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CHAPTER 1- INTRODUCTION 
 

 Welcome to what we believe is the most comprehensive and effective day trading 

system ever offered to individual investors.  Before we begin with explaining the 

workings of our system, allow us a few minutes to explain the origins of the system and 

what it is you just purchased. 

 First, it’s important that you as a trader understand the origins of our system and 

this manual. This manual was not originally created to sell to the public.  We never 

intended to be marketers of a day trading manual.  We are traders.  That’s what we do.  

We sit in front of countless computer screens and trade large volumes of stock.  You see, 

the first key to becoming a successful day trader is having a reliable trading system, 

knowing the system inside and out, and religiously adhering to the system’s rules.  

This manual was developed in order to help us develop the discipline to religiously trade 

our system. Nothing builds discipline more than having to spend well over 1000 hours 

extensively detailing your trading system in written form.  The manual you have before 

you is basically the manual we created to make ourselves better more disciplined traders. 

 Second,  this manual details our system and only our system.  If you want to learn 

generalities about day trading or learn about other popular day trading techniques such as 

Stochastic, MACD or Moving Average Crossovers, go to investopedia.com and save 

yourself some money.  We were unhappy with the results of these  methods which is why 

we developed our own system.   In this manual you get 130 pages of incredibly detailed 

analysis of how our system works and more importantly how to trade our system.   The 

manual includes well over 100 real time charts which fully explain every detail of our 

system. 

 Third, our system is not particularly easy although after practice it becomes 

second nature.  Our original system was developed years ago and over time we have been 

able to simplify our approach without sacrificing much effectiveness.  One nice aspect of 

this manual is that you will not only learn our complete original system but also be given 

instructions on our newer simplified approaches.   We are most excited about our 

automated system for those people who use Quotetracker as their trading platform 
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(as we do)1. With the automated system, your trading charts will actually alert you 

to potential trade opportunities with appropriate symbols appearing on the charts.  

This manual contains a CD which gives you all the files needed to create these charts 

and complete instructions as to how to load the charts and read them while trading. 

 Having made these opening comments about our system, we would also note that 

day trading can be difficult.  Many people think day trading will be simple. They assume 

they can read a book, sit down at their computer and begin making several hundreds or 

several thousands of dollars a day.  For those people, here is some bad news:  IT’S NOT 

TRUE.  To become a successful day trader there will be months of practice and many 

losing days before you will be able to consistently make profits.  However, if you can 

master the techniques in this book day trading can become a profitable and rewarding 

career. 

 If you purchased this manual, we are assuming you know something about the 

stock market.  If you’ve never traded in the market before do some basic investing before 

trying to day trade.  You will save yourself a lot of money.  We will give you some basic 

information throughout this book but be forewarned that the book is catered to more 

sophisticated investors. 

 Finally, a word about the pricing of this manual.  We’ve done our homework and 

have investigated what other products are out on the market. We’ve seen people selling 

basic day trading systems for hundreds to thousands of dollars.  We’ve seen sites that 

offer personalized coaching for thousands of dollars.  We’ve also seen web sites that 

allow you access to trading rooms for a substantial monthly subscription rate.  Here is our 

“take” on these items.  First, many of the day trading manuals or systems being marketed 

(even the most expensive systems costing thousands of dollars) teach you nothing other 

than basic trading strategies involving standard technical indicators that you can learn for 

free on the internet.  Second, we are not fans of trading rooms.  The market moves fast.  

Generally, you cannot blindly rely on some other person’s “calls” to make money.  You 

need to know and understand the trading system being used by the moderator to make 

trading rooms effective.   

      We’ve priced this manual to make it affordable and accessible to anyone who wants 

                                                        
1 We are in no way affiliated with Quotetracker . 
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to try it.  We also offer personalized technical support to help you understand the trading 

system just like the sites that charge you thousands of dollars.  We also understand, 

however, that day trading is not suitable for everyone and we cannot guarantee you 

success. Accordingly, we offer the system at a price that won’t make you feel like you’ve 

just wasted a substantial amount of your money if day trading does not work for you.   

    With that Introduction, let’s begin. 
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CHAPTER 2 – LEGAL STUFF AND TECHNICAL SUPPORT 
 

A.   Legal Matters 
 
    Our lawyers tell us we need to have legal disclaimers and disclosures regarding the 

risks associated with day trading.  Day trading is inherently risky.  You stand the chance 

of losing substantial amounts of money in short periods of time.  Day trading can be 

extremely risky. Day trading generally is not appropriate for someone of limited 

resources and limited investment or trading experience and a low risk tolerance.   

Appendix A contains a complete recitation of our Disclosures and Disclaimers.  If you 

move forward with attempting to use our system you must agree to the terms of our 

Disclaimers and Disclosures. 

      It’s important for you to recognize that regardless of the technical tricks we teach you 

in this book, day trading is still part “art” for lack of a better term.  We liken it very much 

to plastic surgery.  Two surgeons may be armed with identical knowledge of surgery 

techniques yet one constantly butchers his clients  while the other creates magnificent 

beauty.  Why the different results if both surgeons know the identical techniques?  

Because the surgeon who creates the beauty always sees something just a little bit 

different than the butcher. 

      We can’t guarantee you that you will make money.  What we can say is that if you 

lose money on a given day, when you go back and study your charts on that day, you will 

see multiple trade opportunities (that would have been traded under our technique) that 

had you traded you would have made a lot of money.  Why is it that some people trade 

these favorable trades while other constantly trade losing trades?  We don’t know but 

sometimes it happens.   

B.   Technical Support 

     We provide email support on a 7 day a week basis.  If you have just general questions 

about the manual or the materials in the manual you may reach us at information@fpr-

trading.com.  
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      If you have technical questions about setting up your platform or actual trading 

techniques email us at techsupport@fpr-trading.com. 

      Keep in mind that we trade during the day so we cannot respond to emails while the 

market is open.  Email responses will be provided from 5-9 Eastern Time.  We will 

generally respond within 24 hours.  Also, we have chat room access available to us 

through Paltalk.com.   Depending on the complexity of your issue, we may request that 

you join the chatroom so that we can communicate in real time.     

     Our current policy is that tech support will be available to each person who purchased 

the manual on an unlimited basis for six months from your date of purchase.  We do this 

because if after six  months you still don’t have the system working to the point where 

you are not consistently making money on your own, then its time to give up. 
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CHAPTER 3 -THE BASICS 

A. The Trades We Will Be Making 

 Day trading consists of entering and exiting a stock trade within a relatively short 

period of time and always by the end of the day’s trading period.  At the end of the day, 

your day trading account should always have only a cash balance.  If you want to invest 

in stocks and hold them for longer periods of time that is perfectly acceptable.  That is 

not, however,  what we do when we day trade. 

 For purposes of this manual we will  “trade” only three types of trades: (1) the 

“long trade”; (2) the “short trade”; and (3) the “stop market trade”.  A long trade occurs 

when you purchase the stock at a given price in the hopes that the stock will increase in 

value.  For example, if you buy Broadcom (“BRCM”) at $30.00 per share you are said to 

have entered a “long” position.  If the stock goes above 30.00 per share you’ve made 

money.  If the stock drops below $30.00 per share you have lost money. 

 The short trade occurs when you sell stock you don’t own  at a given price.  To do 

this, you effectively “borrow” shares from your broker with the promise that you will 

repay the shares to the  broker some time in the future.  When you “short” a stock you are 

hoping the price goes down because it will then be cheaper to buy back the shares you 

will need to repay your broker.  For example, if you were to short BRCM at $30.00 per 

share and it then drops to $29.00 per share you have made $1.00 a share in profit.  The 

shares you borrowed at $30.00 per share can now be repaid with shares you purchased at 

$29.00 per share giving you the $1.00 profit. Likewise if the stock goes up to $40.00 per 

share you would lose $10.00 per share because the cost of the stock needed to repay your 

broker has gone up.   

 Many people will tell you that shorting shares is dangerous because your potential 

loss is unlimited (there is no limit to how high a stock can go).  While this is true in some 

investing strategies, it is not true for us.  For us, there is no fundamental difference 

between going long and going short.  The reason why shorting stocks is no more risky to 

us is because we will use stringent “stop loss” techniques.   

 A stop loss trade defines our maximum loss on any given trade.  Our stop loss 

techniques will be implemented through a “stop trade”.  A stop trade is one that is 
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initiated if a stock reaches a certain price you define.  For example, if you buy BRCM 

long at  $30.00 a share and don’t want to lose more than .50 per share on the trade, you  

would enter a stop sell trade at  $29.50.  If the $29.50 price is reached, the stock would be 

sold minimizing your loss at .50 per share.  In a short trade, the stop market trade acts the 

same way.  If you sold BRCM short at  $30.00 per share and wanted to set your 

maximum loss at .50  per share  you would place a stop buy trade at $30.50.  If this 

$30.50  price is  reached, you would then buy the stock at $30.50 minimizing your loss to 

.50 per share.  

 One point new day traders need to understand is that because of the stop loss rules 

our system employs, there is no fundamental difference in our trading system between 

going long and going short.  We are able to make money regardless of whether the 

market is headed up or down.  
 
B. The Platform And Broker You Will Need 
 
 In order to properly day trade  you will need a  “direct access broker” and a 

trading platform.  A direct access broker means that  when you place an order with that 

broker it is routed directly to an exchange where the stock you are purchasing or selling is 

traded.  There are a variety of exchanges where stocks are bought and sold but the 

important thing is for your broker to allow you direct access to these exchanges. 

  The trading platform is the software  interface which allows you to trade through 

the account you established with your broker.   Your broker will provide a raw data feed 

that includes all the stock quotes and information necessary to produce charts and execute 

trades which will appear on your platform.   

 Many brokers  have a proprietary trading platform which they will give you when 

you open an account with them.   For example, if you open an account with Scottrade, 

you can access your account and trade through their web site.  In that case, Scottrade’s 

web site is the “trading platform”.  In the alternative, you can also use a program that 

resides on your own computer known as Scottrader Elite.  This program is not accessed 

through Scottrade’s web site but resides on your computer as an independent program.  

When you open the program on your computer, it connects to Scottrade’s servers which 

then provide data to the program to allow you to trade and create charts for your technical 
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analysis. Whatever broker you chose, it must have a platform that can provide real time 

charting and direct access trade executions. 

 We use a trading platform known as “Quotetracker”. It can be downloaded at 

www.quotetracker.com.  There are two versions of the program.  One version is free but 

contains advertisements which eat up valuable monitor space.  If you register the program 

and pay the registration fee (about $72.00 per year) you get a version which is devoid of 

advertisements.  We recommend getting the registered version. In order to use our 

automated charts you will need to use the Quotetracker platform.      This platform 

is supported by a number of discount direct access brokers.  We use Quotetracker 

as our trading platform.  We are not, however, in anyway affiliated with 

Quotetracker or any of its affiliates or subsidiaries . 

 Below in Illustration 1, is a picture of a portion of our trading platform.  Area  

“A” is the area where the various stocks we are watching are listed.  Here you can find 

the bid and ask for a stock, the high and low of the day and how much the price of the 

stock has gone up or down at any given time.  You can customize this area through 

Quoteracker to include a whole variety of information. Area B is the Order Entry portion 

of the platform.  Here you place your order in terms of the stock you want to purchase, 

the purchase price, the type of trade, and the number of shares you want to trade.  Area  

“C”, is a Level II screen.  This screen lists all the outstanding buy and sell orders for a 

stock at any given time. It also identifies the price at which people are offering to buy 

(the “bid” – the left side of the box) and sell (the “ask”- the right side of the box) a 

particular stock (in this case “INTC” which is INTEL.  Finally, Area “D” is a Time and 

Sales window which identifies actual sales of stocks,  the price at which the sale went off, 

and the number of shares sold.   We provide this information only to illustrate what a 

trading platform looks like.  Other trading platforms include Realtick (realtick.com), 

Amibroker (amibroker.com), Tradestation (tradestation.com) and many others. 
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ILLUSTRATION 1 

 

 
 
 
Remember, the trading platform is the software you use to make trades and to get your 

data feed for your charts.  You must still chose a broker to actually execute the trades and 

hold your money.  Some brokers have their own trading platforms others will allow you 

to use platforms such as Quotetracker or Realtick.   If you plan to use the automated 

charts, check with your broker to be sure Quotetracker can be used as a trading platform.  

   Putting aside the trading platform issues, the broker you choose is important 

particularly with respect to its fee structure.  You could be making many trades and 

racking up large commissions on those  trades.  As a result, you want a brokerage which 

charges you commissions based on the number of shares you trade rather than on a per 

trade basis.     We will be using a technique called “paring” which means we may enter a 

trade at one price and exit the trade at multiple prices in multiple trades.  Accordingly, a 

firm that charges you a commission on each trade would not be acceptable.   

 Let us give you an example. Assume you purchased 1000 share of BRCM at 

$30.00 per share.  You sold 500 shares at $30.10,  200 shares of $30.15 and 300 shares at 

$30.20 (this is an example of what we call  “paring”- selling your shares in smaller lots as 
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the price moves rather than all at once).   If you were to use Scottrade, for example,  as 

your broker, with its $7.00 per trade flat fee commission,  your total commissions  on this 

trade would be $28.00 (4 trades at  $7.00 per trade).    On the other hand, if you were to 

use a broker which charges you a flat rate of .005 per share traded (Interactive Brokers 

for example), your total commission would be $10.00 since you traded 2000 shares in 

total (1,000 shares when you bought and 1,000 shares when you sold).  That is an $18.00 

savings in commissions.  If you do 10 turnkey trades a day, you would save 180.00 per 

day  by using a per share commission structure.  

 We use Interactive Brokers (“IB”) as our broker.   They can be located at 

www.interactivebrokers.com.   We are not affiliated with Interactive Broker and we are 

not endorsing them or recommending them over any other broker.  There are several 

good direct access brokers that offer competitive pricing. These include RMLtrading.com 

and Speedtrader at www.speedtrader.com.   You can also do a web search for discount 

brokers and look at what the various brokers have to offer.   We have found IB to be a 

reliable source for trading and it  has a reasonable per share commission schedule which 

becomes even more reasonable as you trade more shares.  Another reason we use  IB  is 

that although it has its own proprietary trading platform it easily allows you to use other 

platforms such as Quotetracker.  Instructions for using Quotetracker with an IB account 

can be found  at both the Quotetracker web site and IB’s website. 
 

C. HOW MUCH MONEY WILL YOU NEED 
 
 The amount of money you need to effectively day trade depends on your goals 

and objectives.  If you want to trade for a living and expect to make a couple of hundred 

dollars a day, then you need at least $30,000.00 to start trading.  This should be 

discretionary money. In other words, if your life savings is $30,000.00 and you are going 

to quit your job to start trading don’t do it.  This needs to be money that you can have “at 

risk of losing” without fear of being evicted from your house.  If you just want to dabble 

in trading for a while and test out the techniques in this manual an account with 

$5,000.00 would be sufficient. 

 Keep in mind that if you are a “pattern day trader” as defined by the SEC 

(someone who makes multiple trades in a day) and have an account with over 
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$25,000.00, your brokerage will give you 4-1 margin during your trading day. 

Accordingly, when you open an account with $30,000.00 your effective buying power for 

the day is $120,000.00.  If you have less than $25,000.00 most brokerage houses will 

give you only a 2-1 margin on your account although we  have seen advertisements for 

some brokerage houses that will give you 4-1 margin on accounts as low as $2,000.00.  

Shop the Internet and see what you can find.  Keep in mind, however, that some of these 

brokerage houses may entice you with low margin requirements but not offer a pricing 

structure which is acceptable (remember, you  need a per share pricing structure). 
 

D. TYPES OF COMPUTER  EQUIPMENT YOU WILL NEED 

 Your computer should be up to date in terms of processor speed (dual core Intel 

or AMD 64 Athlon or better chip) although none of the programs we run are particularly 

CPU intensive.  The faster chip simply insures smooth operation of all our programs.  

Often seconds can mean the difference between a winning and losing trade and you don’t 

want to be hampered by your equipment.  You will also need a high speed internet 

access.  DSL or cable is acceptable   You cannot trade with a modem and a regular phone 

line so don’t even try.  Finally, you will need at least two monitors.  Beyond that, the 

more monitors you add to your system the more trading opportunities you can find.  Two 

monitors, however, can support the basic parts of our trading system and several charts 

showing potential trading opportunities.  Ideally we would recommend up to five 

monitors which would allow you to effectively watch 30-50 different stocks for trading 

opportunities.    

 You add monitors simply by adding video cards into your computer.  It’s a 

relatively simple process.  If your computer is relatively new it should have several 

empty expansion slots.  Read your computer’s manual to determine what type of open 

slots you have and purchase a video card  which  will fit into that slot at your local 

computer store.  Many video cards will allow you to attach two monitors to one video 

card.  Your computer store and the video card instructions should give you complete 

details as to how to set up a multiple monitor system.  Also, you may need to consult the 

Window’s database at www.microsoft.com for assistance on configuring Windows for 

use with multiple monitors. 
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CHAPTER 4- READYING YOUR PLATFORM FOR TRADING 

 
 After you have your trading platform and your brokerage account it will be time 

to setup the platform for trading.  Our trading system is dependent on “technical 

analysis”.  In other words we rely on charts for determining when to enter and exit trades. 

 A chart is a graphic illustration of the current and past price of a stock.  The chart 

can also include various technical indicators which can assist parties in deciding whether 

to enter or exit a trade.  For our purposes, we will be using intraday charts which are 

charts showing a stock’s activity within the day.   Interday charts show a stock price’s 

activity over several days or weeks.   

   It is important to understand how charts work in terms of displaying a stock’s 

price over various time intervals so we will briefly explain that here.  Each intraday chart 

has a certain “frequency” and “chart period”.  The “frequency” is the time period which 

is analyzed within an given chart.  This means that all the technical indicators that you 

may have on the chart are analyzed for that specific frequency.  If, for example, you 

chose a chart with a 3 minute “frequency”, each period (i.e each candle or bar) on the 

chart will be 3 minutes and, for example, your moving average calculations will be 

calculated based on the open and close of the stock price during each 3 minute period.  If 

the “frequency” is set to 60 minutes, then each period on the chart is 60 minutes and all 

your technical indicators are calculated based on the price movement during that 60 

minute frequency.  It’s easy to see, therefore, how changing the frequency of the chart 

can lead to dramatic differences in the technical indicators you will see on the chart and 

why the appearance of a chart for the same stock changes when you change the 

frequency.   

 The chart period is simply the length of time on the chart that is visible at any one 

time.  If a chart period is set, for example, to a 90 minute period and the frequency is 

 Set to 3 minutes, you would see thirty (30)  3 minute periods on that chart.  If the 

frequency was set to 60 minutes and the chart period remained at 90 minutes, you would 

see 1.5 periods on the chart. 

 We will use charts which look at the same stock over different frequencies in 

deciding whether to enter a trade. Understanding the interrelationship between charts of 
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different frequencies is important.  The longer a frequency is, the longer view of the stock 

you have over time.  Accordingly, a chart with a 60 minute frequency may show a clear 

downtrend of a stock over several hours (Illustration 2 below).  However, a chart of that 

same stock with a 3 minute frequency may show the stock in a clear uptrend (Illustration 

3 below) during the 3 minute intervals we are looking at.  That is because a stock, even 

though it is trending down over a several hour period, will have certain short intervals (i.e 

3 minute interval) when the stock is moving up.   

 

 

 In Illustration 3  you can see that on the 3 minute chart around 13:40, the stock 

GILD starts a rise from approximately 79.40 to 79.70.  Accordingly, during these 

successive 3 minute periods the stock was in an uptrend.  However, when you look at the 

longer frequency chart, in this case the 60 minute period in Illustration 2, you can see that 

the stock was actually in a long downtrend that lasted until the end of the day.   

 
 
ILLUSTRATION  2 
 

 
 
Note the downtrend in GILD from between 12:00 
p:m and 18:00 pm on 6/20. For the day, the stock 
clearly had a down trend .When the stock is viewed 
over a 60 minute frequency the downtrend is 
obvious. Now go to Illustration 3. 
 

 
 
ILLUSTRATION 3 
 

 
 
Note, however,  how during this approximately 1 
hour period between 13:30 and 14:30 also on 6/20 
the stock trended up even though if you viewed this 
period on Illustration 2  the stock’s trend was still 
clearly down.  During this shorter period of time, 
however, when viewed on a 3 minute frequency 
chart,  the stock was in a clear uptrend.  
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 When we day trade, we generally focus on the short term trends such as the 3 

minute trend.  However, it’s important to know a stock’s longer trend when you are day 

trading because it gives an indication as to the likely strength of the short term trend you 

are contemplating trading.  If you were trading the short term trend on the 3 minute chart 

wouldn’t it also be helpful to know that the stock has been in a steady decline during the 

day?  The long term downtrend will often serve as resistance to short term trends and 

examining the long-term trend can give you an idea as to what type of resistance a short 

term trend will have.  In Illustration 2 above, around 14:20, the downward trend line was 

right around 79.75.    In this case, if we traded the 3 minute trend on the chart in 

Illustration 3  we can see that after reaching 79.77 on the 3 minute trend, the stock 

sharply reversed and continued on the downward trend identified on its 60 minute chart.    

What happened?  The short term trend found in the 3 minute chart on Illustration 3 hit up 

against the 60 minute downtrend line and reversed direction.  Knowing the long-term 

downtrend would have give us an idea as to when to exit the trade had we entered based 

on the 3 minute chart.   Understanding the relationship between a stock’s price at the time 

you enter a trade and the stock’s long-term trend is one of the keys to being a successful 

trader.  Generally, we want to trade short term trends that are consistent with the stock’s  

long term trend. 

 With this basic understanding of  charts let’s set up the charts we will use in our 

trading system.  In our trading system, we will create four different types of charts each 

of which has a distinctly separate function which we will explain in detail.  They are as 

follows: 

 
1. Trade Opportunity Charts (“TOC”); 
2 Stock Trend Determining Charts (“STDC”); 
3 Exist Strategy Charts (“ESC”); 
4 Market Trend Charts (“MTC”) 
 

 The TOC charts are the charts we will use to look for trade opportunities.  

“Opportunity” is the key word in that last sentence. We will not trade every opportunity. 

We will only trade those opportunities which meet certain additional tests.  However, the 

TOC charts give us the starting point for every trade. 

 The STDC charts in conjunction with the MTC charts are the charts we use to 
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decide whether we will trade any given “trade opportunity” spotted on our TOC charts. 

Finally, the ESC chart tells us when to exit certain trades after we have entered a trade. 

 A. Setting Up the TOC Charts 

 First, let’s fist set up the TOC charts which we will use in our trading system. For 

our TOC charts, you have two alternatives styles of the chart which will be explained 

later.  You can use either style depending on which chart you find easier to review and 

analyze.  The first alternative style of the TOC chart  consists of a 1 minute candle chart 

with the following parameters and technical indicators: 

 
 1. Standard Candle Chart 
 2. 1 minute  frequency, 1 hour Chart Period 
 
 The platform you chose should give you detailed instructions as to how to set up 

your chart and add the studies identified above.  On Quotetracker, the chart would look 

like the chart below.   
 
 
ILLUSTRATION 4 
 

 
 
 

 
 
This is a standard candle chart.  The frequency is 1 
minute and the period is 1 hour. The 1 minute 
frequency means that every minute one candles is 
formed.  The 1 hour frequency means that 1 hour of 
information is displayed on the chart (from 10:15 to 
11:15).  

 
 There is an alternative style for setting up the  TOC chart which is preferred in our 
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system as it makes spotting trade opportunities easier.  This chart would be set up as 

follows: 

 
 1. Standard line chart (may be called consolidated line on some platforms) 
 2. Full  Stochastics with a 15%k, 3%K slow, 5%D setting  
 3. 5 minute period, 2 hour 30 minute frequency 
 4. Show candle countdown period. 
 

This chart would look like the chart below: 
 
 
Illustration 5 

 
 

 
 
The price line consists of the yellow line.  The  
stochastics  are below the main chart.  The period of 
the chart is 2 hours and 30 minutes which means 2 
hours and 30 minutes of the chart are displayed on 
the screen.  The period is 5 minutes.  Because we 
are using a line chart rather than a candle chart you 
cannot see candles being formed which makes it 
difficult to tell when each 5 minute period ends.  
Accordingly, your should include in your chart a 
period countdown which counts down to 0 as each 
period ends (black square).  In this case, we are at 0.  
As you are trading you will see the number in the 
box count down from 5.00.  The period ends when 
the number reaches 0.  It will then restart from 5.00.  
Consult your platform instructions as to how to 
include a period countdown on your chart.  

 
 
 The TOC chart is where we look most of the day for possible trade opportunities.  

We will explain what we look for shortly.   The more TOC charts you have open, the 

more potential trading opportunities you can spot .  We typically have 30 or more TOC 

charts open at any one time all of which have the settings identified above. 

  

B. Setting up the STDC Charts.   

 Next let’s set up the STDC charts.  These charts tell the trend of the stock and 
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give you a clear indication as to whether to enter a trade when an opportunity presents 

itself on one of the TOC charts.  Remember, you will not trade every opportunity 

which appears on a TOC chart.  You will pick and chose those opportunities which 

present the greatest likelihood of success by analyzing the STDC charts and certain other 

variables. 

 The STDC charts will look at a stock’s price action over four different periods.  

Accordingly, there will be four STDC charts.  We can use one template to create all four 

charts since all four charts will all have the same characteristics with the only difference 

being the period and frequency of each chart.  The basic characteristics of the STDC 

charts are as follows: 

 
 1. Standard Candle Chart 
 2. 5 Minute Simple Moving Average  (green colored) 
 3. 3 Minute Exponential Moving Average with 3 period  (yellow colored).   
 4. 15 period SMA (black colored) 
 4. Full Stochastics  with a 15%k, 3%K slow, 5%D setting (set up below chart 
  area) 
 5. Volume indicator   
 
 All moving average calculations on these charts and all other charts  will be 

based on the “close” of a period  unless otherwise noted. 

 The finished template for the STDC chart will look like this: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
(Go to next page) 
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Here you have the template for  STDC chart.  The 
yellow line is the 3 period Exponential Moving 
Average.  The green line is the 5 period Simple 
Moving Average.  Below the price are the two 
studies added to this chart the first being Full 
Stochastics and the second being a Volume 
indicator. We will use this chart as a template and 
create the four STDC charts for the periods 
identified below. 

 
 
 After you create STDC chart template we will then create the four charts which 

comprise the STDC charts.  The only difference between each of the charts is the period 

and frequency.  You should create the following four charts: 

 1. 3 minute frequency, 30 minute period 
 2. 9 minute frequency, 60 minute period 
 3. 15 minute frequency, 2 hour 30 minute period 
 4. 60 minute frequency, 11 hour period. 
 
Here are the four STDC charts completed for the various time periods.   

 
 
3 Minute Frequency 
 

 
 

 
9 Minute  Frequency  
 

 
 

 
15 Minute Frequency 
 

 

 
60 Minute Frequency 
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You should find space on your monitors to line the four STDC charts up horizontally so 

they can be easily and quickly viewed.  Below is one of the windows in our trading 

platform with the STDC Charts included: 

 

 
 
 
 
Each of the four STDC charts should also be “linked” to your trading window.  This 

means that when you put a stock symbol into your trading window in preparation of a 

trade the STDC charts will automatically switch to show charts for that ticker symbol you 

are considering trading.  Once again, your platform instructions should explain how to 
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link windows.  The important thing is that the STDC charts are linked to your trading 

window so when you enter a symbol into that window in preparation for a trade, all four 

STDC charts automatically switch to the chart for that ticker symbol.  This will aid your 

ability to quickly analyze potential trade opportunities. 

 C. Setting Up The ESC Chart 

  Next, we will set up the  ESC Chart.   The ESC chart is designed to guide us in 

deciding when to exit a stock.   The ESC Chart will be set up with the following 

characteristics:   

  
 1. Candle Chart 
 2. 5 period simple moving average (green line on chart below) 
 3. 3 period exponential moving average (yellow line on chart below) 
 4. Full Stochastics  with a 15%k, 3%K slow, 5%D setting (set up below chart 
  area) 
 5. 1 minute frequency, 15 minute period 
 
 
 We will have one ESC Chart which will also be linked to the stock you put in the 

trading window as were the STDC charts.  The ESC chart will look like this: 
 
ILLUSTRATION 9 
 
 

 
 
 

 
This is the ESC Chart.  It is virtually identical to the 
STDC charts except for the shorter frequency and 
period. The yellow line is the 3 period EMA, the 
Green Line is the 5 period SMA (the black line is at 
15 period SMA which should be ignored)  This is a 
1 minute charts with a 15 minute chart period.  The 
stochastics study is again on the bottom below the 
chart. 
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 D. Setting Up The MTC Charts 
 
 Finally, let’s set up the MTC charts.  The MTC charts are designed to give us a 

overview of where the broader market or indexes are headed.  Keep in mind that stocks 

move in conjunction with the broader market.  We use that general proposition to our 

advantage.   If the market is trending up, stocks will generally follow and we want to be 

in long trades rather than short trades. Conversely, if the broader market is headed down, 

we want to be in short trades rather than long trades.  The MTC charts can be created 

with the following template. 

 1. Standard line chart (may be called consolidated line on some platforms) 
 2. 15 period Simple Moving Average 
 3. Full  Stochastics with a 15%k, 3%K slow, 5%D setting  
 
We will use the above template to create two charts of the QQQQ.  The QQQQ is an ETF 

which tracks the top 100 Nasdaq stocks and provides a general trend of the market.  The 

two charts should have the  following periods and frequencies: 

 1. 5 minute period, 2.5 hour frequency 
 2. 60 minute period, 11 hour frequency 
 
 
ILLUSTRATION 10 
 
 
QQQQ 5 minute period, 2.5 hour frequency 
 

 
 
 

 
QQQQ 60 Minute period, 11 hour frequency 
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This completes our charts set ups so let’s summarize what charts you should have on 

your computer screen.  

 
 1. 4  STDC charts lined up horizontally in a row; 
 2. 1 ESC charts 
 3. 2 MTC charts 
 4. Any other space available on your monitor should be devoted to TOC 
charts. 
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CHAPTER 5 - THE TRADE TECHNIQUE 

 
 
 The actual nuts and bolts of the trade are quite simple and we will walk you 

through the trade at this point.  Our trading system focuses on a single type of trade: the 

flag pattern reversal and breakout.   

 A- FINDING THE FLAG 

 The flag pattern represents a retractment from a previous high or low within a 

given time period and a subsequent reversal back through that previous high or low  to a 

breakout.   The flag represents a period where bulls and bears are fighting for control 

over which way a stock will head.  The breakout represents the winner.  Generally, after a 

breakout, the stock will continue to run in the winning direction for an additional period 

of time until it reaches the next point of resistance (long trade) or support (short trade).  

The “continued” trend until the next point of resistance is what we count on for these 

trades to be successful. 

   Let’s look at what  the flag pattern reversal would look like on the 1 minute TOC 

candle chart with respect to a long trade: 
 

 
 
 
 

 
 
Here we have a classic flag pattern break out to the 
long side on QCOM.  Starting at 11:00 the stock 
begins a rise to form the “pole of the flag.  At 
approximately 11:15, the stock hits its high for the 
period in question and begins its reverse forming the 
“flag” (the light blue lines).  At approximately 
11:33 it reaches its low for the “flag”  period and 
then reverses itself up through the top of the flag 
and above the high point reached at 11:12.  This is 
the breakout of the flag pattern. You will note that 
subsequently the stock continues on its upward 
trend.  These are the patterns we look for and trade. 
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Here is another example from a BRCM trade but 
this time to the short side. When we use the 1 
minute TOC candle chart, we look for a 4-6 candle 
retractment period where the stock reverses 
direction.  In this case that happens between 11:05 
and 11:15.  See how the upside down flag pattern is 
formed by the black lines.   We then wait to see if 
within the next 5 minute period, the price crosses 
below the low of the flag pattern in this case 24.69.  
If the low of the flag pattern is broken, then you 
enter the trade short.  In this case that low was 
broken and we would have entered the trade. 

 
 
 
 Looking for flag patterns on the 1 minute candle chart is tedious work.  There is 

an easier way to spot these flag pattern reversals than on the 1 minute candle chart.  This 

is where the  alternative 5 minute TOC chart comes in handy.  On this chart, the flag 

pattern reversal will be easily spotted as a short reversal of a longer trend line followed 

by a continuation of the longer trend line back on its original path.  On the 5 minute chart, 

this is the pattern we would be looking for: 

 

 

 

 

 

 

 
(Go to next page) 
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Here we have the same flag reversal pattern found 
on the 1 minute QCOM candle chart above.  
Starting at approximately 11:35 you have an upward 
trend in the stock representing the flag’s pole.  The 
flag itself is formed by the reversal of the stock 
price around 11:50.   Starting at 11:55, the stock 
price reverses the flag pattern and breaks through 
the high that started the flag pattern.  These are the 
types of patterns we are going to look for in our 
trading system. 

 
 
 You can use either the line chart or candle chart to spot the flag reversal patterns.  

However, it is recommended that you use the line charts because of how easy these 

patterns are to spot on these charts. The above trade is a long trade.  The flag patterns 

also occur in short trades but in reverse.  This is what a short trade flag pattern would 

look line on the line TOC chart. 

 

 

 

 

 

 

 

(Go to next page) 
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Here is the same flag pattern reversal trade only 
upside down. (picture a flagpole being held upside 
down with the flag at  the bottom of the pole).  
When this pattern presents itself you would enter 
the trade short once the stock’s price breaks through 
the low of the flag pattern.  In this case the 
“retractment period” is actually a period where the 
stock moves up before heading down.  This is the 
reverse of the long trade where the retractment 
period has the stock moving down before moving 
back up. 

 
 
 
 Let’s discuss a little bit about how these patterns will appear on your charts in 

“real time”.  It is easy to spot these patterns after they are formed looking back on charts.  

What you need to know is what they look like as they form so you can spot them and 

trade them.   

 The flag pattern reversal (whether long or short) will be created on the TOC chart 

(the line chart alternative) over two five minute periods or 10 minutes in total.  We will 

now walk you through how the trade will appear on your screen. During the first 5 

minute period, you will have the reversal pattern form from the existing trend.  It will 

appear as a small hook on the line chart after a 5 minute period closes (“ 5 Minute 

Retractment Period”).  Most charting software gives you the option of opening a box in 

the chart that counts down the end of each 5 Minute period.  This option is frequently 

referred to as “show candle countdown” option.  You should enable this feature on each 

TOC chart you open.  This will tell you when each 5 minute period has closed. You must 

wait until a 5 minute period closes before you can determine whether a 5 Minute 

Retractment has formed since prior to the close of the period the line will “jump” around 



 

 29 

until the end of the 5 minute period making these hooks seem to appear then suddenly 

disappear. 
 
 
 

 
 
 

 
 
 
 
Here you see a chart for Yahoo that was that was 
taken at the close of the 12:15 time period.  It shows 
the initial stages of the formation of the flag pattern 
which is the creation of the 5 Minute Retractment 
Period.  You must wait for the end of each 5 
minute period before determining whether a 5 
Minute Retractment Period has formed for that 
period. Sometimes you will see during the 5 
minute period the formation of the 5 Minute 
Retractment Period only to then have the stock 
continue to move in the same direction as the 
preceding trend line making the Retractment 
line go away.  After the close of each 5 minute 
period, you can check on each TOC chart to see 
if any 5 Minute Retractment Periods have 
formed on the chart. 
 
 

 
 
 
 The next five minute period after the formation of the 5 Minute Retractment 

Period hook is where we will determine whether a full blown flag pattern forms and 

whether  there is a trade opportunity.  If during this next five minute period the stock 

price moves back down past the low of the 5 Minute Retractment Period (or the period 

before which we will explain later) the  flag pattern reversal is complete and you have a 

potential trade opportunity which in this case would be a short trade.  If the stock price 

does not break through  the appropriate low then  the trade is void.    The price  must 

break through the appropriate period low within the 5 minute period after the 5 

Minute Retractment Period or the trade is no good.   We will discuss in later the 

exact method you use to determine what your entry point of the trade will be. 

 Let’s follow what happens with this Yahoo trade: 
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Here you can see that during the next five minute 
period, the stock begins to head back down but has 
not yet broken the previous low of the “flag pole” 
(the black line).  As a result, the framework for this  
becoming a trade.  If the price breaks the low of the 
flag pole (ie.27.52) it becomes a valid trade.  

  
 
 
 There are two other points regarding spotting a trade opportunity which need to 

be mentioned.  First, some flag patterns will not have a pronounced 5 Minute Retractment 

Period.  Instead, they will have a flat line during the Retractment Period.  These are still 

potentially valid trades.  It just means that the bulls and bears are fighting in tighter price 

range than in a more pronounced Retractment Period.  Second, some 5 Minute 

Retractment Periods are just too long and should be avoided.  There is no hard and fast 

rule but the 5 Period Retractment Periods should be about the size indicated on the charts 

above. 
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Here you see an example of a 5 Minute Retractment 
Period characterized by a straight line.  This would 
be a valid short trade if the trade trend breaks down 
below the low the 5 Minute Retractment Period.  
You should look for these patterns on your TOC 
charts also. 

 

 
Here you see a flag pattern reversal where the 5 
Minute Retractment Period is simply too big.  You 
should avoid these trades. Here the trade exhausted 
itself shortly after breaking through the high of the 5 
Minute Retractment Period. 

  

 With practice you will get very proficient at spotting the formation of these flag 

pattern trades.  In fact, one of the great things about this system is that spotting the 
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patterns becomes so second nature that you will be able to monitor 20 or 30 stocks at a 

time greatly expanding your trade opportunities and profit potential. 

B - DETERMINING ENTRY POINTS  

 Once you see a potential trade pattern develop, the next step is to determine the 

exact entry and exit points of the potential trade. There is no guessing here.  The rules 

strictly define when you enter a trade and when you exit a losing trade.  Keep in mind 

that even after you determine these entry and exit points, there are other factors discussed 

later you must consider before deciding whether  to actually enter the trade.  However,  if 

all those factors are in your favor  you will determine your entry points in accordance 

with the next few paragraphs. 

 The key to the flag pattern reversal trade is that during the reverse pattern the 

stock price breaks through the high  (or if selling short the low ) of  the flag pattern. 

In order to determine our entry price we will first look at a long trade as an example.  

Our entry price on a long trade will be 1 tick  (1 cent) higher than the higher of: (1) 

the high during the 5 Minute Retractment Period and (2) the high during the period 

which immediately precedes the 5 Minute Retractment Period.    These prices are 

calculated by simply placing your curser at the end of each of these 5 minute 

periods.  This will cause an information box to appear on your chart which shows 

the high and low of that 5 minute period.  Follow the charts below: 

 

 

 

 

 

 

 

 

 

(Go to next page) 
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The trade we will examine is  the long flag pattern 
trade indicated here in the black circle.  This is a 
Yahoo trade at approximately 11:15 on 6/28 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
First as the trade forms we place the curser at the 
end of the 5 Minute Retractment Period .  An 
information box will appear which shows the high 
of the period was 27.43 and the low of the period 
was 27.41.  By placing your cursor at the end of the  
period your are examining, the information box will 
automatically appear giving you the stock’s high 
and low prices during that period.  Consult your 
platform instructions if you have a problem creating 
the information box. 
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Next the curser is placed at the period which 
precedes the 5 Minute Retractment Period.  Once 
again the information box appears and shows that 
the high of that period was 27.42 and the low was 
27.36.  Your curser will automatically move in 
period increments so as you move your curser it will 
stop at the end of period intervals. There is no need 
to guess where the period stops or starts.  
 
Our entry into the trade will be one tick (1 cent) 
higher than the high of the two periods which in this 
case was 27.43. Our entry price would be 
therefore 27.44.  When  sales of the stock occur 
at 27.44 on your Time and Sales Screen, we 
would enter the stock trade. 

 
 
 For short trades, the same rules apply only in reverse.   Our entry price will be 1 

tick  (1 cent) lower than the lower of: (1) the low during the 5 Minute Retractment 

Period and (2) the low during the period which immediately preceded the 5 Minute 

Retractment Period.  Follow the chart below:   
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Here we have a short trade setup on Ebay at 9:50 on 
6/26.  We see the 5 Minute Retractment Period form 
followed by a downturn towards the low of the flag 
pole.  Where do we enter?  First, we find the low of 
the stock during the 5 Minute Retractment Period by 
placing our curser at the end of the period.  The 
information box shows us that the low for this 
period is 31.94 and the high is 32.01. 
 
 

 
 
 

 
 
Next we place our curser on the period immediately 
preceding the 5 Minute Retractment Period. The 
information box shows that the low during this 
period was also 31.94 and the high was 32.05.   
 
Since both periods have the same low, our entry 
point will be 1 tick below 31.94 or 31.93.  If one of 
the periods had a lower low than the other, than 1 
tick below that point would be your entry point. 
You can see that once this entry point was reached 
the stock quickly dropped another .20 which on a 
1,000 share trade would have led to a quick $200.00 
profit. 
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 Let’s discuss entry points for one moment. Once the entry price is reached you 

must look at your Time and Sales window to make certain that prior to entering a trade, 

at least 3 other trades come through at our entry point before you jump in.  In other 

words, if our entry point were 31.93,  you must see three other trades at that price (or 

lower on short trades, higher on long trades) before you decide to enter.  You can see 

actual trades  by opening a Time and Sales window for the stock you are trading.  This 

tells you at what price actual trades are occurring and the number of shares traded.    

When you see you see at least three (3) trades at your entry price, then you also enter the 

trade. 

 On fast moving stocks, you are not always going to be able to  trade at the exact 

entry price as the price may move past that point quickly.  It is acceptable to miss the 

entry point by up to 5 cents.  In other words, on the Ebay short  trade if your entry point 

is 31.93 you can enter the trade anywhere up to 31.88.    Likewise in the Yahoo long 

trade above you could enter the trade anywhere up to 27.48.  If the stock runs from you 

more than the 5 cents don’t trade or wait to see if the stock comes back a little bit to your 

target entry point. 

 For every trade that you are contemplating, you will determine both your 

entry point and your stop loss point.  We’ve just explained entry points.  Now let’s 

discuss the stop loss trade.  Stop trades are entered to minimize your loses if the trade 

does not work out in the manner you anticipated.  EVERY TRADE YOU ENTER 

SHOULD CONSIST OF AN ENTRY POINT AND A STOP LOSS.  EVERY 

TRADE YOU ENTER SHOULD CONSIST OF A STOP LOSS TRADE.  EVERY 

TRADE YOU ENTER SHOULD CONSIST OF A STOP LOSS TRADE.  Get the 

point.  That is the most important sentence in this whole manual.    You should enter the 

stop loss immediately after entering the trade.  You place your entry order then 

immediately place your stop loss even before you know where the trade is going.   You 

can cancel the stop loss trade once the trade turns profitable.  It’s important to enter the 

stop loss trade at the time you first enter the trade because emotionally it is easier to do so 

since you don’t anticipate that the trade will turn out bad. Once the trade turns negative it 
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is psychologically difficult to exit the trade and people tend to hold the trade even as the 

loss grows.  This is what causes most people to lose money day trading.  Accordingly, 

entering the stop loss order immediately upon entering the trade is imperative. 

 A stop loss trade does exactly what it says.  It stops losses at a certain point.  We 

will be using stop loss market trades. That means that that if a stock hits a certain price, 

the order immediately becomes a market order.  It is generally filled a penny or two after 

your stop price (although stocks with large ask-bid spreads present problems for these 

orders- For such stocks you may want to use a stop limit order which your broker can 

explain to you).  For example, suppose you have sold a stock short at 25.00.  You don’t 

want to lose more than .10 on the trade.  You would put in a stop loss market order either 

at 25.10 or possibly at 25.09. If the stock reaches your stop price, your order would 

become an market order to buy your stock to cover. Your loss is therefore “minimized” to 

the .10 cents. 

 Under our system, our stop trades are also easy to calculate using the same 

methodology we used to determine our entry points.  When you are trading a long 

trade, the stop loss trade is 2 ticks BELOW the lower  of  the lows for the 5 Minute 

Retractment Period and the 5 minute period that FOLLOWS it (this will be the five 

minute period where the entry price is reached. Note that this is different from the 

entry point analysis where we use the 5 minute period preceding the 5 Minute 

Retractment Period ).   In our Yahoo example above, the low of the 5 Minute 

Retractment Period was 24.41 and the low of the 5 minute period that followed  it was 

24.39 (not shown on chart)   In that case our stop loss would be set to 2 ticks below the 

lower of the two lows. Since 27.39 was the lower of the two lows, our stop loss would be 

set at 27.37. 

 Whey you are going short on a trade, the stop loss is the two ticks above  the 

higher of the highs for the 5 Minute Retractment Period and the 5 minute period 

that FOLLOWS  it (this will be the five minute period where the entry price is 

reached.  This is different from the entry point analysis where we use the 5 minute 

period preceding the 5 Minute Retractment Period ).  Simply place your cursor over 

the 5 minute period following the 5 Minute Retractment Period and the 5 Minute 

Retractment Period and place your stop loss 2 cents above the higher high for those 
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two periods.  In our EBAY example above, the high of the 5 Minute Retractment Period 

was 32.01 and the high of the 5 minute period which followed it was 32.04 (not shown on 

charts).  Our stop loss order would be placed 2 ticks above the higher of the two highs in 

this case 32.06. 

 The stop loss is our “worst case” scenario protection.  Hopefully we will never get 

stopped out of a trade and the exist strategies discussed later generally allow us to get out 

of even unprofitable trades before we hit the stop.  However, it’s vital that in every 

trade you include a stop loss in accordance with these instructions. 

 Let’s consider where we are right now.  We now know how to spot trade 

opportunities and determine the exact entry points and stop losses for any trade we enter.  

That is 80% of the challenge of becoming a successful trader.  There is no guess work 

and no speculation as to the parameters of our trade if we decide to enter a trade. 

 C-CONFIRMING TRADE OPPORTUNITIES  

 Now that we have given you the nuts and bolts of spotting and entering a trade, 

it’s time to take a step back  and consider whether we want to trade every trading 

opportunity that presents itself in the TOC charts.  The answer is “no”.  What you will 

find as you practice is that not every “flag reversal pattern” results in a successful trade.   

Let’s go back at look at the Yahoo trade on Page 30.  There we had a successful flag 

pattern reversal but look at what happened to the trade: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(Go to next page) 
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This would have been a short trade where we were 
hoping the stock would continue down after our 
entry point of 27.51.  However, you can see that not 
only did the stock not go down it reversed sharply in 
the other direction causing us to be stopped out at 
our emergency stop.  Accordingly this trade did not 
go as planned. 
 
 

  
 
 
 As evidenced above, not every trade opportunity is a good trade.  In the case 

above, the cause of the problem related to making trades directly above known resistance 

points. We will get into this more later but basically all whole numbers and half numbers 

are considered resistance points that cause reversals of existing trends.  If you enter a 

trade directly above such a number (i.e 27.50) it’s likely that the stock will hit the 

resistance and reverse as was the case here. 

 There are three factors which influence the decision as to whether to actually 

trade a trade opportunity we spot on the TOC charts.  They are as follows: 

 1. Trend of the stock; and 

 2. Previous Resistance Points; and 

 3. Trend of the market. 
 

Let’s look at how we check each of these components.  
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 1. THE TREND OF THE STOCK 

 

 The trend of the stock is determined by using the four STDC charts.  These are 

the 3 minute, 9 minute, 15 minute and 60 minute STDC charts.   One component of those 

charts are the stochastic indicator and before we can effectively use the STDC charts we 

need to know what  the stochastics are and how they work.  

.  The stochastics are a technical indicator  designed to show momentum of a stock.  

It is also based on various moving averages.  The stochastics are considered bullish when 

the main line (blue) crosses from underneath the signal (red) line to above it.  This is 

particularly true when that crossover occurs below the 20 line and the pattern continues 

past up through the 20 line.   

 The stochastics are considered bearish when the main line crosses from above the 

signal line to below it.  This is particularly true when the crossover occurs above the 80 

band and the pattern continues down through the 80 band.  When the stochastics are 

bullish you should be looking to enter long trades.  When the stochastics are bearish you 

should be looking to enter short trades. 

 

 

 
 
 
 
 
 

 
 
 
Here is a chart of the 5 minute Nasdaq composite.  
In the green lines on the stochastic study you see the 
main line (light blue) cross over the signal line (red) 
and move up through the 20 level.  This shows a 
bullish trend as evidenced by the upward trend in 
the market. 
 
At about 14:00, the main line crosses down through 
the signal line and moves down through the 80 mark 
showing a bearish trend.  The market responded 
accordingly dropping straight down.   
 
The Stochastics study can be use on any stock, 
index or ETF.  We use stochastics in our MTD chart 
on the QQQQ which we use to determine market 
direction.  
 
. 
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The stochastics will not always swing between the 
high and low ends of the 20 and 80 bands.  Often, 
the main line starts up or down but then reverses 
itself.   Here for example at 14:30 the main line 
crosses over the signal line and moves above 20 
mark but then reverses itself and heads back below 
the signal line.  The market remains bullish while 
the main line is above the signal line (green lines) 
and sloped up.  The market is bearish once the main 
line crossed below the signal line and the main line 
has a negative slope (red lines). 

 

Now that we understand the stochastics, lets move on to how we use the STDC charts. 

 Once we see a trade opportunity on the TOC chart, we want to be sure the trade 

opportunity is in the same direction as the stock has been trending.  The STDC charts 

provide this analysis.  The rules below govern how we read the STDC charts for purposes 

of determining whether to actually trade a given trade opportunity. 

 In deciding to enter a long trade, the following rules should apply. 

 

(1) On the 3 minute STDC chart the 3 minute EMA line must be above the 5 minute line 
and both lines must have an upward slope and the stochastics must be positive  or 
bullish; 
 
(2) On the 9 minute STDC chart the 3 minute EMA line must be above the 5 minute line 
and both lines must have an upward slope and the stochastics must be positive or bullish; 
 
(3) On the 15 minute STDC chart, the 3 minute EMA must have and upward slope and 
the 5 minute SMA cannot be sloped against the direction of your trade; 
 
(4) On the  60 Minute STDC chart the 3 min EMA must be sloped in the direction of 
your trade. 
 
 
Let’s look at what each of these would look like.  
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Here is an example of a Celgene trade on 6/27 at 
10:00 am.  We have a classic flag pattern reversal 
taking place (the picture below shows the same 
chart without any       curser information so you can 
see the pattern better).  The entry point is 57.79 or 
one tick above the higher high of the 5 Minute 
Retractment Period and the 5 Minute period that 
preceded it.   Keep in mind that the 9:55 time shown 
on the information box at the end of the 5 Minute 
Retractment period is the time that period started.  
Accordingly, it ends at 10:00 and we would be 
entering this stock trade , if at all between 10:00 and 
10:05.  Remember, the entry point must be hit 
within the 5 minute period after the 5 Minute 
Retractment Period or the trade is void.. 
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9 Minute Chart 

 

 
After we spot the potential trade on the CELG TOC 
chart,  we turn to our STDC charts looking at the 3 
minute chart first.  At the time of our trade we see 
that the 3 minute EMA is above the 5 minute SMA 
(yellow is above the green line) and the slope of 
both the lines is positive which is consistent with 
our long trade.  We also see below that the 
stochastics are bullish in that the main line (blue) is 
above the signal line (red) and that they are moving 
up past the 20 line. 
 
 
 
 
 
 
 
 
We undertake the same analysis for the 9 minute 
chart and as see that it too fits within our 
requirements.  The 3 minute EMA and 5 minute 
SMA both have upward trends and the 3 minute 
EMA line is above the 5 minute SMA line.  The 
stochastics are also bullish. 

 
15 Minute Chart 

 
 

 
 
We next look at the 15 minute chart.  Here we only 
want to make certain that the 3 minute EMA line 
is in the direction of our trade and that the 5 
minute SMA is not sloped against you.  We are 
not concerned with whether the 3 minute EMA line 
is above the 5 minute SMA line.  If it is, this 
provides stronger confirmation of the trade but it is 
not a requirement of entering the trade.  We are not 
concerned about the stochastics on the 15 minute 
chart although again if they are trending in favor  of 
your trade it provides greater confirmation of the 
trade signal.   Likewise, if they are steeply trending 
against you, you should be cautious entering the 
trade. 
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Finally let’s look at the 60 minute chart.  The 
bottom  chart is the same as the chart above without 
any annotations. There are several important things 
to look at here.  First, our test for determining entry 
is whether the 3 minute EMA line is sloped in the 
direction of our trade.  At 10:05 it was sloped in 
direction of the trade as evidenced by the white line.   
The trend reversed with the candle with the long 
shadow (black circle) but that occurred closer to 
10:30 on this 60 minute chart. 
 
Note also that under our test, in the 60 minute 
window, we are only concerned with the 3 minute 
EMA line.  In this chart, the 5 minute SMA is 
actually sloped against us as evidenced by the black 
line. Nevertheless the trade meets our criteria. 

 
 
 In the above example, each of the STDC charts satisfied the appropriate test.  

Accordingly, the trade was “valid” and one we would definitely consider entering.  As 

you can see by the original TOC chart, the trade ended up being valid and yielded close 

to .30 cents in profit.  If any of the entry criteria are not met, simply don’t enter the trade.   

 The 60 minute chart test is the test that tends to cause the rejection of most 

potential trades.  In effect, the 60 minute test forces you to trade only trades that are 
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consistent with the long term trend of the stock regardless of what the short term trend is 

doing.  However, the test also results in the rejection of a number of trades where the 

short term trend was strong enough to yield significant profits. Accordingly, if you want 

to expand the universe of trades, while admittedly subjecting yourself to additional risk, 

the test applied to the  60 minute STDC chart test can be modified as follows:  (1) if the 

candle being formed on the 60 minute chart is the same color as your trade (green 

for long trade, red for short trade), then you can enter the trade if the 3, 9, and 15 

minute tests are all met (regardless of the slope of the 3 minute EMA line on the 60 

minute chart).  If you look at the 60 minute chart for the CELG trade above, the trade 

was made at the very end of the long green candle immediately after the four descending 

red candles.  Accordingly, this trade would also have satisfied this alternative test. 

Now let’s run the same scenario for a short trade: 

 
 
 
 

 
 
 
 
 
 
 

 
 
Here is an example of an Amgen trade on 6/26 at 
13:25 am.  We have a classic flag pattern reversal 
taking place this time to the short side.   The entry 
point is 55.48 which is the lower of  the low of the 5 
Minute Retractment Period and the 5 minute period 
which precedes the 5 Minute Retractment Period. 
The entry will be between 13:25 and 13:30.   
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After we spot the potential trade on our AMGN Toc 
chart,  we turn to our STDC charts looking at the 3 
minute chart first.  At the time of our trade we see 
that the 3 minute EMA is below the 5 minute SMA 
(yellow is below the green line) and the slope of 
both the lines is negative which is consistent with 
our short trade.  The stochastics are also bearish 
with the main line being below the signal line 

 
 
9 Minute Chart 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
We undertake the same analysis for the 9 minute 
chart and as see that it too fits within our 
requirements.  The 3 minute EMA and 5 minute 
SMA both have downward trends and the 3 minute 
EMA line (yellow) is below the 5 minute SMA line 
(green).  The stochastics are also bearish 
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15 Minute Chart 

 
 
 
 

We next look at the 15 minute chart.  Here we only 
want to make certain that the 3 minute EMA line is 
in the direction of our trade and that the 5 minute 
SMA is not sloped against you.  We are not 
necessarily concerned with whether the 3 minute 
EMA line is below the 5 minute SMA line.  If it is, 
this provides stronger confirmation of the trade but 
it is not a requirement of entering the trade.  In this 
case the 3 minute EMA line is below the 5 minute 
SMA line and both are sloped in the direction of the 
trade. 

 

 
 
Finally, we look at the 60 minute chart.  Here again 
we are only concerned with the direction of the 3 
minute EMA line which is sloped in our favor.  If 
we were using our alternative candle test, we would 
look at the candle formed in the period of our trade 
(circled) and if it matched the direction of the trade 
would conclude that the 60 minute test is satisfied. 
Since this is a short trade and candle is red, the 60 
minute test is satisfied. 

 
 
 On the above short trade, the trade met all our requirements for entry and as you 

can see by  first chart in the sequence it yielded close to a .40 profit. 

 Finally, I want you to look at a “failed” flag reversal  pattern or one which we 

wouldn’t trade so you will understand how the STDC tests work as a powerful tool to 

keep you out of bad trades.  For this we will look back at the YHOO trade referenced on 

Page  30 to 31.    . 
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Here we had the makings of a flag pattern reversal 
trade for a short trade with the entry point at 27.51.  
We told you earlier that this trade quickly reversed 
itself and ended up being a losing trade.  The trade 
entry point was between 12:15 and 12:20 

 

 

 
 
The 3 minute and 9 minute charts (9 minute chart 
below 3 minute show the trade is viable since it was 
a short trade, the slope of the 3 minute EMA and 5 
minute SMA lines are both negative and the 3 
minute EMA line is below the 5 minute SMA line.  
The stochastics also remain bearish with the signal 
line below the main line in both charts 
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15 Minute Chart 

 
 

 
 

 
 
However, now let’s look at the 15 minute and 60 
minute charts.  In the 15 minute chart to the left, the 
3 minute EMA  line is not in the direction of the 
trade and if anything is against the trade.  
Furthermore, the 5 minute SMA line also appears to 
be against the trade (sloped up). Accordingly, it fails 
this test.   If you have trouble determining the trend 
of the 3 minute EMA and 5 Minute SMA you can 
look at the stochastics which here clearly show a 
bullish pattern on a short trade.  The trade fails the 
15 minute test.   
 
 
 
 
 
 
 Likewise, in the 60 minute the 3 minute EMA line 
is clearly against the trade. It is sloped steeply up 
when we are contemplating a short trade.  The 60 
minute chart also fails the alternative candle test in 
that the candle forming during the period in which 
the trade is to be made is green when we are trading 
short.   

 
 
 
 Because the trade did not meet all the requirements, we would not have entered 

the trade.  As indicated by the result, this would have been a good decision since the trade 

quickly reversed and put us in a losing position. 

 2. PREVIOUS REVERSAL POINTS 

 Assuming the trade passes the STDC charts tests, there are still two other factors 

to consider before the trade is confirmed and entered into.  The first is previous resistance 

points for the stock and the second is the general trend of the market.  Let’s look at each 

of these factors. 
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  A. PREVIOUS RESISTANCE POINTS 
 

 We’ve examined spotting trade opportunities and determining whether the stock’s 

trend makes the trade viable.  This, however, does not end the inquiry.  It is still 

necessary to look at a few other variables before determining whether a trade is a “go”.  

The next variable we look at is resistance the stock has encountered in the periods 

immediately preceding the time period of our proposed trade.  We know, for example, 

that a stocks price will reach a certain price point then reverse.  These reversal points are 

known as resistance when the stock is heading up and support when the stock is heading 

down.   

 For example suppose we are eyeing a stock to trade long that would have a long 

entry at 49.95.  What if we looked at the  past hours’ activity for that stock and could see 

that every time it hit 50.00 it would reverse and head down.  Would we want to enter that 

trade?  Probably not because there is a significant chance that the stock could hit 50 again 

then reverse and put us in a losing trade.  Accordingly, knowing past resistance points is 

important in deciding if we want to enter a trade. 

 We  look at past resistance on our TOC chart by seeing where there have been 

reversals in the stock’s price.    The illustration  below indicates this point: 

 

 

 

 

 

 

 

 

 

 

 

 

(Go to next page) 
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Here we had a classic flag reversal pattern form at 
10:50 with an entry at 55.26 (white horizontal line) .  
However, we can also see by looking back at the 
9:30 to 10:00 period that the stock repeatedly 
bounced around and repeatedly reversed positions 
shortly below our entry point in the range of 55 to 
55.30 .  We would want to avoid this trade because 
of the probability that once the stock falls into that 
resistance support range it could quickly reverse.  
That is exactly what happened.  The stock dropped 
below the entry point of 55.26 (white line) but 
quickly reversed above our entry point resulting in a 
losing trade. In general, we only enter trades 
where there is at least .10-15 between your entry 
point and the nearest previous resistance or 
reversal  activity. The more “clear activity” 
between your entry point and the previous 
resistance/support the better. 
 
 
 

 

 

 
 
Let’s compare the KLAC chart with the chart from 
AKAM.  Here we have a reversal pattern forming at 
10:10 (circle).  The entry price would be 47.46 
based on the information box (omitted from this 
picture)  Looking back prior to the trade there is no 
resistance or support until the rectangle area which 
the information box indicates had a low of 47.19 
and a close of 47.31.  Accordingly, if you use the 
close of the resistance area to define the “area of 
resistance” (which you should as opposed to the 
low) there is approximately .15 distance between 
the entry price and the first point of resistance.  We 
would therefore enter the trade.    Note how the 
stock reached the resistance area and then almost 
immediately reversed.  We look for trade 
opportunities where going back to the immediate 
past we do not see any points of resistance for 
some distance from our entry point. 

 
 
 The more you practice the easier it becomes to read the charts and get a feel for 

these obstruction points.  You want to look for and see as smooth a line as is possible 
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where your trade is heading.  A choppy line with multiple reversals where your trade is 

headed indicates the trade may have trouble.  

 Finally, keep in mind that whole numbers and half numbers all act as “natural” 

resistance points.  That means stocks have a tendency to reverse at the whole and half 

number or after a .10 overshoot of those numbers.    Accordingly, if for example, you 

have a flag pattern reversal for a long entry which shows an entry at 49.95, you should 

not enter the trade since 50.00 is a natural resistance point.  The same thing would apply 

for 49.50 although to a lesser extent.  If your entry point falls within .08 of the whole or 

half number either don’t enter the trade or if the trade otherwise passes all the tests wait 

until the stock moves two ticks above the whole or half number and then enter the 

trade (When you calculate the distance to the next level of resistance you would 

calculate it based on your actual proposed entry which would be .02 above the whole 

or half  number).  In our hypothetical, our entry point would become 50.02.  Be 

prepared however for the trade to be choppy.  Most of the time the stock will reverse at 

the .10 overshoot of the whole or half number, drop back below the whole or half number 

and then make its way back up through the entry point.    

 When you initially start trading, in order to avoid any problems dealing with 

whole number resistance points, we recommend that you only enter trades where the 

cents number following the whole number is between .15 and .85.  In other words, a 40 

dollar stock can be traded when the entry point falls between 40.15 and 40.85.  If the 

entry point is between for example 40.86 and 41.14 don’t enter the trade.   
 

  B. ADDITIONAL FACTORS- MARKET TREND 
 

 There is one final  factor to consider before entering a trade which bears greatly 

on the probability of success of the trade.  This factor is the condition of the market.  The 

MTC charts are charts of the QQQQ  viewed from two separate time frames, a 60 minute 

frequency and a 5 minute frequency.  The QQQQ is the is an ETF tied to the Nasdaq-100 

index.  The 60 minute chart gives you the general trend of the market for the day. The 5 

minute chart gives you a look at the relative strength of the market during the immediate 

five minute period of your trade.  The market may be moving up within that 5 minute 
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period even though the 60 minute chart shows a general down trend in the market. 

 You generally always want to trade in the same direction as the 5 minute 

chart.  This means if the 5 Minute QQQQ chart is headed up you want to enter long 

trades. If the chart is headed down you want to enter short trades. You determine the 

direction of the 5 minute chart by looking at the line direction on the chart and the 

stochastics.  The stochastics are a technical indicator designed to show momentum of a 

stock.  It is also based on various moving averages.  The stochastics are considered 

bullish when the main line (blue) crosses from underneath the signal (red) line to above 

it.  This is particularly true when that crossover occurs below the 20 line and the pattern 

continues past the 20 line.   

 The stochastics are considered bearish when the main line crosses from above the 

signal line to below it.  This is particularly true when the crossover occurs above the 80 

band and the pattern continues through the 80 band.  When the stochastics are bullish you 

should be looking to enter long trades.  When the stochastics are bearish you should be 

looking to enter short trades. 

 
 

 
 
 

 
 
Here is a chart of the 5 QQQQ.  In the green lines 
on the stochastics you see the main line (blue) cross 
over the signal line (red) and move up through the 
20 level.  This shows a bullish trend as evidenced 
by the upward trend in the market.  In the chart 
below, just the opposite is true.  Here we see the 
main line cross  below the signal line and below the 
80 mark (red lines) indicating a selloff in the 
market.  The QQQQ then dropped from 44.32 to 
44.10. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 54 

 
 
 
 
 
 
 
 
 

 
During the bullish periods you want to be entering 
long trades.  During the bearish periods you want to 
be entering short trades. 

 

 

 
 
The stochastics will not always swing between the 
high and low ends.  Often times the main line (blue) 
starts up towards the 80 band or down towards the 
20 band but then reverses itself.   Here for example 
the main line crosses over the signal line and moves 
above 20 but then reverses itself and heads back 
below the signal line.  The market remains bullish 
while the main line (blue) is above the signal line 
and sloped up.  The market is bearish once the main 
line (blue) crossed below the signal line (red) and 
the main line has a negative slope. 
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       It is also important to note the interrelationship between the trend you see on the 5 

minute chart and the trend you see on the 60 minute QQQQ Chart.    As a general rule, 

you want to trade in the direction of the 5 minute chart.  However, market moves on 

the 5 minute chart which run against the trend in the 60 minute chart (determined 

by looking at the stochastics of the 60 minute chart)  are not likely to be that strong.  

Accordingly, you want to adjust your trading style perhaps to simply scalp a few ticks on 

any such trade.  Conversely when both the 5 minute chart and the 60 minute chart 

are headed in the same direction, the market effect will be even more pronounced 

meaning you will see larger moves in the direction you are trading if you are trading 

with the trend.  The ideal setup for a trade is when the 60 minute chart, the 5 minute 

chart and the trade are all headed in the same direction. 
 

 
 

 
 
 

 
Here you have the 60 minute QQQQ chart showing 
a clear upward trend on the stochastics.  This occurs 
from approximately 12:00 hours to 15:00 hours.   
During this period trades will tend to be the most 
successful. 
 
Looking at the chart below we see a corresponding 
5 minute chart for the same day and covering parts 
of the same time period.  On the 5 minute chart, 
during the time period when the stochastics on the 5 
minute chart are moving up (and therefore are 
moving in unison with the 60 minute chart) you 
would have the most success entering long trades.  
We would want to avoid short trades during this 
period.  The opposite is true when the stochastics on 
both the 60 minute and 5 minute charts are headed 
down.   On the chart below, note how steeply the 
market rises in the 5 minute chart when the 5 minute 
stochastics are headed in the same direction as the 
60 minute chart. 
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When the 5 Minute Chart moves against the 60 
Minute Chart you can make trades  in the direction 
of the 5 Minute Chart but the movement is expected 
to be muted.  Expect and anticipate lower profits 
and be prepared for quick exits as quick  reversals 
are likely. 

 
 
 While as a general rule you want to trade with the trend of the 5 minute and 60 

minute QQQQ chart there are exceptions to this rule.  Occasionally, a stock’s trend as 

evidenced by the STDC charts may be so strong that trading against the market may be 

justified.  This would occur where, on all four STDC charts (3, 9, 15 and 60 minutes), 

you have the 3 minute EMA line above the 5 minute SMA line and both lines are 

sloped in the direction of the trade on all 4 charts.  This indicates a strong 

continuing trend for the stock in the direction of our trade regardless of the trend of 

the market. 

 We can now summarize all the factors that go into making the trade.  They sound 

complicated but with practice they will become second nature.   You literally should be 

able to make all the necessary evaluations in a 15 to 20 second period.  These are the 

steps: 

 

 1. Spot potential trade opportunities on the TOC charts.  Look for long trades 
when the 5 minute Nasdaq chart is headed up and short trades when it is headed down.  
This way you will only be considering trades that are headed in the direction of the 
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market. 
 
 2. After you spot a trade opportunity, load the stock symbol into your trading 
window which will cause the four STDC Charts to display the Charts for that symbol. 
 
 3. Check to seek if the stock trend satisfies the STDC requirements. If it 
does not void the trade. 
 
 4. If the trade meets the STDC requirements look for previous resistance 
points, if they are more than .10 away enter the trade. 
 
 5. Calculate your entry and exit points. 
 
 6. Enter your trade. 
 
It’s that simple. 
 
 C- EXIT STRATEGY. 
 
 Now that you are in a trade, the next step is deciding when to get out. The 

underlying assumption with our trading technique is that you will trade approximately 

1000 shares per trade.   When trading these number of shares,  a .10 move in the stock 

will yield a $100.00 profit.  If you come up with ten (10) trades like that in a day it’s easy 

to see how profits can grow quickly.    However,  making .10 in profit per trade is not as 

easy as it sounds,  so a sound exist strategy also needs to be employed to minimize your 

risk and maximize your profit.  

 In order to achieve this goal we recommend the following simple exit strategy.  

On any 1000 share trade, exit one half the shares upon any  .10 tick move.  This will yield 

$50.00 in profit which will cover your commissions and leave you with a $40 dollar 

profit.  It also minimizes your risk moving forward.  Pare out another 250 shares upon a 

.15 move in your direction.  The rest of the shares (250) let ride until either: (1)  you 

reach your goal or (2) the ESC chart indicates an exit  

 Your goal should be determined by looking at the TOC chart and reading the 

various resistance points on the chart.  We previously discussed that you should have at 

least .10 to .15 of  “clear” space between your entry point and the first point of resistance 

that you come across.    Your trading  goal would be the next point of resistance that you 

see on the TOC chart.   If you reach that point, you should exit the remaining position of 

your trade,  Don’t forget to consider both whole and half numbers as resistance 
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points and therefore potential exit points or “pare out” points. Let’s look at that 

AKAM trade that we looked at earlier: 
 
 

 

 
Here our entry point was 47.46.  Our goal would be 
the first point of resistance which we saw which 
preceded the trade which would be 47.31 which 
would have been our goal and exit point.    The 
stock reached 47.25 on its downward flight then 
reversed.  

 
  
 
 The ESC chart also plays a role in your exit strategy. The ESC charts consist of  a 

1 minute candle chart of the actual stock you are trading.   After you enter your trade you 

should begin monitoring your ESC chart.   The ESC charts will indicate an exit when 

three candles form against your position. If you are long, that means three red candles are 

formed.  If you are short it means that three green candles form against you.  You then 

exit at the close of the 3rd candle regardless of the price.  Let’s look at the AKAM trade 

again.  The entry for that trade was at 47.46.  After that entry point, pursuant to our rules,  

you pare out 500 shares at 47.36 and pare out 250 shares at 47.31.  The remaining shares 

you either exit at the earlier of: (1) your goal;  or (2) the completion of the 3 candle rule.   

In the case of AKAM if you did not sell at 47.31 which was your goal then you would 

have held on to your shares through the reversal of the stock’s price back towards our 

entry price.  We would, however, be watching our ESC chart and exit as soon as three 

candles formed against our position.    This is how the ESC Chart would operate: 
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Here is the first series of 1 minute candles after our 
entry on AKAM  at 10:10 at 47.46.  We are short 
this trade so we are looking for three consecutive 
green candles.  None appear here. (those candles 
that have no body only wicks should simply be 
treated as if they are not there in applying the three 
candle rule). Accordingly, if you had two candles go 
against you then a candle with no body then another 
candle go against you that constitutes your three 
consecutive candles. 
 
Note that by the end of 10:20 the stock had already 
gone down to 47.25.  or close to a .20 profit on the 
trade.  You may have already elected to exit at that 
point since it was past your goal.  If not we follow 
the trade through and see where it leads us. 
 
 
 
 
 
 
 
Here we have the next 10 minutes of our ESC chart.  
Here we see that we have three candles go against 
us between 10:28 and 10:30 and would therefore 
immediately exit the trade at the close of the third 
candle right around 47.43 (which was near our 
entry).    Accordingly, the three candle rule didn’t 
yield huge profits but it kept us from losing a lot 
more money as evidenced by the continued rise of 
the stock. 

 
 
 Sometimes the 3 candle rule will result in allowing you to ride a stock to greater 

profits other times it simply insures an exit with minimal loss.  In the above example you 

can see that AKAM went right past our 3 candle exit point  up to 47.54 so in this case it 

helped reduce our potential loss. 
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 What did we make on the AKAM trade using our exit strategy.  Assuming the 

trade was 1000 shares you would have exited 500 shares at a .10 gain or $50.00.  The 

remaining 500 shares should have been exited at our goal of 47.31.  This would have 

yielded an additional .15 cents in profits on 500 shares or $75.00.  This brings the total 

profit on this trade to $125.00 less $10.00 in commissions or $115.00. 

 As you gain more experience you can develop your own exit strategy particularly 

with respect to getting out of trades which have not yet your goal but are in positive 

profitable territory.   Many traders have found the ESC charts to be too cumbersome and 

exit by “feel”.  This is fine.   Your exit strategies can vary depending on your tolerance 

for risk.  Some clients choose to hold the entire shares until they reach their goal or are 

stopped out by their stop loss order.  The potential profits are greater but so is the risk.  

Other clients won’t pare out at all.  You have to make your own decisions on which 

trading strategy fits you the best based on your risk tolerance. 
 

  D. ADDITIONAL RULES. 
 

  

 We’ve given you the rules for entering the trade and exiting the trade but even 

correctly applying these rules does not insure the success of each and every trade.  What 

we have found is that some trades need to be avoided even if the rules set forth above 

indicate the trade is good.   These rules are based simply on past experience where 

repeated violations of these rules has resulted in bad trades.  These are rules designed to 

keep you out of trades that may otherwise look profitable but which generally end up as 

losing trades.  These are the rules: 

 

1. When you calculate your emergency stop loss, on a potential trade and the stop 

loss is too far away from your entry point simply don’t enter the trade.  How far is “too 

far away”.  It depends on the price of the stock you are trading but generally avoid the 

trade if the emergency stop loss is more than ½ of one percent away from your entry 

point. On a $30.00 dollar  stock that means if your stop loss is more than .15 away from 

your entry avoid the trade.  On a 100.00 stock it means that if the stop loss is more than 

.50 away from the entry void the trade.  A more detailed analysis of this is set forth in 
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Chapter 6 which discusses the risk/reward analysis of a particular trade. 

2. When a stock’s price has moved more than 1.5%  either up or down from the 

opening price be very cautious trading that stock.  Generally, don’t trade in the opposite 

direction that the stock has moved.  If for example a $50 dollar stock is down $1.00  you 

should generally not trade the stock long.  Equally risky is trading into the position the 

stock has moved when it is approaching the low (or high) of the day after moving more 

than 1.5%.  If, for example, the $50.00 stock has moved up 1.00, a long trade should not 

be undertaken when the stock is close to that 1.00 gain and you are trading into a new 

daily high.  The same rule applies for a short sale where the stock is down 1.5% or more.  

Don’t trade the stock short as it approaches its daily low if more than 1.5% below the 

open.  On the other hand it is generally good to trade back towards the low or high of the 

day after a pullback on these stocks.  For example, if a stock is $50 at the open, gaps 

down to $49, then claws itself back to 49.75 if a trade opportunity presents itself back 

towards the low of  $49 that is generally a good trade. 

3. If when you look at the 3 or 5  minute STDC charts the stochastics are against the 

direction of your trade even slightly void the trade (ie – the main line is below the signal 

line on a long trade or above the signal line on a short trade).  The stock does not pass the 

STDC test so don’t even consider the trade. What you tend to see in these situations is a 

quick move in the opposite direction of your trade. 

4. Always know the relationship between the stock’s price and how the market is 

moving.  For example, if the market is pretty much breakeven and you are looking at 

trading a stock that is up 2% or 3%   do you want to trade that stock short even if a FPR 

Trade presents itself?  No, of course not, because the stock  has tremendous strength in an 

otherwise stagnant market.  The same holds true for stocks that have dropped a 

substantial amount in comparison to the movement of the market.  Be careful trading this 

stock long.    

5. Try to limit your trades to trades whose  entrys  occur between .85 and .15. In 

other words, a 40 dollar stock can be traded when the entry point falls between 40.15 and 

40.85.  Generally, if the entry point is between for example 40.86 and 41.14 don’t enter 

the trade.  Why?  Because price action on all stocks gets very choppy around whole 

number and the .10 overshoot.  If you have a tight stop on a trade in this price area you 
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are likely to get stopped out. 
 

 E. PUTTING IT ALL TOGETHER 

 We’ve now given you all the tools necessary to make these trades possible. It may 

seem a bit overwhelming but with practice it becomes second nature. Let’s go ahead and 

put all our rules together and walk through a trade scenario employing all our rules and 

charts: 
 

 
 
 

 
 
 

 
 
 
This is the chart we are going to 
trade. This chart for WYNN is from 
6/27/2007 and covers the period 
from 9:30 until 10:30 on that day.  
The specific trade we are going to 
look at is the second flag pattern 
reversal found (center of circle 
below) although you could also 
have traded the first. 
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After we see the formation of the 5 
Minute Retractment Period we place 
our curser at the end of this  period. 
This causes the information box to 
open and gives us the high and low 
for that period which was 87.00 for 
the high and 86.59 for the low. 

 

 
Next we do the same thing for the 
period before the 5 Minute 
Retractment Period. This indicates 
that the high during that period was 
87.11 and the low 86.73.   Our 
entry point becomes one tick 
above the highest high for the two 
periods or 87.12.  Our stop is two 
tick below the lower low of the 5 
Minute Retractment Period or the 
Period that follows it. In this case 
that would be 86.57.  We now 
know our specific entry and stop 
points if we elect to enter this 
trade. 
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Next we check our four STDC 
charts. The trade entry will be 
between 10:25 and 10:30.  You will 
see that on the 3 minute, 5 minute 
(top row), and 13 minute charts 
(bottom left) that the 3 minute 
yellow EMA line is above the 5 
minute green SMA line and that 
both lines are sloped in favor of the 
trade.  The stochastics on the 3 
minute and 9 minute charts are also 
bullish.  You also see on the 60 
minute chart that the 3 min EMA 
line is  sloped in favor of the trade.  
The trade also meets our alternative 
60 minute test in that this will be a 
long trade and the candle being 
formed on the 60 minute chart is 
green.  This meets all our 
requirements for entering the trade  
and, in fact, shows a very strong 
trend in favor of our  trade. 
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We next look at the trend of the 
market during the time of our trade 
entry.  First we look at the 5 minute 
chart.  Between 10:25 and 10:30 we 
can clearly see that the stochastics 
show a bullish pattern.  The main 
line is above the signal line and both 
have a positive slope.   The 60 
minute chart confirms the bullish  
long-term trend of the market 
although this is not necessary for 
entering the trade.  Since the 5 
minute chart favors our trade this 
condition is also satisfied.  We can 
also expect a larger move since 
the STDC charts and the 5 minute 
and 60 minute QQQQ chart are 
all headed in the same direction.  
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Next we check our resistance points.  
The first area of resistance that we 
see by looking at out TOC chart was 
at 15:50 the previous day.  At that 
time the stock hit a high and 
reversed. We put our curser over 
that time period and we can see that 
the close during that time period 
was 87.39.  That is our first point of 
resistance.  That would be our goal 
on exiting the stock.   
 
Since the first resistance point of 
87.39 is more than .10 cents away 
from our entry of 87.12 our final 
criteria is met and we would enter 
the trade. 

 
 
 In our above example all our criteria were met and we would have entered the 

trade.  The results were that the stock ultimately rose from 87.12 to above 88.00.  For us, 

using our conservative exit strategy, the trade would have yielded the following: 

1000 shares bought.  500 would have been sold at .10 profit for a $50.00 gain.  250 would 

have been sold at .15 profit for another $37.50 gain.  250 shares would have been sold at 

87.39 for a $67.50 gain.  In total you would have made $155.00 on this trade less 

commissions of $10.00. 

 Some people may choose riskier exist strategies and the trade could have yielded 

up to $1000.00.   This is permissible where, as here, all the conditions of the trade were  

in the trader’s favor.  Some people use to employ a trailing stop strategy which simply 

means that after you reach a certain profit point, you keep a stop for example .10 behind 

the price of the stock insuring a minimum profit level. Once you are in the money you 

have more freedom to decide how you want to exit. 

 Congratulations, that completes the step by step walk through of our trading 

system.  .   
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CHAPTER 6- ADDITIONAL INFORMATION 
 A. WHAT STOCKS TO TRADE 

 You can trade any stock listed on the NASDAQ. Confine your trading to 

NASDAQ stocks since all trades on NASDAQ are executed electronically and 

instantaneously assuming your entry or exit price is at the money.  Some stocks on the 

AMEX and NYSE are still traded manually on the floor.  This is much too time 

consuming for day trading.  We are looking for instantaneous executions in order to 

remain profitable.   

 The system will work with any stock however it works better with stocks that 

have the following characteristics: (1) high average volume- The stock should trade on 

average at least  1,000,000 shares per day or more. Remember our system is based on 

making money off of trends. Trends occur in volume.  A low volume stock tends to be 

choppy with frequent ups and downs.  We want to avoid these stocks;  and (2) a relatively 

high beta meaning the stock moves quite a bit during the day relative to the market.  A 

23.00 stock like INTEL which has high volume but typically moves .30 cents all day is 

not a good stock for day trading.  We don’t care which way a stock moves, we just want 

to see a wide spread between the high and low of the day for the stock.  Your platform 

can sort stocks for you based on the “days range”.  This will tell you the stocks that are 

moving the most.  These are the stocks you want to trade. 

 Finally, we want to try and minimize the risk we incur while trading.  

Accordingly, we want to limit our stocks to stocks whose price does not exceed $60.00 

per share.  We do this because stocks that exceed this price will often have a wide spread 

between the entry point and stop loss points exposing us to too much risk on any 

particular trade.  The section below entitled “Risk Reward Analysis covers this in some 

detail. 

 The best way to find stocks is using your Interactive Brokers TWS Platform. With 

the TWS Platform open, click on the Market Scanner (the “MKT Scanner” button).  This 

will open a window which gives you several variables to chose.  Under the “Location” 

column click on the drop down list and chose only NASDAQ stocks.  Next under the 

“Filter” column, put in a price below 60 and a volume above 900,000.  Finally, in the 

“Parameter” column, from the drop down list chose  “Top Price Range”.  When you hit 



 

 68 

the Query button you will get a list of stocks which exactly meet our parameters. Pick out 

the stocks with the highest range and load those into you TOC charts.  At the end of each 

night we run the same search to figure out which stocks to trade the next day. 

  B. HOW TO GET STARTED 

 The worst thing you can do is open an account and start trading real money.  This 

is a recipe for disaster. Start off slow. Create 5 TOC charts, your series of 4 STDC charts, 

your two MTC QQQQ Charts and your ESC Chart.  After you do that WATCH.  That’s 

all.  Watch the TOC charts and see how the trade opportunities form.  You’ll immediately 

notice these flag pattern reversal and how frequently the follow through would result in a 

profitable trade.  As you see them form, practice determining the entry and exit points for 

the trades.  After you get proficient at spotting trades, begin analyzing each potential 

trade with the STDC charts and the  MTC charts.  Finally, after you get proficient at that, 

throw in your analysis of resistance points. 

 Once you are proficient at spotting trades and analyzing each factor in 

determining whether the trade is viable, you are ready to begin trading- PAPER 

TRADING THAT IS.  This is the practice of doing everything in the trade except rather 

than pushing the buttons on your actual trading platform you write each move down on 

paper.  This includes your trade executions, entries and stops.  At the end of each trade 

calculate whether you made money on the trade or lost money.  Be honest and realistic 

with yourself in terms of when you were going to enter and exit a trade.   This means if 

you have an entry point at 50.02 watch your Time and Sale chart and Level II Chart to be 

sure  that when you were ready to make the trade you were able to get in at the price you 

wanted.  You may not have been able to get the stock at 50.02 and your real entry may 

have been 50.07. All these factors need to be accounted for when you paper trade. 

 An alternative to paper trading is to trade with a simulator that simulates actual 

market conditions.  Several brokers have simulators that allow you to practice trading in 

the live market without risking real money.  This approach can also familiarize you with 

the broker’s trading platform.  There is another broker known as Speedtrader whose web 

site is located at http://speedtrader.com/.  It offers a free Trading Simulator with its DAS 

trading platform.  This is a good platform and can be easily tailored to create the charts 

needs for our trading system. 
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 Perhaps the best simulated trading system can also be found at Interactive 

Brokers.  Once you establish an account with IB (which requires a $10,000 minimum), 

you can open up a paper trading account. This account acts identical to your real account. 

You will have access to your data feed, you can set the amount of money you have in the 

account (generally you should put the same amount as in your real trading account), and 

trade executions are almost identical to the “real” trading environment. Once you master 

trading on this simulator, moving to your real account will be seamless.  You can also use 

our Quotetracker charts with this platform. 

 After you paper trade and have four  consecutive weeks making at least 2 points a 

week, you can move to making actual trades.  There is a big psychological jump  going to 

real trading and for some reason some successful paper traders change their habits when 

they go “live”.  In order to avoid this happening to you, initially you should trade only 

100 shares per trade.   You should continue to pare out at your exit points even if it means 

selling your shares in 25 share increments. Treat your 100 shares exactly as if it were 

1000 shares.  You are not going to make any money doing this and the commissions will 

eat up any profits or even leave you with a loss but it is the least risky method of jumping 

to live money.  You should trade 100 share lots until you are able to average about .40 to 

.80 cents in daily profit on your trades (excluding commissions).  If you were to 

extrapolate this to 1000 share trades you would make between $300.00 to $700.00 a day. 

 Finally one of the hardest concepts to understand for people just starting out is 

that you are going to have losing trades no matter what you do and no matter how 

perfect the set up.   Even the best day traders have about 40% of their trades turn out to 

be losers.  Don’t get discouraged if you have several losing trades in a row.   Also, 

keep detailed information of both your winning and losing trades.  Every day after 

trading closes, we look at each of our trades and carefully review all the chart for the 

trade. We are looking to see if we made any mistakes particularly with respect to the 

losing trades.  Inevitably, 2 or 3 of our bad trades occurred because we did not religiously 

follow our own rules.  Being disciplined at following the rules is the key to success. 

 Finally, many traders feel a sense of urgency to be in some trade all the time. This 

is the worst attitude to have. When you are “pushing” to get into trades you bend the rules 

and losing trades follow.  Remember, if you’re not in a trade, while it’s true you are not 
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making money, you are also not losing money.  Keep your trade opportunities limited to 

only the best trades. 

 After you have successfully traded 100 share trades for a month, then you are 

ready to move on to larger trades.  You can increase your profits by simply adding to the 

number of shares you trade once you are comfortable with the methodology.  
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CHAPTER 7- THE SIMPLIFIED APPROACH 

 
  Many people have commented that our system may be too complex in 

terms of analyzing potential trades and have questioned whether a single chart can be 

used to determine trade opportunities rather than using the STDC charts.  The answer is a 

qualified “yes” there is such an approach.  However, whenever you attempt to simplify 

the trading analysis you also tend to give up a certain degree of accuracy.  The approach 

outlined below will yield positive results but it is not as accurate as the complete system. 

 Keep in mind what the STDC charts do.  They define both the long term and short 

term trend of the stock and allow you to decide whether you are entering the trade in the 

right direction.  The question becomes whether we can successfully find an indicator 

which mimics the STDC charts in terms of providing an indication as to which way a 

stock is going to move. 

 As we studied successful FPR trades  we would fine that successful trades are 

“framed” by certain moving averages.  Let’s look for example at the following chart for 

GILD: 

 

 
 

 
Here you see a FPR trade on 9/26 at 10:30 a.m.  
This was a short trade and the price ran from 
approximately 41 to 40.80 or a .20 profit. 
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To this same chart we’ve now added two 
Exponential Moving Averages (“EMA”) (we chose 
EMAs rather than Simple Moving Averages for 
reasons which are beyond the scope of our 
discussion).  The Yellow line represents a 10 period 
EMA and the red line represents a 40 period EMA.  
What do we notice?  See how the 10 period EMA 
“frames” the trade while the 40 period EMA does 
not.  This was a short trade.  Accordingly, we are 
hoping the stock will go down.  We want our entry 
price to be below the moving average we are 
analyzing.  This test is satisfied by the 10 period 
EMA. 

 

 
 
 

 
 
 
You will find that the same thing applies with 
respect to long trades.  Successful FBR trades tend 
to be framed by a 10 period EMA. 
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 Armed with this knowledge, we can now make our TOC charts the only chart we 

will use by incorporating into these charts a 10 period EMA and using the following 

rules: 

 1. Only enter long trades when the entry price is above the 10 Period EMA 
and the 5 minute stochastics are trending in your favor; 
 
 2. Only enter short trades when the entry price is below the 10 Period EMA 
and the 5 minute stochastics are trending in your favor. 
 

 The entry price is still determined in the manner set forth in Chapter 5.  However, 

rather than looking at the STDC charts to make the decision as to whether to enter, you 

simply determine whether the entry price is above or below the 10 Period EMA 

depending on whether you are going long or short. 

 The stop loss price is determined in the same manner as set forth in Chapter 5.   

In order to assist in using this simplified approach we have significantly modified the 

TOC chart to incorporate new information.  First, we need to prepare our platform to 

properly render these charts.   

  The new TOC charts will have the following parameters: 

 1. Candle Chart (not line chart) 
 2. 5 Minute Frequency 
 3. 1 period Simple Moving Average based on Close 
 4. 10 period EMA 
 5. Volume (below the line) 
 6. Full  Stochastics with a 15%k, 3%K slow, 5%D setting (below the line) 

 The one minute SMA needs some explanation.  Since we are using a Candle 

Chart rather than a consolidated line chart it will be difficult to find the FPR patterns.  

The 1 minute SMA mimics the price line you find in the TOC line chart and allows us to 

have both candles and a consolidated line chart.  Here is what the chart would look like 

below.   
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This is what our new TOC chart will look like. The 
Yellow line is the 10 period EMA.    The black line 
is the 1 period SMA.  The 1 period SMA will be 
identical to the price line in the chart we previously 
used in our TOC charts (see bottom chart).  We’ve 
included Candles in these chart because it gives you 
a better visual of the price action of the stock. It also 
helps you make certain that you only enter a trade 
during the 5 minute period after the 5 Minute 
Retractment Period.  If the price doesn’t hit your 
entry target in the very next candle which is formed 
after the 5 Minute Retractment Period don’t enter 
the trade.  The entry and stop points are still 
determined in the manner set forth in Chapter 5. 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
Here is the same chart as the chart above except as a 
consolidated line chart we used in our earlier TOC 
charts.  Notice how the consolidated line price is 
identical to the 1 minute SMA above.  In our 
simplified chart, we scan for trades by spotting the 
flag patterns in the 1 minute SMA. 
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Now let’s highlight some important aspects of the above chart in the context of analyzing 

a trade. 

 

 

First lets look at the circle area in the top left of the 
chart.  Here we have a classic FPR short trade 
forming.  Using our simplified rules would we 
consider entering this trade?  The answer is NO.  
With respect to this potential trade our entry point 
would be the low of the green candle which 
constitutes the 5 Minute Retractment Period.  It’s 
the green candle in the center of the oval.   The 
entry point however, is not below the 10 period 
EMA which is a requirement needed to enter a trade 
short.  Accordingly we would not enter this trade 
even though the entry is clearly hit during the next 5 
minute period (represented by the red candle to the 
right of the green candle) and even though that entry 
was below the 10 period EMA.  We only enter the 
trade if the low  of the 5 Minute Retractment 
Period is below the 10 period EMA.  Had the 
entry been below the 10 period EMA (i.e – the low 
of the green candle closed below the 10 period 
EMA) it would have been a valid trade)   
 
    Now let’s look at the trade in the rectangle box.  
Here the entry price is clearly below the 10 period 
EMA.  This would have been a valid trade and one 
that we would have entered. Please note that it is 
not necessary for the whole 5 Minute 
Retractment Period to occur above (long trade) 
or below (short trade) the 10 Period EMA.  Only 
the closing price for the candle of the 5 Minute 
Retractment Period needs to pierce  and be 
above (long trade) or below (short trade) the 10 
Period EMA.  However, the trade is likely to be 
more successful if the entire 5 Minute 
Retractment Period is framed within the 10 
period EMA as is the example here. 
 
Next, let’s look at the stochastics at the time of the 
trade.  Here you see that the stochastics are bearish 
and therefore trending with your trade.   
Accordingly, it passes this test also. 
 
Finally, we have added a volume indicator to this 
simplified chart.  We refer to this as a confirmation 
indicator as opposed to a decision indictor.  What 
we are looking for here is to be sure the volume bar 
for 5 Minute Retractment period is not that strong.  
In other words, you don’t want the volume bar for 
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the Retractment Period to be substantially higher or 
stronger than the bar that precedes it (most of the 
time that bar will have lower volume than the bar 
that precedes it which is what you want). In the 
chart above the red bar and the beige bar are of 
about equal size.  That is fine.  If however, the 
volume bar during the 5 Minute Retractment Period 
was substantially higher that the bar that precedes it, 
this is an indication that the trend of the Retractment 
Period may be too strong to trade and even if the 
entry price is reached during the next period, the 
trade may reverse and go negative. 
 

 

 
Long trades work the same way.  Here you have a 
long FPR in CELG on 9/26.  See how the 10 period 
EMA “frames” the trade.  This chart actually has 
two successive FPR patterns both of which had 
entries above the 10 period EMA.  You could have 
entered on either pattern and rode the trade up for 
close to a .80 profit.  Again entries and stop losses 
are determined in the same manner as in Section 4. 
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Now lets look at this Chart of  Ebay and walk 
through the decision making process.  We’ll focus 
on the FPR in the circle.  These are the questions 
you should ask yourself as you analyze the trade 
which is in this case is a short trade: 
 
1. Is the entry price for the trade below the 10 
period EMA (Yellow Line).  Yes it is.  In fact, the 
whole retractment period is framed by the 10 period 
EMA which is generally a good sign.  
 
2.  Are the stochastics in favor of the trade?.  In this 
case the answer is no.  The stochastics have already 
reversed and are starting to trend upward.  This 
means the trade should not be entered. 
 
3. What do the volume bars say about the trade?  
The  volume during the 5 Minute Retractment 
Period was substantially higher than the bar that 
precedes it.  This generally indicates that there will 
not be follow through on of the reversal trend. 
 
The Result.  We should not enter this trade.  This 
would have been a good decision as shortly after the 
entry, the trade reversed hard in the opposite 
direction.  You would have been stopped out of this 
trade. 

 

There are some additional tips that we can pass on in connection with this simplified 

trading approach. 

 1. In order to be consistently profitable with this approach, you must trade 

with the trend of the market.  That means don’t go long when the market is rising.  Go 

short when the market is falling. Review again that portion of Chapter 5 dealing with 

determining the trend of the market. 

 2. Read the additional trading tips located in Chapter 5.  They are equally 

applicable here. 
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CHAPTER 8- THE AUTOMATED SYSTEM 

 Our automated trading system will work on the Quotetracker platform and the 

Quotetracker platform only.  The automated system incorporates all the principals of our 

full system as described above.  With the automated system, the charts will give you an 

indicator as to when a potentially valid FPR Trade is about to occur. All you need to do is 

watch your charts and follow the symbols.  In this section, we will not do any additional 

review of our system but merely tell you how to set up the charts and explain to you what 

types of symbols will appear on the charts. 

 The following instructions assume that you have a brokerage account.  

Remember, Quotetracker is a “front end” trading platform.  You must have a broker 

account which provides the data feed for Quotetracker. You should consult with your 

broker as to how to hook up Quotetracker to the data feed for your broker 

 The following steps are to be used for setting up the automated charts: 

1. Download the Quotetracker program at www.quotetracker.com. 

2. Follow the installation instructions.  Take note of where the program is installed 

on your hard drive.  Generally, it is installed at C:\Program Files\Quotetracker although 

you can modify this location during the installation process. 

3. After Quotetracker is installed but while the program is closed locate the 

following files in the root directory  of the Quotetracker:  “Paintbars.XML” and 

“Charts.INI”.   

4 Copy the files from the enclosed CD into the directory in which the above two 

files are located.  When asked whether you want to replace the existing files answer 

“yes”. 

5. Open Quotetracker. 

6. Add your desired stock symbols to your portfolio.  We discussed previously 

which stocks to trade.  These will be the stocks that we will ultimately have on our TOC 

charts which we will explain how to produce shortly.  To do this, place your curser under 

the column designated as “Symbol” and hit the “Insert” button on your keyboard.  A 

dialogue box will appear which will allow you to add symbols to your stock list.  You can 

add multiple symbols by including a space between the symbols.  Then click the “Add” 

button (in square) and the symbols will be added to your stock list. 
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7. You should include as one of your symbols the following  globex:@NQH8.  This 

is the symbol for the Nasdaq 100 future contract.  We use this symbol as a leading 

indicator in the automated system to determine the trend of the market.  It can also be 

used as a substitute for the QQQQ in our standard system.  The terminology of the 

symbol NQH8 also needs to be discussed.  This symbol identifies both the type of 

contract being sold (“NQ” designates a Nasdaq Future) and the expiration date of the 

contract (H8 indicates the contract is expiring March 08).  This is important because 

when the contract expires you will have to change your symbol to globex@NQZ8 which 

indicates the next contract to expire (in December 08).     You will have to continue 

updating this symbol as the contracts continue to expire over time.  You should consult 

your broker for the appropriate symbol.  Please note that the globex@NQH8 is the 

symbol used by Interactive Broker.  You may be using a different broker that may have a 

different symbol.  Both your broker and the help at Quotetracker can assist you in setting 
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this up. 

9. Next we need to make some minor modifications to the default settings of 

Quotetracker.  With Quotetracker open, click on “Options, Edit Preferences”.   

 

 

 

Next, click on the “Charts” tab. 
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Next go down to the section of the open window which allows you to set the color for 

“bid” and “ask”.   Make both Bid and Ask colors the brown indicated on the picture 

above. 

After the color of the Bid and Ask has been set,  on the Charts sub tabs click “Multi-Day 

Timeframes” and change “max days on charts” to 10.  You can only do this on registered 

copies of Quotetracker.  Unregistered versions are limited to 2 days of backfill.  You 

should register with Quotetracker in order to get the full ten days of backfill 

information available on your Charts otherwise you will be limited to 2 days of 

backfill information. 
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8. Now that you have made these changes to Quotetracker and after you have your 

symbols entered, it is time to set up your charts.   There are five types of Charts included 

on the attached CD which have now been transferred to your computer.  They are as 

follows: 

 1. Final January 20, 2008 Small Charts with Price Line OHLC (“Automated 

TOC ”) 

 2. Final January 20, 2008 Small Charts with Price Line Candles (“Automated 

TOC”) 

 3. Final January 20, 2008 Resistance Scan Chart (“Automated Resistance 
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Chart”) 

 4. Final January 20, 2008 Market Trend Chart (“Automated Market Trend”) 

 5. Final January 20, 2008 Stock Trend Determining Chart (“Automated 

Stock Trend”) 

 The first two charts are the Automated TOC charts.  These are charts that will be 

used to look for trade opportunity.  The only difference between Charts 1 and 2 is that the 

first uses “bars” while the second uses “candles”.  Some people prefer bars while other 

prefer candles.  Use the chart that you are most comfortable with. 

 

 

 

 

This is the Automated TOC chart using “bars” This is the same Automated  TOC chart using 
“candles”.  Use the one that you are most 
comfortable with.  The candles or bars are there 
simply to help you visualize entry and exit points.  
Accordingly, either is acceptable. 

  

The Automated Resistance Chart is simply a much bigger version of the Automated TOC 

charts which has a frequency of over 7 hours (The TOC charts have a frequency of about 

3 hours).  We use this to help us easily find resistance points although you can also do 
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this on the Automated TOC chart as will be explained later.  The Automated Market 

Trend chart is used to determine the direction of the market.  We only want to trade in the 

direction of the market.  Finally, the Automated Stock Trend  chart is used to determine 

the trend of the stock we are trading.  This single chart effectively replaces the 4 STDC 

charts we use in the full version of our system. 

 Now let’s set up the charts.  We are first going to set up the Automated TOC 

charts for each stock we have on our stock list.  You will have to judge for yourself how 

many charts you have room for on your monitor.  On a Standard 19” Widescreen Monitor 

we can fit 21 TOC charts. To set up the Automated TOC chart do the following: 

 

 

In your main window 
which contains your 
portfolio of stocks, right 
click on the stock for 
which you want to 
create a chart.  Left 
click on “Open Intra 
Day Chart” 

 

 

 

 
 
 
 
 
 
 
 



 

 85 

 

 
 
Doing so will open a 
standard intra day chart.  
Place your cursor in the 
chart and right click on 
the chart.  This will 
bring up the following  
dialogue box.  Move 
your cursor to “New 
Chart” which will open 
up the  sub-dialogue 
box as indicated.  You 
will now see each of the 
5 types of charts 
indicated above.  Chose 
whether you want bar 
charts or candle charts  
for your TOC charts (in 
this case candle charts 
were chosen) and a new 
chart for that symbol 
will be created.  Close 
your original chart.  
Repeat process for 
each symbol you want 
an Automated TOC 
Chart. 

  

Now let’s create our Automated Resistance chart.  We will create only 1 of these charts.   

We will link this chart to our trading window so it will change to whatever stock we are 

considering trading. 
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Place your cursor 
over an existing 
Automated TOC 
chart.  Right click to 
bring up the  indicated 
sub-menu. Chose 
“New Chart”, then 
“Final January 2008 
Resistance Scan 
Chart”.  This chart is 
identical to the 
Automated TOC chart 
only larger and with a 
much longer 
frequency.  It allows 
us to see the stock’s 
activity and resistance 
areas seven hours 
back in one quick 
glance.  (You can do 
the same thing by 
scrolling back on the 
Automated TOC 
charts and dispense 
with the   Automated 
Resistance  Chart.  
However, we have 
found for new traders 
that using the  
Automated Resistance  
Chart you can scan 
for resistance areas 
much quicker. 
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The Automated  
Resistance Chart has 
now been created.  
Once created, depress 
the thumbtack (white 
circle).  This links 
your chart to your 
trading window and 
will cause this chart to 
automatically change 
to the stock you are 
considering trading. 
 

 

 

 

Alright,  two more charts to complete.  First let’s make the Automated Stock Trend 

Chart.  This single chart replaces the 4 STDC charts in our original system.  Like the 

Automated Resistance Chart, there will be only 1 such chart and it too will be “linked” to 

the trading window like the Resistance Scan Chart. 
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Place your cursor 
over an existing 
Automated TOC 
Chart.  Right click 
to bring up the  
indicated sub-
menu. Chose 
“New Chart”, then 
“Final January 
2008 Stock Trend 
Determining 
Chart”.   
 

 

The following 
chart is created.  
Again press the 
thumbtack in the 
upper right corner 
to link this  chart 
to your trade 
window. We will 
explain the colors 
below. 

 

Finally, let’s set up the Automated Market Trend Chart. 
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Place your cursor 
over an existing 
Automated TOC 
Chart.  Right click 
to bring up the  
indicated sub-
menu. Chose 
“New Chart”, then 
“Final January 20 
2008 Market 
Trend Chart”. 
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When the chart is 
created, select the 
chart by placing 
your cursor in the 
middle of the 
chart and left 
clicking.  Once 
the chart is 
chosen, place your 
cursor in the 
middle of the 
chart and start 
typing 
“globex:@NQH8” 
(without quotes).  
A yellow dialogue 
box that says 
“Enter New 
Symbol for the 
Chart” will open.  
Once you have 
completed typing 
click OK.  The 
chart will then 
change to a chart 
for the NQ future. 
This chart should 
not be linked to 
any other chart.  
(ie- the thumbtack 
should not be 
pressed) 

 

Now that all the charts have been created lets look at how you should set up your trading 

system.  First, you must have a minimum of two monitors.  The first monitor will contain 

the following as indicated in the picture below: (1) your trading window where you will 

enter trades (brown circle); (2) the Automated Stock Trend chart (red circle); (3) the 

Automated Market Trend Chart (black circle); (4) your Automated Resistance Chart 

(blue circle); and (5) your time of sales (green circle).   You should also include a Level 

II screen. 
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Your second screen (and third or fourth) should have nothing but the Automated TOC 

charts.  We can fit 21 such charts on a standard 19 inch  widescreen monitor.  The more 

screens you have the more trading opportunities you can find.  Here is what our second, 

third and fourth monitors looks like with nothing but TOC charts. 
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A. Understanding the Automated TOC Charts 

  Now let’s look at what each chart tells us and how we use each chart.  We will 

start with the Automated TOC charts as this is where we will be looking most of the time.  

Eventually these will become second nature to you.  

 The Automated TOC charts contain basically four symbols which are generated in 

real time by the charting software.   The symbols that you will see on the chart are:  

 (1) a small square “■” which will be either yellow, blue or green  (the colors will 
 be explained later);  
 
 (2)  an arrow sign  “↑↓”   either up or down.  The arrow will be either red, green  
 or black; 
 
 (3) a circle “○” which will be black. 
 
 (4) an exclamation point “!” 
 

Let’s start by explaining what the small square means.  A small square will be formed 
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when a 5 Minute Retractment Period is created for the stock  At the close of the 5 Minute 

Retractment  Period you simply scan your Automated TOC charts and see if you see any 

squares.  If there is a square and it is formed above the 5 Minute Retractment Period you 

have a potential short trade.  If there is a square and it is formed below the 5 Minute 

Retractment Period, then you have a potential long trade.  Remember, you must look at 

whether a square exists at the close of the 5 Minute Retractment Period.  It’s possible 

for a square to form during the 5 Minute Retractment Period but then disappear at the 

close of the 5 Minute Retractment Period.  This occurs because certain parameters of a 

favorable trade ceased to exist.  The creation of these small squares is based on a number 

of formulas programmed into the chart.  The chart represents a dynamic situation.  

Accordingly, you must be certain that the small square exists at the close of the 5 Minute 

Retractment Period. 

 The color of the square is also important.  The square will be formed in three 

colors:  yellow, blue or green.  The color defines the relative risk of the trade based on a 

number of factors.  Yellow squares represent the riskiest potential  trades.  Blue squares 

represent less risky trades, and green squares represent trades posing the least risk.  We 

use these colored “risk levels” to decide how many shares we will trade with any given 

trade.  For trades that have yellow squares we will trade 300-500 shares.  For blue and 

green we trade between 1000 and 1500 shares.  You can modify this risk/reward analysis 

to fit your tolerance for risk. 

Lets look at some examples: 
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Here we see a blue square (white circle) form under 
a 5 Minute Retractment Period (white rectangle).  
The fact that the square formed under the chart 
indicates a potential long trade.  Below the 
highlighted graph is  clean version of the graph. 
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Here we have a short trade.  Notice the formation of 
the square above the chart.  This indicates that 
should a trade occur it will be a short trade.  Notice 
also how the color of the square in this chart is 
yellow as opposed to blue in the chart above.  This 
indicates a “riskier” trade since it is a yellow square.  
An unhighlighted chart is below the highlighted 
chart. 

 

 The next symbol that we will discuss is the arrow.  An arrow will appear on your 

chart after the formation of a 5 Minute Retractment Period when the price of the stock is 

moving back towards the entry point of the trade and comes within 5 ticks of that  entry 

point.   The computer automatically calculates this and will place an arrow on the screen 
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only if the price is moving towards our entry point and comes within 5 ticks of the entry 

point.   As you are scanning your charts if you see an arrow formed that means you have 

a potential trade coming up.  Arrows which are formed below the chart and pointing up 

represent potential long traded.  Arrows which are formed above the chart and pointing 

down represent potential short trades. 

 For you to know the entry point, you must still use the technique described in 

Chapter 5 which is to place your curser over the bar at the close of the 5 Minute 

Retractment Period and the bar before the 5 Minute Retractment Period which will bring 

up the information box for those bars.   

Lets look at an example: 

 

 

 

Here you see the creation of the yellow square 
indicating the creation of a 5 Minute Retractment 
Period.  Next, see how the price starts moving back 
up towards our entry point of the trade.  The arrow 
will appear on the chart when the price approaches 
5 cents of  our entry point.   This gives you time to 
analyze the trade correctly  before you actually 
reach the entry point of the trade.  
The arrow on long trades is below the chart and 
points up. If the trade were a short trade, the arrow 
will be above the chart and point down (lower 
chart).   
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The color of the arrow is also important.  Arrows showing long trades which will 

appear below the  chart will be either green or black.  Arrows showing short trades will 

be above the chart and be either red or black.   

 

 

 

 

 

Here is an example of a short trade with a “red” 
arrow identifying the trade.  Below is a short trade 
with a “black” arrow identifying the short trade.  
Notice how  on the RIMM chart there is a yellow 
square that precedes the arrow which tells you the 
relative risk of the trade.  Same with the chart of 
NVDA.  There you see two black arrows both 
following blue squares.  These represent two 
different potential trade entries.  Again, the blue box  
tells the trader the relative risk of the trade. 
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To the left you have a two long trades.  The first 
chart of NVDA results in a black arrow pointed up 
and formed below the chart.  The second chart 
below NVDA shows a BRCM trade  with a green 
arrow pointed up and also formed below the chart. 
 

 

 

 

 What do the colors of the arrows mean?  The color tells you which entry point to 

use for your trade.  If the arrow is black, regardless of whether the trade is long or short, 

your entry point is determined by the bar prior to the 5 Minute Retractment Period.  This 

will be the bar  before the bar that has the colored square above it .   If the trade is a long 

trade and you have a black arrow pointing up, your entry point is 1 tick above the 

high of the period before the 5 Minute Retractment Period.  If the arrow is green, 
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the entry point is 1 tick above the high of the bar of the 5 Minute Retractment 

Period which is the period where the square box is located.   

 On short trades, the same holds true.  If you have a short trade with a black 

arrow pointing down, the entry point of the trade is 1 tick below the low of the period 

which is before the 5 Minute Retractment Period.  If you have a short trade where 

the arrow is red, then the entry point is 1 tick below the low of the 5 Minute 

Retractment Period.  Let’s look at some examples. 

 

 

In this case the arrow that was formed was black for 
a long trade.  This means you calculate your entry 
point based on the bar before the 5 Minute 
Retractment Period.  In this case your entry 
would be 25.30 
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Here we have a long trade with a green color arrow.  
This tells us that the entry point is determined by the 
high of the 5 Minute Retractment Period which is 
where the yellow box was formed.  In this case the 
entry would be  93.36. 

 

 

 

 

 

Short trades work the same way.  When the arrow 
formed is black, the entry is the low of the bar 
which is before  the 5 Minute Retractment Period.  
In this case the entry was  24.93. 
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Here you have a short trade with a red arrow.  This 
indicates your entry is at the low of the bar of the 5 
Minute Retractment Period which is where the 
square is formed.  See how the cursor is placed 
directly over the bar where the blue square is 
formed (see how the curser line cuts through the 
square).  In this case the entry point would be 24.43. 

 

Now lets set up our stop losses for these trades.  Remember you must always have 

a stop loss for every trade that you make.  The stop loss using the electronic system is as 

determined as follows:   

Until such time as the trade reaches .10 in profit from your entry, the following 

rules apply. 

1. In long trades the stop loss is 2 ticks higher than  the higher of the 5 

Minute Retractment Bar (where the square is formed) and the bar where the arrow 

is formed. 

2. In short trades, the stop loss is 2 ticks lower than the  lower of the 5 

Minute Retractment Bar  (where the square is formed) and the bar where the 

arrow is formed. 

 After your trade reaches .10 in profit, your stop loss becomes 5 ticks (5 

cents) below the price number contained in the black price box on the X axis on 

the right side of your Automated TOC chart.  Lets look at some examples: 
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In a short trade, the stop loss is 2 ticks above the 
higher high between the 5 Minute Retractment 
Period and the period in which the arrow trigger is 
formed.  Here,  we check the high of the 5 Minute 
Retractment Period (24.52)  and the high of the 
period in which the arrow is formed (24.54 in the 
chart below).  Your stop loss is 2 ticks above the 
higher of those two or in this case 24.56. 
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Here, we have a long trade.  In long trades, the stop 
loss is the lower of the low of the 5 Minute 
Retractment Bar and the bar where the arrow is 
formed.  In this case, the low of the 5 Minute 
Retractment Period is 93.18 and the low of the 
period in which the arrow is formed is  93.23 (Chart 
below).  Accordingly the stop loss is 2 ticks lower 
than the low of these two periods or 93.16.  Notice 
how you can tell which bar your curser is on by 
whether it cuts through the square or the arrow. 

 

After you are in the money by .10 or more, than your stop loss becomes what we 

call a trailing stop loss.  The stop loss is calculated by the black price box you will see on 

the side right side of your Automated TOC chart.  Your stop loss becomes the number in 

that black box plus or minus five 5 ticks depending on whether the trade is long or short. 
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Here you see the black price box on the TOC chart.  
After you are in the money in a trade by more than 
.10 cents your stop loss becomes a moving target 
and in calculated by taking the number in the black 
box and adding  .05 cents for short trades and 
subtracting .05 cents for long trades.. 

That completes the discussion of the symbols that identify potential trades.  There 

are a few additional rules to discuss on this issue. First, for a trade to be valid, you need 

to have both the square and the arrow  appear in successive bars.  Occasionally you 

will see an arrow without a square or more frequently squares formed without arrows.  

Until you gain more experience you should avoid these trades.  These formations will 

occur when trades have some but not all of the qualities we look for in “ideal” trades.  As 

you gain more experience you can consider trading these formations particularly where 

there are arrows but no squares.. 

Finally there are a few other symbols which will appear on the Automated TOC 

chart which me must discuss. First, occasionally you will see a black “○” on the chart.  

This circle indicates that the price is reaching a stress point and may be close to a 

reversal.  If you see one or more circles on the chart in the bars immediately preceding 

you potential trade, be cautious as the price action is likely to quickly reverse in the near 

future. 



 

 105

 

 

Here you see a chart from RIMM which shows 
some black circles below the chart in some of the 
bars both immediately preceding the trade and, if 
you entered the trade, while you were in the trade. 
This indicates the price action is reaching a reversal 
point. You should either not enter the trade or if you 
are in the trade exit immediately.  Look how after 
the last circle form, the stock sharply reveres. 

 

 You will also sometimes see a diamond form over or below one of the arrows.  

This indicates, that the price for that trade has actually reached your entry point and that a 

trade has gone off at your entry point thereby indicating that if all other conditions are 

met you may want to enter the trade.  It should not be used as a substitute for determining 

your entry points manually but sometimes it is helpful to see graphically that your entry 

has been hit. 

 Finally, there are two other symbols included on the TOC charts that need to be 

discussed.  First, each time an arrow appears on a TOC chart, a big yellow  “!” mark will 

appear on that TOC to direct your attention to that chart.  The chart alert will look like 

this: 
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This is what the exclamation point will look like on 
the TOC chart  when an arrow showing a potential 
trade opportunity appears on a TOC chart. 

 

 Finally, the color of the bars (or candles) on the TOC charts are also important.   

There will be three colors of bars or candles (depending on which TOC you chose) that 

appear on the TOC chart .  The colors are as follows: (1) brown, (2) red and (3)  green.  

The Red and Green candles indicate the relative strength of a stock for that trading day.  

If the bars you see on the chart are green, that means the stock has strong relative strength 

for the day.  Accordingly, you should be careful about shorting this particular stock and 

look instead for long trades.     If the bars you see are red, this means the stock has 

relative weakness on the day.  You should be careful trading this stock long on any trade 

and instead look for short trades.  Finally, if the bars are brown, the stock generally has 

no particular weakness and can be traded either long or short depending on the flow of 

the market. 
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Here you see how the bars turn from brown to red. 
This indicates weakness in the stock. The red bars 
indicate that the stock is now trading below the 
pervious day’s low which is indication of weakness 
in the stock.  Be cautious about going long on trades 
like this. 

 

Here you see how the bars turn from brown to red. 
This indicates strength in the stock. The green bars 
indicate that the stock is now trading above the 
pervious day’s high which is indication of strength  
in the stock.  Be cautious about going short on green 
bars. 

 

IMPORTANT TIP: 

Also included on the CD as one of the charts is a chart titled “XXX Alternative TOC”.  

When you are creating your Automated TOC charts you will also see this chart as an 

option.  This is an Automated TOC chart which has been substantially modified to 

include many more filters which filter out virtually all trades except those that meet 

virtually all of our trading requirements.  For example, during any give two hour period 
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the standard Automated TOC chart may yield 5 trade opportunities whereas the XXX 

Alternative TOC may yield only one.  Accordingly, you will lose many trading 

opportunities using this chart, but when the chart signals a trade there is a high 

probability it will be successful.  We recommend that new traders use this chart when just 

starting off.  It will slow things down and only gives trade signals that have a high 

probability of success. 

       That completes the discussion of the Automated TOC charts. 

B. Understanding the Automated Stock Trend Chart 

 Next lets look at the Automated  Stock Trend chart.  This chart takes the place of 

the four STDC charts identified in Chapter 5.   The purpose of this chart is to be sure the 

trend of the stock is consistent with the direction of our trade either long or short.  The 

chart consists of an upper and lower half.  Each half is color coordinated. At any given 

time, both halves will be either red, green or have no color.   

 This chart is easy to use.  When you are getting ready to make a trade that you 

identified on your Automated TOC chart, if your are making a long trade,  then at the 

time of your entry,  the lower half of the Automated Stock Trend chart must be green and 

the top half must be either green or have no color.  You cannot have a red color 

showing in this chart when you enter a long trade.  Also remember,  that the colors 

in each half can change quickly so we are only concerned with the color of the chart 

at your moment of entry. 

 When you are making a short trade, at the time of your entry, the lower half of the 

Automated Stock Trend chart must be red and the upper half must be red or of no color.  

You cannot have a green color showing in this chart when you enter a short trade.  Let’s 

look at some examples. 
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Here you have a good long trade signals from the 
Automated Stock Trend charts.  In the first chart, 
both the upper and lower halves of the chart are 
green.  This is the strongest trend to the long side.  
The second chart has a lower half which is green and 
a top half with no color.  This is also an acceptable 
long trade.  You cannot trade short if the charts look 
like those above 



 

 110

 

 

Here you have a good short trade signals from the 
Automated Stock Trend chart.  In the first chart, both 
the upper and lower halves of the chart are green.  
This is the strongest trend to the short side.  The 
second chart has a lower half which is green and a 
top half with no color.  This is also an acceptable 
short trade.  You cannot trade long if the chart 
appears like those here. 
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Here you have a mixed signal chart with the top red 
and the bottom green.  This should not be traded in 
either direction. Note that the lower half of the chart 
is just starting to turn red.  If it turns red before your 
trade hits the entry point then it becomes a viable 
short trade. 

 

 There is one other component of the Automated Stock Trend chart that we look 

at.  As noted above, on the lower right hand side of the chart you will see a number which 

fluctuates between 0 and 100.  In the chart above it is at 71.1712.  On short trades, it is 

best that this number is below 75 but above 15 and moving down.  On long trades, it is 

best that this number is above 25 and below 85 and moving up.   Even if the number does 

not reside within these parameters, the trade remains valid as long as the colors in the 

chart indicate the trade is valid.   

 What happens if you are in a trade and the colors in the Automated Stock Trend  

chart turn against you.  These are the rules we suggest.  If you are break even or better in 

the trade get out with your profits or no loss.  If you are negative in a trade, we 

recommend that you wait to see if your stop loss is hit.  However, some trades prefer just 

to get out with whatever loss they have as statistically when the colors in the Automated 

Stock Trend chart turn against you mid trade you are more likely to hit your stop loss 

than you are to get back into profitability. 
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C. Understanding The Automated Market Trend Chart 

 The next chart we will look at is the Automated Market Trend chart. In Chapter 5 

we discussed how we look at the market trend over a 60 minute time frame and a 5 

minute time frame.  Our electronic Automated Market Trend chart utilizes a tri-band 

analysis to give you a clear indication of the trend of the market.  In the Automated 

Market Trend Chart you will see three colored bands. At any given time, each band will 

either be red, green or have no color. 

 

Here you see the 
Automated Market Trend 
Chart with its three bands 
being an upper band, a 
middle band and a lower 
band.  We have also 
included a stochstics study 
but it is not necessary to 
look at while trading.  
Review Chapter 5 to 
understand how to read 
the stochastics indicator. 

 

The rules for determining the trend of the market are simple.  The market is in an uptrend 

and you should trade long trades when: (1) all three bands are green; or (2) the bottom 

two bands are green and the top band has no color.  In the chart above, all three bands are 

green so only long trades should be considered.   The market is in a downtrend and you 
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should trade short trades when: (1) all three bands are red; or (2) the bottom two bands 

are red and the top band has no color.   Let’s look at some other examples: 
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Here the market is also 
considered in an 
uptrend.  The lower two 
bands are green and the 
top band is colorless.  
You look at the very 
right of the chart to 
determine the bands’ 
colors. 
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Here the chart shows 
the market is in a down 
trend.  All three bands 
are red. Only short 
trades should be 
executed. In the chart 
below the market is still 
considered in  a 
downtrend as the 
bottom two bands are 
red and the top ban is 
colorless 
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 There are a couple of other important indicators that we look at in this Automated 

Market Trend chart.  Specifically, the thick white line in the top half of the chart.  This is 

a 3 minute EMA study which has been time shifted back a period.  When we are trading 

long we want this line to be slanted upwards when we enter the trade and downwards 

when we are trading short.  This analysis is done in the context of the tri-band analysis. In 

other words, if the bands indicate a long trade, don’t trade short simply because the white 

line is heading down.  Still trade long.  What you want to do, however, if possible is wait 

until that white line moves back upward before entering your trade.  The same holds true 

for short trades.  You want the bands to indicate a short trade but you want to wait if 

possible until the white line is headed down before entering the trade. 



 

 117

 Finally, if the market is giving mixed signals, simply don’t trade until you have a 

better sense of the market’s direction. 

 

 

Here you have a mixed 
signal chart.  The  
bottom two bands 
contain different 
colors.  Don’t trade.  
The bottom two bands 
will always be either 
red or green. These 
must be the same 
colors to be a valid 
trade.  The top band 
will be either red, 
green or no color.  If 
the bottom two bands 
are the same color 
but top band is the 
opposite color, don’t 
enter the trade. (See 
chart).  Keep in mind, 
that the color of the 
bands can change 
quickly.. You want to 
determine the color of 
the band at the time 
you enter the trade. If 
the color of the bands 
turn in favor of the 
trade while entry is 
still possible, you may 
enter the trade. 

 

D. Understanding the Automated Resistance Chart. 

 Finally, let’s look at the Automated Resistance Chart.  The purpose of the 

Automated Resistance chart is two fold: (1) it is intended to identify resistance points 

close to your entry to determine whether you should enter a trade; and (2) it can be used 

to identify your profit goal or where the stock is headed. 

   When you are considering entering a trade, you need to determine where the 

closet point of resistance to your entry is located.  Resistance can be identified on the 

chart  as either horizontal movement of the 1 minute moving average line (the black line 
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on the Automated TOC chart) or a point of reversal in the black line.   

 

In this chart of Crox, the circled areas are what 
we would consider points of resistance.  These 
are areas where the price line has moved 
horizontally over an extended period of time or 
there has been a hard reversal of the black line 
(smaller circles). 
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Now let’s look at this Crox trade in a little more 
detail and see how the Automated Resistance 
chart would be analyzed for purposes of 
determining whether we would enter the trade. 
First we see the computer generates our blue 
square indicating the formation of a 5 Minute 
Retractment Period (white circle).  Next, the 
black arrow is formed.  This tells us the entry 
point is one tick below the low of the bar 
before the 5 Minute Retractment Period or 
32.21 (white circle).   We next analyze whether 
any resistance is below  our entry point. We 
note that below the entry point, there is no 
noticeable resistance until we hit the 31.70 area 
circled in yellow.  Notice how the black 1 
minute moving average  line is effectively 
smooth from our entry point down to 31.70 
(highlighted by the yellow vertical line).  The 
entry is below the resistance found in the 32.30 
area.  Accordingly, we would enter this trade 
with our goal being around 31.70 or about .50 
in profit.  As you can see, the price got all the 
way down to that point.  Note that you 
disregard the resistance in the 32.30 range 
(circled on the earlier chart) earlier in time 
than the long straight line that takes the 
price down to 31.70 because your resistance 
analysis is based on the most recent point of 
resistance. 
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Let’s examine another trade.  Here is a short 
trade of Broadcom. Note the formation of the 
blue square and the arrow indicating a short 
trade.  Since the arrow is red, our entry is one 
tick below the low of the 5 Minute Retractment 
Period or 20.06.  We next look for the point of 
resistance.  We can see that resistance is right 
around 20.05 (yellow circle) which is right 
below our entry point.  We would not enter this 
trade since the resistance is right below our 
entry point.  Look at what happened. The stock 
hit the resistance point and bounced hard 
against our trade through our stop loss. 

 

As a general rule you want at least .10-.15 cents between your entry point and your 

closest resistance point before entering the trade.  

 In terms of an exit strategy from a profitable trade you can use a variety of 

methods.  We use the “next resistance” point as the goal for our trade.  In the Crox 

example above, we would have entered at 32.21 and hoped to reach 31.71.  However, as 

a practical matter we would have pared out of this trade as the stock dropped.  You 

should review those provisions in Chapter 5 which deal with pairing out of  a trade. 

E. A Complete Trade Example 

 Finally, let’s go through a complete trade using all the charts to see how we 

decide to enter a trade.  We will use the CROX trade from 2/8/08 identified above. 
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First, we see the formation of our trading 
symbols on the chart.  The first symbol to be 
formed will be the blue square indicating a 5 
Minute Retractment Period and a relatively 
safe trade.  We know we will be trading 
1000 shares on this trade.  Next, the black 
arrow will be formed 5 ticks before our 
entry point (the arrow will form first without 
the diamond above it).  This gives us time to 
check our entry points and resistance areas.  
At this point you would click on the CROX 
TOC chart with your left mouse and then 
press “CNTL +T”.  This will change your 
Automated Stock Trend chart and your 
Automated Stock Resistance chart to the 
CROX Symbol.  Your trading window 
would also automatically change to trade to 
CROX  

 

We know because the arrow is black that our 
entry point will be 1 tick below the low of 
the bar before  the 5 Minute Retractment 
Period (the bar before the bar with the blue 
square).  In this case our entry would be 
32.21.  . 
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Nest we analyze our resistance points.  We 
see that the entry point is below the previous 
resistance at 32.30 (square rectangle) and 
that the next area of major resistance where 
there was a price reversal is at the 31.70 area 
(Yellow circle).  Accordingly, we have no 
resistance heading into this trade. 
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Next, we check the Automated Stock Trend 
Chart.  In real time if this entry is to occur it 
will occur at 13:25 to 13:30.  We quickly 
glance at our Automated Stock Trend  chart 
and see that both top and bottom are red 
indicating that a short trade is permissible. 
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Finally, we check our Market Trend Chart.  
What do we see?.  Our tri-band analysis 
indicates that all three bands are red 
indicating a strong downward trend 
appropriate for a short trade.  

 

 

Since all our tests indicate that a short trade 
on this stock would be a good trade and we 
enter the trade.  The result:  A trade that ran 
for about .50 cents. 
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 Using the automated system, the additional trading rules set out  in Chapters 5 and 

7 still apply.  Accordingly, you should review that section again to make certain you 

understand those rules. 
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CHAPTER 7 -RISK REWARD ANALYSIS 

  We said earlier that the most important sentence in this manual was the one which 

stated that you must have a stop loss for every trade.  Why is this?  To help traders 

manage risk.  In fact, risk management is perhaps the single most important aspect to 

making trading tolerable and maybe even enjoyable.  Ask yourself this:  If you knew 

going into a trade that the most you could lose was $100.00  or lets say even $60.00 

wouldn’t that knowledge take much of the anxiety out of trading.  Yes it would. 

 Our automated system includes a risk reward analysis which is done for you in 

real time by the computer. If you are trading the manual systems, you need to analyze 

your risk and reward for each and every trade. 

 The first task in understanding the “risk/reward” analysis is doing a real time, as 

you are trading, calculation as to the difference between your entry price and what will be 

your stop loss price.  Lets assume you are trading a stock like AAPL which now trades in 

the 140-150 range.  If you trade this stock typically you will have between .80 and 1.00 

spread between your entry point and what would be your stop loss.  If you trade just 500 

shares of this stock you could quickly make a 500.00 profit but your potential loss could 

also be up to 500.00.  Could you imagine losing $500.00 in one trade.  

` Let’s look at a real trade that someone made and asked us to look at because they 

lost close to $500.00 on the trade.  The trade was on a stock called DRYS on 10/2/07: 

 

 

 

 

 

 

 

(Go to next page) 
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The trade that we were asked to analyze is the one 
in the oval.  This chart was generated by us not the 
trader.  We have generated the trade using our 
simplified trading method detailed in Chapter 7.   
First, some basic observations. This was a FPR 
pattern to the long side but is it a trade that should 
have even been considered?.  The answer is no.  
First, the entry point was not above the 10 period 
EMA which is a requirement of our simplified 
approach.  In fact, at the time of the trade, the 10 
period EMA is pretty clearly sloped down which is 
an indication that the long term trend of the stock is 
down.  You want to avoid long trades in this 
situation., 
 
Second, the stochastics are not in favor of the trade.  
They are continuing in a negative posture even 
though the stock has started to trend up.  This type 
of divergence indicates a reversal could occur. That 
is exactly what happened.  So the first strike which 
is wrong with this trade is it should never have 
been entered into in the first place.  The better 
trade would have been the trade in the rectangle.  
Why”.  The FPR formed below the 10 period EMA, 
the trade was a short, and the stochastics were in 
favor of the trade.  That trade ran for over 1.0 point. 
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Now let’s get on to the point of this lesson.  We 
have included the information box from which we 
determine our entry and stop  points for the trade.  
In this case, the entry would have been 97.75 and 
the stop loss would have been 96.99.  Keep in mind 
that a stock like DRYS has a large spread between 
the bid and the ask so getting out at your exact stop 
loss if the trade goes bad is sometimes difficult.  
You are likely to be taken out anywhere for .10 to 
.20 below your actual stop loss.  
 
On this trade, the trader entered at 97.84.  Again we 
typically advise not to enter trades if you have 
missed the entry by more than .05. cents.  However, 
on fast moving stocks like DRYS, a .10 entry above 
the actual price is acceptable.   The  trader saw that 
there was very little resistance on the way up and 
thought the trade was good up through at least 
98.50.  This analysis was correct.  The stock 
however, topped out at 97.85 and immediately fell 
through his stop loss and was filled at 96.95.  This 
was almost a $500.00 loss on  trade of 500 shares. 

 

 Now what did we learn from this trade?.  First, only enter a trade if you are 

supposed to in accordance with the rules of the system.  The rules are designed to insure a 

stock is trending in the direction of the trade which will help you avoid catastrophes like 

this one.  Second, the trader didn’t really consider the risk of the trade.  When you have a 

spread of close to $1.00 between your entry and your stop loss you need to think twice 

about entering the trade particularly if you are trading 500 or 1000 share lots.  Why 

expose yourself to the risk of losing that much money on one trade.   

 You can handle this situation in one of two ways.  First, you can avoid the trade 

all together.   This is the approach we would have taken particularly on this trade where 

the entry requirements of our system  were not met.  The second option would be to 
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change the number of shares you are trading.  Think in your head on every trade that the 

most you are willing to tolerate losing is $100.00.  Then look at the spread between your 

entry and stop loss and calculate the number of shares you can trade.  It’s not difficult.  In 

this case we would have seen that the spread was $1.00 and would have said the most we 

could trade was 100 shares.  Now, we won’t make as much money on the upside if the 

trade turns out favorably.  This was a trade which could have ran for between .50 to 2.50 

points.  If we were right on the trade we could have made between $50.00 and $250.00.  

However, if we were wrong, the most we could lose was $100.00.  You’ve successfully 

managed your risk in this case. 

  When we trade, we typically look for stocks that are under $60.00 in value.  

Why?  The spread between the entry and stop loss is generally no more than .20 cents.  

This means on any given trade we can trade 500 to 1000 shares without the risk of losing 

more than $100.00 per trade.  If the trade sets up with a wider spread simply adjust the 

number of shares you trade downward.  If the spread is .30, trade 300 shares.  If the 

spread is .50 trade 200 shares.  If the spread is only .08 cents, trade 1000 shares.  By 

analyzing the spread in real time, you’ll keep control of the risk in the trade. 
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APPENDIX A 

 

Our lawyers tell us we need to have legal disclaimers and disclosures regarding the risks 
associated with day trading.  Day trading is inherently risky.  You stand the chance of 
losing substantial amounts of money in short periods of time.  Day trading can be 
extremely risky. Day trading generally is not appropriate for someone of limited 
resources and limited investment or trading experience and low risk tolerance. You 
should be prepared to lose all of the funds that you use for day trading. In particular, you 
should not fund day-trading activities with retirement savings, student loans, second 
mortgages, emergency funds, funds set aside for purposes such as education or home 
ownership, or funds required to meet your living expenses. Further, certain evidence 
indicates that an investment of less than $50,000 will significantly impair the ability of a 
day trader to make a profit. Of course, an investment of $50,000 or more will in no way 
guarantee success. 

In addition to normal market risks, you may experience losses due to systems 
failures. 

Day trading will generate substantial commissions, even if the per trade cost is low. Day 
trading involves aggressive trading, and generally you will pay commissions on each 
trade. The total daily commissions that you pay on your trades will add to your losses or 
significantly reduce your earnings. For instance, assuming that a trade costs $16 and an 
average of 29 transactions are conducted per day, an investor would need to generate an 
annual profit of $111,360 just to cover commission expenses. 

Day trading on margin or short selling may result in losses beyond your initial 
investment. When  you day trade with funds borrowed from a firm or someone else, you 
can lose more than the funds you originally placed at risk. A decline in the value of the 
securities that are purchased may require you to provide additional funds to the firm to 
avoid the forced sale of those securities or other securities in your account. Short selling 
as part of your day-trading strategy also may lead to extraordinary losses, because you 
may have to purchase a stock at a very high price in order to cover a short position. 

Potential Registration Requirements. Persons providing investment advice for others 
or managing securities accounts for others may need to register as either an “ Investment 
Advisor” under the Investment Advisors Act of 1940 or as a “Broker” or “Dealer” under 
the Securities Exchange Act of 1934. Such activities may also trigger state registration 
requirements.  FPR-Trading, LLC is not registered as an Investment Advisor  or 
Broker Dealer nor do we provide investment advice as part of this manual.  We 
simply explain a detailed system for trading any stock should you elect to day trade.  
We do not prefer or recommend that you buy or sell any particular stock. 

Results of subscribers attempting to replicate the activity and performance of an FPR-
Trading, LLC model or actual account may differ significantly due to slippage, market 
volatility, lack of liquidity, variations in transaction costs, and other factors.  FPR-
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Trading, LLC makes no representation that web site visitors or subscribers will 
experience profits or losses similar to those disclosed.  Past results of any FPR-Trading, 
LLC performance, whether model or actual, is no guarantee of future results.  Model or 
hypothetical trading results, when presented, do not represent actual trading results and 
have inherent limitations.  Model account trades not actually executed cannot reflect the 
true impact or consequences of market transactions.  Hypothetical trading does not 
involve financial risk, and no hypothetical trading record can completely account for the 
impact of financial risk in actual trading.  In addition, any individual trader may not be 
able to withstand losses nor continue to adhere to a particular trading discipline, and this 
may also significantly impact the trader’s actual performance results.  Also, there are 
numerous other factors related to the financial markets in general or to the 
implementation of a specific trading program that cannot be fully accounted for in the 
generation of hypothetical performance results and that can affect actual trading results. 

Should you use the information in this manual you agree to be bound by the following. 

Disclaimer of Warranty 
THE MATERIALS IN THIS MANUAL ARE PROVIDED "AS IS" WITHOUT WARRANTIES OF 
ANY KIND EITHER EXPRESSED OR IMPLIED. TO THE FULLEST EXTENT POSSIBLE 
PURSUANT TO THE APPLICABLE LAW, FPR-TRADING, LLC DISCLAIMS ALL 
WARRANTIES, EXPRESSED OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, IMPLIED 
WARRANTIES OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, NON-
INFRINGEMENT OR OTHER VIOLATION OF RIGHTS.  THE COMPANY DOES NOT 
WARRANT OR MAKE ANY REPRESENTATIONS REGARDING THE USE, VALIDITY, 
ACCURACY, OR RELIABILITY OF, OR THE RESULTS OF THE USE OF, OR OTHERWISE 
RESPECTING, THE MATERIALS ON THIS WEBSITE OR ANY SITES LINKED TO THIS 
SITE. 

Limitation of Liability 
THE INFORMATION CONTAINED IN THIS MANUAL IS COMPILED FOR THE 
CONVENIENCE OF SITE VISITORS, IS FURNISHED WITHOUT RESPONSIBILITY FOR 
ACCURACY, AND IS ACCEPTED BY THE SITE VISITOR ON THE CONDITION THAT 
ERRORS OR OMISSIONS SHALL NOT BE MADE THE BASIS FOR ANY CLAIM, DEMAND, 
OR CAUSE FOR ACTION. THE INFORMATION AND DATA IN MANUAL WERE OBTAINED 
FROM SOURCES BELIEVED TO BE RELIABLE, BUT FPR-TRADING, LLC DOES NOT 
GUARANTEE THEIR ACCURACY. UNDER NO CIRCUMSTANCES, INCLUDING, BUT NOT 
LIMITED TO, NEGLIGENCE, SHALL COMPANY BE LIABLE FOR ANY DIRECT, INDIRECT, 
SPECIAL, INCIDENTAL OR CONSEQUENTIAL DAMAGES, INCLUDING, BUT NOT 
LIMITED TO, LOSS OF DATA OR PROFIT, ARISING OUT OF THE USE OR THE INABILITY 
TO USE, THE MATERIALS IN THIS MANUAL  THERE IS CONSIDERABLE RISK OF LOSS 
IN DAY TRADING. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. 

 


