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Financial Disclaimer 
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published or circulated by JAMES SHERIDAN LLC Group, LLC. The authors/contributors use pseudonyms for various 
reasons, including, without limitation, to differentiate the contributions made to JAMES SHERIDAN LLC Group, LLC 
with contributions made to other publications and for privacy reasons. If an author/contributor uses a pseudonym, then 
the author/contributor uses the same pseudonym (not multiple pseudonyms) in connection with all of the articles and 
recommendation services provided by such author/contributor and published or circulated by JAMES SHERIDAN LLC 
Group, LLC. 

We and/or the author/contributor of this material may own, hold a position in, or otherwise have a financial interest in, 
either directly or indirectly, the securities profiled or referenced in this material, may take a position in such securities 
inconsistent with your position, and may increase or decrease those positions in such securities at any time; provided, 
however, we expressly forbid our authors/contributors and employees from purchasing, selling, trading in, or engaging 
in any transaction with respect to any stock, security, or investment profiled or referenced in this material for a period 
of 72 hours immediately preceding and 72 hours immediately following the initial publication or circulation of this 
material. 

JAMES SHERIDAN LLC Group, LLC compensates the author/contributor directly in cash for the preparation and 
compilation of material that is free of charge to the subscriber. For subscription services paid for by the subscriber to 
JAMES SHERIDAN LLC Group, LLC, JAMES SHERIDAN LLC Group, LLC and the author/contributor of the material 
for the paid subscription services share the profit from the subscription service fees charged to subscribers by JAMES 
SHERIDAN LLC Group, LLC. The percentage of this profit retained by JAMES SHERIDAN LLC Group, LLC and the 
percentage of this profit received by the author/contributor varies based upon the arrangement that JAMES SHERIDAN 
LLC Group, LLC has with each author/contributor. 

Stock trading, investing, options trading, forex trading, and short selling are not appropriate for everyone. There is a 
substantial risk of loss associated with trading. Losses can occur. You are solely responsible for any losses as a result 
of trading or investing in securities, including, without limitation, the securities profiled or discussed in this material. 
Results, testimonials, and examples depicted in this material are unique to the user. Your personal results may vary. 
You could make more money or less money than the example used here or even lose money. No system or 
methodology has ever been developed that can 100% guarantee profits. No representation or implication is being made 
that using the information in this material will generate profits or ensure freedom from losses. Never invest in any 
security profiled or discussed in this material unless you can afford to lose your entire investment. 

The information presented in this material does not take into account the investment objectives, financial situation, or 
particular needs of any particular person or entity and does not provide all information material to an investor’s decision 
about whether or not to make any investment. An investor should use the information in this material only as a starting 



point to do additional independent research so that the investor is able to make his, her, or its own investment decision 
and to form his, her, or its own opinion regarding investing in securities. You are solely responsible for the investment 
decisions made by you and the consequences resulting therefrom. Always consult a licensed securities professional 
and/or a registered investment adviser when it comes to investment planning. Any investments recommended or 
referenced in this material should be made only after consulting with your securities professional and/or investment 
adviser and only after reviewing the prospectus and financial statements of the company in question. Although our 
employees may answer your general customer service questions, they are not licensed under securities laws to address 
your particular investment situation. No communication by our employees, our representatives, , or JAMES SHERIDAN 
LLC Group, LLC to you should be deemed as personalized financial advice. 

The contents in this notice and disclaimer and in this material are not to be construed as legal or tax advice, and no 
attempt is made in this notice and disclaimer or in this material to discuss or evaluate the federal, state, or local tax 
effects on any subscriber. You should consult with your own personal attorney, accountant, and other advisors as to 
the legal, tax, economic, and other consequences of any investment. 

Information about past performance of an investment is not necessarily a guide to, indicator of, or assurance of future 
performance. We cannot and do not assess, verify, or guarantee (i) the adequacy, accuracy, or completeness of any 
information or informational source, (ii) the suitability or the profitability of any particular investment or security, or (iii) 
the potential value of any investment or security. We do not endorse or review any information or data contained in this 
material. The information presented in this material may become inaccurate at any time upon the occurrence of changes 
affecting the profiled companies, the environments in which the profiled companies operate, and/or the businesses of 
the profiled companies. We are under no obligation to update the information presented in this material or to ensure 
the continuing accuracy of the information contained in this material. Further, the content in this material is based on 
sources which we believe to be reliable but is not guaranteed by us as being accurate and does not purport to be a 
complete statement or summary of the available data. 

Some of the content in this material may contain forward looking information within the meaning of Section 27A of the 
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, including statements regarding 
expected continual growth of a company and the value of its securities. Any statements that express or involve 
discussions with respect to predictions, expectations, beliefs, plans, projections, objectives, goals, assumptions, or 
future events or performance are not statements of historical fact and may be forward looking statements. Forward 
looking statements are based on expectations, estimates, and projections at the time the statements are made that 
involve a number of risks and uncertainties which could cause a company’s actual results to differ materially from those 
described in any forward looking statements mentioned in this material. Factors that should be considered that could 
cause actual results to differ from the forward looking statements include, but are not limited to: the size and growth of 
the market for the company’s products; the company’s ability to fund its capital requirements in the near term and in 
the long term; pricing pressures; and unforeseen and/or unexpected circumstances. 

Trading in securities (including, without limitation, stocks, bonds and options) involves risk, volatility, and 
unpredictability. As such, information and recommendations presented in this material may require you to purchase 
securities at prices higher than the value of the securities or to sell securities at prices less than the value of the 
securities. Additionally, information and recommendations presented in this material may require you to advance capital 
to fund contracts with brokers or to have capital resources available to fund contracts with brokers. Please review, and 



consult your own legal, tax, and financial advisors regarding, the terms and conditions of any contract or agreement 
with a broker before making any investment decision. 

ALL INFORMATION, STATEMENTS, AND EXPRESSIONS OF OPINION PRESENTED IN THIS MATERIAL IS 
PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR REPRESENTATIONS OF ANY KIND. 
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This notice and disclaimer may change from time to time without notice. We encourage you to invest carefully and read 
the investor information available at the websites maintained by the U.S. Securities and Exchange Commission and 
the Financial Industry Regulatory Authority. 
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Welcome! 
 

 It’s a pleasure and an honor to welcome you to Insider Riders. By taking this step you’ve 

shown that you’re serious- serious about shaping your own destiny by acquiring a new skill. I’m 

extremely excited about making this journey together over the coming chapters. 

 

 You should be excited, too. Why? Well, what could be more exciting than predicting the 

future? Make no mistake, this is no gimmick, and it’s not just something I’ll mention in this first 

Chapter…. 

 

Over these ten Chapters you will learn how to predict the future. That’s what 

you’re here for. Specifically, you will learn to predict which way a stock price will go next, 

with alarmingly high accuracy. 

 

 And the good news is that it’s really not difficult. It will not be heavy reading. In fact, 

you’ll find this a very visual course as we look into the eyes of the market, into the windows of 

its soul. And that’s really the key to what we’ll be doing here: we are letting the market do all the 

work for us. We are letting the market tell us what to do next. If you want to predict the future of 

a thing, what better way than to ask a thing what it will do next!? 

 

 I know you’re thinking that I’m just trying to make something complicated sound simple, 

but I’m going to prove to you in this very first Chapter just how that isn’t the case. So allow me 

to make this solid guarantee to you: 

 

By the end of this Chapter you’ll make a profitable stock prediction. Guaranteed. 

  

 So please, no peaking ahead or skimming. So it’s very important to me that you absorb 

things very carefully indeed as you go. So are you ready? Very good. Then let’s begin… 

 

 

 



The Banks’ Biggest Secret 
 

 I got off a flight at Heathrow Airport recently, and as I marched down the jetty away 

from the aircraft, I caught sight of an advertisement poster from a major bank. It was a series of 

posters actually, each of them making a prediction about the future. Underneath a picture of a 

dusty compass, one of these predictions read: 

 

“IN THE FUTURE INVESTORS WILL NEED TO BE EXPLORERS” 

 

 “Really?” I thought to myself. “What hard work that seems.” I had visions of making 

dangerous treks into the desert, like some white-collar Indiana Jones, searching for a gold mine 

to invest in or a new oil field. 

 

 And then, as the jet-lag haze lifted, I came to my senses. Of course, that’s what the big 

banks want you to think, isn’t it? That way you’ll be put off becoming Indiana Jones. Let them 

do all that dangerous and arduous stuff. Just write them a check every month and let them do it 

all for you. Funny though, when that portfolio statement drops onto your doormat, the returns 

don’t seem to have that “Lost Ark of the Covenants, or Holy Grail” value to them, do they…? 

 

 No doubt, there are many people out there who are Indiana Joneses in pin-stripe suits, 

people who travel the four corners of the globe to scout-out the next big thing, who analyze 

company accounts and market reports until they pass out on their mahogany desks, who scour 

every business newspaper, who have no life, who lose money in the markets all the time… 

 

 But, my friend, you will NOT be one of these people. 

 

 In fact, if I catch you doing any of those things I’m going to expel you from the course 

(don’t think I won’t do it!). I say this for your own good. 

 

 And while the hard-working analysts and the general public play that silly but necessary-

for-the-banks little game, behind that sideshow, is where the big game is played. 



 

 This ‘big game’ is the one played by the Elite. The politicians, the super-rich, the 

corporate chairmen, the inner circle that you or I will NEVER be admitted to. That is, unless you 

have a Yale or Harvard school tie and an introduction and have schmoozed your way into ‘the 

circle’ over years of grafting. 

 

 If you were in that circle, money wouldn’t grow in trees. No, that would actually involve 

some effort to pick it. No, it would simply be lying on the floor waiting to be scooped up. How is 

that possible? Good question, and the answer is extremely important to what we’ll be learning 

here: 

 

The super-rich get richer because between them they know what will happen next in 

the stock market. 

 

 A politician knows the imminent economic policy. A corporate chairman knows about a 

take-over or what his company will do next. A banker knows if they will grant a major loan or 

not. Whispering this to each other on the golf course or over lunch at The Dorchester is entirely 

illegal, but you try proving it! 

 

 And that’s the reason why you’re not allowed in ‘the club’. BUT, it’s also the reason why 

the Elite have to make their shady little stock-buys in stages, so their actions won’t get noticed. 

  

 To the uninitiated, these elitist buys are invisible. But to a group you’ll soon belong to, 

their actions can be seen… and acted upon 100% legally. 

 

 So how can we predict the future? Simple. By listening to the one whistleblower in this 

whole scam: the market itself… 

 

 

 

 



The Money Code 
 

So how do we ‘listen’ to the market? How do we look into its eyes to see the truth about 

these elitist games…? 

 

 Well, to answer that question we must remind ourselves of what the market actually is: 

it’s a place where stocks of companies are bought and sold. The relationship of these buyers and 

sellers causes supply and demand, and this supply and demand results in a price. Price. Learn to 

love that word because it’s the core feature of your new religion! 

 

 And how does the market speak to us regarding price? Well, as a number, obviously. 

XYZ stock closed at $10 today. Yesterday it closed at $9.70. Simple enough, right? Prices. 

Every day a new price, and over time we can see the pattern of price movements. And these daily 

prices can be shown visually too, using a simple diagram like this one below: 

 

 
 

 On this particular diagram, across the bottom, each square represents one week. And each 

vertical square going up represents $10 (for this particular stock). So you can see the different 

daily prices over time. Each of those vertical lines shows you what happened on a single day of 

trading- the highest and lowest price of that day, the vertical bars representing the price range of 

this stock on that day. 

 

 Easy-peasy. Please take a moment to absorb this basic concept before continuing… 

 

 Okay, great. Now take another look at that price chart. Aside from what I just told you, 

does this picture mean anything to you…? 



 

 
 

 No, I suspect not. But what if I told you that you were staring at a treasure map? That 

you just needed to unlock the encryption code to understand what you’re looking at? 

 

 And what if I told you that by the end of this Chapter you will be able to predict what 

happens next to the price of that stock depicted by that currently meaningless chart? 

 

 This you will do, and obviously, you will see the remarkably powerful application this 

skill has:  

 

To make as much money as you like, wherever, whenever. 

 

 Now of course, this will require you to learn this skill. It will also require you to find 

certain qualities within you, most of all patience and discipline. If you haven’t already dropped 

the childish, get-rich-quick, random-mood mindset now is the time! 

 

“If it’s so easy… 

 
 … then why isn’t everyone doing this…?” 

 

 The times I’ve heard that! The straight answer is this: Because most people are morons 

who lack discipline, patience, and belief in what’s possible. 

 

 Frankly, it’s this that will prevent YOU from learning this skill. So decide now: are you 

one of the morons? If so, leave now because this will be a waste of time for you. You will flit 



from one thing to another, looking for that magic lottery ticket, never actually learning anything, 

never dedicating yourself to a skill. I will make this VERY simple for you, but it’s going to 

require patience and discipline on your part. 

 

 The other answer to this absurd question about “why everyone isn’t doing it?” is this: 

 

 Many people ARE doing it, it’s just that you don’t hear from them, and because 

even if other people did hear about it they would be skeptical. 

 

 In fact, this works so well precisely BECAUSE many people are doing it. 

 

 How well does it work? In time you will learn to profit from the future with over 90% 

accuracy. Nothing is 100% accurate. In fact, if you wanted to be pedantic, you might say that 

what you’re learning to do here is make very intelligent guesses. And there’s a BIG difference 

between an intelligent guess as opposed to random chance- most professional gambling systems 

are basically this principle, somewhat like a very weighted coin toss- more about this shortly. 

 

But as we will see shortly, it doesn’t need to be 100% accurate if you have a disciplined 

system to stick to. 

 

 If it makes you feel any better though, you should know that I was once one of the 

morons. I’ll explain how, and perhaps you’ll see yourself here, and will know that you need to 

change course to get the best out of this course… 

 

Memoirs of a Moron 
 

 Once upon a time I was a moron when it came to markets. I was nothing short of a wild 

gambler, the sort of people that the big banks love. I flitted in and out of the market like a 

butterfly on steroids, acting on random tips, headlines, and generally lame gut feelings. I’d have 

‘pet’ stocks that were my favorites, that I wanted to hold onto no matter what, and when those 

stocks went even further down I would buy more. 



 

 I sold my winners too early and I sold my losers too late (sound familiar?) 

 

Whenever I won I’d praise myself, and whenever I lost I’d blame somebody or 

something else. I’d make the odd profit of course, which gave me a false sense of pride, but had I 

have been honest, the losses more than outweighed the gains. I was having a flutter with my 

savings, and it wasn’t until I finally faced a big hole in my bank account that I decided to learn 

more about this and become more scientific in my approach… 

 

 So I learned about fundamentals. Things like P/E ratios, contrarianism, elasticity, options, 

dividends, insider trading, and all of it gave me a solid platform. I aimed to buy low and sell 

high. I could now see the science in this! No wonder I’d been getting it so wrong. But now I was 

a changed man, now I was set for profit… 

 

 Ummm, no, it seemed not. It didn’t make any sense. I was buying stocks in companies 

that were priced low, stocks that the herd had dumped (contrarianism), but the market wasn’t 

doing what it was supposed to. The market wasn’t acting logically.  

 

 In my frustration, I subsequently dumped those stocks for a loss or perhaps break-even, 

only to find that months or even years later, that stock had risen up! I mean, how stupid was the 

market? Wasn’t it supposed to be professionals trading? Why didn’t they see the bargains I did, 

using the trading system all the great traders used in history: contrarianism? 

 

 So then I started subscribing to tip-sheets and reading newsletters written by ‘experts’. I 

mean, the people behind these things all claimed to be professional traders, some with 

backgrounds in the big banks. What’s more, they too were using contrarian principles, they were 

value hunters. So I listened to them, and I acted on their advice. They would say things like, 

“XYZ stock is actually worth $20 but it’s only selling for $10.” What a steal! With information 

like this on my side, surely this time I was onto a winner… 

 



 No. No I wasn’t. Just like before, there were winners and losers, mostly losers though. I 

couldn’t buy all their recommendations but the ones I did buy never seemed to be the ‘right’ 

ones.  

 

This made no sense. I was doing everything right. The market just didn’t get it. It felt like 

it was a set up, like the world was out to get me. It wasn’t fair.  

 

Didn’t the market know that the cheap stocks I was buying were totally undervalued?  

 

 The answer that I did not yet know was this: No, the market didn’t. It didn’t give a 

crap about values in the short term. It danced to its own tune, one that seemed completely 

illogical. 

 

 Yes, it danced to its own tune. In fact, when you stared the market in the face, in terms of 

daily price action, it even looked like a sheet of music: 

 

 
 

 And I wondered, just as in a sheet of music, could you learn to read this? Therefore 

the next question in my mind was, “Who was conducting the orchestra?” Another burning 

question I had was: how could it be that I was doing everything right, and yet getting it so 

wrong…? 

 

The Missing Piece of the Puzzle  
  

 The reason was a simple word: TIMING. The truth is this: 

 



 By the time that all the ‘experts’ are telling you to buy a stock, that information has 

been already handed down the hierarchy many, many times.  

 

And that information, even if it isn’t bogus, was already acted upon by the Elite months 

ago and all the profit was made then.  

 

All they need now is a sucker to buy while they unload their stock. And that sucker 

would be YOU and/or your investment fund manager. 

 

Make no mistake, you are now staring through the gold-plated peephole into the Elitist 

world and power games of the highest order, the people who essentially control what happens 

next in a stock market through their contacts and buying power. What we do is try to copy those 

elitist moves by looking for the tell-tale signs. 

 

 One thing I’m sometimes asked by students is where to begin in the search for a good 

stock. The answer is that the search begins with a stock that’s showing signs of an Elitist 

signature in its price movements. To the untrained eye and the general public, these price 

movements look like a random, even chaotic thing: 

 

 
 

 But we see the truth and the profit in this! And you will become one of us. You won’t see 

random chaos in the fluctuations of stocks, you’ll see a coiled spring waiting to blast off into 

HUGE profits for you AND you’ll anticipate the exact moment when that will happen, no 

waiting around. 

 



 Now, that’s not to say your predictions will always be correct. Nobody can predict every 

event exactly, we’re making intelligent guesses, remember? Otherwise we’d each have a private 

island in the Caribbean. What we’re doing is weighing the odds greatly in our favor, much, much 

more than any professional gambling system… 

 

The Big Advantages Over Gambling 
 

 The financial ‘experts’ would tell you that what I’m talking about doing is risky, even 

gambling, but the exact opposite is usually true. The ‘experts’ say that what you have to do is 

buy solid companies and sit with them forever, big names that will always be there... 

 

 Want to know what’s really risky? 

 

 Sitting fat, dumb, and happy as you watch your “big, solid company” go down in price 

when all the warning signs were staring you in the face ahead of time, i.e. the Elite were 

dumping it in droves. 

 

 Think about this: Imagine you have a share in a company worth £100, and it falls to £50. 

In order to only break even you will have to now make a 100% profit! Whereas if you’d have 

used the skill I’m teaching you you’ll have known to sell that stock at closer to £97, shrug it off 

without a thought, and then move on to the next one that does look attractive by its price action. 

 

 So now that nonsensical argument is vanquished, allow me to make a comparison to what 

we’re doing (making predictions) with a gambling system. Take blackjack, for example. The 

gambling system for blackjack is simple: most cards in the pack will be worth 10, so you have to 

assume that the card flipped over will be a 10. Combine that knowledge with everything else you 

see going on, and you just play those odds all night. Pretty arduous and crude, right? What a 

about a horse racing system? Simple again: just place every bet a tipster gives you and you 

should come out on top, accepting some losers along the way. A bit hap-hazard and dependent 

on others? 

 



 Here are the advantages that what you’ll be learning here has over any gambling system, 

using simple blackjack as a comparison… 

 

You don’t lose your entire stake if you’re wrong. 

 

You’re at the blackjack table, and all the cards have been dealt. You place your bet. But if the 

dealer wins you take back 90% of your stake! Wouldn’t that be nice? 

 

The ‘bets’ you’ll be making are really only collateral to be in the game, and not much collateral 

at that (a few hundred will get you started). Any losses will be very small because if our 

predictions don’t come good, we know to get out at the first sign, no hanging around, and we just 

move on the next one. Unlike any other kind of bet. 

 

You don’t have to wait long for the odds to play out in your favor. 

 

As explained, the way to play the odds in blackjack is to assume that each card turned over will 

be a picture card worth 10 points. Of course, that won’t always be the case but the odds favor it, 

so we have to wait around all night, long enough for these odds to have an effect. It will require 

an unbelievable amount of patience and discipline. Not so here… 

 

Firstly, the odds of being right are way higher than picture cards in a pack. Secondly, we know 

the result of our odds-playing instantly. As the trade is made we will either see an instant profit 

that we ride out, or a very small loss. 

 

Your ‘bets’ can be placed and closed automatically and remotely, any time of day. 

 

As the course unfolds you’ll see just how powerful this is. I set it all up in the morning (or the 

night before) to work on autopilot. You will often come home to automated profits! 

 



You can do the whole thing on your phone if you like. ‘Bets’ are opened and closed at 

predetermined levels you can set in advance, and I’ll teach you how to simply find and use these 

levels. 

 

Know of any casinos that offer that…? 

 

Your bets are conditional. 

 

This is the one that really beats any gambling system, laughably so. Imagine this scenario 

playing out at the blackjack table: 

 

Before the cards are dealt and your stake is placed, you say to the dealer, “Listen here, I’m only 

going to participate if the hand you deal me looks set to make 21. Maybe if I see an ace as the 

shown card. I’ll be over there at the bar, call me over if that happens and I’ll make a bet. There’s 

a good man…” 

 

No, I’m not joking. Any ‘bet’ you make here will be conditional on certain stars aligning, and 

you’ll get your first Chapter in spotting those stars aligning shortly… 

 

This ‘casino’ won’t bar you for winning and always lets you play! 

 

You will never have any trouble playing this game, as long as you have the money for the 

deposit, they’ll let you play as often as you like! 

 

New Rules for a New Start 
 

 So before we proceed onto the practical part of this Chapter we need to establish some 

‘new rules’ in order for you to succeed. These rules may contradict some of your beliefs about 

investing, and that’s why it’s so important that you start afresh… 

 

 



New Rule 1: Buy high, sell higher. 
 

You were conditioned (not sure by who) to believe in the axiom, “Buy low, sell high!” This is a 

flawed axiom, and the realm of the amateur investor. Here’s why… 

 

To “buy low and sell high” successfully you must be able to time the market exactly right. And 

remember, the big money moves stocks prices. The only way you could truly “buy low and sell 

high” would be if you were in the Elitist circle. Because you are not, you can never time the 

market with this much accuracy, and you’ll pay a dear price for trying. 

 

Understand something very clearly: Prices can go a lot higher than you can imagine. Prices 

can go a lot lower than you think possible. 

 

When something appears expensive or cheap, remember that there’s probably a reason for that. 

And if you’re doing it wisely, using certain value criteria, you can make money buying cheap 

stocks. But there’s an easier and faster way… 

 

What I’ll be teaching you to do will be the exact opposite of what you thought. We’re not 

looking to catch the bottom of a price move, we’re looking for a price that’s on a tear, and then 

riding it as long as possible. We are going with the flow, not against it… 

 

New Rule 2: The value of something is what someone is willing to pay for it 
NOW.  
 

Something you’ll often hear ‘experts’ say goes a bit like this: “XYZ is worth $25 but it’s selling 

for $15. BUY!! Its break-up value alone is worth $12! Look at the sales forecasts. Look at the 

balance sheet. Look at the price to sales ratio...” 

 

My response: “No, look at the price.” 

 



If one share of XYZ is currently selling for $25, then hey, guess what? By definition, XYZ is 

worth $25! As a Insider Riders you will learn to respect price. We are only interested in what’s 

actually happening now. Because only when we respect the price now, can we predict what it 

will do next. Everything else is noise to us, today’s price is the only certainty.  

 

New Rule 3: Losing is part of winning. 
 

Understand: we can’t be right every time. Let me say that again for emphasis: we can’t be right 

every time. Nobody can. So how can we make money if we’re not right every time? With this 

simple philosophy that you must take on board before you go any further: 

 

Cut the losers as soon as possible, and ride the winners as long as possible. 

 

With this law firmly in place you could even lose more than you win and still come out on top! 

Let me demonstrate: 

 

Let’s be pessimistic and say: Out of 10 trades you lose 6 and win 4.  

 

Those losers have a strictly set exit point very close to the entry point. Let’s say each of 

these losers results in a LOSS of a hundred dollars. So overall loss = 600 dollars. 

 

BUT the winners are ridden for as long as possible. With the long-proven strategy we’ll be 

using, a rising stock should keep on rising. So let’s say these 4 winners result in a GAIN of 

five hundred dollars. So overall gain = 2,000 dollars. 

 

2,000 – 600 = 1,400 PROFIT. 

 

I’m sure you see this as a very simple concept that shouldn’t even warrant stating, but when it 

comes down to it and you’ve lost money on a trade, how will you feel? Will you throw the towel 

in? Will you get angry and forget everything you’ve been taught in an attempt to get even?  

 



Will you be able to overcome your greed and not take profits too early? 

Will you be able to overcome your fear and not cut losers at a strict level? 

 

Your task will be to appreciate that losing is a part of winning. Remember, we’re playing the 

odds. We’re playing them way better than any gambling system, but we’re still playing the odds, 

and you must remain calm under fire and just stick to the rules. 

 

 Please understand, accept, and honor those rules before moving on! 

 

What You See is What You Get 
 

 Okay, so armed with this background and acceptance of some new rules, you are ready to 

begin learning the craft that will give you financial security forever. And it’s absolutely the 

laziest way to make money! 

 

 Why? Because of a simple but accurate premise: PRICE. 

 

 Rightly or wrongly, the price of any stock that you see quoted is the price that every 

single analyst in the world has decided it to be worth at that moment. 

 

 That’s great news for you. Why? Because the rest of the world has already done all of the 

hard work for you! Can you see…?  

 

 You don’t need to analyze company accounts, read stock reports, listen to corporate 

AGMs, watch CNBC for hours, sleep with a computer under your pillow, etc. etc. et-

nauseating-cetera. People way geekier and/or stupider than you and I have already done 

that, and their conclusions are what shows up in the price of a stock at any given moment. 

 

 Now, I’m not saying that this army of analysts, professional or amateur, are right in their 

pricing. I’m just saying that they are responsible for pricing. This is the reality, this is the NOW, 

and to predict the future we need to be clear about the present. Comprendez?  



 

So when you look at the price of a stock, what you see is what you get. Something that is 

selling for the price listed NOW.  

 

Similarly, when you look at the daily price of a stock over time, what you see is what 

you get: a record of how everybody has priced a stock in the past and how they’re pricing it 

today. Like our old friend here… 

 

 
 

The price level on far right is the price NOW. The prices behind it to left are the prices of 

the previous days in the PAST. 

 

When you know the past and the present of a stock price, you usually have everything 

you need to predict the future of a stock price. So let’s do that, shall we…? 

 

Reading the Treasure Map 
 

 Please make sure you’ve absorbed everything so far, and this is a good point to take a 

break if you’re flagging. We’re about to begin your training! 

 

 Now, no apologies for repetition or use of visuals here as this is going to be a very visual 

course, and repetition is also known as practice. Something I’d like you to do in order to learn. 



 
 

 First things first. Take a look up at that apparently meaningless price chart of a stock that 

we’ll call XYZ for now. This is a real stock and a real price chart. From left to right is the time 

scale. From base upwards is the price. Simple enough, yes? 

 

 Now, each of those horizontal bars you see strewn all over the place like a rollercoaster is 

the daily price of stock XYZ over time. 

 

Each bar represents one day (so in this instance you’re looking at a few weeks of price 

action for stock XYZ). 

 

It’s not that important to know, but the vertical length of that bar is a depiction of what 

price range stock XYZ fluctuated between that day, the high and low price of that day. It’s even 

less important to know, but the small horizontal lines, like little branches coming off the vertical 

price bars are the price that stock XYZ opened at and closed at. Just know that each bar 

represents the daily price range of stock XYZ, okay? Great. 

 

You now know the basics of the treasure map, you know part of the ‘legend’, what some 

of the symbols mean. Now it’s up to us to find the treasure… 

 

Your First Prediction of the Future 
 

 So let’s look at stock XYZ again: 

 



 
 

 You now know what it means. But you need to know what it’s saying. How can we use 

this information to predict the future? Simple. We look for a trend in the price, we look for a 

pattern.  

 

Can you join the dots? It’s as simple as that! Do you like puzzles? You’re going to love 

this! 

 

 Here’s the golden rule for this lucrative and fun little puzzle: 

 

 You need to draw a straight line that touches the tips of the vertical lines at least 

THREE times. 

 

 This line can be underneath the price lines or on top, but it must touch three times. More 

than three, then all the better, but three as a minimum in order to be valid.  

 

Here’s an example of a different stock that I drew this trend line for: 

 

 



 

 This one actually has 6 good touches, so excellent.  

 

The more touches you make with your straight line, the more valid that trend line, 

and the stronger our predictions will be. 

 

As you’ll notice, there are actually many lines I could’ve drawn, but I chose the one that 

was the longest possible and that was the most recent. 

 

The longer the time frame your line spans AND if it’s most recent, the more valid 

that trend line, and the stronger our predictions will be. No less than one month, ideally 

several. 

 

So now, over the page, there’s the picture we’ve looked at all through this level.  

 

Get a pencil and a ruler, and have a go at drawing the best trend lines you can. Minimum 

of three touches but as many as possible, over the longest period possible that goes right up to 

the most recent price. 

 

Remember, trend lines can go above and/or beneath the price lines, and no peaking ahead 

of that page…!! 

 



 



 

NO PEAKING BEYOND THIS PAGE! 

 So how did you do? 

 

 You could’ve had TWO good trend lines here, one above and one beneath, like so: 

 

 
 

 It won’t always be the case (in fact, there may not always be a trend line with a stock), 

but sometimes you get two lines that run like this. Sometimes parallel, sometimes converging. 

This is referred to as a ‘channel’. 

 

 Notice how the price of XYZ bounces between the two borders of the channel? 

 

 That’s what will usually happen. Not always, but usually. 

 

 So now, with only what you’ve learned so far, what will happen next to the price of 

XYZ? 

 

 Look to the far right of the channel. As you can see, the price of XYZ is bumping up 

against the upper trend line of this channel. So what will usually happen…? 

 

 This is a momentous occasion. You’re about to predict the future of a real stock. 

Make a prediction before you turn over: BUY OR SELL XYZ…? 

 



 

 The arrow shows the point at which you made your prediction, that’s where we left off. 

Now look at what happened the day after… 

 

 
 

 As expected, the price of XYZ bounced off the roof of the channel and went DOWN. 

You should have SOLD for a quick profit. 

 

 Congratulations on your first prediction of the future! 

 

 Now, you could extend your trend lines into the future to see the probable continuation of 

your channel. Take your pencil now, turn over the page, and extend your trend lines into blank 

space… 

 

 

 

 

 



 
 

 

 

 

 



 

 

 

 

 

 

 

 

 

 Here’s what happened in the following weeks to XYZ: 

 

 
  

 As the extension of your trend lines should have shown, the price of XYZ just kept on 

bouncing back and forth (like an elastic band) within that channel. 

 

 Can you imagine how much money you’d have made buying and selling XYZ 

during this time…?! 

 

 A lot. Because you’re playing the odds that the most usual thing to happen is that the 

price will bounce off of a trend line. The more established that trend line is (the more touches 

and the longest period going right up to the present), the more likely these bounces will be. By 

looking at the right of a price chart (I’ve taken them off this chart for clarity) you’ll see the price 

point that these bounces will occur at (see for yourself before asking how to do this- it’s very 

basic). 

 



 Okay, fantastic, but before you start getting carried away, what happens if the price does 

not bounce off the trend line? What happens if it breaks through it? 

 

 Then your bet will not work. BUT you’ll know the exact price to set an exit point from 

the trade at, and that exit point will be very tight. How? Because, by looking at your trend line, 

you’ll know the price at which the price will have broken out. More on this later in the course, 

the important thing in this level is to understand trend lines and what they mean. 

 

 So what if the price does not bounce off, and instead it breaks through the line? 

 

 Then we have a break out. And a break out, my friend, is the ticket to BIG profits… 

INSTANTLY. 

 

 Of course, no trend lasts forever. All trend lines get broken in the end. And the direction 

of that break is highly significant for what happens next to that stock. And, once again, the more 

valid that trend line, the stronger the prediction of the break out. 

 

 If the price breaks ABOVE a trend line, it’s usually higher prices next. 

 

 If the price breaks BELOW a trend line, it’s usually lower prices next. 

 

 A break to the upside could represent a major move up next. This is where the big, 

double-your-money kind of profit is made. What’s more, you know INSTANTLY that these 

moves are occurring! 

 

 So take a look at what happens next to XYZ over the page and make a prediction. NO 

PEAKING AHEAD! Draw your trend lines like before until the far right price bar, and make a 

prediction. 

 

 Yep, you’re really going to need that pencil and ruler… 

 



 



 

 

 

 So the price of XYZ broke out of its upper trend line, agreed? So did you predict a rise in 

price? 

 

 If so, well done! Look what happened: 

 

 
 

 Yes, the price rose. The price won’t always rise the next day, but a break out is usually a 

longer term indicator for a significant and new leg UP in the price. 

 

 So what will you do now? What’s your next prediction? BUY OR SELL? 

 

 Remember: we must ride our winners! 

 

 Make a choice before turning the page. Get used to making choices… 

 

 



 If your decision was to BUY, then well done! Stock XYZ was actually Microsoft (code: 

MSFT), and you were working on the actual MSFT chart for the first half of 2013: 

 

 
 

 You’d have enjoyed a sweet ride from a buy price of $29 to $35.  

 

 Now, if you’re observant you’ll also notice that just after the break out that MSFT 

dropped back into the channel before pulling out again. That’s also what usually happens after a 

break out: a secondary break out. How do you know if the break out is for real? There are ways 

I’ll show you as the course unfolds. 

 

And it’s little additional factors like this that mean you still have a lot to learn, and that’s 

what this course is all about. You’ll learn how to improve these odds even more using some 

special tell-tale signs. You’ll be shown new and most profitable patterns to use.  

 

It’s all about making the odds so in your favor that the no-brainer trades will jump 

out at you. That’s what this course is about, and it will all be as simple as this Chapter was, 

I promise! 

 

 



Your New Life Begins Here 
 

 Deep breath, glass of wine, reach around to administer a pat on the back. Take a moment 

to let it sink in:  

 

You just successfully predicted the future price of a stock. 

 

 Yes, there’s still a lot to learn, and I gave you a very simple example that worked out, but 

the bottom line is that you just predicted the future. 

 

Now, don’t let your mind go crazy with questions and try to race ahead or pre-empt 

things, because I know you’re tempted. Just let this Chapter sink in and let the course unfold. I 

want you out of the rat-race as much as you do, and you’re very close to that actually happening- 

I hope you can now see that this isn’t some lame fantasy- you just predicted the future price of a 

stock! Your new life has only just begun. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

CHAPTER TWO 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



WARNING: Lazy skimmers will always be poor! 
 

 Welcome back! I need to begin with a strong warning about these Chapters. I know that 

some people, of which I hope you’re not one, will merely pick up these Chapters and flick 

through the pages like a child looking for something fun that catches their eye… 

 

 But if you do that with this course what you’ll see is a bunch of charts. These charts look 

complicated to the people who are childish skimmers. Because they’re too lazy to read these 

Chapters carefully, they’ll be no better off than the uninitiated.  

 

These Chapters are teaching you to break the code of the market. Needless to say, codes 

look like garble to those who don’t know the code. 

 

So don’t just skim through and complain about not knowing the code when you stumble 

across something you can’t understand! You have to actually read the Chapters! And what’s 

so hard about playing what is basically a game of ‘connect-the-dots?’ 

 

 Give this the time it deserves. You absolutely can get-rich-quick doing what I’m teaching 

you here but you must learn the skill that will achieve that. 

 

 Further, each Chapter builds on what was learned previously, so you have to read, reread, 

and keep it in your memory. This isn’t a comic or a magazine, it’s a university.  

 

And if you graduate you’ll never worry about money ever again. But to graduate you 

need to listen carefully. 

 

 Now, we’re going to have a brief recap of Chapter 1 in just a second before moving on to 

new things, but if you haven’t yet read that critical level, please do so now before continuing. I 

don’t want to drone on with this point at the start of each Chapter, so please take it on board. 

Okay, ready? Let’s go… 

 



You’ll Never Again… 
 

 The fog has been lifted for you. Last chapter you saw that what looks like a nauseating 

chart of random lines for a given stock contains a hidden code that will show you what’s really 

going on and how to predict what will happen next. In essence, you’ve learned how to make an 

extremely intelligent guess about the future. 

 

 So now you will sign this sworn statement: 

 

 “I, __________________ , will never, EVER, again buy a stock or enter into any 

investment or trade without first looking at the respective chart and deciphering it.” 

Signature: _____________________ 

 

 You wouldn’t believe how many well-respected experts don’t even do what you just 

solemnly swore to do! You just elevated yourself to a league that is qualified to question people 

who charge a fortune to give out stock tips. The amount of times I’ve looked at a stock tip from 

some high-priced expert and then looked at the chart to discover that this ‘expert’ must have 

been smoking something! 

 

 Of course, that ‘expert’ wasn’t smoking anything, he just didn’t know or didn’t believe in 

the code you are learning to break, probably because he’s a lazy skimmer. No doubt, this 

‘expert’s’ reasons for buying that certain stock were sound: the sales and valuation etc. all looked 

good (the ‘fundamentals’), but his timing was way off. And timing is everything, yes? 

 

 Recall: the market dances to its own tune. If you’re in time with that tune and sing 

along with it, your perfect timing will make you a lot of money. If you sing your own tune 

all you’ll have is a dreadful noise and a lot of frustration. 

 

 The most critical part of what you need to know is right there on that chart. Most people 

can’t be bothered to learn what you’re learning here, they’re too lazy, and they’re put off by 



something that looks technical. And that suits the banks nicely because they want you to pay 

them to do the simple job you can do yourself. 

 

No, You Weren’t Dreaming 
 

 No, you weren’t dreaming last chapter- you really did predict the future. In effect, you 

were able to do this because you unwittingly followed these important new rules: 

 

New Rule 1: Buy high, sell higher. 
(as opposed to “Buy low, sell high”) 

New Rule 2: The value of something is what someone is willing to pay for it 

NOW.  
(as opposed to “Stock XYZ is trading at this but it’s actually worth this in my opinion.”) 

New Rule 3: Losing is part of winning. 
(as opposed to “You can’t win if you’re lose.”) 

 

 Revise Chapter 1 if you need refreshing on each of those. They require you to unlearn 

things you’ve learned, the polar opposite of things that you thought were snippets of wisdom but 

are actually droplets of crap. 

 

 If ever this doesn’t work out for you it could be because you’ve strayed from these basic 

rules. And then there are the rules when it comes to drawing those trend lines that you did last 

chapter… 

 

The Rules of the Ruler: 
  

 Last chapter you made a paper fortune by playing a cute little game of ‘join the 

dots’. I’m going to teach you ways to become better and better at that game, to improve your 

chances of predicting the future even more, but it will always come down to following these 

basics as a minimum entry requirement: 



You need to draw a straight line that touches the tips of the vertical lines at least THREE 

times. 

 

The more touches you make with your straight line, the more valid that trend line, and the 

stronger our predictions will be. 

 

The longer the time frame your line spans AND if it’s most recent, the more valid that 

trend line, and the stronger our predictions will be. No less than one month, ideally several. 

 

 Cut that out and stick it next to your computer screen. It’s our foundation for breaking the 

code of the market. 

 

 Now let me answer some common student questions to clear the air before we move on to 

learning new things… 

 

Questions Answered: 
 

Where can I see the charts you’re using? 

I’m deliberately keeping this from you until you’re ready because I don’t want you rushing 

ahead and bamboozling yourself with all the other stuff that appears on these charts. The charts 

I’m showing you so far have been de-cluttered so we can work on one part of it at a time. When 

you’re ready I’ll show you where to go and you can help yourself. I absolutely want you to go 

and play with charts, but only when you’re ready. I hope that’s okay with you and that you trust 

in my methods by now. 

 

Where can I find good stocks to practice with? 

And when the time comes to play with charts you’ll need ideas of where to find stocks to look at. 

We’ll look at this more later in the course, but a good place to start can be as simple as a 

company whose products you enjoy yourself, especially if it’s a new company or product. 

Another way is to look for companies making new highs with the price.  

 



When can I start actually trading using this? 

Not until you’re ready! And you’ll be ready when our training is complete. Don’t worry though- 

as the training continues I’ll be giving you assignments that will involve doing pretend trades 

using what you’ve learned. 

 

How come everyone doesn’t see it coming if it’s this simple? 

Great question, a common question, and one I’ve partially answered earlier on in this Chapter: 

because people are scared off by what appears to be something technical and/or are too lazy to 

learn it. But that’s because they didn’t have me making it easy for them to follow!  

 

The second part of the answer is precisely the reason it does work. It’s because people use this 

code that it works so well. If the people who are using this code see a trend line and a stock 

bounces off of it or breaks through it, they all act accordingly. This is the main reason why it 

works so well- because many others are following it. It’s a self-fulfilling prophecy, and a very 

lucrative one at that. 

 

Does it matter if one bar gets in the way of a good trend line I found? 

Good question. No, it doesn’t as long as there are a few or more other very good touches, you 

can have one price bar sticking through your line, especially if your trend line intersects that 

protruding bar at the price that the stock actually closed at on that day (that little horizontal bar 

on the side of the vertical price bar shown below. Revise Chapter 1 properly if this doesn’t make 

sense!). 

 

 
 

Can just one trend line work or does it have to be two parallel, in a channel? 

One works fine. Two lines in parallel work well to predict a bouncing price range between the 

two if you recall from last time. 



 

If trading a bounce within a channel, is there a way to know whether to trade the buy or 

sell (up or down) bounce? 

Yes. If the channel is in a downtrend (pointing downwards) and the price is hovering mid way 

in the channel, most likely next move will be down. And vice versa if the channel is in an 

uptrend. In fact, always best to bet on a bounce within a channel according to the overall trend of 

that channel. 

 

What if a trend line only covers a few weeks? 

Then that’s only good for short term and day-trades. We’ll be focusing on longer term than that 

(for ease), so it must be at least a month, preferably several months. 

 

What if I end up with lots of trend lines? 

That’s fine, and they all should work. But what did we say about the rules for trend lines? You’re 

looking for the best one. And the best one will be the one that spans the longest time, has the 

most touches, and the most recent to the price today (i.e. the line touches the price today or in the 

past few days).  

 

Once you take all this into account you’ll probably find yourself with only one or two trend 

lines! I will train your eyes to look for the best lines, don’t worry. 

 

Are there many different patterns of trend lines? 

There are around 7 simple ones that work the best, and I’m going to show you these ones that 

work best. All in good time. Please trust in my gradual methods. 

 

What if the price breaks out of a trend line? 

It’s exactly these breaks that we want. When the price breaks out of trend, big moves usually 

follow. Up or down, we don’t care as we can make money either way.  

 

And so breakouts are the main topic of this Chapter...! 

 



Breaking Out: Predicting Major Moves and Earning Big 
  

 Okay, let’s start this section with a quick refresher from last time when you successfully 

predicted an increase in the price of Microsoft when it broke up above its trend line that you 

plotted: 

 
 

Remember: 

 

If the price breaks ABOVE a trend line, it’s usually higher prices next. 

 

 If the price breaks BELOW a trend line, it’s usually lower prices next. 

 

 This is probably the surest prediction you can make. And, as explained earlier, the reason 

it’s so sure is because it’s a self-fulfilling prophecy. 

 

 Now of course, this raises an important point though: you must ensure your trend lines 

are correct! See earlier for what makes the trend line ‘correct’. A break out may not be a break 

out at all if your trend lines were wrong! 

 



 So enough of me talking, time for you to do some practice. Plot the best LOWER trend 

line you can find for an actual chart over the page. Pencil and ruler at the ready. Don’t peak 

ahead…! 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



PLOT THE BEST LOWER TREND LINE FOR THIS CHART. DO NOT PEAK AHEAD TO 

THE NEXT PAGE! (‘Best’ means longest with the most touches)… 

 

 
 

 



 
 Here’s the line you should have drawn: 

 

 
 

 If you didn’t end up with this line I strongly suggest you revise Chapter 1 again carefully 

before continuing. Most touches over the longest period, yes? 

 

The best line will be the one with the most touches, that spans the longest time, and 

comes as recently as possible to today’s price (today’s price being the right hand border of the 

chart). 

 

 Great, so we have a very nice trend line here. It has 7 touches, and it spans months. So we 

can now make a prediction that if the price breaks below that lower trend line, the price 

should fall further, yes? 

 

 And the better the trend line (most touches, etc), the more likely, and more marked the 

break out should be. Understood? But for now this chart seems steady, well above its lower trend 

line. We watch and wait. 

 

 Okay, now I’m going to show you what happened next on this actual chart from 2011… 

 



 Less than a month later, this happened: 

 

 
 

 Now, without turning the page, tell me what you would have done now: 

 

BUY 

SELL 

DO NOTHING 

 

 Choose before turning over. 

 

 

 

 

 

 

 

 

 



 Yes, SELL. Congratulations, you just predicted that terrifying crash of August 2011. The 

chart you were looking at was of the Dow Jones, the main US market index: 

 

 
 

 The arrow points to the break out. The lower trend line you already had. I’ve now also 

drawn in an upper trend line. The overall trend of this channel was neither pointing up or 

down, so the break out could have gone either way.  

 

 What price would you have shorted the Dow Jones at? 

 

 The prices are shown on the right hand border. Upon seeing the break out, you could’ve 

shorted the Dow at around 11,800, and made a nice profit as it plummeted over 1,000 points 

below that. 

 

A trailing stop loss would’ve protected your profits as it eventually pulled back up to 

over 12,000 again, and forming a new set of trend lines. 

 

 As well as making a profit, you’d also have known to protect your investments 

accordingly. Something that many pension find managers evidently do not do! 

 

 



Traffic Light Timing 

 
 

 As a sidebar, above is a chart of the VIX for that same period in 2011. If you’ve studied 

my Bank Raider course you’ll recall that the VIX is my Traffic Light indicator, and a measure of 

complacency in the market (it means traders are not interested in downside protection). The 

lower the VIX, the higher the complacency. 

 

 Look at how complacent investors were in July, just before that crash! The VIX was 

around 15, and my Traffic Light would’ve been flashing RED for months before that big fall. 

 

Gap Ups: The Gateway to Big Profits 
 

 So, with a firm grasp of plotting trend lines under your belt, let’s focus more now on 

breakouts from trend lines. You know that a break out usually means a shift in the direction of 

prices, perhaps setting up a new trend line, and that it’s a good predicting tool because of that. 

But what actually is going on here? What a break out means is happening is that the ‘tug of war’ 

between buyers and sellers of whatever stock, is being won by one of the players.  

 

 Now, it’s important to know something here: when a break out occurs to the UPSIDE, 

this is caused by heavy buying, big interest, and big trading. And this is the kind of big 

movement of money that you can ride on and get rich from. 



 

But to the downside, stocks will literally fall from their own weight, a bit like gravity, 

without much buying interest. You can scalp a profit from this here and there, but we 

ideally want to ride a winner on the UPSIDE.  

 

 Anyway, let’s further this part of your training with another real-life chart for you to plot 

the trend lines on. The more you practice this the better you’ll become. After a little while 

patterns will suddenly be “seen” by your trained eyes without any trend lines present. But you 

should still always draw the line according to our rules. Okay, so usual drill, draw the lines here 

and don’t peak over the page. I won’t tell you how many trend lines there are here, just do as 

many as you can see according to our rules… 

 

You could be about to make yet another paper fortune without anyone spoon-

feeding you. Isn’t that worth practicing for…? 

 

 

 



 
 

NO PEAKING OVER THE PAGE! 
 

 

 

 

 

 

 

 

 

 

 

 



 Good. So if you followed our rules and you drew trend lines that touched at least 3 times 

that span at least over a month, you should’ve ended up with this: 

 
 

 A nice little channel carved out in July 2013 by a stock of a company whose product you 

probably use. 

 

 So, the price we see now is in the middle of the channel, so no clear direction which trend 

line it will bounce off of or break out through. So, bearing in mind something we’ve already 

covered in this Chapter, what will you do now? 

 

BUY 

SELL 

HOLD 

 

 Choose one before turning the page!  

 

Go back and read earlier parts of this Chapter if you don’t know the answer, 

specifically the questions and answers section. 

 

 

 



 Yes, BUY. Remember: if you don’t whether to BUY or SELL within a channel, trade 

according to the overall direction of the channel. In this case, it was a rising channel, so the 

overall trend was UP. Trading the bounce within the channel is fine for a bit of pocket money, 

but the big money will be made from the breakouts, especially UPWARD breakouts like the one 

you just successfully predicted (I hope): 

 

 
 

 Here’s the full chart and what happened next. This is the chart for Facebook (FB) in the 

run up to its big break out as the price jumped 600 cents (600 points on IG Index) in a single day. 

 

 Why is there a big ‘gap’ in the chart on the day of the break out? Remember, each of 

those little vertical bars is the price range the stock traded within on a single day.  

 

 So if the price of that stock opens up massively higher the following day, you’ll see a gap 

like this on the chart. FB closed at around $26 one day, but the next day the price opened at 

around $32. So this made a big gap on the chart, caused by those vertical bars being so far apart 

on price from one day to the next. Now that’s what I call a good start to the day! 

 

 I call these instant wealth moments, ‘Gap-Ups’. Your bank statement will correspond 

with a nice gap-up of its own when this happens, and you just made a BIG paper profit here. 

Well done! 

 



 And as I said earlier, don’t stop the profit-party there- a break out often only leads to a 

new trend to follow and profit from, from the next break out. In fact, that’s the perfect scenario: a 

series of nice gap-ups that push the stock steadily into the stratosphere.  

 

 New challenge over the page… 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



So can you see a new trend line or two for this Facebook chart? Draw the new trend if 

you see one, no turning the page: 

 

 



 Great stuff. So, as I write this on September 5th, 2013, FB has formed a new channel, a 

very tightly converging channel that will soon force a movement either way at around the $42 

mark: 

 

 
 

 As I write this on September 5th 2013, that’s as far as my chart goes. But by the time 

you read this, the price of FB will have changed. Without looking at the price of FB today, 

what would you do here: 

 

BUY 

SELL 

HOLD 

 

 When you’ve chosen an answer go and look at the price of Facebook (FB) TODAY and 

what happened in the months after September 5th 2013. 

 

 Were you right? 

 

 Don’t look at me- as I write this I don’t know the answer! But I have a good idea. And 

remember, we won’t always be right. But when we’re wrong, the losses will be small and 

controlled (much more about how to do this in a later Chapter). And when we’re right, we have 



the ride of our life, and we don’t get off until the music stops. Just look at the FB chart for 

evidence of that. 

 

Recap and Revision: 
 

In the next chapter we’ll be pushing ahead to new ground, so it’s vital that you have what 

we’ve covered so far clear in your mind before then: 

 

1. Take on board the ‘new rules’ we’ve spoken about, especially in Level one. 

 

2. Appreciate that price charts only look confusing and random to the uninitiated, of 

which you are not one. You are no longer ‘flying blind’ when it comes to markets 

and your investments. 

 

3. Know what those bars on the chart mean. Next chapter and beyond we’re going to 

be adding new information to our charts, so you must be okay with what you’re 

seeing so far or you’ll be lost. 

 

4. Understand the basic premise of drawing a good trend line using the rules 

explained here and in the first Chapter. Your predictions will only be as good as 

your trend lines, and that means following those basics. 

 

5. Understand what usually happens when a trend line is a) touched, and b) broken 

through. 

 

The faster you train your eyes, the faster and more often you’ll be able to make money 

with them. So I’ve given you some homework to do before next chapter in the following pages. 

We’ll review the answers next chapter… 

 

 

 



PREDICT THE FUTURE OF THIS CHART: 

 

 

 
 

 



PREDICT THE FUTURE OF THIS CHART: 

 

 
 



This next one is in case you’re feeling cocky and want to challenge your crystal ball 

a bit more. Here is the chart of GDX (a representation of gold mining stocks) as I write on 

September 5th 2013. As I write there’s a big debate about what will happen to gold next. 

Without checking the current price of GDX, draw your trend lines first and then deduct at 

what price GDX would be a SELL, and at what price it would be a BUY... 

 

 



I’m writing to you from the past (September 5 2013). You are in the future from where 

I’m sitting. Go and check the price of GDX now. 

 

How did things go? What will happen to gold next and how could I make money from 

this prediction? Ah, if only you could telegraph back in time to me what happened to GDX… 

 

Alas, I will have to make my own predictions. And it is a job I will gladly sacrifice my 

time for, to dedicate oneself to the craft.  

 

Because no other craft in the world will make you a millionaire as quickly and 

simply as this.  

 

I hope you’re starting to see that, starting to see the power that is gradually passing into 

your hands, and starting to see the light of freedom at the end of your dark tunnel. 

 

We have a lot more to cover, many more profit angles to exploit, but you’ve done 

exceptionally well to come this far. Rest, revise, think on it, and we’ll move on to new tools In 

the next chapter that will sharpen your predicting skills even more. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

CHAPTER THREE 
 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Welcome Back 
 

KDZQM! 

 

What does that mean? It’s a coded word, and you can’t possibly know what it means until 

I tell you how to break the code (code breaker: using the letter before the required letter in the 

alphabet it spells, “LEARN”). 

 

If you mindlessly flicked through this Chapter, and everything you saw was written using 

that code above, you’d throw a tantrum because you couldn’t understand it. But if you’d 

bothered to read how to break the code, you’d find information that could make you all the 

money you’d ever need. 

 

You’re here to learn how to break the code of the stock market, so learn it, KDZQM it! 

 

 There’s an old excuse that some people fall back on if confronted with something that 

requires effort: “You can’t teach an old dog new tricks.” Really? And these protestors are 

probably the same people who spend hours agonizing over a crossword puzzle, something that 

will yield zero profit! I’m only asking you to solve a different kind of puzzle: a connect the dots 

puzzle… 

 

With respect, I don’t think connecting dots- something a child could do- is a “new trick”. 

I think it’s a basic human faculty, and if you’re truly incapable of doing that, then you should 

go to the doctor for a brain scan. Of course, you and I know that this is nonsense, it’s just an 

excuse for inaction and laziness. Remember: You only know how to read a treasure map 

because someone once told you what it means. I’m simply showing you how to read a new 

kind of treasure map! 

 

This chapter we’re going to put some more information on the charts to make your 

predictions even sharper as well as give you a major clue about what the insiders are buying. 

Before that we’ll talk more about those ‘gap-ups’ and breakouts. 



 

 Okay, so with so much to talk about, from this Chapter forward I have to assume that 

you’ve read the previous Chapters. If not, you won’t know what I’m talking about. Each 

chapter builds on the last one, and you need to follow it carefully as well as practice, using 

the exercises I give you. 

 

 Speaking of which, let’s see how you did with last chapter’s assignments, using each one 

as a learning tool for something new as well as consolidating what you’ve already learned… 

 

More paper riches from last time…? 
 

 First, this chart. You were asked to draw your trend lines (something we mastered in 

previous Chapters!), and predict the future of this chart. It’s not too late to have a go now before 

turning the page after it… 

 



 
 

 Let’s see how you did. Remember, we’re looking for three touches that span the longest 

period of time and go as close to today’s price as possible.  

 

 

 

 

 

 

 

 

 

 

 

 



This is the lower trend line you should have drawn, and once doing so you could see that 

the trend line had been broken: 

 

 
 

 If you predicted a drop in prices, congratulations, you just predicted the famous 

crash of October 1987! You would’ve made a fortune, or at least have spared yourself from 

losing a fortune. 

 

 Why didn’t the professionals and experts spot this? Was anyone warning about this when 

you did on that chart, two weeks earlier? No, but some people- the insiders- were selling, and 

later on in this Chapter I’ll show you how to spot moves like this. 

 

 To this day, many analysts remain confused about the 1987 crash, protesting that there 

was no clear reason for it. But my friend, when you’re using the charts you don’t need there to be 

a reason for anything, it just IS. And you ignore it at your peril. 

 

 Okay, let’s look at the next assignment you did… 

 



 I asked you to predict the future of this chart: 

 

 
  

And here’s the trend line you should’ve ended up with: 

 

 
 



Another SELL. This one should be bitterly close to your memories: congratulations, you 

just predicted the great crash of October 2008! 

 

If only you’d have had this knowledge back then. Yes, a whole month before the crash, 

there was a sell signal based on a simple trend line like the one I’ve taught you to draw. You 

would have made a lot more money here than in 1987 by shorting the market at that time, or at 

least bailing out of stocks altogether. 

 

But look at this next chart below that follows on from that dreaded 2008/9 chart. 

Can you see how using trend lines, like the one I just drew here, could have also told you 

when to BUY back in after the crash…? 

 

 
 

 This skill wouldn’t have only told you when to SELL, it would have also told you when 

to BUY, and buy at tremendously low prices!  

 

So as you can see from the chart, the breakout for that descending trend line came at 

around the 7,500 mark on the Dow Jones. As I write, the Dow Jones is over 15,000, twice as 

high as 7,500... 

 

 That’s how to DOUBLE YOUR MONEY! 

 



 Okay, so there was one more assignment in the event you were feeling brave- let’s 

explore that one and take things a bit higher. Here was the assignment… 

 

Here is the chart of GDX (a representation of gold mining stocks) as I write on 

September 5th 2013. As I write there’s a big debate about what will happen to gold next. 

Without checking the current price of GDX, draw your trend lines first and then deduct at 

what price GDX would be a SELL, and at what price it would be a BUY... 

 

 
 



Okay, so it starts with trend lines (it always starts with trend lines). Here are some you 

could have drawn: 

 

 
 

 Once we have our trend lines, we see what they’re telling us. As the assignment 

described, gold was in ‘no-man’s land’, caught between trend lines above and below. Hardly 

surprising that at the time of writing there was a lot of debate about where gold would turn next.  

 

Now let’s plan a trade here… 

 

 So look at what price those trend lines are touching on the right hand axis of the chart. 

Imagine GDX breaking out ABOVE the upper trend line(s). Place your pencil tip on where the 

price would be if it did that… 

 

Now look at the prices on the right hand side of your pencil tip. What price would GDX 

be if it broke above that upper trend line? 

 

  We can see that if GDX broke out above the upper trend line the price it would be 

something like $33, yes? 

 

 Now do the same for the lower trend line. 

 



Your trend lines would have told you that GDX would be a BUY around $33, and a SELL 

around $25. 

 

 Before continuing please reread that carefully and fully understand how we arrived at 

those BUY and SELL points! 

 

--- 

 

 As traders we refer to such prices as ‘Trigger Prices’ because a stock (like GDX) 

hitting certain prices, that represent breakouts from trend lines, should trigger a BUY or 

SELL trade. 

 

 So, using that chart, your trigger prices for GDX were as follows: BUY if it hits $33, 

SELL if it hits $25. The operable word being: “IF”! 

 

 We just demonstrated an important advantage: you are making trades conditionally. 

You’re only playing blackjack IF you’re dealt an ace! 

 

 If you know of any gambling systems who let you play in this way, please let email me 

about it, because I’ve yet to find an advantage like this one! 

 

 So would you have bought or sold GDX at that time, based on the chart? 

 

 Answer: you would have done neither. You’d have done nothing. You’d only have 

traded if one of your trigger prices was activated! 

 

 If you’ve followed everything so far this Chapter, then well done, you’ve come a very 

long way in a very short time- you’re at quite an advanced level. And, as you saw from your 

1987 and 2008 stock market predictions, you clearly know a lot more than many experts and 

professionals! 

 



 But there’s still more to cover before I can let you go solo. If you need to rest, reread, or 

regroup, now would be a good time because we’re about to move on to new material… 

 

Ingredients for the Perfect ‘Gap Ups’ and Break outs 
 

 Okay, let’s remind ourselves of something we started last chapter: gap-ups and breakouts. 

Last time we used Facebook (FB) as an example of both: 

 

 
 

Why is there a big ‘gap’ in the chart on the day of the break out?  

 

Remember, each of those little vertical bars is the price range the stock traded within on a 

single day. So if the price of that stock opens up massively higher the following day, you’ll see a 

gap like this on the chart. FB closed at around $26 one day, but the next day the price opened at 

around $32. So this made a big gap on the chart, caused by those vertical bars being so far apart 

on price from one day to the next. Now that’s what I call a good start to the day! 

 

 I call these instant wealth moments, ‘Gap-Ups’. Your bank statement will correspond 

with a nice gap-up of its own when this happens. 

 



 By the way, as you should have successfully predicted a BUY from last time, FB has 

risen almost $10 (over 20%) since then! It broke out of those ascending and converging trend 

lines that we drew.  

 

As we said: if a stock is caught between two trend lines, in a channel, the break out will 

most likely come in the direction of the overall channel. Here are the trend lines we drew a 

month ago for FB so you can see how well we did since then: 

 

 
 

 On that basis, you would have set a BUY TRIGGER at around $43, yes? And you’d have 

expected a break to the upside because that converging channel was headed UP. Nice profit! I 

assure you, this is all happening in real time- $42.56 was the FB chart at time of writing, last 

chapter, and now it’s over $50. 

 

 Anyway, to summarize, a gap-up is a very powerful break out, and often a precursor 

to an extended rise in a stock.  

 

So now let’s look at the list of ingredients we look for when trying to find the best gap-

ups looming… 

 

Most horizontal channel (but not downwards!) 



In the first level we looked at ‘channels’, a stock price bouncing in between an upper and lower 

level. You successfully predicted the gap-up in Facebook’s price last time using a channel. It was 

a good channel to predict from because it was fairly horizontal. As long as it isn’t sloping down, 

the closer to horizontal the channel is the better. 

 

Longest and most tested trend lines 

For these first three Chapters I’ve hopefully hammered into you that the further back the trend 

lines go from today’s price (and touching as close to possible to today’s price), the more useful 

they are. The more times the price has touched that trend line (and therefore tried to break out), 

the more likely that when this breakout finally comes it will be all the more explosive. Pent up 

energy, so to speak. 

 

Previous good behavior 

Were there any previous gap-ups? If you can see others previously in the chart, then you’ve 

found the kind of price behavior we’re looking for. In fact, this is a good general rule for trading 

stocks in this way: you want to trade stocks that have a good behavior record, they do what 

they’re ‘supposed to’ regarding trend lines etc. (i.e. if they breakout upwards from a trend line, 

they continue upwards- that’s what ‘should’ happen). 

 

Lots more we will cover! 

We’re not done with this and there’s a lot more to cover here as it’s such an important profit 

opportunity for Insider Riderss. But I don’t want to throw too much at you just yet- we need to 

learn more about the treasure maps first… 

 

Elitist buying… 

But I will explain one more ingredient for a nice gap-up as well as put some new information on 

our treasure map… 

 

 

 

 



Don’t Get Angry with Big Banks, Get Rich Because of Them 
 

 So let’s move on to something new: a secret that will allow you to trade with the 

insiders… 

 

 Up until now I’ve kept the charts we’re using very simple, only showing daily price 

range over time, yes? And you’ve made some paper profits with that alone! But the more 

clues we have on our treasure map, the more information we have, the more likely we will 

be to find the treasure. 

  

So this chapter I’m going to add something to the chart, a way of seeing what the large 

banks and insiders are doing.  

 

 This is an excellent way to: 

 

• Find good stocks that are moving 

• Spot stocks that could be headed for trouble 

• See what the insiders are doing 

• Back up your trend line research 

   

So here’s an updated chart of Facebook (FB), the way you’re used to seeing a chart- with 

daily price range only: 

 



 
 

 Now I’m going to add something to this chart, a new indicator along the  

bottom of the chart, and it’s called volume… 

 

If you don’t understand what’s already showing on the chart and how we used that 

information, please do NOT continue any further- instead go back and reread everything 

since the first Chapter! 

 

 Okay, I took that same FB chart as before, only this time I added a measure of daily 

volume as well as price. Look at the bottom of the chart and you’ll see grey and red bars that are 

showing the size of daily volume, which is also a way of showing how heavily the shares 

were traded that day: 



 
 

READ CAREFULLY: 

 

 Red bars mean selling volume, and grey bars mean buying volume. 

 

 Now take a look at that gap-up, and see what happened to volume on the day that 

gap-up occurred… 

 

 Look at that grey BUYING volume bar- it stands out like a sore thumb! 

 

 What that means is that the big banks were heavily buying FB that day… 

 

 Which means that there is conviction behind this big gap-up, it means it’s a genuine 

gap-up, not just some random anomaly. 

 

 And look how low volume was in the weeks before the gap-up, like the calm before the 

storm. This is a classic precursor to a big move- not enough in itself to say that a big move is 

coming, but it certainly adds to the case. 

 

 

 



 To recap and now explain what volume indicators do for you: 

 

• Find good stocks that are moving 

A volume spike like that is like a big flag that alerts you to unusual activity in that stock. 

It means something is going on, most likely buying by insiders who know something. At 

the very least, it means activity, and activity means price movements, which means 

profits for us. 

 

• Spot stocks that could be headed for trouble 

By the same token, a heaving selling volume spike, especially if accompanied by a big 

price drop, is a very bad sign. This is a warning that the big banks are dumping the stock, 

probably on the quiet while they tell the world that the stock is a great buy! 

 

• See what the insiders are doing 

More about this in a second, but this is a good way to see when a certain fund manager is 

trying to quietly buy a stock without alerting the rest of the world and making the price 

jump.  

 

• Back up your trend lines 

If you see a breakout from one of your trend lines and it’s accompanied by volume, this is 

confirmation that your breakout and/or trigger price was justified. 

 

Now you know what volume is, I’d like to show you this transcript of an interview with a 

genuine market insider: Adam Woods, a hedge fund manager: 

 

Jim: Today I wanted to ask you on behalf of our readers, many of them new to trading, about 

distribution and accumulation, how we can spot it and what it means. Firstly, what actually is 

distribution and accumulation? 

 

Adam: Accumulation and distribution are one of the best ways to gauge what large institutions 

are doing in the market. 



 

Jim: So they refer to what's really going on on the inside of Wall Street, perhaps invisibly, so 

their activity goes unnoticed? 

 

Adam: We are not privy to their activity but carefully studying accumulation and distribution 

patterns shows us where they are deploying their capital 

 

Jim: So accumulation refers to large investors buying surreptitiously, and distribution refers to 

surreptitious selling? 

 

Adam: Precisely 

 

Jim: And why do they want/need to hide their activity like this? 

 

Adam: There are many reasons why they need to hide their activity but the most common is 

competition. They don't want their competitors to know what they are doing 

 

Jim: Competitors who might ramp up the price out of their buying range? 

 

Adam: Yes. Think about it- if you are in their position, managing billions of dollars 

would you want anyone to know what you are doing? Buying or selling? 

 

Jim: So if we can find a way to spot and ride on this subversive activity, it could be very 

lucrative? 

 

Adam: Absolutely! That is exactly why studying accumulation and distribution is so powerful, 

because there is no way they can hide.  

 

Jim: So despite all their efforts we can spot what they're doing. How? 

 



Adam: Few ways but the most obvious is to study volume patterns of your stocks and the overall 

market each day. I call them volume signatures... up or down, when you look for them it is a 

great "tell" on what the institutions are doing. 

 

First look at the day's PRICE action. 

 

Then look at the volume behind the move. 

 

Keep in mind there are only 4 possible scenarios for any stock or market: 

 

1. UP on above average volume 

2. Up on light volume 

3. Down on heavy volume 

4. Down on light volume 

 

Let's look at each one separately: 

 

1. Up on heavy volume: Most bullish scenario because that shows large institutions are 

aggressively buying (accumulating) stock 

 

2. Up on light volume- in most cases that is healthy because the price moved higher and you do 

not need to see heavy volume on every up day 

 

3. Down on heavy volume: Clear sign of institutional distribution (selling) 

 

4. Down on light volume- somewhat healthy in an up market because it shows there are not a lot 

of heavy sellers 

 

Jim: Can you point to a recent situation where this was obvious? 

 



Adam: Sure- take a look at Facebook (FB). Since July 25 (their last earnings report) the stock 

has had several explosive volume signatures. Key is to look for an unusual spike in volume, up or 

down, for subtle, yet important, clues on what the large investors are doing. 

 

 My thanks to Adam for that! 

 

 So we’re looking primarily at price, and secondarily at volume, and how they relate to 

each other. 

 

 Take a look at this chart now and spot the volume spike: 

 

 
 

 That huge red (SELLING) bar in early August stands out a mile, doesn’t it? And look 

what happened to the price of that stock a few weeks later! Don’t you think the insiders knew 

something was up? And if you plot a trend line you’ll see that a lower trend line was broken at 

$9.4, as a result of this selling.  

 

 Take a look at this chart- same deal as before… 

 



 
 Which date was the selling volume spike? How long after did the stock fall? 

 

 And a volume spike can occur before the gap-up. Look at this chart below, look at the 

buying volume spike: 

 

 



 

 Now assume that this volume spike alerted you to this stock (it’s a great way of finding 

stocks to trade). Go ahead and draw your trend lines after May 13th (the day of the spike). 

 

 Don’t turn the page until you’ve done that…! 

 

 
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 You had a nice, tight channel there. And the break out was a gap-up, followed by a rising 

stock price: 

 

 
 

 If you’d have bought this stock on that breakout, you’d have paid about $3 a share. Now 

let’s look at the most up to date chart: 

 

 
 

 With the price now at over $12, you’d have QUADRUPLED your money! 

 



 How many gap-ups can you count that occurred after June 17th, when you’d have 

purchased at $3…? 

 

 I count 5! As I mentioned earlier, this is a stock that seemed to be disposed to gap-ups. 

Gap-ups are rarely in isolation.  

 
CAUTION: Do not use volume spikes as a primary buying or selling indicator. They 

are there to back up what your trend lines are saying, they’re one more clue on the treasure 

map. 

 

 Alright, now it’s time for a few assignments for you to enjoy until we speak again next 

chapter. Use all the knowledge you’ve acquired so far, draw trend lines, make assessments, look 

at volume, and for each of the charts below make one of three choices: Buy, Sell, or Hold… 

 

Chart 1: 

 
Circle one: 

BUY 

SELL 

HOLD 

 



Chart 2: 

 
Circle one:  BUY   SELL   HOLD 

 

Chart 3: 

 
Circle one:  BUY   SELL   HOLD 



 

 

Chart 4: 

 
 

Circle one:  BUY   SELL   HOLD 

 

These ones are a little harder than last time, and you’ve got volume in the picture now 

too. They’ll serve us well as teaching tools for next chapter, when we’ll move onto some new 

material: I’ll show you how to get ready-made trend lines! 

 

Well done, you’ve really come a long way and made some incredible paper profits. Can 

you imagine how much money you’d have by now if you’d made those trades for real? 

 
 

 

 

 

 

 

 



 

 

 

 

 

 

 

CHAPTER FOUR 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Welcome Back 
 

 What are we doing here? What’s it all about…? What we’re doing is sifting through a 

pile of treasure maps, in search of gold. Each time you look at a stock chart, you can 

hopefully now realize that you’re possibly staring at a treasure map. 

 

 You’ve come a long way, and this chapter we’re going further, the plot truly shall thicken 

this time! But first, please ensure you know the following with this quick recap: 

 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 



 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 

 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

 

No, you’re not 100% with those topics? 

 

If you don’t understand those topics we just reviewed, then with respect, you have 

not been reading the first three Chapters properly or you haven’t taken the time to absorb 

the information properly. It’s not enough to flick through or even to just read, you need to 

understand. It will be worth your trouble! 

 

GO BACK AND STUDY THE FIRST 3 CHAPTERS BEFORE GOING ANY 

FURTHER IF YOU DIDN’T PASS THAT RECAP TEST. 

 

 



Special Kinds of Trend Lines 
 

Before reviewing last chapter’s chart assignments, let’s look at a new topic that builds on 

what you already know about trend lines. Okay, please pay close attention, you must digest this 

before proceeding: 

 

When a trend line is virtually horizontal and above the stock price it’s called a line 

of resistance. When a trend line is virtually horizontal and below the price it’s called a line 

of support. Stock prices often fluctuate between support and resistance until they break one 

way or the other, as we see on these examples below: 

 

 
 



 So Toll Brothers (TOL) has resistance at $35 and support at $30. Walter Energy (WLT) 

has support at $14 and resistance at $16. Make sense? 

 

 Watch for patterns like this, as they’re often a prelude to a break out that you could profit 

from if the price goes above resistance or below support. As you know, a break out from a trend 

line usually means a continued price move in the direction of the break out. 

 

 There is SUPPORT for TOL at $30, and there is RESISTANCE for TOL at $35. But if 

TOL breaks up to $35.50/$36 area, that’s exciting as the trend could be changing. Same for if 

TOL broke down to $29, you could then short that stock. 

 

 Great stuff! 

 

 So let’s continue by discussing the challenges I gave you at the end of the last chapter. 

You were asked, as usual, to choose a BUY, SELL, or HOLD for 4 charts... 

Chart 1: 

 
 

 Okay, so what you had here was a gap-down, followed by a little downward channel 

before bouncing off into an upwards channel… 

 

 



Here’s what happened next: 

 

This was the chart for Linkedin (LNKD). The section of it I gave you began on April 8th, 

so now look at the full chart around the area of April 8 to June 17 (the part of the chart I gave 

you for your assignment), and see what happened next… 

 

 
 

 If you decided to buy you’d have made a profit. How did you know to buy? I mean, there 

was a big red selling volume bar right in the middle of that chart, wasn’t there? Didn’t that heavy 

selling, perhaps by insiders, mean that LNKD was going down? 

 

 No. Remember: volume bars are not in themselves a reason to buy or sell anything, 

they’re only there to back up your price analysis and trend lines, particularly on a break out. 

Most importantly, remember that BUYING volume (grey bars) is really the only thing we’re 

interested in, because that shows how much conviction there was behind a price move. 

 

 So the Chapter here was to trust your trend lines and to ignore selling volume! And your 

trend lines would have shown you when that downward channel was broken. And then after that, 

you would have plotted a steady upward channel that resulted in a nice gap-up in early August… 

 



 
 

 That’s a valuable Chapter you just learned! Next chart, please… 

 

Chart 2: 

 
 A classic gap-up. See the tight, horizontal price channel (support and resistance) before 

the big buying volume spike? Text book stuff! Ah, but then the price started to drift down… 

 

 

 

 

 

 

 



Here’s what happened next: 

 

That was the chart for Yelp (YELP) from April 8 to June 2, and below is the full chart… 

 
 

 This one was a little tricky, but if you got it right and BOUGHT, you’d have doubled 

your money! What you had there was a nice gap-up, which is, as you know, a very good sign, 

and there was heavy BUYING volume so there was strong conviction behind it.  

 

Great. But then it dropped a little, and you could be forgiven for selling this stock instead 

of buying, ONLY remember that a gap-up on heavy buying volume is a very bullish sign, and 

the odds favor a climbing price, not a falling one! 

 

 So why the drop between May 20 and June 3? Who knows, but it did drop. But did it 

drop enough to justify bailing out on a stock with such bullish signs? 

 

 The rule is this: 

 

 After a gap-up (a powerful break out), or when resistance is broken, the old 

resistance line becomes the new support line, and provides support to the price. 

 



 So you wouldn’t have sold YELP after that drop between May 20 and June 3 unless 

it fell back down into the old trend line channel … 

 
  

 See above- when resistance is broken, it becomes the new support line. 

 

 Between April 8 and the gap-up on May 1, there was an overhead trend line of resistance 

at around the $28 mark. 

 

 The break out (gap up) broke the price up above that upper trend line of resistance, 

therefore that old line of upper resistance became the new lower level of support. So even though 

the price of YELP sank down after that gap-up, you shouldn’t have sold because it didn’t go 

down far enough for you to warrant selling it. 

 

 You’d have probably set a stop loss around $27, just under the new support line. Why? 

Because if it broke support, chances are that it would go further down. 

 

 So, after the break out/gap-up, YELP drifted down to its new support line and then 

bounced upwards. This is very common after break outs, and offers you a second chance to 

make the trade if you missed it at the point of initial break out! 

 

 If you see a break out, and you wished you’d have got on board, just wait for it to drift 

down and bounce off of its new support line, then get on board. 



 

 As you can see, YELP then enjoyed a steady upwards channel, right up to a new gap-up 

and even more gains. Well done if you bought! And Chapter learned if you sold!  

 

Next chart… 

Chart 3: 

 
 Again, a nice gap-up. This time it was after a tight ascending channel. But then we saw a 

heavy selling volume bar followed by some sideways action. So what did you do…? 

 

 

 

 

 

 

 

 

 

 

 



Here’s what happened next… 

 

 This was the chart for Tesla Motors (TSLA), one of the big success stories of 2013: 

 
  

 Remember, selling volume is to be largely ignored, so you should have ignored the big 

selling volume bar on May 14. And sideways action in the price isn’t a bad thing, it’s a healthy 

thing if it’s happening during a rising price. Think of it as a rocket refueling for the next leg up. 

 

 TSLA broke out at around $62, so that level became the new support. On this occasion 

there was no pull back in price back to the new support line, just a constant ascent, and that 

means this could be a powerfully rising stock. Now… 

 

 There is no reason to sell a stock that is continually rising. It’s fine to go sideways 

for a bit. But if the price breaks down below the previous support line, then you should sell. 

 

 

 

 

 

 

 



 Look at how many support and resistance lines formed as TSLA climbed higher: 

 

 
 

 See the pattern? Break out, pull back to old resistance line which then becomes new 

support line, and then another break out. A series of ‘price boxes’ formed, each box stacking 

higher than the last. This is the key to BIG wins. 

 

As I write, TSLA seems to be breaking a support line and signaling a SELL, but it was 

one heck of a ride if you’d have bought when you’ve been trained to, at the first gap-up- you’d 

have tripled your money. 

 

 All the time a stock is rising, ride it until it breaks through the latest support line. Only 

when that happens, sell and take your profits! 

 

 IMPORTANT CHAPTER: In other words, all the time those ‘price boxes’ are 

stacking higher, keep riding it upwards. BUT, when those ‘price boxes’ start tumbling, as 

we could see with TSLA there, SELL. 

 

 Next and final chart from last time… 

 

 



Chart 4: 

 
 

 So we had an ascending channel in June, then a drop in price on big selling volume, then 

some sideways action before a gap-up on heavy buying volume. What did you do…? 

 

Here’s what happened next. Lifelock (LOCK) is a small tech stock I began watching after that 

gap-up in early August… 

 

 
 



 You shouldn’t have been put off by the selling volume- volume bars are not our primary 

tool, they’re a secondary tool. And selling is to be largely ignored. This stock was a BUY.  

 

Look at those ‘price boxes’ piling up, and look at the price as I write: a nice gap-up to 

$15.82, into a new ‘price box’. This is what quality price action looks like… 

 

 
 

 When you start using your training and draw trend lines on a chart, out of chaos 

comes order.  

 

And are you starting to see what I mean by, “Buy high, sell higher?” 

 

CAUTION: Do not use volume spikes as a primary buying or selling indicator. They 

are there to back up what your trend lines are saying, they’re just one more clue on the 

treasure map. 

 

 

 

 

 

 



 So, that’s put all the pieces put together that we’ve covered so far. You should now be 

able to look at a stock chart and not be at all confused by everything you see here: 

 

 
 

 If it all looks a bit much, now is a good time to go back to Chapter 1 and reread up 

to this point. But if it all makes sense, let’s put some new clues on this treasure map… 

 

Ready Made Paths to Profit 
 

 So you know that a chart shows daily price action. Each day, after the market closes, that 

little stub protruding horizontally right from the vertical price bar shows that day’s closing price, 

the price when markets closed. That ‘closing price’ gets logged as the price for that day, as we 

see here in Lifelock (LOCK) when it closed at $15.82. During that day, the price went as high as 

$17, but the closing price was $15.82: 

 

 
 



Incidentally, can you see that the opening price was $15? On the vertical price bar 

representing today’s trading, the little sideways line pointing left is the price it opened at, and the 

one pointing to the right is the price it closed at. 

 

Okay, now pay close attention, we’re going to add some more symbols to our treasure 

map… 

 

Over a period of time, these varying daily closing prices can all appear to be a random 

jumble of numbers. One of the tools we use to cut through that apparent jumble and see a trend 

is, of course, a trend line. 

 

Another tool that will help us cut through the jumble of numbers is an average of closing 

prices, over time. I’m sure you know what an average is, we use them all the time to get a good 

grasp on something, to get a feel for the underlying meaning of a lot of data. Trading is no 

different! 

 

What we look at as traders is an average of prices for a past period. Simple enough. Only, 

because time is constantly ticking along, we want that average to be constantly updated, right? 

The average price of XYZ over the last 50 days, for example, will only be any good to us if that 

average price is constantly refreshed every day. 

 

So the average price of the past however many days is updated every day. Because of 

this, it’s called a moving average, or “MA” for short. 

 

Moving averages are an extremely useful tool for you. They’re like ready-made trend 

lines when you think about it! After all, a trend line and a moving average are kind of trying to 

do the same thing: decode a random jumble of numbers to interpret their meaning and where 

they’re headed next. This doesn’t negate the use of trend lines though, they’re just another thing 

backing up our analysis, a bit like volume bars. 

 



Now, the good news for us is that we don’t have to constantly get our calculators out to 

log the latest moving average every day! Computers do it for us. Even better, the moving 

average of your choice is available as an overlay on the chart. Each day, the latest moving 

average is plotted on a chart so you can see that in relation to today’s price. 

 

Therefore, you’ll be able to see if today’s price is above or below the average price 

of the last however many days. 

 

You’ll also be able to see which way the moving average is pointing, up or down, as a 

clue to where the stock is headed next. 

 

But which moving average should you use? It’s up to you, you could have the last 10 

days or the last 100 days, your choice. They will each tell you different clues. 

 

Obviously, the lower the number of days you’re looking at the average price, the 

shorter term the prediction. The bigger the number of days you’re looking at the average 

price, the longer term the prediction. 

 

For example, a 50 day moving average won’t tell you as much about the longer term 

trend as will the 150 day moving average. And a 150 day moving average won’t tell you as much 

about the short term trend as will the 50 day moving average. 

 

Because this is a moving average of the daily price, this is referred to as a daily 

moving average, or “dma” for short. If you were talking about the 50 dma, it means the 

moving average of the last 50 days of prices. 

 

So you can work with any “dma” that you like to get an idea of the trend of any stock, or 

even any market, commodity, or currency for that matter. And various traders have their 

favorites. But from my point of view, you only need to work with two… 

 

 



1. The 50 dma. 

2. The 150 dma. 

 

Of course, the 50 dma tells us the short term picture, and the 150 dma shows us the long 

term picture. I’ve found these two dma to be the most helpful, and in the case of the 50 dma, it’s 

the most closely watched by the markets. As you’ll see, the 150 dma isn’t so closely watched, 

and it’s like my secret weapon to ensure I’m always on the right side of the market! 

 

Enough chat, let’s see what a dma looks like when we add it to our chart, for this example 

of Linkedin (LNKD), with the moving average price of the last 50 days (50 dma) plotted: 

 

 
 

 So, as you can see, the moving average is presented as a line that smoothes out all the 

daily ups and downs so we can make some sense of what’s going on. You can see what a useful 

tool this by noticing how when LNKD was comfortably ABOVE the 50 dma, it just kept 

climbing higher. But when it started to dip BELOW the 50 dma, it ran into trouble. You can also 

see that the 50 dma started to flatten out at just about the time that LNKD started getting shaky. 

 

 The dma will tell you if the stock is above or below its average price, and which way 

the future is pointing. 

 



 IMPORTANT:  

THEREFORE: only buy stocks that are above their 50 dma AND where that 50 

dma is pointed upwards. 

 

 Notice how soon after the 50 dma turned upwards in mid-July that there was a gap-up a 

couple of weeks later!? The trend had changed, the price was in a steady uptrend, and above the 

50 dma. Around mid-July LNKD, had a lot going for it. 

 

 But it may come as a surprise to you to know that you could have predicted LNKD’s rise 

to glory with what you already know, and somewhat earlier… 

 

 
 

 Using what you already know, you could’ve predicted a rise for LNKD on July 8 as it 

broke the resistance level. The fact that it was above the 50 dma, holding above new support line 

(old resistance line), was simply more evidence for your case. My point being, once again, trend 

lines come first, everything else comes second. 

 

 

 Now I’m going to add the 150 dma, shown below in red… 

 



 
 

 Naturally, the more the number of days’ average price we’re looking at, the less closely it 

will resemble the short term picture. We’ll come back to the 150 dma later because it’s very 

useful if used correctly to get a bigger picture view. 

 

 But let me now show you an interesting phenomenon. It’s about what happens when the 

50 dma line crosses the 150 dma line. Take a look at what happened to Facebook (FB) when the 

50 dma crossed ABOVE the 150 dma: 

 

 
 

 This ‘cross up’ predicted higher prices ahead for FB. 

 



 Look what happened here with Freeport McMoran (FCX), once again when the 50 dma 

crossed ABOVE the 150 dma: 

 

 
 

 Once again, this was a predictor of higher prices ahead. 

 

 Now look at this the other way around, when the 50 dma ducks BELOW the 150 dma, 

with a ‘cross down’. Here’s what happened with Expedia (EXPE): 

 

 
 



 A good point arises above with EXPE. It took a while for the prediction to come good, 

but it did work. But only after the price went UP 10%. It can take a little while for a cross up 

or a cross down to work, but they most often do work.  

 

 Treat them as an alert, not as a buy or sell indicator in isolation. 

 

 This cross down predicted lower prices ahead for IBM (IBM): 

 
 

 In the IBM case, the cross down worked beautifully, allowing you to sell IBM at exactly 

the right time, but it won’t always. 

 

 CAUTION: Cross ups and cross downs are just another secondary tool to back up 

your primary tool of trend lines! Do not use them in isolation. 

 

 Okay, that’s enough of me talking, and there’s a lot for you to digest until next chapter. 

Let’s give you some practice charts to make predictions on, and that we can learn from next 

chapter. In each case, the 50 dma is the blue line, and the 150 dma is the red line… 

 

 

 

 



Chart 1: 

 

 
 

1. BUY, SELL, or NEITHER? 

2. In the BUY or SELL scenario, mark where would you place your stop loss. 

 

 

 

 

 

 

 

 



 

Chart 2: 

 

 
 

1. Draw lines of support and resistance. 

2. How many ‘price boxes’ can you draw? 

3. BUY or SELL? In either case, where is your stop loss? 

 

 

 

 

 

 

 



 

Chart 3: 

 
 

1. Mark the level at which point you would BUY and at what point you would SELL. 

2. In either case, where is your stop loss? 

3. Which moving average is this stock being most true to? And what does that tell you 

about what’s going on here? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Chart 4: 

 

 
 

1. Draw the current support level. If you wanted to sell this stock, mark where you 

would do so. Where would you put the stop loss? 

2. BUY or SELL? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Chart 5: 

 

 
 

1. If you were to set a trigger price to BUY, what price would that be? Where would 

your stop loss be? 

2. If you were to set a trigger price to SELL, what price would that be? Where would 

your stop loss be? 

3. Without any trigger price involved, BUY or SELL here? 

 

 

 

 

 

 



 

 

 

 

 

 

CHAPTER FIVE 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you. 

 

Are You $37,970 Better Off Since Last Time? 
 

 Using only what you’ve learned so far, here’s how you could have been $37,970 better 

off since last chapter… 

 

 A simple trend line was drawn at that time for Tesla Motors (TSLA) at the top of this 

chart: 

 

 
 

 TSLA broke that support line a month ago from writing this, which would have told you 

to SELL. If you’d have sold TSLA on October 30th for $10 a point, let’s see what would have 

happened. Here’s the current chart for TSLA as I write this: 

 



 
 

 TSLA went down to $121.25. You’d have made $37,970. Even if you’d have only done 

that for $1 a point, you’d have made $3,797. 

 

 Easy money. And it’s not exactly rocket science, is it? 

 

Keep Calm and Carry On 
 

Don’t worry, I know there’s a lot to take in, but at the end of the course I’m giving you it 

all broken down into a simple 1-2-3 step instruction sheet that covers it all. But to get to that 

stage you need to understand what is behind those steps. Before I set you loose with your very 

own treasure hunts, I want you to be fully ready. And that means understanding and practice. 

 

 If you passed the updated Knowledge Recap quiz at the end of this Chapter, you’ve come 

an incredibly long way! 

 

 Take a look at this chart that follows and consider everything you know already. Just a 

few months ago this would have looked like a load of complicated garble, but you’re slowly 

unlocking the code… 



 
 

 And last chapter we took things further by adding another clue to the treasure map as we 

looked at ‘moving averages’ and how they help you.  

 

As you can see below, even if you hadn’t drawn a trend line for TSLA, the (blue) 50-day 

moving average (50 DMA) would have told you to sell. Failing that, the lower of the moving 

averages lines shown below, the 150 DMA was telling you to sell once it was breached: 

 

 
 

 Excellent, so now let’s review last chapter’s challenges, and learn from them as we go. If 

you didn’t get a chance to take these challenges, it’s not too late. The more you train your eyes 

to ‘see’ these patterns, the better you will become. So practice… 



Learning from Last Chapter’s Challenge 
 

 So, as usual, I’ll show you the assignment first, and then we’ll answer it… 

 

Chart 1: 

 

 
 

3. BUY, SELL, or NEITHER? 

4. In the BUY or SELL scenario, mark where would you place your stop loss. 

 

Here’s the full chart of what was Silver Wheaton (SLW): 

 



 
 

I know, trick question! So what we had here was a ‘cross up’, as the 50 dma went above 

the 150 dma, and as we saw last time, that can be a bullish sign. But if we drew trend lines here, 

as we always should, the picture was a different one: 

 

 
 

 SLW was in a downtrend, not a clear one because it has a horizontal base, but the upper 

line was pointing down. Also look at the (red) 150 dma line- pointing down. 

 

 Remember: cross-ups and cross-downs are useful tools, but they are secondary 

tools. Trend lines are primary. 

 



 So to answer the question, what would I have done with this chart? Probably nothing due 

to conflicting signals- doing nothing is ALWAYS an option!  

 

And to answer the second part of the question, the stop loss for a BUY would be just 

under that bottom line of support that’s around $24, so stop loss set at $23.50. If I had planned to 

SELL this stock, I would have done so IF it had broken down to $23.50, because that break 

down should signify lower prices ahead. 

 

An excellent challenge to learn from. As you can see, there are a number of factors to 

consider, but just priorities and stick with the most meaningful factors in play. And don’t ever be 

afraid to do nothing if the chart is confusing, conflicting, or not telling you anything and 

tempting you to see things that aren’t there! 

 

Chart 2: 

 

 
 

4. Draw lines of support and resistance. 

5. How many ‘price boxes’ can you draw? 

6. BUY or SELL? In either case, where is your stop loss? 

 

 



Here’s the full chart of what was Sanchez Energy (SN): 

 

 
 

 So this was a stock that appeared to be headed UP, and what merely backs that up is that 

we have a ‘cross-up’ going on, as the (blue) 50 dma goes above the (red) 150 dma. And I could 

find TWO ‘price boxes’: 

 

 
 

 And, based on what we could see in the snapshot, one would probably BUY this stock. 

And my stop loss would be just below the current line of support. And as you can see, in mid-

August, that stop loss would have been triggered, even though the ultimate story for SN turned 

out well.  

 



 With that volume spike and continued price boxes piling higher in mid-September, you 

may have decided to re-enter the trade and made a profit. 

 

 It doesn’t always go exactly to plan! But what treasure hunt ever does? So be prepared for 

that, stay flexible, and don’t get upset if sometimes things don’t do what they’re ‘supposed’ to. 

There is no ‘supposed’ to. But if you stick to the rules I’m teaching you, when to buy, when to 

sell, and using stop losses, all will work out, overall. 

 

 Another excellent practical Chapter. Next chart… 

 

Chart 3: 

 
 

4. Mark the level at which point you would BUY and at what point you would SELL. 

5. In either case, where is your stop loss? 

6. Which moving average is this stock being most true to? And what does that tell you 

about what’s going on here? 

 

Here’s the full chart of what was the S+P 500, the major US market index: 

 



 
 

 As we can see, the market is oscillating above and below the (blue) 50 dma, and staying 

above the (red) 150 dma. To your newly trained eyes, you should have seen a channel here… 

 

 

 
  

So, based on that, you would have set a BUY at around 1,745 (as it broke out of the 

channel), and a SELL at around 1,640, (as it broke below the channel). As it turned out, your 

‘BUY trigger’ would have activated, and you’d be in profit, as the market continued rising. 

 

Your stop loss in either case would have been just inside the channel. In the BUY case, 

1,730. In the SELL case, 1,660. So as you can see, when you do things this way, a stop loss is 

not a fixed percentage- it’s an exact number, and not that far from your entry price on the trade, 

so risk is very low indeed. But upside is unlimited! 



 

The moving average that the market is being most true to is, of course, the (red) 150 dma. 

The price is cutting above and below the 50 dma, but it refuses to go below the 150 dma. What 

that tells us is that the shorter term picture (based on the 50 dma) is somewhat unclear. But the 

longer term picture is definitely going higher because the market is staying ABOVE the 150 dma 

AND that 150 dma line is pointing UP. These were our clues that the market would eventually 

break upwards out of this channel. 

 

Remember: there are two things we’re looking at with moving averages… 

 

1. Is the stock price ABOVE or BELOW it? 

2. Is the moving average line pointing UP or DOWN? 

 

 

Chart 4: 

 

 
 

3. Draw the current support level. If you wanted to sell this stock, mark where you 

would do so. Where would you put the stop loss? 

4. BUY or SELL? 

 

Here’s the full chart of what was Buffalo Wild Wings (BWLD): 

 



 
 

 The current support level is drawn here. So if you wanted to sell this stock short, your 

stop loss would be a level just BELOW the current support level: 

 

 
 

 But would you sell this? Or buy it?  

 

BUY, for these reasons: 

 

1. BWLD was ABOVE both the 50 dma and the 150 dma, and both averages were pointing 

UP. 



2. A large buying volume spike on August 1st, and that buying volume pushed BWLD up 

into a new price box. We want to see that kind of thing. 

3. BWLD had formed an upward channel after that volume spike. 

 

So it was a BUY. And if you’d have bought BWLD you’d have bought at around $110, 

and then it went to $141. So that’s 3,100 points profit. Ker-ching! This one was a great way to 

bring together a lot of the different things you’ve learned. 

 

Chart 5: 

 

 
 

4. If you were to set a trigger price to BUY, what price would that be? Where would 

your stop loss be? 

5. If you were to set a trigger price to SELL, what price would that be? Where would 

your stop loss be? 

6. Without any trigger price involved, BUY or SELL here? 

 

 

 



Here’s the full chart of what was Applied Materials (AMAT): 

 

 
 

 Your trend lines would have shown a clear channel of support and resistance, so your buy 

and sell points would have been set just above or below those lines respectively. As you can see, 

it was our SELL trigger that got activated: 

 

 
 

 As before, your stop losses for each would have been back inside the channel. 

 



 Without any trigger, would you have bought or sold? Your answer would have been 

“neither”. But if forced to, you would probably have bought this stock based on the fact that 

AMAT was above its 150 dma and 50 dma, and that both averages were pointing UP. 

 

 BUT, a horizontal channel of support and resistance like that is to be taken seriously 

because it represents a situation where prices can go either way.  

 

Trend lines come first, moving averages are a secondary tool to back up (or not) 

your trend lines. 

 

 Now that’s a great chart review to move on to this chapter’s new material, because it 

highlights an important secret you can profit from… 

 

Profit from The Pullback 
 

 Let’s take a closer look at what happened with AMAT: 

 

 
 

 So, we had set a SELL trigger at just below the support line, something like the $17 area. 

Then, as expected when AMAT broke its support line, it continued down, putting us slightly in 

profit as it sunk to $16.75. But look up at what happened then… 



 

 AMAT then went UP, right back to that old support line, which should in theory now 

become the new resistance line. 

 

 After a stock breaks out, up or down, from a major trend line, in most cases the 

price will return to the old trend line before continuing on its path, up or down. 

 

 These situations offer you a second chance to get in on the trade AND a safer place 

to enter the trade. 

 

 Personally, I love pull backs. And I find them to be fairly inevitable with stocks that 

aren’t moving at lightning speed. If you see a break out that you’ve missed, just wait for the 

pullback, and then get on board! 

 

 The S+P 500 recently made a few pull backs before motoring higher: 

 

 
 

 

 

 

 

 

 



 So did Microsoft, twice: 

 
 

 So did Freeport McMoran, in a more drawn out way: 

 

 
 

 But beware, in some cases this pull back continues back like we see with WLT below, so 

set a tight stop loss just inside the old channel. 



 
 

 Something I’m starting to make you aware of is that it’s okay to be wrong a few times, 

because our stop loss will be so tight, and because we will ride our winners as long as possible. 

When you do this, it’s perfectly possible to even be wrong more times that you’re right and still 

make a tidy sum! 

 

 But wait a second. Take a look up at that chart of WLT again. We might be witnessing a 

different kind of break out and pull back: a break out above the (red) 150 dma, followed by a 

pullback to the 150 dma. Can you see? 

 

 
 



 So let’s give WLT the benefit of the doubt here, after all we have a ‘cross up’. But, if it 

so much as flinches below that 150 dma, we would sell. 

 

 So that’s a pull back after a break out, a fairly predictable event that you can profit from. 

Now let’s talk more about moving averages… 

 

The Bigger Picture 
 

 I’m about to reveal a MAJOR secret. This simple secret alone will drastically improve 

your chances of profits if you used nothing else! So please pay close attention, or take a break 

and come back with fresh eyes…  

 

To recap, let’s briefly review what a moving average is… 

 

Over a period of time, varying daily closing prices can all appear to be a random jumble 

of numbers. One of the tools we use to cut through that apparent jumble and see a trend is, of 

course, a trend line. 

 

Another tool that will help us cut through the jumble of numbers is an average of closing 

prices, over time. I’m sure you know what an average is, we use them all the time to get a good 

grasp on something, to get a feel for the underlying meaning of a lot of data. Trading is no 

different! 

 

What we look at as traders is an average of prices for a past period. Simple enough. Only, 

because time is constantly ticking along, we want that average to be constantly updated, right? 

The average price of XYZ over the last 50 days, for example, will only be any good to us if that 

average price is constantly refreshed every day. 

 

So the average price of the past however many days is updated every day. Because of 

this, it’s called a moving average, or “MA” for short. 

 



Moving averages are an extremely useful tool for you. They’re like ready-made trend 

lines when you think about it! After all, a trend line and a moving average are kind of trying to 

do the same thing: decode a random jumble of numbers to interpret their meaning and where 

they’re headed next. This doesn’t negate the use of trend lines though, they’re just another thing 

backing up our analysis, a bit like volume bars. 

 

Now, the good news for us is that we don’t have to constantly get our calculators out to 

log the latest moving average every day! Computers do it for us. Even better, the moving 

average of your choice is available as an overlay on the chart. Each day, the latest moving 

average is plotted on a chart so you can see that in relation to today’s price. 

 

Therefore, you’ll be able to see if today’s price is above or below the average price 

of the last however many days. 

 

You’ll also be able to see which way the moving average is pointing, up or down, as a 

clue to where the stock is headed next. 

 

But which moving average should you use? It’s up to you, you could have the last 10 

days or the last 100 days, your choice. They will each tell you different clues. 

 

Obviously, the lower the number of days you’re looking at the average price, the 

shorter term the prediction. The bigger the number of days you’re looking at the average 

price, the longer term the prediction. 

 

For example, a 50 day moving average won’t tell you as much about the longer term 

trend as will the 150 day moving average. And a 150 day moving average won’t tell you as much 

about the short term trend as will the 50 day moving average. 

 

Okay, all clear? Great. 

 



So all the charts we’ve been using so far have shown DAILY price action. Each of those 

little vertical bars represents ONE DAY of price action. 

 

Because of that, those charts are referred to as the DAILY chart, because they show price 

action day by day, like so: 

 

 
  

 For shorter term trading, and for better clarification of price points, the DAILY chart is 

great. But of course the weakness with this is that we’re not looking at the bigger picture of what 

the stock is doing. 

 

So now I’m going to introduce you to a different kind of chart. Don’t panic though, 

everything will appear exactly the same to what you’re used to. Just imagine looking at the same 

thing over a longer time period so we can gauge what the longer term trend is. 

 

The charts we’ve been using are DAILY charts. So now let’s take a look at the WEEKLY 

chart. In a WEEKLY chart each of those little vertical bars is a single week instead of a single 

day. In this way we can see a wider time frame as well as ignore some of the day to day ‘static’ 

from the charts. 

 



Weekly charts are the very first place we look when considering a trade because 

they tell us the bigger picture! 

 

Think of the daily chart as the waves on the surface of the ocean, and the weekly chart as 

the current under the ocean. Waves will affect you, but ultimately it’s the current of the ocean 

that will be the biggest influence. 

 

So let’s take a look at a weekly chart now: 

 

 
 

 On the surface, all appears to be as you already know. Only look at the time scale along 

the bottom- we now have 3 YEARS of history to look at!  

 

 That curvy line you see there is our old friend, the 150 daily moving average. Only 

because we’re now looking at a WEEKLY chart, we refer to moving averages as WEEKLY 

moving averages (WMA) not daily moving averages. They mean the same thing as before, just 

different terminology for a different perspective. 

 

 And because there are 5 trading days in a week, the 150 dma is now called the 30 wma on 

this chart.  

 



30 weeks = 150 trading days. 150dma = 30 wma. Get it? 

 

 So that curvy line on the weekly chart is the 30 wma, and that appears as the 150 dma on 

the daily chart. All we’ve done here is ‘zoom out’ from the charts we’ve looked at previously. 

 

 All previous rules are the same here. It’s just a different view than before, a bigger 

picture view. 

 

 So why would we look at a weekly chart? To unlock a major piece of the ‘code’ behind 

every single stock… 

 

An Eerily Repetitive Pattern  

 

Almost all stocks follow a remarkably repetitive pattern, big-name stocks especially, 

which is superb because big-name stocks are very low risk! This pattern constantly plays out 

with alarming regularity over time: 

 

Stocks continuously rise and fall. Up and down. In and out of favor. 

 

 There are four stages to the cycle, actually….  

 

It’s as if stocks have four seasons, like spring, summer, winter, and autumn. 

 

 Most people, even most professionals, are blind to these ‘seasons’ that stock prices go 

through. They blindly buy in a stock’s ‘winter’ or ‘autumn’ (declining prices) without even 

knowing their mistake… 

 

 The secret is knowing when a stock is having its ‘summer’, its up-phase, and riding it 

through to ‘autumn’ before selling it. We only want to own a stock for its ‘summer’… we live 

an eternal summer. We don’t hold on to stocks through the other ‘seasons’, we are fair-

weather stock traders. 



 

If you’d have possessed this timeless secret to buying stocks when they’re having their 

‘summer’, their up-phase, you’d have ridden these stocks and flipped them for profit. 

 

Let me show you what I mean with a few charts. I’ve written on the charts where their 

‘four seasons’ can be seen to occur so you can know what I’m referring to. I’ve also used smooth 

lines, not price bars, so I can demonstrate the pattern more clearly. 

 

Would you believe these stocks are all entirely different companies? But their three-year 

price charts look almost identical…! 

 

Citi Bank  

 

 

 

 

 

 

 

 

 

 

 

 



NetFlix: 

 
 

Green Mountain Coffee Roasters: 

 
  

 

 

 

 

 

 

 

 

 

 



You can see the same thing happening for each of these stocks: 

 

 

The ‘autumn’ phase: 

The upwards surge in price from the previous summer has run out of steam, the price 

will start moving sideways, then eventually point downwards. Good news about the 

stock is usually everywhere at this time, so the unwary investor often buys here, right 

before ‘winter’… 

 

The ‘winter’ phase: 

This is the plummet that hurts many people- the stock falls until it’s run out of gravity, 

and hits the bottom, often way lower than people expect. All the way down people will 

try to buy back in, thinking they’re getting a bargain, only to be disappointed. And by 

the way, you can make money from this ‘season’ too, so bear markets make no 

difference…! 

 

The ‘spring’ phase:  

A stock is bouncing along sideways, regrouping and renewing, after the recent descent. 

Eventually it will start to push upwards out of this sideways renewal phase… 

 

The ‘summer’ phase: 

The stock is back in favor, and it soars upwards, putting money in the pockets of savvy 

traders. That would be YOU. 

 

 

 The repetition of this pattern is spooky, and very profitable for those who use it to 

their advantage! 

 

 Most people are unaware this patterns exists, so they buy and sell at completely the 

wrong times, usually on a whim, and they put their resultant failure down to bad luck. Look back 

at those charts I just showed you.  

 

Do you think ‘luck’ and random chance is playing a part here? Those charts don’t look 

very random to me, they look like they’re following a script! 

 



A ‘script’ that continually rewards those who know this secret and punishes those who 

don’t. 

 

 In the next chapter we’ll look more closely at this pattern, and show you how to make 

sure you only ever trade in ‘summer’. Meanwhile, this chapter’s challenge that we’ll review next 

chapter involves you identifying which ‘season’ each of these stocks are in… 
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Updated Knowledge Recap: 
 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 
 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 



 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

• You should know what resistance and support is, and what happens when a stock rises 

above or below them… 

 
 

• You should know what ‘price boxes’ are, how to spot them, and how to take advantage of 

them… 

 
 

• You should know what a moving average is, what they mean, and how to take advantage 

of them… 



 
 

• You should know what a ‘cross up’ and a ‘cross down’ is, and how to take advantage of 

them… 

 
 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

 

No, you’re not 100% with those topics? 

 

If you don’t understand those topics we just reviewed, then with respect, you have 

not been reading the previous Chapters properly or you haven’t taken the time to absorb 

the information properly. It’s not enough to flick through or even to just read, you need to 

understand. It will be worth your trouble! 

 

GO BACK AND STUDY THE PREVIOUS CHAPTERS BEFORE GOING ANY 

FURTHER IF YOU DIDN’T PASS THAT RECAP TEST. 
 

Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you. 

 

 



Getting The Edge 
  

 Why we here? One simple word: EDGE. 

 

 You’re here so you can get an edge, because when you have an edge, and ONLY when 

you have an edge, you can beat the casino and rob banks legally. And when I say ‘edge’ I mean 

it quite literally from a professional point of view. Both professional traders and professional 

gamblers alike understand that the name of the game is to consistently use an edge to swing the 

odds of winning drastically in their favor. 

 

 When I give you my 1-2-3 step instruction sheet later in the course, and I let you loose to 

begin making money, you will need to appreciate that what you’ve been given is an edge, and 

that to use that edge to win you’ll need to stick to a proven system.  

 

 Your emotions are the enemy. Right now perhaps, you’ll hear voices in your head, 

pulling you this way and that, judging, nagging, doubting, criticizing...  

 

 You need to silence those voices. NOW. 

 

 Not just in trading, those voices will ruin everything for you. Become disciplined and 

logical. Ignore your ‘gut’, follow these rules consistently, however much you like or dislike what 

these rules make you do. Whether the system tells you to buy a stock of a company you think is 

lousy, or whether the system tells you to sell stock of a company you love, you have to ignore 

those voices because they will get you into trouble. Trust me, I speak from long experience! 

 

 Every single thing I’m explaining here is boosting your EDGE ever more, soon to the 

point when it will be virtually impossible to fail IF you stick to the rules and ignore your 

emotions. 

 

 And last chapter I introduced you to a BIG edge. An edge that gives you a big picture 

view, which is something even many professional investment managers fail to see. 



 

 What we’re discussing now is the very first step of what will be your 1-2-3 step 

instruction sheet I’ll give you later on in the course! 

 

 So here’s a very quick but crucial recap of what we said last time: 

 

 For shorter term trading, and for better clarification of price points, the DAILY chart is 

great. But of course the weakness with this is that we’re not looking at the bigger picture of what 

the stock is doing. Just imagine looking at the same thing over a longer time period so we can 

gauge what the longer term trend is. 

 

The charts we’ve been using are DAILY charts. So now let’s take a look at the WEEKLY 

chart. In a WEEKLY chart each of those little vertical bars is a single week instead of a single 

day. In this way we can see a wider time frame as well as ignore some of the day to day ‘static’ 

from the charts. 

 

Weekly charts are the very first place we look when considering a trade because they 

tell us the bigger picture! 

 

Think of the daily chart as the waves on the surface of the ocean, and the weekly chart as 

the current under the ocean. Waves will affect you, but ultimately it’s the current of the ocean 

that will be the biggest influence. 

 

So let’s take a look at a weekly chart now: 

 



 
 

 On the surface, all appears to be as you already know. Only look at the time scale along 

the bottom- we now have THREE YEARS of history to look at!  

 

 That curvy line you see there is our old friend, the 150 daily moving average. Only 

because we’re now looking at a WEEKLY chart, we refer to moving averages as WEEKLY 

moving averages (WMA) not daily moving averages. They mean the same thing as before, just 

different terminology for a different perspective. 

 

 And because there are 5 trading days in a week, the 150 dma is now called the 30 wma 

on this chart.  

 

30 weeks = 150 trading days. 150dma = 30 wma. Get it? 

 

 So that curvy line is the 30 wma, and that appears as the 150 dma on the daily chart. All 

we’ve done here is ‘zoom out’ from the charts we’ve looked at previously. 

 

 All previous rules are the same here. It’s just a different view than before, a bigger 

picture view. 

 



Almost all stocks follow a remarkably repetitive pattern, big-name stocks especially, 

which is superb because big-name stocks are very low risk! This pattern constantly plays out 

with alarming regularity over time: 

 

Stocks continuously rise and fall. Up and down. In and out of favor. There are four 

stages to the cycle, actually. It’s as if stocks have four seasons, like spring, summer, winter, 

and autumn: 

 

 
 

This pattern above will present itself in different ways for different stocks and markets, 

the pattern rhyming more than repeating, but the characteristics are always the same: After a nice 

ride upwards, a leveling off as the buying momentum loses steam. Then a drop as people lose 

interest. And then, only when the selling momentum has exhausted itself, a leveling off for a 

while until buyers start to show up again and the whole thing starts over. 

 

Yes, it may sound odd and sentiment-driven, but sentiment is what drives markets, 

even with professionals. And sentiment is powerful- NEVER stand in the way of it, only go 

with its flow of its energy. This is the key to steady and fast profits. 

 

This powerful secret will always ensure sentiment is on your side, and this will save your 

ass if you get your trend lines and/or timing wrong when you do your trend lines on the shorter-

term daily chart you’ve previously worked on. 

 



So now let’s review last chapter’s challenges, and learn from them as we go. If you didn’t 

get a chance to take these challenges, it’s not too late. The more you train your eyes to ‘see’ 

these patterns, the better you will become... 

 

Learning from Last Chapter’s Challenge 
 

 So here was our first chart- Basic Energy Services (BAS). What ‘season’ is it in? Look 

back to mid-2011 and we can see that this stock was as high as $37 back then. It ran out of 

buying energy some time in mid-2011 as it leveled off before a big drop that ran for a year 

before finally leveling off again. In November 2013 it appears to be picking up buyers again as 

we can see from the big surge upwards in October 2013, currently doing the customary pullback 

that we talked about last time. What season is BAS in…? 

 

 

Spring… 
 

 Yes, spring. Just like the season, it appears new life is entering this stock. Okay, listen 

carefully. Here are the tell-tale signs of a stock in spring: 

 

1. The 30-week moving average (30 wma, the curvy line) is essentially FLAT. It’s wavering 

up and down, but it’s not decisively pointing one way or the other.  

 



2. The price and moving average are in the BOTTOM half of the chart. This is because the 

chart is also showing you higher prices previously, so logically, a winter is behind us. 

 

3. The price is oscillating ABOVE AND BELOW the 30 wma. It’s finding its feet again as 

buyers and sellers get into equilibrium once more. 

 

4. If you were to draw your trend lines in spring, you’d often have sideways channels, 

support and resistance, becoming more and more defined the longer spring continues. 

 

5. Volume settles down as volatility dries up, but later in spring volume will pick up again- 

this is a good sign that summer could be around the corner. 

 

6. Note: spring can go on for a while- months or even years, so don’t try to second guess a 

summer and buy too early! You could have a long and frustrating wait. 

 

Okay, next chart was of Microsoft (MSFT). I chose this one to show you that the pattern 

doesn’t always follow the classical one...  

 

 

 

 

 

 

 

 

 

 

 

 

 



So it looks as though MSFT had a spring that lasted all through 2011, and then around 

December, spring turned into summer with a big gap-up from a sideways channel (sound 

familiar!?). Then sideways for a bit before a drop in late 2012, but the fall wasn’t a big one, and 

a new summer-phase began in early 2013. So what season is MSFT in…? 

 

 

Summer… 
  

MSFT looks on a tear, trending upwards, enjoying summer. Sentiment and momentum are 

pushing the stock higher. Okay, once again, listen closely as I explain the classic traits of a stock 

in its summer-phase: 

 

1. The 30 wma is clearly pointing UP. No debate about this direction, clearly pointing 

skyward. 

 

2. The price and moving average are at the TOP of the chart. Because lower prices are 

behind us. 

 

3. The price is ABOVE the moving average, meaning buyers are clearly in control. 

 

4. Volume can be heavy, often with buying volume spikes and gap-ups. 

 



5. You’ll see a series of ‘price-boxes’ that we discussed in a previous Chapter. This can 

look like an upwards staircase.  

 

6. Interestingly, the news about a stock in summer is often indifferent or even negative! 

 

Next chart was for Silver Wheaton (SLW)… 

 

 SLW looks the mirror opposite of MSFT, doesn’t it? After oscillating above and below 

the moving average for a long while, in March of 2013, selling picked up in a brutal way. What 

season is this…? 

 

 

Winter… 
 

 The only traders who like this pattern are those that shorted the stock! And you can be 

one of them, as I’ll show you later on. You can make as much money from winter as you can 

from summer, only much faster.  

 

Remember, without much buying going on, stocks will fall from their own weight, as 

if gravity somehow applies.  

 

 



Now, here are the tell-tale signs of a stock in winter: 

 

1. The 30 wma is clearly pointing DOWN. A steep down-angle must be seen. 

 

2. The price and moving average are at the BOTTOM of the chart because higher prices are 

behind us. 

 

3. The price is BELOW the moving average as sellers are clearly in control. 

 

4. To many, the stock will appear cheap, and people who fancy themselves as clever 

contrarian investors often show up here, only to get burned. NEVER BUY A STOCK IN 

ITS WINTER!! Unless you want to get rid of money, that is. 

 

On that last point, it regularly puzzles me how often I see stock tipsters recommending 

stocks that are clearly in their winter, presumably because they assume a big drop must mean the 

stock is cheap and will soon turn around. 

 

Remember: momentum and sentiment is powerful, and do not get in the way of it. Prices 

can go lower than you think possible. If a stock is ‘cheap’ it’s for good reason! 

 

 Repeat after me: 

 

 “I will never again buy a stock in its winter-phase. I will only short stocks in winter. 

Likewise, I will never short a stock in its summer-phase. I will only buy stocks in summer. I 

say this because I like money and don’t want to give it away.” 

 

 Okay, so one season left. Let’s see how it fits into the chart for homebuilder, Toll 

Brothers (TOL)… 

 

 

 



 So, after a nice ride upwards, TOL has evidently leveled off, sideways. What season is 

this…? 

 

 

Autumn… 
 

Yes, it could be spring were it not for the fact that it’s in the UPPER part of the chart. 

Autumn is a season where you need to sit on the sidelines and WAIT. Here are the tell-tale signs 

of a stock in autumn: 

 

1. Like spring, the 30 wma is essentially FLAT. 

 

2. The price and moving average are at the TOP of the chart because higher prices (from the 

summer-phase) are behind us. 

 

3. The price is oscillating ABOVE AND BELOW the moving average as buyers and sellers 

are in a tug of war, and indecision reigns. 

 

4. Volume picks up, both buying and selling. 

 

5. News about the company here is often excellent (when it’s too late!). 

 



6. It’s not a given that winter follows this pattern! It’s most common but not guaranteed, 

which is why we sit on the sidelines. Autumn could be a new spring in disguise. We will 

know which by the direction the stock breaks out of this channel in. DO NOT SECOND-

GUESS WHAT HAPPENS AFTER AUTUMN. On Planet Stock Market, winter does not 

necessarily follow autumn. 

 

 

So that’s the four seasons identified, and a powerful tool that is! Now, if you wanted a 

quick and easy way to know what to do when you look at a weekly chart of anything (which you 

will now always do before EVER opening a trade), think of it like this: 

 

 If the 30-week moving average… 

Is flat, stay sat. 

 Points at the sky, bet high. 

Points at the ground, bet down. 

 

 That’s a very simplistic way of figuring out your overall strategy for any given moment, 

which can only ever be one of three options: BUY, SELL, or DO NOTHING. Remember: doing 

nothing is very much a trading strategy when required! And the weekly chart will decide this for 

you, which is an incredible asset that even most pros don’t use. 

 

 Which raises an excellent point… 

 

Step One: What Season is The Overall Market in? 
 

 As I’ve explained, in the final Chapter I’ll be presenting you with a 1-2-3 step instruction 

sheet to follow, but I’ll tell you what the first step is now. Step One is to find out what season the 

overall stock market is in… 

 

 Let me explain. Remember, what we’re doing is increasing your edge as much as 

possible so we can take the house. The more we can get going in your favor, the better. And one 



of the most powerful (but most basic) edges you can get is being in synch with the overall stock 

market. When I speak of the ‘overall’ stock market I’m talking about the big, representative 

stock indices such as the Down Jones and S+P 500 in the USA, and the FTSE-100 in the UK, 

and so on. The UK market and many others pretty much follows the USA market, so the index 

we will consider to be the ‘overall’ stock market is the S+P 500.  

 

 So we want to trade ‘in synch’ with the S+P 500 stock market. This is VERY 

important. We want to swim in the same direction as the underlying current! 

 

 So should our OVERALL strategy at any given time be to BUY, SELL, or DO NOTHING? 

You should be sticking to only one at any given time! The answer to this question is to figure out 

which season the S+P 500 is in. 

 

 If the S+P 500 is in its summer, look for stocks to BUY. 

 If the S+P 500 is in its winter, look for stocks to SELL (short). 

 If the S+P 500 is in its autumn or spring, DO NOTHING. 

 

 But couldn’t that mean that you don’t do any trading for months on end?? 

 

 Absolutely. We’re here to make money, not occupy ourselves! You will more than make 

up for this in summer or winter. Make your money in those times, and you won’t need to trade in 

the others! Enjoy the time off… 

 

 Being in-synch with the underlying market trend gives you a massive edge. You could 

have bought the best stock in the world, but even that stock will be dragged down or held back if 

the overall market is falling.  

 

 

 

 

 



The Big Picture Advantage 
 

 So let’s put the pieces together. Most of what you’ve learned this far has been working 

with the chart of a DAILY stock price. These charts cover about a six-month period, and each 

vertical price bar (check the knowledge recap at the end of this Chapter!) is a single day. 

 

 You’ve learned how to use trend lines and moving averages on that daily chart to predict 

which way a stock will move next. Support and resistance, gap-ups, channels, price boxes, etc. 

(check the updated knowledge recap at the end of the Chapter). 

 

 But all that was on the shorter term, daily chart. Then we ‘zoomed out’ and looked at a 2-

3 year period with the WEEKLY chart, where each vertical price bar represented a week instead 

of a day. And by looking at this ‘bigger picture’ perspective, we’re able to, well, see the bigger 

picture. Specifically, we’re able to see which ‘season’ a stock or a stock market is in, so we can 

see what the underlying, longer-term trend is. 

  

 And that’s powerful. If we establish the ‘season’ the S+P 500 is in, we know if we’re 

looking for stocks to buy or stocks to sell or if we’re not looking for any stocks at all… 

 

 Once we know that, then we can find specific stocks to trade. And we can narrow down 

our choice by finding stocks that are in the appropriate ‘season’.  

 

Once we’ve accomplished that, we can zoom back in and use that shorter term daily chart 

that covers a shorter period, so we can get our short term timing right. 

 

But by always being in-synch with the market, and in-synch with an individual 

stock, you have a lot going for you. This will usually bail you out of trouble if you ever have 

a short-term timing error when you open a trade. 

 

Let’s take an example. Supposing you assess that the S+P 500 index is in its summer-

phase. This would make our strategy one of looking for stocks to BUY, yes? Okay, so then we’re 



looking for stocks that are also in their summer-phase, right? Because summer is the best time to 

buy. 

 

So what if the S+P 500 was in its winter? What kind of stock would you be looking for? 

 

You’d be looking for stocks to sell (go short). And you’d find those by looking for stocks 

that are also in their winter phase. And remember, the (long-term) weekly chart is where you can 

spot the ‘seasons’. The (short-term) daily chart is where you figure out where to actually enter 

the trade, using your trend lines etc. 

 

Go with the flow, and you have a massive edge… 

 

Imagine you were drawing trend lines on your short-term daily chart, like you’ve been 

shown to. You notice a stock breaking below a trend line, giving you the indication to SELL. 

BUT, if the S+P 500 stock market was in its summer-phase, would you still sell? 

 

No, you shouldn’t. You’d be looking for reasons to BUY, because you want to be in 

synch with the overall market. 

 

Make sense? 

 

Now let’s take things further. How do we know when the seasons are changing? 

Wouldn’t it to be better to buy in early summer rather than late summer? Wouldn’t it be better to 

sell in early winter than late winter? 

 

Where the Seasons Turn is Where The Money is Made 
 

 As you saw when we talked about break outs from trend lines, money is made when 

we successfully identify a change in the trend.  

 



Identifying this change of trend allows us to get in early and ride it for maximum profit. 

The same thing applies with these ‘seasons’- we can identify big picture shifts in the trend of 

stocks and the overall market itself.  

 

 So here’s an introduction on how to identify a change of season, and hence, opportunities 

(we’ll go over this in more detail In the next chapter, but these are the basics)… 

 

Buy in ‘Summer’ ONLY 
 

 Firstly, we need the following basic conditions to be in place for both the S+P 500 and 

the stock we’re looking at buying: 

 

1. The 30-week moving average line is clearly pointing UP. No debate about this direction, 

clearly pointing skyward. 

 

2. The price is ABOVE the moving average, meaning buyers are clearly in control. 

 

Next, we need to ensure we’re buying in early summer, so we have maximum upside. 

But no so early that we jump the gun. And here’s the trick… 

 

Listen carefully, because this is a BIG secret! Once a stock breaks out of its ‘spring’ 

(more on this shortly), it often overcomes significant overhead resistance, and then does the 

customary pullback that we covered previously. Then the price begins a steady upward trend, 

and forms its first ‘price-box’ (we covered those previously), like a staircase forming. It’s at this 

point that we can make the fastest money. 

 

 Let’s look at a real-life example so you can see what I mean: 

 



 
 

 So Viacom (VIA) had its spring-phase for most of 2012- look at that long, flat 30-week 

moving average (30wma), with strong overhead resistance around $55. 

 

 And then, in early 2013, look at that big volume spike accompanying the break out. This 

is our first clue that spring is turning into summer. 

 

 Note: If you want be more of an investor than a trader (with a slower time frame) 

you could and should buy here. If you want faster profits, wait until the first price box 

forms. 

 

 So, VIA breaks out, then consolidates in a sideways channel of support and resistance 

(price box) around $60. Meanwhile, the 30 wma line turns decidedly UP. 

 

 It’s this ‘wedge’ shape you’re looking for as the ideal entry point to buy: the stock 

price in a steady sideways channel, and on a collision course with the ascending 30wma 

line. 

 

 The 30wma line is a powerful, ready-drawn trend line. Once this line is pointing in a 

certain direction, stock prices seem to have a hard time getting on the other side of it. And that 

means it reduces the downside risk for you. Many stocks in winter or summer bounce off the 



30wma line as if it was a brick wall! Some will bounce off earlier than others, some may even 

penetrate it a little, but nearly all of them in this phase bounce off (IF you’re in synch with the 

overall market!). 

 

 Look at this chart of Power Integrations (POWI) to see what I mean. They won’t all look 

as text-book as this, but it serves my point well… 

 

 
 

 I drew that vertical trend line on there, but look under it and can you see how the 30 wma 

had really already pretty much done it for me? And, if you measure the quality of trend lines by 

the number of touches and length of the line, is that a solid trend line, or what?! It’s over a year 

long. 

 

The same pattern plays out: sideways channel, collides with the ascending 30 wma line, 

which pushes the price up to a new channel, sideways, then collides with the ascending 30 wma 

again, and on it goes. It’s like a boat coasting into the shore, the shore pushing the boat up as it 

runs into it. 

 

 Look at what happened in June 2013. This would have been an excellent entry point with 

minimal downside if you’d have set a stop loss just below the 30 wma- as the price collided with 

the 30 wma line. 



 

 When do you sell and take profits though? We’ll talk about that later. Next let’s look at 

how to make money from the winter-phase… 

 

Sell in Winter ONLY 
 

 If the S+P 500 is in its winter-phase though, you need to look for stocks to short. This 

means betting on the FALL of a stock price. Let’s review the basic conditions we want to see for 

a market and a stock to be in winter: 

 

1. The 30 wma is clearly pointing DOWN. A steep down-angle must be seen. 

 

2. The price is BELOW the moving average as sellers are clearly in control. 

 

Now, imagine everything you did in summer, only in reverse. 

 

Instead of the price breaking up over resistance, it breaks DOWN below support. Often 

there’s a pullback before the descent really begins, the price continually bouncing off the 30 

wma line as it tries to escape the descent it’s locked into. 

 

Let’s look at the weekly chart of Green Mountain Coffee Roasters (GMCR) to show you 

what I mean… 

 



 
 

 Around October 2011 GMCR breaks support AND dives below the 30 wma. This is a 

classic indicator that the season has just changed- a break out accompanied by breaking through 

the 30 wma.  

 

Notice how weeks before that breaking of support that the 30 wma line was starting to 

flatten out? That’s a good way to spot a change into autumn and winter. 

 

So we have a reverse situation to summer- the wedge is there but it’s a downwards 

wedge. Notice how once the price is on one side of the 30 wma line it struggles to get to the 

other side of it? It wasn’t until the next spring that GMCR was finally able to pull back above it, 

and give birth to a new cycle: 

 



 

 There’s an old saying in the stock market: “The bull walks up the stairs, and the bear falls 

out the window.” If you look at that weekly chart for GMCR you can see what the phrase refers 

to! 

 

 Don’t rule out making money by going short (selling) stocks as well as buying. As 

you can see, you can make money in the winter-phase too, and much more quickly! 

 

 Finally, spring and autumn… 

 

Do Nothing in Spring or Autumn 
 

 When the 30 wma is flat, stay sat. As you can see from the summer and winter phases, 

when the 30 wma line is flat, this is either a prelude to a summer or a winter. Don’t second guess 

things! Wait until you see which direction the break out goes. 

 

 But there’s an important clue that tells you which way the break out is likely to go, and 

we touched on it earlier: what phase is the S+P 500 in?! 

 

 Listen carefully. Even if a stock appears to be headed into winter, DO NOT short 

that stock if the S+P 500 is in its summer-phase! Likewise, even if a stock appears to be 

headed into summer, DO NOT buy that stock if the S+P 500 is in its winter-phase! 

 

 As we already said, rule number one is to go with the flow of the overall stock market, 

which a good benchmark of is the S+P 500. 

 

 Okay, there’s a great deal for you to digest so let me leave you with an exercise to do 

until next chapter, and then we’ll go over this all again then too, as well as move on to something 

new… 

 

 



Make Your Move 
 

 Let’s put some pieces together. You’re about to make an important prediction as well as 

prove to yourself that this method actually works in a BIG way… 

 

 Answer these 3 questions correctly and you are well on your way to becoming a 

successful trader…! 

 

 Here is a weekly (long term) chart of the S+P 500 index (SPX is the code), covering 3 

years. You don’t know which 3 years- could be any time over the last century. Using the first 

step of our system, you look at this chart to decide what season the overall stock market is 

in. 

 

 Question 1: Which season is the stock market in here? 

 

 
 

Question 2: Based on your assessment of which season the overall stock market is in, 

decide what your strategy should be next with stocks: are you looking to BUY, SELL, or 

DO NOTHING…? 

 

 

 



Question 3: And based on that decision, which of the following FOUR weekly stock 

charts over the same time period looks most appealing for your next trade (if you think this 

is a good time to trade at all). Choose ONE chart only, in accordance with your previous 

answer, and state BUY, SELL, or DO NOTHING. 

 

Wal-Mart (WMT): 

 
 

Bank of America (BAC): 

 
 

 

 

 

 



Silver Wheaton (SLW): 

 
 

Or Yahoo (YHOO): 

 
 

Take your time. Always take your time. Do this well, and you’ll see in our next Chapter 

just how rewarding it can be to know the secrets I’m explaining to you. Not only that, but you’ll 

be able to give yourself an almighty pat on that back as you look at how far you’ve come. 
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Updated Knowledge Recap: 
 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 
 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

 

 

 



 

 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 

 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

• You should know what resistance and support is, and what happens when a stock rises 

above or below them… 

 
 

 

 

 

 

 

 

 



• You should know what ‘price boxes’ are, how to spot them, and how to take advantage of 

them… 

 
 

• You should know what a moving average is, what they mean, and how to take advantage 

of them… 

 
 

• You should know what a ‘cross up’ and a ‘cross down’ is, and how to take advantage of 

them… 

 
 

 

 

 

 

 

 



 

• You should know what a weekly chart is (as opposed to a daily chart), and how to spot 

the repetitive four ‘seasons’ of any market using that chart: 

 
 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

 

 No, you’re not 100% with those topics? If you don’t understand those topics we just 

reviewed, then with respect, you have not been reading the previous Chapters properly or 

you haven’t taken the time to absorb the information properly. It’s not enough to flick 

through or even to just read, you need to understand. It will be worth your trouble!  

 

GO BACK AND STUDY THE PREVIOUS CHAPTERS BEFORE GOING ANY 

FURTHER IF YOU DIDN’T PASS THAT RECAP TEST. 
 

 
 

Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you. 

 

 

 

 

 

 

 



You, one of the world’s greatest traders? 
 

 Welcome back! If you successfully completed last chapter’s challenge, you simply won’t 

believe how far you’ve come, and how close you are to making all the money you’ll ever need as 

a professional trader. Your day job will soon seem insulting!  

 

But I’m assuming you’ve absorbed and understood everything we’ve covered in the last 

six Chapters- if you haven’t, take a look at the back of this Chapter to review everything you 

should know. If your knowledge is incomplete, go back and read that Chapter. 

 

 I know that you might be getting impatient to actually get out there and do some trading, 

but I urge against this. I’m deliberately not releasing you to do that yet, I’m keeping you safe 

until you’re fully ready. Early enthusiasm is great, and I’m glad you can see this working for 

you, but remember that we’re in a classroom and I’m giving you specific situations to learn from. 

Yes, you can make money with what you already know, but if you go out there alone before 

you’re ready you could get into trouble quickly, and we don’t want that. 

 

 Besides, enthusiasm is an emotion, and you need to become emotionless as a trader. You 

will win some, and you will lose some, but as long as you ride your winners for as long as 

possible, and you cut your losers early at a predetermined level, you will make a lot of money. 

We’ll be covering ‘when to sell’ in a later Chapter, because that’s as important as ‘when to buy’. 

 

 So relax and enjoy the ride. Now, let’s see if last chapter’s challenge could’ve been the 

greatest paper-trade of your life. Or perhaps, one of the greatest trades the world ever saw… 

 

Learning from Last Chapter’s Challenge 
 

 Before we begin, it’s not too late to take this challenge, and you’ll find it most rewarding 

to get it right. Don’t peak ahead, and go back and reread the last level if you need to! 

 



 Okay, so I asked you 3 questions… 

 

Here is a weekly (long term) chart of the S+P 500 index (SPX is the code), covering 3 years. 

You don’t know which 3 years. Using the first step of our system, you look at this chart to 

decide what ‘season’ the overall stock market is in. 

 

 Question 1: Which season is the stock market in here? 

 

 
 

 So let’s take a look at this weekly (long term) chart that’s showing price, volume, and the 

30-week moving average or 30 wma (the curvy solid line). Remember, there are 2 key questions 

to always ask yourself: 

 

1. Which direction is the 30 wma pointing?  

2. Which side of the 30 wma is the price? 

 

The 30 wma is clearly pointing DOWN. And the price, although it’s close, is BELOW 

the 30 wma. In fact, what’s happening there is a classic pullback.  

 

So which season has these characteristics? 

 



Winter, of course. The overall stock market is in WINTER. There’s no ambiguity in that 

chart, and if you drew that conclusion, well done. Now let’s see what you did with that 

information… 

 

Question 2: Based on your assessment of which season the overall stock market is in, 

decide what your strategy should be next with stocks: are you looking to BUY, SELL, or 

DO NOTHING…? 

 

The overall stock market is in WINTER, its down-phase. So what should we do? 

 

The instinctive thing to say is to do nothing, but remember, just as much money can be 

made on the downside as the upside, and a lot faster, because stocks will fall of their own weight 

when buying dries up. 

 

So your choice of strategy based on the market being in winter should have been to look 

for stocks to SELL, to bet on the price falling (also called ‘shorting’ a stock). 

 

 So now let’s see which stock to short sell… 

 

Question 3: And based on that decision, which of the following FOUR weekly stock 

charts over the same time period looks most appealing for your next trade (if you think this 

is a good time to trade at all). Choose ONE chart only, in accordance with your previous 

answer, and state BUY, SELL, or DO NOTHING. 

 

 So we already said that we are looking for a stock to short sell, so which of these charts 

should we short? What season should they be in…? Remember, you want the stock in question 

to be in synch with the season of the overall market… 

 

 

 

 



Wal-Mart (WMT): 

 
 

 Ask the 2 key questions of this Wal-Mart chart of the same time period as the S+P chart, 

and you would have seen that the 30 wma is pointing UP, and the price of the stock is ABOVE 

the 30 wma. This must be SUMMER. And you can see from this chart how spring turned into 

summer. 

 

 Would you have shorted this stock, a stock in its SUMMER phase? Only if you hate 

money. Next chart… 

 

 

 

 

 

 

 

 

 

 

 

 

 



Silver Wheaton (SLW): 

 
 

 How about Silver Wheaton above? What season is this? 

 

 Although the 30 wma is pointing more up than down, it’s a bit limp and FLAT. It’s 

important not to be too purist about this, it won’t be an exact textbook version each time, and 

you’ll need to apply some common sense and flexibility.  

 

 Fortunately, there are some other clues that we went over last time that will tell you what 

season SLW is in: 

 

• This flat-ish line is in the TOP of the chart, meaning higher prices are behind us. 

 

• The price can’t decide if it’s above or below the 30 wma 

 

• Volume is getting high and choppy. 

 

When you consider this, you’d be pushed to say SLW was in summer here- you can see 

that summer on this chart was in the past, and how it turned into a new season. In fact, all you’re 

left with that fits this chart is AUTUMN. 

 



So would you short a stock in autumn? You could, but I advise against it, it’s a risky 

play. Remember, on Planet Stock Market, winter does not necessarily follow autumn! It’s 

possible that autumn skips winter and goes straight into spring, so best to wait and see. 

 

If the 30 wma is flat, stay sat. Sound familiar? 

 

Okay, next chart… 

 

Yahoo (YHOO): 

 
 

 So what season was Yahoo in at this time? Remember, what happened in the past isn’t 

what we’re looking at, we’re looking at what’s happening NOW, on the right hand side of the 

chart. Although the past, left hand side of the chart gives us strong clues as to what’s going on 

now. 

 

 Like SLW before, YHOO can’t make up its mind which side of the 30 wma it’s on. You 

can see the winter that took place on the left half of the chart (that descending 30 wma and price 

below it). And then it leveled off, the 30 wma line flattening out, and price tossing above and 

below it. 

 



 Sounds a lot like autumn, although we can see that the price is in the bottom half of the 

chart, and we can see higher prices behind us. Although it’s similar to autumn, this must surely 

be SPRING. 

 

 Would you short a stock in spring? If the 30 wma is flat, stay sat! 

 

 Next and final chart… 

 

Bank of America (BAC): 

 
 

 On this chart for BAC over the same time period, we can actually see how all four 

seasons took place: spring on the far left, then summer, then autumn, and then… WINTER. The 

current (far right) situation is one where the 30 wma is unequivocally pointing DOWN, and the 

price, although doing the classic pullback, is BELOW the 30 wma. 

 

 Would you short a stock in its winter-phase? Yes, and you should do so, just as much as 

you would buy a stock in its summer phase. You’ll make as much money, and way faster. 

 

 So if your decision was to SELL BAC, well done. Now, before I show you what 

happened next, I need to make an important point, which was my reason for this exercise: 

Believe it or not, all four of those stocks have exactly the same time-span as the overall market! 

 



Four stocks, four different seasons, but all four during the exact same time when the 

overall market was in WINTER.  

 

 3 of those 4 stocks were NOT in synch with the season of the overall market. 

 

 (Another excellent point comes out of this challenge. Notice how it was a bank stock 

(Bank of America – BAC) that was in synch with the market, matching its winter with that of the 

S+P? That’s because bank stocks tend to lead the way. What’s happening with those stocks is 

often an accurate forecaster of what’s coming for other stocks.) 

 

So you can see how it’s very easy to NOT be in synch with the overall market (by 

forgetting to check the weekly chart of the S+P 500)? 

 

And now I’m going to show you how costly making that mistake can be… and how 

profitable NOT making that mistake can be…  

 

If you said that the S+P 500 was in WINTER, then congratulations, because you just did 

what most of the so-called experts in the world did not:  

 

You just predicted the financial crisis and crash of 2008! 

 

The date at which you made this prediction was May 1st 2008, a time when the world and 

all its ‘experts’ and newsreaders were sitting dumb and happy, many of them telling people to 

buy! The world had no clue what would hit it just six months later. But you did. You weren’t 

buying, you were selling like mad… 

 

Here’s the same chart of the S+P 500 just six months later from the earlier one you were 

given- I’ve now given you the timeline at the bottom of the charts (October 2005 to October 

2008)… 

 



 
 

 Look at how, despite pullback after pullback, the market could not break back above the 

30 wma after it had clearly violated it back in early 2008. Later in this Chapter I’ll explain how 

you not only predicted the crash, but you also predicted it early, and would have thus maximized 

your profits.  

 

 It’s not just about what’s going to happen, but when. Timing is crucial. And that’s where 

your trend lines come in. 

 

 Many people made predictions that the market would crash, some of them as early as 

2005, but they’d have missed out on a long rally by standing clear, a rally that took the market to 

record highs. And then, when the crash finally did come, those same fools took credit for it!  

 

You deserved the true credit for this, not them. You milked the market for every penny 

during its summer before you made this SELL call. 

 

 Predictions are everywhere, telling you WHAT is going to happen, but the detail 

they conveniently omit is WHEN it will happen. And the WHEN is where you make money. 

  

 Now let’s look at those same four stock charts 6 months later… 

 



 
 

 This Wal-Mart (WMT) chart makes my point superbly. This was a stock that had just 

launched into its summer, but look what happened. Because WMT wasn’t in synch with the 

overall market, it got dragged down. If you’d have looked at that chart in isolation, it was a 

BUY! 

 

 If ever there was a demonstration of being in synch with the market, it’s this one. 

Everything about that chart looked great, but if the overall market doesn’t agree, it doesn’t 

matter. Admittedly, the 2008 case was an extreme one to prove a point, but your edge will 

always be much more powerful if your strategy is in synch with that of the overall market! 

 

 Next, Silver Wheaton (SLW)… 

 

 

 



 
 

 If you’d have shorted SLW you’d have made money, but it was really a lucky guess 

because the stock itself wasn’t in winter. Although it has to be said that the overall market 

condition would have been likely to have tipped SLW in this direction. So if you shorted SLW, 

also well done, you little chancer, you! 

 

 Next, Yahoo… 

 

 
 

 Stocks in spring, summer, or autumn, they were all going down in flames with this 

market heading into an extreme winter! With YHOO, what looked to be a promising late spring, 



bouncing along the bottom of the chart, quickly headed south in a big way, regressing it back 

into a new winter! 

 

 Important point: whenever you look at a chart, do not assume that just because the 

price is at the bottom of the chart that this represents the bottom for the price. The price 

can go a lot lower! 

 

 Can you see how important it is to always, always, have a singular trading strategy: 

BUY, SELL, or DO NOTHING, a strategy that is squarely consistent with the overall stock 

market? 

 

 Step 1 of your imminent 1-2-3 step instruction sheet is to complete the task we just 

did- to ascertain what season the market is in, and to align ALL your trades with it! 

 

 Finally, let’s look at Bank of America… 

 
 

 So your short of BAC was profitable. It bounced back violently along the way, but later 

I’ll explain how you’d have automatically locked in profits before that happened. 

 

 

 



How to Get in Early 
 

 So our quest begins by looking at the weekly (long term) chart of the S+P 500, and 

figuring out what season it’s in so we can adopt a matching trading strategy. Once we’ve done 

that, we turn to individual stocks that are in the same season, still by looking at the weekly chart. 

 

 Remember, all of your trend line learning in the earlier Chapters was on the shorter term 

DAILY chart that covered 6 months. Before we do that, we zoom out with these weekly charts to 

get the bigger picture. Make sense? 

 

 Our final step with the weekly chart, before we zoom in on the daily chart, is to spot 

stocks in the same season as the overall market, but then we need to look at the ideal entry point 

so we get in early on the trade. Not too early, and not too late…! 

 

If we’re looking to BUY, we need to spot stocks in late spring/early summer. 

If we’re looking to SHORT, we need to spot stocks in late autumn/early winter. 

 

Late spring and late autumn purely so we can keep an eye on them though- we don’t enter 

the trade at those times! 

 

We actually enter the trade in early summer (for buys) and early winter (for sells). 

 

 So let’s look closer at how to do that. Thankfully, a regular pattern plays out that alerts 

you, and here it is… 

 

Spring turns into summer… BUY: 

 

 Let’s take early 2013 as an example. First, as always, we check the S+P 500… 

 



 
 

 It looks as though the overall market is spring turning into summer. 30 wma pointing UP, 

price above it, and a break out of the trend line. Nice and early in the new season. So we can 

confidently turn to looking for stocks that are also turning into summer, or have already done 

so… 

 

 So here’s the script. There’s no telling how long spring could be. It could be brief, over a 

few months, or it could even be years. So don’t jump the gun! Let’s take Yahoo (YHOO) in 

2012/13 as an example, where, as you can see, spring lasted years…! 

 

 
 



STEP 1: In late spring, the 30 wma gets flatter. The price range gets tighter, often with a clear 

zone of support and resistance.  

 

STEP 2: The stock breaks out of resistance, with heavy buying volume, and the 30 wma turns 

UP. We are now in summer. On the chart above, this happened in November 2012. 

 

STEP 3: The stock will usually pullback and/or trade sideways after that break out. This is our 

best entry point to buy. 

  

IMPORTANT NOTE: Look at that YHOO chart for April 2011. Wasn’t that a break into 

summer? It broke resistance and the 30 wma turned up, but then it went down! But look at that 

chart of the S+P for that period! The overall market was in WINTER, so YHOO’s break out 

then was not in synch with the market. Also, looking at volume is important when looking at a 

breakout, remember? Volume was poor on that break out with heavy selling. Also the 30 wma 

had started to flatten out. And finally, there was still some overhead resistance to overcome. 

False break outs can happen, but that’s why we watch for things like volume and the overall 

market season. Great chart to learn from! 

 

 Anyway, here’s what happened next: 

 
 



 You doubled your money in 2013, triple the performance of the overall market. And you 

can do even better in winter… 

 

Autumn turns into winter… SELL: 

 

 Let’s go back to January 2008 as an example of establishing what season the overall 

market is in:  

 

 
 

 Okay, now look at the chart as I explain. Summer season came to an end for the overall 

market around July 2007. At that point, the 30 wma flattened out and price bounced above and 

below it. The trend of the price turned sideways instead of upwards, yes? Volume surged and got 

choppy. Interestingly, the bullish chatter was never louder here, at what was the peak of the 

market- a common occurrence. 

 

 And in January 2008? 30 wma pointing DOWN, price below it. Higher prices behind us. 

Most of all, support was broken as the 30 wma turned DOWN. Looks like the start of winter, so 

we look for stocks in early winter so we can short them. Now we’re looking to do what we did 

before, only in reverse.  

 



 You know what happens next because you shorted BAC earlier. Now I’d like to take a 

closer look at that 2008 chart of the S+P 500 to introduce you to something new… 

 

Money Signals 
 

 There are a few special patterns that you need to watch for, because when you see these 

they give you more clues about what’s coming next. And these ‘money signals’ are often so 

reliable that when you see them it’s the easiest money you can make. There’s nothing fancy or 

complicated about these, and they’re often born of trend lines you could have drawn anyway, but 

it’s good to be aware of them. 

 

 You may have heard some of these phrases before, but few people understand how to use 

them or how reliable they are. The truth is that you only need to know a handful of the trustiest 

ones. 

 

 The first is something we saw on the S+P 500 in January 2008, and it’s called the ‘head 

and shoulders’ pattern: 

 

 
 

 It’s basically a peak, followed by a higher peak, followed by a lower peak. As you can 

see, this forms two valleys, one in between the head and each shoulder. The low points of each 



valley are connected the by ‘neckline’ that I drew there. If the price drops below the neckline, 

this is a SELL signal. 

 

 And vice versa if this pattern is upside down- it becomes a BUY signal, as we can see 

here with Green Mountain Coffee (GMCR)… 

 

 
  

Here’s another important pattern to watch for: a ‘double bottom’… 

 

 
 

 This is a BUY signal, often representing the bottom of a cycle, where winter turns into 

spring. You can also have a ‘double top’ where the reverse is true: a SELL signal, as we see here 

with Questcor (QCOR)… 



 

 
 

 So that’s heads and shoulders and double and top bottoms. You should know though that 

your knowledge of trend lines and ‘seasons’ would make you naturally act on these money 

signals, only now you know what you’re looking at and why. Look back at those charts and 

you’ll see what I mean. That’s how powerful you’ve become. 

 

 Before we end this Chapter and I give you a new challenge to put it all together, let me 

give you another powerful edge to boost your odds of success… 

 

Play on the winning team… 
 

 You have to hand it to Manchester United fans that aren’t from Manchester- they focus 

on the team most likely to win, and thus increase their chances of winning. Nothing against 

Manchester United fans, no hate-mail please! 

 

 As we’ve hammered over and over, the first step is to be in synch with the overall 

market, but there’s an additional refinement you could add here. I say, “could” because it’s not 

mandatory like being in synch with the market, but it can help you a great deal… 

 



 The overall market is divided into industry groups, and these groups tend to fall in and 

out of favor with the big-money players who move markets.  

 

So it’s logical to believe that picking a stock in the best performing industry groups 

increases your chances. 

 

 You could find a beautiful trade in early summer, in synch with the overall market, but it 

may not perform as well as it should if it’s in an industry group that’s being trashed. So here are 

the groups to be aware of (I’ll tell you what the code next to each means in just a second): 

 

• Basic materials (XLB) 

• Industrial/Capital goods (XLI) 

• Consumer cyclical (XLY) 

• Consumer non-cyclical (XLP) 

• Energy (XLE) 

• Financial (XLF) 

• Healthcare (XLV) 

• Services (XSW) 

• Technology (XLK) 

• Transportation (XTN) 

• Utilities (XLU) 

• Retail (XRT) 

 

And, handily, you can see how each of these groups are doing by looking at a weekly 

chart, the same as you would do for any stock! Each group has an “ETF” (Exchange Traded 

Fund) which is an investment fund like a basket of stocks from that group. It has a stock ticker 

and can be traded like any other stock, which I’ve added to the list above. 

 

For example, here’s a weekly chart of XLF, the financial group of stocks… 



 
 

 And here’s the chart of the utility industry group, XLU: 

 

 
 

 XLF appears to be in late summer, and XLU looks like autumn. 

 

 So simply see what ‘season’ any of those ETFs are in to see which are in favor and which 

are not. It’s not crucial, BUT if you can choose a stock that’s in synch with the season of the 

market as well as the season of the industry group it’s in, well, your odds of a winner have shot 

up. 

 



 So we’ve been laying a lot of groundwork, haven’t we? We’ve looked at the overall 

market, industry groups within it, and the bigger picture chart of the individual stock. Our first 

steps are to make the stars align for us before we zoom in and go back to our trend lines… we rig 

the game in our favor, so to speak! 

 

 So a lot for you to digest before next chapter, and now let’s put you to the test once more 

with a new challenge that we’ll discuss next chapter as well as move on to new subjects… 

 

A New Challenge:  
 

 Over the page is a weekly chart of Apple (AAPL) over the last 3 years. On this chart 

draw the following: 

 

1. Any money signals. 

2. Every season. 

3. The exact point at which each season changed. 

4. Trend lines, support and resistance. 

5. Pullbacks. 
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Updated Knowledge Recap: 
 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 
 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 



 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

• You should know what resistance and support is, and what happens when a stock rises 

above or below them… 

 
 

• You should know what ‘price boxes’ are, how to spot them, and how to take advantage of 

them… 

 
• You should know what a moving average is, what they mean, and how to take advantage 

of them… 



 
 

• You should know what a ‘cross up’ and a ‘cross down’ is, and how to take advantage of 

them… 

 
 

• You should know what a weekly chart is (as opposed to a daily chart), and how to spot 

the repetitive four ‘seasons’ of any market using that chart: 

 
 

• You should know the characteristics of each ‘season’ of a stock, how to spot a change in 

the ‘season’ of a stock, and the ideal time to buy or sell or do nothing… 

 



 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

No, you’re not 100% with those topics? 

 

 If you don’t understand those topics we just reviewed, then with respect, you have 

not been reading the previous Chapters properly or you haven’t taken the time to absorb 

the information properly. It’s not enough to flick through or even to just read, you need to 

understand. It will be worth your trouble!  

 
 

Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Welcome Back 
 

 We’ll review last chapter’s challenge in just a moment, but I hope that if you completed it 

that you’ll have realised just how far you’ve come. You’re close to possessing a skill, a craft that 

could feed you for life if you continue to dedicate yourself to it. I still have a great many secrets 

to share with you, though, as we put everything together and I show you some advanced 

strategies. Plus I’ll be giving you the practical tools you need to find you the stocks you want, 

and a 1-2-3 step simple instruction sheet to follow for my most powerful and proven strategies. 

 

 This chapter we’re going to talk about my favourite problem: when to sell and take 

profits. But also we need to discuss when and how to bail out when things aren’t going your way. 

That’s right, things won’t always go to plan, but this chapter you’ll learn that losing is part of the 

game. Most importantly, you’ll learn that you will be profitable even when you lose as many 

times as when you win… IF you follow the rules with iron discipline. 

 

 Now let’s look at last chapter’s challenge. If you didn’t complete it, or if you’re still 

catching up, PLEASE check the end of this Chapter to ensure you’re up to speed, and THEN 

take the challenge now before continuing. It will amaze you…! 

 

 Here’s the challenge. Over the page is a weekly chart of Apple (AAPL) over the last 3 

years. On this chart draw the following: 

6. Any money signals. 

7. Every season. 

8. The exact point at which each season changed. 

9. Trend lines, support and resistance. 

10. Pullbacks. 



              



 First, money signals: 

 

 
 



 Yes, those money signals alone would have predicted the fall and rise of Apple. Look 

closely to the far left though and you’ll see a money signal that would have also predicted the 

initial rise of Apple in 2011. Can you see it…? 

 

 
 

 An inverted head and shoulders signal would have told you to buy Apple at around $470 

in early 2012, way before it peaked over $675. 

 

 Next up, the ‘seasons’: 

 

 
 



Again, this knowledge alone would have guided you through every stage of Apple’s rise, 

fall, and rise. I didn’t fill in the season on the far right- I’ll let you guess what it is. But there’s a 

season missing… 

 

There wasn’t much of an autumn there was there? It seemed to go straight from summer 

to winter, didn’t it? This can happen, though it’s more common for seasons to come in the right 

order. Sometimes it goes straight from winter to summer. So don’t get too hung up on the order 

of these ‘seasons’- just use your training to look at the characteristics for each being met, not 

necessarily the order of the seasons. 

 

 Next, trend lines, support and resistance. Let’s start with support and resistance: 

 

 
 

Okay, let’s talk about this above. Remember how after the price breaks above resistance, 

then what was the old resistance level often becomes the new support level? Study the above and 

you’ll see that in action. We also referred to this as ‘price boxes’ in a previous Chapter- like 

rectangular boxes stacking up or stacking down. Keep this in mind because we will come back to 

it later in the Chapter as we talk about when to sell. 

 

Next, here’s those trend lines (the best ones): 

 



 
 

 Basic stuff from the early levels of the course, right? You can make money as the price 

bounces between these clear trend channels, but the direction they’re pointing in is what’s 

interesting as that’s indicative of the underlying trend. What’s really interesting though is when 

the price breaks out of that channel because that can signify a change in the trend. 

 

 And that’s all we’re trying to do here: predict a change in the trend. 

 

 Notice how much steeper the channel is for the ‘winter-phase’? This goes back to what I 

was saying about how you can make money a lot faster from shorting a stock if you time it right. 

 

 The bull walks up the staircase, and the bear falls out the window. 

 

 Next, here are the pullbacks. There were more than these, but here are the obvious ones… 

 



 
 

 If you recall, pullbacks are what often happens after a break out from the trend line. 

They’re a great opportunity to get in on the trade if you missed the breakout, and with very low 

downside (more later).  

 

The other thing you can do when you buy (or sell) on a pullback is to first have the 

opportunity to judge the quality of the breakout before buying. I omitted the volume bars from 

this assignment so they wouldn’t get in the way, but remember this critical point: 

 

An upwards break out from a trend line MUST be accompanied by an impressive 

buying volume spike! 

 

For selling, volume doesn’t matter- the stock will fall of its own weight. But for buying? 

You’d better have a nice volume bar under that break out. 

 

 It’s not a guarantee that a break out will mean a change in the trend. In fact, many 

times it won’t represent a change in the trend. But when this happens (a break out that fails 

to send the stock higher), low buying volume is usually to blame. 

 

But not all stocks will pullback. In fact, the stocks that are going to soar the fastest 

usually don’t pull back at all. So you shouldn’t restrict yourself to buying on pullbacks. You 

might buy half of your position on the break out and the other half on any pullback if it happens. 



 

 And allow me to give you one more signal that would’ve told you when to buy and sell 

that I didn’t assign you to find in that challenge. In the chart below I drew another trend line that 

we’ll talk about in a second, but before that, think back over all your training and consider the 

one signal that would have helped you predict the changes in trends that we haven’t looked at 

yet... 

 

 
  

 Here’s a hint: what’s that curvy solid line, and what does it mean? 

 

 That’s the 30-week moving average (30 wma), right? And moving averages are like 

ready-made trend lines. They’re certainly not 100% reliable signals, especially on the shorter-

term daily chart, but how would have done if you have simply bought AAPL when the price 

broke above the 30 wma? And how would you have done if you’d have simply sold AAPL when 

the price broke below the 30 wma? 

 

 Looking at that chart, I’d say pretty well! If you would have been happy to take a longer 

term view (that chart runs over 3 years), perhaps buy simply buying or shorting the shares when 

the price crossed the 30 wma, that would have been easy money.  

 

For trading and shorter term profits, perhaps for using options, we’ll want to zoom in and 

use the daily charts, but even for that the longer-term weekly chart shows us the bigger picture so 



our trades are aligned with the underlying trend. Not all stocks will be as true to the moving 

average as that one though! Some, but not all, and you can get an idea of which by looking back 

at how the price reacted to the moving average in past charts. 

   

 Look back at that chart again. I drew another trend line, the best-quality one I could find. 

Trend lines are everywhere, you could have drawn hundreds on that chart! And this is a criticism 

some people have about this method- that there could be so many trend lines that the information 

is worthless. But what they don’t appreciate is what I told you several Chapters ago: that there 

are trend lines, and there are trend lines! Three things make the best trend lines: 

 

1. The most touches (minimum of 3) 

2. The longest time frame  

3. The more horizontal it is 

 

So if you find yourself buried in trend lines, simply go with the best one! 

 

When the stars align… 
 

Now, look back at all those charts of AAPL. Though they each have different methods, 

can you see how each method works well? And can you see how they individually predict the 

same thing at approximately the same time? They back each other up, more and more evidence... 

 

 When you get several signals all saying the same thing at the same time, your case 

for the appropriate action becomes virtually watertight! 

 

 There will be times when these signals conflict, and there will be times when they align. 

When they conflict, hold off doing anything. When they align like that though, don’t walk, but 

RUN to place the trade. There are no guarantees, but these are great odds.  

 

There’s no law that says you must place a trade, doing nothing is always an option. 

Indeed, far better to sit on cash and patiently wait for moments like these when the stars align 



(perhaps with aggressive portions of your trading bank). They may happen fewer times a year, 

but so what? These occasional gifts from the gods may be all you need to make a living doing 

this! 

 

And your choices about how to trades are a lot to do with your personality and your 

position in life. Some people would be happy to just trade big after seeing the choice 

opportunities, content to roll with the punches and taking profits up to a year later. But that 

would drive other people mad- some people want more action and faster but smaller profits. I’m 

catering to both types here, and there’s also no law that says you have to choose just one 

strategy! 

 

Zoom in, Zoom out 
 

 So, on that note of two approaches, let me rewind to where I was talking about the two 

different charts we’ve looked at: the daily chart we started with at the beginning of this course, 

and the weekly chart.  

 

As a recap, here are the differences: 

 

 DAILY CHART WEEKLY CHART 

Typical time frame: 6 months 3 years 

Each small vertical price 

bar represents: 

The price for one day. 

Opening price, closing 

price, and the price range 

on that day. 

The price for one week. 

Opening price, closing 

price, and the price range 

on that week. 

Moving average lines: 50 days (50 dma) 

150 days (150 dma) 

10 weeks (10 wma) 

30 weeks (30 wma) 

 

 50 days = 10 weeks. 150 days = 30 weeks. Remember, in financial markets there are only 

5 trading days in a week, so 10 weeks would be 50 days, not 70 days! 

 



The 50 dma on a daily chart is the same thing as the 10 wma on a weekly chart. The 150 

dma on a daily chart is the same thing as the 30 wma on a weekly chart.  

 

 To put this in perspective, here’s a weekly chart, and I’ve shown you the difference in 

time frame compared to a daily chart: 

 

 
 

 So on that weekly chart above, there’s the 30 wma line, and all the other things that make 

this a weekly chart. Now let’s zoom in to the daily chart of the above stock, on that section you 

see on the far right of the above: 

 

 
 



 So, because we’re now looking at a daily chart, the lines shown here are the 50 dma and 

the 150 dma. Notice how everything flattens out when you zoom in? A rising 30wma/150dma 

isn’t as obvious as it is on the weekly chart, which is one reason why we start with the weekly 

chart, so we take the daily chart in perspective. (By the way, notice that ‘cross-up’ in late 

August?). 

 

 Please get your head around this before next chapter because we’re going to move on to 

using the software you’ll need to play around with charts! The time is getting close when you’ll 

be making your own trades!  

 

But you’ll need to prepare yourself mentally first… 

 

How to win from losing 
 

 Right now you may feel as though you’ve been given the keys to the kingdom. And you 

have, but you need to prepare yourself for losing. 

 

 How can that be? With all the clever tricks you’ve been shown, and that you’ve 

witnessed working as proof, how can you possibly lose? 

 

 Just please understand that you can, and often will lose, regardless of everything you’ve 

been taught, even when you do everything right. Remember, what we’re doing here is improving 

your odds, nothing is guaranteed. But you can still win overall if you’re disciplined. 

 

 And by disciplined, I mean this: 

 

1. You find a strategy that works for you (I’ll give you several in the final Chapter), 

and you stick to it through thick and thin. If it works stick to it. If it doesn’t work for 

you, find a new one that will. The important thing is not to keep chopping and 

changing! 

 



2. You ride your winners as long as possible, resisting the urge to take profits too 

early. 

 

3. You cut your losses early at a predetermined level. 

 

Easier said than done because this all runs completely counter to human nature! Let me 

elaborate: 

 

When you see your trades tick into profit your emotions of greed will want to take 

the money, out of fear that the profit could disappear the next day. 

 

When you see your trades tick into a loss your emotions of fear will want you to not 

close the trade, out of denial and pride. 

 

On any given day you’ll look at your trading account and see some trades running a 

profit, and others running a loss. That’s normal, as things fluctuate. But what your temptation 

will be is to snatch those profits showing up and to leave the losses in place (hoping they too will 

be in profit soon). But that’s often the exact OPPOSITE thing that you should do. Do NOT 

underestimate this warning I give you! 

 

Understanding trading is relatively easy. The hardest part is being able to take 

actions that are counterintuitive! 

 

Try to think of it this way: your trading account is like a garden that you lovingly tend to. 

In any garden there will be parasitic weeds and blooming flowers. The job of the gardener is to 

remove the weeds, and nurture the flowers, right? So why would you do the opposite?  

 

Cutting your winners and letting your losers ride is like ripping out blooming 

flowers and leaving the weeds in place! 

 



Now, there of course will be right times to take profits and right times to let losers alone 

(more about that shortly), my point is to explain how to be disciplined and not succumb to the 

wrong temptations that your human nature will see.  

 

But to go back to the main point, you will win overall even if you lose half the time. In 

fact, you can even win if you lose MORE times than you win! Let me demonstrate how...  

 

Here are ten fictional trades showing profit or loss, in chronological order at which the 

trade occurred, starting with a $10,000 account. 

 

Please put yourself in these shoes and experience all the emotions as we run this 

simulation: 

 

Starting balance: $10,000. 

 

1. 10% loss. Account balance $9,000. 

2. 10% loss. Account balance $8,100. 

3. 10% loss. Account balance $7,290. 

4. 10% loss. Account balance $6,561. 

5. 10% loss. Account balance $5,905. 

 

Okay, let’s pause before moving on to the next five trades. Your account is now down 

from $10,000 to $5,905. Wow, that was money well spent… not! 

 

Had enough yet? Still believe this can work? The overall market is UP- you’d have been 

better off just buying the market! Do you have the discipline to sit this out?  

 

These are the questions that will mess with your mind and tempt you into doing 

something silly during times like this! And, thanks to Murphy’s Law, I often find that it’s soon 

after these times that the tide turns. It’s often darkest before dawn. Here are the next five 

trades… 



 

6. 60% gain. Account balance $9,448. 

7. 70% gain. Account balance $16,061. 

8. 20% gain. Account balance $19,273. 

9. 10% loss. Account balance $17,345. 

10. 30% gain. Account balance $22,548. UP over 125%! 

 

Listen, this is very important: 

 

Do not judge your success by any short-term outcome, judge it by the decision-

process you went through. Go back and honestly ask yourself if you didn’t miss anything 

that we’ve spoken about. If you’re truly doing all the right things and getting lousy results, 

you’re just having a run of bad luck (known as a ‘drawdown’). But the key word there is 

‘truly’. 

 

So in that simulation you lost 6 trades out of 10 and you were still UP 125%. And I 

wasn’t being unrealistic on those gains, either. It’s like magic, isn’t it? How is this possible? The 

answer to that question is in the percentages of gain and loss that you saw… 

 

It’s ONLY possible by letting your winners ride and cutting your losers early! You 

WILL lose some, maybe half or even more of the trades. And if you cut your winners early 

and ride your losers late, the winners will NOT make up for the losers. Result: LOSS. 

 

Try rerunning that ten-trade demonstration with the gain/loss numbers reversed and see 

for yourself how the result turns out! My friend, please appreciate that this is why most people 

lose money in the market. Because they are emotional creatures. 

 

And I’ll tell you something else: the secrets I’m teaching you work precisely because of 

these human foibles that cause people to lose money in markets. If you are disciplined you will 

be the recipient of that lost money in the market. If you are not, then you will be the one losing 

it! 



 

Strange as it may seem, out of this entire course, 50% of your success depends on 

you adhering to the information in the last few pages. Give those few pages the 

consideration they deserve! 

 

I could write a whole book on the psychology of trading, but I’ll spare you. Here are the 

common psychological errors (biases) to watch out for though: 

 

• People have a strong tendency to prefer avoiding losses over acquiring gains. 

• People attach more value to committed money than unused cash on account. 

• People refer to ride losses and cut winners. 

• People tend to judge a decision by its outcome rather than the quality of the decision. 

• People tend to weigh recent experience higher than past or possible future experience. 

• People can fixate on one piece of information instead of several others to support it. 

• People tend to believe things because others believe them (don’t listen to the financial 

news!).  

 

All most people think about when first coming into trading is what and when to buy, 

they never consider when to SELL. But now you understand how critical it is to sell at the 

right time! It could be the difference between success and failure! 

 

 So, without further ado, let’s talk about when to sell… 

 

When to sell 
 

 Thankfully, because of the experience level you’re at, the answer to this question may 

have already presented itself to you as we discussed support, resistance, trend lines, and price 

boxes. The ‘quick and dirty’ answer to this question is: 

 

As the price boxes pile up, raise your sell price to lock in gains. You sell when those 

price boxes stop piling up and start falling down! Vice versa for shorting stocks.  



  

Place a sell instruction just under the support level- not too close, not too far away.  

 

When the price moves up to a new ‘box’, raise your sell order to a level just under the 

new support level (the former resistance level- see the AAPL exercise from earlier). And keep 

repeating this exercise. This will protect you from high losses when the trade is first opened and 

it will lock in gains as the stock goes higher. 

 

For this system there is no preset percentage to set this sell price at- the price will depend 

entirely on your assessment of support levels using the daily chart (because the daily chart has 

more clarity).  

 

How much to bet 
 

Next important Chapter regarding execution and how to avoid big losses: 

 

However much your ‘gut’ tells you otherwise,  

however much upside you ‘foresee’, 

NEVER, EVER BET THE FARM. 

 

 And if you’re disciplined, there’s an easy and scientific way of ensuring this never 

happens.  In gambling they call it a ‘betting bank’. Professional traders call it ‘position 

sizing’. And it works like this… 

 

Figure out an amount of money you can afford to invest and write it down here: 

 

£_______________________ 

 

Now divide that number by 20 and write it here: 

 

£__________________ 



 

 Now look at that number above. It’s 5% of your available money to invest. 

 

You NEVER invest more than that 5% amount in any SINGLE trade! 

 

 And when you combine this discipline with a strict stop-loss of 25%, you can 

NEVER lose more than 1.25% of your total funds on any single trade. 

 

 So let’s think about that for a second, and then maybe put your fear of losing in 

perspective… 

 

 If losing just 1.25% of your money is stopping you placing a trade, you need to get a 

grip! 

 

 Don’t worry, in the last Chapter we’ll do an entire, start-to-finish example using my 1-2-3 

step instruction sheet, and you’ll see it all come together beautifully. 

 

 Now I’d like to give you one final signal to add to our charts, another piece of evidence 

you can use for your buy or sell case. We’re about to move on to new information, so this would 

be a good time to take a break if you need to catch up or fully digest everything we’ve covered 

this far… 

 

It’s all relative 
 

 By now I trust you’ve digested all the information we see on a chart, what it all means, 

and how it can help us: prices, volume, and moving averages. Remember, PRICE (and its 

relationship to trend lines) always comes first, it’s your primary ‘exhibit’ for your case to place a 

trade. Everything else is supporting evidence. And here’s something that’s one of the most 

important pieces of supporting evidence… 

 



 Let me introduce this new secret by asking a question: If I told you that a stock I’d 

bought was showing a 10% gain, what would you think of that? 

 

 Not bad, right?  

 

But what if I then told you that the overall market (the S+P 500) was up 30%? Are you 

still impressed…? 

 

 I should hope not. All my stock-picking efforts have been wasted- I would have been 

better off just blindly buying the S+P 500 index. I’d have made 30% instead of my 10%! 

 

So it’s all relative, right? Relative to how the overall market is doing- that’s the only fair 

way to measure trading success (by the way, 70% of professionals can’t even beat the overall 

market!). 

 

 And so, conveniently, there’s something else we can show on our charts that gives us an 

idea about how anything is performing overall. It’s called the ‘Relative Strength Indicator’ or 

RSI. 

 

 Here’s what it looks like, often shown above the price chart in a separate box: 

 

 
 

 That is the RSI for AAPL on the daily chart between August 2012 and February 2013. 

It’s simply a percentage scale (right hand side), stocks most commonly bouncing in the 30-70 

range. The higher the number, the higher the relative strength, and that zigzagging line is the RSI 

number fluctuating. Now here’s what’s important… 

 



 That RSI line can get into trends, just like the stock price. Reading those trends may 

often be a guide to what happens next and assist your decision on buy or sell levels. 

 

 There’s a lot of misunderstanding about what the purpose is of the RSI and how to use it. 

The RSI can do a lot more for you than show you how well this chart is performing relative to 

everything else; it can show you important trends that the chart alone may not… 

 

 For example, the stock price could appear in a healthy sideways channel while the RSI 

deteriorates, locked in a downward trend (because the stock isn’t doing as well as its peers, 

relatively speaking). That would be a warning sign! 

 

 To demonstrate, let’s take a look at this daily chart of AAPL that now features the RSI at 

the top (the last thing I’ll overlay on our charts, I promise!): 

 

 
 

 Consider this chart and the RSI above it for a second. Take everything you know already 

from this course, and compare the price action to the RSI as it plays out above. See any signals 

there? How does the RSI relate to the price? 

 



 When you’re ready, I’ll show you what’s going on here and how it can help you… 

 Here’s the chart again. I’ve drawn trend lines on the RSI: 

 

 
 

 Notice how the RSI downtrend was clear a good while before the actual price really 

broke down below the moving averages? And then, once the RSI downtrend levelled off, it 

stayed locked in the low half of the RSI range, telling you to stay away (or stay short!) because 

this was an underperforming stock, relatively speaking. 

 

I would argue (and it’s often open to argument) that the RSI had established a downtrend 

by October 8th, and if you’d have sold on that basis alone you’d have done well. And you could 

have stayed short on AAPL until an uptrend revealed itself, and you’d have made even more 

money. 

 

Unlike with trend lines, when using the RSI, we only need to see a definite trend to 

issue the buy or sell signal. Any clear and continuous trend in the RSI should be taken very 

seriously. 

 



 Look how much earlier the RSI warned you about AAPL falling than the ‘cross-down’ 

did. Although that cross-down was even more supporting evidence- by that time this chart was a 

screaming ‘SELL’! RSI trending down, below both moving averages, a cross-down, how much 

more warning did people need? 

 

 So basically, as the name suggests, the Relative Strength Indicator (RSI) is telling you 

how strong a stock is. A concerted downtrend in the RSI like that is a warning that the stock is 

getting weaker, and vice versa for an uptrend.  

 

Bottom line… 

 

If the RSI is in a clear downtrend, do NOT buy, but consider shorting if other 

criteria are evident.  

 

If the RSI is in a clear uptrend, do NOT sell, but consider buying if other criteria 

are evident. 

 

 Okay, so a lot to digest once again, and time for a new challenge to help you absorb it. 

Theory is one thing, but practice is another… 

 

New Challenge… 
 

 Okay, let’s have some fun! This chapter you’re going to predict stock prices using 

nothing other than the RSI. I don’t recommend you do that in real life, but I want you to get a 

feel for what it means and how it helps you, because it’s definitely an important tool. For any 

Star Wars fans, I’m reminded of the time Obi-Wan is training Luke, and he tells Luke to use his 

light sabre but with his eyes completely blinded by a visor. You can do this, just use The Force 

my young padewan… 

 

 

 



 For each of the following four daily RSI charts, write ‘buy’ or ‘sell’ or ‘do nothing’ 

at the exact point you would do so if all you had was the RSI to go by. Remember: this is 

NOT a price chart like you’ve been used to- it’s a pictorial indication of strength, using a 

percentage. The number on the right is not dollars, but percent… 

 

Note: shaded areas simply mean that the RSI is in the extremes of the upper or lower percentage 

range- outside the more common range of 30%-70%. 

 

 Don’t over-analyse or read too much into it. Just look for a clear and persistent trend in a 

certain direction and make a decision. Feel free to draw trend lines. The earlier you catch any 

trend the better… 

 

 For each of the following four RSI charts, mark the exact point where you would 

BUY, SELL, or DO NOTHING: 

 

RSI chart 1: 

 
 

 

 

RSI chart 2: 

 
 

 

 

 

 



RSI chart 3: 

 
 

 

 

RSI chart 4: 

 
 

 Good luck with that little ‘flying blind’ exercise- if you can do well there just think what 

a long way you will have come… 

 

Next chapter we really have to move on the practical stuff such as using the specific tools 

and simple software to actually implement this, so please: 

 

Before next chapter be sure to have reread ALL Chapters to date. You need to be 

completely up to speed by then. 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

CHAPTER NINE 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Updated Knowledge Recap: 
 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 
 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

 

 

 



 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 

 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

• You should know what resistance and support is, and what happens when a stock rises 

above or below them… 

 
 

• You should know what ‘price boxes’ are, how to spot them, and how to take advantage of 

them… 

 



• You should know what a moving average is, what they mean, and how to take advantage 

of them… 

 
 

• You should know what a ‘cross up’ and a ‘cross down’ is, and how to take advantage of 

them… 

 
 

• You should know what a weekly chart is (as opposed to a daily chart), and how to spot 

the repetitive four ‘seasons’ of any market using that chart: 

 
 

 

 

 

 

 



• You should know the characteristics of each ‘season’ of a stock, how to spot a change in 

the ‘season’ of a stock, and the ideal time to buy or sell or do nothing… 

 
 

• You should know that being in the right industry group will improve your chances of 

success, and how to figure out which groups are performing best… 

 

• You should be able to spot certain ‘money-signals’… 

 
 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

No, you’re not 100% with those topics? 

 

 If you don’t understand those topics we just reviewed, then with respect, you have 

not been reading the previous Chapters properly or you haven’t taken the time to absorb 

the information properly. It’s not enough to flick through or even to just read, you need to 

understand. It will be worth your trouble!  

 

Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you. 



Welcome Back 
 

 Hello, and well done for coming this far if you’ve mastered everything we’ve covered. 

This chapter is going to be quite different as we switch into some practical training including 

how to use the tools you’ll need to do this for yourself, and I have a lot to cover so let’s move 

straight into a review of last chapter’s challenge. If you didn’t do it, it’s not too late, as I’ll repeat 

the instructions here… 

 

Last Chapter’s Challenge 
  

For each of the following four daily RSI charts, write ‘buy’ or ‘sell’ or ‘do nothing’ 

at the exact point you would do so if all you had was the RSI to go by. Remember: this is 

NOT a price chart like you’ve been used to- it’s a pictorial indication of strength, using a 

percentage. The number on the right is not dollars, but percent… 

 

Note: shaded areas simply mean that the RSI is in the extremes of the upper or lower 

percentage range- outside the more common range of 30%-70%. 

 

 Don’t over-analyze or read too much into it. Just look for a clear and persistent trend in a 

certain direction and make a decision. Feel free to draw trend lines. The earlier you catch any 

trend the better… 

 

 For each of the following four RSI charts, mark the exact point where you would 

BUY, SELL, or DO NOTHING… 

 

 

RSI chart 1: 

 



 

 So you should have spotted a clear downtrend first of all, on the left of the chart. Then the 

RSI hovered along in the weaker half (bottom) of the chart before another downtrend. All in all, 

pretty horrible. Now let’s look at this RSI chart next to the actual chart: 

 

 
 

 This was a chart of the Dow Jones from May through October of 2008. How did you do? 

If you spotted that downtrend early and cried “SELL”, well done! Do you have any idea what 

you just did? You called the 2008 crash as early as May 2008 by looking at nothing else other 

than the RSI. That RSI chart would have also encouraged you to stay short right through to the 

end of October, and reap the full profit potential. 

 

 Okay, next one… 

RSI chart 2: 

 
 



 So this chart seems to be doing well to begin with (extremely high RSI in shaded area on 

far left), but then a steady downtrend starts, culminating in lackluster performance, stuck in the 

lower half of the chart before a nasty drop at the end. Once again, not a pretty sight. Here’s the 

full chart: 

 

 
 

 This was the chart for Silver Wheaton (SLW) between August 2013 and February of 

2014. Look at the action between mid-September and November- the price on the price chart 

was an innocent sideways action but the RSI chart was warning you of something wicked 

looming by showing a steady downtrend. The strong performance at the start of the RSI chart 

(shaded area) was encouraging you to BUY, but once that downtrend started it was telling you to 

SELL and stay short. And the results of those actions are right there for you- using nothing other 

than the RSI you could’ve made profits here. 

 

 Next chart… 

 

RSI chart 3: 



 
 

 This one starts off with pretty neutral action, so doing nothing was wise initially. But then 

a downtrend began resulting in weak action… until about three-quarters of the way along when 

we see a shallow but steady uptrend. Let’s see how we did compared to what the price was 

doing… 

 

 
 

 This was a chart for Microsoft (MSFT) between August 2013 and February 2014. If 

you’d have shorted MSFT when that downtrend in the RSI began in late September, look how 

well you’d have done. The later uptrend would also have been profitable. Notice how the 

commencement of uptrends or downtrends often coincides with a breaching of the moving 

averages…? 

 

 Next and final RSI chart… 

 

RSI chart 4: 



 
 

 So we start off strong, a BUY even, then it gets a bit bumpy after a little downtrend, 

although reluctant to stay in the weak half of the chart. Finally, in the last quarter of the chart we 

see a sure and steady uptrend that results in excellent strength in the shaded area again. Now let’s 

look at the whole picture… 

 

 
 

 This was the chart for Proctor & Gamble (PG) between August 2013 and February 2014. 

If you had been encouraged to BUY early on in the RSI chart, you’d have maybe snatched a 

quick profit, but you’d have exited when the downtrend started, maybe even gone for a SELL. 

But the reluctance of the RSI to stay down was telling you that this stock may just be suffering 

from temporary weakness, so it became a ‘wait-and-see’ for the middle part of the RSI chart. 

Now, here’s where it gets interesting… 

 



 If you caught that uptrend in the RSI in mid-January and made a BUY, you successfully 

predicted that nice gap-up a few weeks later. You’d have bought at around $65 and stayed long 

as PG headed into extreme strength! Draw some trend lines and you’ll see that PG was in that 

support and resistance channel we look for so we can catch that break out when it happens, right? 

But in this instance the RSI was ahead of the game- it caught that break out early, but… 

 

 NOTE: choppy action (like in the middle of that chart) won’t tell you anything. What 

you’re looking for are steady, diagonal trends. The more clear and concerted they are (like in the 

last part of that PG chart), the more reliable they are. 

 

 Important point: the shaded areas shouldn’t be scaring you off- they do NOT indicate if a 

stock is oversold or overbought, they are showing you strength, and strength is good (if you’re 

buying, and weakness is good if you’re selling). Shaded areas often stay shaded for a good while. 

 

Tools of the Trade 
 

 Superb. You now have all the knowledge you will need! What I need to give you now is 

a 1-2-3 step instruction guide and some advanced and very hot secrets in the last Chapter. But 

before that I’m now going to equip you with the tools of the trade. 

 

 You’re going to need two things: charting software and a way to find the kind of stocks 

we’re looking for. And the good news is both are FREE! So let me take you through how to use 

each with screen-by-screen instructions…  

 

Please note: these screenshots are accurate at time of writing, if these websites differ their 

formats at the time you visit, please email the website for equivalent new instructions, not me. 

Thanks… 

 

Free Charts 
 



 First of all, your charting software. The website I’m about to introduce you to will look 

familiar at first glance because it’s where all the charts you’ve seen have come from. But at 

second glance, you will be intimidated by a lot of buttons that I’ve spared you from until now. 

But don’t worry; I’m going to walk you through the whole thing… 

 

 So let’s go to StockCharts.com and click in the top left tab where it says, FREE 

CHARTS: 

 
 

Then, top left again, don’t type anything in the ‘Create a Sharpchart’ box, just click on ‘Go’: 

 
 

Then you’ll be presented with their default screen: 



 
 

Now we’re going to customize it to our liking… 

 

Okay, so bear with me closely. Underneath that default chart screen you’ll see this control panel 

in its default state: 

 
 

 

 

 

 



Now what we need to do is change it to look like this one below: 

 
 

So let me walk you through the changes you need to do, working from left to right and top to 

bottom: 

Chart Attributes: 

Type: OHLC Bars 

Log Scale: uncheck 

Price labels: check 

 

Overlays: 

Parameters: 50 and 150 

Indicators: 

Where it says ‘MACD’ select ‘None’. 

 

When you’ve done all that push any ‘Update’ button on that control panel, and you’ll see the 

familiar chart style we’ve been working with, defaulted to the Dow Jones (INDU): 



 
 

It’s all there: RSI, price, 50dma and 150dma, and volume. The only new addition there being 

price labels, which I hope you agree are very helpful for determining support and resistance 

levels etc. But if you don’t like that feature, simply uncheck that box. 

 

Look at the top left next to the box where you enter the ticker code though and you’ll notice that 

this chart is a DAILY (short term) chart. And that’s great for when you’re using a daily chart. If 

you want to make this a WEEKLY (long term) chart for the bigger picture, simply select 

‘WEEKLY’ in that box instead, like so: 

 

 
 



Now, this is important! When you change between weekly and daily charts, you need to set 

the moving average parameters accordingly.  

 

So, to get the equivalent of the 50dma and 150dma on a weekly chart, we set the parameters to 

10 and 30, because we’re talking weeks now, not days.  

Remember: 

50dma on a daily chart = 10wma on a weekly chart (5 trading days in a week, so 50 trading days 

is the same as 10 weeks). 

150dma on a daily chart = 30wma on a weekly chart. 

 

So let’s enter 10 and 30 under parameters when on the weekly chart: 

 
 

TIP: To avoid changing this every time I switch between weekly and daily charts, I have 

two separate Internet windows open all the time- one on a weekly setting and the other on 

daily. 

 

 

 

 

 

 

 

 

 



Now here’s the weekly chart equivalent after selecting ‘Weekly’ and adjusting the moving 

average parameters: 

 
 

And as a check to make sure you’re looking at the correct moving averages, the legend in the top 

left of the chart tells you the ‘MA’: 

 
On a daily chart that should say MA (50) and MA (150). 

 

An optional tool you may want to use is the ‘Inspect’ tool. On the top bar, check that box, and 

whenever you move the cursor across the chart, handy horizontal and vertical lines are in view, 

along with other information- try it out and play around. It’s great for looking at support and 

resistance levels: 

 



Another cool tool is the ability to draw trend lines with the ‘annotate’ feature- selection button 

shown in blue underneath the actual chart:  

 

 
 

Click on that blue ‘Annotate’ word and you’ll be taken to a screen where you can click and drag 

trend lines, like the ones I drew here: 

 

 
Just hold the mouse button down and draw a line.  

 

Play around with StockCharts.com and get comfortable with it- this is going to be a 

regular tool for you!  
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Updated Knowledge Recap: 
 

• You should know what the small vertical bars are on a chart, and what the even smaller 

horizontal bars are (that protrude from the vertical bar)…. 

 
 

• You should know how to draw a trend line and what makes the best trend lines… 

           
 

• You should know that the horizontal line across the bottom of a chart represents time in 

months and days, and that the vertical line across the side of a chart represents price of 

the stock in question… 

 

• You should know how trend lines can form a channel. And you should know what 

happens if the price of a stock breaks above or below a trend line… 

 
 

• And as a result, you should have an idea of what price points would trigger BUY or 

SELL trades on that stock… 

 

• You should know what a ‘gap-up’ is, and how to select stocks most likely to have them… 



 
 

• You should know what volume is, what it means, and how it appears on the bottom of the 

chart… 

      
 

• You should know what resistance and support is, and what happens when a stock rises 

above or below them… 

 
 

• You should know what ‘price boxes’ are, how to spot them, and how to take advantage of 

them… 

 
 

• You should know what a moving average is, what they mean, and how to take advantage 

of them… 



 
 

• You should know what a ‘cross up’ and a ‘cross down’ is, and how to take advantage of 

them… 

 
 

• You should know what a weekly chart is (as opposed to a daily chart), and how to spot 

the repetitive four ‘seasons’ of any market using that chart: 

 
 

• You should know the characteristics of each ‘season’ of a stock, how to spot a change in 

the ‘season’ of a stock, and the ideal time to buy or sell or do nothing… 

 



 

• You should know that being in the right industry group will improve your chances of 

success, and how to figure out which groups are performing best… 

 

• You should be able to spot certain ‘money-signals’… 

 
 

• You appreciate how crucial it is to know when to sell as well as when to buy. By cutting 

losers at predetermined levels early on, and riding winners as long as possible, you can 

lose half the time and still make big profits. 

 

• You know what the Relative Strength Indicator is and how to use it: 

 
 

So are you 100% with all those topics? Yes? Then proceed with this Chapter, my friend! 

No, you’re not 100% with those topics? 

 

 If you don’t understand those topics we just reviewed, then with respect, you have 

not been reading the previous Chapters properly or you haven’t taken the time to absorb 

the information properly. It’s not enough to flick through or even to just read, you need to 

understand. It will be worth your trouble!  
 

Before you continue please check the updated ‘Knowledge Recap’ at the end of this 

Chapter. Thank you 



Welcome Back 
 

Let’s do an example from start to finish and put all this together! Before we begin, you 

should be familiar with ALL subjects covered to date, or none of this will make sense. I’m not 

going to translate any jargon that’s already been covered, you’re about to be let loose on your 

own so you should already know it all. 

 

First of all, an important question you need to answer before you set off… 

 

Are You an Investor or a Trader? 
 

Only you can answer this question, and there’s no reason why you can’t do both, but we 

need to clarify what these two terms mean when it comes to your overall strategy. 

 

An investor has around a 12-month time frame. He has time; he aims to get in as early as 

possible in the summer cycle, and rides out any turbulence. This is more suited for conservative 

people, perhaps managing a retirement account, who want to trade less. Gains can be slower and 

smaller, but so is the risk. 

 

A trader has a 1-3 month time frame. He aims to get in at a precisely timed point once the 

summer cycle is firmly established. This is for people who don’t mind trading more often, 

perhaps supplementing income, and this is more suited to having a smaller account. Gains can be 

faster and bigger, but so is the risk. 

 

So bear this in mind as you plan your strategy. Now let’s do a full example. This is 

assuming a bull market, we’ll deal with a bear market later… 

 

 

 

Real-Life Example: JAZZ 



 

The date is June 1 2013. First, we see from the weekly chart that the overall market (S+P 

500) is in ‘summer’: 

 

 
 

 And so that means our driving strategy is to look for stocks to BUY. 

 

 So now we look for the industry group that’s the strongest. I showed you how to do that 

last chapter, and let’s say that it’s the healthcare industry group for our example.  

 

So, within that group, we look for the strongest stocks with the most promising charts, 

also in an early summer-phase that’s in synch with the market. 

  

Write down the ticker codes of your shortlist and move on to the next step… 

 

 There are two things you need to do now to start crossing off stocks from your shortlist: 

see how it synchs with the overall market and to check the fundamentals… 

 



• Check how each stock synchs. 

Look at a daily chart of the SPX. How did the stock respond in relation to it on any given 

day? On days the market went down did the stock do the same? Or did it hold its ground? 

Even better, was the stock able to go UP on a recent day when the overall market was 

down? Keep the stocks that behaved the best here and were most immune to overall 

market turbulence. 

 

• Check the fundamentals. 

Check Yahoo Finance to make sure that the stock is actually making money and showing 

rising earnings. Current quarterly earnings should be rising. Annual earnings must have 

grown at least 50% over last three years. Once you’ve selected the ticker symbol on 

Yahoo Finance, click on the left hand margin under ‘Income Statement’ and the numbers 

you need are there: 

 

 
 

 Then toggle between ‘Annual Data’ and ‘Quarterly Data’ to get what you need: 

 

 
 

 
 



 

 So we’re going to say that for this historical example our shortlist got shorter until we 

were left with Jazz Pharmaceuticals (JAZZ). CAUTION: this is NOT a stock 

recommendation; it is an historical example purely for demonstration purposes! 

 

Now let’s take a look at the bigger picture on the weekly chart: 

 
 

 Nice. Steady uptrend, RSI looks about to go ballistic and firmly lodged in that upper half 

of the range, break out to new price highs on substantial volume, 30 wma just starting to steepen 

more. A lot to like about this stock. 

 

 Most of all, when you check the weekly chart of your chosen stocks, make sure that 

it’s at the highest price in TWO years.  

 

This way there are no holders of the stock who bought at a higher price than today’s price 

and are waiting to ‘get out even’. Always remember that for any given stock, human emotions 

being what they are, there are people who bought in the past at a higher price. They’re frustrated 

and want to sell as soon as they break even. This selling pressure means a stock faces an uphill 



battle as it tries to rise because price is determined by supply and demand, and this excess supply 

at higher prices is just waiting to be dumped on the market. This “overhead supply” seems to not 

be a factor after two years though. 

 

I also like how this JAZZ chart ‘behaves’. What I mean is that it’s not wild and woolly, 

there’s some order and consistency to it. Look at the steady price channel, look how the price 

respects the ascending 30 wma. This looks like a stock I could trust to do what it’s supposed to. 

Make sense? 

 

So we now know we would like to buy this stock. But at what price? And what stop loss? 

Let’s zoom in to the daily chart and figure that out next… 

 

 So as we turn to the daily chart of JAZZ, we do so with some comforting knowledge: 

 

• The overall market is going the right way for a buy. 

• We’re buying from the strongest industry group. 

• We’re buying one of the strongest stocks within the strongest group. 

• It has good earnings. 

• The big picture weekly chart looks very promising. 

 

And all that has greatly increased your odds of success. The daily chart is now a 

relatively safe playground for us and our trend lines et al. But a lot can still go wrong if you rush 

in....  

 

Think back to a few Chapters ago when we talked about when to sell. I explained that as 

long as you cut your losers early- with no more than a 10% loss- and let your winners ride, that 

you could be wrong more than you were right and still make a fortune.  

 

So it’s critical to buy at just the right price at this stage. If you buy too early, the stock 

may not yet be moving in the right direction yet and take out your stop loss as it drifts around. 

Get in too late after the move up, and any pullback may take out your stop loss. So we have to 



get this part right! Now let’s take a look at the daily chart of JAZZ (upper moving average is 50 

dma and lower is 150 dma)… 

 
 

 Pretty much what we’d expect to see based on the weekly chart, and on the surface it 

looks mighty fine. Before we move on why don’t you take a look at this chart and point out what 

you like or don’t like about it? Any concerns?  

 

 Draw any trend lines, do whatever you need to. Then, before turning the page, write 

below what your plan would be to enter a trade and what your stop loss might be, remembering 

that the stop loss MUST be no more than 10% away from your entry price… 

 

 Apart from that support and resistance channel being broken to the upside, here are the 

main points to consider… 

 



 
 

 From top to bottom, the arrows show: 

 

1. RSI looking very strong, although could be temporarily peaking judging by how it’s 

starting to roll over. 

2. Nice break out at $61. But the price is now $67.97. We don’t want to chase the price and 

buy too high. 

3. 50 dma turning up nicely, so the move is really only getting started. Same for 150wma. 

Bigger picture, we’re early to the party.  

4. Nice volume on the breakout. We want to see at least 50% more than the usual amount. 

Also, notice how on the down days after the break out that selling volume was steady 

though. I’d ideally like to see selling volume decrease considerably to feel comfortable 

about the surge in price. And today’s closing price was at the bottom of the range for the 

day, indicating that sellers haven’t given up just yet. 

 

So I would wait and see what happens next rather than jumping in just yet. A pullback or 

a sideways consolidation would give us a better set up… 

 



 Here’s the chart a few weeks later: 

 

 
 

 No pullback to the breakout point, but we did get that sideways consolidation or ‘price 

box’ forming. In fact, that’s our first price box after the break out. RSI did in fact turn down, but 

is now turning up again. I drew the trend lines to show this price box. 

 

 Great. So now it’s decision time. At what price will you buy, and at what price will you 

set a stop loss? 

 

 There’s no decisive answer here, it’s all about the individual’s assessment and personal 

tastes and comfort zones. Let’s begin with what price to buy at. You have four choices, and each 

has its own advantages and disadvantages: 

 

1. Buy on the upwards break out from the channel (preferred method) 

Advantage: no waiting around, the move is underway now and you could be instantly in 

profit. Buy just above resistance level, around 50 cents above the highest previous price 

($72.50 buy price in this case).  



Disadvantage: If the price gaps up you could miss the best entry price. 

 

2. Buy at the base of support. 

Advantage: If it goes up, you’re in at the lower price. 

Disadvantage: No telling how long you’ll be waiting for a move up, and that’s if one 

happens. That’s another plus for tighter channels- action more likely sooner. 

 

3. Buy on the pullback (if applicable) after breakout. 

Advantage: You get a second chance, and one that enables you to judge the quality of the 

volume on the break out. 

Disadvantage: You can’t guarantee a pullback will happen, and the stocks that are set to 

soar the highest usually don’t make pullbacks. 

 

4. Hedge your bets. 

You could divide your stake into 3 equal parts and buy on each of the above triggers.  

 

 The main thing is not to buy at any price in the middle of the price box! 

 

 My preferred and the classic strategy here is to buy on the break out from resistance. So 

let’s plan on that. Here’s the chart about a month later: 

 



 
  

So we got our break out in early July and headed into a new price box. Buy price was 

$72.50 and stop loss set at $65.  

 

Why $65? It’s within the required maximum 10% of buy price. Also it’s back within the 

previous price box, and it’s just below the 50 dma, each of those scenarios being triggered 

suggesting that all is not well and that one should exit. 

 

Big buying volume spike in late June, which is good, but it didn’t send the price higher so 

there must still be sellers around (all that buying was evidently matched by selling). And on this 

occasion we did get a pullback. In fact, we’re showing a small loss currently as the pullback is 

right back to the top of the previous price box. But RSI is level and still healthy, and the averages 

are pointing up. We watch and wait. Here’s the chart a month later… 

 



 
 

 A month later our patience is rewarded. But let’s reflect on that for a second: a month of 

waiting. That’s a long time when you’re sitting on a position that initially showed a loss. Could 

you be that patient? 

 

 JAZZ not only broke into a new price box, but another one still. RSI trended up since last 

time and pointing into mega-strong territory now. A new break out to $83 on decent volume each 

time it pushed higher- big institutions are evidently buying JAZZ consistently (called 

‘accumulation’). It takes the big banks buying to push a stock significantly higher. 

 

 In early August, as JAZZ pushed above $77.50 on heavy volume, we raised our stop loss 

to $72.50. This price was just below the new support level and it makes this trade a break-even 

as the worst case scenario.  

 

As soon as your trade comfortably allows this, without getting too close to the current 

price, raise your stop loss to your entry price to make a break-even situation the worst case. 

 

 And as those price boxes pile up, keep raising your stop loss to be just below the new 

support level (which is the old resistance level). 



 

 Let’s fast forward a couple of months, and you can see that the price boxes kept piling 

up: 

 

 
 

 In early September JAZZ pushed into the $87 price box, and we raised our stop to $83, 

locking in over a $10 profit. But in early October we see the RSI plummet, and most of all we 

see the price break support on heavy volume. This triggers our stop loss and we take the profit. 

But the trade doesn’t have to end there… 

 

 While we’re counting the money from our gain, let’s review what happened. Why did 

JAZZ break support like that when it was doing so well? We sometimes find our answer by 

looking at what the overall market was doing. Here’s the S+P at that same time: 

 



 
 

 The JAZZ drop coincided with a big drop in the S+P that took it below the closely 

followed 50 dma. This illustrates how critical it is to be in synch with the overall market. Let’s 

also zoom out to look at the weekly chart of JAZZ: 

 

 
 



 Apart from that drop, the chart still looks solid. Look how strong RSI still is, look at the 

averages? It’s possible that the drop was not a reflection on JAZZ, but we must always respect 

the stop loss.  

 

 But let’s also closely monitor JAZZ to see if it gets back on track so we can re-enter the 

trade. A couple of weeks later the daily chart looks like this: 

 

 
 

 RSI is turning up again. That drop didn’t turn into something worse; buyers stepped in 

and formed a nice tight channel of support at $82.50. What price should you re-enter and what 

would your stop loss be? Write your thoughts below: 

 

 

 

 

 

 

 



 You actually had two choices: you could have bought at the current price with a stop loss 

under support at $80, or you could have waited for it to broken out and back above the 50 dma 

with an $87.50 trigger price and stop loss of $83 (a retreat to $83 would spell trouble and time to 

exit). I would have waited for the break out. Here’s what happened next: 

 

 
 

 JAZZ gets back on track, and we re-enter the trade at $87.50. Here’s the chart a few 

weeks later… 



 
 

 JAZZ gets back to where it left off, into to that price box it was enjoying before the S+P 

tanked. RSI pointing to the skies as we see yet another break out to $98, and a new 52 week 

high. Let’s raise our stop loss to $92.50 (just under support), locking in profits. 

 

 In this example it’s all happening fast, but in real life this is taking place over months. 

We opened this trade back in June and it’s now November. Even this recent time in the new 

price box has taken almost a month to break out to a new price box. What’s more, look how our 

trade went into profit after the break out, up to $95.24, and then sank down to almost the entry 

price. Would that frustrate you to watch running gains fade away? Would you lose your patience 

and exit…? Most people would, and that’s why most people lose money in the markets! 

 

It’s important to understand that as long as the price is bouncing around in that 

price box, up or down, all is well as long as support isn’t broken. Be patient! 

 

 The bull doesn’t like to make it easy, or everyone would be doing this. But he may 

ultimately reward you for your patience… 

 



 A couple of weeks later JAZZ enters a whole new phase. If you’re an investor it’s been 

all you so far, but traders, it’s time for you to take notice because the faster action is about to 

begin… 

 

 
 

 RSI mega-strong as the recent break out quickly turns into a very bullish pattern called a 

‘flag’. As you can see, it looks like a flagpole and that tight channel flying to the right of it. 

 

 Investors are now sitting pretty for their patience as they entered at $87.50. They should 

raise the stop to $100- a fall below that would be a bad sign of reversal as $100 is around where 

the new break out occurred.  

 

 Traders, you could buy here with a tight stop loss just under support at $105, or you 

could wait for a break out around $111. 

 

 Here’s the chart a month later… 

 



 
 

 JAZZ broke out of that ‘flag’ in late November and went on to form a new price box. 

 

 Notice how that drop below new support only happened during the day of trading? The 

closing price though was still above support (check Level 1 for what those little horizontal stems 

mean). You can forgive that, and you can expect it, so beware of having too tight a stop loss 

under these tight channel patterns. In fact, in this situation best not to set an automatic stop loss 

and rather have it mentally in your head and ONLY executing it based on the day’s CLOSING 

PRICE. 

 

 See, when specialists on the market floor notice a lot of stop losses under those tight 

channels they can deliberately force a drop in price to trigger those stops during the day so they 

can buy the stock for cheap and ride it back up before the end of the day. Happens all the time 

and yes, it’s somehow legal! 

 

 JAZZ didn’t hit our stops, so the trade is still on. Here’s the chart a couple of weeks later: 

 



 
 

 More of the same. You can play this game as long as those price boxes keep piling up, 

and keep raising your stop loss. When the boxes start reversing, sell. JAZZ peaked at $176 in the 

March that followed, easily more than doubling your money in under a year. That’s the kind of 

performance your pension fund manager can only dream of! And if you were spread betting, 

well, the gains would have been insane- $10 a point and you gained around $100 (10,000 points), 

you’d have made $100,000. 

 

The Crash Code 
 

 Now let’s look at short selling stocks in a bear market. Everything we just did with JAZZ 

gets reversed if you see that the S+P is in a bear market.  

 

 Short selling isn’t as easy as buying, but the rewards come a lot faster if you get it right. 

Pullbacks to the up side can be swift and unsettling. But there is a clever way to do this… 

 

 

 



Real Life Example: WLT 
 

 So we’re in August 2011, and we look at the S+P (line that follows the price most closely 

is the 10 wma and the other is 30 wma): 

 

 
 

 The market has broken down on heavy volume, RSI headed south in a hurry, 30 wma 

starting to turn down. Not an encouraging chart.  

 



 
 

 WLT has reacted badly to the S+P drop, a good sign for a short. But now is not the time 

to act. Instead we patiently monitor WLT and wait for the inevitable big pullback for the safest 

entry point, which usually comes around 7 months after the peak: 

 

 



 

 RSI has pulled back to the middle ground and hesitated. Price has halted at that sharply 

declining 30 wma, and volume is trending down. This is a classic picture. The downwards 30 

wma is now like a runaway locomotive speeding down a hill, and this represents a considerable 

challenge for the price to get across the tracks. 

 

 So this is the perfect point to sell the stock short, with a stop loss just above the 30 wma. 

We aim to sell WLT at $72.30… 

 

 
 

 As we zoom in to the daily chart (150 dma above the 50 dma) we see that RSI has peaked 

and is turning down, and we can now clearly see that the price has been repelled away from that 

30 wma. Both bearish signs. So we go short at $72.30 and enter a stop loss just above the 30 

wma at $77.50. A month later the chart looks like this: 

 



 
 

 We’re in the money. But now it appears WLT has found support at $56. Let’s bring our 

stop down to $70 and lock in profits. $70 is also safely above the 30 wma from the current price. 

We must allow wide stop losses on short sales as the pullbacks can be fast and strong. A falling 

stock is like a drowning man having his head held under the water- he will fight back! 

 

 And sure enough, WLT pulls a fast one on us as it bounces off support: 

 



 
 

 But it doesn’t hit our wide stop loss of $70, even though it peaks above the 30 wma 

briefly, and ultimately it breaks that $56 support line to head further south. Let’s lower the stop 

to $65. 

 

 By the way, when WLT briefly broke above the 30 wma you had 2 clues that you needn’t 

have worried. Can you see what they were? 

 

 Yes, RSI trending down and more selling volume than buying. If this was a real come 

back it wouldn’t have shown such weakness. 

 

 And the drop continues through summer. Look at the heavy buying as people thought the 

drop was coming to an end: 

 



 
 

 But, as you know from your study of ‘seasons’, the drop hasn’t truly come to an end until 

the 30 wma levels off and ‘winter’ is truly over. The fall continued, and the profit was massive. 

 

It’s All Right Here 
 

 Please understand that while not all stocks go according to the JAZZ and WLT scripts, 

these were not exceptional situations- I picked them because they are classical situations. 

 

 Just take a look at the weekly chart of a different stock, GMCR, to see both a bear cycle 

and a bull cycle take place, and all the knowledge you’ve learned come together. Study this chart 

from left to right and consider how the same script played out as it so often does… 



 
 

 See that pullback as your cue to short the stock in February 2012? See spring turn into 

summer and those price boxes form? See how in this instance autumn actually gave birth to a 

new summer in early 2014? That’s why GMCR was not a short in November 2013- the 30 wma 

had not pointed down. You now know all this though, don’t you? 

  

Every stock has its own personality, look at past charts like this one to see how it 

behaves. 

 

 Look how the moving averages act as a ‘ball and chain’ that the price is attached to. Price 

can only move away so far before the ball and chain pulls it back. 

 

 One final secret on timing your entry point… 
 

 

 

 

 



Time Your Entry 
 

As I’ve mentioned before, the 50 dma is a key short-term metric used by analysts. When 

a stock is above the 50 dma it’s considered bullish, and below it as bearish. Of course, this is a 

self-fulfilling prophecy, but if it works, who cares? 

 

Anyway, something that follows this self-fulfilling prophecy is that when too many 

stocks are above their respective 50 dmas analysts consider the overall market overbought and 

due for a pullback. And vice versa, when too many stocks are below their 50 dmas, it’s 

considered oversold and due to bounce back. 

 

It’s considered that when 70% of stocks are above their 50 dma that the market is getting 

overbought. And when 50% of stocks are above their 50 dma that the market is getting oversold. 

 

In the chart below the percentage of stocks in the S+P 500 above their 50 dma is shown 

over time by the zig-zagging line. I’ve added the 50% and 70% lines so you can see the ‘neutral’ 

zone: 

 

 
 

As you can see, the market is into temporarily overbought territory again. It’s by no 

means foolproof, but it does show a pattern that may help you time things and gauge which way 



the rubber band is stretched at any give time. Remember, your trades are sailboats that are 

subject to the prevailing winds that the market blows, and you want that wind in your sails. Best 

to delay buys if the overall market is overbought, and vice versa for sells. 

 

 The ticker for this chart on StockCharts.com is SPXA50R. 

 

 So to conclude, here is your 1-2-3 step guide. This assumes BUYING. For selling stocks 

apply the changes previously discussed… 

 

Steps to Success: 
 

1. Check the SPX (S+P 500) WEEKLY chart to decide your current strategy. 

• Be certain of the ‘season’ the market is in. If uncertain, stay out of the market. 

• How early/late is it in this ‘season’? Be careful if early or late in a season. 

• Check the RSI and 30wma is pointing and trending the right way for the 

respective season. 

• Check RSI in the correct half of its chart (upper for buying and lower for selling) 

• Based on the season, are you looking for BUYs or SELLs? Or do nothing? 

 

2. Check the SPX DAILY chart 

• Check the short term- is the market due for a pullback? Is it overbought? Make 

sure price is above the 50 dma and RSI healthy trajectory. 

• Any money signals, either positive or negative? 

 

3. Which industry groups are the strongest? 

• Stick to the strongest three. 

 

4. Check the weekly chart and Yahoo Finance for each to look at bigger picture. 

• Make sure this is a TWO-year high in price. 

• Check RSI.  



• Is this an orderly chart you could trust to do what it’s supposed to based on past 

patterns? 

• Check income statement for current quarterly earnings rising. Annual earnings 

must have grown at least 50% over last three years. 

 

5. Switch to the daily chart to plan your entry point and stop loss. 

• Check for money signals- negative or positive. 

• Draw trend lines. 

• Check RSI trending up or at least in upper half of range. 

• Check volume is increasing on up days and decreasing on down days. 

• Choose buy point at the suitable price. No more than 2-5% greater than the break 

out point.  

• Set stop loss so that you cannot lose more than 10% of the money invested in the 

trade while also being at a realistic level that it doesn’t get needlessly triggered. 

With the correct buy point 10% can absorb most pullbacks. 

 

6. Execute! 

• Divide your available funds into 10. Each tenth of your fund is available per 

single trade, and 10% of that tenth is at risk. 

• Do not miss the move. You must enter at the right price- if too late, do not chase 

it. Your stop loss is only 10% lower than your entry price. 

 

7. Ride the price boxes. 

• You must carefully define each price box for your assessment of support and 

resistance to be correct, and thus your buy price and stop loss. 

• Be patient and tolerant. As long as the price box is correctly drawn, the price can 

bounce around in that box as much as it likes. 

• As the price moves up, raise your stop to just below the new support level (old 

resistance level). Make it a break-even scenario as quickly as practically possible. 

 

 



8. Consider re-entry if stopped out. 

• Respect your stop loss with strict discipline! 

• If your stop gets triggered consider if the overall market was to blame.  

• Monitor the stock to consider a re-entry point. 

 

9. Close the trade. 

• Respect your stop, and there is no need to sell a steadily rising stock. 

• Watch for downward trending RSI on daily and weekly charts. 

• Watch for negative money signals. 

• Check selling volume isn’t picking up. 

• Check the 30 wma trajectory. 

• Don’t be greedy- you will never time the top exactly.  

 

 

Have You Earned Your Wings…? 
 

 There comes a time in every student pilot’s training when the instructor gets out of the 

plane and let’s you go ‘solo’. That time came for me once, and I was petrified. The instructor 

recognized that pale look on a student’s face and told me to just stick to my training. I’m telling 

you the same thing now as I get out of your plane. But why not go solo in the simulator first? 

Here’s what I recommend you do now: 

 

1. Do pretend trades. 

Simply do everything you’ve been trained to do only without putting any money down. 

Be honest here, and as much as possible imagine that it was real money on the line. 

 

2. Do ultra-small trades. 

The next step is to do trades with the smallest amount possible. I guarantee you that 

emotions is what will cause you to fail, and the only way you can truly experience these 

emotions is to have some skin in the game. Make it an amount on the line that won’t hurt 



you financially but will still have a little sting if you lose it- maybe that money at risk 

could fill your car up with gas or buy a meal or something. Feel those emotions of fear 

and greed, and control them. 

 

3. Do the real thing. 

ONLY when you’ve made consistent gains from the previous step can you graduate to 

this step. And even then, only 10% of your funds per trade are used, and a strict 10% 

maximum stop loss used. If your total fund is $10,000, only $1,000 (10%) per trade is to 

be used, and only $100 of that (10%) would be at risk. 

 

Thank you so much for joining me on this journey, and I trust you’ve had as much fun as you’ve 

gained skill and knowledge. I hope to meet you one day to share stories of victory.  

 

Jim. 

 

P.S. Would you like me to do it all for you and simply tell you which stocks to buy and 

when to sell them? Details at www.JamesSheridan.com/b40 

 

 

 


