getting into day tradingenh you've proba-

bly got a pretty strong motivation. More often thaot, that motiva-
tion is money. You want to be rich. No, wait. Let tpe a little more spe-
cific: you want to be wealthy.

Just to make sure that we're on the same pageydebuch on the key
difference between being “rich” and being “wealthy:

1.) “Being rich” means that you have a lot of money.
2.) “Being wealthy” means that you actually hatime to enjoy
your money, time to do whaou want to do whegou want to

do it.

So, is day trading really the ultimate solutiorbezoming wealthy? Let’s
see.

Here's one way to become rich
You work your way up to the position of an execetim a corporation

and make hundreds of thousands of dollars a ydaco@se, you'll be
working at least 10 hours per day and at leasty6 gar week.

X
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Here are three ways to become wealthy

1.) Starting Your Own Company or Internet Business
2.) Investing in Real Estate
3.) Day Trading

Option 1: Starting Your Own Company or Internet Business

Having your own company means that you'll haveital for create a
product, market the product, sell the product,véelthe product to your
customers, and collect the payments.

These days, there are many “Internet Marketing &unying to sell you
on the idea that you can automate everything, whiithallow you to
sleep late, do nothing, and cash very fat checka oegular basis. We
both know that this is a dream, nothing more.

You can automate the routine, sure, but not thepgians. And believe
me: there are always exceptions when dealing weibple — your cus-
tomers. Plus, as long as you have computers indply@u need to keep
Murphy's Law in mind: "Whatever can go wrong, WILgo wrong.”
Nothing could be truer!

Even if youcouldautomate most of the delivery, you still haveital for
create a product, set up a website, write salesqopythe automation in
place, and generate traffic. And since the Inteisietolving so quickly,
you will constantly have to update your website armadfic generation
methods.

Okay, so what if you skipped the Internet partgdéi have a “physical”
business, the headache might be even bigger: esgdpyendors, law-
yers, competitors, invoices, customers, productmoblems, office
space, equipment, etc. I've known a number of simadliness owners
who have simply given up and gotten a regular 86 Sometimes the
reward just isn’t worth the stressful lifestyle.

XV
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Option 2: Investing In Real Estate

Our second option on the road to wealth is invgstmreal estate. But
with the market slowing down and the current crediinch, it's not that
easy anymore. Most lenders these days require a gaywment of 10-
20% for investment properties, so you also needtanbal capital to
even get into the business.

Another problem is the cost of a transaction. Whengou buy or sell a
house, you will most likely have to pay a Realtatsnmission and face
closing costs. Because of these factors, it's asy ¢o quickly buy and
sell houses. A transaction can last several dageweral weeks. And on
top of that, you always have the possibility of gemns with renters (if
you are renting out), or with contractors (if yae &fixin’ and flippin™)
or with legal issues if you use those “creativentegues” that some of
the late night infomercials are promoting. It ba#licboils down to one
big pain in the neck!

You need an appraisal, too, and you might havergaeawith the ap-
praiser about the value of the house; you neednaehiaspection and
might be surprised when you learn of all the thitigg need to be fixed
before you can sell; and, last but not least, yauyrer might have to ob-
tain a mortgage. As you know, the mortgage indulsay really become
“interesting” in 2007 (to say the least), and bgy#rat were pre-ap-
proved and pre-qualified might learn the day befdiasing that they
won’t receive the promised loan. And all of thesebtems are just the
tip of the iceberg. When it comes to hassle andlpros, real estate in-
vesting is a flip of the coin, at best.

So, what's left?

XV
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Option 3: Day Trading

In my opinion, it's the perfect way to become wkgltHere are ten rea-

sons why:

1)

2)

3)

4.)

It's the total “equal opportunity” job

Your race doesn’'t matter. Your skin color doesnitter.
Your education doesn’'t matter, whether you're aPlor a
college drop-out. Your sex doesn’t matter. Yourguori
doesn’t matter. Your age doesn’'t matter. Your baokgd
and history don’'t matter. Even if you've been il jeor
years, you could still make money with trading. ¥ dan-
guage doesn’t matter. Your looks don’t matter. Amndr so-
cial status doesn’t matter, as long as you havécaiit
funds to trade.

No employees to hire

You don’t have to hire any employees, which meaos y
don’t have to worry about job interviews, payr@mployee
evaluations, holidays, sick days, or employee parémce.
Your only “team member” is your broker, and if heedn’t
perform, there are 10 others waiting in line fouydusi-
ness.

No inventory, office space, or other equipment (bédes
your phone and your computer)

You don’'t have to buy or rent expensive office spaand
you don't have to stock any products, which meaos y
don’t have to worry about expiration dates, damageads,
shipping, handling, insurance, or displays and toons of
goods.

No vendors, no customers, no invoices, and no accasl
receivable

You won't have to deal with any face-to-face cohtatou
don’t need any vendors, you don’t need to satisfy eus-

XVI
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5)

6.)

7)

8.)

tomers, you don'’t need to provide any customer stppnd
you don’t need to worry about any invoices, boundeekcks,
fraudulent credit card charges, returns, or chageks.

The time required is minimal

Whether you have a regular job or run your own ress,
the chances are that you're working at least 40rshqer
week. With day trading, you can trade either panetor
full-time. You can start trading for as little areohour per
week, or you can go for the maximum of 2 hoursdas.

It's your choice.

Low capital requirement

You don’t need a lot of money to get started. Tiisot like
buying property, for example, where you're on tlo@lfor
a monthly mortgage and other cash-draining experiges
trading, you can start with as little as $1,000!e(Wtalk
about how a little later.)

Returns are almost instantaneous

I'm talking "fast cash" in the sense that traditigves for
quick liquidation. You can convert trades for cagithin
seconds. Where else in the world can you make munisy
fast and comfortably? You can buy and sell anddgain in
minutes. You don’t have to wait to see your profitsy this
with real estate or physical goods, where you migive to
wait weeks, or even months.

Low transaction cost
You pay less than $10 per transaction in tradingm@are
that to real estate transactions, in which you havyeay sev-

eral thousand dollars in closing costs, not to mard 3-6%
commission to your realtor.

XVII



The Complete Guide to Day Trading

9.) It's simple to learn how to make money with day traing

You don’t have to go to college for years. And kalmost
other professions, years of experience are notssacg ei-
ther. After teaching hundreds of people how to makaey
with day trading, | firmly believe that everybodan learn
how to become a successful trader.

10.)You don't need much to get started
In fact, there are only six things that you DO need

a.) A computer

b.) An Internet connection

c.) A charting software

d.) A broker

e.) A properly funded trading account
f.) A good trading strategy

| could go on and on, but | think you get the pietuThroughout this
book, we're going to cover a lot of material thall Wwelp you get started
with trading successfully. Here are a few of theeesials:

1.) What exactly is day trading

2.) Who should be day trading

3.) Is it really possible to make a living as a daylém

4.) What you need to get started

5.) How much money you'll need to begin trading

6.) What markets are out there and which ones you dtoade
7.) How to develop a profitable day trading strategy

8.) How to ensure that your day trading strategy abtwedrks

In short: you will learn everything you need to lin¢o start making
money with day trading. Ready?

XVIII



How to Get the Most Out
of This Book

I his book will help you become the trader you wanbe, but it
won't happen automatically. You will not instantigcome suc-
cessful the minute you finish reading.

Making money with day trading IS possible, butatuires time, disci-
pline, effort, and commitment on your part.

Let me explain. Throughout the book, you'll leamykconcepts that you
can apply to your trading right away. The knowlegge accumulate is
extremely important, because it's what you base ymading decisions
on, the decisions that will determine your ultimstecess or failure.

One of my key goals in this book is to help you axpb your trading
knowledge so that you can make well-informed deossi I'll provide

you with lots of valuable resources to help yourneahat you need to
know.

At the end of each chapter, you'll findction Items,’ exercises relating
to the topics recently covered. If you want to thet most out of this
book, take a few minutes to complete these Actiems. The results you
achieve will, in most cases, be directly proporsioto the effort and
commitment you invest in creating them.

It is my pledge to help you become the best tréldatr you can be, but
I'll need your help to do it.

XIX






Part 1.
Day Trading Basics —
What You Should Know






What Is Day Trading?

D ay trading is the practice of buying and sellingaficial instru-
ments throughout the day. As the day progressésespmill

rise and fall in value, creating both the oppottyifior gain and the pos-
sibility of loss.

At 10:15am, a day trader might buy 1,000 shared\mfzon.com’s
stocks just as the price begins to rise on goodspewd then sell it at
10:25am, when it's up by $1 per share.

:.«E: AMZN: Amazon.com, Inc. {5 minute bars)

g TradeMavigator.corm © 2007 All rights reserved
12027007 11215 = 94.90 (+1.55) 9520

| "
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In this example, the day trader makes $1,000, mammsmission. With
today's cheap commissions of $10 or less per tthdgs a quick $990 in
just 10 minutes!

When traded strategically, the trends and flucturgtiin the markets al-
low for quick profits to be made in brief periodgtine.

Keep in mind, however, that day trading is spealficdesigned to result
in smaller earnings on a regular basis; it is N@&Bighed to result in
huge fortunes through a single trade.

Day trading can be very profitable, but it isn'gat-rich-quick scheme
(though many seminars convincingly sell it as subloy is day trading a
sure road to immeasurable wealth and success f@s kgped-up web-
sites would have you believe).

Quite simply, day trading is just like any othesimess venture: in order
to be successful at it, you need to have a PLANolild be very risky to
dive in head-first without looking. However, withet right tools — and
with the knowledge to use those tools efficienthd seffectively — the
risks of day trading can be greatly reduced. Wétspverance and com-
mitment, you CAN find trading success.



Who Should Be Day
Trading?

D ay trading is not for everyone. Yes, there are maahyantages,

but there are also some “negative” factors. Onthem is that
you WILL face losses. As a trader, losses are gfasur business. If you
can't accept that fact, you simply shouldn’t trade.

And you need ®#LAN:

Traders who enjoy the most success in day tradaggrdless of whether
they're in it for a living or for some extra incoroa the side, generally
have solid trading strategies and the disciplinetick to their trading
plan.

Keep in mind that day trading is a very competifiedd. In order to suc-
ceed, you need to maintain focus on a set of giegevhich you can
implement immediately, without hesitation. Rememlaeproven, strate-
gic trading plan can give you an edge over theoktfte market.

Unfortunately, even with a tested, proven traditrgtegy, you are not
guaranteed trading success. It takes somethingletakes discipline.

A profitable strategy is useless without discipliBeiccessful day traders
must have the discipline to follow their systenorigusly, because they
know that only trades which are indicated by thatem have the high-
est probability of resulting in a profit.
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Whether you're new to trading or have been tradiimgyears, it's all too
tempting to place the entirety of your trust ingrs, charts, and soft-
ware. If only trading was as easy as that!

Simply purchasing trading templates and computer pograms does
not guarantee your success as a trader.

Too many hobby traders have tried that, and, umisimgly, they've
failed. They bought the tools, but they didn’t hake knowledge they
needed to succeed. As in all things, education ddgllwonders for the
aspiring — and experienced — trader.

Of course, this is not to say that software programd markers are not
helpful when it comes to day trading. On the cagfranany traders use
technical indicators which are instrumental to ittseiccess — a few ex-
amples of these are the MACD, moving averages Stadhastics. How-

ever, though profitable day traders DO follow thiedicators, they are

also aware that nothing is 100% foolproof.

You will not get rich on just a single trade

Successful traders know that trying to hit a lugethome run on just
one trade is a sure way to get burned. The kegnsistencyYou need
to devise a solid strategy that produces consistading profits, and you
need to learn and adapt as your experience withtrdajng grows and
evolves.

If you want to succeed with trading, then you MURBVest both time
and money to acquire tHenowledge that you need, thdiscipline to
follow your trading strategy, and thgatience to wait for the “perfect
trade.”

You need the following mindset:
1.) Play Above the Line
Playing above the line means taking OWNERSHIP fearg

thing that's happening in your trading. Rather thaaming,
making excuses, or denying that there’s a problben,AC-
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COUNTABLE for your trading decisions and actionadaake
RESPONSIBILITY for doing something about it.

There is no “bad market,” there’s just a “bad trgdapproach to
the market.” Nobody forces you to trade a certaarket. If a
market becomes un-tradable, you can change to enotarket.
And you can change your trading approach and adjost

trading plan. There are many things YOU can do.aAsader,
YOU are responsible for your trading results, nghelde.

2.) Have a Positive Attitude

Trading can be simple, but it is not easy. Along lihe, you will
face losses, but you need to get up every singlaing believ-
ing in you, your strategy, and WINNING. Have yoweeheard
of “The Law of Attraction?” Basically, it statesahin order to
achieve success, you need to focus and concewinadgtaining
that success. And the opposite applies too: if fgmws on the
negative — on losses — then you’ll probably expegdosses. It's
extremely important that you ARE positive and theti STAY
positive.

3.) Exercise Honesty

You overtraded this week? You let your emotionstigetbest of
you? You didn't stick to the strategy? Fine — thibgeys happen
to the best of us. But don't lie to yourself, arah'tt make ex-
cuses. Take responsibility for your actions andrydecisions.
Admit a mistake, learn from it, and move on.

4.) Be Committed

Trading success will not happen overnight. It regglicommit-
ment, time, and effort on your part. There areaalyetoo many
“traders” in the market who think they know evergth they
need to, who think they don’t have to learn anyghithey be-
lieve a “magic system” will place their trades them and make
them rich. You and | know that this is a sure gatfailure.
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Trading is like every other profession: you ledra basics, you
apply them, you gain experience and then you refoe trad-
ing. The learning never stops. Do you really expechake mil-
lions of dollars after only investing a few houfgime into your
education? You wouldn't trust a doctor whose onily@tion
was from free, downloaded Internet eBooks, would?/o

There’s no doubt about it: day trading can be ditatle and exciting
way to earn money. With the right knowledge, yon cadically reduce
the risk, which will create even more opportunitiesachieving trading
success.

If you're not willing to spend the time learningetkechniques of trading,
reading about new and improved trading strategied,working whole-
heartedly in a fast-paced trading environment, ttteyntrading is proba-
bly not for you.

However, if you have the drive, dedication, anctighine, day trading
could seriously impact the shape and success offy@ncial future.

Action Items:

v Decide right now that you will have the discipliteefollow your
plan, that you will play above the line in yourdnag, that you
will maintain a positive attitude, that you exeecisonesty, and
that you are 100% committed to your trading success

v Start a trading journal. Most successful tradergehane. Get
your hands on a nice notebook and begin to recowl rading
progress and your feelings every day. You can stast. Write
down today’s resolutions; you will NOT use day trapto get
rich quick. Circle it three times and read it freqtly. It will
help, trust me.



Is It Really Possible to
Make a Living As a Day
Trader?

I his question is asked over and over and over aggimany,

many people. The answer is: “Yes, it is possible!”
And, better yet, you yourself can do it.
Sometimes people don't believe me when | say they tan become

successful, full-time day traders, but it's truendAl’'m going to prove it
to you right now.

Trading for a Living

Before we get started, | need you to ask yoursed wery importan
question: “How much is ‘a living?’” Many people waio be ‘rich,” but
they fail to quantify what ‘rich’ means to them.eAyou ‘rich’ if you
have one million dollars?

Maybe so, but if you told Donald Trump that he leae million dollars
in his bank account, he’d wonder what had happeaetie rest of hig
money. He'd be furious!

One million dollars to Donald Trump equals broke!
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Over the past couple of years, I've taught hundrefdpeople how tg
make money with day trading.

I've taught people in countries where $2,000 allows to live like &
king in a 6,000 square foot mansion with a butegardener, and a cook.

And I've taught people who live in California, wieethey have to make
at least $20,000 just to pay for their mortgageirthtility bills, and gag
for their cars.

I've taught musicians who wanted to make $5,000rpenth, which is
twice as much as they have made throughout thesterdareer.

And I've taught business executives and succedsisiness owners,
who needed at least $50,000 per month to mairttein ¢urrent lifestyle.

As you can see, “making a living” is a very broadm.

Since | don’'t want to get into a deep discussioouabhow much money
is a decent living foyou,” let's just assume that you would be pretty
happy if you were making $150,000 per year, and kdy that you are
making this money with your trading. Does that sbreasonable?

Let’'s break it down: $150,000 per year would be,$2@Q per month, or,
if you prefer, $3,000 per week. This is assumirgg ffou are taking two
weeks of vacation per year.

IMPORTANT : Don't set daily targets when you trade. In oribemake
money, two conditions have to be met:

1.) YOU have to be ready to trade.
2.) THE MARKET must be ready to be traded.

There will be days when YOU are not at your bestk(sess, emotional
stress, no time because of an emergency, etc.)themd will be days
when the market is not ready to be traded (e.gdéyd, including the
days before and after holidays, days before a nmgas release, like the
Federal announcement regarding interest rateseoutiemployment re-
port, etc.).

10



Is It Really Possible to Make a Living As a Dayader?

Take a look at the following chart. The marketsavepen the day after
Thanksgiving and on Dec 24and 28, but there was barely anybody
trading, which you can see reflected in the voluvaes. It's the same
between the rest of the days after Christmas aralidih New Year's
Day in 2008. Though the markets were open, themelwas very thin.
During these types of low-volume days, markets lbareasily manipu-
lated and might behave very erratic, so it wouldblest to stay away
from trading.

:.r'E: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (Daily bars)
g TradeMavigator.com @ 2007 All rights reserved
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l Day after Thanksgiving
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TraceNavigator.com
VYolume = 1267739
3.0M

2.0M
II I llIII a
Moe-07 Dec-07 Jan-08

And that's why you shouldn’t set daily goals in yatading: those goals
will force you to trade on days when both of thevmusly mentioned
conditions — you AND the market being ready — a@TNnet.

o

It's important to start small and set a weekly goalonly ONE contract,
or 100 shares. This goal should be LOW, very lowthat it is easy for
you to reach it. Think about high-jumping: you trawvith a bar that's
only three feet high. It's easy to jump. Then, oyoa manage three feet,
you raise the bar another inch. And another. Arattzer.

11
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In order to trade successfully, you shouldn’t rdise bar too high too
fast. Put it at a level that you can manage evieigles time. You can al-
ways increase it at a later date, once you've prdbat you can meet
your goal consistently.

Example:

In the first four weeks of your trading, you migdgt your weekly target
at $100 per contract. This might sound too easydar, but keep in mind
that 90% of traders lose money in the markets. Wioencan make $100
per contract consistently, you can start “raising bar.” Try $150 per
contract per week. Raise the bar again and againmiake sure that
you're still comfortable in achieving your goals.

When day trading futures, options, or forex, yon c@e leverage and
trade multiple contracts on a rather small accoifnyou're thinking
about trading the futures market, then you canlye&ied a broker who
will enable you to trade one contract of almost &myres instrument
that’s out there — E-mini S&P, E-mini Russell, ety futures, interest
rates, commodities, etc. — on a $2,000 account.

After awhile, you might raise the bar to $300 pentcact per week. So,
if you want to make $3,000 per week, then you neettade ten con-
tracts. The same applies to stock trading: if yan make $300 per week
trading 100 shares, then you need to trade 1,08@slin order to make
$3,000 per week.

At this point, you might not have enough money @nirytrading account
to trade in these increments, but don’t worry —Iwgggt there.

The key element to trading success is having acdo@ting strategy
that produces consistent profits. If you can makeey day trading one
contract or 100 shares of stock, then you can madweey day trading
ten contracts or 1,000 shares of stock.

Ideally, to achieve your weekly goal, you'll havehigh average profit

per trade. The average profit should be at lea¥i bi@her than your av-
erage loss, preferably even twice as high.

12
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One of the strategies that | use and teach to ndests calls for a profit
target of $300 per contract and a stop loss of §#&0contract. You'll
notice that the profit target is greater than tiog $oss. That's the beauty
of it: all you need is one net winning trade, arm'f have achieved
your weekly goal of making $300 per contract.

So if you're lucky, you could achieve your weekipfit target on Mon-
day morning with the first trade.

But what if you lose?

As everyone in trading knows, losses are a patti@business, and you
can't avoid them. If that's something you have hieuaccepting, then
you shouldn’t be trading. However, there’'s a hugéeince between

losing big on a regular basis and losing small comtrolled trading plan.

You already know that you should keep your lossealls the key is to

keep them smaller that your average wins.

Let's go back to the scenario | mentioned beform fave a trading
strategy that produces $300 in profits for everp and costs you $200
for every loss. Now, if your weekly goal is $30@daif your first trade
was a loss of $200, then you need to make two wintrades to achieve
your weekly profit goal.

Let me take this a little farther and actually bré&adown for you: you've
lost $200 on your one losing trade, and then yoken$600 on your two
winning trades ($300 each). Your net profit = $480al achieved. Now,
STOP TRADING. Otherwise, you'll end up giving baitle money you
just made to the markets. Lock in your profits!

Of course, you're not always guaranteed a week avitlg one loss. Let's
look at a week that starts off with three losseghWhree losses, you are
now down $600 ($200 each). So you would need te liaree wins that
result in $900 ($300 each). Subtract the $600 ymi bn the losing
trades from the $900 you won on the winning tradesl, your resulting
net profit is $300. Goal achieved. Stop trading.

“Wait a minute — you're saying that | will achiemey goals with a win-
ning percentage of only 50%?”

13
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YES! That's exactly what I'm saying! Read the ex#&npbove again:
you lost $600 on three losing trades, made $90M@e winning trades,
and came out with a net profit of $300. This metdas you could pick a
losing trade every other time and STILL achieve ryaeekly profit
goals!

| want to stress this point again, because mardetsaneglect this im-
portant concept of setting weekly goals. They defilaily goals, which
create an enormous psychological pressure, andttiegntrade markets
when they shouldn’t, and they lose.

So let’s just assume for a minute that you do gnadcehieving an actual
winning percentage of only 50%. Now, when you stieatling again on
Monday morning, what are your chances of havingimning trade?

50%! You have a one in two chance of meeting yoeekly profit goal

in just one, single trade!

So if you DO achieve your weekly profit goal on fivst trade Monday
morning, what next?

Stop trading for that week! Just enjoy life! It do& get any better than
that.

Remember, you need to stick to your trading plashyarur weekly goal.
Do NOT enter into another trade once you've alreadiieved your
weekly goal; the chance that your second trade lmeag losing trade is
too great, and you would be giving your money ardfi{s back to the
market. Overtrading and greediness are a tradewenfhll, so resist
them and stick to your strategies.

Now, you know that you can achieve your weekly prgbal with a
winning percentage of only 50%. Throughout the sewsf this book, |
will help you to get an even sharper edge in yoadihg, creating a
trading strategy with an even higher winning petage.

A Quick Recap:
The first step towards financial success is torgeffour weekly profit

target. Next, you need to find a reliable, stréfightard trading strategy
that will help you achieve your profit goal. Wheawenter into a trade

14
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and your trade hits either your profit target ORilystop loss, exit that
trade immediately. Stick to your trading plans atiditegies until you
achieve your weekly profit goal, and then give galira rest until next
week.

If you'll think back to the case | gave at the meging of this section, in
order to make $150,000 per year — assuming a 5@-year and two
weeks of vacation — you'd need to make $3,000 psekwAt a $300
profit per trade, this means that you would neetldde ten contracts (or
1,000 shares)Of course, this illustration can be applied to oas
amounts. If you wanted to make $225,000 per yetr aiweekly profit
target of $300 per contract, for example, thenwould have to trade 15
contracts (or 1,500 shares), and so on, and so on.

If you don’t have a trading account that let's ywade the amount of
contracts or shares that I'm talking about yetntimew is the perfect
time to start building it. Remember, be patienthwyour trading, be
smart, be slow, and be steady. Trading success'dbappen overnight,
but with the right strategies and structure, yon aehieve profitable re-
sults in a much shorter time period than you mayehhought possible.

Plan your trades and trade your plan.THAT'S how successful traders
make money.

Action ltems:

v Start your trading plan now. You will find a tradirplan tem-
plate in the appendix on page 245. Define how nmohey is
“making a living” for you. How much money do you miato
make with trading? Break down your overall goats imonthly
and weekly targets.
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How to Get Started -
Define Your Goals and
Make a Plan

W hen it comes to trading, many first time tradersiwta jump
right in with both feet. Unfortunately, very few tifose trad-
ers are successful; successful trading requiresvieaige, skill and ex-
perience.

Before you dive in, you need to determine what ygoals are. What do
you hope to achieve with your trading activitieshy\do you want to
trade?

1.) To buy a new sports car?

2.) To buy a bigger house?

3.) To make $100,000 a year / month / week?

4.) To finance a college education for your children?

5.) To make a full-time income to support your entaenfly?

6.) Freedom to choose what, when, and who you do thirtts

7.) To have a fun, exciting life full of extraordinagxperiences?
8.) To work less and enjoy more time with your love@sh

9.) Or are you just planning to make some extra cashemkends?

Before you trade a single penny, really think abatiit you hope to
achieve with that investment. Knowing what your Igsawill help you

17
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stay motivated when you're facing a tough spelirafling, and it'll help
you make smarter investment decisions along the way

But be realistic:

Too often, people start day trading with dream$&edoming rich over-
night. I'm not going to say that it is impossiblee€ause it is possible),
but let me remind you that it's also very rares thuch safer to create a
trading strategy that will allow your account tcogr at a slower pace
over time, which can ultimately be used for retiesinor a child’s edu-
cation.

So let’s talk about how to define your goals andena plan for your day
trading endeavors.

Here are the three important steps:

1.) Define Your SMART Goal

SMART is an acronym which stands for:

1.) Specific

2.) Measurable
3.) Attractive
4.) Realistic
5.) Timeframe

Fortunately, when it comes to day trading, it'syveasy to define a goal
that meets all of these criteria. You simply spe@kactly how much
money you would like to make per month with youy tlading.
Example:
| want to make $10,000 per month with day trading.

* Is this SPECIFIC? —

Yes, a dollar amount of $10,000 is very specific.

18
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* Is this MEASURABLE? —

Absolutely! Just check the balance of your tradingount at the
beginning of the month and at the end of the mo¥ithur ac-
count balance is the easiest way to measure thevachent of
your goal.

* IsthisATTRACTIVE? -

That depends on you. $10,000 is definitely attvacfor some-
one who currently makes $4,000 per month, but itldiwt be
attractive to someone who’s already paying $10,089 in
mortgage payments for his 6,000 square foot homakeMsure
that YOU are motivated by this goal.

* Is this REALISTIC? —

We talked about this in the previous chapter. Ssefoé people
believe that there are no unrealistic goals; omisealistic time-
frames. Right now, your trading account may nobligeenough
for you to realistically trade enough shares ort@mis to
achieve your long-term trading goal, but if youldal the steps
outlined in this book, it's very possible that ydang-term goal
WILL become realistic in the near future.

* Does it have aTIMEFRAME? —
Of course it does: you want to make $10,000 pertmothne

timeframe is 30 days.

2.) Make a Plan

Developing a plan is essential to your successwelite getting a little
ahead of ourselves. We’'ll talk about your tradidgnpin detail in the
second part of the book, “Your Trading Strategy ke TCornerstone to
Your Trading Success.” Just make sure you don’t mpixhe order: you
first define your trading goals, and thgou develop a trading plan.
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Many traders look for a trading strategy first ahén hope that the
trading strategy will help them achieve their godlsat’s putting the cart
in front of the horse.

Regardless of what you're doing, you should firefimk WHAT you
want to accomplish, and then plan HOW to achiea goal. Otherwise
you might find out that you started climbing up theong ladder right at
the very beginning.

3.) Execute the Plan

This is where the rubber meets the road. Once gwa gour plan, you'll
need to actually execute it. And naturally, thattseere most of us fail.

Let me give you an example:

Amazon lists 18,361 books for “Weight Loss” and theo 28,707 books
for “Exercising and Fitness.” That's a total of @8 books on the
popular topic “How to Lose Weight” (compared to y#dl,463 books in
the category “Stock Trading and Investing”).

If | wrote a book on weight loss, it would be ayerery short:

1)) Eatless.
2.) Exercise more.

Come on, it's simple: we all know that we can ld€e pounds in 10
weeks if we just follow those two rules.

We reduce our calorie intake to 1,500 or 2,000re&dqer day, and then
we do some aerobic exercises at least three timesek for a minimum

of 30 minutes.

We have a SMART goal (“lose 10 pounds in 10 weekaig we have a
plan (“eat less and exercise more”), so why do wepkbuying these
books and magazines that promise a new diet, anagwio lose weight?

Because we fail to execute our plan.
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And then we blame the plan: “it’s too hard,” “iftepossible,” “it doesn’t
work.” This isn't true. We didn’'t succeed because were simply too
lazy, or we didn’t have the discipline to execute plan. But instead of
working on the true problem — the execution — wangje the plan itself,
hoping that there’s an easier way.

Successful people will realize that their probleogsh't lie in the plan,
but in the execution.

Here’s what you can do in order to ensure your avativation and dis-
cipline when it comes to executing your plan:

It's important to focus on the big picture. It'lelp you stay motivated
when your learning reaches a plateau, or when woe fa couple of
losses. All great accomplishments start with atgvisgon.

Once you've defined your SMART goal and the amafminoney you
want to make with trading, ask yourself this: “Haweuld achieving this
goal impact your family life?” and “how would itfatt you personally?”

Take your time to answer these questions and doien the answers.

As you know, human beings are great at procragtimaéVe don't like to

be outside of our comfort zone, and that's why dames we do nothing
and just “hope” that we will achieve our goals. Y can imagine, the
chances of achieving a goal by doing nothing are 8 none. So, an-
swering the next question will help you to take@timmediately.

Ask yourself: “Why should you act NOW?”
When you take the time to actually think about dimswer, it will be a

huge motivator. Little tricks like this will helpoy stay focused on your
long-term goal, which will help you to execute yqlan.
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Action Items:

v' Continue your trading journal. Write down the reasdVHY
you want to trade and what you are trying to acd@hpwith
your trading. Be specific! Define your smart godlseam big.

v' Write down the impact that your trading succesd hélve on
YOUR life and the life of your family. This is amportant step,
because it'll help you get through the challengiimges, which
all traders experience.
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How Much Money Do
You Need to Get Started?

I he answer to that question depends on the marketwamt to
trade. Using a systematic approach, we’'ll deterntime best

market for you over the course of the next few ¢ but the informa-
tion below will give you a basic idea of your optso

1.) If you want to day trade stocks, then you neeéadtl $25,000 in
your trading account.

2.) If you want to day trade futures, then you showstehbetween
$5,000 and $10,000 in your trading account.

3.) When trading options, you should have between $1.80d
$5,000 in your trading account.

4.) If you're thinking about trading forex, then youncstart with as
little as $500 in your trading account.

Financial considerations are always important,daut't make the com-
mon mistake of letting your current financial stioa dictate which
market you're going to trade.

Remember: you firstlefine your goal, and thgrou plan how to achieve
it.
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If you don’t have sufficient funds to trade the kets you've outlined in
your goals, then start doing something about it rosave more money
or put in overtime hours. There are a lot of waysriake a few more
bucks, and it's better to wait for the funds yoea¢han to begin trading
in a market that isn't right for you and your goals

For those of you who already have the right amainhoney in your
savings account, let's talk about the questitdpw much money
SHOULD you trade?

Many first-time traders think they should trade &flltheir savings. This
isn’t true! To determine how much money you showétle, you must
first determine how much you can actually affordase, and what your
financial goals are.

Let's begin by determining how much of your savisg®uld remain in
your savings account. It's important to keep thresix months of living
expenses in a readily accessible savings accausttdhat money aside,
and don'’t trade it! You should never trade monegt tyou may need
immediately. Unless you have funds from anotheresmusuch as a re-
cent inheritance, the remaining amount of money pvibbably be what
you currently have to trade with.

Take a good look at how much money you can cusrexifbrd to trade.
You don’t want other parts of your life to suffeth@n you tie your
money up in a trade, so make sure to consider thiese savings were
originally for.

Next, determine how much you can add to your tm@ictivities in the
future. If you are currently employed, you will d¢imue to receive an
income, and you can plan to use a portion of thedrne to build your
investment portfolio over time.

Two more important things to remember:

1.) As outlined above, certain types of investmentsiirecan initial
deposit amount to get started. This does not mieainyou will
be risking the whole amount (see the chapter “Daténg Your
Risk Tolerance” on page 27). Many traders are oviliing to
risk 10% of the initial deposit.

24



How Much Money Do You Need to Get Started?

2.) Never borrow money to trade, and never use monay ytbu
can't afford to lose!
Action Items:
v' Take a financial inventory. Considering the poimsntioned
above, define how much money you have to trade wiht

now.

v If you don’t have enough money to start trading yedke a plan
of how you will save or earn the money that youl steed.

v' Continue your trading plan on page 245 and filthe amount
under “My Account Size.”
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Determining Your Risk
Tolerance

E ach individual has a risk tolerance that should etignored.
Any good broker or financial educator knows thisg @ahey can
help you determine what your risk tolerance is wodk with you to find
investments that do not exceed that risk tolerance.

Determining one’s risk tolerance involves sevelffecent things. First
off, you need to know how much money you have iesh, and what
your investment and financial goals are. (See tiapier “How to Get
Started — Define Your Goals and Make a Plan,” ayepkr.)

For instance, if you plan on retiring in ten yeansd you haven't saved a
single penny yet, you'll need to have a high raketance, because you'll
need to do some aggressive trading in order tdrgaigr financial goal.

On the other side of the coin, if you're in yourlgawenties and you
want to start investing for your retirement, yoiskrtolerance can be
low. You can afford to watch your money grow slowker time.

Realize, of course, that your need for a high tid&rance or your need
for a low risk tolerance really have no bearinghmw you feel about
risk. Again, there is a lot in determining yourei@nce.

For instance, if you entered a trade, and you Batttade go against
you, what would you do?
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Let’s say you are facing a $100 loss. Would yol @ef, or would you
stay in the trade? If you have a low tolerancerik, you would want to
sell out. If you have a high tolerance, you woulgitvand see what hap-
pens.

This decision is not based on what your financilg are. This toler-
ance is based on how you feel about your money.

And, of course, your account size plays a vitaé riol determining your
risk tolerance. If you have a $2,000 account, the$il,000 loss might
make you nervous, since you are losing 50% of gapital.

But if your trading account size is $100,000, and wre facing a $1,000
loss, then you might be more relaxed, since itrily A% of your ac-
count.

As you'll learn, emotions are a very important &acin trading; there-
fore, it's important to take the time to determymmair risk tolerance. Talk
to a professional if needed. A good trading codictancial advisor, or
broker should be able to help you determine thellef/risk that you are
comfortable with.

Action Items:
v Determine your risk tolerance. If you're unsure @thioow to go
about doing this, get in contact with my companyclkvell
Trading®, and we’ll provide you with a set of guess that will

help you to determine your risk tolerance.

v' Continue your trading plan on page 245 and filthe amount
under “I Am Willing to Risk...”
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What You Need to Begin
Trading

I n order to day trade, you'll need:

1.) A computer

2.) An Internet connection

3.) A charting software

4.) A broker

5.) A properly funded trading account
6.) A good trading strategy

A Computer

You don’t need the latest computer, and you doeé&dithe most expen-
sive. Basically, any computer that you've purchasethe past two years
will do the trick. Most charting software and tragiplatforms run on
Windows, so if you're thinking about getting a MA@ake sure that the
software you are considering is MAC compatible. ébatoks are fine,
too. Just as a guideline, here are the minimumifsgeons:

1.) IBM or IBM compatible Pentium IV-class computer

2.) 1 GHz or greater

3.) Windows 2000, Windows XP

4.) 256MB RAM (use 1GB of RAM when running Windows XP)
5.) CD-ROM drive

6.) Minimum of 3GB of hard disk space
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You'll also need a second screen. You should hawe gharting soft-
ware on ONE screen for the entry and exit sigraaid, your trading plat-
form on ANOTHER screen for entering the orders. eé&@md monitor
will cost you around $150-$250. Don’t be cheap amitors; you need
to make sure that you can see your charting softvilmrcrystal-clear
clarity. A 17" monitor will do the trick. A 19" igven better. Over 19" is
pretty much overkill. You can have a bigger monitmrt you don’t need
one.

An Internet Connection

Don't be cheap here. Don't ever try to trade udgii-up or a modem
connected to your phone. A reliable Internet cotiords essential for
your trading success. After all, the data you neediom the market is
what you'll base ALL of your trading decisions upso you can't afford
a delay.

Invest in a DSL or cable connection. No T1 conmecheeded.

A Charting Software

Online day trading has developed to the point wickeeting software is
an indispensable tool of both professional and ceday traders alike.
The times when you drew your own charts in a nat&hasing quotes
from the morning newspaper are long gone. Thess, gmwerful chart-
ing software packages allow you to access the rhanfermation in
real-time; this information is displayed in a vayief ways, all of which
can help you in carrying out your trades.

Choosing the “right” charting software is a verygmal decision — it
can be compared to choosing the right car. Whathendrader chooses
may be different from what you choose, and vicesaeilhat's why it's

important for you to carefully evaluate a list efatures — with both ad-
vantages and disadvantages — before you make siaeon a data feed
and charting package.
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The bottom line is that you need to have a ligtraéria, and you need to
compare and contrast the available charting paskameng that list.

Make your choice based on the results. Here are sommples of crite-
ria you may want to use:

Real-Time Data

You need a solid platform that can deliver realetigata in-
stantly. This feature alone will exclude many o€ thptions
available, because a lot of web-based programshaile some
sort of delay. When it comes to day trading andiwing trading,
you can't afford to deal with a delay, even if tdatay would be
perfectly acceptable in long-term trading.

Market Data Coverage

Check out the markets that are covered by theiohesbftware.
Most packages include the major U.S. markets, fowbu need
other international markets, like Asian or Europemarkets, then
you need to make sure that data is available irimaa.

Wide Variety of Indicators

Depending on your individual needs, you might kerigsted in
a broad range of indicators and charting methodsh @s bar
charts, point-and-figure charting, or Japanese leaticks. In
addition, check to see if the charting software deplay basic
indicators like MACD, RSI, and Moving Averages éasilf
you're serious about technical analysis, make e you can
program your own indicators or modify the existomges to your
needs without too much hassle.

Competitive Rates & Money Back Guarantee

You need trading software that will not cost yol @ your
money before you even enter your first trade. iltiportant to
shop around. However, finding a competitive ratesdoot mean
that the provider’s software is the cheapest. Yaweho be care-
ful on this one — the old saying “you get what ymay for” defi-
nitely applies when it comes to trading. Weigh yoptions. You
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don’t want cheap trading software that offers yextrto noth-
ing, but you probably don’t need the most expenpaekage —
with features you won't even use — either.

And make sure that the provider you select wilbwllitime for
you to test how the software platform actually vweorK you're
uncomfortable with using it, you should be ablelaam a refund
within the first 30 days.

* User Friendly Platform & Complete Training

Unless you're a skilled computer programmer, yoedn® have

a platform that you can use easily, not one thaiires a degree
as a Computer Engineer. Trust me, those typesatfopins ARE

out there! You'll need software that allows you hack-test

strategies and program custom indicators and tgadirstems
without a lot of trouble.

And, if you just can’'t seem to find trading softwasut there that
is EASY to use, then find a software platform tbames with a
detailed user guide. A guide will help you becoramifiar with
the system and educate you at the same time.

* Reputable Company

Choose a reputable company that has an establishednce on
the Internet for its platform and data feed. Anturally, choose
a company that has excellent customer supportcgervi

Keep in mind that you can add other criteria tg thit based on
your trading goals, such as the ability to quicklyitch between
different timeframes. As | said previously: it'svary personal
choice that only you can make.

The following section includes my own personal esvs of a few major
software packages.
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eSignal
(www.esignal.com)

eSignal is owned by Interactive Data Corporationd &'s been around
in the trading industry for more than 20 years.April 1999, it was
launched on the Internet.

As of February 2008, the prices for eSignal ramgenf$125/month (for
eSignal Premier) to $195/month (for eSignal Prerles), which makes
this package slightly more expensive than a nurobether trading plat-
forms out there. If you're an options trader, ybbéve the capability to
see 1,000 symbols through an options analysis gacka other words,
you can expect to pay as much as $249 to $360 evenyh.

However, given that eSignal’s charting and datalgegre coming from
the same provider, there will be no issues thastfevare provider can
blame on the data feed, or vice versa. (This “blgmme” is something
that every professional trader has — or will — egyee at some point
while using trading software).

In my opinion, eSignal’s user interface is not thest intuitive available

on the market today; it's often necessary for usersefer to the help
system over and over again. However, the chartsbeacustomized in
many different ways, according to your needs, amcko/ou get used to
the various shortcuts, the charting platform isialty pretty effective for

fast decision-making.

When it comes to a tutorial system, the companyiges complete au-
dio and video training to new users. There's naredear being a new-
bie — you can familiarize yourself with the softean no time.

Now, after you set up a chart in a way that yoowenfortable with —
which is done by customizing sizes, colors, indicsit etc. — you can
save this format and apply it to other charts withdelay. The sets of
charts and quote lists can be saved as ‘Pagesijt'ambssible to switch
between these pages swiftly and easily.

Each and every window in the platform can be popp&dof the main
eSignal window, which is a tremendous help whetoihes to getting
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the best out of that multi-monitor systems of youBssides the charts,
eSignal offers quote lists, level 2 screens, anglsniickers to keep you
updated. All of these features can be connectezhéoanother. For ex-
ample, picking a symbol in a quote list will makkedd the linked charts,
level 2 screens, etc., change to the same symiolsaimmediately.

All of the standard technical indicators are avd#aand there’s also a
program using JavaScript language called EFS (wisi¢che foundation
language for eSignal Formula Script) for writinguy@wn series of pro-
cedures; these procedures can be employed repeatetiiroughout the
life of the programs. EFS can also be used for conicating with bro-
ker interfaces, and, of course, for back-testing.

If you really want to get into a more advanced coétzation, there are a
couple of levels of API offered at additional camtd these supply raw
access to the eSignal data feed. A standard spbeariwill let you
monitor up to 100 symbols, the next level up b&ls@, and if that's not
enough, you can pay a little extra to get even rsgnebols to monitor.

The data feed itself is probably the best ingredagthe eSignal pack-
age. A trustworthy global market data feed, whiSiigaal has staked its
well-known reputation in the active trader commurdn, is available
right in front of you. To guarantee a nonstop traission and perfect
accuracy of data, the company maintains fully reldum ticker plants,
and data can be exported through a flat file far y@ open in Excel or
another spreadsheet application.

eSignal is without a doubt one of the best datdfg@mu can find on the
Internet. The charting product is powerful enoughrhost traders, with
EFS adding to its effectiveness.

TradeStation
(www.tradestation.com)

Since its arrival in the online trading community 1997, TradeStation
has become the top choice for tens of thousandsgbhfrated traders
around the world; it's won various awards from istty publications,
including Barron's and Technical Analysis of Stoaksl Commodities. It
was also named Stocks and Commodities MagazineisldRe Choice
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Award for Best Trading Software five years in a résem 1994 to 1999.
It is generally accepted as the industry standdrenwit comes to chart-
ing software.

TradeStation is probably the first trading platfarmthe world that gives
you the ability to create, test, and fully automgtair own rule-based
trading strategies on a daily basis. When you’aglydor your first trade,
TradeStation can watch your trading rules and eaery out your trades
100% automatically.

It's also designed to help you discover some p@kemntarket opportuni-

ties and then perform your trades more profesdiprihln you could

ever do on your own. TradeStation essentially naosithe markets for
you tick by tick, in real-time on the Internet, asekks out all of the op-
portunities based on your trading plans.

The instant an opportunity arises based on youooubuy or sell rules,
it's designed to automatically generate your eainy exit orders and
send them to the marketplace within fractions eeeond of the market
move.

TradeStation even created a programming languadiedcdasy-

Language that is very user friendly once you geting of it. You can
easily create your own trading rules, such as wbeenter the market
and buy, or when to get out and sell. You can aatemractically all of
the trading strategies you could ever think ofjudog multiple orders,
entries and exits, profit targets, protective stdgsling stops, and more.

It allows you to back-test, program custom indicsitand modifies indi-
cators to your needs. Then, with just a singlekatityour mouse, it will
back-test your strategy on up to 20 years of atitheintra-day market
data, giving you the simulated results. TradeStatioll provide you
with information on all of the trades you would lkapositioned, your
simulated net profit or losses, and much more, feejou even risk one
single penny from your real trading funds.

When you first set up TradeStation, it may be telibverwhelming for

you to use the software. However, for $99.95 to9d%/month, which
allows you to utilize TradeStation's award-winnfiegtures, it is proba-
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bly worth your time to become skilled and get adateal with this trad-
ing platform.

It is definitely no coincidence that TradeStaticas thecome one of the
most desirable trading platforms for active tragddrsth professionals
and novices, through its dependability and the pakeutomation.

MetaStock
(www.metastock.com)

If you love using the technical analysis stratelygtaStock, by Equis

International (Equis has been acquired by Reuterigiht be your #1 tool

to trade. And, if you don't know anything abouthieical analysis, but
you've always wanted to apply this kind of approadien it comes to

your investments, then you might be interestedsingithis software as a
learning tool.

As of February 2008, MetaStock is available for ree-time fee of
$1,395.

You can use QuoteCenter, which receives real-tiata directly from
Reuters — the leading source of financial new&¢onorld's media — and
combine it with MetaStock Pro. The main progranelftés very user
friendly, and it's quite easy to familiarize youlfseith all of its func-
tions, even if you're a beginner. The program sodiully compatible
with Microsoft Office, which means you can cut grakte data directly
into Excel or Word.

Equis has provided all types of chart forms anduies; trendlines,

moving averages, resistance lines, support lined,various other tools
of the trade are accessible by simply clicking drebging your mouse.
You can also choose the Internet option to receuaes, news, and op-
tion symbols straight from Reuters, without anyrgiea

The new version, MetaStock Professional 8, inclualesf the previous
version’s capabilities — such as extensive chawdimg analysis — and it's
designed to work with a real-time data feed suchBBH or Signal
Online from the Data Broadcasting Corporation.
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Many traders say that one of the best featuresdtadock is the search
facility. The search facility will let you searcloyr entire database of
stocks and shares based on your specified critEn&plan is to uncover
any stocks that display according to your traditrgtegy. The program
will then calculate how much money you could makag a particular

trading strategy. The results will give you detailaformation, such as
when to buy and sell at what price, and how muck mrade or lost from

each trade.

Equis will also give you a CD full of historical @afrom which you can

create charts, along with the online connection gead to upgrade the
database anytime you want. You'll receive a 550epangnual of Tech-
nical Analysis, from A to Z, which will make evehet novice trader able
to master the software and technical analysis nastivo no time. Not to

mention that the ‘HELP’ menu even includes an extéve visual tuto-

rial, so you won't get bored.

Genesis Trade Navigator
(www.genesisft.com)

Trade Navigator, the trading platform designed bgné&sis Financial
Technologies, Inc., is a sophisticated chartinghécal analysis, and
execution platform. Used in conjunction with mamgding strategies,
Trade Navigator can turn into a perfect, real-tmomated trading in-
strument, using indicators like Moving AveragesaSmal, ADX, and
Stochastics. Functions such as Single-Click TrgdBajendar, Indicator,
Bracketing, Trailing Stop, and more are availaiitrat your fingertips.

OHLC, Candlestick, Line, Mountain, HLC, HL, Hist@gns, and Points
are also included in the platform, and the chaatis lbe separated into
panes. Panes can hold any single Indicator or Studgven a mixture of
the two, allowing you to customize the way eachriclwoks by simply
clicking and dragging your mouse to draw, resizeyen or expand the
trendlines, support and resistance lines, and athjercts. Therefore, no
matter what kind of display options you want to éagp Trade Naviga-
tor is the ideal tool for you.

The Trade Navigator Platinum can do all of the B@siing, developing,
and analyzing for your trading strategies utilizingadesense, a simple
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input language, which does not require you to bexrert in computer
science to use it. It comes with a complete trgnindeo series, free
training, and a manual. Tradesense is the corerteaif the Platinum
system, and you can learn it pretty fast. It corabioommon English and
simple math symbols for powerful analytics and @bLioput.

With Tradesense, you can take any strategy idedether it's from a
trading book, a seminar, or even from your friendnd test it using a
variety of order types (such as limit orders armp sirders) to develop
and analyze its performance. Tradesense will dpoiridicators you're
looking for, and then automatically fill in the wals for you.

Precision Tick is also another unique feature fiti Genesis testing
system; it allows you to back-test any strategyl iirensures that every
rule is executed precisely based on real-time nhaxdeditions. You also
have the ability to create your next bar ordersy Aimategy you put into
the program can be completed with an “Action.” One#dain criteria are
met, whether Long or Short, it will let you placgisen order.

With Trade Navigator, you can create your own awstodicators and

strategies, you can trade direct from the chard, you can use the In-
stant Replay mode if you want to practice your itrgd Speaking of

which, with Instant Replay, you can go back to date date in the past
and observe the data as it fills in, watching ttag/ W moves on the days
that the bars were created.

It's like having your own time machine, which allswou to travel back
in time and then move forward to the present timgau watch the chart
changing in front of your eyes. Instant Replay maxiéhe perfect tool
for any type of trader to plan for real-time tragliwithout any risk at all.

Trade Navigator is available in three differentsiens: Silver, Gold, and
Platinum. Prices start at $99 plus data updatieg & $25 per month for
stocks, or you can pick the package of $65 per mfmtstocks, futures,
indexes, and some options. To help you run thevsoft immediately,
Genesis allows you to use hundreds of pre-prograimmdicators and
parameters so that you'll be able to quickly idgnthe best strategy
based on your approach.

38



What You Need to Begin Trading

Genesis also has a variety of training videos abel and offers free
webinars on a regular basis, to help you get thet imat of their software
package.

Charting Software Conclusion

Hopefully you now have a better idea of what typdrading software

will best fulfill your needs. Remember, powerfulacting software is

what gives you the velocity and ability to carryt oearly instantaneous
trades in response to breaking news. In time, ygihihwant to move on

to more sophisticated software as you become nxperienced in the

trading world.

Remember, don't purchase trading software before gampare all of
the packages available. If you don't take the time&ompare and con-
trast, you may get sucked into cheap softwaredbasn’t have the func-
tions you need; OR, you may get suckered into esigersoftware which
has many features that you'll never use.

If you need any help setting up your trading platfoor have any other
guestions, you can always utilize the company’sarusr support.

Take advantage of free trials and money-back gteean Remember,
selecting the right software for you is a very peed choice, and you
won't know if it's right for you until you test-dve it.

A Broker

You may wonder if you really need a broker. Thevamsis yes. If you

intend to day trade, then you must have a brokad i doesn’'t matter
whether you are trading stocks, futures, forexpmtions: unless you are
a member of the exchange, you won't be able toepj@tir orders with-

out a broker.

Stock-, futures-, and options-brokers are requicegass different tests

in order to obtain their licenses. These testsrenthat the broker knows
his business and will be able to support you ifdese
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It's very important to understand the differencéwsen a broker and a
market analyst. An analyst literally analyzes tteels or futures market,
predicting what it will or will not do, or how spéic stocks or com-

modities might perform. A broker is there to follg@ur instructions to

either buy or sell, not to analyze the markets.

In most cases, brokers earn their money from cosianis on sales.
When you instruct your broker to buy or sell, thearn a set percentage
of the transaction. Many brokers charge a flat tp@nsaction’ fee.

There are two types of brokerfull-service brokers and discount
brokers.

Full-service brokers can usually offer more typésnwestments, may
provide you with investment advice, and are usuplyd in commis-
sions.

Discount brokers typically do not offer any advimeresearch; they just
do as you ask them to do, without all of the baild whistles.

So, the biggest decision you must make when it céonerokers is
whether you want a full-service broker or a disadanoker.

If you are new to investing, you may need to gditfull-service bro-
ker in order to ensure that you are making wisestwents. They can
offer you the skills that you lack at this pointowever, if you are al-
ready knowledgeable about the market you wantadetr then all you
really need is a discount broker to make your sddeyou.

Selecting the right broker can be a tedious b&ttlenost novice traders.
There are more than a hundred online brokers taded additional
choices are becoming available all the time.

The challenge lies with too many choices — it ig#@by to choose which
broker is best for you amongst all of the manyanmiout there.

This section, though, is all about providing youhnsome necessary tips
for picking an ideal trading broker.
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First off, you'll need to double your diligence ybu're looking for a

forex trading broker. Since the foreign exchangeketas worth trillions

of dollars, it offers lucrative opportunities forakers to set up their
firms online. And since the foreign exchange maikedecentralized, it
can be hard to identify quality brokers amongstoélthe unscrupulous
brokers with fraudulent practices.

Your chances of finding an honest and reliableXdrading broker will
dramatically increase if you follow the guidelingslow:

» Always request references that you can actuallglspath.

» Do a check with the local regulatory agencies aa#lersure that
the forex trading broker is registered. For U.Ssduhbrokers,
see if they are registered as Futures Commissiorchdats
(FCM) with the Commodity Futures Trading Commission
(CFTC), and registered with the National Futuresos&ation
(NFA).

* Compare the account details, such as the minimupositere-
quired, leverage, spreads, and so on. Ask themifigady if
commissions are chargeable, lot fees, etc. This ensure that
you do not incur hidden costs. Some sneaky brokgirsleliber-
ately give you an impression that they are the pbstato use,
but in actual fact, they'll hit you where it husgen it comes to
hidden charges.

* The trading platform needs to be user-friendly. Waraders,
especially first-timers, find it challenging to ngate trading
software. Just making sense of the charts andraxyrngrices can
be a challenge. So, if there are demo accountthem.

I've also included a list of questions for you tekayour broker in the
appendices.

Remember, this broker or brokerage is going todag yeammate when
it comes to making you a wealthy person. So beyparid be cautious.
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A Properly Funded Trading Account

Obviously, you need money to trade. But you've disard this warning
several times: “Don’t trade with money that you 'tafford to lose.”
You might think that this is just the typical diather that every profes-
sional in the trading industry has to use. Butris. I1t's much more.

Let me give you an example:

A few weeks ago, | received an email from a tradleo told me that his
wife had given him a deadline: if he was not trgdimofitably within the
next four weeks, he would have to stop tradinggattioer and get a ‘real
job.

I’'m not saying that this trader’s wife didn’t hageound to stand on, but,
as you'll learn in the third part of this book, this more to trading than
just having a strategy. You might have heard th@ader's two biggest
enemies are fear and greed. This is very oftercélse. That's why con-
trolling your emotions is extremely important touydrading.

Now, imagine this trader’s situation for me. He MU®e profitable
every single week for the next four weeks. Do yoink he will be cool
and relaxed when he enters a trade? Do you thinkilhbe in control of
his emotions? If he loses a few trades, do youkthig'll stick to his
trading strategy and plan?

Or do you think he’ll be afraid of losing money, iafh means having to
give up what he LOVES to do? It will probably bedh#o stick to a plan
or strategy if he’s getting hit with more and méosses. Don't you think
it's pretty likely that he’ll start making bad demns and begin, in es-
sence, to gamble his money in the markets, hogingins?

| can’t stress enough how important it is not to f@@ much pressure on
yourself or your trading performance. And in ortlekkeep the pressure
to a minimum, you probably shouldn’t quit your dab just yet. Before
becoming a professional day trader, your tradingtrbe consistent, and
your profits should be almost predictable. Give rgeif some time to
prove that you have what it takes to trade foviadj.
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As to the amount of money you actually need, thgtethds on you.
Having too much money in your trading account cafuist as dangerous
as having too little. If you have $100,000 in ydrading account and
only risk $100 per trade, you might think of yowss$es as ‘peanuts.’
Even though we must learn to accept losses ast afotlre business, we
should still never think of them as ‘peanuts!” Tdes a balance. You
have to find it.

So, in order to avoid situations like the afore-tr@mred trader got him-
self into, fund your account appropriately — nad tmuch and not too
little. And be prepared for a period of time whgoai may not make a lot
of money with it. As with everything, there is ataing process when it
comes to trading.

For more information on the right amount of moneyget started with,

see the chapter “How Much Money Do You Need to Setrted?” on
page 23.

A Trading Strateqy

Last, but definitely not least: you need a traditrgtegy.

You can have the latest computer, six screens,-m{€inet connection,
the best broker in the world, and a well-fundedlitig account, but none
of these will produce trading profits for you.

NEVER start trading without a trading strategy.

In the next part of this book, you'll learn how dievelop a profitable
trading strategy that works for you.
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Action Items:

v" Check your computer to see if it fulfills the minim require-
ments outlined in this chapter. If not, determigvimuch it will
cost to upgrade your computer. You do not haveptgrade your
computer — or buy a new one — now, but you shoualukthe
cost if you're getting ready to trade.

v" Check your current Internet connection and detezntire cost
for an upgrade if needed. Same as with the otlzeling ele-
ments: there’s no need to upgrade now, but yowdihtnto know
the cost once you start your trading business.

v' Take a look at different charting software packaddsst of
them offer a free 30-day trial. Get familiar withetsoftware and
make a decision based on the “ease of use” ofdfteae, NOT
on the price. You'll work with this software almastery day, so
it's important to choose one that fits YOU best. &tyou start
your trading career, you don’t want to spend aofdime learn-
ing the software. It should be intuitive and easy$e.

v/ Start calling several brokers to obtain quotes. bhekerage
business is highly competitive, so you need to slmund for
the best commission. But, as outlined above: do N@Je your
decision purely on commissions. Your broker is yoaly team
member, and you want to have a team member whotryst
and who knows you. Try to find a “personal broketio has a
direct line and doesn’t “hide” in a call center.kAsim what he
can offer you. After a few calls you will get theeling of a
“good” broker.
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Part 2:
Your Trading Strategy —
The Cornerstone to Your
Trading Success






How to Develop Your
Own Profitable Day
Trading Strategy

D eveloping a profitable trading strategy is not esplicated as
you might be led to believe. Many people will tgdlu that it's

extremely difficult to build your own trading syste but it's actually
pretty straightforward.

The next part of this book will show you how to d®p your own trad-
ing strategy in seven simple, but very importateps.

Step 1: Selecting a Market

Step 2: Selecting a Timeframe

Step 3: Selecting a Trading Style

Step 4: Defining Entry Points

Step 5: Defining Exit Points

Step 6: Evaluating Your Trading Strategy

Step 7: Improving Your Trading Strategy
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Step 1. Selecting a Market

W ith the fame of online trading, more and more fiziahin-

struments are available to trade. You have a vargt
choices, not just stocks, options, and futurestelrtent years, financial
instruments like Exchange Traded Funds (ETFs), ISiSgock Futures
(SSF), and the Foreign Exchange Market (forex) Hm@me available

for the private investor.

In addition, the existing financial instruments bawen enhanced. Ex-
changes started introducing electronic contracts r@ami contracts of

popular commaodities like gold, silver, crude oihtural gas, and grains.
These futures contracts have become very populangsh day traders,
and the volume of the mini and electronic contraciskly surpassed the
volume of the pit-traded commaodities.

These days, you can basically trade ANYTHING. Feareple, if you

want to participate in the real estate market withmwvning properties,
you can invest in Real Estate Investment TrustsTRE or even Real
Estate Futures of a particular area, like ChicagDenver (traded at the
CME).

In this chapter, we’ll focus on the four main maskestocks, forex, fu-
tures, and stock options. We'll examine each o$e¢hmarkets according
to the following criteria:

1.) Low Initial Capital Requirements

Low initial capital means that you can start yoay drading
activities with a low initial deposit. It's alwaysetter to trade
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2)

3)

4.)

with small capital and then move up to larger cpithen
you're comfortable enough with the market.

Leverage

Leverage is the second key. With sound risk managém
place, highly leveraged markets allow us to placemall
amount of capital into the market and realize langefit
potentials. This will enable us to build up a snadtount
quickly.

Liquidity

The third factor is liquidity. We'll focus on ligdimarkets to
avoid problems caused by market manipulation apgade.
When trading a market, we want to ensure that weive
quick and accurate fills for our orders, and alsat & large
order placed by a market-maker or broker does mtenthe
market in an erratic way.

Volatility

The fourth factor is volatility. You can make monieyany
market, as long as it's moving. A market that’st jgeing
sideways and doesn’t move in any direction is exély dif-
ficult to trade. It's easier to trade a market thaither going
up or going down.

Throughout the course of this book, you'll learmhio trade anynarket,
but it certainly helps to know something aboutrierket you're trading.
So, we'll include a brief description of marketsdaparticipants in the
beginning of each of the following sections.

Trading Stocks

The stock market is a private or public markettfa trading of company
stock at an agreed price. Companies are givenue \®t investors. The
value of the company is divided into many shardgst shares can be
bought or sold (raising or lowering the value af tompany).
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When you buy stocks, you essentially own a litikcp of that company
whose shares you just bought. You'll become a $iwdder. So, the more
shares you buy, the larger the portion of the cammpau own. If the
value of the company rises, the value of your sheees. If the value of
the company decreases, the value of your sharesates.

When the company makes a profit, you may receiveesof that profit
in the form of dividends; the profit is shared amstnall the people who
own the stock.

Ownership of shares is normally called equity.

There are two main types of stockspreferred stock and common
stock — and there are many advantages to owning prefetoatt sver
common stock. Here are the main ones:

1. When you're holding a preferred stock, then theddind is paid
to you _beforeany dividends are paid to common stock holders.

2. A preferred stock typically pays a fixetividend that does not
fluctuate, unlike the dividend of a common stock.

3. Owners of preferred stocks have a greater clainthencom-
pany’s assets. For example, in case of bankrupiosferred
stock holders are paid firdtefore common stock holders.

However, as a day trader, you really don’t haveveory about the dif-
ferent kinds of stocks or dividend yields, sinceu’ye just holding a
stock for a few minutes or hours.

Avoiding Stock Trading Scams

If you have an email account, then you've probabbeived a great degl
of emails with Free Stock Tradifgjps. In these emails, somebody rec-
ommends a “hot stock.”

If you were to follow these tips, you'd probablydeup getting caught i
a so-called "pump-and-dump" scheme.

=}
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Here's how it works:

These so-called stock picking services buy a cegtock that's usually
trading at $0.02-$0.30. Many times, these stocksnat even listed o
the exchanges, and the volume is typically onlew thousand shares
per day.

-

After these stock picking services buy tens of Hamds of these shares,
they start recommending it to their subscribersu'¥dind that it's not
easy to buy these stocks since they're not listedemular stock exr
changes. And, if you ask your broker to buy thexktfor you, you might
end up paying 4-5 times more than normal in comipmss

The stock picking service is now hoping that mahyheir subscribers
will start buying this stock. They typically sayt'$ trading now at $0.0
and it should go up to $0.12.” That would be a wiing 600% increase
Since stock traders are greedy by nature, manypwbably start buying
this stock, and since there is a sudden demandjabk prices will go up
— initially.

oY
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But, before the stock hits the predicted exit pribe stock picking ser
vice starts selling (or dumping) the shares thatythought BEFORE
they recommended it to you.

Since they bought such a large amount of this stilieke's suddenly an
enormous supply available again, and prices sadimd. More and more
investors panic and sell their stocks, which dritres stock prices eve
further down.

=]

After a massive sell-off, the stock is generalbding at the same levell|it
was BEFORE the stock picking service started recentimg it. And, in
some cases, it'll be_muclower, resulting in a loss for whoever was
drawn into the trap. So, investors are losing thedmey, and the only
winner is the stock picking service.

Here's an example of a “pump-and-dump” scheme:

The following image is a screenshot from an onfaevice that is offery
ing “Free Stock Tips.”
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12/20/2007 Free Penny Stock Pick: WHI
12/19/2007 Free Penny Stock Pick: GSPG

@“HQDDF Free Penny Stock Pick: MOS@

12/17/,2007 Free Penny Stock Pick: GTRE
121152007 Free Penny Stock Pick: EXCS

As you can see, theyre recommending that you bu@®SW on
12/18/2007. Let’s take a look at the chart for gtmck:

MOSH Daily == 12-31.-07

0.4
Stock moves from 0.3
20.10 to 50.40 *}1 _._-I-+~I_
J~ J_J_ 4|0z
o D _N—" T T — 0.1
0.0
Vil umg = @BigCharts.com
3
2
= )
1 =
— — - |:| =
3 5 T 11 13 17 19 21 26 22 Dec

(Dates are displayed along the bottom of the chart)

As you can see, stock prices start moving days before the “hot tip”

at unusually high volume. If you were to buy MOShi Dec 18, 2007,
at the point of thearrow, as recommended by this service, you wa
have bought it at a price between $0.25 and $0=BSimare.

Note that a few days later, the “hot stock pick'trading at $0.20, an

you would have lost between 25-75% of your capital.
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Let's check the stock market against our criteria:

1)

2)

Capital Requirements

In August and September of 2001, the NYSE and NASD
established the Pattern Day Trading Rule. This didéates
that “if a trader executes four or more day tradéhin a
five-business-day period then he must maintain @irmim
equity of $25,000 in his margin account at all &nieThis
means that you need at least $28,000-$30,000 ifwant to
day trade stocks, because you need a “cushionduf gx-
perience losses.

Leverage

When trading stocks, you can either open a “casbud”
or a “margin account.” When you open a cash accoumnt
can buy or sell stock for exactly the amount youehian your
account —i.e. your leverage is 1:1.

When you open a margin account, you can trade stonk
margin. Buying on margin is borrowing money frontra-
ker to purchase stock. You can think of it as alé@m
your brokerage. Margin trading allows you to buyreno
stock than you'd be able to normally. An initiakéstment of
at least $2,000 is required for a margin accotatigh some
brokerages require more. This deposit is known fes t
minimum margin. Once the account is opened andasper
tional, you can borrow up to 50% of the purchaseepof a
stock.

Example: Let's say that you deposit $10,000 in your margin
account. Because you put up 50% of the purchase,ghis
means you have $20,000 worth of buying power. Tlifen,
you buy $5,000 worth of stock, you still have $I®0n
buying power remaining. In this case your leveragk2.

If you have developed a good relationship with yoroker,

he might even allow you to borrow up to 80% of ymitial
deposit, giving you a leverage of 1:8.
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3)

4.)

Liquidity

Currently there are more than 10,000 stocks aveilab
U.S. stock exchanges. Around 900 stocks have aragee
daily volume of more than 2,000,000 shares tradeu]
more than 600 of them are traded with over 3,00Dgares
per day. If you focus on these stocks then you wioave a
problem with market manipulation or slippage.

Volatility

In 2007, the average daily movement of the stookshe

Dow Jones Index was between 1% and 2%, and many of

these stocks moved even more dramatically than that
- Alcoa, Inc. (AA) moved between 2% and 5% per day

- American Intl. Group (AIG) moved between 2% and 8%
per day

- American Express (AXP) moved between 2% and 6%
per day

And that’s just naming the first three stocks oé thow
Jones. Volatility has NOT been a problem in thelstmar-
kets, especially in 2007.

Conclusion:

Stock markets have good liquidity and volatilityytlihe initial capital
requirements are high ($25,000) and the maximumrége is only 1:8.

Trading Forex

This market may sound really complicated and feging to tackle, but
trust me, it's not. Just like any other type ofiirey, the basic rule in the
forex market is that you have to buy when the maskgoing up and sell
when the market is going down.
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The word “forex” comes fronkoreign Exchange, and forex is often ab-
breviated to FX.

Forex trading involves the buying and selling ofrencies. In simpler
terms, it's the exchange of one currency for anottiean agreed upon
rate.

If you've ever traveled to another country, chanees you've traded
your currency against the local country’s curreri€you’ve done this,
you have a good idea of how forex trading works.

All the currency of the world is involved in theréx market. It may be
confusing to choose which one to trade, but all seally need to know
are the major currencies, which are the most fretlypiraded.

Here are the major currencies:

1.) U.S. Dollar (USD)

2.) Japanese Yen (JPY)

3.) British Pound (GBP)

4.) Swiss Franc (CHF)

5.) European Union Euro (EUR)
6.) Australian Dollar (AUD)

7.) New Zealand Dollar (NZD)
8.) Canadian Dollar (CAD)

The next thing you need to know is that forex @gl&d in currency pairs.

Trading currency pairs means you'’re buying oneanay while simulta-
neously selling another currency.
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Examples:
EUR/USD iz 2aa x| m 05:06:07) X |
Low:1.43391 [[EERHigh: 1.44545 Low:0. 75587 5.0 High!0. 76387

Low:2.01130 [EEJPHiah:2.02175 Low: 162,473 [JEXI High: 163.565
[

]
-

10

The most heavily traded products in the forex miaake typically:

« EUR/USD
* USD/IPY
* GBP/USD

It's very important for you to know that the forenarkets are extremely
volatile. You can easily make (or lose) thousantddadlars in a single

day.

Many forex brokers offer "free quotes and chartgl ?ho commissions,"
but keep in mind that nothing is for free. You aegying a spread — i.e.
you CANNOT buy a currency and immediately sell ér the same
amount.

It's like at the exchange booths when you're oratian: you might ex-
change $100 into 80 Euro, but when you change thEwo back into
dollars, you only receive $96. The same conceptieppvhen trading
forex: you're paying at least 2 "pips.” This amaubtd approximately
$20, depending on the currency pair you're trading.
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The forex markets can be tricky — they shouldn’tddesn lightly.

Another disadvantage of forex trading is that yeulNOT trading at an
exchangethere is no "Foreign Exchange."

You're trading against your broker: if you're sedii then your broker is
buying from you, and vice versa. And that's why rybtoker is giving

you the quotes for free: he can basically give yaany* quote he

chooses, since there are no regulations.

Example:

Take a look at these forex quotes. All three offtil®wing screenshots
were taken on Tuesday, Januaty 2007, at 3:00pm U.S. Easter Time.

Note: The time in the first two charts is displayed 8 T(+6 hours)

| used three different websites to obtain thesdeagio

symbor | | ask_| tion | Low | open | crange | rme[ras|

XAUUSD Jg53za4 48339 8380 BI3IET 833E4 Too 02:13  Add
XAGUSD +q472  +*q4p02 1484 148125 1483 [ 14:00 Add
EURGBP T0 73244 To7248 07364 07342 073477 =+ 15:01 Add
EURUSD 11 4556 11.4591.458 14598  J-po00s 1501 Add
EURJPY Timz 7o Tigzar 163.42 1625 162747 Ton7 15:00 Add
EURZAR Toosas Toogegos 100263 99625 100031 d-no145 1500 Add
EURCHF J}1F54 41 F543 16576 16393 16541  Topoopzr 1500 Add
EURCAD T 4494 T4 4502 1.4601  1.4483 14511 JYopopooo 1459 Add
EURAUD 11 ges7 41 GEET 1.6743  1.6651 1.6662  toooos 1500 Add
EURNZD T4 gp33 T4o052 19118 19029 190544 Yogooof 1500 Add
EURSEK T54473 Tod44r7 94511 94242 94401 Tooosz 1501 Add
EURSGD 430749 d21249 21285 21004 21046 Topozoz 1501 Add
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Hame Bid Ask Change %*Change High Low Time
EURSUSD 1.4586 1.4589 0.0001 0,01 %% 1.4577 19:59

SEPFUSD 192618 19266 % oood 000 % 1,287 1.9838 20:00
USCf IRy 111,54 111.58 0,12 -0.11 % bkl L e 19:56
USDf CHF 1,1341 1.1351 0,001 0,14 % 1.1347 1.1313 19:58
LSOy MOk 543724 S.4d4cz® 000244 0.04 % 5.4474 5.427% Z0:00
LSOy DEK s.i08sd S.11zsd -o.o0z 4 -0.04 % 5.1141 5.098% Z0:00
USDfSER g de27d c.47c74# 00022 % 014 wnd  £.4747 £,.43 20:00
USDf Cal oaozed 09948 -0.00428 -0.d4z2 wd 09972 0,993 Z0:00
MZDSUSD 07662 07671 0.0007 0,09 % 0.7662 0.7637 19:03
AUDJIUSD 02755 0.2752 0.0002 0,02 % 0.2769 0.8744 19:59
USDY MEN 10,911 10,941 -0,004&  -0.04 % 10,9156 10,894 19:02
SO S50 1,4395 1.44 -0,0014  -0.10 % 1.4409 1.4381 20:00

Solution by HetDania Data Source: Comstock lic

Major Currencies - Real-Time

Currency Bid Ask
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Take a look at this day's high of the USD/EUR cockepair:

1.) The first data source reports itlat611.
2.) The second data source shad4748.
3.) The third data source reports a highL.af640.

That's a difference of 137 ticks, which equals ¥2!3Do you see the
problem? Forex prices are completely subjective.

Mini-Forex Trading

Although the capital requirements for trading tbeek markets are a
ready low, "Mini-Forex Trading" has become very plap recently.
Mini-forex trading is good for people who have jesarted in the fore
market and who don’t have enough funds to opergalae account. It
requires a smaller amount of capital compared golee forex account
— a minimum of $250.

\*2)

On this account, you can trade up to 5 mini lotsniAi lot is only 1/16
the size of a standard forex account.

Example:
On a regular account, a 25-pip stop loss is equallbss of $250. Since
a mini-forex account is just 1/10th of the standfmex account, this
stop loss amounts to only $25. Instead of tradm@Q00,000 units, you
are trading in 10,000 units.

What are the perks of mini-forex trading?

=

Even with just a small stake involved, you stilt g& enjoy benefits suc
as a free trading platform — just like regular foteaders. A few other
benefits include state-of-the art trading softwatgrts, and resources.

In this way, you can build up your confidence iuytrading skills while
slowly increasing your profits and trading positiarthe market. You ge
to manage your money on a small scale before gfiinghe higher,
stakes in regular forex trading.

—
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You can also develop a sound trading strategy witigetting too emo
tionally involved in possible profits or losses.rFoactice, newbies can
start with paper trading; in the real market, tleey start small with
mini-forex trading.

Conclusion:

Mini-forex trading requires a smaller amount of italpand less emo
tional investment, and it provides the perfect apputy for you to
slowly build up your skills and confidence as a&a In a way, it pre
pares you for the higher stakes of the more advhme®|d of foreign
exchange trading.

Let's check forex trading against our criteria:
1.) Capital Requirements

Many forex brokers let you start with as little $&,000 in
your trading account.

2.) Leverage

The typical leverage in the forex market is 1:100e- for
every $1,000 in your trading account, you can trade
$100,000. Recently, forex brokers started offefiegerage

of 1:200, allowing you to trade $100,000 for ev&800 in
your trading account.

3.) Liquidity
This is certainly not a problem in the forex markenfortu-
nately, since the forex market is decentralized, there’s no
official exchange, you can't get real-time volunagad
But, according to the Triennial Central Bank Sureé2007,

the average turnover in the traditional foreigntexge mar-
ket is around $3.21 trillion daily, and it's stjfowing.
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Here are the daily averages of turnover on thexfanarket
over the last 15 years:

$880 billion (April of 1992)
$1.15 trillion (April of 1995)
$1.65 trillion (April of 1998)
$1.42 trillion (April of 2001)
$1.97 trillion (April of 2004)
$3.21 trillion (April of 2007)

Source: Triennial Central Bank Survey — Decemb@72@ww.bis.org
4.) Volatility

You will find decent volatility in the forex markeit’s not as
great as in the stock market, but because of threragly
high leverage, even small movements can yield anbat
profits. Here are the average daily movementsticed dif-
ferent currency pairs:

EUR/USD - between 0.5% and 1% per day
USD/JPY - between 0.5% and 1.5% per day
GBP/USD - between 0.5% and 1.5% per day

Keep in mind that these moves represent approxiynate
$750 - $1,500 per day for each $100,000 traded.

Conclusion:
Forex markets are extremely liquid and the cap#guirements are as
low as $1,000. The leverage is at least 100:1 lamcks decent volatility.

Overall, forex seems to be a good market to tradekeep in mind that
there are some disadvantages, too, as mentionigl @athis section.
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Trading Futures

Futures trading continues to grow in popularityd anany traders are
jumping into this type of investing.

Futures trading offers many advantages, especilijou’re new to
trading. Yet many traders shy away from futureditrg because they're
not familiar it.

There’s a lot of misunderstanding when it comefutores. People often
think that futures are extremely risky and diffictd trade. To some ex-
tent, that's true. Thanks to high leverage, futurading IS more risky
than stock trading.

However, futures trading — BECAUSE of the high lege — also pro-
vides arexcellent opportunity for the private trader.

So what are futures? Futures contracts, simplyedafltures, are ex-
change-traded derivatives. They are standardizettazis among buyers
and sellers of commaodities that specify the amaiirt commodity, the
grade/quality, and the delivery location. Theserfes contracts are typi-
cally traded at futures exchanges, like the ChicBgard of Trade
(CBOT), the Chicago Mercantile Exchange (CME), Heav York Mer-
cantile Exchange (NYMEX), and others.

Below is a list of different types of futures caatts:
1.) Currencies — The currency market is probably the best-known
commodity available, dealing in the British Poutige American
Dollar, the European Euro, etc.
2.) Interest Rates— Interest rates are traded in two ways on this
market: long-term interest rates are representedr{Bonds,
while T-Bills are used for short-term interest sate

3.) Energies— A variety of fuel commodities are traded on tinigr-
ket, including natural gas, heating oil, and craddutures.
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4.) Food Sector— Sugar, coffee, and orange juice are just a few o
the regular goods traded in this sector.

5.) Metals — Commodities in this market are fairly well-known
such as copper, gold, and silver.

6.) Agricultural — Futures in this market include wheat, corn, cof-
fee, and soybeans.

Futures are not borrowed like stock, and thereifutmting a short posi-
tion is just as common and easy as buying thedatur

A Little Bit of History

Trading on commodities began in early™8entury Japan, with th
trading of rice and silk, and similarly in Hollandgijth tulip bulbs. Trad-
ing in the U.S. began in the mid*8entury, when central grain markets
were established, and a marketplace was createthrfiorers to bring
their commodities and sell them either for immeelide¢livery (called the
spot or cash market), or for forward delivery. &dintract trading bega
with traditional commodities such as grains, maad livestock.

®

154

o}

Exchange trading these days has expanded to inchedals, energy,
currencies, currency indices, equities, equitydadj government interest
rates, and also private interest rates. Contractthe financial instru
ments were introduced in the 1970s by the Chicagochhtile Ex-
change. These instruments became hugely succesafuljuickly over-
took commodities futures in terms of trading voluamsl global access
bility in the markets.

All futures transactions in the United States agutated by the Com-
modities Future Trading Commissions (CFTC), an peshelent agency
of the United States government. Each futures aonis characterized
by a number of factors, including the nature of thwlerlying asset,
when it must be delivered, the currency of thedaation, and at what
date the contract stops trading, as well as tlkesiize, or minimum legal
change in price.
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Here’s a list of the five most popular futures cants:

1.) S&P 500 E-mini— This contract has all of the advantages of
the S&P 500, but the cost of investment is muchelovit
can be traded electronically five days a week, atmith
hours a day. It's become exceptionally populahmm futures
markets.

2.) E-mini NASDAQ 100 — As with the S&P 500, this contract
is electronically traded; it tracks the movement tbe
NASDAQ 100. The margin amount required to tradsids
nificantly smaller than a standard contract, amtesinot all
traders have the funds to trade on the regular NG ROO,
this E-mini is the perfect solution.

3.) Light Sweet Crude Oil — Oil futures are one of the most
well-known commodities out there. Every time youahe
about “the price of oil” in the paper or on the mewhis is
the contract they're talking about.

4.) Gold — The gold futures contract is also popular. Ie th
1970s, the United States adopted the Gold Standegdting
an important place in the U.S. economy for goldc8ithat
time, the gold price has gone through regular, dtam
changes, and those changes are usually in the ibppats
rection of the U.S. dollar. The gold futures coatriollows
the changes in price per ounce of gold, and goldstments
are frequently used in hedge funds.

5.) E-mini Euro FX — The E-mini Euro FX contract moves
with the exchange rate between the European Ewtdhan
U.S. dollar. As with the rest of the E-mini contsacthe
margin amounts required to trade the Euro FX arehmu
lower than the regular contract amounts, which reghat
this contract presents a fantastic opportunitytfaders who
don’t have accounts large enough to trade the aequdn-
tracts.

The growing popularity of futures trading stemanfrthe fact that only a
relatively small amount of money, known as initizrgin, is required to
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buy or sell a futures contract. By definition, tedatures margins are a
good faith deposit to ensure that the market ppeids are legitimate.

Whenever you open a position by buying or sellimwifes, you will pay
a small initial margin. The advantage is that thigal margin on a stock
future is much less than the cost of buying theadtock outright.

Example:

The following graphic shows an actual stock indag, S&P 500.

_.JE: $SPX: S&p 500 Index ({Daily bars)
S TradeMavigator.com © 2007 All rights reserved

10M0:2007 = 1562.47 (-2.68) 1575 00
1550.00
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150000
147500
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142500
1400.00

1375.00

TradeMNavigstor com
Aug-07 Sep-07 Oct-07

This index_couldise from 1560 to 1570. As of October™.2007, it is
trading at around 1561.80. Some people think @sslrisky to trade the
whole market index rather than an individual stobkerefore, the stock
exchanges have introduced an atrtificial stock nathe&PY (also called
the SPYDER contract).
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The SPY stock actually mirrors the S&P 500 Indexcduse tradition-
ally, you cannot trade the whole index. If you veghto trade the whole
S&P 500 index, you would literally have to buy &00 stocks in the in-
dex. Obviously, you can't do this. In order to makaffordable for pri-
vate traders, the SPY is divided by ten.

:"E SPY: Spdr S&P 500 (Daily bars)
R TradeMNavigator.com @ 2007 All rights reserved
10/10/2007 = 156.22 (-0.26)
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So, we're tracking the index, and the artificiadcl#t is reduced by a fac-
tor of 10 — it's trading at 156. If the SPX (thel@x) moves from 1560 to
1570, then the SPY will move from 156 to 157.

If you're trading one share of SPY, you will make lose one dollar.
And how much capital is needed in order to trade sirare? 156 dollars.
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So, for 156 dollars, you will be rewarded with aeatollar profit if the
whole index moves by 10 points.

And, if you were trading 500 shares of the SPYntiieu would make

500 dollars on a move of 10 points. Obviously, tapital needed for
500 shares is much higher than for one share. &piat needed is actu-
ally 156 dollars per share times the 500 sharesyia would want to

trade.

The total amount of capital needed to trade 500eshaould be 78,000
dollars.

SPY: Spdr S&P 500 (Daily bars)
e TradeMavigator.com @ 2007 All rights reserved

$SPX moves from 1560 - 1570,
then the SPY move from 166 - 167

L8

10/ 0/2007 = 156.22 (-0.26)

156.00

Trading 1 share of SPY = $1
Capital needed to trade 1 share: $166

154 00

Trading 500 shares of SPY = $500 15200

Capital needed ofr 500 shares:
$156 = 500 = $78,000
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Traceiavigator.com
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78,000 dollars is quite a lot. The thing to lookhate is your return on
investment, which is what most traders use to nreasir success.

If you make five hundred dollars after investingG@® dollars, the re-

turn on that investment would be 0.6%. That's a/wemnall amount for a
10-point move in the underlying index.
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This is exactly why we have the futures marketsThere’s enormous
leverage in the futures markets because you ontg b deposit a rela-
tively small amount of money (initial margin).

Now, the following chart shows the futures contsadhe so-called E-
mini S&P:

=k ES-067: E-Mini S&P 500 Cadj Lig (Daily bars)
SR TradeMavigator.corn © 2007 Al rights reserved
1040/2007 = 1583.50 (-3.00) 1600.00
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You'll see that the E-mini is tracking the index chucloser — here we're
looking at a current value of 1574.50. The impartdning to know is
that if the E-mini S&P — which is also abbreviagslES — moves from
1560 to 1570, you would actually make 500 dollasgontract.
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And how much of an investment is required to ma@@ &ollars off one
contract in this move?

About 4,000 dollars.

The margin requirement for the E-mini S&P is appmately 4,000
dollars. And if you're day trading it, you even getdiscount, which
means you'll only have to pay 2,000 dollars. Somes, it's even as lit-
tle as $1,000.

So, you can deposit 4,000 dollars and participate 10-point move for a
profit of 500 dollars. Let’s calculate our retum that initial investment.

Instead of 0.6%, we are looking at 12.5%. That'sentban twenty times
the return you would have gotten using the SPYraaht

=k ES-067: E-Mini S&P 500 Cadj Lig (Daily bars)
SR TradeMavigator.corn © 2007 Al rights reserved
1040/2007 = 1583.50 (-3.00) 1600.00

ES moves from 1560 - 1570 = $500

157500
Margin requirement for ES: $4,000

Return on Investment: $500 J $4,000 = 12.6% 1m0

= 20 times more

152500
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1450.00
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140000
Traceiavigator.com
Aug-07 Sep-07 Qct-07

Of course, this can be a double-sided sword. Youezsilymake 500

dollars, but if the trade goes against you, youldidese 500 dollars. So
basically, trading one contract of the E-mini S&Pnio different than
actually trading 500 shares of the SPY.
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The Futures Trading Myth

As you can see at the bottom of the previous chizete are small Rs.
These Rs indicate expiration dates. A futures eantis only valid for g
certain period of time. In the case of the E-mi&iPS a futures contragt
is valid for 3 months. You might know this concdgm options. Op-
tions also have an expiration date.

o

After the expiration date, a new futures contraaits trading and the ol
contract expires. You might have heard horror stothat if you are
holding a position and the futures contract expitiesn you will have tc
take delivery. So, according to these tales, if goitrading the grains -
corn, for example — and the contract expires, yduget the corn deliv
ered to your doorstep.

No! That will not happen!

Basically, what will happen is this: before theui@s contract expires,
your broker will get in contact with you and seraiysome information,
It will probably be something to the effect of, tAght, in a couple of
days, this futures contract will expire. We shogét rid of this positior
or roll it over.” Rollovers are when one contragpiees, and the other
contract actually starts trading. This is somethyogr broker will take)
care of, so you don’t have to do anything on yout.e

Believe me, your broker doesn’t have any intenegtu getting a physit
cal delivery of corn, you don’'t have any interesgetting a physical de
livery of corn, and it's unlikely that anyone elsas any interest in yo
getting a physical delivery of corn either. So, 'tidelieve these horro
stories.

- C

Just be accessible to your broker, and you shauldive any problems.
Make sure that he has a number where you can bbea@éao that he can
inform you of what's going on. j
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A Little More On Futures

Let’'s go back to the S&P 500 Index. As you canlsg¢he decimals in
the following graph, it's trading at one-cent intients.

..«E‘ $SPX: S&p 500 Index (Daily bars)

= TradeMavigator.com @ 2007 Al rights reserved
10072007 = 1562.97 (-2.68) | 157500
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In order to make futures trading a little easigs, been simplified even
further. If you look at the following example, dmetvery right side, it's
trading in quarter increments. If the E-mini S&Ruites contract moves
from 1560 to 1570, you'll make or lose 500 dolladepending on what
kind of position you took. And if a 10 point movanslates into a $500
gain or loss, then a 1 point move is worth $50.
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When trading the e-mini S&P, the minimum tick mowsarh (or mini-
mum movement) is a quarter. So, you can see tluateis from 1550 to
1550 and a quarter, 1550 and a half, 1550 and fuasers, and then up
to 1551. If the minimum movement is a quarter, teeery tick move
totals $12.50 (one quarter of $50). Very easy. &fee four quarters in
one point, so you just have to divide the 50 dsllay four.

=k ES-067: E-Mini S&P 500 Cadj Lig (Daily bars)
SR TradeMavigator.corn © 2007 Al rights reserved
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So, why is that important? Well, it's not reallyal you need to know is
that when trading one futures contract with anywhasgtween 2,000 to
4,000 dollars, you can make a return of 50 dolfzes point. Keep in
mind that you can also LOSE 50 dollars per point.
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Remember, the 2,000 to 4,000 dollars we're talldbgut is the initial
margin, which is the sum of money that a custornkeryou must deposit
with the brokerage firm for each futures contraeit tyou buy or sell.

Now, just think about this for a minute: let's assume that you have an
80,000 dollar account — what can you do with it?lI\Weu could buy
500 shares of the SPY stock. Or you could tradéu2fres contracts in
the ES. If you choose to trade the 20 futures eotdrinstead of the 500
SPY stock shares, you’ll make 10,000 dollars! lfiygick with the SPY
shares, you'll only make 500 dollars per 10-poiavm

You can see the difference. You get a much biggezrhge on your ac-
count with futures trading, and a higher leveragexactly what will
help you grow your account (as long as you knowtwba're doing).

=} ES-067: E-Mini S&P 500 CadjLiq (Daily bars)

SE TradeMavigator.com @ 2007 Al rights reserved
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Margins and Accounts

There are two types of margins. Timitial margin (sometimes called
the original margin) is the sum of money that thetomer must deposit
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with the brokerage firm for each futures contractbe bought or sold.
Initial margin is paid by both buyer and seller.

Additionally, themaintenance marginis the minimum amount which
an investor must keep on deposit in a margin adcatal times for each
open contract. Typically, the maintenance margisnisiller than the ini-
tial margin. Assume, for example, that the initishrgin needed to buy
or sell a particular futures contract is $2,000ik&ly maintenance mar-
gin requirement might be $1,500.

Another important thing to be aware of when dealivith margins is
something called anargin call. If the margin drops below the margin
maintenance requirement established by the excHestigg the futures,
a margin call will be issued to bring the accouatkup to the required
level. Basically, if you need to have $1,500 in y@ecount for your
open contracts, and you don’t, then you can expecargin call.

Another difference in trading futures vs. stockghat your account is
settled daily. Any day that profits accrue on yapen positions, the
profits will be added to the balance in your margotount automati-
cally, not just when you close the position. When yare buying stocks,
all the money that you make or lose will be eithédded or subtracted to
your account onlyvhen you close the position.

So, when profits occur on your futures contradisytwill be added to
the balance of your margin account, and on anyldsses accrue, the
losses will be deducted from the balance of yourgmaaccount.

Keep in mind, if the funds remaining in your margiccount dip below
the maintenance margin requirement, your brokek neduire that you
deposit additional funds to bring the account bacthe level of the re-
quired margin. Again, this is called a margin call.

Due to the low margin requirement, futures tradiffgrs everyone an
equal opportunity to make a fortune even with alsb@nk account.

Pros and Cons of Futures Trading

Futures trading is amongst today’'s most highly leged, potentially
profitable financial pursuits. It allows traderslaild up their accounts

77



The Complete Guide to Day Trading

fast. But, as stated before, if you take futureslitrg lightly, you could
also wipe out your trading account in a matter ayd Therefore, it's
crucial to your trading success that you diligergéijucate yourself in
futures trading, and trade only with a proven aslitigrading strategy.

If you're new to futures trading, it can be espkgidifficult to decide

WHICH contracts to actually trade. There are aofooptions! The best
approach would probably be to start with the mayputar commodities,
until you have a better idea of which contracts tnfitsyou and your
trading.

The more you know about the basics of futures estdérand commodi-
ties like this, the better your chances of tradingcess.

Let's check futures trading against our criteria:
1.) Capital Requirements

In order to trade a futures contract, you needdpodit an
initial investment into your futures trading accauks of the
writing of this book, most futures brokers requiemini-
mum of $5,000, though | have seen some brokers avbo
willing to open an account with as little as $2,000

2.) Leverage
The leverage depends on the futures contract yérgcing
and the contract value. Each contract requiresiéialimar-
gin. Here are some examples for the most populairacts
(as of January 2008):

E-mini S&P — as low as $500 to trade a $75,000racht
(Leverage 1:150)

E-mini NQ — as low as $500 to trade a $45,000 echtr
(Leverage 1:90)

E-mini Gold — as low as $400 to trade a $27,000Qrach
(Leverage 1:67.5)

78



Step 1: Selecting a Market

3.) Liquidity

Again, the liquidity depends on the futures corttramu are
trading. Here are some numbers:

E-mini S&P: around 2,500,000 contracts/day
E-mini NQ: around 500,000 contracts/day
Euro Currency: around 200,000 contract/day

As you can see, the liquidity varies, and therefgoa
MUST check the volume of the futures market youea-
ning to trade.

4.) Volatility

You will find decent volatility in the futures magts. Like in
the forex markets, the high leverage will allow yioumake
decent profits, even if the markets move just a fmints.
Here are some average daily moves:

E-mini S&P: between 1% and 3% per day
E-mini NQ: between 1% and 2.5% per day
E-mini Gold: between 1% and 2.5% per day

Euro Currency: between 0.5% and 1.5% per day

Keep in mind that these moves represent approxiynate
$500-$1,500 per day for each contract traded.

Conclusion:

Futures markets can be very liquid, and the capialirements are as
low as $2,000. The leverage is at least 1:50, hewkts decent volatility.

Futures markets are regulated and the spread isatypl tick (mini-
mum movement of the contract). Commissions arellysbelow $5 per
transaction. It's no surprise that many day tradgrsose the futures
market for their trading endeavors.

Make sure to check the volume and liquidity of tharket you want to
trade, since there are huge differences betweemahnkets.
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Trading Stock Options

Stock options trading is quite similar to futureading — they both in-
volve the process of buying stocks at a pre-detexchiprice and then
selling them when the price rises above its origamaount.

When you buy an option you have the right — butthetobligation — to
buy (call) or sell (put) a specific underlying a@saea prearranged price
on or before a given date.

Example:

Let's assume that you buy a call — a right to buy00 shares of ACME
Holding Inc. at an agreed price of $40 per shamekés price), on an
agreed date in March of 2008 (expiration date), ymd pay $5 for the
option.

If on — or before — the expiration date, ACME Halgliinc. is trading at
less than $40 per share, then you would not exeyciar option and you
would have lost the price you paid on that optidbb-—

But, if ACME Holding, Inc. is trading at $50 perasi on or before the
expiration date, your option is, in effect, worth0$ This is the difference
between the price your option to buy ACME Holditgg. is set at — in
this case, $40 — and the price at which it is digtusading — $50.

The reverse of this is a put (right to sell) optmmman underlying asset.
You might feel that the market is overheated afpitesent time, and you
want to buy a put (right to sell) option.

This will give the individual who bought the puttmm the right to sell

that option at an agreed upon price (strike praoepr before a specific
date (expiration date).
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A Little Bit of History

Options are one of the oldest trading vehicles twin@an has ever usef.
Around 600 B.C., Thales used the stars to pretat there would be
bumper olive harvest, and he bought options orusieeof olive presses.
When the harvest did in fact prove to be a great dihales was able o
rent the presses out at a significant profit.

Let's check stock options trading against our date

1)

2)

Capital Requirements

Like stock trading, day trading stock options idjsat to the
Pattern Day Trading Rule introduced by the NYSE HA&D in
August and September of 200is rule dictates that “if a trader
executes four or more day trades within a five-hess-day pe-
riod, then he must maintain a minimum equity of $29 in his
margin account at all times.” This means that yeachat least
$28,000-$30,000 if you want to day trade stock myj since
you need some money to buy options.

Leverage

The leverage depends on the option you choose.outitijoing
into too much detail, the price for the option degeon the time
until expiration, the volatility of the underlyingtock, and the
“inner value” — i.e. if the option is already “ihég money.”

Nevertheless, you will notice that options offegthileverage.

Example: On December 27, 2007, IBM was trading at $110.16
per share. If you wanted to buy 100 shares of IBMNn you
would have had to invest $11,016. The January @al strike
price of $110, with 23 days left to expiration, ymost $3.30,
and you could buy the right to purchase 100 IBMresavithin
the next 23 days for only $330.

In this example the leverage is approximately 1:30.
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3)

4.)

Liquidity

Options are typically not very liquid. Even if ydtade options
on the Dow 30 stocks, you will notice that onlyeavfthousand
options are traded per day. The reason for thevimwme is the
broad choice of options: at any given time you haegeral
strike prices and multiple expiration dates avadab

Fortunately, option prices are NOT subject to markanipula-
tion since the value of an option is not determibgcupply and
demand, but by a mathematical formula created ackBland
Scholes. But you do have a significant spread bastwee bid
and the ask; in our IBM example, $0.10 or 3% of tmtion
price.

Volatility

Options that are traded “at the money” or “in theney” typi-

cally have a very high volatility. In our exampl@e chose an
IBM “at the money” option with 23 days to expiratioThe cur-
rent price was $3.30, and throughout the day, & wading as
high as $3.95. The previous day’s close was $4TB@refore,
the intraday volatility for this option was almd&d%. Consid-
ering the previous day’s close, the overall valgtilvas close to
30%.

Conclusion

Stock option trading offers similar advantages disddvantages to stock
trading — you need a minimum of $25,000 in youditng account if you
want to day trade stock options. The leverageghdii than when you're
trading stocks, but much lower than trading futuwesorex. The liquid-
ity is very low compared to the other markets, tredvolatility is scary.

Stock options are a fantastic instrument to tralerwtraded on daily or
weekly charts. Day trading stock options is extrigmisky and difficult,
and not for the novice trader.
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Action Iltems:

v Decide which market you want to trade. Spend foarethours
learning about the market you choose. Surf theaneteand read
articles. Try to find out as much as you can alyouir preferred
market without being overloaded with information.

v' Continue your trading plan on page 245 and filthe market
you selected under “Selecting a Market.”
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Step 2: Selecting a
Timeframe

W hen day trading, you'll obviously select a timefeattat is
less than one day.

Popular intraday timeframes are 60-minute, 30-ng@nd6-minute, 10-
minute, 5-minute, 3-minute, and 1-minute.

When you select a smaller timeframe (less than iBOites), usually your
average profit per trade is relatively low. On thther hand, you get
more trading opportunities. When trading on a latjmeframe, your
average profit per trade will be bigger, but yolidive fewer trading op-
portunities.

Smaller timeframes mean smaller profits, but ugusithaller risk, too.
When you're starting with a small trading accour@y might want to
select a small timeframe to make sure that youbk aver-leveraging
your account.

However, when selecting a very small timeframe likeninute, 3-
minute, or 5-minute, you might experience a lotradise” that is cause
by hedge funds, by scalpers, and by automatechtyadi

You might think that you see an emerging trend jasealize that it was

only a short manipulated move and that the treral/és as soon as you
enter the market.
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Therefore | recommend using 15-minute charts. This timeframe is
small enough for you to capture the nice intradayves, but it's big
enough to eliminate the noise in the market andectdy displays the
“true trends.”

When developing a trading strategy, you should gbaexperiment with
different timeframes. A trading strategy that ddesvork on a small
timeframe might work on a larger timeframe and wieesa.

Start developing your trading strategy using 15utencharts, and if
you're unhappy with the results, change the timmé&afirst before
changing the entry or exit rules.

Action Items:

v' Continue your trading plan on page 245 and selactndial
timeframe for yourself under “Selecting a Timefraime
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Trading Approach

A fter selecting a market, you need to decide whieking ap-
proach you would like to use.

The main question is whether you’ll use fundameatakchnical analy-
sis to decide which instrument to trade and wheenter and exit.

Fundamental Analysis

Let's take a look at the definition &indamental analysis:

"Fundamental stock analysis requires, among otlengs, a
close examination of the financial statements iercompany to
determine its current financial strength, futureogith and prof-
itability prospects, and current management skillsorder to

estimate whether the stock's price is undervalueovervalued.
A good deal of reliance is placed on annual andrtprly earn-

ings reports, the economic, political and competitenviron-
ment facing the company, as well as any currentsngswms or
rumors relating to the company's operations."”

Sourcewww.daytrading.about.com

In other words, fundamental analysis is the stufijpasic, underlying
factors that affect the supply and demand of thdraots which are be-
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ing traded. Fundamental analysis looks at the CAldSmarket move-
ment.

In the following graph, you'll find a snapshot afree “key statistics” for
IBM. In addition to this company-specific data, yoeed to take the
overall economic environment into consideration atart looking at
various macroeconomic indicators, such as econgrowth rates, inter-
est rates, inflation rates, and unemployment rates.

As an example, interest rate hikes are seldom geed for stock mar-
kets. This is due to the fact that many investoils withdraw money
from a country's stock market when there is a lokanterest rates,
causing the country's currency to weaken.

Knowing which effect prevails can be tricky. Whédme tFed announced
an interest rate cut in December of 2007, the Domes Index dropped
300 points. When the Fed cut interest rates inalgnof 2008, the Dow
Jones Index jumped 200 points up.

In addition, economic reports with key data like #PI, CPI, PMI, GDP,
and, recently, even housing statistics, have prdedmave a significant
impact on the stock market.

Confused?

If the abbreviations and the “key statistics” om fbllowing graph don’t
make sense to you, or if they confuse you, thenayewnot alone.

Fundamental analysis is not easy. That's why masket analysts have
some background in economics, both macro- and edor@omics. Big

trading companies like Goldman Sachs are emploginglysts with

Ph.D.s in economics, and you shouldn't try to cotmpéth them.

Even if you decide NOT to trade stocks and warfbtms on futures or
the forex market, then you still need to take &labcrop and weather
reports (if you are trading grain futures), inténedes and the country’s
economic data (if you are trading forex), or folldevelopments in the
Middle East and the status of the pipelines anthedés all over the
world (if you are trading energy futures).
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isti Get Key Statistics for: [IBM
Key Statistics GO
Data provided by Capital 19, exceptwhere noted.
VALUATION MEASURES TRADING INFORMATION
Market Cap (intraday)®: 173118 Stock Price History
Enterprise Value (27-Dec-07)%: 175.226 Beta: 1.62
Trailing PJE (trm, intrad sy 16.22 52-Waek Change®™: 14.77%
Forward PIE (iye 31-Dec-051 ' 13.73 S&P500 52-Week Ghange®; 4.96%
FPEG Ratio (5 yr expectad): 1.48 52-Wieek High (11-0ct-07)%: 121.46
Price/Sales ) 1.87 2 Mook LoD M 28 77
Price/Boak {mra): 5.83 g
2 50-Dray Maving Average™ 106.46
Enterprise Yalue/Revenue itm)™: 1.82 3
2 200-Diay Maving Average™ 117
Enterprise YaluefEBITDA ()= 5174
Share Statistics
PLREARIEENL CLIBCIDIELRS Average Volume (3 month)®: 7,982,700
Fiscal Year Averane Volume (10 day)®: 7,093,690
Figeal Year Ends: 31-Dec e
Shares Outstanding™: 1.588
Most Recent Quarer (mrag): 30-Sep-07
Float: 1.388
Profitability
: % Held by Ingiders™: 0.05%
Profit Margin (ttrm): 10.40% ;
Operating Margin (e 14.49% % Held by Institutions B4.40%
3.
R ETRE e Shares Shart (as of 09-Mow-07)%: 13.24M
Return on Assets (trm): 8.19% Short Ratio (as of 08-Nov-07)°: 1.8
Return on Equity (tm}: 36.25% Shart % of Float (as of 09-Now-07)%; 1.00%
Income Statement Shares Short (prior month)=: 13.83M
Revenue {ftm): 96188 Dividends & Splits
IRSHELE (PRI e [ Be.152 Forward Annual Dividend Rate™: 1.60
Qitrly Revenue Growth Goy): 6.60%
Forward Annual Dividend Yield™: 1.40%
Gross Profit itm): 38308
EBITDA ftim): 15108 Trailing Annual Dividend Rate®; 1.50
MetIncome A to Common (e 9.938 Trailing Annual Dividend Yield™: 1.30%
Diluted EPS (ftrn): 6.76 5 Year Average Dividend Yield™: 0.80%
Qitrly Earnings Growth oy 6.30% Payaut Ratio™ 2M%
Balance Sheet Dividend Date™: 10-Dec-07
Total Cash {mrdg): 13828
A Ex-Dividend Date™ 07-MNov-07
Total Cash Per Share {mra): 10,032 % 21
Total Debt mra: 35970 Last Split Factor (new per old)®: :
Total DebtEquity (mro; 1.719 Last Split Date™ 27-May-38
Current Ratio {mrd): 1.035 i
Aocconsoncrocoonndcocco R Forward Annual Dividend Rate™ 1.60
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Technical Analysis

Here is how technical analysis is defined:

“The basic foundations or premises of technical lgsia are
that a stock's current price discounts all inforinatavailable in
the market, that price movements are not randord,that pat-
terns in price movements, in very many cases, tenepeat
themselves or trend in some direction.

Therefore technical analysis involves the studs sfock's trad-
ing patterns through the use of charts, trendliregyport and
resistance levels, and many other mathematicalyamatools, in
order to predict future movements in a stock'sgrand to help
identify trading opportunities.”

Sourcewww.daytrading.about.com

In summary, there are three main points that anieahanalyst applies:

1.) Market action discounts everything. Regardless tfatwthe
fundamentals are saying, the price you see isribe pou get.

2.) The price of a given security moves in trends.

3.) The historical trading patterns of a security wélhd to repeat.

All three of the points above are important, bt finst is the most criti-
cal. It's vital that you understand this point, dese it's the basis of our
approach to trading.

When you look at the price of any financial instemh as a technical
analyst, you believe that it's the true value & thstrument as the mar-
ket sees it.

| believe in technical analysis for a couple ofs@as.
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1.) The markets are driven by greed and fear, and yxstipply and
demand. An economic report itself is meaningless traders’
reactions to the report that moves the market.

Price data is more “objective.” You can interprigiahcial data
and economic reports any way you want, but suppedls are
support levels, and a weekly high is a weekly high.easier to
interpret hard facts more than financial statemebtcause
many times these statements might be misleading.

Example: IBM announces that it will meet the projected sale
targets, and the shares drop like a rock, becaasers hoped
that IBM would exceed its goals. Another day, DEAhnounces
that they will meet their targets, and the shanespj up, because
traders didn't believe that DELL would make it doethe “diffi-
cult economic environment.”

2.) It's easier (and therefore faster) to learn techinemalysis. You
can learn the basics by reading a couple of bogkereas you
need to study micro- and macro-economics to mdsteda-
mental analysis. And even then, you might be foblgthe mar-
ket.

An Example Of How Fundamental Analysis Can Fool You
On Friday, April ", 2006, the unemployment rate for March was pub-
lished. The market expected an unemployment ratd.&%, and the
numbers came in better than expected.

Only 4.7%. That's good news, isn't it? The marketutd move up
right?

WRONG! On that day the E-mini S&P dropped 20 poikhy?
Well, here are some comments from a news service:
"Not surprisingly, Friday’s equity trade was dictak by the March em-

ployment report. More specifically, it was the Tsegy market’s reactior]
to it that set the stage for stocks."
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"A lack of negative surprise caused the stock mdtke
breathe a sigh of relief.”

"The Treasury market had a very divergent reactiothe data, and it
took the stock market down with it. For Treasugdgrs, the in-line datd
essentially provided no evidence that the Fedbeilinclined to soon en

its monetary tightening cycle."

Oops. So the stock traders thought there was gead and the marks
was moving up, but the treasury trader in the otbem thought the un
employment data was bad news. So treasury instisnvegre rallying,
causing the stock market to drop like a rock. Bom'dstocks lead th
treasuries? Or do treasuries lead stocks?
The next day, another news item hit the ticker:

“Qil Prices Trading Above $69 per Barrel!”
But what does it mean? Should the stock market mpver down?

Here's a discussion | heard the next morning:

"As crude oil prices continue to plug higher, thebdte over what it al
really means will begin again. The question that e batted back &

forth: "Are sky-high oil prices indicative of a corg economic slowt

down or looming inflation?"
And more important: how will the Fed react? Wilethcease increasin
interest rates or even lower the rates again? Wwhidd provide a boos
for the stock market.

Or will traders fear that there's an economic skowal which might re-
sult in lower company earnings? This would movertiaeket down.

As you can see, it's not the news that moves th&ana it's theeaction

[®X

—

1%

of the traderso the news that makes the prices jump up and down.
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Using a technical approach, you don’t have to twisir mind to come
up with an explanation for why the market behawe# does. You sim-
ply believe that the factors which affect priceneluding fundamental,
political, and psychological factors — have all bdmiilt into the price
you see.

This means that anything which can affect the pdte financial in-

strument has already been factored into the cupBot by the market
participants. Technical analysts look at charts sheme way a doctor
would look at x-rays: they examine the charts fdoimation on the fu-
ture direction of the markets.

Day Trading Charts

If you're new to the trading game, and you're n&®haD. in Economics,
then charts are the way to go. The most basic £lag bar and line
charts. In fact, even if you're an experienceddratbar and line charts
probably still have a special place in your daibding life. These charts
are simply indispensable.

“A picture speaks a thousand wordsThis proverb holds just as true for
charts. Charting is the graphical expression ohanicial market’'s be-
havior over a period in time.

Any market has four different trading points thrbagt one day. They
are: opening price (O), closing price (C), absohitgh price of the day
(H), and the absolute low price of the day (L). élithese points appear
on the charts.

The opening price (O) is the first trade of the .dadividual traders tend
to place orders when the market opens, in reattidhe previous day’s
close. This price will normally be based on emadodecisions and
could well indicate how the first half — or the ila@ay’s trading — is
going to pan out.

The closing price (C) is the last trade of the days generally institu-
tional investors that place orders towards the slayjyose. Unlike the
opening price, the closing price will normally kepresentative of deci-
sions made by reason and research — not gut feel.
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The day’s low (L) and the day’s high (H) are pretgjf-explanatory. The
difference between the high and low on the charteferred to as the
Range.

The fifth variable displayed on a chart is typigdhe volume (V), speci-
fying the number of shares, lots, or contractsedaduring the time pe-
riod between the open of the market and the close.

Purely looking at these five points on the chari mot be enough to
plan future trades. You need to look at them ovegrées of time in order
to evaluate trends in the market.

Day traders use trading charts to watch the mairkeisthey trade, and
decide when to make their trades. There are seddfalent types of
trading charts, but they all show essentially #i@e trading information,
such as the past and current prices.

In the following section, we'll discuss the thre@sh popular types of
trading charts.

Bar Charts

A bar chart, also known as a bar graph, is a chiint rectangular bars
whose lengths are proportional to the value theyesent. Bar charts are
used for comparing two or more values.

The bar chart is one of the most common chartinthaus. A bar chart
indicates a single bar that extends from the hagthé low of the trading
period it is meant to depict. In addition, the dpgnand closing price
levels could be displayed as small branches comivegy from the main
bar at the appropriate level. Closing prices ateoputhe right side of the
bar. Opening prices are put on the left side.
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How to Read Bar Charts

Bar charts consist of an opening foot, a verticed,land a closing foot.
Each bar includes the open, high, low, and clostheftimeframe, and
also shows the direction (upward or downward), Hrel range of the
timeframe.

:.«Ew: ES1067: E-Mini S&P 500 (Day) Cadj Lig (Daily bars)
g TradeMavigator.com @ 2007 Al rights reserved
01:07/2008 = 1421.50 (-1.50)
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During live trading, you can read the bar char likis:

1.) Open — The open is the first price traded during the bad is
indicated by the horizontal foot on the left sidet® bar.

2.) High — The high is the highest price traded duringltae and is
indicated by the top of the vertical bar.

3.) Low — The low is the lowest price traded during the lbad is
indicated by the bottom of the vertical bar.

4.) Close— The close is the last price traded during the &ad is
indicated by the horizontal foot on the right sadehe bar.
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5.) Direction — The direction of the bar is indicated by thealtans
of the opening and closing feet. If the closingtfmoabove the
opening foot, the bar is an upward bar, and ifdlesing foot is
below the opening foot, the bar is a downward Bametimes a
charting software allows you to color these bamswhich case
the upward bars are typically colored green, amddiwnward
bars are colored red.

6.) Range— The range of the bar is indicated by the locatiof the
top and bottom of the bar. The range is calculbtedubtracting
the low from the high (range = high - low).

;«Ei: ES1067: E-Mini S&P 500 {Day) Cadj Lig (Daily bars)
e -l TradeNavigator.com © 2007 All rights reserved
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Candlestick Charts

Candlestick charts are not new — they've been tmeldundreds of years
by Japanese traders to predict and act on marketments.

Candlestick charting gives greater insight into harpsychology.

In the 1700s, Homma, a Japanese trader in ricesetohow the price of
rice was influenced by human psychology as muchyathe supply and
demand situation. Homma used candlestick chartgrate rice and
amassed a huge fortune in the markets. In fasta#t rumored that he
never had a single losing trade!

Human psychology has never changed; it has remaipadtant over
time — candlestick charting is just as useful todayit was hundreds of
years ago.

Even though they may look a little complicatedréhare some great rea-
sons to use candlestick charts. Here are the nmais: 0

1.) Complement Other Technical Tools

You can use candlestick charts as you would usedhemon
bar chart, and you can combine them with tradifionarket in-
dicators. Candlestick charts are a great way tb gmoortunities,
filter, and time trades with other indicators.

2.) Spotting Trend Changes
Because of the way candlestick charts are viewsty, tan give
you visual warnings of market reversals much mdearty than
traditional bar charts. If you look at candlestickarting, the

human psychology of the move literally jumps outlté page at
you.

3.) Straightforward to Use

Candlestick charts use the same open, high, lod/chose data
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that traditional bar charts use, and are easyaw.dFhe different
candle names are also easy to remember.

4.) Define Market Momentums

The way the candlestick chart is drawn not onlyegithe direc-
tion of price, but also the momentum behind the enov

How to Read Candlestick Charts

Candlestick charts consist of a wide vertical liaad a narrow vertical
line. Each candlestick includes the open, high, lamd close of the time-

frame, the direction (upward or downward) of theeframe, and the
range of the timeframe.

During live trading, you can read the candlesticért like this:

1.) Open— The open is the first price traded during thedbastick,
and is indicated by either the top or bottom of wide vertical
line (the bottom for an upward candlestick, and the for a
downward candlestick).

2.) High — The high is the highest price traded during ¢hedle-
stick, and is indicated by the top of the thin a&itbar (the wick
of the candlestick).

3.) Low — The low is the lowest price traded during thedtestick,
and is indicated by the bottom of the thin verticai (the upside
down wick of the candlestick).

4.) Close— The close is the last price traded during thediesstick,
and is indicated by either the top or bottom of wide vertical
line (the top for an upward candlestick, and thé&dmo for a
downward candlestick).

5.) Direction — The direction of the candlestick is indicatedtbg
color of the candlestick (specifically the wide tigal line). Usu-
ally, if the candlestick is green, the candlestiskan upward
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candlestick, and if the candlestick is red, thedtestick is a
downward candlestick, but these colors can be mizad. In
the following chart, the upward candlesticks artomm black,
and the downward candlesticks are colored white.

6.) Range — The range of the candlestick is indicated by ldua-
tions of the top and bottom of the thin verticalkls (the wicks).
The range is calculated by subtracting the low frib@ high
(range = high - low).

..fE: ES1-067: E-Mini S&P 500 (Day) Cadj Liq (Daily bars)
SR TradeMavigator.corn © 2007 All rights reserved
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The candlestick chart body graphically illustraties relationship behind
the open, high, low, and close, and this adds &a eisual edge, due to
the way they’re drawn.

The candlestick has a wide part, called the "realyt’ This real body
represents the range between the open and clolsatafay's trading.

If the real body is filled with red, it means thiese was lower than the

open. If the real body is green, it means the oppesthe close was
higher than the open.
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Above and below the real body we see the "shaddwg."see these as
the wicks of the candle (which give them their nariée shadows actu-
ally show the high and the low of the day's trading

If the upper shadow on the green filled-in bodglisrt, it indicates that
the open that day was closer to the high of the @aythe other hand, a
short upper shadow on a red or unfilled body shthesclose was near
the high.

Regardless, of whether you're a day trader, a iposttader, a system
trader, or a trader who likes to make your own désdhere’s really
nothing to dislike about candlestick charts.

They're easy, and they're fun to use. Plus, theyide greater insight
into market moves, along with the versatility to umed in any type of
trading. If you aren’t already using candlesticlating, then it's time to
start.

_JE= ES1-067: E-Mini S&P 500 (Day) Cadj Lig {Daily bars)
S TradeMavigator.com © 2007 All rights reserved
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Line Charts

A simple line chart draws a line from one closing@ to the next clos-
ing price. Line charts show the general price mamnover a period of
time. Some investors and traders consider thengolgivel to be more
important than the open, high, or low. By payintgation to only the
close, intraday swings can be ignored.

-} ES1-067: E-Mini S&P 500 (Day) Cadj Liq (Daily bars)
SE TradeMavigator.com @ 2007 Al rights reserved
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Line charts are also used when open, high, anddiaa points are not
available. Sometimes only the closing data is awel for certain indi-
ces, thinly traded stocks, and intraday prices.

How to Read Line Charts
Line charts consist of individual points that amnigected with straight
lines. Usually, each point shows the close of timeframe, but this can

be modified to show any info — open, high, or Idine charts also show
the direction (upward or downward) of the timeframe
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Using Charts In Your Trading

Most charting software supports bar, candlestickl Bne charts. Nor-
mally, you can customize the display and color®etiog to your wish.

You can use any reliable online charting servica y@ant. Just make
sure they provide the basic analytical tools (&hg. capability to draw
trendlines, and the option to add moving averagEis¢re are so many
charting services out there that it would be haranention any one in
particular.

Let’s just put it this way: charts are not the ¢aydall of trading.

Charts do not foretell future market behaviors mdit market prices.
They offer you a concise and accurate history efgttfice movements of
a particular market. In that history lays a treadd it is from this trend
that you can extrapolate data on which to base frdure projections of
probable market behaviors and price changes. That'greatest value
that you'll get when it comes to using charts.
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Technical Indicators

Let's keep it simple: money is made if you buy wiilea market is going
up and sell when the market is going down. Thats wechnical ana-
lysts hold to the motto "the trend is your friend.”

Finding the prevailing trend will help you becomsaae of the overall
market direction and offer you better visibilityespecially when short-
term movements tend to clutter the picture.

Trends

The price chart of a security may appear like aloam distribution, but
this is not so.

About 30% of the time, a security will be in a dét# trend. The rest of
the time, prices will trade more or less in a sidgsvrange. Our job is to
recognize trends early, as they emerge from nordsreor as reversals of
prior trends.

Our goal is to buy or sell our security early ie$h new trends, exiting
the trade profitably when the trend ends. This tifieation of trend,
both its beginning and end, is the most importask tve have as traders.

A simple definition of trend is basically the gealedirection of price

movements. An uptrend is present when prices magerias of higher

highs and higher lows. A downtrend is present whrices make a series
of lower highs and lower lows.

When prices move without such a discernible sepgses are said to be
trading sideways in a range, or trading trend-I€sce a trend is dis-
cernible, then trendlines can be drawn to defirelthwer limits of an
uptrend or the upper limits of a downtrend.

It is essential that trendlines be drawn corredtlys the recognition of

the trendline and the violation of this trendlitatt is your key to suc-
cessful trading and fortune building.
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Does All of This Sound Too Simple?
I know that these simple definitions sound mundamne, that many trad
ers would like to jump right into complicated indiors and comple
trading strategies.

Don’t make this mistake.

Trading can be simple: you buy when the markebiegyup and you se
when the market is going down. That's how monayasle.

But if you don’t know HOW to recognize when the keris going up,
and when it's going down, then you’ll lose moneywaquickly. So you
MUST find an easy way to identify the directiontbé market.

The easiest way to do so is using trendlines.

Indicators are another way to determine the diveodf the market, but i
you learn how to identify the trend using simplenttlines, then you'l
never have to worry about indicators again.

The only two questions that remain are:

* When should | enter?
* When should | exit?

~

f

Just keep reading for the answers.
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Uptrend

Let me show you exactly how to draw a trendline.

The following chart is a 5-minute bar chart of tBemini S&P. The
trading day is December 202007.

;JE-., ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)

s TradeMavigator.com © 2007 All rights reserved
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As you can see, prices have been moving down athimg, and then
they started moving sideways during the lunch hreak

At 11:50pm (Central Standard Time) we see the lbth@ day.
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Prices have found resistance at 1462.50, and &b6A@, prices break
resistance on high volume. Obviously, prices ane mpan uptrend, and
it's time to draw our trendline.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)

e -l TradeNavigator.com © 2007 All rights reserved
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In an uptrend, trendlines are drawn beldle prices, while in a
downtrend, trendlines are drawn abake prices.
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In order to draw a line, we need two points. Thstfpoint is the low of
the day and the second point is the first retracenvehen prices are no
longer making higher lows.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
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The first time prices are not making a higher lovewrs at the 12:15pm
bar, and we can draw our trendline. The dark parthe line is the
confirmed trend and the light part of the line is tipeojected trend.
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At 12:35pm, we see a lower low in an upward tremdtlie second time,
but we do NOT adjust the trendline.

As a rule, trendlines can only become flatter, nosteeper. Adjusting
the trendline to the second lower low would maksteeper trendline;
therefore, no change is made.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
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At 12:45pm and 12:50pm, a lower low is made againd this time we
adjust the trendline. It's only a slight adjustmemd the trendline be-
comes a little bit flatter. All previous prices above the trendline, so
the trend is still intact.

;JE-., ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)
e TradeMavigator.com © 2007 All rights reserved
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The next lower low occurs at 1:05pm, and we caerekiour trendline.
It's a simple extension: no adjustment is needed, \&we see that the
uptrend has now been in place for 40 minutes, simedreakout through
the resistance level at 1462.50 at 12:25pm.

;JE-., ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)

i TradeMavigator.com © 2007 All rights reserved
1272007 13:05 = 196475 (0.00) 147600

1474.00

l ‘I' _I_ ‘I_ 1472.00
1 147000

1488 .00

1 l+nwr*1| ey

1464.00

Mgy, ™

Low of the day————» 1455.00

TradeMNavigstor com
Yolume = 11506

25000

"l""|||||||I|I|‘"l||l|.l|l. TITTTIT I | T [T
122007

110



Step 3: Selecting a Trading Approach

Ten minutes later, we get the next lower low, amdadjust the trendline
accordingly. See how beautifully the previous lov@ws are almost
touching the trendline? A perfect trend.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)

e -l TradeNavigator.com © 2007 All rights reserved
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Again we see a lower low, but we don't adjust thendline since it
would make the line steeper. Remember the rulecameonly flatten the
line, we can’t make it steeper.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
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Another lower low occurs at 1:50pm, but we donjuatithe trendline.

:JE—., ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)
e TradeMavigator.com © 2007 All rights reserved
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In this next chart, we see a series of lower |dws,only the lower low at
2:05pm allows us to adjust the trendline. The seofelower lows indi-
cates that the trend is coming to an end.

E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
-2 TradeNavigator. com @ 2007 All rights reserved
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Fifteen minutes later, we have another lower lout, & the same time,
we are experiencing a higher high after a seriewér highs. Lower
highs are indicating a possible downtrend, and wivensee the first
higher high, it's time to start drawingd@awntrend line.

;JE-., ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)
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It seems that our uptrend has come to an end. ptnend line is broken,
and we have another higher high that confirms owrdrend line.

—_aEi: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
122007 1425 = 1469.25 (+4.50)

High of the afternoon session—— 1472 00
I -I_ .I'l ‘I' ‘I- ‘I- 146500

1466 .00

1464.00

Higher High 1m0

1460.00

’}i1111111111 Ilff}lil }

Low of the day————p

TradeMavigstor com

1458.00

Volume = 9096

25000

I|‘"|I|I|.I|I. ||||||.|I.....|‘I|.|.I|I|I|I|||I|II||||| D

116



Step 3: Selecting a Trading Approach

The uptrend was in place from 12:25pm until 2:25faom, a full two
hours. During this time, prices moved from 1462&Wreak through the
resistance level) to a high of 1472. The uptrend braken at 1467.75.

E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
-2 TradeNavigator. com @ 2007 All rights reserved
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There are two key things to remember about treadlin

1.) Never adjust a trendline so that it becomes steeper

Don’t run a trendline through price bars. An upttdime is always
below the price bars.

ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
- TradeMavigator. com @ 2007 All rights reserved
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2.) Keep a trendline close to the lower lows and donnove it
too far away.

If there's too much distance between your line &mel lower
lows, you risk missing a change in the trend.

ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
TradeMavigator.com @ 2007 All rights reserved
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Downtrend

A downtrend line is constructed in a similar waythat of the uptrend
line. The main difference is that you're looking fa higher high, and
you draw the trendline ABOVE the price bars.

Here we have a 5-minute chart of the E-mini S&PDmtember 28,
2007. The opening price is also the highest paoe, 15 minutes after
the opening, at 8:45am, we have the first highgh.hBo we can draw
our downtrend line.
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The market keeps falling, and at 9:10am, we seenéx¢ higher high.
However, we don’t adjust the trendline since it Wdomean making the
line steeper.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
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We see another higher high at 9:35am, but we dtiti't adjust the
trendline. The 9:40am bar marks another higher ligth confirms our
previous trendline.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
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Ten minutes and two bars later, we have anothérehilgigh, and we can
adjust our line. Note that it's still very closettee previous higher highs,
so the adjustment is valid.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
1202007 09:50 = 1467.00 (+2.26) | 1476.00
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}
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The market makes another higher high, but we dadjitst the trendline
since it would make the line steeper. See how Halytour trendline
captures this downtrend?

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
12:20007 10:30 = 1462.00 -2.75) 147600

Market opens——» 1474 00

1472.00
Higher high SR
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1456.00

Trace!
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124



Step 3: Selecting a Trading Approach

The trend continues, and at 11:15am, almost thoeeshafter the open-
ing, we can adjust the trendline again. The trevedis still very close to
the previous higher highs.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
220007 11:15 = 1459.75 -5.00) 147600
Market opens——» 1474.00

1472.00

147000
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Higher high
1466 .00
146400
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Wolume = 1004

145800
TradeMavigstor com
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Fifteen minutes later, we get the next higher higlt, if we adjust the
trendline, it will move it too far away from thegqwious higher highs; the
downtrend is broken.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)

e -l TradeMavigator.com © 2007 All rights reserved
12/20/07 11:30 = 1462.00 {-2.75) 1476.00

1474.00
1472.00
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Step 3: Selecting a Trading Approach

Adjusting the trendline would move it too far awfagm previous higher
highs, and we risk missing a change in the trend.

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
2020007 11:35 = 1460.75 (-4.00) 147600

Market opens—» Trendline is getting too far away 147400

from previous higher highs
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Wolume = 10397
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12/2007

Trendline Validity

The validity of a trendline is dependent on itsadion and the number ¢
times it's been successfully tested.

=

The longer the trendline has been in effect andrbee times it has been
successfully tested, the more important the treedbhecomes. Conse-
guently, when a trendline of long duration — whitgs been successfully
tested many times — is violated, then an importemersal of trend i$
likely to have occurred.
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Trading Range

This is a trading pattern that occurs in betweemmend and a down-
trend. It points to equilibrium in supply and demasideways trends
follow a horizontal direction, where the price staglatively constant.
Trading patterns are also used in order to set@tigmd resistance lev-
els, which are very useful for the technical analg$ charts.

Support & Resistance

Support and resistance levels are points wherewd eRkperiences recur-
ring upward or downward pressure. A support legelisually the low

point in any chart pattern (hourly, weekly, or aalhy), whereas a resis-
tance level is the high or the peak point of thitgpa.

These points are identified as support and resistarhen they show a
tendency to reappear. It's best to buy near suppasell near resistance
levels that are unlikely to be broken. Once thesels are broken, they
invariably reverse their roles. Previous suppoxobees resistance and
previous resistance becomes support.

Support and resistance levels are very importangotar trading; it's
critical that you understand them.

In uptrends, every time the price drops to thearatrline and then re-
sumes its advance, the trendline has acted as upbe price uptrend.
Support can also be found at prices of previoupsumr resistance.

In downtrends, every time the price rises to thertteend line and then
resumes its decline, the downtrend line has ada@sstance to the up-
ward move of market prices.

Consider the following: when price action dropsataertain level, the
bulls (the buyers) take control and prevent prifresn falling lower.
Similar to support, a resistance level is the patnivhich bears (the sell-
ers) take control of prices and prevent them fri@img higher.
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Step 3: Selecting a Trading Approach

The price at which a trade takes place is the mtcerhich a bull and
bear agree to do business. It represents the causerf their expecta-
tions. The bulls think prices will move higher atté bears think prices
will move lower.

Support levels indicate the price at which a mé&jaof investors believe
that prices will move higher, and resistance leweticate the price at
which a majority of investors feel prices will molaver.

The development of support and resistance levetgabably the most
noticeable and reoccurring event on price charts.

Example:

As you can see from the following chart, pricesenéeen in a down-
trend. On the same bar that broke the downtrendegpment to the re-
sistance level at 1464.00 and retraced. 10 mirates they went 2 ticks
above the resistance level, but closed AT theteesis level.

For the next 2 hours and 30 minutes, prices nevebgve the resistance
level of 1464, but they repeatedly test this leggkntually breaking out.

;JE-. ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)
g TradeMavigator.com © 2007 All rights reserved
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Whenever you can draw a resistance line, you gaindlly draw a corre-
sponding support line, as shown in the followingrth

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
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TradeMavigstor com
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As you can see, the support line holds very weknethough it's broken
later. However, the break isn't significant, sinméces close above the
support line.
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Step 3: Selecting a Trading Approach

A Little More on Support and Resistance

Support is the price level at which demand is timbugp be strong
enough to prevent the price from declining further.

The logic dictates that as the price declines tdeaupport and gets
cheaper, buyers become more inclined to buy arldrsdbecome less
inclined to sell. By the time the price reaches shpport level, it's be-

lieved that demand will overcome supply and prevkatprice from fal-

ling below support.

Resistance is the price level at which sellinghsught to be strong
enough to prevent the price from rising further.

The logic dictates that as the price advances tsvegsistance, sellers
become more inclined to sell and buyers becomeieised to buy. By

the time the price reaches the resistance levelpdlieved that supply
will overcome demand and prevent the price fronngisabove resis-
tance.
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Trendlines & Trend Channels

Trendlines are simple, yet helpful, tools in camiing the direction of
market trends. An upward straight line is drawndoyinecting at least
two successive lows. Naturally, the second poinstrbe higher than the
first.

The continuation of the line helps determine théhmdong which the
market will move. An upward trend is a concretehmdtto identify sup-
port lines/levels. Conversely, downward lines anarted by connecting
two points or more. The validity of a trading lireepartly related to the
number of connection points. Yet it's worth menitignthat points must
not be too close together.

;JE-. ES10867: E-Mini S&P 500 (Day) Cadj Liq (5 minute bars)

e TradeMavigatar.com @ 2007 All rights reserved
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Step 3: Selecting a Trading Approach

A channel is defined as the price path drawn by parallel trendlines.
The lines serve as an upward, downward, or strazghtidor for the
price.

Note that when drawing trend channels, you firstndthe trendline and
then construct the “channel line” as a parallekelito the primary
trendline.

Trend channels are typically constructed to deemty and exit points
in an uptrend or downtrend.

;«Ew, ES1-067: E-Mini S&P 500 {Day) Cadj Liq (5 minute bars)
g TradeMavigator.com @ 2007 All rights reserved
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In a downtrend, you'd sell at the primary downtrdineé and buy back at
the secondary channel line, as shown in the fotigveixample:

;-E'.: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (5 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
220007 12:05 = 1460.75 4000 475 00
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Step 3: Selecting a Trading Approach

Popular Trading Approaches

By now, you know that any market is either trendorgmoving side-
ways. Therefore you'll apply one of the followingd trading strategies:

1.) Trend-following — when prices are moving up, you buy, and
when prices are going down, you sell.

2.) Trend-fading — when prices are trading at an extreme (e.g. up-
per band of a channel), you sell, and then youdrgatch the
small move while prices are shifting back into ‘madcy.” The
same applies for buying.

Most indicators that you'll find in your chartingfsware belong to one
of these two categories: indicators for identifyittignds (e.g. moving
averages), or indicators that define overboughbwersold situations,
which offer you a trade setup for a short-term gptnade.

Don’'t become confused by all the possibilities ofeging a trade. Just
make sure that you understand WHY you're usingreateindicator and
WHAT that indicator is measuring.

Here are some examples of popular trading appreache

Trend-following:

1.) Moving Averages

2.) Crossover of Moving Averages

3.) Turtle Trading

4.) Moving Average Convergence-Divergence (MACD)

Trend-fading:
1.) Williams %R

2.) Relative Strength Index (RSI)
3.) Bollinger Bands and Channels
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Simple Moving Averages

If you believe in the "trend-is-your-friend" tenef technical analysis,
moving averages (MA) are very helpful. Moving ag=sa tell the aver-
age price in a given point of time over a definedqd of time, typically
the closing price. They're called ‘moving’ becaukey reflect the latest
average, while adhering to the same time measure.

A weakness of moving averages is that they lagnheket, so they do
not necessarily signal a change in trends. To addifeis issue, use a
shorter period, such as a 5- or 10-day moving @esravhich will be
more reflective of the recent price action than4feor 200-day moving
averages. The concept is simple:

* A buy signal is generated when the closing priceveso
above the moving average.

» A sell signal is generated when the closing priges thelow
the moving average.

Here's an example using the 10-minute chart of AMgAMZN):

;,Ea, AMZN: Amazon.com, Inc. (10 minute bars)

e TradeNavigator. com @ 2007 All rights reserved
MovingAvg (C,20) = 9341 126/07 1420 = 93.35 (+0.16) 9520
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Step 3: Selecting a Trading Approach

You can see that this strategy works very wellranding markets (see
first buy signal), but in sideways moving marketsu’'re getting whip-
sawed (see second buy signal).

The Right Concept for the Right Market

Every day, a great deal of traders attempt to wisdegies based o
moving averages. And then they complain that tretisstegies don’
work.

>

Keep in mind that this is a trend-following strateg you should only
apply it in trending markets.

You might want to use trendlines or other indicattor ensure that th
market you're watching is actually trending, andrthuse moving avef
ages to get your specific entry signals.

D
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Crossover of Moving Averages

Another very popular approach is to use two mowngrages: a “fast”
moving average (e.g. 14 bars) and a “slow” movingrage (e.g. 20
bars). The amount of days used for the slow-moaverage needs to be
larger than the amount of days used for the fastmgcaverage.

* A buy signal is generated when the fast-moving @ayercrosses
the slow moving average from above.

» A sell signal is generated when the fast movinga&ye crosses
the slow moving average from below.

Here's an example of this strategy:

:.«E: NQM1-087: E-Mini Nasdag 100 Day Cadj Lig {60 minute bars)
g TradeMavigator.com @ 2007 All rights reserved
MovingAvg (C,20) = 2056.25 Movingdug (C,1) = 2060 12/20/07 13:30 = 2087.50 (+29.75)
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TraceNavigator.com

Volume = 50431
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The upper line is the slow-moving average (20 bansyl the lower line
is the fast moving average (14 bars).
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Step 3: Selecting a Trading Approach

Turtle Trading

You'll find plenty of articles on the Internet thaill explain the turtle
trading rules in detail. Basically, the turtles koat the high and the low
through the past 20 days and generate the follogitnals:

* A buy signal is generated when the current pricesarhigher
than the high of the previous 20 bars.

» A sell signal is generated when the current pricese lower
than the low of the previous 20 bars.

:‘Ew. $EUR-USD: Euro/US Dollar {60 minute bars)

- TradeMavigator. com @ 2007 All rights reserved
12/20/07 08:00 = 1.4340 (-0.0041)
1.4440

H I
LI

Ik

Bar1

Trackehavigator.com

Prices moved below the 20-bar low at 1.4372 ancigeéed a short sig-
nal. Prices moved as low as 1.4324 (= 48 pips 80%Before retracing.

Please note that we just defined an entry signal 3till need to apply
profit targets and stop losses (see the next twptedns).
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Moving Average Convergence Divergence (MACD)

Another trend-following indicator is the Moving Ansge Conver-
gence/Divergence (MACD), developed by Gerald Apjilleis indicator
shows the relationship between two moving averafigsices. The most
popular parameter for the MACD is the differencénsen a 26-bar ex-
ponential moving average (EMA) and the 12-bar. Thiference is then
plotted on the chart and oscillates above and belra.

A 9-bar EMA of the MACD, called the "signal linei$ then plotted on
top of the MACD, functioning as a trigger for bugdasell signals (dark
gray line).

;JE-., NQ1087: E-Mini Nasdaqg 100 Day Cadj Liq (80 minute bars)
e TradeMavigatar.com @ 2007 All rights reserved
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Step 3: Selecting a Trading Approach

Traders utilize the MACD in different ways, but thest popular is to
use the signal line for entry signals:

* A buy signal is generated when the signal line Kdgey
line) crosses the MACD (light grey line) from below

* A sell signal is generated when the signal linerdgey
line) crosses the MACD (light grey line) from above

:_,Ea: NQ1-067: E-Mini Nasdaq 100 Day Cadj Liq (60 minute bars)
o TradeMNavigator. com @ 2007 All rights reserved
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Williams %R

One of the most popular overbought/oversold indisats Williams %R.

This indicator was developed in 1966 by Larry Vdiflisto help traders
identify overbought and oversold positions in tharket.

Williams %R, sometimes referred to as %R, compars®ck's close to
the high-low range over a certain period of time.

The formula is quite simple: it subtracts the cotréay's close from the
lowest intraday low of the last ‘X’ number of daysd then divides this
distance by the highest high minus the lowest lbthe last ‘X’ number

of days. This computation tells us where, withia tlext day range, to-
day's close is located. If it's high in the rangevill be in the high per-

centiles, say over 80%. If we're closing low in ttaege of the last ‘X’

number of days, it would be in the 20% or loweraare

The index has many uses, but the simplest onesisjlowing it to iden-
tify or suggest an overbought, oversold zone.

The index can be used in all markets and in aktiemes. Most traders
use it successfully on intraday bar charts witl@meter of 14 bars.

As stated above, the indicator shows the relatipnshthe closing price
to a high-low range over a specific period of titypically 14 bars.

The result is plotted on a chart and oscillatesveeh 0 and 100. The
basic idea is that if prices are trading at thénhafi the high-low range
(indicator reading close to 100), then the markeivierbought, and if the
current prices are trading close to the low ofgpecified range (indica-
tor reading close to 0), then the market is ovelsol

* A sell signal is generated when the indicator havatue
above 80.

A buy signal is generated when the indicator hasahe
below 20.
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Step 3: Selecting a Trading Approach

In this example chart, the %R moves above 80, atilig that Google
(GOOG) is “oversold,” and a sell signal is genettate

Williams %R works best in sideways-moving markets.

:JE—., GOOG: Google Inc. {10 minute bars)
i TradeMavigator.com © 2007 All rights reserved
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Relative Strength Index (RSI)

Another popular overbought/oversold indicator ie Relative Strength
Index (RSI), developed by Welles Wilder. The RSinpares the mag-
nitude of a stock's recent gains to the magnitddes secent losses and
turns that information into a number which rangesnf0 to 100. It takes
a single parameter — the number of time periods use in the calcula-
tion. In his book, Wilder recommends using 14 p#sio

» A sell signal is generated when the RSI crosse3@Hae (over-
bought-zone) from above.

* A buy signal is generated when the RSI crosses3thne
(oversold-zone) from below.

;,Ea, IBM: Int'l Business Machines (5 minute bars)

- TradeMavigator. com @ 2007 All rights reserved
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The RSI dips below 30 and a buy signal is geneyateiticidentally at
the low of the day. By applying stop loss and grekit strategies (see
next chapter), profits could be realized quite Klyic

As with the %R, the RSI indicator works best ineswys-moving mar-
kets.
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Step 3: Selecting a Trading Approach

Bollinger Bands and Channels

Many traders are familiar with the concept of “Budler Bands.”

Bollinger Bands consist of a moving average and standard devia-
tions, one above the moving average and one bélbw/important thing
to know about Bollinger Bands is that they contamto 95% of the
closing prices, depending on the settings.

The most popular setting is a 21-bar moving aver@géd dark grey
line) and 2 standard deviations for the upper ameéet band (dotted grey
line).

* A buy signal is generated when prices move belosv|twer
Bollinger Band.

* A sell signal is generated when prices move abbee upper
Bollinger Band.

;«Ew, ES10867: E-Mini S&P 500 (Day) Cadj Lig (10 minute bars)

g TradeMavigator.com @ 2007 All rights reserved
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This is a 10-minute chart of the E-mini S&P. Aftackluster trading in
the morning, prices move above the upper Bollirggnd and generate a
sell signal.

;,Ea: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (10 minute bars)

g TradeMavigator.com @ 2007 Al rights reserved
Movinghvg (C,21) = 1462 1149/07 10:20 = 1451.50 (-19.00) 148500

Sell Signal

143000
1470.00
146500

1460.00

Volume = 90373 150000

Buy Signal
Trackehavigator.com

100000

| " il III"Iull" " III"I II I | I .
111807 1118907

Two hours later, prices move below the lower BgiinBand and create
a buy signal.

This indicator works best in sideways-moving masket
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Step 3: Selecting a Trading Approach

Trading Approaches

Before deciding on a trading approach, you needdntify whether the
market is trending or moving sideways.

Don't fall prey to the common mistakes. Many tradsimply decide on
one trading approach and trade it all the time, thdrethe market is
trending or not. That's a sure way to failure.

Successful traders use multiple trading approacheg:have at least one
approach for a trending market and another apprdéacia sideways
moving market. Using the basic principles outlimedpage 103, you can
determine the direction of the market and useitité trading approach.

Don’t make the mistake of using onbne trading approach. Learn to
identify whether a market is trending or not angusidyour trading stratr
egy accordingly.

Action Items:

v Pick anychart in_anytimeframe and practice drawing trendlines.
One of the most important skills of a trader isnigeable to iden-
tify the direction of the market. Practice on asngnaharts as
you can, until you can spot a trend within a cowgflseconds.

v Select a trading approach that YOU are comfortalifle. Make
sure that you understand what the indicator you usiag is
measuring: WHY should you sell when it goes abaye ®/hat
EXACTLY does it mean?

v' Select a second trading approach. As you know fould have
one for a trending market and one for a market thajoing
sideways. Which approach will you use when?

v Continue your trading plan on page 245 under “Sielg@ Trad-
ing Style.”
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Step 4: Defining Entry
Points

A s you saw in the previous examples, most of thdiricaap-
proaches or indicators already provide you withryemtiles.

When defining entry points, you want to keep it @ienand specific. You
can't freeze the market. A market is constantly imgvand you have to
make your trading decisions fast.

Most trading approaches and indicators requirecsia at the end of
the bar. Even when you're watching 60 minute bargl you've spent
the past hour doing nothing except waiting for ysignal, now — at the
end of the bar — you only have a split second tkenyaur decision.

Use as few entry rules as possible and be as gpasifou can. The best
trading strategies have entry rules that you cacifpin only two lines.

Action Iltems:

v Practice identifying the entry rules of the two Eggzhes you se-
lected. Identify the underlying market conditionreftding/
sideways) and apply the strategy you've selectekdemshould
you enter? Only mark the entry points. Don’t woalyout exit
points yet.

v' Continue your trading plan on page 245 and writerrdgour
specific entry points under “Entry Signals.”
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Step 5: Defining Exit
Points

I his chapter is probably the most important chaptehe entire
book.

I once heard the saying: “A monkey can enter aefradt money is made
(and lost) when you EXIT it.”

This couldn’t be truer. Most traders are right abitve direction of the
market when they enter a trade, but they end uimdak loss because
they fail to capture profits at the right time.
Read this chapter again and again until you unaledsALL of the con-
cepts outlined here. Knowing HOW and WHEN to exitaae will ulti-
mately determine your success or failure as atrade
There are three different exit rules you shouldypp

1.) Stop loss rules to protect your capital.

2.) Profit-taking exits to realize your gains.

3.) Time-stops to get you out of a trade and free yaypital if the
market is hot moving at all.
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Stop loss and profit-taking exit rules can be ezped in four ways:
1.) A fixed dollar amount (e.g. $1,000)
2.) A percentage of the current price (e.g. 1% of thteyeprice)

3.) A percentage of the volatility (e.g. 50% of the rage daily
movement)

4.) Based on technical analysis (e.g. support andtaesis levels)

In the following we’ll discuss these exit strategie detail.

Stop Losses

A stop loss is used to limit the potential losthi trade goes against you.
It's the level at which you'll close a trade on th&sis that it has gone too
far in the ‘wrong' direction, and, therefore, nedathe reason for you

being in that trade.

Always use stop losses!

If you don't apply stop losses in your trading, yean't be trading for
long — you'll end up wiping out your trading bal&na no time. It can be
too easy for a $300 loss to become a $5,000 losgodd trader will

know when to take a small loss and go on to thé tnacte.

| can’t stress this enough: even the most expegnicaders have a stop
loss order in the market, whether they're tradiogexX, futures, options,
or even stocks.

Remember that your trading capital is your businest you burn it,

there’s no insurance. You're done. Once you'veredta trade, immedi-
ately place a stop. This safeguards you from logmg entire account.
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Step 5: Defining Exit Points

Don’t Forget Your Stop Losses!

It's important to ensure that your stop is cancélgdu close your posit
tion. | mention this because | happen to know deravho is very disci
plined, who always enters a stop loss and a ptrafifet order once h
has established a trade. A few years back, thiketrauffered a numbe
of losses over the course of several days. Sorailgtuhe was quitg
happy to see that a trade finally moved in hisaios.

S

According to his strategy, his stop losses werg gemnall and his profif
target was rather large, so if this trade reachedtofit target, he woul
make up for all the losses of the past couple gsd@LUS bring in g
small profit on top of it.

==

And it happened: the market continued to move ifawor and he rea
ized a profit.

He was so happy that he jumped up from his chair,imto the kitchen
and told his wife all about the fantastic tradeNALLY he had made
some money. They enjoyed a happy cup of coffeethegeand he
couldn’t stop talking about his strategy, the traated how it paid off.

And when he returned to his computer an hour l&efound himself in
a losing position.

He couldn’t believe it! How had this happened?
After a few minutes, it dawned on him: he had féigo to cancel his

stop loss. While he was celebrating his win, thekeiaretraced an
filled his order, and then continued to go up.

o

The stop loss order was a sell order, and nowrtiteet had a short posi
tion in a rising market. All of his profits were .

The moral of the story:

Make SURE to cancel your orders, or use so-calbedcket orders,” of
“one-cancel-other (OCQO) orders” for your profitgat and stop loss.
Your broker can explain these terms to you in tletai
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The most important thing, regardless of how yourapgh the decision,
is to know where you'll cut a losing position BEFBRntering the trade.
Set the rules and ALWAYS follow them. With this mind, let’s talk
about stop loss strategies.

Fixed Dollar Amount

Easy, fast, and simple. Just specify a dollar amthat you're willing to
risk, subtract it from your entry price, and placstop loss order.

How to Use This Strategy:
Simply subtract the dollar amount you specifiedirfrgour entry price.
Example:

Let's say you're trading the EUR/USD currency pafou entered the
market at 1.4585 and you want to risk $100. Singeipl (= 0.0001)
equals $10, you place your stop loss at 10 pip8.0¢810) below your
entry price at 1.4575.

;JE-., $EUR-USD: Euro/US Dollar (15 minute bars)

e TradeMavigatar.com @ 2007 All rights reserved
12/27/07 15:59 = 14626 (+0.0139)
1 4640

+I1+1{1*11 14520
Inl L[

I t .I. 1.4800
ntry at 1.4585

I'I-J"I"I"I"l'-l--rl 4—Stop Loss at 1.4575 1 4580

1.4580
1.4540

14520

Ilf}{{
‘Hulrw*ﬂ*‘

1 4480

TradeMNavigstor com
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Just as a reminder:

If you're long a security, you'll sell it in orddo close the position. If
you're short a security, you'll buy it in order ¢tose the position. | know
this sounds obvious, but you wouldn’t believe hoanmtraders get con-
fused; instead of closing their position, they vatld to their position.

It's easy to make mistakes when the market staaging fast and you
get nervous. Many traders use post-its after treegntered a trade: you
stick a ‘SELL’ post-it on your screen if you wemng, and a ‘BUY’
post-it if you went short. This way, you ensuretty@u’ll ALWAYS exit
the position as planned.

When to Use This Strategy:
This strategy is perfect for beginners, since youn'tdhave to perform
complex calculations. You simply add or subtractirystop loss to or

from your entry price and that’s it. It works bésyou’re trading only
one stock or one market, and if the security dddkrctuate too much.

155



The Complete Guide to Day Trading

Percentage of the Current Price

How to Use This Strategy:

When applying this stop loss strategy, simply npljtthe entry price by
(1 - your stop loss (in percent form)) to get yewuit point.

Example:

If you're trading the E-mini NASDAQ, and you've de¢d a 0.5% stop
loss, then you would multiply your entry price df51.75 by 0.995 (1 -
0.5%) for an exit point of 2141.

;«Ew, NQ1-087: E-Mini Nasdag 100 Day Cadj Lig {15 minute bars)

g TradeMavigator.com @ 2007 All rights reserved
12727707 09:00 = 2148.00 (-12.00)

2185.00

M e

l“]- 1 215500
Entry at 2151.75 -I- -I.l

2150.00

Hiﬁufﬂ-_ll]‘ ”.HU“I o
i

4—=Stop Loss at2141.00  , 410,

!
I' 213500
sl -

4*1 212000

TraceNavigator.com

Volume = §296 22500

15000

7500

I-IIIIII" ‘II'IIIllul-|I|II|"Ill-l-|I||II||I|I|"||II .
122407 1202607 1202707

When to Use This Strategy:
You should apply this exit strategy if you're tragdimultiple markets or

different stocks. You'll find a more detailed expddion in the next sec-
tion: “Profit-Taking Exits.”
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Step 5: Defining Exit Points

Percentage of the Volatility

This exit strategy is another way to specify stogses in volatile mar-
kets. The underlying idea is to adjust your stags Ibased on the volatil-
ity of the market: you apply a larger stop loss/itatile markets and a
smaller stop loss in quiet markets.

How to Use This Strategy:
Using this profit exit strategy requires two steps:

» First, you determine the average volatility of arkea
» Second, multiple this number by the percentagesyacified.

Example:

The average daily range in corn is $16. You canthseAverage True
Range (ATR) function of your charting software &tefmine this num-
ber. Multiply it by the percentage you specified). 0%, and arrive at a
profit target of $8. Then, subtract $8 from youtrgmoint amount.

;,Ea: C-067: Corn CBT (Pit) Cadj Lig (\Weekly bars)
g TradeMavigator.com @ 2007 Al rights reserved

02/01/2008 = 50044 (+2*2)
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When to Use This Strategy:

This strategy is perfect for markets with high apsin volatility, like
the grain markets. As you can see in the chartwhetmrn prices are
more volatile in summer months than in the winter.

Using Technical Analysis

Many traders like to use major support or resiggmaints on the chart
to determine their exits. Instead of support arglstance levels, you
could use Pivot Points, Fibonacci Levels, uppeloaser levels of trend
channels, or Bollinger Bands, just to name a few.

How to Use This Strategy:

Simply use technical analysis to determine a piakstop loss.

Example:

In this example, we're using a simple trendlinedetermine our stop
loss. The following chart is a 15 minute chart opple Computer

(AAPL). We wait for the first bar of the day, and soon as we realize
that the stock is moving down over the first 15 ubés, we sell short at

$184.80. We draw a trendline from the previous sléygh to the high of
this morning’s bar and set our stop loss at thediiee, at $187.50.
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Step 5: Defining Exit Points

;-E'.: AAPL: Apple Computer, Inc. (15 minute bars)
= TradeNavigator.com © 2007 Al rights reserved

1*1{11 1
+ 1}111
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When to Use This Strategy:

o

=}

This strategy is perfect for traders who use teminanalysis for their
entry points. If you're using trendlines, indicatpor support and resis-
tance lines, placing your stop at these levelssed#im very natural.
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Profit-Taking Exits

Once you're in a profitable trade, the next chakiecomes when to
take that profit.

The main problem with taking profits is that, byr mery nature, we hu-
mans (and especially traders) are greedy. Aftervedl want to make
money. A lot of money. And we want to make it fa§et rich quick,”
right?

This is a definite problem, and many traders arg tea@ greedy. They
want to get rich on just one trade. And that's whiey lose.

Here’'s the key to trading succesmall profits, consistently
Consistency is the key, because if your profitscamsistent and predict-
able, then you can simply use leverage to trade. Stherefore you
MUST know when to exit with a profit.

Good traders use a stop loss; great traders usHibtarget.

Here are some different types of exit strategias pimfitable trades.
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Step 5: Defining Exit Points

Fixed Dollar Amount

This is the easiest way to exit a trade. Simplycgpea dollar amount
that you would be happy with, add it to your enpgint, and place a
profit target order in the market.

How to Use This Strategy:

Simply add the dollar amount you specified to yenuiry price.

Example:

Let’'s say you're trading 100 shares of IBM and ertie$110.13. Your
profit target is $100, so you would exit the tradesoon as prices move
up $1, to $111.13.

When to Use This Strategy:

This strategy works best if you are just trading stock or one market,
and if the security doesn’t fluctuate too much.
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Percentage of the Current Price

How to Use This Strategy:

When applying this profit exit strategy, simply rply the entry price
by (1 + your profit target (in percent)) to get y@xit point.

Example:

If you're trading IBM, and you've defined a 1% pitakrget, you would
multiply your entry price of $110.13 by 1.01 (1 %)Lfor an exit point of
$111.23.

When to Use This Strategy:

You should apply this exit strategy if you are tredmultiple markets or
different stocks.

The reason is simple: let's say you're trading IBWd Ford. As | write
this, IBM is trading at $110.13 and Ford is tradatg$6.72. As in the
previous example, let's assume that you're tradig shares each and
you want to make $100 per trade. IBM would onlyén&v move 0.9% to
reach your profit target, but Ford shares wouldeh@avmove almost 15%
in order to reach your profit target.

The following charts illustrate how easy it will ber IBM shares to

reach the target price, and how difficult it midpet for Ford shares to do
so.
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Step 5: Defining Exit Points

—_aEi: IBM: Int'l Business Machines (Weekly bars)
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It would make more sense to specify your profig¢daras a percentage of
the price — e.g. 1%. In this case, IBM would havenbve $1.1 and Ford
only $0.07 to reach the profit target.

The same applies to markets with a high volatilitge gold or energy
futures. In the beginning of 2007, gold was tracdaih650. In November
of 2007, gold was trading 30% higher, at $850. A $2ove in gold
would have been 3% in January of 2007, but onl$a2i8 November of
2007.

;..E:: GC067: Gold Comex (Pit) CadjLig (Monthly bars)
= TradeNavigator.com © 2007 Al rights reserved
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Percentage of the Volatility

This exit strategy is another way to specify prditgets in volatile mar-
kets. The underlying idea is to adjust your prdditget based on the
volatility of the market: you apply a higher profitrget in volatile mar-
kets and a lower profit target in quiet markets.

How to Use This Strategy:

Using this profit exit strategy requires two steps:

» First, you determine the average volatility of arkea
» Second, multiply this number by the percentagespmcified.

Please see the comments in the section on “Stogpekbas an example.
When to Use This Strategy:
This strategy is perfect for commodity markets wiitigh changes in

volatility, like the grain and energy markets.

Using Technical Analysis

Many traders like to use major support or resiggmaints on the chart
to determine their exits. Instead of support amslstance levels, you
could use Pivot Points, Fibonacci Levels, uppeloater levels of trend
channels, or Bollinger Bands, just to name a few.

How to Use This Strategy:

Use the process of technical analysis to determipetential profit tar-
get.
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Example:

In this example, we’re using the previous day'shhagd low as potential
profit targets. The following chart is a 15 minutkart of the E-mini
S&P. We wait for the first bar of the day, andsasn as we realize that
the market has been moving up in the first 15 nesuive enter at 1452.

We set our profit target at the previous day’s higtd65.25 — for a total
profit of 13.25 points = $662.50. Later that day wach our profit tar-
get, and we could reverse the position by goingtsiNow we can use
the previous day low as a profit target and readizether profit of 21.75
points = $1,087.50.

;..E:: ES1-067: E-Mini S&P 500 (Day) Cadj Lig {15 minute bars)
e -l TradeNavigator.com © 2007 All rights reserved
11720007 44:00 = 1437.50 (11,00}
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When to Use This Strategy:

This strategy is perfect for markets that are mg\ideways between
major support and resistance lines.
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Step 5: Defining Exit Points

Trailing Stops

Trailing stops are “hybrid” stops. When enteringasition, the trailing
stop is typically a stop loss, and as the tradeawdu your favor, the
trailing stop becomes a profit exit.

The main difference between the exit strategiestimeed previously
and trailing stops is that you constantly adjustrystop while you're in a
trade. All other exit strategies are “set-it-andgkt-it-strategies,” in
which you define stop loss and profit exit poirtte imoment you enter
the trade, and then leave them alone until youedios trade.

How to Use This Strategy:

This strategy can be used in conjunction with té&iranalysis by plac-
ing the stop at support and resistance lines oorersimply — at the pre-
vious bar’s high or low. Another popular use ofstktrategy is placing
the stops at trend-following indicators like Movingverages or
Parabolics. Some traders prefer using a fixed dafzount.

Example 1: Fixed Dollar Amount:
If you were to set a straightforward $300 trailistpp, and the security

moved in your favor by $1,000, you could changerysiap to only $300
behind the price and lock in $700 of profit.
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Example 2: Technical Analysis:

Below is a 60-minute chart of the E-mini S&P. Let@ay you went short
at 1502. You would place your trailing stop at kiigh of the current bar
at 1504. Once the next bar is completed, you mawe gtop to the high

of this bar to 1502.50. 60 minutes later, you mpeer stop to 1499, and
now your stop loss becomes a profit exit. Whatédnagpens to the trade
now, you'll make at least 3 points (= $150). Oneithiater, you move

your stop to 1494.50.

So, when prices retrace, you're stopped out at 50br a profit of 7.5
points (= $375).

;_ffa: ES1-067: E-Mini S&P 500 (Day) Cadj Lig (60 minute bars)
R TradeMNavigator.com @ 2007 All rights reserved
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When to Use This Strategy:

This strategy is perfect for trending markets. btould use this strategy
to take advantage of longer-lasting trends. Keepimd that this strategy
requires your constant attention, since you MUSTvengour trailing
stops according to your rules.
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Step 5: Defining Exit Points

Taking Partial Profits

Nobody ever lost money taking profits.

You can combine the strategies outlined above forensophisticated
exit strategies. As an example, you could closédfglour position once
you've achieved a fixed dollar amount in profiteddet the other half
continue to trade to the next support or resistées.

Or you could take 1/3 of your profits at a prededirprofit target, take
another 1/3 at the next support or resistance lew& then apply a trail-
ing stop to the remaining 1/3.

The possibilities are endless. That's why manyessibnal traders focus
on perfecting their exit strategy. In contrast, snamateur traders and
beginners tend to focus on entry strategies.

Don’t make the same mistake. Once you've definathdcentry rules,
test different exit strategies to optimize yourfpiso

Time-Stops

A time-stop gets you out of a trade if it's not nmay in any direction.
You probably have a good reason for entering aetr&b, immediately
after entering, you apply your stop loss and yawfiptarget and wait.
And wait. And wait. And nothing happens.

Time to bail out. If prices do not move at all, get.

How to Use This Strategy:

Simply specify a “time-out,” after which you willké the market. Then

set a timer and exit the trade after the specifiete, regardless of
whether you reached your stop loss or profit target
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Example:

A good time-stop is three times the timeframe yeuwising. If you're
using 15-minute charts, you might want to abanduenttade if neither
your profit nor your stop loss is hit after 45 mtiest If you're using 60
minute charts, get out after 3 hours.

When to Use This Strategy:

Always! Whatever the reason behind your entry digy@u want to see
something happen. If nothing happens after a ceaiount of time, the
underlying assumption of your entry may be wrorigydu stay in the
trade, then you're gambling not trading.

As traders, we want to make money fast. The longer have your
money in the market, the longer it's at risk. Yandadramatically reduce
the risk by applying a time-stop and exiting therked if it doesn’t

move. Free your capital and take the next tradipgodunity. Don't

gamble!

Action Items:
v Practice your exit rules: by now you should alredgyable to
spot your entry points. Once you've determined yeniry point
on a chart, apply your stop loss rule and youriptaking rule

to determine your exit points.

v' Continue your trading plan on page 245 and writerrdgour
specific exit points under “Exit Signals.”
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Step 6: Evaluating Your
Strategy

O nce you've determined which markets you want taldrase-
lected a timeframe, and defined your entry and mu#s, it's
time to test and evaluate your trading strategy.

There are three ways to test your trading strategy:

1.) Back-Testing

Back-testing is a method of testing which will rpour strategy
against prior time periods. Basically, you're penfiing a simu-
lation: you use your strategy with relevant pasada test its ef-
fectiveness. By using the historical data, youaeiisg a ton of
time; if you tried to test your strategy by applyiit to the time
periods yet to come, it might take you years.

Back-testing is used for a variety of strategiesjuding those
based on technical analysis. The effectivenessagck-testing
relies on the theory that what has happened irnp#st WILL
happen again in the future. Also, keep in mind tr@atr back-
testing results are quite dependent on the mowasotiturred in
the tested time period. It's important to rememttet this in-
creases the potential of risk for your strategy.
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2.) The Monte-Carlo Simulation

The Monte-Carlo Simulation is a problem-solving heique

used to approximate the probability of certain oates by run-
ning multiple trial runs — called simulations —ngirandom vari-
ables. It is a way to account for the randomness tirading pa-
rameter — typically, the sequence of trades. In tdoBarlo

simulations, the basic idea is to take a sequehtmaes gener-
ated by a trading system, randomize the orderagles, and cal-
culate the rate of return and the maximum drawdassuming
that x% of the account is risked on each trade.

The process is repeated several hundred times tieaelusing a
different random sequence of the same trades. ¥ouhen pose
a question such as "If 5% of the account is riskecach trade,
what is the probability that the maximum drawdowifl e less

than 25%?" If 1,000 random sequences of tradesiaralated

with 5% risk, for example, and 940 of them have aximum

drawdown of less than 25%, then you could say tlobgbility

of achieving a maximum drawdown of less than 25%948%6

(940/1,000).

Keep in mind that the data used in Monte Carlo &tiens is
still historical data; therefore, one could sayt tiiés simulation
is a more sophisticated way of back-testing.

3.) Paper Trading

Paper trading is a method of “risk-free” tradingasially, you

set up a dummy account, through which you canytest trad-

ing strategy with paper money. There are two methodthis:

you can either pretend to buy and sell stocks, $oodmmodi-

ties, etc., and keep track of your profits and ésssn paper, or
you can open an account online, usually throughr yavoker

(and usually for free).

This is a fantastic way for new traders to kill hole tree full of
birds with one stone. First off, you'll learn thicks of the trade
without putting your own money at risk. Second, '{ldoe able
to gain some much-needed confidence when it comesaneu-
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vering in the markets. And third, you'll be ablet&st out your
trading strategy in real-time simulation.

This is probably the best way to test a tradingtsgy, since it
doesn't rely on historical data. On the other hatigl,the most
time-consuming strategy, since it might take weeksnonths
until you have enough data for a statistically valg perform-
ance report.

How long should you back-test a trading strategy?
The more trades you use in your back-testing, thleen the probability

that your trading strategy will succeed in the fatu_ook at the follow-
ing table:

‘Number of Trades | 50 | 100| 200 300 54)0
'<>Margin of Error | 14% | 10%| 7%| 6% 4%

More trades mean a smaller margin of error, rewylih a higher pre-
dictability of future performance.

Somebody with a Ph.D. in statistics once told na& ffou need at least
40 trades in order to produce statistically relévanults.

So, the question “How longhould you test your trading strategy?” de-
pends on the trade frequency.

How many trades per day does your trading stragamerate? If your
strategy generates three trades per day (i.eati®srper week), then you
might get decent results after three weeks ofrtgsBut if your trading
strategy generates only three trades per month3@.¢rades per year),
then you should test your strategy for at leasty@a to receive reliable
data results.

When testing a strategy, keep in mind that martedsige.
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Let me use the E-mini S&P as an example. In 2008,average daily
range was 100-150 ticks per day; in 2004, it way d0-60 ticks per
day.

If you back-test any trend-following day tradingssgm in the E-mini
S&P, you'll see that it worked perfectly until 2Q@éhd then, suddenly, it
fell apart. It seems that there were no more imtyalends. That's not
surprising as the daily range of the E-mini S&Prdased by more than
50%.

What happened?

There are a couple of plausible explanations. Riglthe best and most
important one is the introduction of the Patterry Daading Rule in Au-

gust and September of 2001, by the NYSE and NA$B.tiader exe-

cutes four or more day trades within a five-bussagsy period then he
must maintain a minimum equity of $25,000 in hisrga account at all

times. Because of this rule, traders stopped dagirtg equities and
started trading the E-mini S&P futures instead.

Look at this graph showing the sudden increaselame in the E-mini
S&P in the beginning of 2001.

Many of these stock day traders used methods tp sua market for a
few pennies. Using the E-mini S&P, they suddenlg hamuch higher
leverage and paid fewer commissions, and their ogisthvere extremely
profitable.

Unfortunately, these scalping methods kill an idé& trend almost in-
stantly, making almost every trend-following apmioéail.

Another reason for the dramatic change of the ntares the introduc-
tion of the automated strategy execution in Traa@$t. In 2002, the
TradeStation customers who were using this feahmeased by 268%.
Overbought/oversold strategies became very popatat,when the mar-
ket made an attempt to trend, these strategies dnatedty established a
contrary position.
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=b, ES1-067: E-Mini S&P 500 (Day) Cadj Liq (Monthly bars)

S TradeMavigator.com @ 2007 All rights reserved
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Conclusion

When back-testing, there are definitely things yeed to be aware of.
It's not enough to just run a strategy on as muth ds possible; it's im-
portant to know the underlying market conditions.

As outlined in previous chapters: in non-trendingrkets, you need to
use trend-fading systems; and, in trending markeis,should use trend-
following methods.

That's when clever back-testing helps you. If yoack-testing tells you
that a trend-following method worked in 2000-20B@t doesn't work in
2003 and 2004, then you should not use this siyatght now. And vice
versa: when you see that a trend-fading methodumexti nice profits in
2003, 2004, and 2005, then trade it.
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How to Read and Understand a Performance Report

While testing your trading strategy, you shouldkeletailed records of
the wins and losses in order to produce a perfocmaeport. Many
software packages can help you with that, but glgiraxcel sheet will
do the trick just as well.

If you get in contact with us here at Rockwell Tira®, we can send
you an excel sheet that will automatically prodacgerformance report
for you after you've entered several trades.

Here’s an example of a performance report:

Performance Report for Florian

Mumber of Trades 34
Total Profit 4 300.00
Awg. Profit per Trade 126.47
Winning Percentage 73.53%
Awg Winning Trade 20600
Awy. Losing Trade 9444,
Profit Factor (BWins/bloss) B.05
hax Drawdown (200.00

Total (Net) Profit

The first figure to look for is the total, or ngtofit. Obviously you want
your system to generate profits, but don’t be fatstd when, during the
development stage, your trading system shows atigs® reverse your
entry signals.
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You might have heard that trading is a zero sumegdfnyou want to
buy something (e.g. a certain stock or futuresremt), then somebody
else needs to sell it to you. And, you can only aelosition if somebody
else is willing to buy from you at the price youagking.

This means that if you lose money on a trade, therperson who took
the other side of the trade is MAKING money. Andeviversa: if you're
making money on a trade, then the other tradesssd money. In the
markets, money is not "generated.” It just chahge®ls.

So, if you're going long at a certain price levaahd you lose, then try to
go short instead. Many times this is the easiesttwdurn a losing sys-
tem into a winning one.

Average Profit per Trade

The next figure you want to look at is the averpgdit per trade. Make
sure this number is greater than slippage and cesioms, and that it
makes your trading worthwhile. Trading is all abdsk and reward, and
you want to make sure you get a decent rewarddor gisk.

Winning Percentage

Many profitable trading systems achieve a nicepmefit with a rather
small winning percentage, sometimes even below 3D8ése systems
follow the principle: “Cut your losses short and Yeur profits run.”
However, YOU need to decide whether you can stalodéfs and only 3
winners in 10 trades. If you want to be “right” mo$ the time, then you
should pick a system with a high winning percentage

Understanding Winning Percentage

Let's say you purchased or developed a systemhtdsat winning pert
centage of 70%.

What exactly does that mean?
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It means that the probability of having a winningde is 70% — i.e. it i
more likely that the trade you are currently innguiout to be a winne
rather than a loser.

Does that mean that when you trade 10 times yoluhaile 7 winners’
No!

It means that if you trade long enough (i.e. astie® trades) then yo
will have more winners than losers. But it doeguairantee that after
losers in a row, you'll have a winner.

Example:

If you toss a coin then you have 2 possible outarheads or tails. Th
probability for each is 50% — i.e. when you toss tloin 4 times, the
you should get 2 heads and 2 tails.

But what if you tossed the coin 3 times and youhgatds 3 times?

What is the probability of heads on the fourth doiss?

50%, or less?

If you answered 'less,' than you fell for a comnmoisconception. The

probability of getting heads again is still 50%. More and no less.

But many traders think that the probability of$a8 higher now becaus
the three previous coin tosses resulted in heammeSraders might eve
increase their bet because they are convincedtvat'tails is overdue.’
Statistically, this assumption is nonsense; itdaamgerous — and mar
times costly — misconception.

Let's get back to our trading example: if you haweinning percentag
of 70%, and you had 9 losers in a row, what'’s ttedability of having a
winner now? It's still 70% (and therefore therdilt & 30% chance of :
loser).
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Average Winning Trade and Average Losing Trade

The average winning trade should be bigger thanatierage losing
trade. If you can keep your wins larger than yasseés, then you'll
make money even if you just have a 50% winning griage. And every
trader should be able to achieve that. If you camiterse your entry sig-
nals as described previously.

Profit Factor

Take a look at the Profit Factor (Gross Profit 6&r Loss). This will tell

you how many dollars you're likely to win for evedpllar you lose. The

higher the profit factor, the better the systemsystem should have a
profit factor of 1.5 or more, but watch out wheruysee profit factors

above 3.0, because it might be that the systemwesaptimized.

Maximum Drawdown

The maximum drawdown is the lowest point your actaeaches be-
tween peaks.

Let me explain:

Imagine that you start your trading account witf® 800, and, after a
few trades, you lose $2,000. Your drawdown woul@0%.

Now, let's say you make more trades and gain $4@bizh brings you
to $12,000 ($8,000 + $4,000 = $12,000). And aftes,ton the next
trade, you lose $2,000. Your drawdown would be %6.(%12,000 -
$2,000). The $12,000 was your equity peak; thattivasighest point in
the period we looked at.

If you started your account with $10,000 and theest amount you had

in your account over a six-month period was $5,806n you had a 50%
drawdown.
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You would need to make $5,000 from the lowest pmirdrder to recoup
your losses. Even though you lost 50% from youhtofj $10,000, you
would need to make 100% on the $5,000 to get backour original
amount.

Measuring Drawdown Recovery:

Drawdown recovery can confuse many traders. ladedr loses 20% of
his account, he thinks he needs to make 20% irr todget back to even.

This isn't true. If you started with $10,000 andtl&2,000 (20%), you
would need to make 25% in order to get back to ede difference

between $8,000 and $10,000 is $2,000. If you cateuhe $2,000 as a
percentage of $8,000 (not the original $10,00@)aitks out to 25%.

A famous trader once said: “If you want your systentouble or triple
your account, you should expect a drawdown of upO% on your way
to trading riches.” Not every trader can stand % 3Dawdown.

Look at the maximum drawdown that your strategy prasluced so far,
and double it. If you can stand this drawdown, tlyen’ve found the
right strategy.

Why double it? Remember: your worst drawdown isagisvahead of
you. It's best to plan for it now.

Conclusion

The above examples provide you with some guidelipesit’s up to you
to decide whether the numbers in the strategy'fopaance report work
for you or don't.

Ultimately, YOU'RE the one trading the strategydarOU’RE the one
who has to feel comfortable with the expected teaflyour strategy.
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Action Items:
v’ Start back-testing your trading plan on at leasttré@des. The
more trades the better. You can download an exwstso re-
cord your trades from our website:

www.thecompletequidetodaytrading.com

v Analyze the performance report and decide if YO&l t®mmfort-
able with the statistics.

v Continue your trading plan on page 245 and writerdgour ex-

pectations for your trading strategy based on éselts of your
back-testing.
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Step 7: Improving Your
Strategy

I here is a difference between “improving” and “cufiteng” a
system. You can improve your system by testingediffit exit
methods. If you're using a fixed stop, try a traglistop instead. Add a

time-stop and evaluate the results again.

Don't look only at the net profit; look also at theofit factor, the aver-
age profit per trade, and the maximum drawdown. yames, you'll
see that the net profit slightly decreases whenagulidifferent stops, but
the other figures might improve dramatically.

Don't fall into the trap of over-optimizing: you aeliminate almost all

losers by adding enough rules, but your resultirgtegy will be almost
worthless.
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Example:

If you see that on Tuesdays, you have more lodems on the other
weekdays, you might be tempted to add a “filtegttprevents your sys-
tem from entering trades on Tuesdays.

Next, you find that in January, you have much waeseilts than in other
months, so you add a filter that enters trades batween February and
December.

You add more and more filters to avoid losses, evehtually you end
up with a trading rule like this, which | just sagcently:

IF FVE > -1 And Regression Slope (Close , 35) KEI85 *
100 > -.35 And Regression Slope (Close , 35) /€8s *
100 < .4 And Regression Slope (Close , 70) / Cl@se100

> -.4 And Regression Slope (Close , 70) / Clos&.Z00 <

.4 And Regression Slope (Close , 170) / Close.110*> -

.2 And MACD Diff (Close , 12 , 26 , 9) > -.003 ANdt
Tuesday And Not Day Of Month = 12 and not Month =
August and Time > 9:30 ...

Though you've eliminated all possibilities of logifin the past) and this
trading system is now producing fantastic profityour testing, it's very
unlikely that it will continue to do so when it iteality.

Determine the “Best” Parameter Without Curve-Fitting a Strategy

The underlying strategy in this example is a simpleakout strategy.
The strategy contains a parameter callEdParam.

I'll explain how we optimized the parameter, andywe selected 0.3 as
the current value for the parameter. | usgenesis Financial Trade
Navigator (www.genesisft.com) to produce the test results thedfol-
lowing graphics.
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First, | run the optimization and look at the netfjt, since that's one of
the most important figures:

Currency Breakouts - Euro - simplified (G6E-067)
Total Net profit

110K~

100K+

90K+

80K+

70K+

60K+

50K

Net Profit

40K+

30K+

20K+

10K+

0.15 0.3 0.45 0.6 0.75 0.9 1.05 1.2 1.35 1.5
TF_Param (I-1)

As you can see, a parameter between 0.25 and 6duges robust re-
sults.
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Next | am looking at the max drawdown.

Currency Breakouts - Euro - simplified (G6E-067)
Max Closed-Out Drawdown

Max Drawdown

0.15 0.3 0.45 0.6 0.75 0.9 1.05 1.2 1.35 15
TF_Param (I-1)

Any parameter between 0.25 and 0.5 produces arrktivedrawdown,
so using the combined information, | would pick B Param between

0.25 and 0.5.
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Now, I'm looking at the average profit per trade:

Currency Breakouts - Euro - simplified (G6E-067)
Average trade

1204
110+

1004

Avg Trade

0.15 03 0.45 0.6 0.75 09 1.05 12
TF_Param (I-1)

A parameter between 0.25 and 0.7 produces a dawerdge profit per
trade, so the current selection of TF_Param betWethand 0.5 is still a
good choice.
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Now, I'm looking at the winning percentage. Thehgg the better:

Currency Breakouts - Euro - simplified (G6E-067)
Winning percentage (Wins/Total Trades)

-
®

w
<

[}
o

Rl T T T T T T T T T I T I T T T T T T I T T I T T T IrrrIrT

0.15 0.3 0.45 0.6 0.75 0.9 1.06
TF_Param (I-1)

Again a value of 0.25 to 0.7 for the variable THaPaproduces the best
results. We leave our range for TF_Param betwezihahd 0.5
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As a last test, we look at the number of tradesaid\gthe higher, the
better.

Currency Breakouts - Euro - simplified (G6E-067)
Total executed trades

0.15 0.3 0.45 0.6 0.75 0.9 1.06 1.2
TF_Param (I-1)

No surprises here: the lower the parameter, theertrades we get. A
parameter value below 0.45 leads to the highestiatraf trades.

Conclusion

By combining all the previous findings, we see thdtF_Param between
0.25 and 0.4 produces the best results.

That's why 0.3 is definitely a good choice. Everthé market changes
slightly, the system would still produce excelleagults.
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Action Items:

v Try to improve your trading strategy by varying therameters.
As an example: if you used 14 bars in the RSI10y12, 14, 16,
18, and 20 bars.

v' Try to improve your strategy by modifying the stops
Example: use a volatility stop instead of a fixed stop loss

v" Do the same with your profit targets. | know thaistis time-
consuming, but the good news is, once it's doneecdy, you

won't have to do it again for a very long time.ave been using
the same trading strategy for four years now.
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The 10 Power Principles —
Making Sure That Your
Trading Plan Works

H aving a trading plan is like having a solid bluepto build your
home, or having a map when traveling to a new lonatYou

already know that a professional trader won't stevin the markets
without a good trading plan.

In the previous step, you learned:

* How to define your financial and trading goals.

* How to select the right market for your trading lgoa

* What timeframe you should trade in.

» Different trading styles and how to find the rigimte for you.
* How to create a basic trading plan.

Now that you've defined your goals and created yoading plan, you
need to make sure it really works. Thus far, eveng might look great,
but how can you be sure that the system works wherstart trading it
with real money?

Evaluating a trading strategy is easier than yaokthin this chapter,

you'll find 10 Principles of Successful Trading Strategiethat we've
developed and refined over the last couple of years
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You should use these Power Principles to evaluaie tyading strategy,
whether you developed it on your own or are thigkatout purchasing
one. By checking a strategy against these pringipleu can dramati-
cally increase your chances of success.

Principle #1: Use Few Rules — Make It Easy to Under _stand

It may surprise you that the best trading systeawe lhess than ten rules.
The more rules you have, the more likely that yeu'surve-fitted" your
trading strategy to past data, and such an ovemaed system is very
unlikely to produce profits in real markets.

It's important that your rules are easy to undacstand execute. The
markets can behave very wildly and move very faistl you won't have
time to calculate complicated formulas in ordemake a trading deci-
sion. Think about successful floor traders: theydabl they use is a cal-
culator, and they make thousands of dollars evayy d

Example:

Take a look at the trading approaches presentédkirsection “Popular
Trading Approaches.” The easy rules are: buy wherRSI drops below
a reading of 20, or, sell when prices move abowe upper Bollinger
Band.

Avoid a trading strategy that has an entry rule tikis:
Buy when the RSl is below 20, ahd ADX is between 7 and 12,
and the 7-bar moving average is pointing up more tdande-
grees, andhere is a convergence between the price bargslaad
MACD, and and and..

Do you really think that you could follow this siegy while you're
watching the markets LIVE?
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Principle #2: Trade Electronic and Liquid Markets

| strongly recommend that you trade electronic reerkbecause com-
missions are lower and you receive instant filleuYieed to know as fast
as possible if your order was filled and at whaterbecause you plan
your exit based on this information.

You should never place an exit order before youvktigat your entry

order is filled. When you trade open outcry marKatm-electronic), you
might have to wait awhile before you receive yalir By that time, the

market might have already turned and your profégaiphde has turned
into a loss!

When trading electronic markets, you receive ydllg iin less than one
second and can immediately place your exit orderading liquid mar-
kets means you can avoid slippage, which will spee hundreds or
even thousands of dollars.

Fortunately, more and more markets are now tradksatrenically. The
recent addition of the grain futures markets inghmmer of 2006 was a
huge success: in January of 2007, the volume tradede electronic
contracts surpassed the volume traded in the piteta In December of
2007, the pit-traded corn contract traded with 8@Q,contracts, while
the electronic corn contract had a trading volum2,444,400 contracts.

Most futures markets, all forex currency pairs, #mel major U.S. stock
markets are trading electronically.

So why would you even want to trade Pork Belliekumber?

Principle #3: Have Realistic Expectations

Losses are part of our business. A trading systatndoesn't have losses
is "too good to be true." Recently, | ran into ading system with a
whopping winning percentage of 91% and a drawdoftass than $500.
WOw!
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When | looked at the details, though, it turned thatt the system was
only tested on 87 trades and — of course — it wagesfitted. If you run
across a trading system with numbers too good toulge then it's proba-
bly exactly THAT: too good to be true.

Usually you can expect the following from a robiuating system:

1.) A winning percentage of 60-80%
2.) A profit factor of 1.3-2.5
3.) A maximum drawdown of 10-20% of the yearly profit

Use these numbers as a rough guideline, and yeasily identify curve-

fitted systems.

Principle #4: Maintain a Healthy Balance Between Ri sk and
Reward

Let me give you an example: if you go to a casind bhet everything
you have on "red," then you have a 49% chance albldty your money
and a 51% chance of losing everything. The sambeapio trading: you
can make a lot of money if you're risking a lott lfuyou do, the risk of
ruin is also high. You need to find a healthy batametween risk and
reward.

Make sure your trading strategy is using small $tsges and that your
profit targets are bigger than your stop losses.

Stay away from strategies that have a small prafifet of only $100 and
a stop loss of $2,000. Sure, the winning percentétjde fantastic, but
2-3 losses in a row can wipe out your trading antou

The perfect balance between risk and reward i$ o more — i.e. for
every dollar you risk you should be able to makieast $1.50.

In other words, if you apply a stop loss of $108uryprofit target should
be at least $150.
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Principle #5: Find a System That Produces at Least Five
Trades per Week

The higher your trading frequency, the smaller ychainces of having a
losing month. If you have a trading strategy that B winning percent-
age of 70%, but only produces one trade per mah#n one loser is
enough to have a losing month. In this example, gmuld have several
losing months in a row before you finally start nmakprofits.

In the meantime, how do you pay your bills?

If your trading strategy produces five trades peeky then you have on
average 20 trades per month. If you have a winpergentage of 70%,
then your chances of a winning month are extrernegly.

And that's the goal of all traders: having as mamyning months as

possible!

Principle #6: Start Small — Grow Big

Your trading system should allow you to start snaadd grow big. A
good trading system allows you to start with onévens contracts, in-
creasing your position as your trading account grow

This is in contrast to many "martingale" tradingtgyns, which require
increasing position sizes when you are in a losingak.

You've probably heard about this strategy: doulderycontracts every

time you lose, and one winner will win back all th@ney you previ-
ously lost.
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Let's take a look at the following table. It assw@kat you are risking
$100 per trade and then doubling up after eachdasade.

Your First Trade

$100 1 contract or 100 shares
Second Trade $200 2 contracts or 200 shares
Third Trade $400 4 contracts or 400 shares
Fourth Trade $800 8 contracts or 800 shares
Fifth Trade $1,600 16 contracts or 1,600 shares
Sixth Trade

$3,200 32 contracts or 3,200 shares

Seventh Trade $6,400 64 contracts or 6,400 shares

Eighth Trade $12,800 128 contracts or 12,800 shares

Ninth Trade $25,600 256 contracts or 25,600 shares

Tenth Trade $51,200 | 512 contracts or 51,200 shares

1,024 contracts or

Your Total Loss $102,300 102,400 shares

As you can see from the chart, the losses areeadly ithe problem; the
main problem is the amount of contracts or shdrasytou're trading.

It's not unusual to have 4-5 losing trades in a,rand this strategy
would already require you to trade 16 contracts1600 shares, of a
stock after just 4 losses! If you're trading themiyi S&P, you would
need an account size of at least $63,200, justdetrthe margin re-
quirements. And, if we assume that you're traditarks around $100
(e.g. IBM or Apple), then you would need $160,00§dur account.
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Now, you may ask how likely this type of situatiaotually is. The an-
swer: very likely. That was the entire point of theevious few pages.
Just think back to the example with the coins: piaal negative trad-
ing run CAN and WILL happen.

This is why | do not recommend doubling up aftesreboss. If we trade
in a disciplined, systematic manner, then whenaiypical run DOES
occur, we will still be in the game at the endtof i

Regardless of the strategy or method you use die tthere will be occa-
sions when you have losses, or even a string séfodNVhen these occur,
it's important to have faith in your trading plagpn’t try to double up
your trades to “catch up” on your wins.

The main point | want to make here is that eveaglitrg system you find
will go through times when it has more losses thars.

This is to be expected, and it's where effectivenayo management
comes into play.

Principle #7: Automate Your Exits

Emotions and human errors are the most common ketsténat traders
make. You have to avoid these mistakes by any meecsssary, espe-
cially when the market starts to move fast. Youhhigxperience panic
and indecision, but if you give in to those emasioyou’ll suffer a much

greater loss than you had originally planned for.

Your exit points should be easy to determine. Tést Bolution for your
exit points is the use of “bracket orders.” Mosiding platforms offer
bracket orders, which allow you to attach a prafiget and a stop loss to
your entry.

This way, you can put your trade on autopilot, amel trading system
will close your position at the specified levels.

Of course, this assumes that you have easy exas.rdl stop loss of

$100, or 1%, of the entry price can easily be djgetin today’s trading
platforms.
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Exit rules like “2/3 of the average true range luf past 5 trading days”
are more complex to automate. In the beginning, stoeuld keep your
trading as simple as possible.

If you can’t make money with simple entry and gaints, you won't be
able to make money with more complex trading rulésnk about driv-
ing a car: if you can’t drive a Ford, you definjtalon’t be able to drive
a Ferrari.

Principle #8: Have a High Percentage of Winning Tra__ des

Your trading strategy should produce more winneas t50%. There's no
doubt that trading strategies with smaller winnjmgycentages can be
profitable, too, but the psychological pressureriermous.

Taking 7 losers out of 10 trades, and not doubtiteg system, takes a
great deal of discipline, and many traders caalidthe pressure. After
the sixth loser, they'll start "improving" the giegy, or stop trading it
completely.

It's very helpful for beginning or novice traders gain confidence in

their trading, and if your strategy gives you ahhwginning percentage,
let’'s say more than 65%, your confidence will dedly be on the rise.

Principle #9: Test Your Strategy on at Least 200 Tr ades

The more trades you use in your back-testing (witlvoirve-fitting), the
higher the probability that your trading strategyl wucceed in the fu-
ture. Look at the following table:

Number of Trades | 50 | 100| 200 300 500
'<>Margin of Error | 14% | 10% | 7%| 6% 4%

The more trades you have in your back-testingsthaller the margin of
error, and the higher the probability of producpmgfits in the future.
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You need at least 40 trades for a valid performaepert. As you can
see from the table above, 200 trades are optinmale $she margin of er-
ror decreases fast from 14% to 7% with only antemidil 50 trades.

If you test your system on more than 200 tradesnthargin of error de-

creases at a slower rate. The next 100 tradesmergase the confidence
by 2%.

Principle #10: Choose a Valid Back-Testing Period

I recently saw the following ad:

"Since 1994, I've taught thousands of traders weide a simple
and reliable E-mini trading methodology."

That's a very interesting claim...

The E-mini S&P was introduced in September of 199%] the E-mini
NASDAQ was introduced in June of 1999; therefor€@NNE of these
contracts existed before 1997.

Regardless, though, we only have to worry aboutge=of the contracts

for back-testing purposes. And, if you develop amii S&P trading
strategy, then you should only back-test it forplast 3-4 years anyway.
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This is because, even though the contract haseex&@hce 1997, there
was practically nobody trading it (see the followichart):

=k ES1-067: E-Mini S&P 500 (Day) CadjLiq {Monthly bars)
e TradeMavigator.com @ 2007 All rights reserved
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The same applies to strategies for the grain fatuhey were introduced
in August of 2006. Do not make the mistake of biaskting your trading
strategy on the pit contract. When futures congratart trading elec-
tronically, they attract a different kind of trad#van their pit-traded
counterparts; therefore, the characteristics of tthe markets can be
very, very different.

It would be foolish to think that the markets reméie same once they
can be electronically traded. Faster fills and loa@mmissions allow a
different kind of trading strategy, and the markétid L behave differ-
ently than during the times when only pit tradeasléd them.
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The 10 Power Principles — Making Sure That Yowdlmg Plan Works

Action Iltems:

v' Take a look at your trading strategy and run itiegethese 10
Power Principles. How many principles apply?

v If your trading strategy doesn't fulfill all 10 Peiples, is there
any area in which you can improve it?
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Part 3:
The Secrets to Day
Trading Success






There’s More To Trading
Than Just Having a
Strategy

‘ ongratulations. You made it to the third part af iook. You've
learned about the basics of day trading and yowkhow to
develop a profitable trading strategy.

You understand that a good trading strategy isaditlee single most im-
portant factors when it comes to your trading.

With a proven, reliable strategy, you'll have a rf@apyour trading future
and a guideline for your success. You'll have a.pBelieve me, most
traders out there just open a trading account #artl tsading, without a
clue as to what they're getting themselves intdy@nfew of them have
a trading strategy, and because of that, manyewh thail.

In fact, the vast majority of them fail. According a report from the
North American Securities Administrators Associat{blASAA):

“Only 11.5% [of traders] might profitably trade [#h markets].
At least 70% of traders lose money in the marke®%.a@f pub-
lic traders will not only lose, but will almost ¢emly lose
everything they invest.”

At least 70% will lose everything they invest. Aodly 11.5% of traders
will actually succeed. That's just slightly overirL 10. Not great odds.
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Success and Failure in the Markets

O Failed Traders
B Successful Traders
O Traders Breaking Even

18.50%

11.560%

But, if you've followed the action items outlinglarbughout the previous
chapters, then you should have a trading strategped out. And, if

you do, then that small step has dramatically eeed your chances of
belonging to the 11.5% of successful traders oetetiwho are actually
making money.

But here's the thing about trading strategies: theye a dime a dozen.

These days, you can find hundreds of books witlewint trading strate-
gies, along with countless websites that offeritmgdtrategies for free.
In addition, you'll find “the trading strategy ofi¢ month” every couple
of weeks in nearly every trading industry magazioethere.

So, if there are so many trading strategies availathy do only 11.5%
of traders make money?

The problem is that strategies do NOT make a gooddder. There’'s

more to trading that just having a strategy. Ombyet knowledge, ex-
perience, and guidance can make you the tradewgotito be.
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The Ralph Vince Experiment

Ralph Vince is a well-respected and well-known ficial investor ang
educator. He's published a number of books onngadnd the trading
industry, and he also performed a very famous éxyet known as thé
Ralph Vince Experiment.

%

Mr. Vince took 40 Ph.D.s and set them up to tradh & computer
game. Now, these 40 people all had doctoratesyibu¥ince made surg
that none of their doctorates involved any sovatkground in statistic
or trading. In the game, each of them were give0@Land 100 trade
with a 60% winning percentage. When they won, twey the amoun
of money they risked. When they lost, they lost dmeount of money
they risked. Simple. As you can see, ALL of therd lhgprofitable trad
ing strategy.

) L4

\*4

So, after all 40 had completed their 100 tradesy h@ny do you think
made money?

2.

Only 2 doctorates out of 40 were able to make mofidéye other 3§
failed to succeed.

Source: CSI News Journal, March 1992

Those are pretty convincing statistics. 95% of ¢hedidates lost out.
And why? Because they fell into the age-old trgmsor money man-
agement, gambler's fallacy, and lack of disciplong@idance, and experi-
ence.

Did they have a profitable trading strategy? Ofrsel
Remember, each one of the traders took 100 tradbhsav60% winning

percentage. Mr. Vince gave them a profitable trgdittategy to use, but
they still couldn’t succeed.
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So, it seems that there is definitely more to tigdihan just having a
strategy. And that's exactly what you'll learn abauthis section of the
book:

The OTHER factors that are involved when it comesd your trading
success.
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The Seven Mistakes of
Traders and How to Avoid
Them

S 0, let's examine why traders fail. If you know tpifalls of trad-
ing, then it becomes easier to avoid them. In thiapter, we'll
talk about the mistakes that traders make and fwancgn avoid them.

First off, there are two types of mistakes thabtdeér can make:

e The small ones
* The big ones

Yes, you'll definitely make small mistakes along tway — | guarantee
it. You might buy a security when you intended et &, simply because
you pushed the wrong button. Or maybe you’ll bug/wirong stock, just
because there’s a typo when you enter the symbmth®r possibility is

placing the wrong order because you enter a bugra@at$213.5 instead
of $21.35. These types of things have happenelll o6 @s.

They're small mistakes, and they're “forgivable.”it/a little bit of
luck, you might even be able to profit from them.

However, there are big mistakes that you absoludlyST avoid if
you're going to be a successful trader.
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For instance, one of the biggest trading mistakes you could ever
make is to try to learn and understand everythibgug trading...and
then never actually START to trade.

I know many aspiring traders who have read cousittexoks, have de-
veloped dozens of trading strategies, and who haaé/zed a number of
markets; but they've failed to pull the trigger whi€ comes to real trad-
ing. As you know, part of your education is youroWwbedge and your
experience. If you want to make money with tradithgn eventually you
have to take the plunge and get started.

Yes, | know: there’s a chance of losing some moiégat's true. When
you trade, you're taking a risk. (If you want tookinhow to start trading
without risking any of your own money, please rézael chapter “How to
Start Trading Without Risking a Single Penny,” aye 235).

What Exactly Is “Risk?”
Risk means “not having control.”

Example: If you're driving a car on the highway, then yeuat risk. It's
as simple as that. But, thankfully, there are @ertiaings we can do to
control that risk:

v All motorists are required to have a formal eduwratand success
fully test their driving skills before they are @lNed to drive a car.
This qualification process is called getting a drig license.

v Cars are equipped with certain security featuresh ss seat belts
airbags, anti-brake systems, and — let’s not forgetsteering whee|,
which enables you to navigate around obstaclestn gath.

v" When you’re new to driving, you usually practicettwanother per
son (e.g. your parent) in an empty parking lot BREOhitting the
road. You start driving at 10 mph, and then, as g@mw more com
fortable, you can slowly increase the speed. Wharirg confident
in your abilities, you'll most likely leave the gang lot for the open
road (but let's not move too fast — probably a ¢oumoad, with no
traffic!)
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All of these things help you control the risk whiértomes to driving.
You'll never be able to eliminate the risk comphgtdout you can take
appropriate action to reduce it.

The same principles apply in trading:

v" You should have a formal education and prove yailis before you
start to trade. Unfortunately, there are no testpired before you
can open a brokerage account, but you should tekéire to learn
about the markets and develop a strategy before“lyibuihe open
road.”

v" When trading, you can also apply certain “secugtures.” Two of
the most important are having a trading strategg asing stop
losses.

v" When you're new to trading, you should paper triwd (see page
235). Then, after you've built up some confidengey can star
trading with one lot/contract, or 100 shares. Ifi'ye comfortable
and you achieve acceptable results, then you aaedse the con
tract or share size.

And never trade with money you can'’t afford to lo&et your current
financial situation in order first, and THEN stadding.

(72

Get your credit cleaned up, pay off high interestns and credit card
and put at least three months of living expensesauings. Once this i
done, you're ready to start letting your money wimkyou.

(2]

Don’t trade to get rich quick.

That’s the number one principle when it comes tatradling your risk.

If day trading was easy, everyone in the world widu¢ doing the same
thing: trading like crazy every day and becomingpimely rich by night-
fall!
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We both know it's NOT easy. So let's take a lookhet seven “deadly”
trading mistakes. These are the challenges thay ereder faces, and
they’re the ones which usually cost traders a whatlef money.

Being aware of these challenges is the first stegvbiding them. Think
about the car driving example again: if you knowattdriving on icy

roads is dangerous, you can try to avoid travelinghat particular
weather condition. But, if you don't know about iaad the hazard it
poses, you might just get into your car and drike hormal. You won't

even realize the danger until you feel your vehgipping right off the

road.

The same principle applies in trading: being awafréne possible mis-
takes and pitfalls will help you to avoid them.

Mistake #1: Struggling To Identify the Direction of the Market

Traders use very complicated formulas, indicatarg] systems to iden-
tify a trend. They’ll plot so many indicators orethcreen that they can’t
even see the prices anymore.

They think that the more complicated a systemhs, ldetter it should
“predict” the trends.

As a result, they completely lose sight of the bamsinciple: buy when
the market is going up and sell when the markgbisg down.

About Indicators

=}

These days, there are more than 150 indicatordaalai and you ca
even get indicators for indicators. Keep in mindttimdicators are based
on five variables: the open, the high, the low, ¢hese, and the volume
of a certain timeframe.

Indicators are simply collecting this data and igimg it differently,
and they do this by setting certain variables ugelation to others, or i
relation to previous data.

=}
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Examples:
- Williams %R displays the high and the low to these.

- Moving Averages display the relationship betwaeseries of closing
prices over a period of time.

Remember, keep it simple:
One of the easiest ways to identify a trend iss® twendlines. In the sec-

tion “Technical Indicators,” you've been shown ethabow to construct
and use trendlines.

Mistake #2: Not Taking Profits

By their very nature, traders are greedy. After ytlu want to make
money. A lot of money. And you want to make it fd§et rich quick,”
right? Every trader wants to get rich, and theytwardo it in one trade.
And that's when they lose.

Trading success comes from consistency, not frotnading “grand
slam.”

There are a lot of newbie traders out there whebelthat their fortune
will be made in just one amazing trade, and thay’thnever have to
work again for their entire life.

This is a dream, a dangerous one. Successful sraddrrealize that
right away.

The best, and usually only, way to make a fortuné&rading is consis-
tency. And this fortune will probably be made inadhamounts. Unfor-
tunately, most traders go for the big wins, whiekult in big losses.

It makes sense that traders are more interestiedgar profits per trade.

What would you rather have — a fifty dollar bill arfive dollar bill?
Well, that's obvious! But when it comes to tradiitgs not that simple. If
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you DON'T take the five dollar bill, you may los#ty dollars of your
OWN money, or more.

The main thing to keep in mind is this: even thoygh can’t take the
fifty dollar bill right away, you can take ten fidollar bills over a longer
period of time. And the end result is the samédty €lollars.

And that's the main point here: small, steady psadidd up. This is not
to say you'll never have a big winner. In optioreding for example, it's
pretty common to have profits of 100%, 200%, orne¥eD00% in just
one trade. So, it's not impossible to snag thefrigfits — it's just not
something you should count on. If you expect numibbke this all the
time and accept nothing less, you're setting ydfige for guaranteed
disappointment.

The key to trading success: small but consisteofitpr Consistency is
the key, because if your profits are consistent @mdlictable, then you
can simply use leverage to trade size.

Therefore, you MUST know when to exit with a proftesist the temp-
tation to stay in “just a little longer, for justitle more.”

Mistake #3: Not Limiting Your Losses

The only way you can make a fortune with tradingpisctually stay in
the game, and it's hard to stay in the game wherivgoalready lost all
of your dough.

Losses are a part of our business. The key tongasliccess is to limit
your losses. Too many traders are giving a trade tsa much “room,”
and they're taking big hits, which can shrink as@amt down by 20%,
30%, and sometimes even 40%. Set small losses.

As outlined in the chapter “Is It Really PossibbeMake a Living As a
Day Trader?”, your average loss should be smalflan tyour average
win, because then you’'ll be making profits eveypa@ir winning percent-
age is only 50%.

Always know when to exit a trade.
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Mistake #4: Trading the Wrong Market

Too many traders are fixed on only one market; tinage ONLY the
forex USD/EUR, or the E-mini Russell, or the E-mi®®OW, or just cer-
tain stocks, etc.

Here's another key to trading success: trade a ehdhlat is MOVING,
either up or down. You know you should buy when iterket goes up
and sell when the market goes down.

So stay away from a market that is choppy or justing sideways, and
start trading a market with nice trends.

Take a look at the following examples:

Example 1: Choppy Market

_..E AXP: Amer Express (15 minute bars)
g TradeMavigator.com @ 2007 Al rights reserved

121907 1445 = 52.03 (+0.25)
5280
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Choppy Market
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Example 2: Trending Market:

—-¢E ES1-067: E-Mini S&P 500 (Day) Cadj Lig {15 minute bars)

s TradeMavigatar.com @ 2007 All rights reserved
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Stick with the trending market and you'll find tipeofits you're after.

Mistake #5: Lack of a Trading Strategy

You MUST have a solid trading strategy. Having ading strategy is
probably the single most important thing you canrdorder to succeed
with trading. Having a trading strategy means hgnérpre-defined set of
rules that you have developed for your day trading.

It means knowing what you're doing instead of gambling. Too many
people start off day trading without a strategyjclihmeans that they're
completely unprepared.

With a day trading strategy, you're way ahead efdfowd, and you've
dramatically increased your chances of making mavidytrading.
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Mistake #6: Not Controlling Your Emotions

What are the main emotions of traders? There amgyhtdere’s just a
few:

* Greed — “I'm sure the market will continue risiramyd I'll make
millions!”

* Fear—"“Please.... | don’'t want to experience andthes.”

* Panic — “Oh no, the market is moving fast. Why? W4teuld |
do? The sky is falling.!”

* Indecision — “Should | enter this trade? Or shouldait? OK,
now I'm in a trade: should | take profits? Or net¥ Hmm, the
trade goes against me: should | get out now, ouldhogive it a
little bit more room?”

» Excitement (hopefully!) — “Hey, | made money!”
How many negative emotions are on this list? Toayha
In order to become a successful trader, you haveat@ control over

your emotions. The best strategies and tools aessif you lose your
head while you're in a trade.

The Best Tools Are Useless

| recently saw the movie “The Guardian,” with Kewvibostner ang
Ashton Kutcher. It's about the U.S. Coast GuardviK€ostner plays an
instructor who trains young recruits to become uesswimmers.

One day, they have a simple exercise in the pow: af the instructors
simulates a victim and one of the cadets has tueskim. When the res
cue swimmer approaches the drowning victim, thdimicgrabs the
swimmer and holds him tight, trying not to drown.
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The rescue swimmer panics and can’t escape thenidagrip. And both
of them almost drown.

After the exercise, Kevin Costner’s character exglahis to the cadets;
the only difference between THEM and the drowniifgjim out there in
the ocean is that THEY have a strategy to resaa@ittim and deal with
the situation. But all of the tools and equipmératithey have are absp-
lutely useless if they panic, or have no idea vithato.

They need to remain calm and execute their strategy

The same is true in trading: you can have the toading strategy, supe-
rior software, the fastest computer, several 21hitoos, a $1,500 ergo-
nomic chair, and an office with the most stunnimgw but all of these
things are absolutely useless if you're in a traxi@ you panic.

Remain calm, cool, and relaxed. Control your enmstie don't let them
control you.

Mistake #7: Overtrading

Many traders think that “quantity” is better thaguality.” They believe
that if you just throw enough punches, one willr@gueally hit. They trade
like maniacs and make their broker rich.

Traders are overtrading for the following threesares, and none of them
are good:

1) Greed

You just closed a winning trade. You followed yqlan and
made the profits that you were looking for. But tharket keeps
going up. You think, “I should have stayed in ttrede,” so you
jump right back in. And then you realize that YO@re& the one
who just bought the high of the day.
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2)

3)

Revenge

You lost money. The market has been mean to yoleyTjust
took out your stop and now the market keeps mowingur di-
rection. So you want to get back at them. You ka&eding,
thinking, “The next trade will make back all the mey I lost so
far, and that will hurt them.” Believe me: the metrks AL-
WAYS stronger, and it will be YOU who gets the dgaose.

Boredom

There are some days when the ducks simply don& Up.

You're watching the markets and it's like watchipgint dry:

nothing moves. You wait...and wait...and wait...and sundige
you just get that “itch” to trade. You think, “Ifdon’t trade, |

won’'t make any money!” and you jump into a trademiedi-

ately. Of course, the trade isn’'t according to yplan, and you
end up with a loss.

| haves some news for you: if you don't trade whbare’'s
nothing to trade, then you won’t lose any moneyargnteed!

If you want to succeed in trading, then you musiarstand the
concept of taking only the “high-probability tradesess is
more.

Follow your plan!
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The Trader’s Psyche

Y ou know that you need a strategy. And you know thate’s
more to trading than just having a strategy. In finevious

chapter, you learned about the major mistakestthdérs make, and you
learned that your biggest enemy is not anotheetram market makers,
or your broker — it's YOU.

And YOU are your biggest enemy because of ywmotions.

In this chapter, you'll learn about the mindset gsgiche of successful
traders. Having a profitable trading strategy AN tight mindset will
catapult you right into the 11.5% of successfutléra we talked about
earlier.

In order to develop the right mindset, you neeétrtow what to expect
when day trading.

Many traders mistakenly believe that trading wékult in a consistently-
rising account balance, like having an ATM in tHeint yard.

But you already know that losses are a part ofbusiness as traders.
There will be some days and weeks when your traditgeds your ex-
pectations, and there will be periods when youdit@g results are far
worse than you expected.

It's essential that you maintain a long-term pecsipe.

Day trading means playing a numbers game. You@rkaow that you
need to place at least 40 trades before you canabthe performance of
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the strategy. Most traders only evaluate theirggarhnce once a month,
trying to have as many profitable months as possibledge funds
evaluate their performances quarterly or yearly.

Long-term evaluations have their place, but if yook at your trading
results daily, it will drive you crazy. That's whye define weekly goals.

Sure, nobody likes going through a drawdown. Bug¢mviiou're trading,
it's inevitable. The key is in how you deal with it

In an interview with Jack D. Schwager for his bobkarket Wizards:
Interviews With Top Tradershe famous Richard Dennis said:

"It is totally counterproductive to get wrapped umpthe results.
You have to maintain your perspective. Being emalip de-
flated would mean lacking confidence in what | asimg. | avoid
that because | have always felt that it is mislagdio focus on
short-term results.”

And way too many traders focus on short-term resarid lose their per-
spective. That's why they fail: they experiencesslor a bad week, and
so they start trading a different strategy. And levithe trading strategy
they just abandoned is recovering from the drawdadwe new trading
strategy may result in yet more losses, so agh#y start looking for
another.

It's like a dog chasing too many rabbits: at thd efithe day, he's totally
exhausted and he has absolutely nothing to shoit, fsecause he didn’t
catch a single thing.

Day trading necessitates selective, wise, and rgatrading methods.

Successful day traders are practical, and do natvgdboard when trad-
ing the market. They focus on the quality of eaaelde, not the quantity.
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Here are some important characteristics of sucgesaflers:

1)

2)

3.)

4.

5.)

6.

7)

8.)

9.)

Successful traders do not blameThey accept the losses they
have, and they don’t dwell on them, or blame otieple or
conditions. They learn from their mistakes and mowewith
their trading.

Successful traders have a systerithey stick to their system
of trading religiously.

Successful traders have patiencdhey know that most posi-
tions will not be profitable the minute they areeopd.

Successful traders do not overtradeThey realize that over-
trading puts their account at risk, and they knbat not every
day is a day for trading. They wait for high protigpboppor-
tunities.

Successful traders realize that nothing is 100% fdproof.
They trust in their indicators, but they are awaf@ther fac-
tors that may influence their trades.

Successful traders do not stay in a losing tradd.hey honor
the stop losses that they set, and they do nottheld position
in the hopes that the market will eventually “geittway.”

Successful traders do not rush into tradesThey take their
time while selecting trades, and they are pickyusbshich
trades to jump on. They don't place orders justtifier sake of
having a position in the market every second.

Successful traders stick to a successful strategyhey have
one to three techniques that really work, and theg them
over, and over, and over again.

Successful traders have the ability to adaptThey adjust
their trading methods and decisions to changindetarondi-
tions.
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10.)

11.)

12.)

13.)

14.)

15.)

16.)

Successful traders know what type of trader they a. They
don't force themselves to trade with methods atsegies that
do not fit their personality.

Successful traders bank on consistent profitsThey know
that ignoring the small-profit trades and angling & “grand
slam” is a sure way to lose money.

Successful traders take actionThey don't let their fear con-
trol their decisions or interfere with their tradin

Successful traders use successful systemBheir trading
methods and indicators focus on high probabiliagés, sound
money management, keeping their strategies frexime-fit-
ting, and working their system into their busingdans for
successful implementation.

Successful traders recognize a “good” tradeThey don't
base their evaluation on profits or losses; thegebd on
whether or not they followed their trading planthe letter.
Even if they DID lose money, as long as they stickheir
plan, it is a “good” trade.

Successful traders take time offThey realize the importance
of taking breaks from trading and the markets ®acltheir
heads.

Successful traders do not fear losse$hey realize that losses
are a part of their business, and they expect them.

If you can adopt the right psychological mindsken you'll gain a sig-
nificant edge in the market.

| can’t stress this enough:

The right mindset is one of the keys to investmamtcess, and most
traders fail to understand this.
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Greed and Fear

When day trading, two emotions are constantly prieggeed and fear.
If your trade goes well, your natural inclinatiorillvbe to trade even
more, opening yourself up to significant loss. Aihdour trade goes
wrong, fear will torture you. Fear of loss or fedra further loss makes
traders scared.

Greed and fear are destructive emotions, andaalets are influenced by
them; they're a natural part of every trader’s p®jyogy. Greed and fear
can make traders act irrationally: they may knowatMmey should do,
but they simply can’t do it.

The bottom line: if you're scared or greedy, and yan't control your
emotions when day trading, then you'll have a wdifficult time being
profitable.

But, when you trade well, in accordance with yoading plan, you will
have a fantastic chance of success. Feel proudusglf for good trades
and decisions, but don’'t dwell on them, or allowogaence to set in.
Keep your head up and continue to apply a sourtihgjestrategy, even
when you suffer losses — remember, they are jpatteof the business.

Do not allow yourself to get caught up in positoavenegative emotions —
understand the psychology behind trading and knioat ho trade is
guaranteed.

Work on your mental state. If a trade goes wrongahd work out why
it did, and learn from it. Executing a trading nedtwith discipline is the
only way to overcome destructive emotions. Whelfoerre a day trader
or an investor, and whether you trade in commagliséocks, or curren-
cies, the fact is that your trading psychology Wiitfluence your re-
sults.

You should never trade without a solid reason. Dolnase the market. If
a market moves sharply, but you don't participatéhis move because
your entry criteria weren't met, don’t worry aboutlf you miss a trade,
another one will be just around the corner. Pracgiatience and disci-
pline.
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You need to control your emotions by having a digegian to follow.
Having the correct trading psychology is just apomant as having a
reliable trading strategy.

The more you are prepared mentally for trading pitter you will trade.

Note my emphasis on better trading, not better iwopnnA good day in

day trading is not defined by profits. Successfay draders define a
good day as one that is researched and plannefbiimals their overall

trading strategy.

Action Items:

v The “Law of Attraction” says that “you get what ydhink
about.” Here’'s how to avoid negative emotions amchave a
positive attitude:

Write down 10 “I| Am” statements. These statemehtsukl re-
flect who you WANT to be, not necessarily who yoe aow.

Here are some examples of “I Am” statements:

o lam adisciplined trader who follows his tradirgm

o |am cool and relaxed when | am trading.

o lamin control of my emotions.

o0 |am a profitable trader.

v" Read these “I Am” statements every morning befae gtart
trading. Read them aloud and read them like younniied®o it
for two weeks, and | promise, you WILL notice afeliénce.
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Day Trading Success

I rading can be simple, but it's not easy. And trgds definitely
more difficult if you complicate it. Remember thaysg: “A

Confused Mind Takes No ActighAs a trader, you MUST take action,
every single day; therefore, you must avoid coifusi

So keep it simple. Very simple.

Here are the three “Secrets” to Day Trading Success

1.) Secret 1: Trading In the Right Direction

You must buy when the market is going up and sékmnvthe
market is going down. That's how money is made.

2.) Secret 2: Always Know When To Exit A Trade

It is essential that you know when it's the rigime to exit with
a profit AND when it’'s the right time to exit with loss.

3.) Secret 3: Trade the Right Market

The right market is a trending market. As you knowgney is
made in trends — either up or down — so you draalfi in-
crease your chances of making money if you tradesrading
market.
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Now you know why | put the word “secrets” in quadat marks. These
are not “secrets” at all. Unfortunately, though,sinvaders don't realize
the importance of these facts and tend to forgethth

Losing traders focus on finding a “magic method”tdding, visiting
countless websites and spending hundreds and tmisigd dollars on
books, courses, and software packages.

Don’'t make the same mistake. Keep your trading Emp

Remember, the “secrets” to day trading succesaraversal. They apply
to every market, whether you're trading stocksufes, options, or forex.
And they apply to every timeframe, which is whyythhe so powerful.

Focus on the “secrets:”

1.) Learn how to determine whether the market is goipgr going
down.

2.) Learn when to exit a trade, when to take a prafit] when to
bail if the market is not moving in your favor.

3.) And learn how to find the right market.
Don’t make your trading overly complicated. Stickthe basics. As you
already know, if you can’t drive a Ford, you wobé# able to drive a Fer-
rari. And if you can’t drive a car at 10mph, yowstdn't try to drive it at
80mph.

Remember Power Principle #1: Use Few Rules — Miakady to Under-
stand (page 192). That's how your trading plan khba.
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Action Iltems:

v' Take a look at your trading plan right now and agsuhe
following questions:

o0 Have you found an easy way to identify the diraciod
the market?

0 What tools or indicators are you using?

0 Are you using more than two indicators? Are thegneo
plementing each other or contradicting each other?

0 Can you describe your entry rules in two lineseasP
o Do you know exactly when to exit a trade?

o Do you know when to exit a trade even before yaeren
it?

0 Are you sure you're trading the right market? Dioly
select a market based on your goals or based on a
“friend’s” recommendation?

o Did you evaluate other markets to see if there's an
alternative market which may support your goals and
your trading strategy BETTER than the one you'agl-tr
ing now?
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The Tenets of Day
Trading

I hroughout the course of this book, you've learnddt,aand you

should be well on your way to becoming a succeskdyltrader.
In this chapter, you'll find a summary of the masiportant tenets of
trading success.

Online day trading requires both patience and aldl. To be success-
ful, you need to focus on your trading techniquet, the frequency of
your trades. Remember, quality over quantity! Tharme many factors
that play a vital role in online trading.

First, people don’'t begin with specific objectivésost people approach
the markets and they don’t have a clue what thelyyimg to do. The

first rule is to decide what you're trying to acqalish. That’s your busi-

ness plan.

Take a look at the following — my list of basic é¢sfor day trading.
1.) Understand the Risk
The online trading market can be volatile, whickates risk. To
be successful, you must be aware of factors thatiduence

prices, such as economic releases, earning reparts,state-
ments by government officials.
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2)

3)

4.)

5.)

Staying updated with new developments will allowiyto make
sounder trading decisions.

Choose a Trading Time

Before entering the online trading market, be dorehoose a
block of time that suits your lifestyle. There is point in trying
to trade if you can't find a suitable time to do it

Everyone has commitments in their lives which canm® ig-
nored, so you have to decide for yourself whichulady sched-
uled block of time you are most comfortable with.

Develop a Strategy For Your Day Trading

Every online day trader should have an online tgditrategy
which he follows religiously. Most of these straegwill have
common elements, including guidelines for signaigijcators,
and rules regarding entry and exit. It's importemtdetermine
your strategy before you begin to trade.

Trade the Right Market

Different markets have different trading profileghich vary in
volatility (the online currency market is considérthe most
volatile of them all). Some are ideal for intradagding while
others are favorable for long-term action.

Determine the market you want to invest in basedfamtors
such as your account size, trading timeframe, patsknowl-
edge, and risk tolerance.

Be Open to Learning

If you're a first-time day trader in the marketeth are a number
of risk-free ways for you to gain experience. Faaraple, with a

demo account, you can practice your order execanzhtrading

systems to check their viability before putting yastual money

at stake.
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6.)

7)

Take advantage of the ample resources availableatm and
practice the craft of online day trading.

Don't Trade Too Often

Overtrading is one of the most common mistakesaders. It
occurs mainly when traders try to compensate feir threvious
losses with ‘just a few more trades.’

Wise traders will allow themselves a pause frorditrg activity
after a loss, instead of trading frantically inattempt to recoup
their money.

Start Small

Starting small is a wise choice, especially if yeufairly new to
online day trading. Being conservative in your ingddecisions
will help protect you from possible mistakes andufes. Re-
member, if you trade big, you're risking big monayd setting
yourself up for big failure.

Also, consider a few of these effective day traditrgtegies to stick to:

Believe in the day trading system you followDo not question
the effectiveness of its rules and methods unksd,until, you
have successfully explored all of its trading ops$io

Trade only twice a day — once in the morning and are in the
afternoon. Continue trading this way for at least the firsio23
months. A conservative schedule will save you fthmtempta-
tion of overtrading.

Make a weekly goal of $250 or $300 profit per conéct.
When you get a successful trade and achieve thkelyweeget of
$250 or more, you should switch off your tradingesn and take
a break until the following Monday. This will be @b for your
health — and it'll also help prevent overtradingu§t me, when
the discipline you have practiced with a small wegoal is ap-
plied to a larger weekly goal (where you will bading 10-20
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contracts), you'll be very glad that you took timad to focus on
the smaller goal first.

If, for some reason, you're not able to meet yairmofit goal in a par-

ticular week, don't worry. It's happened to evergodust focus on con-
sistency in your trading results and you WILL fisuccess.
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How to Start Trading
Without Risking a Single
Penny

I hat’s it! Now you KNOW what to do. The next steppistting it
into practice.

If you completed the action items at the end ofheatapter, you now
have a trading strategy. You have tested it agdmespower principles.
You back-tested it, and everything looks good. Yiawe prepared your-
self for the mental challenges of trading.

In short:you are ready.

Now, you NEED to begin trading. It's time for thebber to meet the
road!

You can have the best trading plan ever, but yoeéller make any
money if you don't take action and actually st@t.course, it always
helps to have a little risk-free practice firsghi?

After all, you might still be pretty new to tradingven after having read
this book and completing the action items. You dwaaint to lose thou-
sands of dollars because you made a small mistaieur trading plan,
do you?
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But how can you get started without risking a sngénny of your own
money?

The best thing you can do is to get a "paper tgadiccount.” And the
best news you'll hear today: you can get a papeting account for
FREE from your broker. Or, just contact Rockwelading®, and we’ll
get you set up with a free paper trading accourgedves.

So what is a paper trading account?

A paper trading account let's you trade your sgratevith "virtual
money." You will get live quotes, and you can erther trades according
to your plan. The system will simulate fills, andwil find yourself in a
trading position. Paper trading accounts show tiofitgand loss in real-
time, and you can see LIVE how much money you aakimg or losing.
Keep in mind that we're talking about "virtual mgrieso you are not
actually making money yet.

If you're serious about your trading success, yduSV trade your strat-
egy on a paper trading account first.

Here's why:

The biggest enemy of a trader is discipline. Tradese money because
of a lack of discipline. Your trading plan might bgcellent, but if you
don't have the discipline to follow it, then youteomed. Trading your
strategy on a paper trading account will help yowain confidence in
your strategy AND develop the much-needed disaptnactually make
money with it.

An Example for Trading the E-mini S&P:

—F

Your system establishes a long position at 119(&fd,the profit targe
order was placed at 1192.25 ($112.50 profit peitreot). Prices move
up to 1192.00 and then reverse. One hour latersybtem tries to re
verse at 1191.00. Again, prices move up to 119@u7® reverse. Two
times, the system missed the profit target by ake t

174

Should you change the strategy?
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Or should you manually override the strategy whemething like this
happens?

Doing any of this is like opening Pandora’s Boxt'$eay you start b
lowering your profit goal one tick. Of course, yaould be instantly ret
warded, because the number of winners would inereas

~

Next week, though, you might experience the follogvsituation: your
stop is hit and you are taken out of the trade,tbem the market turns
and takes off and you are missing a nice winneraWwiow? Well, you
start moving your stop a little bit further awaydaagain, you're in-
stantly rewarded: the number of losses decrease.

One week later, you experience a similar situatol you continue
"fine-tuning" your system by slightly moving dowoyr profit goal and
minimally increasing your stop loss. And very sothrg winning system
that you once had turns into a losing one, becgosge losses are much
bigger than your profits.

I've seen it so many times: a trader will back-teist system with over
700 or maybe even 1,000 trades, and then he 'tinest' it after the first
5 trades. This doesn't make sense! If you haveiadsimgic to why your
system should work, then you shouldn’t "fine-tuitedfter just 5 trades.
It doesn’t NEED fine-tuning.

You should evaluate your system periodically, mstead of curver
fitting your system's parameters, you should askrsef: "Does the
logic of the system still apply?"

If you have a trend-following strategy and markats trading sideways
then "optimizing" the strategy parameters won'tnevelp — it's the
wrong market condition, and the market is just mgiit for your strat-

egy.

So, again, exercise discipline: if your strategykead well for over 1,00(
trades, and you have sound logic, and you havenieditted the strat
egy, then you should not override the plan or “funge” it after only a
few trades!
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By watching your trades on a paper trading accoymi,ll learn a lot
about yourself and how to deal with emotions.

1.) Can you "pull the trigger" when your entry signppaars?

2.) How do you feel when you see the trade moving aggiou? Do
you feel the urge to move your stop loss?

3.) How do you feel when the trade makes a profit? Bo want to
get out? Or do you want to stay in a little bitden?

4.) Do you have the discipline to trade your systemoeding to
your rules?

Trading a system on a paper trading account vat aklp you:

1.) Watch yourself and your feelings.
2.) Deal with your feelings.
3.) Develop the discipline you need to become a sufidesader.

And, of course, it'll help you test your tradingssgm under "realistic"
market conditions.

By utilizing a paper trading account to test yotrategy BEFORE you
begin live trading, you will gain confidence in yostrategy and your
decisions as a trader.

And confidence is your most important characteristi

Trade your strategy for at least 40 trades on &ptpding account be-
fore you even think about putting real money onlitne.

Stick to the successful things you know, follow yqlan, and control
your emotions.

All the best in your trading!
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Action ltems:

v' Get a paper trading account for the markets yosekected
NOW, and get familiar with the trading platform.
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Bonus Materials

I here’s so much more info that | wanted to includehis book,
but unfortunately, I've got to stop here. Howeuerould like to
give you a few more materials to help with youding. These include:

* An electronic downloadable version of thErading Plan
Template which you can use for your trading right away.

* A downloadableTrading Log Template that will automatically
calculate your performance report based on yodea

A downloadable PDF version of thBroker Checklist in
Appendix B, which you can print and use at younearience.

e An electronic downloadable eBook entitledhe Practical
Guide to Swing Trading.’

» An eBook containing &ully disclosed trading strategy

All of these resources, along with much more readdy content, are
available to you today.

Just visit our website atvww.thecompleteguidetodaytrading.com
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Appendix A — Trading
Plan Template

Financial Goal
(see the chapter “Is It Really Possible to Makeving As a Day Trader?” page 9)

| Want to Make: $ per year
$ per month
$ per week
My Account Size: $

(see the chapter “How Much Money Do You Need to &atted?” page 23)

I am Willing to Risk: $
(see the chapter “Determining Your Risk Tolerangage 27)

Selecting a Market
(see the chapter “Step 1: Selecting a Market,” (e

| will trade the following market(s):

Selecting a Timeframe
(see the chapter “Step 2: Selecting a TimeframagemB5)

I will trade the following timeframe(s):
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Selecting a Trading Style
(see the chapter “Step 3: Selecting a Trading Apghd page 87)

| will use the following approach:
[ ] trend-following [ ] trend-fading [ ] other:

The underlying assumption / idea is:

Entry Signals
(see the chapter “Step 4: Defining Entry Pointage 149)

Long Entry:

Short Entry:

Exit Signals
(see the chapter “Step 5: Defining Exit Points,g@451)

Profit Target:

Stop Loss:
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Other Rules
(see the chapter “Step 7: Improving Your Strategage 183)

Expectations
(see the chapter “Step 6: Evaluating Your Stratqugge 171)

Realized

Expected (after 40 Trades)

# of Trades per Day

Winning Percentage

Average Winning Trade

Average Losing Trade

Total Profit

Average Profit per Trade
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Appendix B —
Broker Checklist

(see the chapter “What You Need to Begin Tradiog,page 39)

Below is a list of questions that you can use winégrviewing a broker.
It will help you tremendously when it comes to fiimgl the right broker.

How long has your firm been registered with the NKFA
(Only applicable to futures and forex brokers)

How long have you been a broker?
Do you charge any account maintenance or inactigig?
Does your online platform have a cost?

What is my_totalcost per transaction, and are there any other
monthly costs?

Do you have a 24-hour trading desk?

Can | contact you directly during market hourshiave an emer-
gency?

What happens if | get a margin call: do you autaradlyy close
my position, or do | have the chance to send amtuitifunds?

What kind of leverage do you offer for intradaydirey?
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Appendix C —
Additional Resources

Useful Websites:

http://www.rockwelltrading.com

» Coaching programs for stock traders and day tradéke —
includes a success guarantee. Free coaching sessaitable.

http://www.candlecharts.com/

» Steve Nison’s official website — CDs, books, DVRad courses
about candlestick charts.

http://www.genesisft.com/

» Official website of the charting software “Genes$igancial
Trade Navigator.”

http://www.ireallytrade.com/

» Larry Williams’ official website — commaodities arfidtures trad-
ing courses, seminars and newsletters for shod-lamg-term
traders.
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http://www.stockweblog.com

» Daily market commentary for stock and options tradérough
blog writing; market timing information through neletters.

http://www.superstockpicker.com

* Innovative stock market research software whiclkpite best
Canadian stocks from the Toronto Stock Exchandmiiid high-
performance stock profiles for those investing hie Canadian
markets.

http://www.traderslog.com/

* An excellent online resource for stock, futures] farex traders.
Hundreds of free articles from trading experts, andextensive
glossary of trading terms and technical indicators.
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Appendix D — Reading
Resources

Trade Like a Hedge Fund: 20 Successful Uncorrelate8trategies &
Techniques to Winning Profits (Wiley Trading)
by James Altucher

Hedge Fund Manager James Altucher reveals 20 gatnategies. Use
these strategies as idea generators when develgpungown trading
strategy. Learn about gap-trading, intraday tradisipg the NYSE tick
indicator (an interesting short-term trading idessng Bollinger Bands)
and much more. Use these strategies as they'reiloeddere, or incor-
porate them into your own trading.

The Tax Guide for Traders
by Robert A. Green

In this hands-on book, C.P.A. Robert Green providesders with practi-

cal material on how to minimize the impact thateskave on hard-won
profits, along with how to get immediate refundsnfrlosses. Written in

a clear concise style that appeals to traders psseg to accountants,
this book discusses the best ways to set up angdulisiness, key tax
forms and how to use them, tax treatment for sjpetsipes of securities,

commodities, futures, and currencies, what to doase of an audit, how
to deal with the IRS, ways to lower your taxes Iggand more.
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The Trading Game: Playing by the Numbers to Make Miions
by Ryan Jones

This book contains virtually all information on n&n management
methods. Ryan Jones details the various method®mpéy management,
exposes their flaws, and then presents you witholaie solution for

money management. Money management can make dt bréader,

and this book is a must-read.

Reminiscences of a Stock Operatd(llustrated Marketplace Book)
by Edwin Lefévre

A classic. Originally written in the early 1920kjs novel tells the story
of Larry Livingston, a pseudonym for Jesse Liverepasne of history's
most famous traders. You have probably heard méattyedfamous rules
that are introduced in this book, like: “The traad/our friend,” “History
repeats itself,” “No stock is too high to buy optlow to sell,” and “Let
your winners run and cut your losses quickly.” Thisk is a must-read
for beginners and a must re-read for all others.

Options as a Strategic Investment
by Lawrence G. McMillan

THE options bible. In 896 pages, Lawrence McMildescribes dozens
of strategies in detail for option traders. Hetstarth the basic strategies
like buying calls, covered call writing, and nakeall writing. He then
introduces bull and bear spreads, calendar anerbutispreads, and
other call option strategies. The next chapterdagxput option strate-
gies in detail. He explains index options, futuaes] futures options, and
concludes the book with advanced option stratelifesvolatility trad-
ing. This book is the most complete book on optibhave ever seen. A
must-have for options traders.
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The Candlestick Course
By Steve Nison

The Candlestick Course is a hands-on course baatkvifil help you
master Steve Nison's landmark techniques for Jagsar@andlestick
Charting. Each chapter gives you specific learmibgctives, key terms,
clear instruction, and real-world applications lo¢ ttconcepts. Plus, each
chapter ends with a review quiz, allowing you tof@et your charting
abilities before moving on to the next phase.

Market Wizards: Interviews with Top Traders
by Jack D. Schwager

This book is another classic. Jack Schwager irgemrd 17 superstar
money-makers including Richard Dennis, Paul Tudmed, Ed Seykota,
Marty Schwartz, Tom Baldwin and others to answer dhestion “How
do the world’s top traders make millions of dollarshe markets?” After
reading this best-selling book, you'll know whagiadients enable these
top traders to consistently work their financial gitain the markets
while so many others walk away losers. One of tgsklling trading
books of all-time.

Trade Your Way to Financial Freedom
by Van K. Tharp

While Reminiscences of a Stock Operatoll teach you the basic rules,
Van K. Tharp demonstrates in this book exactly haet your winners
run and cut your losses quickly.” In the first pafthe book, Van Tharp
describes how the trader himself is a major fagt@uccessful trading.
The second part conceptualizes the creation ofsanading system, and
the third part helps you to understand the keyspaita trading system.
In covering these topics, Tharp brings in severaistanding traders,
each of whom contributes his own expertise.
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Long-Term Secrets to Short-Term Trading
By Larry Williams

The public thinks speculation is a game of knowtimg future, of know-
ing that which cannot be known. They're wrong. Bggame of devel-
oping strategies with winning advantages, of ggttine odds on your
side, and then working those odds. Short-term igadé how most trad-
ers and would-be traders play the markets. Whilefférs the greatest
financial payoffs, it also presents the greatesilehge, requiring con-
stant attention and vigilance, as well as a veigtgilan. This book pro-
vides the blueprint necessary for sound and phétahort-term trading,
highlighting the advantages and disadvantages at wan be a fruitful,
yet potentially dangerous venture.
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(Thanks tovww.traderslog.confior glossary definitions)

Average True Range (ATR) —A volatility measurement indicator
developed by Welles Wilder. True Range is definedha largest differ-
ence of:

- The current high minus the current low
- The absolute value of the current high minuspiteious close
- The absolute value of the current low minus trevipus close

Back-Testing —A method commonly used in developing a trading sys-
tem. A trading strategy is tested and optimizectam® historical data. It

is then applied to current data to determine pteeicvalue. Back-testing

is based on the notion that a strategy that workeide past will continue

to work in the future.

Bear Market — A market in which prices generally decline overesigd
of months or years. Sellers are often referrecstto@ars.” A bear market
is the opposite of a bull market.

Bollinger Bands —An indicator developed by John Bollinger which con-
sists of a moving average and two standard dewstione above the
moving average and one below.

Broker — An individual paid a fee or commission for execgtiouy and
sell orders for a customer.

257



The Complete Guide to Day Trading

- Full-service brokers — usually offer more types of investments,
may provide you with investment advice, and arecity paid
in commissions.

- Discount brokers — do not usually offer any advice or research;
they just execute the trades that you requestowithll of the
bells and whistles.

Bull Market — A market in which prices generally rise faster thia@ir
historical average over a period of months or ye8mne analysts re-
guire a market to rise 20% from a major low forustained period of
time before using the term ‘bull market.” Buyerg aften referred to as
‘bulls.” A bull market is the opposite of a bearnket.

Chart — The graphical expression of a financial marke€bdvior over a
period of time.

- Bar Charts — charts that consist of rectangular bars whose
lengths are proportional to the value they repred®ar charts
are used for comparing two or more values — theasisb of an
opening foot, a vertical line, and a closing fogach bar in-
cludes the open, high, low, and close of the tiamaf, and also
shows the direction (upward or downward), and #rge of the
timeframe.

- Candlestick Charts — charts that consist of a wide vertical line,
and a narrow vertical line. Each “candlestick” dragally illus-
trates the open, high, low, and close of the tiavefr, the direc-
tion (upward or downward) of the timeframe, and thege of
the timeframe.

- Line Charts — charts that consist of closing prices connected
with straight lines.

Charting Software — A software or package that takes the market data
and displays that data in a variety of charts. ¢aiby, the user can mod-
ify the appearance and layout of the charts andieatdres such as indi-
cators, trendlines, support and resistance legtds,
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Chicago Board of Trade (CBOT) —A leading futures and options ex-
change. The CBOT was established in 1848; it'swbdd's oldest de-
rivatives exchange.

Chicago Mercantile Exchange (CME) —A marketplace for financial

futures, foreign currency futures, commodity fusjrand futures options.
The CME is the world's second-largest exchangdufioires and options

on futures, and it's the largest exchange in thitddrStates. (Sometimes
called the Merc.)

Closing Price (C) —The last trade of the day, as expressed in charts.

Commission —The set percentage of a trading transaction oflahdee
per trading transaction that is paid to a broker.

Commodity Exchange Act -The Commodity Exchange Act, 7 U.S.C. §
1, et seq., provides for the federal regulatiocainmodity futures and
options trading.

Commodity Futures Trading Commission (CFTC) —The Federal
regulatory agency established by the Commodity féstiirading Act of
1974 to administer the Commodity Exchange Act.

Contract — The term used to reference a unit of trading féutare or
options commodity. The contract specifies which pwdity is being
traded, detailing the amount and grade of the mbduad the date on
which the contract will mature and become deliverab

Currency Pairs — Two currencies which are simultaneously bougildt a
sold in Forex trading. (Examples: EUR/USD, USD/JBBP/USD.)

Day Trader — See ‘Day Trading.’
Day Trading — The buying and selling of financial instrumentsotingh-
out the day. As the day progresses, prices widh d@ad fall in value,

which creates both the opportunity for gain andgbssibility of loss for
day traders.
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Dow Jones Industrial Average —An index of 30 "blue chip" stocks
(Dow 30 Stocks) of U.S. companies. The Index inetudubstantial in-
dustrial companies with a history of successfulghoand wide investor
interest.

E-Mini — An electronically traded futures contract; E-miontracts are
traded on the CME and represent a small measurerofal futures con-
tracts. They're available on several indices, idiig the Russell 2000,
the S&P 500, and the NASDAQ 100.

Entry/Exit Signals — Signals that define when to open and close trading
positions; these signals are derived from a tradingtegy’s entry and
exit rules.

Equity — Ownership of a share in a company; can also teftre resid-
ual dollar value of a futures or option trading @aat.

Exchange -A central marketplace with established rules agglstions
where buyers and sellers meet to trade futuresoatidns contracts or
securities.

Exchange Traded Fund (ETF) —A security that tracks an index and
represents a basket of stocks, like an index fbndirades like a stock
on an exchange, with daily price fluctuations. EpFavide the diversifi-
cation of an index fund as well as the ability &l short and buy on
margin, and they have lower expense ratios thanatlegage mutual
fund, too. The commissions on ETFs are the sanferaggular stocks.
(Examples: SPDR, or SPYDER Contract, QQQ, or Q@madract.)

Exponential Moving Average —The most popular of all versions of the
moving average. The exponentially smoothed movingrage gives
greater weight to recent price data and also imduall the data in the
life of the security. The user is able to adjug teighting for the most
recent price data by assigning a percentage valtieetlast day's price.

Federal Reserve Board (FRB) -The governing body of the Federal
Reserve System. The seven members of the boardvefrgprs are ap-
pointed by the president, subject to confirmatigntbe Senate. The
board sets Fed policy regarding the discount ratk reserve require-
ments (among other key economic decisions).
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Fill - The execution of an order.

Financial Industry Regulatory Authority (FINRA) — An industry or-

ganization representing persons and companiesviedoh the securities
industry in the United States. Formerly known & Mational Associa-
tion of Securities Dealers (NASD).

Foreign Exchange (Forex) —The trading market which deals in the
buying and selling of foreign currencies. Forexhis largest of the trad-

ing markets, encompassing all of the world’'s cures; it is also the

most liquid. It is important to note that therenist actually a central

marketplace for Foreign Exchange. Trading is dorex the counter.

Forex Trading — The buying and selling of currencies. The word
“forex” comes from Foreign Exchange, and forexfigem abbreviated to
FX (see the chapter ‘Trading Forex’).

Fundamental Analysis —The study of basic, underlying factors that af-
fect the supply and demand of the markets which eri@g traded.
Fundamental analysis looks at the cause of markgement.

Futures Commission Merchant (FCM) — Individuals, associations,
partnerships, corporations, or trusts that sobciaccept orders for the
purchase or sale of any commaodity for future delivdhe FCM also
accepts payment from or extends credit to thosesettwrders are ac-
cepted.

Futures Trading — The buying and selling of exchange-traded deriva-
tives, or futures contracts (see the chapter “hgéfutures’).

Initial Capital — The amount of financial resources or money that a
trader starts trading with; initial capital is thaal sum of money avail-
able for investment before any losses are accrupdbfits are gained.

Initial Margin — The sum of money that the customer must depodit wit
the brokerage firm for each futures contract tdobeaght or sold; initial
margin is paid by both buyer and seller. (Sometinsked original mar-
gin or initial deposit.)
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Leverage —The ability to control large dollar amounts of arooodity
or security with a comparatively small amount gbital.

Maintenance Margin — The minimum amount which an investor must
keep on deposit in a margin account at all timegé&zh open contract.

Margin Account — A type of customer account through a broker. Vhe
customers open a margin account, they can tradg&sst;m margin. (See
‘Margin Trading.”)

Margin Call — A call issued by a broker if the equity in a cusér's ac-
count drops to or below the level of the mainteeamargin; the margin
call is issued to bring the customer's equity bhazko the required level.

Margin Trading — The buying and selling of goods on collateral; basi
cally, margin trading is borrowing money from a kepo to purchase
stock. It can be thought of it as a loan from thekbrage.

Market — A system which allows people to easily buy and fefide)
financial securities (such as stocks and bondshnoadities (such as
precious metals or agricultural goods), and ottemns of value. There
are always two roles in markets — buyers and seller

Market Analyst — An individual who specializes in investment resbar
and analyzes the stock or futures market, predjatthat it will or will
not do and how specific stocks or commodities miggrform based on
past data.

Martingale Trading System —A trading strategy which requires traders
to double their position after every loss; the tiyenf this system is that
the first win will recover all previous losses, plwin a profit equal to
the original stake.

Mini Contract — Refers to a futures contract that has a smalletraoin
size than an otherwise identical futures conti(@ze ‘E-Mini.")

Minimum Margin — The amount of money that traders are required to

place in their margin account before they are adldwo trade on margin
or sell short.
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Minimum Tick Movement — The smallest increment of price movement
possible when trading a given contract.

Moving Average Convergence Divergence (MACD) -A trend-
following indicator developed by Gerald Apple whishows the rela-
tionship between two moving averages of prices.

Moving Averages —A trend-following indicator which shows the aver-
age price in a given point of time over a definedqd of time. They're
called ‘moving’ averages because they reflect #test average, while
adhering to the same time measure. This indicatmksvvery well in
trending markets.

NASDAQ — An acronym for the National Association of Secesti
Dealers Automated Quotation System. Unlike the Nawk Stock Ex-
change, where trades take place on an exchangeDAN®Ss an elec-
tronic stock market that uses a computerized systeprovide brokers
and dealers with price quotes.

NASDAQ Composite Index —A market capitalization-weighted index
of over 3,000 securities. The index was launchel®inl, and it includes
many leading technology stocks, such as Dell, Jiatedl Microsoft.

National Association of Securities Dealers (NASD) An industry or-
ganization representing persons and companiesviedoh the securities
industry in the United States. Currently known g Einancial Industry
Regulatory Authority (FINRA).

National Futures Association (NFA) —A self-regulatory organization
whose members include Futures Commission Merch&uasymodity
Pool Operators, Commodity Trading Advisors, Introidg Brokers,
commodity exchanges, commercial firms, and alsck&amhe NFA is
responsible—under CFTC oversight—for certain aspettthe regula-
tion of FCMs, CPOs, CTAs, IBs, and their Associd®easons, focusing
primarily on the qualifications and proficiencyndincial condition, retail
sales practices, and business conduct of theseefuprofessionals. The
NFA also performs arbitration and dispute resolutionctions for in-
dustry participants.
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Net Profit — A trader's total earnings (or profit). Often reéatrto as the

bottom line, net profit is calculated by subtragtia trader's total ex-
penses from his total revenue, showing what tlateir has earned (or
lost) in a given period of time. (Sometimes calted earnings or net in-
come.)

New York Mercantile Exchange (NYMEX) — The world's largest
physical commadity futures exchange; the preemitrawting forum for
energies and precious metals. Transactions exearteithe Exchange
avoid the risk of counterparty default because Exehange clearing-
house acts as the counterparty to every trade.ifyad conducted
through two divisions, the NYMEX Division — home tbe energy,
platinum, and palladium markets — and the COMEXidon, on which
all other metals trade.

New York Stock Exchange (NYSE) -The world’'s oldest and largest
stock exchange; the NYSE is operated as an uniocaterl association
with a governing board of directors and a full-tictgirman. More than
1,600 companies are listed, representing some 60fbeototal shares
traded in the United States.

North American Securities Administrators Association (NASAA) —
The oldest international investor protection orgation (founded in
1919). The NASAA was created to protect consumehns wurchase
securities or investment advice, and its jurisditxtends to a variety of
issuers and intermediaries who offer and sell sgesito the public.

One-Cancel-Other Order (OCO) —A pair of orders; if one order is
filled, the other order will automatically be calted.

Opening Price (O) —The first trade of the day, as expressed in charts

Options Trading — The buying and selling of contracts which give the
buyers the right, but not the obligation, to buysell a specified quantity
of a commodity or other instrument at a specificgmithin a specified
period of time, regardless of the market pricehatt instrument (see the
chapter ‘Trading Stock Options’).
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Over-Optimizing — A term which refers to the optimization of a tragli
strategy to the extent that the rules of the sisatmnly produce positive
results for the historical data that was used dpiire design of the strat-
egy. Over-optimized trading strategies are usua#§fective in real-time
trading.

Parabolics —A trend-following indicator developed by Welles \d&kr
which is designed to create a trailing stop.

Pattern Day Trading Rule — A rule established by the NYSE and
NASD in August and September of 2001. The ruleestatlf a trader
executes four or more day trades within a five-gasiod, then he must
maintain @ minimum equity of $25,000 in his margiccount at all
times."

Performance Report —A report which details the effectiveness of a
trading strategy; performance reports generalljugte such information
as records of wins, losses, total profit, maximurawdiown, average
winning percentage, average losing percentage, etc.

Pip — The smallest price change that a given exchangedat make.
The term ‘pip’ is most common in the Forex markehere prices are
guoted to the fourth decimal point.

Pivot Points — Technical levels calculated using the high, lowd an
closing prices of a given security.

Profit Factor — A percentage amount often included in a performance
report which shows a strategy’s gross profit dididsy the gross loss.
This figure will tell you how many dollars you willin for every dollar
you lose. Typically, a trading strategy should hawerofit factor of 1.5

or higher.

Profit Target — The amount of money that traders hope to achiewe in
particular trade. Once a profit target is determjrieaders place an order
at that price; if the contract price reaches ttdiptarget, the order will
automatically take the profits and remove the trdoem his position in
the market. A profit target is the opposite of @pdbss.
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Range —The difference between the high price of the dag the low
price of the day, as expressed in charts.

Rate of Return —The profit or loss on an investment over a cerpan
riod of time; the rate of return is expressed agmentage increase over
the initial investment.

Real Estate Investment Trust (REIT) —A security which is bought and
sold on major exchanges - much like stocks. REifganies hold port-
folios of properties, or real estate-related assEere are about 200
publicly traded REITs. Many mutual funds containIRIEnh their portfo-
lios and there are also several Exchange TradedsRimat include mul-
tiple REITSs.

Relative Strength Index (RSI) —A trend-fading indicator developed by
Welles Wilder which compares the magnitude of alssorecent gains to
the magnitude of its recent losses and turns tiiatmation into a num-

ber which ranges from 0 to 100. This indicator vgobest in sideways-
moving markets.

Resistance Level -Usually the high or the peak point in any charting
pattern (hourly, weekly, or annually). In techniealalysis, resistance is
defined as a price area where new selling will gméo dampen a con-
tinued rise. Resistance is the opposite of support.

Risk Tolerance —The amount of uncertainty that a trader feels comfo
able with in situations where there is a possipiht loss. Risk tolerance
is not based on how traders feel about risk. Thezea number of factors
in determining risk tolerance, including financgaals, desire for finan-
cial security, account size, emotions, etc.

Share —See ‘Stock.’
Single Stock Futures (SSF) -A futures contract on a single stock. It's
an agreement to deliver 100 shares of a specdiksit a set date in the

future (the expiration date).

SMART Goal — A goal that meets all of the criteria referencedhe
acronym SMART: specific, measurable, attractivaliséic, timeframe.
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Spread —The difference between the bidding price and théngsprice
of a financial instrument. The bidding price is thmmount at which a
market participant is willing to buy a securityetlasking price is the
amount at which a market participant is willingstll a security.

SPYDER Contract —An artificial stock that mirrors the S&P 500 Index
(Sometimes called the SPY Contract or SPDR.)

Stochastics -A momentum indicator developed by Dr. George Lane i
the 1950s which compares the closing price of angodity to its price
range over a given time span; used in technicalysisa (Sometimes
called the Stochastics Oscillator.)

Stock —An instrument that signifies ownership (equity)airtorporation
and represents a claim on part of the corporatasssts and earnings.

Stock Market — A private or public market for the trading of coamy
stock at an agreed price. Companies are givenue @t investors. The
value of the company is divided into many shardgesg shares can be
bought or sold (raising or lowering the value af tompany).

Stock Trading — The buying and selling of instruments which signify
ownership (equity) in a corporation and represediaan on part of the
corporation’s assets and earnings (see the chapaeling Stocks’).

Stop Loss —The amount of money that traders are willing teelas a
trade. Once a stop loss is determined, traders stop order at that
price; if the contract price falls to the leveltbé stop loss, the stop order
will automatically remove the trader from his pasitin the market so
that he does not lose more money. A stop losseiofiposite of a profit
target.

Support Level — Usually the low point in any chart pattern (hourly
weekly, or annually). In technical analysis, suppsrdefined as a price
area where new buying is likely to come in and stam decline. Sup-

port is the opposite of resistance.

Swing Trading — Buying and selling financial securities in a tinaafre

of one to four days. Swing traders attempt to akmbort-term price
momentum.
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Technical Analysis —The study of a stock's trading patterns through th
use of charts, trendlines, support and resistagnaeld, and many other
mathematical analysis tools, in order to predi¢uf®e movements in a
stock's price, and to help identify trading oppnities.

Tick Size — The minimum legal change in the price of a amtireither
up or down.

Timeframe — A predefined time interval which is used to draading
charts. Charts are constructed with the openiragirad, high, and low
prices of the interval. The most commonly usedrirgtls are 1-, 3-, 5-,
10-, 15-, 30-, and 60-minute, along with daily avekekly.

Time Stop —An exit strategy that closes a position after adefimed

time if there has not been sufficient movement ediion towards
achieving a profit target; typically used in comtion with stop loss ex-
its and profit-taking exits.

Trading Plan — The complete outline of a trader’s approach toingd
A trading plan should encompass trading strategmeskets, rules, indi-
cators, methods, profit targets, stop losses, &xitysignals, account
size, money management, and much more.

Trading Platform — A software package that traders use to place, mod-
ify, cancel, and monitor orders to buy and selkeusity; it's the inter-
face between a trader and his broker. Tradinggiais can also be web-
based, allowing them to be accessed from any canputhout install-

ing software.

Trading Strategy — A predefined set of trading rules that a traderetiev
ops prior to trading. A trading strategy is a stiliffea trading plan and
specifies when to enter and exit a trade, alonty Wwaw much money
should be risked.

Trends — The general direction, either upward or downwamdwhich
prices have been moving.

- Confirmed Trend — a price trend that is already confirmed by
past market movement.
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Downtrend — present when prices make a series of lower highs
and lower lows. If a trend points down, it is cdlf®earish.” A
downtrend is the opposite of an uptrend.

Projected Trend — a price trend that is predicted based on past
market movement.

Trend Channel — the price path drawn by two parallel trend-
lines.

Trendline— in charting, a line drawn across the top or botod
a price chart indicating the direction or trengpate movement.

o Downtrend Line — a straight line on the chart of a con-
tract drawn above successive price peaks, illustrat
downtrend. The longer the downtrend line has held
without violation and the more times it has beesiee,
the more important it becomes. A violation of the
downtrend line can signal a trend reversal. A dognt
line is the opposite of an uptrend line.

0 Uptrend Line — a straight line on the chart of a contract
drawn below successive price troughs, illustratarg
uptrend. The longer the uptrend line has held witho
violation and the more times it has been testexintbre
important it becomes. A violation of the uptrendeli
can signal a trend reversal. An uptrend line isdppo-
site of a downtrend line.

Trend Reversal — a change of direction in the price of a con-
tract. (Sometimes called a reversal, rally, orection.)

Uptrend — present when prices make a series of highershigh

and higher lows. If a trend points up, it is calledllish.” An
uptrend is the opposite of a downtrend.
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Trend-Fading — A trading approach which requires traders to séikrmv

prices are trading at an extreme (e.g. upper b&madcbannel), and then
try to catch the small move while prices are shiftback into “nor-

malcy.” The same applies for buying. (Examples:liBger Bands, RSI,

Williams %R.)

Trend-Following — A trading approach which requires traders to buy
when prices are going up and sell when prices aimggdown.
(Examples: Moving Averages, Turtle Trading, MACD.)

Turtle Trading — A trend-following method developed by Richard
Dennis to prove that anybody can learn how to trétéea simple break-
out system, buying the high or selling the lowldd tast twenty bars.

Volatility — A statistical measurement of the rate of price geaim fu-
tures contracts, securities, or other instruments.

Volume — A measurement specifying the number of shares, twtcon-
tracts traded during the time period between thenayg the market and
the close of the market, as expressed in charts.

Williams%R — A trend-fading indicator developed in 1966 by larr
Williams which helps traders identify overbought and ovetgmisitions
in the market. Williams %R shows the relationshigh® close relative
to the high-low range over a set period of timeisThdicator works best
in sideways-moving markets. (Sometimes called %R.)

Winning Percentage —The percentage of a trader’s wins. Winning per-
centage is calculated by dividing the number ofnivig trades by the
total number of trades.

Zero Sum Game -A situation in which one participant can gain oaty
the expense of another participant’s equivalers.los
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As CEO of Rockwell Trading®, Markus Heitkoetter haaght hundreds
of investors how to make consistent profits in th&. and European
markets.

Markus started trading 19 years ago, using poidtfagure charts from
published numbers in the morning newspaper, maiwitix stocks. In
1996, he began developing a number of trading systey using Super-
Charts (which is now TradeStation), MetaStock, Omedler, and other
software.

In 2002, Markus decided to quit his regular day §sha director at IBM
to become a professional trader. He moved from @eynto the United
States to get started.

Throughout his career, Markus has traded EVERYTHIN{cks, op-
tions, futures, commodities, spreads, forex, foremgarkets, interest
rates, etc. If it's out there, he’s probably traiteth addition, he’s traded
on a wide variety of different timeframes: ticks, B-, and 5-minute,
hourly, daily, and weekly.

In 2005, Markus launched Rockwell Trading® to file void of quality
education that he saw in the trading industry. Hg $ince coached hun-
dreds of traders and investors to success throisgstiategies and meth-
ods.
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Markus regularly offers educational webinars foe t6ME (Chicago
Mercantile Exchange), Eurex, FXstreet, Strategyrieunand other fi-
nancial companies; he’s also written articles oardd0 websites, and
he’s become an expert contributor on ezineartiwbes, Yahoo Answers,
and FAQTs.com.

Markus currently resides with his wife and two dhéin in Austin,
Texas.
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Success in anything is basedinstruction, practice, andguidance.

Trading is no different. Simply learning somethiingm a seminar or a
textbook is not enough. And it's not smart to dimehead-first without
practice either. It's important to take the timelanake sure your educa-
tion covers all the essentials.

At Rockwell Trading®, we offer education prograros both day traders
and investors, and our courses are based on tke Hey principles
above.

Rest assured that when you sign up with Rockwellyrg not getting a
run-of-the-mill trading course. You're getting sdimeg special. Our
personalized coaching is what sets us apart franc@mpetitors.

It doesn't matter how skilled, or unskilled, ofrader you are - a coach is
essential to your success. Think about it. Allheff best professionals out
there have coaches, regardless of their innatetsale

Look at Tiger Woods. He's a phenomenal golfer,ah matural. But he's
still got a coach. And do you remember what hapgdo€eriger Woods
when he fired his coaches? It wasn't pretty. Eveeyoeeds guidance and
constructive criticism to be successful. Even ttidetes, geniuses, and
superstars.

The same applies for all of us traders.
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Rockwell’'s coaching programs are not just abouetismg and note-

taking - though these are important factors, tdbey are about the con-
structive guidance, input, and feedback from yaaoh, and the hands-
on application of your new trading habits.

We TEACH our students ABOUT success.

We TRAIN our students IN success.

We COACH our students TO success.

Simply put, there is no better way to learn. Pcattexperience is the
most valuable thing you can gain in this industnyd that's exactly what
we provide you with here at Rockwell.

Rockwell's Day Trading Coach™

Our Day Trading Coach program is perfect for actlag traders who are
interested in trading the futures and currency etatkif you can spend
at least two hours per day following the marketent this is the right

program for you.

Our Day Trading Coach Consists Of:

* Four-Week Intensive Training (Coaching Sessions r&cfcal
Application)

» Easy-To-Use Trading Software (Genesis Trade Nampat
» Lifelong Trading Software Updates

» Unlimited Lifelong Customer Support

* Five Proven Trading Strategies That Work In Any kédr

* Unlimited MasterMind Forum Access

» The Strongest Performance Guarantee In The Industry
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Rockwell’s Stock Trading Coach™

Our Stock Trading Coach program is perfect for bpifessionals who
can't follow the markets during regular trading houYou'll be using
end-of-day data and weekly charts to make youlirigadecisions in the
evenings or on the weekend. If you're looking tartstrading part-time,
then this is the right program for you.

Our Stock Trading Coach Consists Of:

* Four-Week Intensive Training (Coaching Sessions ré&cfcal
Application)

» Easy-To-Use Trading Software (Genesis Trade Nampat

» Lifelong Trading Software Updates

» Unlimited Lifelong Customer Support

* Proven Stock Lists Automatically Updated Weekly

 Up To 100 Demo Accounts For Use Throughout The fRarog

* Unlimited MasterMind Forum Access

* The Strongest Performance Guarantee In The Industry
Our Day Trading Coach and Stock Trading Coach mgrcater to both
novice and experienced traders alike. As a Rockstellent, you will
develop and streamline your trading skills and apphes at your own
pace through one-on-one coaching sessions and-bangisctice in the
markets.

For more information, please visit our website at:

www.rockwelltrading.com
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