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Foreword

| sat down at one of four monitors, still only half-awake while sipping my third
cup of coffee since 3:30 am. The trading day startsearly in California, and it took
almost an hour to get here. But whenever a great trader invites me to watch them
trade, | feel compelled to take full advantage of such a golden opportunity. Little
did I know how extraordinary this experience would turn out to be.

For his second Book, a follow-up to his instant classic, Sock Trading Wizard,
Tony Oz wanted to show the world how he trades stocks for aliving. And as |
watched for the next four weeks, al of his trading activities were documented in a
detailed trading diary. The ideawas simple, and the formulaclassic. Hewould
inviteeveryoneto take anintimatelook into hisactivitiesasheexplainsthe
strategies and processes behind his actions. It's arecipe that has worked for cen-
turies, as Master entrusts to Apprentice a lifetime of knowledge and experience.

After having received an exciting challenge from the founders of the I nternational
Online Trading Expo, Tim Bourquin and Jim Sugarman, Tony planned to hold
nothing back, providing al the decisive details of each trade, including the
thoughts, strategies, surprises, and problems, and how he dealt with the moment-
by-moment challenges the Market presented him.

Such a book had never been attempted before. No trader has ever put their reputa-
tion on the line with this kind of honesty. It's easy to search through past trades
and present the best ones. But no trader has come forth in advance with the can-
dor to say, "For the next four weeks, | will reveal my every move, for better or
worse, entries and exits, winners and losers, with all my profits and losses."

Presented in these pages, 116 Round Trips are documented, including the charts,
illustrations, and formulas. Tony explains the research and preparation; thejoys
and frustrations; the exhilarating victories and di sappointing defeats. And of
course, the blow-by-blow descriptions of each battle between Emotions, Deci-
sions, Market Makers, and Technology.

In this fascinating account, readers will quickly find themselvesimmersed in the
action as Tony weaves his narrative. The chess game never lets up, as The Stock
Trader matches his wits with the best the Market can throw at him.

And by an astonishing coincidence of timing, trading for this book was in full
swing during the Great Crash of April, 2000. When the devastation was complete

in



and the carnage had exhausted itgelf,
rubble triumphantly wielding his pro
Market where over Two Triltion doli
[ourteen days.

The Stock Trader tose from beneath the
fits, unbowed and unscathed, from a
ars had been obliterated within a mere

Most traders would agree that studying the
off; greal eader s an opportunily an
pomt, can benefit from. This book is
becomre a classic, as Teny demonslra
100, can make a tiving trading stocks.

actions, strategies, and emotions
yone, regardless of experience or view-
a ireasure in that regard, and is sure to
fes with his simple methods, that you

Rick LaPoint

Introduction

Onlinetrading istaking on theworld with lightning speed. Itisone of the
hottest, fastest growing businesses on the planet, and it has almost everyone
wondering if they "have what it takes" to become a successful trader. Stock
trading is even becoming a common topic of conversation in places where
you would least expect it to be brought up, sucli as hair salons, delis, and
even grocery stores.

With the explosivegrowth of the I nternet and the major changesoccurringin
thefinancial markets, this industry is notjust today's "hot thing," but also an
industry that is here to stay. Indeed, | truly believe (hat online trading in all
itsformsisonly in itsinfancy. Thisindustry will continue to grow and
change to the point that what we know and practice today in theindustry
may seem like ancient history in aslittle as five years. How about one
global exchangeinwhich tradersacross multiplecontinentswill trade stocks,
options and futures for foreign and domestic companies? While this may
sound like a far-fetched dream to some, and one that 1'm sure floor traders in
New York City with a vested interest in preserving the status quo will do
everything in their power to prevent, it could soon become areality. Youjust
can't stop or fight thetechnol ogical revolution that'soccurring, at least not
for long.

This revolution has opened the doors to Wall Street and is granting anyone
who wishes to participate in this business, a pass. This pass is, by no means,
afreepass, as most speculators will soon learn; however, if you wish to take
on the challenge and manage to survive the never-ending learning curve,

you, too, can enjoy one of the most excitingjobs ever. And if you truly enjoy
your new "job," you can make it your business and have the time of your life
doing s0. You may have noticed that | used the wordjob. | did so to make
surethat you understand that trading stocksiswork! In fact, thisjob is more
time demanding than most people and the media can comprehend, or stock
traders are willing to admit.

Before | go on further, | feel that | should give you some background about
myself. | will do so for the simple reason that it's important to know and
trust where thisinformation iscoming from. No one will use and benefit
from ideas and experience they don't have confidencein.

Two centuries ago (at least it seems that long), | was ayoung kid who
watched his uncles play the stock market. | had a great passion for what they
were doing and wanted to learn all | could about the market. When | was
asked what | wanted to do when | grew up, | would answer, "I want to be a



stockbroker." This brings a big smile to my face today, knowing now that |
would never want to be a stockbroker. But at the time, | thought it was the
most prestigiousjob in the world. Why? Because | thought that a stockbro-
ker was the closest person to the stock market. | had no idea back then that a
stockbroker was really a salesmen - or that technology would afford me the
opportunity to bypass brokers and trade on my own.

Fast-forward now to rny freshman year in high school. | had a passion for
two things: sports and stocks. Everyday, on my way to school, | would stop
at Ihe grocery store and pick up a newspaper. If you asked rny classmates
what | was doing on my breaks, they would have told you that | was either
playing soccer or reading the financial section of the newspaper. | couldn't
get enough of what was going on in the business world, and | was paper trad-
ing, or better said, paper investing in certain companies based on fundamen-
tal research.

The next year, when | was a sophomore, | woke up one morning not feeling
so well, and decided that skipping school was a good idea. But | had already
exceeded the number of allowable sick days, and a note from my parents was
not sufficient anymore. 1 needed a doctor's note. So, | made my way to the
clinic and got the doctor's note | needed. On my way back home, | passed
by a lottery stand. There was a big prize for the next drawing, so the large
sign drew my attention. | walked towards the stand, and saw a soldier in
uniform buying alotto ticket. It was ascratch-off ticket, where you find out
instantly if you win or lose. | watched the soldier scratch the ticket and win
$3.00. The vendor asked the soldier if he wanted the $3.00 or if he wanted
three more tickets. The soldier turned to me and asked, "What do you think |
should do?' Without hesitation, | replied, "Take the money." The soldier
took my advice, collected his money and left. There was an old man stand-
ing by the booth where thisincident took place. He looked at me and said, .
"Young man, why don't you take his luck?" | replied, "I don't think so.
These type of lottery tickets are the biggest sucker game, and besides, | only
have enough (o buy the other lottery ticket." The old man looked into my
eyes and said, "Why don't you take his luck?" | can't exactly explain why |
didit, but before | knew it, | reached in my pocket and bought the lottery
ticket the old man suggested. | started scratching the ticket, and | won! |
won thejackpot! $15,000 to be exact.

| was so excited (hat | practically broke the world record for the 400-meter
sprint. | ran home so fast | even lost the doctor's note in the process! | called
my parents immediately, and they did not believe me. However, they quickly
became believers when | surprised them with a $7,000 gift. The wonderful
thing about winning this money was that | now had money to speculate with.

I wish | could say that | had it easy from that point on, but | didn't. | did
manage to survive, and more importantly, | was learning valuable lessons. |
was not an active stock trader. | was an investor and did well, but | desper-
ately wanted to trade stocks for a living. The five years following the inci-
dent at the lotto stand were the typical years a teenager goes through, with
my priorities changing everyday. Yet throughout thistime, | continued in-
vesting. The only time | took out any money from my account was to buy
my first car, and | actually missed the crash of 1987 as a result.

Another fortuitous thing that happened on my road to becoming a career
stock trader was that | met my future wife and moved in with her. She lived
just five minutes away from where the Investor's Business Daily, The Daily
Graphs and other William O'Neil publications were printed. | started going
there on adaily basis and learned technical analysis from the pros. Living
close was also a big advantage, because | would receive tomorrow's paper
by 7:00 PM today, giving me all night to study it!

From that point on, | have been committed to learning all there is to learn
about stock trading. More importantly, | truly believed that | would be suc-
cessful at it. | can't tell you how many new lessons | learned, each and every
day. | had the basic knowledge needed to trade, but little actual trading ex-
perience. | could read the tape and find the plays, but when my money was
on the line, | was aweak hand, and | would "give" my position away to the
smart trader, without me capitalizing on the big opportunities presented to

me.

Despite this, | kept good records of my trades, which allowed me to analyze
them, so | could discover why | wasn't doing better. Analysis of my records
showed me a pattern of mistakes | had been making over and over again. |
knew that if | didn't correct these mistakes and learn from them, my future as
a stock trader would not be very promising. | see now that keeping detailed
trading records was the single greatest educational tool at my disposal, and |
spent considerable time pouring over them, learning new lessons each time.

My goal in this book is to let you "sit beside" me and watch trade after trade.
Some are "textbook" in how well they come together, while others are very
messy, and it seems everything goes wrong. But that is real life trading, and
hopefully you will gain new insight from my experiences. This is my trading
diary, and it is my hope that from this intimate look into my everyday activi-
ties, you too can learn as much from these records as | have.
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You didn't need to look at her twice before you realized that Linda loves
what she docs for a living, and (hat she is very proud of it. It was the pride
and love for what she docs that made her presentation so dynamic and inspir-
ing. It was high powered, like adrink from afire hose.

When (hefiredepartment finally put (hefireout and all the lightswere
turned off, | anxiously drove back home. | couldn't wait to get online and
sludy charts. Something very interesting happened when | got home and did
my research for the next morning. | started writing an outline'for a"how do
you do it?" book. | wanted to answer the question | was asked in person

every other weekend by members of Daytradcrs of Orange County, once and
for all. The title of the book was SoclcJimkic: Advanced Short Term Trad-
ing Strategies. Once the writing was completed, we printed 98 unedited spi-
ral-bound books. The reviews the book received were very positive, and the
book was edited and published in hard cover under the title, Sock Trading
Wizard, by my partners in August 1999.

While my book was being printed, my dear friend, Tim Bourquin, took his
original traders network idea to the next level as he extended his work effort,
and together with Jim Sugannan, they co-founded the first ever International
Online Trading Expo, which took place in Ontario California, September
1999. The theme of the Expo was education, and it turned out to be a great
success. What | enjoyed the most from speaking (he Expo was the opportu-
nity to sec, talk too, and teach traders who flew in from all over the world. It
gave me (he feeling that day trading is here to stay, and | was proud to be
one of many who shared a passion for the market.

Following the success of the Expo, Tim and Jim scheduled another show to
take place in New York, Fcb 18-20, 2000. | was invited to be a guest
speaker and (each atutorial about high probability trading. To makethistu-
torial special, | would walk the attendees through case studies of actual exe-
cuted trades, from concept to completion.

Two weeks before the Expo in New York, | met with Tim and Jim for lunch
at a local Sushi bar. We were talking about the success of my book, Stock
Trading [Vizard, and about my upcoming presentation. Tim and Jim also in-
formed me that my tutorial was number onein pre-registration. We figured
out that there was a lot of interest from traders to sec a recap of actual placed
and executed trades, studied in detail. As | was stuffing my face with a spicy
tunaroll, I noticed that Tim was cooking something up in his head. He had
that serious look on his face. Then came a smile as he presented his idea.

"l have a challenge for you," Tim said. "I want you to take your book,

Sock Trading Wizard, and show the world how you actually implement the
strategies you featured in the book, in real life.

Thisidea started an entire conversation where the three of us were brain
storming. The result was that | was going to do something that had never
been done before and would hopefully benefit many traders for years to

cotne.
Here is what | would have to do:

| would start from scratch as if | was a beginner. | would research and select
the right broker. | would open an account with $50,000 and follow all the
money management and risk management rulesoutlined in the book. |
would trade for a period of four weeks, starting on a date selected in ad-
vance. | would feature all trades— winners and losers — from concept to
completion. The goal was for a reader to spend four weeks with me and
learn how | trade stocks for aliving.

| really liked the idea and challenge Tim and Jim had for me. | felt it would
be beneficial for anyone who considers trading stocks for a living to see how
| do it. | accepted the challenge, and we decided that | would have the ac-
count ready and start the trading no later than the end of March.

Trading Station Setup

Before | could get started, | needed another PC. | wanted to have a backup
unit ready to ensure there would be no interruptionsin case | ran into prob-
lems. | bought a new custom Pentium 111 with dual, 8 Megabyte graphic
cards powering dual, 21" monitors; 256 megabytes of RAM; and miming
Windows 98. My other computer was already running NT 4, with aDSL
Internet connection, and my new PC was connected to the Internet via cable
modem. | had to swap various graphic cards, cables, hubs and settings to get
everythingjust right, because | naturally wanted my new PC to be my pri-

mary workstation.

Beyond giving me an added degree of psychological comfort, all these
backup precautions turned out to be very prudent, because at one time or an-
other, the DSL went down, the cable feed went down, and a PC froze up. Not
everyone may need such an elaborate setup for their own trading, but I can-
not stress enough the importance of having backup systems in place for those
occasions when disaster strikes. In a world so heavily dependent on technol-
ogy, the unexpected seems to happen routinely. Asit was, | ended up losing
money or leaving some on the table due to technical problems. But | could



have gotten into bigger trouble had I not been able to quickly switch to a dif-
ferent’ computer or data feed.

By the time everything was ready, | had two computers, four monitors, a
printer, and a TV. Besides having CNBC running in the background, the
television would indicate if the cable company was having problems, rather
than the data feed or my PC. All in all, thefurniture, lighting, deliveries, and
variousinstallationsand setups set me aweek behind schedule, whichjust
ggt%ve\{gwgw thebest planning canstill runinto unanticipated” problemsand

Choosing a Broker

This is probably the most important element of the setup procedure. | knew
from past experience how important it is (o have my account with someone |
can trust. Before| discuss the guidelines | followed to select the right bro-
ker, | feel | should explain how some online brokers make money. Have you
ever seen the phrase "free commissions" or "$0.00 commission on market
orders” used in promotional advertising? You probably have. In fact there
arc companies out there that offer "Free Trading." How is that possible?
How can they afford to pay for advertisement on TV if they work for free?
The answer can be found if you read in between the lines.

The first thing you will notice is that free commissions are offered for ac-
countswith limited customer serviceactivities. Forexample, all communi-
cations with the customer are viathe Internet, exclusively (E-mail). They do
not offer a telephone number or a physical location for customer service. All
trades and customer service are only handled through the Internet. Do you
know what happens if you bought a stock at $45.00 and it is falling down
hard and you lose connection to the Internet? You arc toast my friend!
iTnhﬁq?sigagg one to call to get you out of the trade! You can lose thousands,

Here is the next catch. You will often read that the Market Makers and Spe-
cialists who execute trades may pay the brokerage firm for order flow. What
is order flow? Simply put, the brokerage firm SELLS your order. These
payments used to average as much as $9.00 per order. Why would a Market
Maker or a Specialist pay $9.00 on average for your order? | am sure you
guessed it by now; he would do so, because he plans to make a profit from it
at your expense. How do you like your free commission now? I think it is
E)rrné)noorttﬁlgrt to understand that nothing is FREE. We always pay for it one way

So, how can one go about selecting a broker to open an account with? 1 will
use the process of elimination, just as if | was taking a multiple-choice test.

First, I will eliminate all browser-based brokers, because there is no way |
should wait more than six seconds, at the most, for confirmations on execu-
tions and cancellations on NASDAQ stocks. There is also no way | should
click the refresh button again and again to get confirmations of pending
trades and cancellations. That will cost me a lot of money in the long run. |
want to see my orders and cancellations live, in real-time. Consequently, |
require a stand-al one program.

Next, I will eliminateall online brokerswho do not offer direct accessto al
ECNs and Market Makers. Day traders who trade with brokers who do not
offer direct access are at an obvious disadvantage because their orders arc
rerouted, ralher than placed directly with the buyer or seller. This means that
they do not have direct access to the best possible prices to buy or sell a
stock. | am amazed by how many day traders are trading with inferior plat-
forms, robbing themselves of the best possible fills. | have narrowed down
my selection to a few brokers who offer a stand-alone program and direct ac-
cess to the market.

Finally, I will takeinto consideration the brokerage firm's customer service
and commission rates. | had a handful of final candidates whom | was going
to interview at the upcoming Online Trading Expo in New York. | wanted to
see the trading software they offered and get my in-person impression of the
way they conduct business.

After doing my homework and interviewing the different brokeragefirms, |
selected MB Trading to be my broker for the following reasons:

1. | found the software MB Trading uses, Rcal Tick™ 111, to be very
powerful and user-friendly. | must disclose that | have been using
this software in the past, so | felt very comfortable with it. Thisis, of
course, a personal preference, but as you will see throughout this
book, | am atechnical trader who uses charts to help identify entry
and exit points. Charts are visual, and the charts provided by Real-
Tick™ |11 software were of high quality, and were brighter, clearer,
and sharper than charts provided by other trading software.

2. MB Trading offered direct access to the market from 8:00 AM
through 8:00 PM. An hour and a half before the official open, and
four hours after the official close, via both the trading software and
their trading desk. | can call and place atrade with a live person at



their trading desk anytime between 8:00-8:00 at no additional cost.

3. Slate of the art customer service, | couldn't say enough about the im-
portance of reliable customer service. MB Trading has always prided
itself on providing such service, and | was very impressed to find out
that my calls were consistently picked up by the second or third ring.

4. Reduced commission: “Wc at MB Trading understand that many cli-
ents are new to the Real Tick™ |11 software and need some time to
adjust to the different order routing system and wish to do so with
fewer shares, MB Trading has created a special 60-day program
available to all clients in which you may trade in lots of 300 shares or
less for a reduced commission rate of five dollars - $5.00 per trade."
| felt that MB Trading was giving new traders a better opportunity as
they cut down Ihc slippage cost on smaller |ot trades.

5. The most impressive thing about MB Trading was the testimonials.
When | asked traders who use direct access software the question,
"Whom do you trade with?" MB Trading was one of the most com-
mon answers, and when these traders were praising MB Trading's
customer service, it made my decision a lot easier.

Once | chose MB Trading to be my broker, | filled out a new account appli-
cation and sent it in with a check for $300.00 for the data feed. My account
was issued within a couple of days, and | wired $50,000 into the account on
3/17/00. | was ready to make the first trade on Monday 3/20/00. The time
frame for the challenge would be for the four weeks starting on Monday,
3/20/00 and ending on Friday, 4/14/00. | feel it is extremely important that |
disclose that | have never had an account with MB Trading prior to the
above date. Consequently, it made the challenge very real. | was going to
trade a new account with a new brokerjust as a beginner trader would.

CHAPTER 2

Setting the Rules

The first rule has to do with risk management. When you manage risk, you
always have to think of what would happen should something go wrong. Al-
though this may seem like a pessimistic point of view, it is an essential ele-
ment of proper risk management. We have set the following guidelines for
money management and risk exposure for all trades that will take place in
the following four weeks,

Risk capital is set at $50,000. Margin may be used for a total buying power
of $100,000. Maximum amount of money to be allocated to one stock posi-
tion may not exceed $30,000 on the most aggressive position and should be
around $25,000 for most stocks. This will ensure | will not put al the eggs
in one basket. The exception to the rule will be index-tracking stocks such
as SPY, QQQ and DIA. Since these stocks track a basket of 30 to 500
stocks, a single position in one of these stocks is already diversified. Conse-
qtg,ently, the entire buying power of $100,000 may be allocated to such a po-
sition.

| must take into account the volatility of certain stocks, and manage risk
properly. | may use the entire buying power to hold positions overnight and
be fully extended if | so choose, but | must have a very good reason for do-

ing so.

At the end of each week, all realized profits will be swept out of the account.
If 1 have $800 in profits for the week, | will order a check for that amount
and start the next week fresh with $50,000 in risk capital. If | have a losing
week, | do not add money back into the account. | will work with the re-
maining capital until | get back over $50,000, in which case | will draw
checks again. Thiswill prevent me from losing a lot if | hit a slump.

To keep things more challenging, | may not short sell stocks. This seemed a
little odd to me at first, but the argument made was that many traders don't
have access to an extensive short list or are trading accounts that are re-
stricted from short selling. In order to not distort any of the performance, |
will have to trade only one side of the market - the long side. | had no idea
how much more challenging this rule was going to make things during the
next four weeks.



Preparing for Day One
Sunday, March 19,2000.

My day begins when the market is closed. At some point between the close
of Ilic market and the open on the following day, | will do my research. |
normally like to do it at night. When | am finished with my research, 1
should have an idea as to what positions | want to be in during the next trad-
ingday. | will take notes, write out trading plans, and go to sleep.

| use technical analysis lo help me find potential stock trades for the next
day. Technical analysisisused |o determine supply and demand for a stock
based on price behavior over a certain period of time. There arc many pat-
terns in which astock hastraded in the past that will help me forecast the po-
tential future price movement for that stock. | try to keep things very simple
and | only trade patterns that | understand.

I will use two types of charts to illustrate the setups that | will be trading
over the next four weeks, bar charts and candlestick charts.

Bar Charts
Each bar shows four different price fields for any given day. These price

fields include the opening price of the day, the high price of the day, the low
price of (he day, and the closing price of the day.

Nigh

Close
Open

Low

Opening Price -This is the execution price of the first trade of the day.
High - This is the highest price point that the stock traded at that day.
Low - This is the lowest price the stock traded at that day.

Closing Price-This is the price of the last trade of the day.

Candlestick Charts

Candlestick charts record the same data; however, it is somewhat easier to
e the range between the opening price and the closing price for the time
period the candle stick covers. Here are the differences between a white can-
die and a black candle.

High Iigh

- Close ~+— Open

Open —» Close —m

Low Liny

A white candle means that the closing price was higher than the opening
price. A black candle means that closing price was lower than the opening
price.

There are a few patterns, that 1 base most of my trading decisions on, which |
found easy to understand and implement. Those patterns consist of the trend
or overall price direction astock is trading in, and support and resistance. |
strongly believe that most complex patterns and indicators which will derive
from certain mathematical calculations of price behaviorswill try to confirm
the obvious pattern. | learned that focusing on the simple pattern has been
very profitable for me over the years.



Support and Resistance

I will try and use a very simple example of how | look at support and resis-
tance levels or liovv | implement (lie laws of supply and demand in my trad-
ing. | will useahypothetical exampletoillustratetheideaof support and re-
sistance. Let's say that at 9:30 AM, XY Z stock opened for trading at 43 1/2.
The stock started trading clown, and at 10:30 AM the stock was at 41 1/2.

The slock then started to trade higher and at 1:30 PM it was trading at 44 1/2.

The stock then traded in a tight trading range between 44 to 44 1/2, and the
last trade at 4:00 PM was at 44 1/8. Let's chart the data of the trading day
for XYZ Stock.

45 '
Resistance
d4
43
42
Suppaort
41
300 15:00 12:00 t3:00 14:00 15:00 16:00

Asyou can sec, XY Z traded down from 43 1/2to 41 1/2 whereit found a
bottom (support), then traded back up to 44 1/2 where it topped out
(resistance). The question is, why? Why didn't XY Z go lower than 41 1/2.
Why didn't it go higher than 44 1/2? The answer, of course, is found in the
laws of supply and demand.

The laws of supply and demand for any product or service are very simple.
1. Ifquantity demanded is greater than quantity in supply, priceswill go up.

2. Ifquantity in supply is greater than quantity in demand, prices will go
down.

The reason XY Z share price did not go any lower than 41 1/2 is simply be-
cause the quantity in demand was greater than the quantity in supply. The
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reason XY Z share price did not go higher than 44 1/2 is simply because the
quantity in supply was greater than the quantity in demand.

The next question is, why was the quantity demanded higher than the quan-
tity supplied at 41 1/2, and why was the quantity in supply greater than then
the quantity in demand at 44 1/2? In other words, what determines supply
and demand in the stock market?

The reason (here was more quantity in demand at 41 1/2 is simply because
investors' expectations were for the stock to go up in price. The reason there
was more quantity in supply at 44 1/2 was because investors' expectations
were for the stock to go down in price. In other words, supply and demand
in the stock market is determined by investors' expectations.

If we study the price behavior for XY Z slock in more depth, | can expect a
few things to happen in the future based on what took place in the past. The
first thingwill bethat if XY Z traded back clown to 41 1/2, buyers should step
in and buy the stock. Next, if XYZ trades back up to 44 1/2, it will face
some selling pressure. This easy to understand concept is the foundation of
my trading system, and almost every setup | trade is based on this simple
idea, that is to say, on changes in supply and demand.

Changes in Supply and Demand

IfXYZ would be able to trade at a higher price than 44 1/2, then it would
suggest that investors' expectations have changed. IfXYZ isableto trade at
alower price than 41 1/2, then it would suggest that investors' expectations
have changed, aswell. These changesin investors' expectations, or changes
in supply and demand, for a slock are very common, and | would try lo capi-
talize and profit from these changes over the next four weeks.

Searching for Potential Trades

| have three main sources for potential trades. The first one is a watch list of
35 stocks that | follow on adaily basis. This list is my Constant watch list
(although | do make changes to it once in awhile). The second source is a
scan | run after the market closes. This scan looks for different criteria and
presents me with stocks that require further analysis. The third source is a
scan | run during the trading day, which also looks for specific criteriato be
met. Over the next four weeks, | will disclose how | found each and every
trade prior to executing it. | will be covering methods of producing a Con-
stant watch list in Appendix B. | will also be covering different scanning cri-
teria, which you may use in your own trading, in Appendix D.
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Running the Overnight Scan

The first scan | ran was for stocks that have pulled back in price over the last
three days. | am looking for stocks that arc pulling back in price from their 52-
wecek high and are at or near support levels. The formula for the scan is:

Oz Fullback Swing Trade

VolAvg20 > 350,000
Last > P Low

Pl Close <P2Close

P2C)osc < P3Closc

P3Closc < P4Closc

Explanation:
VolAvg20: Average volume the stock has traded over the last 20 days.
1' Low: Previous Day's low.

Pl Close: Previous day's close

P2Close: The close the day before

P3Close: The close (he day before P2

P4Close: The close the day before P3

Tips and Guidelines

What you arc about to read in (his book is very educational. Therefore, there
will be many illustrations that will require both time and a high concentration
level on your part. Thisbook was not intended to be a novel, but atext book
of many lessons of how | trade stocks foraliving. Inorder for you to get the
most out oft?ifbook, I amincludingthefollowing tipsand guidelines, which |
suggest you follow.

Every case study which features an executed trade will include achart that
shows the pattern | was trading. It is extremely important that you take (he
time to analyze each and every chart and understand exactly what took
place. | understandthat thereislot of technical information that slows down
the flow o{the action; however, it is that technical information thatissoim-
portanttolearn.

Every stock | will be trading over the next four weeks will be referred to by its
ticker symbol. | will say | bought 200 shares of INTC at 33 5/16. INTC is the
ticker symbol for Intel. Since |l amincluding charts for every executed trade,

you will be able to know the company name, if you simply read it off the chart.
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I will also bereferring to Market Makers by their four letter code. To avoid
confusion, | will putthiscodeinitalicstodifferentiateit fromtheticker
symbol. | will say something like SBSH was a serious seller. 1f you want to

know who the Market Maker is, you can go to www.na.sdagtrader.com.
Click on the symbol directory link. In the search box, check the following

fields: Symbol, Start With, and Market Participant. Enter the four letter code
into the Search For window and click Execute Search.

Here are some tips on how to get the information out of the charts that | will
featurein the book.

Time Ticker Company Technical
Frame Symbel Name bnlicator
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Date

The technical indicator shown in thischart is MA, which stands for Moving
Average. (P=50) means that the average covers 50 Period = 50 Bars. In this
case it is a 50-Day Moving Average.
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Intraday Chart (Single Day)

Intraday Chart Time Frame for each Bar
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One of my goals in writing this book was to give the readers the sense that
they are sitting right next to me while | execute the trades, | wanted readers
to know the battles that take place inside my head, In my attempt to do so, |
have included some of the extraimportant things that takes place while |
trade. | wanted the reader to be a fly-on-the-wall observing all the action.

| think it is also important that you understand that | use MB Trading's order
execution software in my trading. This software is not the traditional order
routing software which you might be used (0. This software allows me to
control the routing of my trades by cutting the middle man out. Conse-
quently, | have more order routing options to choose from, which may at
times make things a little complicated to understand. The five order routing
options | will be using in my trading over the next four weeks will be SOCS,
SelectNet, ARCA, ISLAND and ISI. All listed stocks arc automatically
routed to I1SI. As to Nasdag stocks, | will be using one of the other four or-
der execution routs listed above depending on the situation | am presented
with. Appendix E covers adetailed explanation of the currently available
execution routes,

Over the next four weeks, there will be trades that | will enter one day and
exit sometime in the future. In order to keep some mystery as to what takes
place next, | won't tell you where or when | exit the trade until it actually
takes place; consequently, | will go on to feature the next trade | get into.
This might be somewhat confusing to you. In an attempt to keep things or-
ganized, at the end of each trading day, | will list my open positions that | am
holding overnight, along with adaily profit and loss statement.

Every trade that | execute will include atrade record in atable format. This
tablewill show the capital allocated to the trade and the profit or loss real -
ized on that trade.

With these tips and guidelines in mind, fasten your scat-belt and enjoy the
ride.



CHAPTER 5

Evaluating Risk/Reward Ratio

A trader should never risk more than he can make on atrade. | try not to risk
more than 13 of what | am looking to make on atrade. In other words, my
reward is normally three times greater than the risk | will take. Ff1 am look-
ing to make three points on atrade, | can only risk one point, so if 1 enter a
stock at 50, and my price target is 53, | will have to cut the trade if the stock
falls below 49. If the setup | look at does not present me with this ratio or
better, | will not enterit. Thiswill be oneoftherules!| will try to follow re-
ligiously over the next four weeks.

Stop Loss
One of the keys to successful trading is an effective stop loss system. Over
the next four weeks, | will utilize the following strategics to limit my down-
siderisk. | will first take into account the risk/reward ratio presented by the
setup | am going to trade. Next, | will take into account the maximum allow-
able drawdown on my position. Then, | will define where technical support
isfound.
I will use one of the following strategics for the placement of a stop loss;
Below today's low
Below yesterday's low
Below secondary intrnday support levels
Below multi-day intrndny support levels
Below 50% retracement of last rally
Below an index day's low or intraday support levels
Once | am in atrade in which the initial stop loss was never activated, | will

use trailing stops to protect profit. | will be monitoring the overall market,
the individual stock, and the Market Makers to determine such exit points.
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Stop Loss Strategics

2/26/0 200
Relaw 3% Retmmcement of Last Rally

Below Iniraday suppart ~—

f

Delow Day's Low

[y Law  Trledday £ Muhi-Tay Intradny Soppore

The above 2-dayintraday chart shows the different strategies for the place-

ments of slop lossand trailing stop ordersthat | will be using over the next
four weeks.

The final candidates for potential trades on Monday, March 20, 2000
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f with igsion of Ty d Analyties, Ltd, Courtesy of M Trading

TCLN has conic down in price from 16 5/8 to 71/2. | was going to watch
the stock to see if it could bounce back up in price if it reached the following
support levels:

$6.00 - This was the low the stock hit on 2/24/00, and was able to trade up
fromthere.
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$5.72 - This is the price level where the 50-day closing price moving aver-
age lies.

$5.50-This is the price level set by the stock on 1/24/00 on the high of the
day. Thisis the same high that was taken out on the breakout on 2/17/00.

If TCLN goes down to these price levels and is able to trade back up, my
price targets will be between 10 - 12 ashare. The 10 level was the high s&t
on 2/22/00, and the 12 level was the high set on 3/14/00.

The next thing was to determine the stop loss. | left that field open, and 1
made alittle note to myself saying that depending on where | enter the stock
set astop loss at 3/16 below the low of that trading day.

Qaily  {Left} X - BFORRIX CORP By Yolume MA P50y
2000
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IFMX has made a 52-week high at 21 and pulled back to 17 /4. My trading
plan for this stock isto buy it at 16 1/2, which was the high the stock made
on 2/7/00. My stop lossis at 15 7/8, and my price target is 19 - 23, My plan
is to buy 300 shares at 16 1/2. | will add 300 shares at 16 7/8 should the
stock show strength. | will sell 300 shares at 18 7/8, and trail a stop behind
the remaining 300 shares. | will give it a chance to move to new high
ground.
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RRRR has pulled back from 94 3/4 to 60 1/2. The last trading day, the stock
closed below the previous day's close, but it did not trade at a lower price
than the previous day's low. My plan isto buy the stock if it trades higher
than 63. My stop loss is to be placed at 60 3/8. My price target is 75 which
was the low the stock made on 3/13/00.
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RSLC has pulled back from a 52-wcck high at 32 1/2 and was at support lev-
els around 24. The stock did trade lower the previous day and hit 23 3/8.
The close yesterday was the lowest closing price in nine trading days. The
50-day moving average is at 21 1/2 and | will be looking for a possible
bounce at that price level. My price target will be 24, and my stop loss will
be placed 1/8 of a point below the low of the day.
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HIFN pulled back from a high of 116 to 76. It closed near the high of the
day at 78 1/16. My plan isto buy HIFN if it trades higher than 78 3/8. My
stop loss is at 75 7/8, which is 1/8 below the low of the day. My target is 89
which was the high on 3/10/00.
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DUG istrading in arising channel. It held the trendline and is now looking
to turn up. My plan is to buy the stock should it trade higher than 103 3/4,
my stop loss will be at 99 3/4. My price target is 115 - 125. | found this po-
tential trade on my Constant watch list, which | analyze everyday.
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CHAPTER 4'

The Early Warning

DAY ONE

Monday, March 20, 2000.

Thetimelias come, and | was now to capture all my trades, executed over
the next four weeks, for all the world to see. | have to admit | was extremely
nervous, yet anxious to get the show on theroad. | had my potential trades
in my market-minder window ready to be followed. Thetrading plans were
well outlined, and now it was amatter of simply executing thetrading plan.

Thetrading day startsvery early in Southern California. | liketo get up at
least 90 minutes before the open to check on market conditions and be alert
early in the trading day, More often than not, there is a big news story,
which sets the tone for the trading day. Today was no different, and the
story of the day had to do with a company that might have been cooking the
books (the company said it was revising its 1999 and 1998 revenue and oper-
ating results, "due to its evolving business model" and were later hit with a
lawsuit by angry shareholders as aresult). | was very familiar with this com-
pany and knew of individuals who were |ong the stock.

Gap Open

In case you didn't know, stocks which trade today at a certain price and close
at a certain price can open the next morning at any price. In other words, if a
stock closed itstrading today at 100, there is no saying where it will open for
trading tomorrow. In fact, it can open for trading at 697, or it can open for
trading at 20. It might not even open for trading at all the next day. Thisis
some of the risk that is taken when you hold a position overnight. Here are
some examples: On Friday, May 1, 1998, ENMD traded last at 11 3/4.
There was a very positive story about the company in one of the major news
publications over the weekend. The first trade on Monday morning, May 4,
1998 took place at 82. This is not a mistake! The stock gapped up at the
open almost 600%. In March of 1995, IDC was halted intraday. They lost a
lawsuit in which they were trying to get compensation from MOT for patent
infringement. The stock did not trade the following day at all! It never
opened for trading. The last trade before the halt was at 12 7/8. When the
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stock finally opened for trading, it was at 5 dollars ashare. Thiswas a 61%
haircut for the stock.

Today was one of those days and the unlucky ones were the share holders of
MSTR.

Disdy [ln‘t] M!TF! » MICAOSTRATEGY INC'A" Bar KA (P50}

T
g ﬂﬁf [

R oo

ol orttt™ !

i "";"'bﬁ**fﬂﬂ!}a*ﬂ“’ """"" Pt
+

100. n'i?-‘?li--f'r-r -------------------------------------- i--

2820 ) 5 7 9 13 I020242620F 179 1!I5172!3!28M3 T 9 IS

d with petmiszion of T | Analytics, Lid. Courtesy of MB Trading

MSTR made an all time high at 333 and pulled back to 226 3/4 where it
closed on Friday. Following the bad news, the stock gapped down to

109 1/4 and closed at 86 3/4. It lost 140 points over the weekend from its
close on Friday. This wasawarning sign for me, areminder that a big part
of risk management is to plan for the worst. | have traded MSTR in the past,
so | wasfamiliarwith theslock. Infact, | remembered at least one incident
when | held the stock overnight in the past, and when something like this
happens to a stock you carried in the past, yourealizethedanger you were in
and the risk you were taking. | took this incident as a warning sign as | was
looking to make myfirsttrade.
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| was monitoring my six candidates and none of them triggered the setup 1
was looking for. Some gapped up and traded down, while some gapped
down below the support levels which | wanted to buy them at. It was be-
coming avery frustrating day. The indexes were trading in opposite direc-
tions. While the Dow was up 85 points, the NASDAQ was down 179 points.
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| was very disappointed that | didn’t pull the trigger on any of the trades |
had planned for today, | feltasifl was a bride who spent the |, twelve
months planning awedding, but then didn't have the nerve to show up. And
you, my friends, are the guests who have been invited to the wedding only to
find out that there will be no ceremony. | am sure you arejust as disap-
pointed as| am; however, disappointments are delivered by Wall Street on a
daily basis. Itisapart of thejob. Although I did not execute any trades to-

dagl, | realized, how important were the lessons learned on theﬂrst day of the
lenge. .

:_Ovm mgllt pus:tmns are sub;ect to llle ddilwnal nsk of‘
‘breaking news prior to the mnrkct Open. You can .
sustain serlous losses
: yonr positlo

_"P1ticnee is a key elcment to successfnl tr
jdon’
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CHAPTER 5

FOMC Meeting

DAY TWO
Tuesday, March 21, 2000

The story of the day is the FOMC meeting in which a possible change in
monetary policy might take place. Recent economic numbers suggested that
the Fed might raise interest rates at this meeting in an attempt to batte the
inflationary threat. While the market often seems to disregard these threats,
Alan Greenspan has made ominous warnings about the current economic
situation. Most of us are expecting the Fed to raise interest rates today, and
the only question is, by how much? Since there was added risk to trading
today, | didn't make any trading plans for stocks | studied overnight. My
strategy today is to sit tight and watch. | call it the sniper strategy, where |
sit patiently, observing the movement of the market and specific stocks, and
then when | have aclear shot, | will take it.

| got up at 4:45 AM Pacific Standard Time, and | rebooted my machine. |
try to reboot my machine every morning before the market opens in order to
“clean it out." Since | didn't have any trading plans from my overnight re-
search, | was going to use my intraday scanning software and my Constant
watch list to generate potential trades. The news from the Fed that we are all
waiting for will not be released until 2:15 PM EST, so there is plenty of time
to tradeuntil then.

| was waiting for a high percentage setup. | wanted the first trade to be a
winner in order to build some confidence and set a positive tone for the
weeks ahead. | was up for four hours already, and | finally saw a setup that |
liked.
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1 had MU on my watch list because it made a 52-week high around 1:30 the

previousclay. | waswatching the action on the stock very carefully. Yester-
day, 3/20/00, MU traded in a range between 139 3/4 and 127 1/2. The stock

opened for trading at 129 1/8 and traded down to 127 1/2. At thisprice

level, the slock found support, and it turned back up and traded all the way tc
139 3/4, which was the all time high for the stock. MU then traded down

and closed at 133 1/2.

Today, it gapped up and opened at 137. It traded as high as 138 before sell-
ing off. The stock traded down and hit 127 1/2 at 1i:30. The same price
level that held the previous day, held again today and the stock started mov-
ingupin price. | followed it up very closely and was ready to enter an order.
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As you can see in the chart, MU ran up from 127 1/2 back up to 130 1/4,
then pulled back to 129 1/8 around 12:05. The stock was gaining momen-
tum and volume increased. 1 bought 100 shares at 130. My price target was
133 12 - 135. | placed my stop loss at 128 7/8, which isthe price level be-
low the 129 1/8 lows set at 12:05 PM,
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MU traded up to 131 1/2. | was very nervous theentiretime | was in the
trade because the Dow broke through the low of the day around 12:18, and it
lost 68 points from that point on. The Dow then rallied 68 points, but MU
was flat. The Dow turned back down again, and MU looked weak. | sold
100 shares at 131 1/8 and locked in my profit.
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The chart, on the previous page, shows the overlay of the Dow vs. MU. No-
tice the divergence from 12:13 to 12:22. MU was going up while the Dow
was going down. Notice the rally on the Dow from 12:22 to 12:25 while
MU was flat. Then the Dow broke down again at 12:27 which isjust about
thetime | pulled the trigger on the sell order. MU followed the Dow this
time. Itisimportant to follow the indexeswhen sitting in atrade.

I will use the following trade record table throughout the book, so we can
keep track of the performance. Thesix fieldsin thetableare:

Source - How did | find (he trade.

Investment - The total dollar amount | put into the trade.

Proceeds - The total dollar amount received when | closed the position,

MIJT - The total commission cost charged by MB Trading for the trade.

PEL - The net dollar amount | made or lost on the trade after commissions
and fees.

Return - The percentage return on the money | had at risk.

Trade Record

Source Investment Proceeds MBT P&L Return
Watch List 1 13,000.00 13J 12.50 10.42 102.06 0.78%

| was happy to get the first trade out of the way. It was no home run, but the
100 bucks or so | made on this trade helped rny confidence. | truly felt asif|
had never traded before this MU trade look place, and | was so excited as if
these were the first profits | ever took out of the market.

| was watching my intraday scan, looking for an opportunity. Thisiswhen |

found CLRN. The stock showed up on my Power Scan. | have included a
description of how each one of my real-time scans is used in Appendix D.
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CLRN pulled back from 178 3/4 to 111, It wasin the process of a Reversal
Day, and it was taking out the previous day's high. A Reversal Day takes

place when a stock opens for trading at a certain price, then trades signifi-

cantly lower. Buyers step in to buy the stock, and the stock trades up to its
opening price and starts breaking out to new intraday highs. The following
chart illustrates a Reversal Day. You would normally see higher than aver-
age volume on Reversal Days as traders like the strength the stock is show-

ing.
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CLRN was showing strength. It took out the high of the previous day and
broke out to an inlraday high. | bought 100 sharesat 129 at 1:15 or s0. The
price target | had in mind was 140, which was the top three days ago. |
placed a stop loss at 126 3/8, which wasjust below the tops made at 126 3/4
around 12:55.

CLRN was very strong, and it took the 130 level out. It was now trading at
135. | moved my stop loss up to 133. | was looking for five more points on
the upside, but | wasn't willing to risk more than two points. | was also wor-
ried about a couple of things:

1. Thestock hasrun up from 111 to 135. Thereisawaysapossibility ofa

sharp pullback after a move like that.
2. The Fed will announce their decision within the next 45 minutes.
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led back from 135 and was now trading at 133. | executed my

trailing stop and sold 100 shares at 133. The stock would go as low as 130
and then run back up to 140, after the Fed made the announcement; however,
1 followed my strategy and sold once the stock hit 133. These are the rules

of discipline.
Source Investment Proceeds MBT r&L Return
Power Scan 12,904 13,200 10.45 389,55 3,02%
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As | closed my position in CLRN, | noticed that RSLC might have found
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some support. If you remember, RSLC was on my watch list for a potential
trade yesterday.
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What | liked about this setup was that the stock made two bottoms at 21 3/4.
The stock was trading at 22 and if a bounce was to take place, RSLC could
go up to 23 3/4 - 26 3/4. | thought this setup presented me with a great risk/
reward trade, My plan was to buy 300 shares at 22 1/16. | would place a
stop loss at 21 5/8, which is 1/8 below the low of the day. | will be risking
7/16 of a point trying to capture 13/4-4 3/4 in reward. The fact that the

21 3/4 price level held twice was very encouraging, so | bought 300 RSLC at
2f2t%/6.|:édplaced my stop loss at 21 5/8, and | held it into the announcement
of the Fed.

The moment we have been waiting for all day was near. Finally, the Fed an-
nounced 0.25% rate hike in both the federal funds and discount rate. Thisis

Exacltly what everyone expected, so there were no adverse surprises. Party
ime!

Theinitial reaction to the announcement was the predictable panic selling. |
was watching RMBS free falling. The stock was trading at 293 prior to the
announcement, and now it was down to 275. The stock dropped as low as
269 before bouncing back in aviolent way.
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| expected the stock to bounce at 270, which was the previous low set at
12:30 PM, but there was no way | was going to try and catch a falling knife.

| wanted to see it bouncing first. The problem is that when almost any vola-
tile momentum stock, like RMBS, trades, supply and demand are pretty
much one sided. There are either a lot of sellers or a lot of buyers. When the
shift from panic selling to buying frenzy takes place, the price swing is very
violent. When RMBS started bouncing at 269, the offer instantly jumped di-
rectly to 271 1/4.1 then entered my buy order; however, there was no way |
was going to get afill at that price, because the stock was already printing
274 on the ticker. Momentum traders were sending SelcctNet Preference or-
ders to Market Makers and ECNs at higher prices out-of-markct to guarantee
themselves a fill. | was forced to do the same thing. | entered a buy order
for 100 shares of RMBS at 275 on the Island ECN. There was a seller on Is-
land at 275 and our orders were crossed and executed immediately. My
price target was 285 - 288. | was in the trade for four minutes as RMBS hit
the price target of 285. It started to show some weakness, so | entered a sell
order. | was out at 283 1/4.

Sonrce [uvestment Procecds MBT &L Return

Constant List 27,500 28,325 10.95 B14.05 2.96%

Once the initial reaction to the Fed's announcement was over and buyers
stepped in, the market gained momentum and traded higher. At this point, |
was monitoring my Constant watch list for buying opportunities. | was also
watching the candidates which my scanning software was generating.
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MRV C came up on my Pullback Swing Trade Scan, and it wasjust about to
make an attempt at breaking out through resistance at 112 to make a new in-
traday high. At the sametime, | was following CIEN, which resides on my
Constant watch list. It was forming an ascending triangleand was alsojust
about to possibly penetratethrough resistance and move higher.
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MRV C broke out over the 112 resistance level. | entered a buy order on
ARCA for 200 shares at 113 1/2. | didn't get a fill because the stock was
running up fast. It was printing 114 3/4. | cancelled my order and sent an-
other order to buy 200 shares at 115 on Island. | got afill for 100 shares and
the rest of my order was cancelled for the reason that it would have locked or
crossed the market, Ifthereisno oneselling at the price that you enter a buy
order on an ECN, and the price is higher than the inside offer, the order gets
cancelled, because you cannot bid for a stock at a higher price than the best
offer. ThisisaNASDAQrule, so the order will be kicked back in these sce-
narios. Since | wanted another 100 shares, | sent another order to buy 100
shareson Island at 115. My order was cancelled again. | sent the same or-
der a few times more and finally there was a seller at 114 15/16, and | got a
fill. My price target was somewhere between 122 - 126, which wereresis-
tance levels from the previous two trading days. | placed my stop loss at
111 3/4, which was below the 112 level. Unfortunately, | didn't have the
best entry on the trade. | tried to buy it at 113 1/2 and missed it; however, |
had to manage my position asif | did buy it at 113 1/2, because the logical
stop losswould be at 111 3/4. This, of course, is alot easier said than done.
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CIEN also broke out to a new daily high over 138. | had better success en-
tering this trade at a price close enough to the breakout. | bought 100 shares
at 138 1/2. My price target was 144 3/4 - 149, which was resistance for the
stock a few days back. My stop loss was placed at 136 3/4, which was 1/2 a
point below the lower Ircndline of the ascending triangl e.
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CIEN traded as high as 143 3/16 before pulling back. | had amental trailing
astop behind the stock. When it hit 143, it was 1 3/4 away from my price
target. At this point | raised my stop loss to 141 3/4. CIEN turned around
and traded at 141 3/4, activating my stop loss, but | didn't get executed until
140 1/2, as the stock fell down fast. Thisisagood reminder that you can al-
ways lose more than you anticipate even if you have a stop loss in place. No
one knows where their order will finally get executed. In fact, | have heard
of, and seen, horrifying incidentsin which stockswerein atotal freefall.
There was this one stock, ONSL, that was trading at 104. Many of the trad-
ersin the stock had their stop loss at 99 7/8, 99 3/4, 99 1/8 etc., which was
just under 100. The stock broke through 100 and fell sharply, It dropped all
the way down to 44 in a matter of 14 minutes. Traders who had stop losses
at 99 and above were executed at 50! Another incident was with QCOM late
in 1999. The stock opened for trading at 740 and went down to 639 within
24 minutes. That was more than a 100 point move in 24 minutes. Trades
were executing at 30 points below best bid. | had to go out of market almost
20 points myself to get out of QCOM at 720 15/16, right at the open. It is
extremely important to understand that a stop loss order doesn't necessarily
mean that you will get out of your position once the stock triggers the stop
price.

Source Iivestinent Procecils pBT &L Return

Constant List 13,850 14,050 11.97 188.03 1.36%
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Whilel wasin both MRV C and CIEN, YHOO showed up on my Power
Scan. The stock was racing up as itjust broke out over 188.
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| bought 100 shares at 189 31/32. My price target was 195. | placed a stop
loss at 187 3/4. The stock went up as high as 193 1/4. | noticed that the
stock could fall hard if things were to turn around, so | sold on thefirst sign
of weakness. | sold 100 shares a 192 1/2.

| had two open positions left which | liked for a possible overnight hold:
RSLC and MRV C. RSLC was not doing much. On the other hand, MRVC
was approaching the price target of 122.
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The stock hit 121 and pulled back, | really thought that MRV C could go
much higher the next day, so | was trying to give it some wiggle room. The
stock went down to 119 1/2, so | sold 100 shares. | wanted to lock in some
profit and give the rest of my position a chance; however, the stock went
down to 118, which was the trigger of the stop loss on the remainder of the
position, so | sold the last 100 shares at 118.

Source Investment Proceeds MBT r&L Return

Oz lullback | 22,993.75 23,750 2230 733.95 3.19%

Souree Investment ’roceeds MBT r&L eturn

Power Scan 18,996.87 19,250 10.65 242.47 1.28%

The final bell rang and the second day of the challenge was now officially
over. The Nasdag was up 101 points from yesterday*s close. It was a great
day for the bulls. Thedriving force behind the rise in stock prices was the
completion of the FOMC meeting, and the announcement that followed
shortly after. | felt very good about my trading, and a potential upward bias
for the next few days. However, | did not want to take a big overnight risk.

Open positions: 300 Shares of RSLC
Total profit for 3/21/00: $2,470.11
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CHAPTERG

Working on My Golf Swing

DAY THREE
Wednesday, March 22, 2000

The market gapped up at the open and pulled back. | was watching both
MRVC, which opened at 125 (I knew | should have given it a chance), and
CIEN, which opened at 141. | had both these stocks on my watch list, be-
cause | traded them yesterday.
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CIEN took out its morning high, after a very early bounce, and | bought
100 shares at 142. What happened next was a classic breakout play, The
stock pulled back, and | dumped it at 140 1/2 for aloss, This is one of the
problems of trading a breakout. More often than not, the stock will pull
back and stop you out. The solution is to try and buy the pullback or give
the stock more wiggle. Inhindsight, if | placed my stop loss at 138 1/8,
which wasjust below today's low, | would have been very fortunate, since
it ended the day much higher. Nevertheless, a point and a half was all |
was willing to lose on this trade.

Source Investment Procecds MBT P&L Return

Waich List | 14,200 4,050 10.47 -160.47 -1.13%

41




I just took my first loss in this challenge. It is important to put losses behind
you quickly and to be ready for the next opportunity. | was now in my
sniper position and my target was MRVC. | was waiting for the right time to
lake my shot.
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MRVC held 119 1/4 and turned back up. | was carefully studying the ticker
tape once the slock hit 121 3/16 around 10:17 AM EST. The stock pulled
back a little and was able to hold 120 1/2. What | am looking for at this
point is for the stock to trade higher than 121 3/16. This will confirm a new
uptrend with rising bottoms and rising tops. The stock traded higher than
121 3/16, and [ bought 100 sharesat 121 1/4. My price target was 128 - 135
if it could break out over 125 (morning high). | placed my stop loss at
1197/8.
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The stock went up to 124 3/8 and pulled back alittle. There were a lot of
buyersat 124 - 124 5/16. All of a sudden, the Dow broke through the low of
the day and sellers showed up on MRVC. | sold 100 shares at 123 7/8 with
the intent to buy it back if it breaks over 125. | was very quick on the trig-
ger, after beginning my day with a losing trade on C1EN.
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| always watch the indexes very carefully when | am in atrade. Although
stocks can trade against the indexes, and the indexes themselves can trade
inversely to each other, | like to exit positions if one of the indexes breaks
down through support to make an intraday low. It isapart of my risk man-
agement philosophy. In this case, it was the Dow that crumbled, so | cashed
in my chips and took my profits of the table.

Source Titvestmeat Procecds MBT P&L Return

Watch List | 12,125 12387.50 19,42 252.08 2.08%
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| was watching INTC, whichjust made a 52-week high at 145 3/8, this
morning. It ran very strong from the opening price of 140 3/8 and | was
looking to buy apullback. INTC hit 142 1/2 on its pullback and started
bouncing up. | bought 100 shares at 143.
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The stock went up as high as 144 3/16. Sinceitwas tradingin all time high
territory, | wanted to give the stock a chance to move higher, or at least are-
test. My stop losswas initially set at 142 3/8, which was below the 142 1/2
level the stock hitat 11:10 AM EST. Once | was in the money, | moved my
stop loss up to 143 1/4. The stock dropped to 143 1/4 and activated my stop
loss order, before trading down some more, and | got my fill at 142 5/8.

Source Investment Proceedls MAT P&L Deturn

Constant List 14,300 14,262.50 10.48 -47.98 -1.34%
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The All Mighty Ax

The Ax is the leading Market Maker. Market Makers make their money
from trading profits. This causes competition, which is good for the general
investor. This competition also brings in another element that is important to
understand. They all want to be on the right side of the market. In many
cases, a stock can be controlled by aleading Market Maker, who is well
capitalized. Me can sell or buy a very large number of shares, He can stand
in the face of arally or support astock during panic selling situations. The
important thing isto learn how to locate the |eading Market Maker, the Ax,
and avoid getting caught on the wrong side of the fence. The Ax will nor-
mally spend more time on one side of the inside market (best bid or best
ask), than on the other side of the inside market. They will appear to do
both selling and buying, but the key thing isto pay attention to how much
they are buying versus selling. When you look at a Level || montage for a
while, you will be able to sec and follow the movement of Market Makers.
Pay attention to which side each Market Maker is spending most of his time.
Using the Time & Sales Print Report will help in pointing out the Ax. The
easiest way to spot an Ax is when he is present on the best offer or best bid
with a size of 1000 shares, yet the print report shows several 1000 shares
trading at hisprice, as heiscontinually refreshing his quote, and he does not
leave his position at the inside bid or offer. | have seen situations where
100,000 shares or more traded at that price, yet the Market Maker never |eft
the inside bid or offer.
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RSLC broke out over 23 1/4 at 10:30 AM. Volume increased and the stock
hitaceiling at 23 5/8. DLJP was the only visible seller on the Level || mon-
tage. He was the Ax. | didn't like the fact that the stock was not progressing
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in price on the big spurt in volume. That iswhat | would call awaste ofef-
fort. The bid strength started to deteriorate and sellers came in on the offer
using the ECNs at 23 1/2. DLJP was not going to be denied from being at
the inside market and he down-ticked his offer to 23 7/16. The bid was

23 1/4 at thetime. | decided to enter a sell order immediately. | sold 300
RSLC at 23 /4. | was not going to stand in the way of the Ax.

Smnree Investment 'rocecds MBT P&_.L Raturn

Watch List } | 6,618.75 6,975 10.24 346.01 5.23%

It waslunchtimein New Y ork, and 1 was playing around with amy Power
Scan. | waschanging the pricecriteriato seeif | could find alow-priced
slock that had an attractive setup. Jdon't normally trade low-priced stocks,
but | wanted to see if there isa"new kid on the block" that was making a
move. Thisishow | spotted AMBI.
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shares at 5 19/32. The stock looked good, and | bought another 300 shares at

5 23/32.

Menrinied with permission of Townsend Analytics, Lrd. Courtesy nf MO Trading

was consolidating and looked ready to breakout, | bought 300

| placed astop loss at 5 5/16. My price target was 7-8.

Wliat to do When Frustration Strikes?
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You will hear many traders tell you stories of how they bought a stock at 20,
sold it at 25, and watched the stock go up to 300. This is the devil of Wall
Street - looking back. How do | know when to sell astock? The truth is that
| don't know. | don't think anyone does. | do know one thing, though. |
must manage all risks in accordance with my trading system. This means
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Reprinicd weih perminsion of Townaend Annlyncs, Lid, Couresy of ME Trading

AMBI had anice run from 2 1/2 to 8, where it topped on 3/13/00. The stock
pulled back to 4 7/16, which was the low today, and then reversed on strong
volume.
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that if a st

ock triggers asell price, | have to execute it.
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Today was a very frustrating day for me. As you recall, | sold CIEN earlier & T
for alossat 140 1/2. The stock was at 148 1/2 now, and it would go all the b
way up to 158 before day's end, as seen on the chart on the previous page.
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| sold MRVC at 123 7/8, at resistance. Shortly thereafter, the stock went up
to 141. | tried to buy it when it broke over 125, but | didn't want to pay
more than 125 1/2 forit, so | missed it. | waited forit at 125 1/2 when it
started pulling back around 11:20. | missed the entry there aswell. Itwasn'
the end of the world, just frustration, so | decided to do what | always do in
this case - call it aday. | have found that it's best to walk away from situa-
tions like this, so that | may recharge my emotional energiesand bein a
positive frame of mind for the next battle.

| called (he local golf course and got atec time. | had astop loss in place foi
my open position on AMD, so my risk was being managed. It was off to tIr
golf course to work on my swing.

| didn't hear thefinal bell ring today, but when it wasall done and finished,
it was another strong day for the bulls. The Nasdaq closed the day up 153
points from yesterday's close. My stop loss on AMBI was never activated.

Open positions: 600 Shares of AMBI
Total profit for 3/21/00: $389.64



CHAPTER (
The Running of the Bulls

DAY FOUR
Thursday, March 23, 2000

Followingafrustrating day in the market, and an even more frustrating day
at the golf course yesterday, | was looking forward to the market open today.
| really liked the strong showing the Nasdaq had yesterday. My strategy for
today isto manage my open positionin AMD| effectively. | also wrote
some intraday support and resistance levels for the stocks in my Constant
watch list, | am looking to enter long positions in some of these stocks
should they show continued strength. Sipping my cup of coffee, | was mak-
ing my way upstairs to my trading desk preparing myself for today's battle.
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AMBI had a nice run from the open and it hit 6 3/4. HRZG was the Ax. |
sold 300 AMBI at 6 1/2 when the stock pulled back from 6 3/4. | was going
to give the other 300 shares some wiggle room. However, HRZG would not
let AMBI go up higher. | decided to sell the remaining 300 shares at 6 1/2.

Source Investment Proceeds MRBT P&L Return

"Power Scan 3,393.75 3,900 20.15 486.10 14.32%
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Although this trade does not look like a magjor home run when you look at
the dollars and cents, it was actually a very profitable trade on a percentage
basis. The reason J only allocated about $3,400 to this trade was because
AM13l is alow price stock. | feel that there is an added risk to trading low
price stocks, so | chose to be very defensive in this trade, | was very happy
with the rewards; however, the stock could havejust as easily gone down in
Erice one point or more from where | entered it, and caused me a big loss.
eep that'in mind!

The market is very strong today. In fact, the Nasdag-100 Index is making
new all time highs. | was looking to buy the tracking stock for the Nasdag-
100 Index (QQQ). The Nasdag-100 Trust Series 1 is a pooled investment
designed to closely track the price and yield performance of the Nasdag-100
Index. It allowsyou to buy the entire index (actually pooled investment in
the stocks which make the index) in one single security. The way it is calcu-
lated, more or less, every 40 points on the index are about one point on the
tracking stock. QQQ is traded on the American Slock Exchange.
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QQQ broke out to an intraday high (all time high), and | bought 200 shares
at 116 1/4. | placed a stop loss at 1143/8. Since wejust broke out to an all
time high, my price target was at 122. | was looking for about 5% return on

the index.
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Since the index of the biggest 100 non-financial stocks on the Nasdag was at
an all time high, |1 was monitoring the big blue chip companies which make
the index. These blue chip companies are on my Constant watch list on a

daily basis.
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QCOM was moving up with the market on higher than average volume. |
thought the stock could possibly go to 148 which is the next resistance level

and possibly 160 if it broke out, as seen in the chart above.
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The stock was consolidating after the big run it had earlier in the day. | felt

that apowerful
shares on ISLD

breakout might take place, and | entered a buy order for 100
ECN at 143 13/16. | got a partial fill of 50 shares, and my

order was cancelled for the reason it would lock or cross a market. | wanted

100 shares, so |
| placed astop |

entered another order for 50 shares and got afill at 144 1/16.

oss at 142 1/2. My price target was 148 -160.
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QCOM tried to breakout again as volume came injust before 2:00 EST.
However, SBSHwas axing the stock and the stock lost momentum and
started fallingilci%wn. It hit 142 1/2 and triggered my stop loss. | sold 100

shares at 142
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Source Investment Proceeds MBT r&L Return

Constant List}  14,393.75 14,206.25 [5.48 -202.98 -1.41%
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INTC was lagging the index most of the day; however, as soon as the index
broke out, INTC started to move aswell. It broke out over resistance at 141
and went vertical. | tried to buy the breakout, but | couldn't get a fill. |
started chasing it, and | finally got a fill. | bought 200 shares at 142 1/8. The
stock broke out to an intraday high and went up to 142 15/16. It then pulled
back to 141 /2. The next rally attempt was very weak, and the stock peaked
at 142 7/16. It then traded down to 141 3/4 where it found support (shown
by horizontal line on chart). The next rally attempt took out the top at

142 7/16, and the stock traded as high as 142 9/16. INTC was starting an up-
trend. | moved my stop loss up to 141 5/8 from 141 3/8. | felt that if INTC
were to drop below the 141 3/4 level, it would be reversing itstrend. INTC
started selling off and it took the 141 3/4 support level out. My stop loss was
triggered, and | sold 200 shares at 141 1/2.

Source Investment Proceeds MBT P&L Return

Watch List 1 28,425 28,300 10.95 -135.95 -0.48%
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CSCO broke out lo a 52-week high as well. | had learned my lesson and de-
cided to wait for a pullback this lime.
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CSCO ran from a breakout at 75 at 11:30 to 78 7/8. It then pulled back to
76 1/8 and started moving back up. | entered an order to buy 200 shares at
76 7/16, and | got afill of only 10 shares! This was very frustrating. | en-
tered another order to buy 190 shares and | got a fill of only 80 shares at
76 5/8. | couldn't believe it. | entered another order to buy 110 shares, and
this time, | was able to complete my position. | got 110 shares at 76 3/4. |
placed astop loss at 75 7/8,. My price target was 80.
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SUNW was close to breaking out to an all time high as well. | had prepared
notes to keep a close eye on it today when | studied the stocks on my Con-
stant watch list last night. | was looking for a potential swing trade.
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SUNW took out the high of the day and was now flirting with 100. | bought
200 shares at 99 7/8.
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| found LOOK on my Pullback Swing Trade Scan. The stock peaked at 72
on 3/8/00. Then, it had traded down to 37 1/4 three clays ago and was bounc-
ing back up. It was trading near the high of the day (44) when | first saw it.
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Around 2:18 PM, LOOK broke out of the consolidation pattern it wasin,
with increasing volume. | bought 200 shares at 44 7/8. | placed a stop loss
at 43 7/8, and my price target was 48 1/4, which was the support level that
was penetrated successfully four days ago.

Wicsday  flefe) LOOK - LOOKSMAAT LTD [3-Ming B Y oloma

1% ug’. --------------------------------------------------

i Mopary ainp ol [f 3V
SRV e PPV IRLY S L
T ‘ﬁuﬂ\

[
Sell 200 Buy 200
R T B T VS
i-I-l‘I---l----.lp_l_l.-.-_'_-_l_q.I-._l_l_l_-_n_-_._._l_._1
14-30 14:45 15:00 1513 15:90 13:48 el
Reprivted with permibetinn o Anwbyies, Lid. Conneay of M7 Trading

The stock traded up to 46 1/2. Then it quickly pulled back and 1 got scared
and sold 200 shares at 45.

Source Tuvestment | Proceeds MBT r&L Return

Pullback Scan 8,975 9,000 10,30 14.70 0.16%

The stock stabilized and started trading up again. | bought-200 shares again
at 45 1/4. | added another 100 shares at 45 1/2 and 100 shares at 45 7/8.
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ORCL broke out to an all time high. Again, remembering my lesson about
jumpingin too soon, | waited for apullback.
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ORCL did pull back, and | bought 300 shares at 87.146. |f there was more
timein the day, | would have placed a stop loss below support, illustrated by
he horizontal line on the chart; however, there was only one minute left to
he closing bell. 1 was buying ORCL for aswing trade.
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MSFTlooked really strong. | waswatching it most of the day. | was going
buy it for an overnight hold if the stock closed strong.
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MSFT closed very strong and | bought 100 shares at 112 1/16 for an over-
night hold. | felt that the slock would attempt to make it to 115 tomorrow.

The trading day was over. | had six open positions, and | felt somewhat over
extended, but thestocks 1 wasinweretrading higher in after-hourstrading. |
was assessing my overnight risk and decided to sell CSCO. The stock closed
at 77 13/16, and there was abid on Island at 78 1/4. | took another look at
the CSCO daily chart, and | decided to sell it.
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Asyou can see in the chart above, CSCO ran up from 62 3/16 to 79 in the
last five days. Thisis not anormal price appreciation for a stock like CSCO,
so | felt the risk/reward in holding the stock overnight was not worth it.
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| sold 200 shares at 78 1/4.

Source Investment Proceeds MBT P& L Return

Congtant List | 1533687 15650 2054 292.59 1.91%

CHA#TER 8

Once the final bell rang and the final sell ticket was stamped, the bulls were
celebrating again. The Nasdaq closed up 75 pointsfromyesterday'sclose, f

felt that | traded well, and | felt comfortable holding five positions overnight.

Open positions: 200 QQQ, 300 ORCL, 200 SUNW, 400 LOOK, 100 MSFT.
Total profit for 3/23/00: $454.46

Day Four Lessons
Wait for a Breakout to pullback before buying.
You can trade an index tracking stock such as QQQ.

Never be afraid to buy back a stock which you have
sold earlier a a lower price.

Do not chase stocks!
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Oakland Here | Come

DAY FIVE
Friday, March 24, 2000

| slept real well last night even though | was holding five open positions.
When | did my research last night, | was trying to determine how greedy |
was going to be today. In my notes, | wrote down strategies for both a gap-
up open and a gap-down open on any of my positions. If my positions are to
enjoy the same momentum today that they did yesterday, | will simply place
trailing stops. | did not study any new setups for potential entry this morn-
ing, because my basket was full. Instead, | evaluated each stock | owned in
order to make things easy at the open. It is very challenging to manage five
positions simultaneously, so | must follow the guidelines | have outlined in
my plans for today.

| woke up extraearly thismorning, and | was pumped up for today's action.
The Nasdaq looked strong early in the morning, as most of the stocks | held
overnight were trading higher pre-market. MSFT wastrading at 114 1/2. |

placed a stop loss order on MSFT at 111 15/16.
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MSFT opened for trading at 112 1/2, after it traded as high as 115 pre-
market, and then tanked from there. My stop losswas triggered and | sold
100shares at 111 15/16.
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Source Investment Proceeds MBT P&L Return

Constant List ~ 11,206.25 11,187.50 10.38 -29.13 -0.26%

Source Investment Proceeds MBT P& L Return
Pullback Scan 18,187.50 18,825 27.14 610.36 3.36%
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LOOK gapped up to 47 1/8. | placed a slop loss for 200 shares at 46 7/8 and
| also placed asell limit order for 200 shares at 48 1/4, which was my price
target, as seen in the chart above.
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The stock ran up and hit 48 1/8. It was trading there for about 3 minutes. |
thought that my sell order at 48 1/4 was going to get executed for sure, but it
didn't. The slock was being axed by an anonymous party using Instinct.
The size on INCA (Instinct) kept refreshing. | cancelled my sell limit order
at 48 1/4, and | sold 200 shares at 47 1/4. At 9:53, the stock broke down
t%rmljgh 47, and my stop loss triggered. | sold the remaining 200 shares at

46 7/8.

ORCL went up from 87 3/8 to 89 5/8. It was in all time high territory. | was
trailing a stop on 200 shares, and as ORCL hit 89 1/2,1 placed my stop at

88 15/16. The stock turned around and traded |ower than 89. My stop was
triggered, and | sold 200 shares at 88 15/16.
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ORCL hit 88 1/2 and started to make another attempt to go higher. It traded
as high as 89 11/16 before turning back down. SBSH was the Ax. He was
selling it all the way to the top, and he down-ticked his offering price on the
way down. | decided to sell. | sold my remaining 100 shares at 89 3/8.

Sour ce Investment Proceeds MBT P& L Return
Constant List 26,147 26,725 20.65 557.35 2.13%

65




Intiadsy  [Left) SUNW - SUNMICROSYSTEMS [3-hin [ o

200000-[.11'

s 10:00 10: 45 10:30 10:45 15:00 1H:t% 1130 [ 5-4

Repfintert with permisilnn of Townnerw! Annlylic*. Ltd. Courtesy ofMB Trading
SUNW ran from 99 to 103 5/8 where it lopped. It came down alittle and
then roseto attempt a breakout above that pricelevel, but failed to do so. It
looked like a double (op had formed, so | sold 100 shares at 102 7/8. SUNW
traded down to 102 1/8 and bounced back up to 102 3/4. | placed a stop loss
for the remaining 100 shares at 102. Thereason | placed it at that mild sup-
port level vvas that if SUNW was to break down, it would suggest a trend re-
versal confirmed by lower highs and lower lows. The stock penetrated
through 102 1/8 and my stop was triggered. | sold 100 shares at 102.

Wirsday | [Left) GOR - NASDAQ 100 TR SR (3-Min [P, yolume
w24

LR T B L L R
120
19 12
119
119142
118

7 H2

(AL

o l

230 s MO0 10:4% 1030 104%  11:00 1115 11:30 1S 200 1S

Reprimied with permission of Townsond Anslytes, Lid. Caurteny of MO Truding

QQQ topped at 120 1/2 and started trending down at a slow, sadistic pace. |
placed a stop loss at 118 15/16. The stock went lower than 119 and triggered
my stop loss. 1 sold 200 shares at 118 15/16.

Source Investment | Proceeds MBT P&L Return

Market Play 23,250 23,787.50 1080 526.70 2.26%

Source Investment | Proceeds MBT P& L Return

Conslnnl List 19,975 20,487.50 1569 496.81 24%9%

SUNW sold off and went as low as 99 as seen in the chart below.
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The Market sold off hard as seen in the QQQ chart below.
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The final bell rang, and the bulls managed asmall victory. The Nasdaq
closed up 22 points from yesterday's close. However, the Nasdag seemed to
have topped out as it closed 115 points off the day's high and 23 points be-
low the open. It had areversal day, which was a sign of weakness. | didn't
like this weakness, so Jdid not enter any new long positions.

Open positions: None
Total profit for 3/24/00: $2,162.09

The first week of the challenge was over. It was a great week in which | was
able to capitalize on many of the opportunities presented to me. | started the
week sitting tight on the sidelines without executing one trade for the entire
day. | think thiswas the key point for the success | have had this week. My
total profits for week one were $5,476.19. | faxed MB Trading a request for
a chuck in the amount of $5,000.00. After all, Friday is payday!

Southwest Securities SIPC " 209490

1101 Elm SI. Sukc 3SIX) Dalli. TX 75270

AMOUNT
DATF,

Pay To

TONYOZ
LACUNA HILLS, CA 92654

The reason | like to order checks rather than electronic transfers of any kind
is because | get to sec something that represents a reward for my hard work.
It also makes my "better half" very happy when she opens the mail. | have
also found it to be very encouraging on those days when | am struggling.
Let'ssay | had avery bad day, and | lost a few thousand in the market.
When | check my mail that evening, | find a check for a few thousand that |
ordered last week. This putsasmile on my face and helps me get ready for
the next trading day.

A Her | ordered my paycheck from MB Trading, | made my way to John
Wayne Airport to catch aplane. | was going to attend the Online Trading
Expo, which was taking place in Oakland this weekend.

DayEightLessons

Hold only as many positions asyou can manage
effectively

Managemultiplepositionswithtrailingstops.

Do not look to enter new positions when your basket is

Sdl when things don't look right;

Friday is a payday, don't you forget that!
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CHAPTER 9

Learning from Beginner Traders

DAY SIX
Monday, March 27, 2000

| returned from Oakland late on Sunday night, and | wasvery tired; however,
1 wanted to write a summary of the most valuable things | have learned at the
conference. On Friday night, | attended the reception party given by the host
of the event. | sat at atable with six other individuals, who were discussing
trading methodologies. | soon found myself participating in around table
conversation, or should | say debate. The beauty of the debate was that there
were green traders at the table, professional traders, and trader wannabes.

One of the traders was telling us how he has been writing naked put options,
successfully. This got my attention very quickly. Anytime | hear this strat-
egy, | quiver. 1 remember stories of those who lost all they had, and then
some, using this technique. When someone writes (sells) a naked put option,
he commits to buy the stock at a certain price, over a certain period of time,
from the person who buys this option. He receives a premium payment up-
front for entering this contract. Let'stry to simplify it.

XYZ istrading at $150. Using the above strategy, 1 can give someone the
option to sell me 1000 shares of XY Z anytime over the next two months at
150. For this right, the purchaser of this contract will pay me $6.00 today.
Thiswill be my profit (maximum reward). This strategy isvery bullish and
extremely risky. My trading philosophy is to always manage risk properly.
Thefirst thing 1 take into consideration is what happens if things go wrong.
The following table will illustrate the risk and reward for this trade.

How much money will | make or lose if XY Z traded at the following prices
two months from now.

50 70 90 no 130 | 150 | 170 | 190 | 210 | 230 | 250

-95K | -75K | -55K -3/5K | -15K | 46K | +6K | +6K | +6K | +6K | +6K

Asyou can see, my reward is limited to $6,000. My risk isnot limited, and |
can lose a lot of money if something went wrong. This is not what | look for
inatrade. 1'd like to capture a great reward when | am right, and I'd like to
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lose the minimal amount when | am wrong. Thereisn't oneright way to
trade, and | don't discourage anyone from trading the way they like to; how-
ever, what made this debate so unique was the fact that | felt the trader who
was using thisstrategy did not really understand the risk hewastaking. And
| wasn't alone on this one.

Theargument about selling naked optionsstarted a discussion about risk
management, which | Felt was very valuable, especially, because we were
discussing risks that are sometime out of our control. How can we be pre-
pared for power outages, network downtime, slow Internet connection, etc.,
were the questionswe were trying to answer. These arc the behind-the-
scenes risks of doing business on the net that everyone should be aware of.
You could write morethan ahandful of bookson the various subjects that
were discussed at the conference.

Now, that | was home, much of theinformation | gathered in Oakland started
tosink in. | wasvery concerned with much of what | saw at the show.

There were many traders who were going to take on Wall Street with inferior
tools, little knowledge, and a lot of money to lose, and no one was going to
stop them from doing so. | don't know if it is aspecial quality or simple hu-
man nature, but these soon-to-be traders believe they know better than every-
one else, and they arc going to prove to the world they have what it takes to
break the code to the Wall Street vault.

Thereason | am bringing thisup isbecause, what 1 am presenting in this
book in an casy-lo-undersland way, is much more complex inreal life, espe-
cially, if you have not experienced any of the pain that slock trading viathe
Internetinflicts. | don't want to deceive you and make you believethat itis
easy. Itisnot. Itis, however, doable! Thatiswhat | hope to be able to
show in this book. | need to be able to trade aswell as | did last week over
the next three weeks in order to do 0.

Beep! Beep! Beep! My alarm clock goes off. It is 4:45 AM and time to get
up. | wasso tired that | couldn't open my eyes. | hit the snooze button, try-
ing to steal another six minutes of sleep. Beep! Beep! Beep! | hit the snooze
button again. Another six minutes go by, and the alarm clock goes off again.
It was one of those mornings where | had amillion-milc-an-hour argument
in my head, where | would list all the pros and cons to determine if | should
get out of bed or sleep in. This, of course, happens almost every morning
that I am not holding positions overnight. When | don't hold any positions
overnight, turningon the TV in the bedroom will be the first step in getting
up. 1turntheTV on, and | jump back into bed. | raise the pillows somewhat
and put on my glasses. My eyes are still shut. The alarm clock is still in
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snooze mode in case | fall into deep sleep again. | hold the alarm clock in
the palm of my hand with rny thumb on the snooze button. It takes me a
fraction of a second to press the button should the alarm go off again. Every
once in awhile, I will open one eye and take a quick peek at Mark Haincs,
Joe Kernen, David Fabcr, and the ticker that runs at the bottom of the screen
on CNBC. This process repeats itself for the next 20-30 minutes until | fi-
nally get out of bed; however, there are days, like today, in which | will stay
in my cozy warm bed for a longer (much longer) period of time. The cons
win the argument today, and | am sleeping in. 1 turned the alarm off.

It was 8:30 AM PST, when | finally woke up. The market had been open for
two hours already, and | didn't care. | made my way to the bathroom and
took an extralong shower. What aluxury. Another hour went by, and 1 fi-
nally made it upstairsto my trading desk. | started Real Tick 111 and my
scanning program. | was catching up to what | have missed over the last
three hours. | was very relaxed, and | was waiting for agood setup to show

up on my scan.
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WAV X was the sniper's first target of the day. It showed up on my Power
Scan. The stock had a nice run from 12 in February, and it topped at 50 3/4
on 3/1/00. It then traded down to 39, where it bounced. It made another run
at the high and topped at 50, testing the top again on 3/7/00. Once it failed tc
make a new high, the stock sold off and went down to 30 on 3/16/00, where
it found support. The stock traded back up to 38 3/16 on 3/18/00. The fol-
lowing day, it traded back down to 30, which was the price level that held or
the 16th. The stock held that price level again and traded back up. The two
tops at 50 suggested a double top pattern, which was confirmed. The two
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bottoms set at 30 were a positive sign of good support. The resistance level
isat 38 /4. If thestock is able to trade higher than that level, it should test

40, where resistance should be stronger. [f the stock can penetrate that level,
then it should try and test the highs at 50.
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WAV X traded over the 40 level as it broke out from an ascending triangle.
It traded as high as 40 5/8 and pulled back on relatively low volume. |
\?V%le%hzt 2%) shares at 40 1/8. | placed a stop loss at 39 5/8. My price target
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WAVX went as high as 42 then sold off quickly. | sold 200 shares at

41 3/16. The stock found good support at the 41 level, consolidated and
started to move back up. | tried to buy 200 shares again, but only got 100
shares filled at 41 7/8.

Source Investment | Proceeds MBT P&L Return
Power Scan 8,025 8,237.50 10.28 202.22 2.52%
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WAV X broke out over 42. 1 tried to add to my position, but the stock was
very strong, and | couldn't get a fill. The stock hit 44 3/16 and was having
problems there. It kept banging its head against 44 for the next 11 minutes,
S0 | decided to sell. | sold 100 shares at 43 15/16, and | entered a buy order
for 200 shares at 42 3/16, where it would sit on the ISLD ECN, waiting for a
pullback to occur down to the point of the original breakout.

Source Investment | Proceeds M111 P& L Return

Power Scan 4,187.5 4393.75 10.15 196.10 4.68%
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XLNX showed up on my 52-Week High Scan. 1l had been moving up nicely
tCﬂ/é:rst((l)icilasteight clays. | waslookingto capitalize on continued strength in
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| bought 100 shares of XLNX at 87 1/4. The stock went as high as 87 11/16.
BEST was the Ax, and he was not letting it go any higher. | sold 100 shares
at 87 7/16. The stock went down to 86 7/16 and traded backup. | bought
100 shares at 87 1/16 and decided to hold it overnight.

Source Investment  Pproceeds MBT P&L
52-week High 8,225 8,243.75

Return
10.30 8.45 0.1%
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My love affair with WAV X was not over. The stock wouldn't trade back
down to 42 3/16, and was actually very strong. | entered a stop buy order for
200 shares at 45 1/4.
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WAVX broke out over 45 1/4, and my stop buy was activated. The volume
increased drastically, and | was having problems getting a fill. The stock
was flying! | wanted to get into the stock badly enough that | decided to
cancel my buy stop order. Then, | sent out a SelcctNet Preference order, out-
of-market. | sent out three orders in rapid succession for 200 shares each at
46 13/16. | got 200 shares at 46 13/16 from one Market Maker, another 200
shares at 46 13/16 from a second Market Maker, and yet another 200 shares
from ISLD at 46.86. Now | had 600 shares. About 30 seconds went by, and
the stock was trading at 48. It was awild ride, and in the midst of all the
frenzy, 1 didn't realize that my stop-buy order, which 1 tried to cancel, was
still open. Before | could sneeze, | got a confirmation that my order for 200
shares was filled at 46 5/8. This is not very common, but in fast moving
markets, it's very possible to get delayed confirmations. Since my stop buy
order was on ARCA, cancellations can take a while, because ARCA breaks
down the order and preferences Market Makers, who hang on to the order for
30 seconds and sometimes longer. Since | only wanted 600 shares, and the
stock was at 48, as soon as | realized | had more shares than | wanted, | en-
tered a sell order for 300 shares. | got a fill at 47 3/4.

Source Investment | Proceeds MBT P&L Return

Power Scan 14,006.25 14,325 10.30 308.45 2.20%
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The market closed, and WAV X was moving higher in after-hourstrading |
decided to sell another 100 shares to manage risk more effectively | ex-
pected WAV X to take the 50 3/4 top out tomorrow, based on the strong mo

mentum it had today. However, | wanted to lock in more profits, so | sold
100 shares at 49 11/16.

Source Investment | Proceeds MBT P&L Return

Power Scan 4,681.25 4,968.75 10.75 276,75 591%

The market was mixed today, but the bears were showing more teeth. The
Nasdaq lost four points since Friday's close. | wasn't so crazy about the
market overall, but 1 did like the two stocks | was in.

Open positions: 100 XLNX, 400 WAV X.
Total profit for 3/27/2000: $991.97

Day Six Lessons
Learn all the behind-the-scenes risks.
Interaction with other traders can be very beneficial.
Selling naked optionsisvery risky.

Thereis nothing wrong with sleeping in if you have no
open positions.
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CHAPTER to

When the Guru Speaks, We Should All Listen

DAY SEVEN
Tuesday, March 28, 2000

| had no problem getting out of bed this morning. In fact, | was looking for-
ward to the opening of the stock market. | turned off my alarm as soon as it
went off, andjumped into the shower. | took a quick shower this morning as
| was anxious to get to my trading desk, and watch the pre-market action on
my overnight positions, WAV X and XLNX. | turned on the computer and
saw that trades on WAV X were taking place north of 50. It is going to be a
great day, | thought to myself. 1 then turned on the TV and noticed that the
futures were trading down sharply. Thiswas awarning sign. The reason
they were trading down was because Abbey Joseph Cohen from Goldman
Sachs recommended that investors reduce their asset allocation to stocks
from 70% down to 65%. The Guru who has been famously bullish on the
market is recommending a reduction of exposure to stocks. .This was not a
good sign at all.

WAVX started to trade down, and | sold 400 shares pre-market at 49 1/8.
My reasoning was that the market will be weak at the open, because those
who cannot sell pre-market will havetheir market sell order go live at the
opening bell. Thiswill create selling pressure, which will also trigger many
stop loss orders. | call it the domino effect. | was not going to take that risk.
| had profit in the trade, and | took it.

As you can see on the chart on the next page, when WAV X finally opened
for trading, the first trade took place at 48 1/8. The stock then tanked really
hard, and it went all the way down to 42 in seven minutes. It would have
been impossible to get out at a decent price had | waited for the open. My
analysis was right on the money. It was nothing more than common sense.
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Althoughit soundslikecommon senseto metoday, | didn't understand this
concept in the past. The reason was that | was often in love with a stock or
with the setup | wastrading. |just"knew" the stock was going to make a
big move, and that | was going to make akillingonit. |1 would be counting
the money and spending it before the market would even open. Thiswas my
subjective point of view, where the obvious is disregarded. However, after |
paid my tuition, | learned a few valuable lessons, and one of them was to al-
ways analyze my positions and the market in an objectiveway. | would let
the market guide meregarding what it wantsto do, rather than metrying to
dictate to the market what to do.
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| was so preoccupied with managing the risk on my 400 share position of

WAVX that | was not paying too much attention to XLNX. As soon as it

opened, however, | entered a sell order, and was able to get out of my 100
shares a 86 3/4.

Source Investment Proceeds MUT P& L Return

Power Scan 18,738 19,650 31.54 880.46 4.70%
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Sour ce Investment Proceeds MBT P& L Return
52-Week High 8,706.25 8675 10.29 -41.54 -0.48%
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| was watching my Constant watch list and noticed that QCOM had a strong
showing this morning. | bought 100 shares at 152 15/16. The stock went as
high as 153 7/8 and pulled back. My price target was 160; however, the
market was weak, so as QCOM traded down, | sold it at 152 11/16.
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Source Investment  Proceeds MBT P& L Return
times during the day at intraday support levels; however, | was never suc-

Constant List 15287 1526875 1051 '35'51_ 023% cessful in getting afill. INPR was closing the day on a strong note, and |
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o I:l """ tered a sell order at 314 15/16 on the Island ECN and went to the dentist.
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R T Tuu R || S ({‘J.. | can always buy it back the next morning if | still likeit. While | was get-
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T Anbipicn, Lid. Couttesy of M Tradieg felt that my MRV C open position was very risky; however, | felt that my
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can be time consuming, and very dangerous. Also, | can only enter a stop
loss order in round lots on ARCA. | sold 50 Shares at 113 15/16. The stock

traded as high as 115 3/4. | placed my stop loss at 113 1/2. The stock traded
down through 113 1/2, and my stop was triggered. | wasn’t able to get out of

100 shaes until  the price  fell to 112 76
S
- t:nrci . fnvestiment Proceecds MBT r&L Return
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INTC pulled back from its 52-wcck high and found support around 135. It
then traded higher, and wasjust about to breakout to a new intraday high.
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The stock did break out successfully, so | bought 100 shares at 137 9/16.
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Yikes! How classic is this? | buy the high of a breakout and the stock tanks.
My price target for INTC was 140, and my stop loss was placed nt 136 1/2.
The stock traded down to 136 1/2, and my stop loss was triggered. | sold
100 shares at 136.

Source Investment | Proceeds MBT P&l Return

Constant List 17,756.25 17,600 10.46 -166.71 -0.94%

While | was in INTC, ORCL was breaking out of an ascending triangle. The
pattern earlier looked like a double bottom around 84 3/4, and a trend rever-
sal with a possible test of 86, and maybe even a breakout passing 86 1/8 to
an intraday high. | bought ORCL at 85 1/2, placing a stop loss at 85 1/8.
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It looks like it is going to be a very long clay. ORCL pulled back and my
stop loss triggered. | sold 100 shares at 85.

Suurce Ihvesiment I'rocecils MBT P&IL Return

Conslant List 8,550 8,500 10.2¢ -60.29 -0.70%

It wasn't like | was loosing a lot of money, but it certainly felt that way. |
was making all these breakout plays, and | was getting slapped. | was very
upset, and the market was starting to look very ugly, so | took alittle break.

1 wanted a breath of fresh air, so | went out on the balcony. We live on top
of the mountain overlooking the saddleback valley. Things are so peaceful
when you are up high enough. | can sec all the cars on the main streets, yet |
can't really hear them. Onceinawhile, | will hear the kids playing at the
school down the mountain. On aclear winter day, | can see snow on top of
the San Bernardino mountains, which arc more than sixty miles away, and
on the 4th of July, | can sec fireworks go off in as many as 11 different
places. | have spent many crucial moments in my trading career right here
on this balcony.

When | feel like | am struggling, yet, | feel there is a good opportunity to
make money in the market, | take a break. | go downstairs to our balcony
and try to regroup. While standing on my balcony, | close my eyes and lis-
ten to the sounds coming across from various places. Sometimes | hear the
kids playing, sometimes | hear a big truck, sometime the wind blowing

through the pine trees, and sometimes, | hear the birds singing. | try to relax.

| lake a big deep breath, and | blow the air out slowly. | then tell myself,
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"Tony! Itisagreat day. Put everything behind you. Go up there and take
money out of the market!" | have found this method to be very powerful. It
has worked really well for me on days when | held large positions overnight
and something went wrong the next morning.
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| went béck upstairs and went into shock, seeing what the Nasdaq was doing.
It was down almost 200 points from the morning highs.
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| needed a low risk trade to get back on track, so | was looking for a possible
trade at support levels. SLTNW was trading at support levels around 96 1/2,
which was the top of the early morning trading range on 3/23/00.
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SUNW bottomed at 96 3/8 and started tradmg higher. | bought 100 shares at
96 15/16, and 100 shares at 96.93. | placed a stop loss at 96 1/4, which was
just below today's low. My price target was 98 3/4 - 99 1/2.
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SUNW soon traded as high as 98. | raised my stop loss to 97 1/4. The stock
turned back down and my stop was triggered. | sold 200 shares at 97 1/4.

Sowrce Investment Proceeds MBT P&L
Constant List 19,387.05 9,450 18.70 44.25

Return

0.23%
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The Nasdag was trying to bounce and move over 4700, at which point | was
looking at ORCL.
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ORCL seemed to have found support at 82 3/4. It was in the process of con-
firming a double bottom pattern. | bought 200 shares at 83 21/32. | placed a
stop loss at 82 11/16, which wasjust below the double bottom lows. My
price target was 85 1/2.
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After afeebleattemptat arally, the Nasdaq turned down again and was on
the way to test the previous lows at 4660.
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| was nervous about the weakness in the Nasdaq, so | sold 200 shares of

ORCL at 84.
Saurce Investment Procecds MBT r&lL Return
Constant List 16,731.25 16,300 [0.56 58.19 0.35%
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The Nasdag made a slightly lower low at 12:50, and started moving back up.
| was looking at MRV C for a possible bounce play.
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MRV C was trading around the lows made back on 3/21/00. It looked like it

had good

support at 100 or so.
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The stock had traded as low as 101, and after bouncing to around 102, was
trading in atight range for 15 minutesor 0. The volume started to riseand
the stock moved up a bit, so | bought 100 shares at 103. My price target was
106-108. | placed astop lossat 101 7/8. The stock traded up to 105, but
jE&%?éjldn't make it any higher. It looked weak, so | sold 100 shares at
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the bottom at 10:00). | placed a stop loss at 183, just below today's low.
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YHOO hit resistance at 183 3/4 and turned back down. | sold 100 shares at
187.67. | was looking to buy YHOO again if it pulled back. YHOO pulled
back to 185 1/2, and | bought 100 shares again at 185 1/2.

Source Investment | Proceeds MBT r&L Return

Constant List 18,550 18,767 11.94 205.06 1.1%
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Repeinted w

YHOO held the 184 level and wastradinginatight trading range. | bought
100 shares at 185 1/2. My price target was 194-191 (the top at 10:30 and

%

Whilel was in the YHOO trade, | bought 100 SUNW at 97 1/2 and sold it at
993/16*.

Source Investment Procceds MBT P&L Return

Constant List 9,750 9.918.75 10.34 158.41 1.62%

Although I had five winnersin arow following my balcony-break, | wasn't
making much money, and | still felt there was a struggle going on. | wanted
to give my YHOO trade a chance. | saw that it was getting weak, and | was
in the money, but | didn't move my stop loss up.

*In the flurry of all the activity, the charts for this trade did not get captured, sorry.
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YHOO broke down hard and broke the low of the day. My stop loss trig-
gered, and | sold 100 YHOO at 182 1/16.
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Day Eight Lessons

When and if you are struggling, learn to take a break
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Sonr_cc Investinent Proceeds MBT P&L Return
Constant List 18,550 18,206.25 10.61 -354.36 1.91%
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This last trade was a devastating blow to my confidence. In thefirst nine
days of the challenge, my biggest loss was $202. | just lost $354 on YHOO
to close the day, but what was demoralizing about it was that the total profit |
made on the previous five trades, which were all winners, was $593. | just
gave back more than half of it on my last trade. The break | took to regroup
earlier helped me turn the day around. Now, | have to take another break
and regroup again. Although my exit wasn't all that bad considering YHOO
dropped another 8 points over the next 15 minutes from where | got out, |
felt | should have seen it coming and bailed out of the Irade earlier, some-
where around 185 1/2. My critical blunder was to argue with the tape. And
when you do that, you lose! The market is alwaysright.

When the final bell finally rang, the bears were in total command. The
Nasdaq was down a whopping 189 points from yesterday's close. |f you

haven't guessed it by now, there were no high probability setups for a long
position.” | went to bed flat.

Open positions: None
Total profit for 3/29/00: $319.27

9

and regroup

The market is always right. The prints don’t lie, so

don't argue with the tape!
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CHAPTER I 2

Awakening of the Bears

DAY NINE
Thursday, March 30, 2000

Following the 189-point decline the Nasdaq had yesterday, the futures were
indicating avery weak opening for the market. | wanted to take the day off,
but | was thinking that I might find some bargainsif | traded today. At the
opening bell, the Nasdaq gapped down 109 points and opened at 4540,
which was right at the 50-day moving average. It was down 10.6% from the
intraday high it set on Day Fiveof thischallenge. The Nasdaq isofficiallyin
correction territory, the fourth timethisyear.
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Bargain hunters were all over the place and the Nasdaq shot up more than
140 points in the first 35 minutes of trading on big volume. | tried to buy
SUNW, ORCL, and CSCO, but they were flying, and | missed all entries. |
decided not to chase any of the stocks. | was going to wait for a pullback.

What took place next was very painful towatch. | saw asmall fortune that
could have been made, had | gotten those fills earlier, grow bigger and larger
with every tick. | knew that the top was near, and | took my sniper position,
waiting for the pullback. | had not yet gotten over my frustration, so | wasn't
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as focused as 1 should have been. In hindsight, it would have been a perfect
time to go out to my balcony and regroup. But, how could I? | was araven-
ous animal smelling blood. | couldn't afford to miss my meal. | aready did
that once today.
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| got the pullback 1 was looking for, and | bought 100 shares of SUNW at
96 11/16 and another 100 shares when it dropped lower to 96. | placed a
stop loss at 94 15/16, which was below the 95 support level for the stock.
My price target was the high of the day, 99 1/2.
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Oh, oh. The Nasdag took out the low of the day, which indicated areversal
pattern. The street was once again flooded with sellers.
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nced at 95 numerous times. The support level was holding; how-

ever, with the Nasdaq breaking down, | was afraid SUNW was going to tank

hard and that my stop at 94 15/16 could possibly not get executed until drop-
ping to 94. | decided not to ignore the tape, and | sold 200 shares at 95 1/16.
Source Investment | Proceeds MBT P&L Return
Constant List 19268.75 19,012.50 15.64 -271.89 -1.41%
Wendsy (Lt} TCOMPX < HASDAG COMBTITTEOMPONITETIDX (3:-4) B Yolums
¥
.y
DYy resm oo
46504 = =~ -~ ={} - - [ it dbemmmemr ot s e
- hl-lf -
o L
Rl pe---esmmTess "-‘- -
9
t!SO-B-—----; --------- ?h'g'!gi---ﬂ ------------------ ﬁ’.
of _ ..rﬂ "l.. o
’ [ o) v, U
P e e R LR R P L R S n
MF -------------------------------------------------
om T L) L) L 1 T L T T L) L] T Ll T L] L] L
%00 10:00 10:30 11:00 11:30 1300 123 13:04 133

Reprinted with permimton of Townsend Analytics, Lad. Couctary of MB Trading

The Nasdag kept declining and it found some support at 4500, where it
formed a double bottom pattern. At about 1:15, it started to trade back up

and was again at 4550.
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CSCO followed I he same pattern and it bounced at 73. | bought 300 CSCO
at 73 1/4. My price target was 75. | placed astop loss at 72 15/16, which
wasjust below the 73 support.
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QQQ also had adouble bottom pattern at 107. | entered a market order to
buy 300 shares, and | got taken advantage of by the Specialist. | bought 300
shares at 107 7/8. If you have never traded QQQ before, you probably don't
know how the Specialist will open the spread on the stock. And, it is almost
impossible to try and split the spread, so a market order is almost the only
way to get in. It isvery common to sec the spread at a point or more on the
ASE specialist quote. | placed astop loss at 116 7/8, which was below the
107 support level. My pricetargetwas 111.
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Whew! SUNW went as low as 93 after | sold it at 95 1/16. | was following
it closely for a possible reentry. The stock started trading higher and |
bought 200 shares at 94 1/2. | now had three open positions. 1 felt good be-
ing in my positions as they were all showing me some profit. My P&L was
over $800. | decided to let my positions wiggle. | had Jesse Livermore
words in my head, "Men who can both be right and sit tight are uncommon."
| felt that the market was oversold, and that | might havejust bought the bot-
tom. | waswilling to bet my profits on that.
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CSCO broke down and triggered my stop loss. | sold 300 shares at 72.94.

Source Investment | Proceeds MDBT P&L Return

Constant List 20,975 21,882 10.31 -103.31 -0.47%
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QQQ broke down aswell, and | got taken advantage of again by the special-
ist on the execution of my stop loss. | sold 300 QQQ at 106 33/64.

Source Investmend Proceeds MBT P&L Return
Constant List 32,362.50 31,954.67 1007 -418.83 -1.29%
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As the market disintegrated, my stop loss on SUNW was triggered as well. |
sold 200 shares at 93 5/8.
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The Nasdag took out the low of the day, and | sold my positions for a total
loss of $708. | was thinking about Livcrmore's famous words again, "Men
who can both be right and sit tight are uncommon.” | was sitting tight, but |
wasn't right. 1 was WRONG! | let an open profit of $812 turn into $708
loss. | went from having a profitable day to having alosing day. | wasn't
very happy about that. | lost on each of the four trades | made today, so |
needed a good trade to make a little bit of money to build my confidence
back up.
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YHOO had an interesting setup where the stock was trading around 165,
which was the support level on 3/20/00.
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YHOO bounced at 165 and looked strong. | bought 100 shares at 167 3/32.
1 thought the stock could go to 169 1/2. | was trading strictly off the Level 11
activity, and | was ready to sell at the first sign of weakness.
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YHOO went up as high as 168 1/2, but was getting weak, so | sold 100
shares at 168 3/16. This was no home run, but it made me feel good. It was
the first trade of the day in which | actually cashed in profits.

Motiadey (Lol SUNW - SUN MICAOS TETEE Tty Veolvny

My love affair with SUNW was not over. After penetrating through support
at 93. The stock traded as low as 92 5/8. It then snapped back up and took
out the 93 level. Littledid | know it would be a perfect fake-out, merely
there to mock me. | bought 200 SUNW at 93 1/16. The stock lost steam and
went below 92 5/8. It triggered my stop loss, and | sold 200 SUNW at

92 38.

Source Invesiment | Proceeds NMOAT P&L Return

Constant List § 18,612.50 18,475 10.62 -148.12 -0.79%

Source Investment | Proceeds MUBT P&L Return

Constant List } 16,721.87 16,818.75 10.58 86.30 0.52%
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SUNW traded all the way down to 90. | really wanted to buy it there, but |
was having abad day and was getting gun-shy.
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| watched SUNW go up 2 1/2 points from the low. Itwas running. The mo-
mentum players werejumping on board, and the shorts were getting
squeezed. | liked what | saw, and | wanted to finish the day on apositive
nolc, so | threw my hat in thering and bought 200 shares at 92 59/64. My
plan was to sell the stock near the close. SUNW hit 94 with only eight min-
utes left in thetrading day. The bears were growling and the stock could not
go any higher. 1 sold 100 shares at 93 3/4. Another two minutes went by
without any price progress, so | sold the remaining 100 shares at 93 11/16.

CHAPTER 15

Source Investinend Proceeds MBT P&L Return

Consiant List 18584.37 18743.75 15.65 143,73 0.77%

Ding! Ding! Thefinal bell rang as the bears were now completely awake. It
was another brutal day for the bullsasthe Nasdag dropped J86 points from
yesterday's close. It has been very difficult to call thingsin this sharp de-
cline. ! will need to evaluate things in more depth tonight.

Open positions: None
Total profit for 3/30/00; -$897.00

o

- Day:Nine Lesson

Sit_(‘in_giﬁght @'J.ul_y_ \fbl;ks_-"lﬂlé;n.j: :
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Sitting on My Hands

DAY TEN

Friday, March 31,2000

Y esterday was my first losing day of the challenge, and | wanted to look
back and examinewhat | did wrong. It wasn't that | expected to make
money everyday when | accepted the challenge, but | believe it isalwaysa
good idea to lake a step back and study your trading, especially on losing
days, and | was looking for something I may have been missing. | wanted an
answer for what happened yesterday, so | spent a lot of time going over my
trades. | finally reached the conclusion that | had managed risk properly,
even on the three positions that were in-the-money and were given awide
wiggle room. Those positions did become losers and were the difference be-
tween having awinning day to having a losing day; however, the $1,500
turnaround was only 2% draw down on the entire position. If | had been cor-
rect in my assessment at the time, my entry would have been the bottom, and
the rewards could have been as much as seven times the money | lost. If
had to do it all over again, | probably would play it the exact same way.

| have spent most of last night studying charts. | was looking at each and
every stock that isin my Constant watch list, and | wrote down support and
resistance levels for each one of these stocks. Then, | studied the Nasdaq

chart in greater depth.
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The Nasdaq chart was telling me that the market may have topped. We
closed below the 50-day moving average for the first time since October 19,
1999. We possibly formed a double top pattern, which was confirmed yes-
terday once we traded lower than the low price made on 3/16 and 3/21. The
next support level | see on the chart is at 4290, and the next support after that
isat 3715. Ifwe havein fact topped and the double top pattern is confirmed,
\t/]ve could go as low as 3700. This chart was a legitimate reason to be appre-
ensive.

Following the 186-point declinein the Nasdaq yesterday, | expected the fu-
tures to be down big thismorning. | thought that we were going to open
low, sell even harder at the open, then bounce somewhere around 4290 and
completely reverse. | felt there was going to be some serious panic sellingin
themorning. | wasready to pick up all thebargains! | brought out my wish

list from last Christmas, and | had my shopping bag ready to be filled with
goodies.

Then, once my bag is filled up to the top with the best stocks in North Amer-
ica, | would sit tight and let the institutions push the market back up. Today
isthe end of the quarter, and | expect fund managers to support the big name
stocks, so their portfolios look somewhat better.

But it wasn't so. The gap down open | anticipated didn't happen at all. In-
stead the market gapped up! The Nasdaq was up 93 points at the open!
Only then, did it start trading down. And down. And then, down some more.
By lunch time, the Index was down more than 100 points from the open.
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There were no high percentage trades that | could see unless | wanted to play
with fire, so | sat on my hands the entire day. When the Nasdag made a new
intraday low at 12:00 PM, | closed everything up, and | got a head start on
theweekend. | felt very fortunateto beall in cash. | thought that the market
looked very ugly.

When the final bell rang, | was at the park flying a kite with my son. While
my son, Jordan, was singing the tunes "Let's go fly a kite" from the classic
movie, Maiy Poppins, and | was trying to figure out how you get the kite in
the air when there is no wind, the Nasdaq managed to rally and close the day
up 114 pointsfrom yesterday'sclose (21 pointsfrom the open).

Open positions: None
Total profit for 3/31/00: $0.00

The second week of the challenge was over. It was a decent week in which |
had mixed results. | started the week with four winners on Monday. | had
two decent winners in INPR and WAV X on Tuesday giving me a comfort
cushion for the remainder of the week. | executed a lot of trades on Wednes-
day making alittle profit at the end. Thursday was my first losing day, in
which | was trying to catch the market bottom and sit tight. | was proven to
be wrong time and time again, but | didn't lose too much, even though | gave
back all my gains. On Friday, | did not execute even one trade. | was way
off in my expectations for the day, so | sat on the sidelines and observed the
action from the passenger's seat.

My total profits for week one were $1,928.47. | faxed MB Trading a request
for a check in the amount of $2,000.00. After all, Friday is payday!

Southwest Securities SIPC  un
200 Ebm Su. Suite 1300, Dalleg, TX T4130

AMOUNT
DATE

PAY *#=+*++*2 000DOLLARS 00CENTS  3A2V/00 [$*****2,000.00
Pay To

TONY OZ
LAGUNA HILLS, CA 92654
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Free Willy

DAY ELEVEN
Monday, April 3,2000

1did alot of research over the weekend, and | had ahandful of candidates
for potential long positions. | wasvery excited, because | thought 1 had
some high percentage setups and trading plans. | had my alarm set to 5:30
AM, and | got up without hitting the snooze button. | look a quick shower
and went upstairs to my trading desk. It was 30 minutes to the market open.
| turned on my computer, and saw that the futureswere down sharply.
Stocks were trading much lower pre-market and my candidates were no dif-
ferent. They were all trading lower than where | was planning to enter them.
1 turned on the TV and found out that Microsoft failed to settle their case
with thejustice department over the weekend. Thiswas very bad news.
Suddenly, all my trading plans were tossed out of the Windows, or should |
say out through the Gates. | was now expecting a major sell off. Thishas
changed my current strategy for the day. My new strategy will be to find
high percentage bounce plays. The Nasdaq gapped down 78 points, and Mi-
crosoft gapped down 12 11/16.
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| was trying to play the opening bounce on MSFT. The market tends to
overreact to bad news, so | expected a nice little bounce. | bought 200 shares
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of MSFT at 94 3/4. The stock went up as high as 96 1/2, but then turned and
tanked very fast. | sold 200 MSFT and barely got out at 95.

Source Investment PIroceeds MBT P&L Relurn

Conslant List 18,950 19,000 10.94 1906 0.21%

ORCL bounced at 77. | bought 300 ORCL at 77 5/8. My price target was
80. My stop losswas at 76 15/16, just below today's low. ORCL never
made it lo 80, but topped at 78 1/4. | entered a sell order and got a partial

fill. | sold 100 shares at 78 1/8. The stock went lower and | sold 200 shares
at 77 7/16.
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Source Investment | P'roceeds MBT [h N Return
Conslant Lisl 23,287.50 23,300 . 15719 -3.29 -0.08%
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ORCL held 77 3/8 and started to move higher again, so | bought 200 shares
at 77 7/8. 1 was still looking for 80. | placed astop loss at 77 1/4.
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This time ORCL traded as high as 79, before turning back down. | sold 200
shares a 78 1/4.

Source Investment | Proceeds MBT P&L Return

Constant List 15,575 15,650 10.53 64.47 0.41%

.
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MSFT setup a double bottom and was now trading higher. | thought it had a
chance to pop 93 and run, so | bought 200 shares at 92 7/16. ORCL was back to the 77 level, and | thought it might be forming adouble
bottom. | bought 200 shares at 77.07. My price target was 79 - 80. My slop
losswas at 76 3/4, which was 1/4 below the lows of the day.
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MSFT went as high as 93 5/16, then lost steam. | sold 200 shares at

92 15/16. Ouch. ORCL breaks down through support, and my stop loss is activated. |
sold 200 ORCL at 76 3/4. Again, the chart shows the importance of being
disciplined about keeping a stop.

Source Investment | Procecds MDT P&L Return

Constant List 18,487.50 . 18,587.50 10.62 89.38 0.48% Source Investurent | Proceeds MBT r&L Returi

Constant List 15,414 15350 15.15 -79.15 0.51%
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SUNVV has support at 90, which were the lows several days back on 3/30/00.
| traded il numerous times that day, and | remembered how the 90 level held,

and the stock ran up to 94 from there.
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Then the "unthinkable" happened and SUNW actually broke down through
90. My stop loss was activated, and | sold 200 shares at 90. | got a price im-
provement on my stop loss order, which is not very common.

Source Investment | Procecds MBT P&L Return
Constant List 18,187.50 18,000 10.6 -198.10 -1.09%
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CSCO formed a double bottom as seen in (lie chart above. | bought 200

shares at 73 3/16 as CSCO bounced at the second bottom. | placed a stop
loss at 72 15/16 (I felt that 73 should hold). My price target was
74 14 - 74 1/2 (previous tops). The stock hit 74 and turned around. | sold

200 shares at 73 9/16.
Sonrce Investment Proceeds MBT &L Return
Conslant List 14,637.50 14,712.50 i0.50 64.50 0.44%
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ORCL pulled back from 78 to 76. MSCO held it there again, and the stock
was moving up. | bought 200 shares at 76 9/16. The stock went to 77 3/8,
and SBSH showed some muscle and axed it again. | sold 200 shares at

76 7/8.
Source Investment | Procecds MBT P&L Return
Constant List 15,312.50 15,375 16.52 45,98 0.20%
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SUNW was trying to bounce. It moved back over 90. | bought 200 shares at
90 1/2. MLCO was axing the stock, lots of green prints and no price pro-
gress. The bid side had a lot of depth. Once everyone saw how serious
MLCO was about selling SUNW, the weight shifted over and sellers came
in. Having no choice, | sold 200 shares at 90 1/4.

Source
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Procecds

MBT
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Return

Constant List
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-60.62

0.33%
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CSCO was approaching 73 again. | decided to step in front of the selling

pressure and buy 300 shares at 73 1/8. | thought that | had two support lev-
elsin place, one at 73, and one at 72 3/4. | placed a stop loss at 72 11/16.
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CSCO does not hold the support level thistime. It takesout the 73 level and
the 72 3/4 level. My stop lossistriggered. | sold 300 shares at 72 45/64.

Notice the volume spikes when CSCO took out 73 and 72 3/4.

Therewere

many buyers there, but they still could not rebuff the selling pressure that
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| bought CSCO for the same reason | bought SUNW. | was looking for a
rally into theclose. | bought 300 shares at 72 7/8, and | sold themjust be-

fore the close at 73. | was not going to hold any positions overnight.

camein.
Seurce Investment | Proceeds MBT P&L Retairn
Comstant List 21,937.50 21,810.93 10.72 -137.29 -0.62%
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SUNW bounced at 88. | was expecting an end-of-the-day rally, and/or a

short squeeze, so | bought 200 shares at 89.12. The stock only went as high

as 90 before falling back down and | sold 200 shares at 89.19.

Source Investment | Proceeds MBT P&L Return
Constant List 21,862.5 21,%00 10.73 2677 0.12%
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| aso made the exact same play on ORCL. | bought 300 shares at 76 11/16,

and | sold 300 shares at 77, just before the close.

Source [nvestoent Proceeds MBT P&l

Return

Source Investment Proceeds MDBT

P&L

Return

Constant List 17,824 17,838 11.32 2.68

0.01%

“Constant List | 23,006.25 23,100 10.78

82.97

0.36%
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Wow! It was arecord day. Thefinal bell just rang, and the Nasdag had just
suffered its worst ever point decline. It was down 349 points for the day.

The bears were waking up from their winter hibernation. The chart below
shows thetrading clay on the Nasdaq index.
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It was also arecord day for the number of trades | have executed today. |
kept all stop losses and trailing stopsvery tight. | was not letting my trades
have wiggle freedom, because the consequences could have been brutal. In
hindsight, today's meager profits could be considered huge, because | was
ableto avoid losing big money trading on the long side through the worst

ever, down day. It does not look good for the bulls, not unless Reno decides
to free Willy.

Open positions: None
Total profit for 4/3/00; $47.51

" Day Eleven Lessons.”

Do not.over-trade!.

"Keep up with mnjor ncws events.’
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CHAPTER 15

DAY TWELVE

Record Volatility

Tuesday, April 4, 2000

The Nasdaq broke down through the support levels at 4290 yesterday, and
closed at 4223, which was a very bearish sign. | didn't know what to expect
today, so | had no trades planned in advance; however, | was going to be
ready to buy stocks should the Nasdaq sell off hard. We have come down
16.8% over the last six trading days, so we are getting somewhat oversold.

The Nasdag gapped up 60 points this morning. | was going to sit tight on the
sidelines and not get sucked into trades the first 30 minutes of the day. |
didn't want to relive yesterday all over again.

| took my sniper position, and | was waiting to take my shot. The Nasdag,
which opened up 60 points, was now in negative territory. It-was selling off
hard. The market had only been open 15 minutes, and the Nasdaq had al-
ready lost 121 points. It was down 61 points from yesterday's close. Sud-
denly, the index started to bounce and shot up almost 100 points over the
next 21 minutes. It was now about 20 points off the morning high.

| wanted tojump on thisrally, and buy all my favorite Nasdaq stocks; how-
ever, | was not going to do so unless | saw a clear confirmation of a reversal
day. What | was looking for was for the index to take the previous top out. If
itdid, | would buy the pullback. | was not going to chaseit early in the day.

It turned out to be a classic head fake, and within the next 27 minutes, the in-
dex took out the low of the day, and it was now free falling. It took out the
4100 level and was now trading at 4070. It was down 213 points from the
open. At 10:55 AM, the Nasdaq tried to bounce, but there werejust too
many sellers in the street. All potential buyers were sitting on their hands,
and | was doing exactly the same.

The sell off started to accelerate and panic selling was hitting the street. The
Nasdag just broke through a key psychological number, 4000. | remember
when the Nasdag finally broke up through 4000 with much fanfare, but now
the breakdown came without even a pause. Within the next 15 minutes, the
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Nasdaq hit 3900. At 12:00 PM, the Nasdag was down 383 points from the

open. The Nasdag bounced over the next 15 minutes, but the short-term con
rally only took it up to 3950 and presented an opportunity for sellers to get
out. " [ réeon,
9 "y
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The Nasdag penetrated through 3900 at 12:30 PM, and traded down to 3840. o0
It was down 443 points from the open!
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At 12:45, the index had its uptick. | had four stocks from my constant watch "-IJ'-.
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one of them at a heartbeat, if | sensed a bottom. These stocks were SUNW, 8000 L oo L e
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This rally did not last long at al, and the Nasdaq broke through the lows
again. We were now at 3800.
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As soon as the Nasdag broke down, | sold 100 C1EN at 83 1/2.

Sowmrce Investment | Proceeds MDT r&L Return

Constant List 853125 8,150 10.28 -191.53 2.24%
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| was following SUNW very closely. It wastrading around the $80 level.
As you can see on the above chart, SUNW penetrated through many support
levels. The bottoms it had back in the middle of March, the tops it had back
in January, and the tops it had back in December of 1999. | thought it was
getting to be very "cheap" at current price levels.
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SUNW broke down through 80. It was 1:00 I'M, mid | decided to step in
front of the crowd and catch the falling knife. | bought 100 shares at 78 3/8,
and another 100 shares at 78 5/16. My strategy was to sit tight, if | caught
the knifejust right. Or let the knife slip through my hands with a minor cut,
if SUNW was to keep falling.
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SUNW kept falling down, and | sold 200 shares at 76 43/64. | got away with
aminor cut from the falling knife, but | didn't get killed. Now, my blood
was in the street as well. 1t made me feel all better - Not!

Source Investment | Proceeds MBT P&L Relurn

Constant List 15,668.75 15,334.37 18.51 -352,89 -2.25%
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The Nasdaq kept falling down, and it was trading at 3650, well below its As the Nasdag ticks up, | bought 300 CSCO at 65.24 and placed a condi-

200-day moving average. It broke through all support levels, and it was

A . tional stop loss if the Nasdaq trades below 3640. My price target was
down a record 584 points (13.83%) from yesterday's close, and 644 points

: 4 68 - 70.
from the open! This was a crash, if | ever saw one. The New York Stock
Exchange will halt trading if the Dow is down over 10% in one day. There
isno such rule in effect in the Nasdaq stock market. Things were getting
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with permission of T ies. 14, Counesy of M8 Teading ORCL hits 65, which was the top on 2/11/00. It looked like good support, so
The Nasdag hits 3649 and starts to rally. | was ready to take another shot. ' was looking for it to bounce at that level
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ORCL does bounce at 65. 1 bought 200 shares at 66 1/4. My price target
was 70, which was resistance several times today. | placed a stop loss at
64 7/8 just below the low of the day. ORCL hits my price target, and | sold
200 shares &t 69 7/8.

Source Investmient | Proceeds MY P&L Return
Constant List 13,250 13,975 18.51 714.53 5.39%
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CIEN was trading at 80, WhICh was support from the tops set on 2/25/00, as
shown by the horizontal line in the above chart.
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| bought 100 shares of CIEN at 81 3/4. My price target was 92, which was
the tops at 12:15. My stop loss was at 79 3/4, just below today's low.
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CIEN hits the bottoms it made at 12:00 around 88 1/2. It was showing
some weakness, so | sold 100 shares at 86 7/16.

P&L Retarn
5.61%

Source “Investment | Proceeds MBT
Constant List 8,175 8,641.75 190,29 458.46
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CSCO hitsmy price target. | sold 200 shares at 68. | sold the remaining 100
shares at 69 1/4 into buying strength.

my price target at 78, My sdll order was not executed, and | was forced to
chase the stock down before finally selling 300 shares at 76.40.

Return
Source Investment | Procceds MEBT P&L

ComstntList | 21,600 | 22,892.19 17.27 1,274.92 5.90%

Source Investment | Procecds MBT P&L Return
Constant List | 19,573.83 20,525 15.70 935.47 4.78%
rada - T ——r
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ORCL kept running up andfinally pulled back. | wasin my sniper position
waiting to buy it again. It found support at 71 1/4. | bought 300 shares at
72. My price target was 78, which was the morning high. My stop loss was
at 71, which wasjust below the last bottom made at 3:00 PM. ORCL hits

L — ——————
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CIEN ran up to 108, then pulled back to support levels at 92 (thzisl;&;aﬁs nily
original price target on the last trade). I bought 100 shairel:s; at9 .
placed a stop loss at 89 7/8. My price target was 103 - 113.
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CIEN went as liigli as 106 1/2. | tried to give it a chance to move higher. |
had my trailing stop placed at 103 3/4. The stock came back down, and my
stop loss was triggered. | sold 100 shares at 100 15/16.

down, so | sold 300 shares at 76 1/2.

Sonrce Investment | Proceeds MBT P& Retuen
Congtant List 9.200.25 10,093.75 10.34 877.16 2.53%
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After | sold ORCL at 76.40 (once it pulled back from 78), ORCL started to
move up again. | bought 300 shares at 76 15/16. The stock then turned back
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Source Investinent | Proceeds MBT P&L Return
Constant List | 23,080.25 22,950 10.77 -142.02 0.61%
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| liked the fact that the market has reversed its direction and recovered most
of its loss, so | bought 300 ORCL at 76 with the intention of holding it over-
night. Itdidn't take very long before | realized that 1 better turn around and
sell my position and go to bed all in cash, so | sold 300 ORCL at 76 1/8.

Source

Investmend | Procecds MBT P&l Return

Constant List 22,800 22,837.50 15.27 2223 0.10%

The reason | did not hold ORCL overnight was that | realized that most
likely we will have a gap down market the next morning. Psychology moves
the stock market. As it was, the Nasdaq closed the day down 75 points, and
the Dow closed the day down 56 points. That was no big deal; however,
what happened earlier in the day was avery big deal. We had a record vola-

tility day,

and the headlines would be telling that story. Newscasters are not

going to focus on the closing numbers. They are going to focus on the fact
that the Dow was down 504 points, and that the Nasdag was down 584

points.

| felt that

news of this kind would probably scare the public. | could seethe
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average investor reading the headlines or watching the news and making a
very simple decision. Get out of the market now, or you will never get a sec-
ond chance. Thiswill create a flood of sell orders prior to the open. The
Market Makerswill drop the market as low as possible prior to the open,
then they will buy all the stock that the public isselling, and then bring the
prices back up, so they can sell the stock back to the public at aprofit. It
happensall thetime.

Thiswas a scary crash. The key to my success today was to wait patiently
for a high percentage bounce play. | sat on the sidelines for the majority of
theday. 1wasfooled twice! | bought CIEN and lost $191.53. | then bought
SUNW and lost $352.59. | was down over $500.00, but | didn't give up. |
waited for my chance. Good things happen to those who wait, according to
the old saying. | was fortunate to recognize the absolute bottom, and | en-
tered three long positions. | was able to turn the day around and finish with
respectabl e profits.

Open positions: None
Total profit for 4/4/00: $3,596.33
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CHAPTER I 6

Technical Problems

DAY THIRTEEN

Wednesday, April 5, 2000

As | expected, the action in the market yesterday received major coverage

from all the major networks. Newscasters were interviewing financial advi-
sors, asking them if the worst is over. They were very careful not to use the
word crash in any of the broadcasts, however, you could sense that nervous-

ness was definitely present.

The futures are down sharply this morning, just as | expected. Brokerage
firms were flooded with sell orders from the concerned retail investors. |
didn't want to buy anything pre-market, although | expected a run-up in
stock prices as soon as the opening bell rang. | was looking to buy ORCL,

CSCO and RMBS.
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Ding! Ding! The opening bell rang and the market started trading. The
Nasdaqg gapped down 123 points. ORCL was trading at 73, CSCO was trad-
ing at 70 /4, and RMBS was trading at 201. | sent orders out to buy 300

shares of CSCO, and 300 shares of ORCL.
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The volume was very heavy this morning and SelectNet was completely
down; consequently, AR.CA wasn't working either. It was a buying frenzy!
Stocks were running, and | could not get afill on anything. The only way |
could roulc an order was via 1SLD or SOES. Since there was a glut of buy-
ers, there were no offers on ISLD that | could take out in my attempt to buy
CSCO or ORCL. The best ISLD offer was three points out of market.
SOES was completely useless, and | got no fills using that route either. It
was a frustrating morning. At first, | looked like agenius for not carrying
positions overnight and selling ORCL at 76 yesterday. It wastrading at 73

this morning; but now, | was not able to buy my position back, and the stock
was trading at 78.
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| studied the iIMBS daily chart last night, and | was looking to buy it. | felt
it had significantly come down in price from its high of $471 ashare. | felt
that a strong bounce could take it back to 270 - 300.
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| tried to buy RMBS at the open, but SelectNet was down. | finally bought
100 shares at 210 taking an ISLD offer 5 1/2 points out of market!
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RMBS ran up to 221. It then turned around, and started to decline. | had a
stop loss on ARCA at 217 1/2. RMBS traded lower and my stop loss was
triggered; however, SelectNet was slow (or non existent), and | was not get-
ting afill on my sell order. | tried to cancel the order, and it was taking a
while for that as well. | was about to loseit. | finally got my order can-
celled, and | entered a sell order on ISLD out of market. | sold 100 RMBS at

110 18.

. Source Tnvestment | Procecds MBT P&L Return

Watch List | 21,000 21,012.50 10.70 1.80 0.01%
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Thiswas a sure sign | should have shut things down and gone to the beach. |
watched an $1,100 profit turn to dust due to a Nasdag malfunction. On piv-
otal days liketoday, the entire trading infrastructure was straining. The vol-
ume was so heavy, and the trading so furious, that even with direct access
and DSL speed, home-based traders were at a significant disadvantage. |
went downstairs and tried to regroup. | knew that it should be a great day for
the bulls today. The Nasdag has come down too much, too fast. It isdue for

arally. "It was time to make money!" | told myself.

| went back upstairs

and waited for another opportunity.
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RMBS started to move up again. The volume increased and | bought 100
shares at 210 1/8. My price target was 220 - 240. | placed a stop loss at 208.
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| tried to give RMBS achance. The stock went up to 215 1/2, and traded

down. 210 looked like good support; therefore, |
loss up. BIG MISTAKE! The stock dropped thro

stop loss. | sold 100 RMBS at 206 7/8.

have not moved my stop
ugh 208 and triggers my

Source Investment § Proceeds MBT

P&L Return

Watch List 1 | 21,012.50 | 20,687.50 10.69

31431 -1.49%
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RMBS held 203 1/2 again and started trading higher.

205 9/16. | decided to give it some wiggle room

| bought 100 shares at
this time, because | felt that

it could go as high as 250. | placed my stop loss below the low of the day.

Actually, | placed it below 200.
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Source

Investiment

Procceds

MET

P&L

Return

Watch List |

20,556.25

19,993.75

10.67

-373.17

-2.7%%

Back to the balcony | go. How can thisbe? It isagreat day, and | am down
almost $900.00. | felt like | should have been up $5,000.00 for the day as
ORCL, CSCO, SUNW andthe likewereup significantly from their opening
prices, and here | was, losing money. | needed to make a good trade.
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and itjust took out the highs it set two days ago.
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MU topped at 126, pulled back to 122 3/8, and was moving back up. |
bought 100 shares at 124 11/16. | placed astop loss at 122 1/8, just below

the 122 3/8 lows.
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MU had avery attractive pattern on thedaily chart. Itwasup on big volume,
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MU trades as high as 131 7/16. My trailing stop was placed at 129 3/4. The
stock reversed back down through 130 and activated my stop. | sold 100
shares at 129 3/4. A little smile crossed my face. | needed that one.

Source

Isvestment

Proceeds

MBT

P&L

Return

Constant List

12468.75

12,975

10.44

495,81

3.98%
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While I was in MU, | bought AMAT when it pulled back from the high at AMAT took out thetop at 106, but couldn’t muster areal run. It traded back
106. Ilbought 100 shares at 103 3/8, and | sold 100 shares at 103 3/4. | down, and 1 sold 200 shares at 105 1/16.
couldn't let this one turn into a loser.
5 I Source investment Proceeds MBT &L Return
[L]
- urce ‘ nvestment Proceeds MBT P&L Return Constant List 20,725 2L012.50 10.70 276.80 1.33%
Constant List 10,337.50 10,375 10.35 27.15 0.26%
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AMAT was challenging the top again. | bought 200 shares at 105 15/16.
The stock failed to take out the top at 106 3/8 and started trading lower. |

AMAT started to move back up, and | thought it could challenge the day's sold 200 shares at 1053/4.

Prinded with permission of T 4 Analytics, Led. Courtery of MB Trading

high at 106 and possibly the 52*week high at 110. | bought 200 shares at

103 5/8. My price target was 106 - 110, and | placed a stop loss a 102 5/8. Source Investment | Proceeds MBT P&L Relurn

Constant List 21,1872.5 21,150 10.7t -48.21 0.23%
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BGEN showed up in my Pullback Scan. It haspulled back more than 50%
from its 52-week high and was moving higher, on higher than average
volume.
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| bought 200 BGFIN at 69 1/8 asit broke out to anew intraday high. | placed
astop loss at 68 1/2.
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The stock went as high as 70 1/2. 1 moved my stop lossto 69 1/2. The stock
sold off and my stop was triggered. | sold 200 shares at 69 3/8.

Source Investment | Proceeds MBT r&L Return

Pullback Scan 3,825 13,875 10.47 19.53 0.29%
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BV SN also showed up in my pullback scan. The stock has pulled back 60%
from its 52-week high and was rebounding on higher than average volume.
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1 bought 200 shares at 50.14, and | added 200 more shares at 50 7/16 as the
stock broke out to anew intraday high.
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BVSN had momentum behind it. It reached 52 and hesitated for a second. |
sold 200 shares at 52. The stock then went up to 53 1/2 and pulled back. |
was giving it some wiggle room. The stock attempted to take out the 53

level again at 3:10, but failed to so. It started to sell off. | sold the remaining

200 shares at 51 1/8.

Source

Investment Proceeds MBT r&L Return

Pullback Sean | 20,115.62 20,625 23.70 485.68 0.29%
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| was bringing up semiconductor stocks on my watch list. TXN was trying
to move over its 50-day moving average.
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| bought 150 shares of TXN at 149 1/2 as the stock penetrated through the
previous top at 149. | was expecting TXN to challenge the top price of 152
and possibly break out.
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TXN went as high as 152. It was having problems at that level, and it may
have formed a double top. | sold my 150 shares at 151 11/16.
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Source Investment Proceeds MBT P& Relurn

Sector Sean 22,425 21,753.12 10,75 31737 1.41%

Basket Trading

One of the strategics | use in my trading is to find the strongest sector and
buy the strongest stocks in that sector. | try to create a "basket” of stocks
that will both outperform the market and the sector they belong to. For my
stock selection criteria, 1 simply look for the most known liquid names. Here
is how | manage a basket position. As the index goes up, | sell the stocks in
the basket that are going down or arc flat. This permits me to stay in only
the stocks that are going up. When the index turns down and violates sup-
port levels, | will liquidate the entire basket. Since 1 hold a group of stocks
in the same sector, my position window, which updates dynamically with
every tick, gives me a "real-time" view of what is taking place. My open
P&L tracks the changes in bid prices for the entire basket. In many cases,
the trade management of a basket would also be dependent on both the num-
ber of the stocks in the basket, which can be as high as 20, and the time
frame for the trade.

By this point in the day, | had turned the day around, and | was up about
$700.00. That second break on the balcony really helped, and | felt as if |
had the market in the palm of my hand. | was extremely bullish at this point,
because the Nasdaq has come down 28% from the high on 3/24/00 to yester-

154

1300

1200

1100

10004

00

6000
0000 —_— — S— —
121920242628 F 3 7 9 168517222420 M 3 7 9 131517292337 20314 §
i with permission of d Analyrics, Lid. Courieey of MI Teading

The SOX (Semiconductor Sector Index) has been outperforming the market
for awhile. | felt that more money was going to go into this sector as it is
seen as a safe heaven for many investors. The index was at 1140, and | ex-
pected it to go to 1200 - 1250 over the next few days. This would be a

5% - 8% move.
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The SOX broke out to a new intraday high. At this point | was entering the
following five stocks to create my basket: NVLS, LSI, MOT, PMCS, and
VTSS. Keep in mind, that | will be trading these five slocks in direct rela-

tionship to the SOX.
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| bought 200 shares of NVLS at 53 3/8, and another 200 shares at 53 17/32.
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| bought 200 shares of LS| at 69 1/2 and another 200 shares at 69 9/16.
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| bought 100 shares of MOT at 145 7/8.
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| bought 100 shares of PMCS at 174.39.
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| bought 200 shares of VTSS at 90 9/16.

| was watching the SOX very carefully. My basket was doing well, and |
was up over $1,400.00 on my various positions. My plan at this point was to
sal half of my basket if the SOX hits 1215, and let the rest ride. My stop
loss on the position was if the SOX broke below 1140.
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A trading system is made of rules and guidelines which you must follow re-
ligiously. There are no exceptions! The SOX peaked at 1180, and started to
trade down. | have raised my stop loss to 1155 and as it broke through the
support at 1155,1 started to sell my positions.
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The first stock | sold was VTSS. | actually sold it before the SOX broke
down, because it was under performing the basket. | sold 200 shares at 89.
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The second stock | sold was NVLS. | sold 200 shares at 53 5/8 and 200
shares at 53 3/8.
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| entered a market order to sell 200 MOT. The bid was 145 1/4 at the time.
However, the specialist saw the selling pressure coming, so he opened up the
spread. | sold 100 shares at 144 1/4. | wasn't very happy about this one.
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| sold 100 PMCS at 173.
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| entered two orders to sell 200 shares of LS| at the market. | sold 200
shares at 69 1/8, and 200 shares at 69 3/16.

Source Investment | Procceds MBT P&L Return

Basket Trade | 99,332.81 98,637.50 74,83 -770.14 -0.78%

The basket trade did not work out in this case. | was not upset that | was up
$1,400 and ended up with aloss. On a percentage basis, the total wiggle of
$2,100, from the high value of the basket to the sale price of the basket is
completely normal. In the past, basket trades like this have yielded me great
returns. The secret is that you have to be right and sit tight. The only thing
that bothered me was that | still felt we were going higher over the next few
days, and | just lost my position. However, risk management and money
management rules must be followed, no matter what my gut feeling tells me.
This is the difference between a gambler and a professional trader.
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AMAT isalso in the semiconductor sector. It sold off really hard from 110
to 104 1/2. It then bounced, and | bought 200 sharesat 105.98. | placed a
stop loss at 103 1/2. My price target was another run to the top tomorrow.
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NVLS did not sell off as hard as the rest of the market. It was asign of
strength, so | bought 300 shares at 52 13/16.
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Great traders never look back at what happened lo alosing trade aflcr they
exit it. RMBS was my pick of the day. | traded it three times in the morning
without any success. In fact my last exit was practically the low of the day.
After the third trade on RMBS was completed, | simply took it off my trad-
ing screen, so | didn't see what took place later in the trading day.

RMBS went as high as 248 1/2 after | sold it at 199 15/16. Things like that
happen all the time, and it doesn't really matter where a stock goes after |
sold it, because | have to execute my trades at my exit prices regardless if |
am right or wrong in my analysis. If | don't have exit prices planned in ad-
vance, including stop loss and price targets, then | am not a professional
trader. If things like this drive you crazy, go back to Day Five and look at all
the positions | sold that day. If | was still holding these positions right now,
| would be down $17,575 from the price | sold them to the closing prices of
today. | hope you are getting my point. The reason | have included a chart
of RMBS in this section is not to say, "l wasright in my initial analysisand
here is the proof. See, RMBS went up to 248 1/2" but to bring up the im-
portance of adhering to your trading system and risk management rules. The
thing that drives me crazy about traders is that they always tell you about a
great pick they had, and how they have left so much money behind. It is a-
ways about how much money they leave behind. | used to participate in
these conversations myself, and | would share my grief about the trades that
got away from me. In fact, | would even do so unintentionally while teach-
ing aseminar. Now, every time | am about to tell astory about a trade that
got away from me, | take a deep breath, and | tell myself, "No one really ca
res " As they say, "Misery loves company.” You might be in pain for let-
ting abig winner go early, and you feel you haveto tell the world about it. It
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is not going to get you anywhere. Stop feeling sorry for yourself. Itisim-
possible to be right all the time. When you are right and you have not capi-
talized on being right, you are simply wrong.

One of my dear friends bought XYZ stock at 70. The stock went up to 85,
and he sold it. He never told me hewas in the stock prior to him selling it,
and after the stock has already declined back to 75. He was so proud of him-
self, because he bought it at 70 and sold it at 85, especially after the stock
dropped back to 75; consequently, he did everything right. Me then said to
me, "keep an eye on it and buy it if it trades higher than 85. | have a stop
buy order on it at 85 1/2 myself." | never really followed XYZ stock; how-
ever, every time | spoke with my friend he would say, "did you see XYZ
stock today? It went up a couple of bucks. It is my pick of the year!" A few
months go by, and XY Z stock took out the 85 level. It wasnow at 180. My
buddy is glowing. "I told you, it is my pick of the year," he says. XYZ goes
up to 240 and announces a 3 for 1 stock split. "It is my pick of the year," my
buddy says. The slock ten folds, it was a great pick. My buddy was right.

No! He was wrong! Although he made a great call, he never bought XYZ
back once it hit his buy target! It was his pick of the year, and he has zero
dollars to show for it. Moral of the story, put your money where your mouth
is. Do not use the "I should have done ..."phrase. Only speak about your
actions, learn from your profits and losses.

The final bell rang and the Nasdaq closed up 20 points for the day. The in-
dex gave back most of today's gains, but still managed to close up 143
points from the open. It was a very busy trading day for me. The technical
problems this morning set the tone for the day. It was aroller coaster ride in
which | finished the day pretty much even. | was very optimistic, trying to
let profitsride; however, it proved to be very costly. | still managed all open
positions according to all my risk management rules. Unfortunately, it did
not yi_elr(]jt big dividends today. | felt comfortable to hold NVLS and AMAT
overnight.

Open positions: 300 NVLS, 200 AMAT.
Total profit for 4/5/00: -$83.08

 Technical problems a

_Learn how to'create and trade a basket of stocks:

CHAPTER .( 7

Sitting Tight

DAY FOURTEEN

Thursday, April 6,2000

The futures were up sharply this morning, and | watched in envy the pre-
market trading of my "basket," as it was trading sharply higher. | was hold-
ing two semiconductor stocks overnight, NVLS and AMAT. Unfortunately,
NVLS announced that they would offer stock for sale to raise 500 Million
dollars. Consequently, it was practically flat in pre-market trading, which
showed weakness, because most semiconductor stocks were trading up

sharply.
| decided to sell my position in NVLS before the opening bell. | sold 300
shares at 52 15/16.
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NVLS opened at 53 and fell down hard. The street was not treating NVLS
the same way other stocks in the same sector were being treated today. The

lack of strength pre-market was a clear signal to get out.

MBT P&L Return

Source Investment | Proceeds
0.17%

15,843.75 15,88L.25 11.03 26.97

Ovemight




Unlike NVLS, AMAT gapped up and ran from the open. | was sitting tight
inthistrade. | wanted to give AMAT achance to breakout to a 52-week
high. Once AMAT hit 109, | moved my stop loss to 107 3/4. | felt that the
108 level should hold, butitdidn't. AMAT traded down and triggered my
stop loss. | sold 200 shares at 107 1/2.

| have had XRX on my Constant watch list for awhile. Today, | noticed that

XRX seem to have bottomed two days ago and is now trading up.
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XRX ran from the open. It topped at 26 5/16, then it went down to 25 3/4
where it found support. It bounced back up to 26, which presented some re-
sistance for the stock. As soon as the offer on the stock went up to 26 1/16,
| entered three limit orders to buy 300 shares. One was priced at 26 1/16,
one was priced at 26 1/8, and one was priced at 26 3/16. To my great sur-
prise, | had all three orders filled at 26, so | bought 900 shares of XRX at
26.00. My price target was 28 - 29, and | placed a stop loss at 25 11/16.

XRX topped at 26 3/4. | remembered how fast things turned around yester-
day, so | moved my stop loss for 600 shares to 26 7/16. XRX traded lower
and activated my stop. | sold 600 shares at 26 7/16.
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After | sold 2/3 of my XRX p95|t|on, It traded as low as 26 1/4. I_t then Indeed, it was a mistake. | had to give the trade a lot more wiggle room,
moved back up and went as high 27 1/16. There was a lot of resistance .

) : . S than | would give atrade that was entered on a pullback. AsVTSS pulled
there. The stock tried to take that price level out again, but was failing to do back and traded under 90.1 sold 100 shares at 89 15/16
s0. | didn't like the signs of weakness, so | sold my last 300 shares at 27. ' '

Once VTSS bounced back up from 89 3/8,1 bought 100 shares at 90. My
price target was 92 - 95, and | placed my stop loss at 89 1/4.

VTSS broke out to a new intraday high. | bought 100 shares at 92 5/16.
This was a pure reaction trade on my part, to a stock that was running. Nor-
mally thisis a BIG mistake. But the excitement of getting in on anice run
got the best of me and | jumped in without thinking.
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VTSS traded up to 90 3/4. It was in a trading channel between 89 3/4 to

90 3/4. RSSF was the Ax on (he stock. He was at the inside offer the entire
time. Another interesting thing was that BTRD, which is an ECN, was con-
stantly at the inside offer aswell. It is normal to have an ECN at the inside
market; however, BTRD would be the only one at the inside showing 100
shares for sale. What caught my attention was that thousands of shares
would trade at that price, and BTRD was still showing 100 shares. How can
it be?

Actually, it happens all the time. Thereisa fascinating way to deceive trad-
ers who use Level Il quotes. Let's say | wanted to sell 10,000 shares of XYZ
stock. | can place a RESERVE order on ARCA to sell 10,000 XYZ stock at
33, showing only 100 shares at a time. My order is hidden. [f anyone
looked at the Level |1 montage, they will see 100 shares are available on the
offer at 33 on the ARCA ECN. These 100 shares, can trade over 100 times.
|OOx 100= 10,000.

Since | noticed that there was an obvious seller on BTRD using reserve or-

ders to hide his hand, | decided to get out of the trade. | sold 100 shares at
89 13/16.
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CHKP is on my Constant watch list. It has been moving back up after a 55%
pull back in price. It wastrading at the high of the day, and | fell that the
stock could go back up to the high 190's.

CHKP bounced at the 169 level, which looked to be a decent support level
for the stock. | bought 100 shares at 170 7/8. My price target was 180 - 195.

| placed a stop loss at 168 1/2.
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Intraday  {Left) CHKP - CHECK POINT SOFTWARE TECH {3-Min) Bot Yolwm
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The stock traded up all the way to 177 1/2. | raised my stop lossto 171. |
was going to give this trade the wiggle room it needed as | was a believer
that CHKP could easily reach 200 and possibly 220. Was greed clouding my
better judgment? Yesl CHKP pulled back down and activated my stop loss.
| sold 100 sharesat 170.47 | wasn't upset at all. | wanted to give avolatile
stock a chance to make me big money, and | ended up sacrificing afew hun-
dred dollarsof paper profit for that potential reward.

Source Investment Proceeds MBT P&L Return

Constant List 17,087.5 17,042.5 16.57 -50.57 0.30%
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PHCM showed up on my Fullback Scan. It has pulled back over 55% from
the highs set 3/10/00. | thought the stock could bounce back up to
140- 160.
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PHCM broke out to a new intraday high. | bought 100 shares at 127 1/4.
My price target was 160. | placed a stop loss below today's low at 116 1/2.
| was going to give PHCM some real wiggle room. | felt | wasright and |
should sit tight.
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There were a lot of buyers in the stock and one very serious seller. HMQT
was a very active Ax. He sold the stock so hard that it almost took the low
of the day out. Lucky for me, it didn't. The stock bounced up, and | bought
another 100 shares at 124 1/8. The market was in strong rally mode into the
close. However, HMQT was selling PHCM hard. He did not let the stock
run with the market. He had to sell today. | have seen many of these inci-
dents happen, but | was not going to let HMQT shake me out of my position,
no way! PHCM closed at 118 and was trading at 122 - 125 in after-hours ac-
tion, fwasn't worried. | had my money where my mouth was.



The bullswon the battle today as the Nasdaq closed in the green two daysin
arow. When thefinal bell rang, the index was up 98 points from yester-
day's close. Let's see if we can make it three days in arow, bouncing off the

extremeintraday low we hit on Tuesday. | am sittingtight in my PHCM po-
sition.

Total profit for 4/6/00: $577.00
Openpositions: 200 PHCM
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CHAPTER I 8

Thank God It's Friday

DAY FIFTEEN

Friday, April 7, 2000

| felt very tired this morning. It has been along week, and 1 was looking for-
ward to the weekend. The sentiment in the street was very bullish. The mar-
ket gapped up open and my overnight position looked promising. | was
somewhat concerned about next week, whichwill bethe official kickoff of
the earnings season. | wrote in my notes for today not to carry any positions

over the weekend.
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PHCM had anice run from 122 to 136 1/2. It pulled back to 131. | was sit-
ting tight. The stock made another run from 131 to 135. | didn't like the fact
that the stock could not reach the top, so as it pulled back from 135,1 sold
1/2 of my position, 100 shares at 133 5/8. At 12:15 PM, PHCM went up to
136 1/2 again and couldn't make a higher high. At 12:35 PM, it hit 136 1/2
for the third time today and couldn't penetrate through. HMQTwas back at
the inside offer. Since 136 1/2 was a major resistance level for the stock, 1
sold 100 shares at 134 3/4. | didn't like the downside risk at this point.

Source Investraent | Proceeds MBT P&L Return
Pulthack Scan | 25,122.50 26,837.50 20.90 1,689.10 6.72%
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Once | closed my PHCM position, | decided to call it aday and end the
week. | wasvery happy with my results for the week. | did not see any
setup that | wanted to trade, and | wasn't going to risk having a bad trade
ruin my weekend. | wanted to start next week on a strong note, taking off
the profits made on my last trade and the entire week.

Open positions: None
Total profit for 4/7/00: $1,689.10

Ding! Ding! Theweekend is here signaled the closing bell. The bullswon
again, and the Nasdaq was up 178 points from yesterday's close. The Third
week of the challenge was over. It was a great week in which | was able to
capitalize on some great opportunities. On Monday, | started the week trig-
ger happy, and | ended up basically flat. The Nasdaqwas down 349 points
that day, so 1 was very happy that | didn't lose a lot of money. Tuesday was
arecord volatility day. After| had two losers in SUNW and CIEN, | was fi-
nally able to have a good entry on ORCL, CIEN and CSCO. | ended the day
with big profits. On Wednesday, | had technical difficulties and frustrations,
which were costly. | was able to turn the day around, but | gave it all back
on my basket trade. Thursday was an average day with the regular winners
and losers. On Friday, | closed my overnight PHCM position and closed the
week with abigwinner.

My total profits for week three were $5,826.86. | faxed MB Trading are-
quest for a check in the amount of $6,000.00. After all, Friday is payday!

Southwest Securities SIPC " 214354
1201 Eln S1. Swie 3500, Dallay, TX 25170
OATE AMOUNT
PAY *ensseaes 000DOLLARS 00CENTS 4/ 74 J§++9%26,000.00
Pay To
TONY 0Z :

LAGUNA HILLS, CA 92654

CHAPTER 19

After-Hours Trading

DAY SIXTEEN

Monday, April 10,2000

| had avery interesting weekend with my family. My sixteen-year-old
brother came to visit me. Heisajunior in high school, and heis trying to
make the football team for his senior year. The T-shirt he was wearing
caught my eye. It said, "Play to win or get off the field."

We were talking about his experiences in training camp, and | was admiring
the will power and discipline my brother has been demonstrating. He is de-
termined to make the team this year, but above all, he has faith that he will. |
was amazed to hear about the physical and emotional pain his peers have to
go through as they are trying to fulfill their dream of dressing up on Friday
night and having their number called to get on the field for the next play.

| felt it was pure. There was no money on the line to motivate these young
souls; however, there is nothing they want more than to be on the team and
play to win. They will give their heart and soul in their effort to be the best
they can be. | learned a great lesson this weekend watching the evident pain
on my brother's face. What was amazing though, he didn't complain about
it even once. On the contrary, | saw pride in his eyes. He is proud of his ac-
complishments, and above all, he is doing something he truly loves and en-

joys.

Although my motivation is not as pure as my brother's, since there is a lot of
money on the line in my profession, | still felt that | had something in com-
mon with him. We both love, and are proud of, what we do. | truly love
trading stocks, and | consider myself very fortunate to be able to do it full-
time. If you ever wanted to take on this profession, | think it is very impor-
tant that you understand that the most important aspect of trading stocks for a
living is having fun with it. Do you look forward to the open of the market
everyday? Does the market still interest you? You must have a passion for
the market and truly enjoy what you are doing. It is no secret that most peo-
ple can only excel at something they truly enjoy doing.
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| did an extensive research this weekend, and | came to the conclusion that
the market might be weak over the next few days. The reason | came to this
conclusion was simply because tiie Nasdaq has bounced 800 points from the
low it set on Tuesday to the closing number on Friday. This was quite a run,
and it may be time for a rest.
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The Nasdaq gapped up and sold off sharply. The classic morning bounce,
which took place at 9:50, was weak. The index then flat-lined and traded in
atight channel for two hours. At 12:45, it started to sell off sharply. It
found some support around 4270 and started bouncing back up around 1:45.
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As the index bounced, | bought 200 shares of ALTR at 87 7/8. | placed my
stop loss at 87 1/8, which was below today's low. My price target was
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90 - 92. ALTR traded up to 89 1/2, which was the previous support level at
12:45 PM. This support level was penetrated and now was acting as resis-
tance. Once | saw ALTR could not break through the resistance level, | sold

200 shares at 89 1/16.

Source Investment | Proceeds MBT P&L Return
Constant List 17,575 17,812.50 12.10 225.4% 1.29%
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At thesame time | was in ALTR, | also bought 200 KLAC at 90 1/4. My
price target was 94. | placed a stop loss at 89 11/16, which was below to-

day'slow.
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KLAC had avery quick bounce. It went as high as 92 1/2, which was the
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price level of the morning lows. It pulled back alittle, then tried to make it
to that price level again at 2:18, but failed to do so. It turned back down, so

| sold 200 shares at 91 1/8.

flae it set from 12:45 -1:10 prior to breaking down. | was hoping to get a
little bit more out of each one of these positions than the very next resistance
level sol did not have sell ordersready at those levels. | wanted to give
each'one of my trades a chance, therefore, | didn't capture the maximum
hindsight profits. Once 1 saw AAPL was struggling, | sold 200 shares at

128.

A0

Source Investment Procceds MBT P&L Return
Conslant [List 8,050 18,225 [0.62 164.38 0.21%
Intraday (Left) AAPL - APPLE COMPUTER INC (3-Min) Bar Yolume
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Whilel wasin both ALTRand KLAC, | also bought 200 shares of AAPL at
127 1/16. My pricetarget was 130-131. | placed astop lossat 125 15/16,

just below today's low.
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If you watched any of these three examples carefully, sup

port and resistance

were classic. AAPL topped at 128 7/8, which was the bottom of the bear
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Source Investinent | Proceeds MBT r&L Return

LA

Constlant List 25.412.50 25,600 10.86 176.64 0.69%
Bw Yolumt
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While | was in KLAC, ALTR and AAPL, | also bought 200 shares of INTC
at 135 1/8, aso playing abounce off the bottom. My price target was

136 1/2, and | had a stop loss placed at 134 3/4, which wasjust below to-
day's low. | had been managing four open positions at the same time. INTC
ran up to 136 1/2. | did have a sell order for 200 shares at that price, but, |
didn't get picked up. The stock then reversed and traded lower. | cancelled
my limit order to sell for 136 1/2 and sold 200 shares at 135 15/16.

Return

0.55%

P&L
148.58

MDBT
13.92

Proceeds

27,187.50

Investinent

27,025

Soutrce

Ceonstant List

| closed all four positions, and | made atotal profit of $715.00. It was no
home run, but it felt good to start the final week of the challenge with four
winners. As the challenge was entering its last week, | was feeling more and
more relaxed. | would be lying to you if | said there was no added pressure
to perform well during these four weeks; however, | felt that | wasjust doing
my usual thing - trying to take money out of the market.

181




When | was planning for this last week of trading, one of my goals was to
trade smarter than | did in the previous three weeks. When | log into my
trading software every morning, | have to enter my password. | feel that |
should tell you what my password is (which means | will have to change it
once this book is published). My password is "Trade Smart." This has been
agood reminder every morning before | execute my first trade that my first
goal intrading isto trade smart.

Fromthetimeinwhich | closed my positionsto the closing bell, the market
went straight down and closed al the low of the day. The Nasdag was dpwn
287 points from the open and closed clown 258 points from Friday's close.
The bears were once more in the driving seat. For obviousreasons, | did not
carry any long positionsovernight. | managed to haveapositiveday inabig
down market and that was a great feeling. 1 felt that | traded smart today.

Do You Believe in Free Money?

Thisisgoing to makeavery interesting lesson; however, | must disclose that
I might never again be able to do what | am about to tell you right now, any-
timeinthefuture, nor that | wasabletodoitinthe past.

The following isachart of KLAC. It was the second stock | traded today,
and itisastock | watch onadaily basis. Itison my Constant watch list. |
bought KLAC earlier today at 90 1/4, and | sold it at 91 1/8 around 2:20. As
you can see the stock sold off hard and closed the day at 83 13/16.
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After the bell, | was entering my executed trades into my journal. | was
watching the after-hours action on the four stocks | traded earlier. KLAC

Leve Il montage looked like this:

KLAC t v 5,159,300 H 975/8

POS 83 13/16 L 83172
NEWS 4/10/00 -13 5/8 Q -13 142
Nanie Bid  Size | Nome Ask Size
REDE 81 joolISLD 8478 100
iSLD 80 200 |REDI 85 600
INCA 380 300|INCA 85 100

The spread opens up after-hours, because the market is not very liquid. The
best bid for KLAC as shown on the Level || montage is at 81 for 100 shares

80, hH¢ 4RI ShlledT B TRECIK BRSNDIG - BB A £S 87 B Pdr GGt

shares on ISLD ECN. The second best offer is at 85. There are 600 shares
offered at that Price on REDI ECN, and 700 shares offered at that price on

INCA ECN.

Something very interesting happened next. There was someone who really
wanted to buy KLAC, and there was someone who really wanted to sell

KLAC. They both entered orders almost simultaneously. Thisiswhat the
Level 1| montage looked like.

KLAC t v 5,159,300 H 97578

POS 83 13/16 L 83172
NEWS 4/10/00 -13 5/8 O 1312
Name Bid  Skze |Name Ask  Size
INCA 84 2000 | ISLD  811/8 800
REDI 8] 100 RED] 85 600
ISLD 80 2001 INCA 85 700

| couldn't believe my eyes. Before you could say "click,” | already clicked
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on the offer and bought 300 shares at 81 1/8 on ISLD. | immediately
clicked on the bid and sold 300 shares at 84 using ARCA.

Source

Investment

Proceeils

MBT

P&L

Constant List

24,337.50

25,200

15.3

4 847.16

Retorn
_3‘48%

The Level 11 montage looked like this for another fraction of a second or so:

| did it again, buy 300 at 81 1/8 on ISLD, sell 300 at 84 on ARCA.

KLAC t V5,159,300 H 9758
ros 83 13/16 L 8312
NEWS 4/10/00 ~13 5/8 Q-13 12
Namne Bid  Site |Name Ask Size
INCA 84 F00|ISLD 8118 500
REDI 3| 100JREDt 85 600
ISLD 30 200[INCA 385 - 700

Scurce

Investment

Preceeds

MBT

P&L

Return l

Constant List

24.335.50

25,200

15.34

847.16

348% |

After these orders were executed, the Level 1| montage looked like this:

KLAC t v5]159300 H 9758
POs 83 13/16 L 83122
NEWS 4/10/00 213 5/8 0 -1312
Name Bid  Size |Name  Ask Size
INCA 84 MO LISLD 81318 200
RED! 8] IO ]REDI 85 600
ISLD 80 200]INCA 85 700

Three time isacharm. Buy 300 at 81 1/8,1 only got 200 shares filled be
cause that was all that was left on ISLD. Sell 200 shares at 84 on ARCA

Source

Investment

Proceeds

MET

P&l

Return

Conslant List

16,225

16,800

[3.56

561.44

3.46%

After the last order was executed, the Level 1| montage looked like this:

KLAC t V5159300 H 9758
POS 83 13/16 L 83172
NEWS 4/10/00 -135/8 O -121/72
Name Bid Size {Name Ask Size
INCA 84 1200{1SLD 8478 100
ISLD 81 /R too0} REDE 85 600
REDI 81 wolmNca 85 700

The 100 shares circled on the Bid on ISLD were the left over of my last or-
der to buy 300 shares on ISLD. | cancelled the order for the remaining
shares.

That was a lot of fun wasn't it? | realize that many of you are confused and
don't understand exactly what took place. To simplify things, think of it as
two different exchanges. | bought KLAC from one exchange, and | sold it
on another exchange for a higher price, because the buyers there were will-
ing to pay more. You may also be confused by the fact that |.entered my sell
orders on ARCA when the best bid at 84 was on INCA. The reason | did
that is simply because ARCA has a direct link to INCA, so it was a quicker
way for me to enter the order before someone else would have seen what |
saw and would have nabbed the shares before | got to them. It would have
taken awhile for me to check the SelectNet Preference box etc. |f you no-
tice, my orders were entered in multiple of 300 shares. The reason is mat my
default was set that way. | was not going to try and change the number of
shares in my default, that would have taken a few precious seconds and
would have possibly taken the opportunity away. | had to be fast.

| agree this is not exactly free money, but it wasn't my birthday, so it felt like
itwas. | now felt that thisis going to be a great week. | have afeeling |
would be talking about this last trade for along time. It would be very chal-
lenging to try and explain it to my wife tonight.

Open positions: None
Total profit for 4/10/00: $2,970.76
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CHAPTER 2 O

Nasdaq Looking for Support

DAY SEVENTEEN
Tuesday, April 11,2000

The sell off yesterday indicated that caution must be taken today. The
Nasdaq closed at the low of the day, which indicated that there was an 80%
chance of making a lower low today. Anytime an index closes at the bottom
10% of its day's trading range, there is an 80% chance of making a lower
low the following day. If an index closes at the top 10% of its day's trading
range, there is an 80% chance it will make a higher high the following day.
The higher high or the lower low can take place anytime during the day, so
these stats do not necessarily imply that the index will actually gap open to
that higher high or a lower low.

The futures were down sharply this morning and tech stocks were trading
lower in pre-market trading. When the opening bell rang, the Nasdag
opened down 94 points. | was in my sniper position watching my Constant
list of stocks for a buy-the-dip opportunity.

[Fodey (L) SCOMPE - NASDAG COMBINED COMPOSITE DX, {3-1in] Tt Volums
&1

szsop o~ R gom-om-oe
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ics, Lt Courtesy of MB Trading

Following its 94 point gap down, the Nasdaq sold off another 85 points
within the first 15 minutes, and was down 179 points from yesterday's close.
The Index found support at 4015, and turned back up. 4100 was about
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where it opened, and served as resistance around 10:00. The index turned
back down, again, to the 4020 level. We were now in a defined channel be-

tween 4015 which is the support level and 4100 which is the resistance level.
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AAPL wastrading around 120. Itjust broke under its 50-day moving aver-
age, and | felt that the 120 level should be good support for the stock. If that
level isto hold, | felt that AAPL should go back to the 132 level, which was
the top area during the previous four days and in the beginning of March.
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The Nasdag held the 4020 level and started to move back up. AAPL seemed
to have found a bottom as well. Note how the volume was drying up from
11:15- 11:35. The volume increased and AAPL penetrated through 119. |
bought 200 shares at 119 1/16. My price target was 122 - 130. | placed a
stop loss at 118 1/8, which was below today's low.
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AAPL hitsthefirst level of resistance at 121 1/8 at 11:57 and turns back
down slightly. 1 am giving it alittle bit of wiggle room at this point. The
stock makes another attempt to take out the resistance level at 12:06 but is
only able to trade 1/16 of a point higher than the high at 11:57. Thiswas a
sign of weakness, so | sold 200 shares at 120 9/16.

Source Investment | Procecds MBT P&L Return

Constant List | 23,812.50 24,112.50 10.81 289.20 1.21%
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INTC had a strong showing. Once the Nasdaq bounced, INTC outperformed
it and broke out to a new intraday high at 11:55. | was waiting for INTC to
pull back. | had abuy limit order in at 130 13/16, which was 1/8 of a point
higher than the morning top (9:30). INTC pulled back and I got a fill. |
bought 200 shares at 130 13/16. | placed a stop loss at 129 15/16.
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INTC bounced at (he support level of 130 3/4. It was gai ning momentum,
and it penetrated through 132. The action on the Level Il screen suggested
that INTC had lost momentum. | moved my trailing stop up to 131 15/16.
INTC went under 132, and | sold 200 shares at 131 15/16.
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KLAC bounced at support, but it hit resistance at 88 7/8 around 1:30. Fif-
teen minutes later, the stock traded through 88 7/8, but could not go through
89. MSCO was axing the stock at 89. He was the only one at the inside of-
fer. Note the volume spikewhen KLAC was trying to take out the resis-
tance. Once |l saw that MSCO was not likely to leave his inside offer posi-
tion, the stock started to tick down, and | sold 300 shares at 88 5/8.

Source

Tovestient

Procecds

MBT

P&L

Return

Constant List

26,287.50

26,587.50

10.9¢

289.10

1.10%

Source Iuvestment Proceeds MBT P&L Return
Constant List 26,162.50 26,187.50 10.88 214.12 0.82%
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KLAC pulled back from the day high of 90, and was trying to bounce at the
support level created by the tops it had between 11:00 - 11:45. | bought 300
shares at 87 5/8. | placed astop loss at 85 15/16, which wasjust below the

high the stock made at 10:06. My price target was 92 1/2, which was resis-
tance when | traded it the previous day.
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| havejust completed my third trade of the day, and | was up almost

$800.00. It was agreat feeling. My confidence level was very high as |
have completed ten trades this week without aloser. | wanted to enjoy the
moment, so | went down to my balcony for some fresh air. Prior to me leav-
ing the trading desk, the market started to sell off.

As| waswatching the kids playing in the school yard down the mountain, |
was recapping everything that has been taking place during this challenge. |
was trying to analyze my performance so far and compare it to my expecta-
tion levels prior to entering this challenge. Although the dollars and cents do
make all the difference in the world, the two most important things | wanted
to accomplish were not to break any rules, and to trade smart. | really be-
lieved the rest would take care of itself.

At the end of every trading day, | asked myself if | had broken any of the

rules and if | was trading smart. And, with three and a half days left in the
challenge, | was asking myself whether the rest actually did take care of it-
self. | then remembered that it is not over until the fat lady sings, and | had
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better walk upstairsand seeif | can find high probability setups. | feltreally
good as | was making my way to my trading desk.
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Whilel wasdownstairsfor thelast 10 minutes, the Nasdag pulled back from
its high. It was hitting intraday support levels, which | felt should hold.
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| still had KLAC on my primary order entry Level |l screen, and as the
Nasdaq was hitting the support level at 4138, KLAC was trying to bounce at
87 or s0. | bought 200 shares of KLAC at 87 1/16. Note that KLAC was
also trading in achannel between 87 to 89. If KLAC bounces with the

Nasdag, | can expect it to go to 89 again. My conditional stop loss was
placed at Nasdag 4132.
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The Nasdag broke down through the support level.
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As the index took out the 4132 level, my stop loss was activated. | sold 200
shares at 86 25/32.

Source Investment | Proceeds MBT r&L Return
Constant List | * 17,412.50 17,356.25 10,29 -66.83 0.38%

My perfect week was now over. | have taken my first loss of the week. But |
did not feel bad about it at all, because | executed according to the rules and
guidelines of my trading plan. The trade answered the criteria prior to enter-
ing it, so it wasn't a loss caused by breaking the rules.
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The Nasdaq found support at the morning highs- 4100. | bought 200 shares

OMNTC at 132 1/4 when 1 saw that the 4100 level was holding. INTC went

as high as 133, then started to pull back. | sold 200 shares at 132 9/16. Un-

fortunately, we only captured the Nasdaq chart at the time. However, it was

;Itﬂ)e Nasdaq chart that prompted both the entry and exit of this trade as shown
ove.

Source Investment | Proceeds MBT P&L Return
Constant List 26,450 20,512.50 10.89 5161 0.19%
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Do you remember my second trade of the day, in which | bought INTC at
130 13/16, which wasjust above support? | will be trying to make the exact
trade again. Note the 130 1/2 morning high is the support level | waslpl ay-
ing off earlier.
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INTC traded back down to support. I bought 200 shares at 130 5/8. | placed
astop lossat 129 1/2. My price target was 133 - 134.
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The trading Gods were not answering my prayersthistime. INTC bid hits
129 1/2, and | was stopped out of my position. There was so much size at
129 1/2, that it was painful to see my stop loss order go live and sell me out
of the trade. In fact, al the ECNs were lined up to buy INTC at 129 1/2, and
| got a price improvement of 1/32 on my order. | sold 200 INTC at

129 17/32, only to watch it begin racing back up to 133 1/2 over the next 25
minutes. My stop loss got me out at the absolute low! Can you feel my

pain?
Source Investment | Procceds MBT P&L Return
Constant List 26,125 25,906.25 [3.87 223262 -0.89%
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| really liked the fact that the Nasdaq held the 4015 - 4020 level. | felt that it
might have found support, and | was willing to put my money where my

mouth was. | was going to cany along position overnight. My stop loss on
the position will be if the Nasdaq breaks below 4000.
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| chose to buy INTC, because it showed strength all day. In case you didn't
feel my pain when | sold INTC at 129 1/2 at 3:25, please look at the above

chart and see for yourself how every uptick was pulling another hair out of
my bal ding head.

| bought 200 INTC at 131 13/64 and took it to bed. | felt really good about

Nasdaq's ability to hold 4000. | am going to make a killing on this trade to-
morrow, which will more than make up for the last loss | took on it.
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The bears are still in the driver's seat as the Nasdaq lost 132 points from yes-
terday's close. In thisdown market, | felt that | wastrading very well, yet |
wasn't making oodles of money. | think | was still riding high from Mon-
day's after-hours trading. In any case, | did have five winners and two losers
today. The last trade | made was a close call as the stock bottomed exactly
where my stop loss was placed. However, | managed risk according to my
plan, so | couldn't be upset about it even though INTC hit my initial price
target. Itisvery painful when it happens, but tomorrow is anew day.

Open positions: 200 INTC
Total profit for 4/11/00: $577.00
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CHAPTER 2 I

Sweet Dream or a Nightmare

DAY EIGHTEEN
Wednesday, April 12, 2000

There were times in my career when | slept in and woke up ten minutes
before or even after the opening bell. It is not amajor problem if | am not
holding aposition overnight, butif | am, | aminbigtrouble. 1 will find
myself running upstairs to my office, start my trading program, and react to
thefirst tick | see. 1 will loseall the strategy | originally had for the trade for
the simple reason that | was not AWAKE yet. These scenarios, although
rare, are comparabl e to trading stocks in your sleep, and more often than not,
itisanightmare. Toavoid thiscommon mistake, give yourself enough time
in the morning, so you are aert when the market opens.

| had a very interesting dream last night in which | was trading very actively.
| was buying and selling stocks at lightning speed and my P& L was showing
great profits. At some point, | noticed that XY Z stock, whichT have sold
earlier in the day, was up 60 points from the price | thought | sold it at; how-
ever, instead of actually selling the stock, | bought more, and | was now
holding 2000 shares. My open P&L was reading +$120,000.

Assoon as 1 realized that | still owned the stock, | wastryingto sell it. But
the stock was falling down fast now, and | couldn't get out. It was down 80
points since | tried to sell it, and | am now down $40,000 on my position.
The stock now turns around and races up. | am trying frantically to cancel
my order. | can't get it to cancel! The stock isup 100 points, it is flying. |
finally got a confirmation that my order was cancelled. The stock is up 150
points, but | don't see it in my position window. | look at the confirmation
screen, and it says that | sold it for $150,000 loss. How can this be? There
is something wrong. | saw a confirmation that my order was cancelled, what
isgoing on? Can someone help me? Please help me! | can't afford to lose
this much.

Suddenly, | wake up. | am very nervous. It wasjust adream, "Relax,” | tell
myself. | take a deep breath. But something looked very odd. The sun was
up and it was very bright. | turned my head around and glanced at the alarm
clock. "Oh my God!" | screamed. It is 6:48 AM. | sleptin. The market is



open, and | held INTC overnight!!! | jumped out of bed as if | was bitten by
arattle snake. | raced up the stairs on my way to my trading desk. "How
could 1 have done this?" | was thinking to myself. How am | going to ex-
plain to everyone that | slept in? | broke the rules. The challenge is over.
All the hard work is flushed down the toilet. 1t took me about three and a
half hours to start my trading software, at least it seemed that long. INTC

was down to 129. | didn't even try to analyze what was going on. | entered
an order to sell 200 shares at the market on ARCA.
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| sold 200 shares at 128.34, and at first, | didn't know if | was awake or if |
was sleeping, but | knew one thing for sure. It was a nightmare.

Source Investment Procecds MBTF r&L Return
Constant List 26,240.62 25,068.75 13.86 -585.62 -2.23%

| was certainly wide awake now! All 1 had to do was look at my P&L for the
day then glance at the INTC chart and see that | would have been in-the-

green on thistrade had | not slept in. Staring at this harsh reality was like
splashing ice-cold-water in my face.

| decided to quit for theday. | wasnot in the right mental state of mind to
continue trading, so | went back downstairs and spent some time with my
two-year-old son before he had to go to school. About 45 minutes went by,
and my wife took my son and |eft the house.

| went back upstairs and sat at my computer. The Nasdag was down 200
points from yesterday's close. It penetrated through support at 4000 and was
trading at 3855. | felt that | should have an opportunity to make some of my

losses back  All 1 wanted was to wipe out the loss | suffered on INTC. |
wanted to break even, so | could forgive myself for making a human error
and sleeping in thismorning. Obviously, | was very frustrated with myself,
and | knew | just need one chance to turn the day around. "C'mon, give me

agood setup,” | yelled at my computer.
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The above chart shows the activity on the Nasdag from the open to the point
when | went back upstairs. It is amazing how humans' defense mechanism

works when they screw-up. And that was exactly what | did, and | was try-
ing to make all the excuses, but deep inside | knew that | was at fault.

Taking the Blame

If you have been in the business long enough and have talked to day traders,
you must have heard horror stories of big losses a day trader suffered be-
cause something that was outside of his control took place. | couldn't tell
you how many times | have heard these type of stories told by numerous day
traders over the years. At one of the Day traders of Orange County meet-
ings, a day trader was telling one of these stories. He told us that he took a
short position in EGRP, and the next day the stock went to the moon. He
wanted to cover his position, but his browser-based brokerage firm was
down all day, and he could not get them on the phone; consequently, he lost
his entire account. | felt really bad for this day trader who caught areally
bad break and lost all his money. However, a fellow trader who stood next
to me, said, "I don't feel sorry for you, it is al your fault!" At first, | was
surprised to hear what this guy said as it wasn't very compassionate at all,
but then he said, "Tony, | am fed up with these idiots who come here and tell
us how they lost all their money and it wasn't their fault." | was listening
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really carefully as this guy turned to the day trader who told us the story and
said, "You want to know why it was your fault? Well, first, you put twice
the equity you had in your account into ONE stock - that is very stupid.
Next, you chose to trade with a browser based broker, obviously you did not
do enough research to see what happens if your broker goes down. Finally,
judging from your personality, you wouldn't have taken the loss and cut
your position, because you were already down so much money in the posi-
tion. You had no plan that you were trading with, i.e. no price target or stop
loss. Frankly, | think you werein denial theentiretime and asaresult, blew
out your account."”

The day trader whojust got the "speech” from the guy who stood next to me,
cursed at him and walked away. Then, this guy looked mein the eye and
said, "1 betchal nailed it right on the head." | didn't say aword, but | knew
that he did nail it right on the head.

The moral of this story isvery simple, you can't afford to make the mistake
of going into denial and blaming your losses on something that was "out of
your control." A professional day trader takes the blame for all conse-
quences of his trading. By taking the blame, a day trader can recognize his
mistakes and learn from them. If he doesn't take the blame and confess to
being wrong, there is no way that he can learn the lesson.

In my case, the something that was "out of my control" was my alarm clock,
which was not setup properly to go off at 4:45 AM. | later learned that my
son played with the buttons and things were changed. However, itismy re-
sponsibility to check it before | go to sleep every night.
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As | was screaming at my computer to give me a setup that | could trade,

AAPL was reaching the support levels it set earlier in the day. | said "thank
you," and | bought 200 shares at 113 5/16. | felt that the support at 112 3/4
should hold, so | placed a stop loss at 112 5/8, knowing that it would proba-
bly never trigger. My price target was the tops at 115 1/4. | would, how-
ever, give AAPL a chance to go higher, and if | am able to sell it at 116 1/2,1
will be up for the day. "It shouldn't be a problem," | told myself.
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| was wrong! 112 3/4 was not strong support and AAPL broke through it.
My stop was activated and | sold 200 AAPL at 112 3/8.

Source

Envestment

I'rocecds

.MBT

&L Return

Constant List

22,662.5

22475

10.75

-198.25 0.87%

| actually had no problem with this trade. It was managed and executed
properly. But | was now down almost $800, so | still needed a winning
trade; however, when you are running cold you should quit trading. Even
though | knew this rule, | wasn't going to give in. And | was going to pay
the price to learn this lesson all over again.
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AAPL bounced at 109 1/4. | bought 100 shares at 110 1/8. My price target
was 115. My stop loss was placed at 108 7/8, which wasjust below today's

low. AAPL wentupto 111 1/2. FBCO was axing the stock, and it pulled
back. | sold 100 shares at 110 3/4.

Source Investavent | Proceeds MBT P&l Return
Constant List 11,012.5 11,075 11.87 50.63 -0.46%
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PMCS found support at 143 and bounced. Jt penetrated through resistance at
145. | bought 200 shares at 147.56. My price target was 155. | placed a
stop loss at 144 3/4.
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PMCS peaked at 153 1/2. | wassilting tight in the trade. | was up $1,163.00
when the bid hit 153 3/8. | could have sold my position right there and
turned around my entire day. However, | thought that the market had bot-
tomed, and that it would be going straight up from here, and | didn't want to
lose my position. | placed atrailing stop for 100 shares at 149 15/16. |
placed a stop for the remaining 100 shares at 147 1/2. | then raised my price
target to 178 - 185. PMCS broke down through 150, and my first stop loss
was activated. | sold 100 shares at 149 13/16.
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PMCS broke down through 147 1/2. My stop loss was activated. | sold the
remaining 100 shares at 146 1/2. It may seem to many of you that the trail-
ing stop should have been at a much higher price; however, you must under-
stand that PMCS is a very volatile stock. It can move 20 points faster than
another stock will move 1/2. Last Tuesday, the trading range on PMCS was
more than 62 points. Therefore, five points is not that much for this stock.

Source In'vcslmenl Proceeds MBT P&L Return

Constant List 29,512.50 | 29,631.25 20.99 97.96 0.33%
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| was having abad day. | couldn't believe the lousy fill | got on my stop loss
order. My loss was almost double what | was willing to lose on the trade.
However, that is a part of the business. In fast moving markets, a stock can
fall down alot further than where my stop loss is activated prior to my order

getting executed.

While | was in PMCS, | aso bought 100 shares of QCOM at 134 5/8. | felt
that the market had bottomed and QCOM should make it back to the previ-
ous highs at 139 and possibly go as high as 145. | placed a stop loss at

132 5/8, which was below today's low.
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QCOM breaks through the low of the day. My stop is activated. | sold 100

shares at 130 7/8. It was a much bigger slippage than | anticipated. My or-
der was activated once the bid hit 132 5/8 but it was 13/4 below that before

it was executed.
Source Investiment Procceds MBT P&L Return
Coustant List 13,462.50 13087.5 10.44 -385.44 -2.86%
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Here is another look at the Nasdaq chart. As you can see, when QCOM
broke down to a new intraday low at 11:50, the Nasdag was well off its low
of the day. QCOM under performed the market. The Nasdaq was approach-
ing its 3850 support level at 12:15. It managed to hold that level and trade

back up.
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As the Nasdag moved up, PMCS found support at 146. | bought 100 shares
at 146. | placed a stop loss at 144 3/4. My price target was 153.



PMCSwent upto 151. | wasn'tgoingto letitfall through methistime. |
sold 100 shares at 150 1/8 when | saw the first sign of weakness.

What a great feeling. |just made up for the QCOM loss. | was studying the
market very closely. It was bleeding heavily. | was looking at stocks, which
| had previously traded at prices three times this high, a mere six weeks ago,

now falling down even further. | was feelingthe pain of the bulls. My blood
wasin the streetsright along with theirs.

AAPL was gaining some strength. | bought 200 shares at 112 1/16. |
thought it could go as high as 115, but the stock did not look too strong as
FBCO was axing it again, so 1 sold 200 shares at 112.
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One of my rules is: When things don't look right, get out quickly. Thisis
exactly what | did on this last AAPL trade.

After | sold PMCS at 105 1/8 around 12:50, it traded back down to 146 and
change. It then started to gain steam and was about to challenge the 151
high. | reacted to the quick run the stock had and | bought 100 shares at
150 7/16 and 100 shares at 150 3/4. | thought PMCS was going to breakout
and go to 156. | placed astop loss at 149 1/2. Thisisavery tight play for a

volatile stock like PMCS.

PMCS'did not take out the highs at 151. It started to pull back, and it acti-
vated my stop loss. | sold 200 shares at 149 1/4.
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| jumped the gun on this trade fearing that if PMCS was to breakout, | would
not be able to get into the trade. | didn't have a great entry, so | had to cut
the stock at the first sign of weakness. | was really struggling, because | was
arguing with the tape. | felt that today should be the low, and that we would
bounce strong from here. | was looking for a swing trade setup for with
multi-pointgainpotential.

Seurce Investment | Procecds MDBT P&l Return
Constant Lisl 30,118.75 29,850 16.00 -284.75 -0.94%
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AAPL was a perfect candidate. It has pulled back in price sharply. Itwas
right at what | thought should be decent support levels, and | thought that
with the slightest bounce in the market, AAPL should be back to 125 - 132.
| felt this trade had a 75% chance to be awinner.
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As the volume increased, 1 bought 200 shares of AAPL at 112 1/2. My pr.icc
target was 125 - 132. 1 placed a stop loss at 109 7/8. 1 felt that I.should give
thegtrade some wiggle room, but if the stock goes under 110, I will have to
cut it.
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AAPL went as high as 114. It then sold off sharply with the market. It hit
110 right on the nose (around 2:05PM) and bounced. | survived the sell off
and my stop loss was not activated. AAPL bounced back up to 112. The
weight of the market finally broke it down, though. AAPL penetrated
through 110 at 15:10 PM, and my stop loss was activated. | sold 200 shares
a 109.

1) Return
Source Investment Proceeds MY r&L

-3.16%
Constant List 22,500 21,800 12.24 -712.24 3.16%

If you haven't figured it out by now, 1 was having a"wonderful" day at the
market. | had taken my biggest loss on a single stock in the challenge early
this morning on INTC, and now, | have a new name which answers to the
biggest loss taken on a single stock in the challenge. | want you to under-
stand, though, that | was not trying too hard or was taking unnecessary risks.
Thisishow | really trade, day in and day out. Losing is a part of the job, and
| am glad you are getting to see all aspects of it.

After this last loss on AAPL, | realized that | had to keep things a little bit

tighter. | was down $1,587.45 for the day. That is $1,000 more than | was
down after the INTC disaster this morning. | knew | should have quit trad-
ing for the day, but, emotionally, | just couldn't. At this point, | wanted to




makesmall profitabletradesto build momentum and confidence goinginto
the last two days of the challenge.
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| was playing the channel on PMCS | bought 200 shares at 148 13/16. The
| sold 200 shares at 149 3/8.
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| bought PMCS again at 148 3/16, as it bounced up from 145 1/2. | sold it
into strength at 149.12. | bought 200 shares at 147 and held into the close.
The stock closed at 147 13/16.

Source Investment | Proceeds MBT P&L Return
Constant List | 29,762.50 29,875 §| 101.50 0.34%
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| bought 200 JDSU at 99 31/32. Stock peaked at 101. It then sold off

Source Investment | Proceeds MBT P&L Return
Congtant List | 29,637.50 29,824.22 11 175.72 0.59%
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sharply. | sold 200 shares at 99 1/8.
Source Investment | Procecds MBT P&l Return
Constant List | 19,993.75 19,825 18.66 -179.42 0.90%
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| aso bought 200 shares of JDSU at 98 1/16 just before the close.
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Here is another ook at what the Nasdag has done over the last seven trading
days. We arc about 100 points higher than the low we made last week.
Volatility isthe highest | have ever seen. | thought that the downsiderisk at
thispoint was limited. | felt that 3650 would hold if it gets tested again, and
the Nasdag would go back to 4200 in a heart beat, so | waswilling to carry
my two positions in PMCS and JDSU overnight.

PMCS was trading higher after-hours. | offered out 100 shares at 152 on
ISLD ECN. | got hit for 89 shares. | sold 89 sharesat 152. | was following
the activity on the ISLD book very closely because | had an open order to
sell theremaining 11 sharesat 152. It was almost 8:00 PM EST, and there
were two traders who desperately wanted to sell their shares of PMCS. The
best bid on ISLD was 148 1/4 for 300 shares. |joined the bid at 148 1/4 for
89 shares. | felt that the trader with the 1000 shares was going to sell at that
price. Mewas competingwith another trader who wanted to sell 400 shares.
Asonewill offer hisshareson ISLD at acertain price, the other will jumpin
front offering his shares at a 1/16 lower. The best offer was at 149 1/2. With
three minutes left, | finally got my fill. Someone sold me 89 shares at 148
1/4. My position was 200 shares again, so | cancelled my order to sell 11
shares at 152.

Source Investment | Proceeds MBT P&:L Return

Constant List 13,083 13,528 8.03 4316.97 3.31%

Today was an incredible busy day. | started the day on the wrong foot, and |
was never able to recover. | felt that | was trading very poorly as | was try-
ing to play catch-up. Only God knows how the day would have ended if |
was to sell TNTC in the morning for profit, or sell PMCS when | was up well
over $1,000 on that position and green for the day, or sell AAPL for amini-
mal profit or loss. These were the pivot points of the day. | was trying to
fight the tape on many occasions, yet | felt that the reward was worth the
risk. The Nasdag was down 285 points today, yet | only lost $1,109.50 after
starting the day down $585 on INTC. The market is looking very ugly, yet |
am holding long positions overnight. | guesswe will find out tomorrow if |

was right or wrong.

Open positions: 200 JDSU, 200 PMCS
Total profit for 4/12/00: $-1,109.50




CHAPTER 22

Traffic Jam

DAY NINETEEN
Thursday, April 13,2000

| had two alarm clocks set to go off at 4.30 AM, and they didn't fail me.
When the annoying beeping sound broke the silence, | quickly jumped out of
bed. Itwasstill dark out. Thank God | didn't deepin.

| didn't do any overnight analysis, and | had no trades planned out. My main
concern was to manage my overnight positions properly. | went upstairs,
turned on the computer and logged in to my MB Trading Account. My P&L
total was showing +$800. This means that my positions were trading higher
in pre-market action. Since | felt the market was oversold, | was going to
wait for the opening bell and see if my stocks could run higher. | was hoping
for a short squeeze this morning.

Ding! Ding! The market was now open. Both PMCS and JDSU were hold-
ing their gains. It was 5 minutes into the action when my cable modem ser-
vice came to a halt. | was now completely blind, | couldn't see where any-
thing was. | immediately picked up the phone and called the MB Trading
desk. My cal was answered immediately. The broker on the other side
asked me what | wished to do, and | told him to sdll both PMCS and JDSU at
the market. This was as painless as painless can be for this kind of experi-
ence. | wasvery impressed. The broker executed my orders very quickly.

Since | have been in these scenarios many timesin the past with different
brokers, | have anote posted to my monitor with directions of how to speed
up the process of placing trades over the phone.

Hi, thisisTony Oz. I'd like to place atrade. My four letter ID is XXXX.
Sdl to cdose 200 shares of PMCS at the market. Sdl to close 200 shares of
JDSU at the market.

If you care about speed, aways place market orders. Avoid small talk. Let
the broker know you want to place atrade immediately. Have all your info
ready. Make sure to use the words to open or to close. Thiswill save the
time of him asking you if you own the stock or not.
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| sold 200 PMCS at 1495/16.
Source Investment | Procecds MBT P&L Return
Constant List 29,503.89 29,8625 21.57 337.04 1.14%
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It was about 9:50 AM, and it seemed that @home was back in business. My
quotes seemed to be working now.
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PMCS sold off hard but had bounced from a low of 138 1/4. It was racing
up. | entered an order to buy 100 shares at 145 on ARCA. The best offer
was at 142 at thetime. Ittook along minute, and | got a confirmation that |
bought 100 shares at 144 1/2. PMCS was still running. | was getting spurts
of data that were inconsistent. | entered a sell order on ARCA for 100 shares
at $1.00. | was basically telling ARCA to get me out at the best possible
price. PMCS was at the high of the run at the time, trading at 148 1/2.1 got
my confirmation. | sold 100 shares at 148 3/8.

Source Investment | Procceds MBT P&L Iteturn

2.61%

Constant List 14,837.5 10.50 377.00

40 9:45 950
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| sold 200 JDSU at 97 11/16.
Source Investment | Proceeds MBT P&L Return
Constant List 19.612.5 19,532.5 10.66 -85.66 -0.44%

14,450

| felt very fortunate to get out of the trade without any harm as my cable con-
nection was now completely lost. | didn't want to trade on my backup ma-
chine which is connected via DSL, because it seemed to be slow as well. |
later found out that the problems | was having with my @home service was
widely spread. Infact, usersfrom Californiaall the way to Floridahad trou-
ble connecting to the net.

| didn't make a lot of money, but | was very happy to have a profitable day.
My cable connection came back on around 1:00 PM, and | watched the mar-
ket carefully for ahigh percentage trade. The market was tanking hard

again.
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CHAPTER 25
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When the final bell rang, the bears won another battle. The Nasdag, which
was up as much as 145 points for the day, managed to reverse direction and
close down 93 points. It wasn't looking good for the bulls.

Open positions: None
Total profit for 4/13/00: $628.38

.- DayNincteen Lesson

Be prepared shjould ypﬁ have to i:all: thc"-tratli.'ng:'des'k.
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Cash is a Position

DAY TWENTY
Friday, April 14, 2000

In preparation for the last day of the challenge, | spent alot of time research-
ing the highest probability long setups. 1 wrote down price levels of support
and resistance for the indexes and all stocks on my Constant watch list. |
then started a word processing program, | selected 72 point bold fonts, and |
typed "TRADE SMART." Next, | printed out four copies. | stapled each
one of the copies to the wall, so | could see it no matter what monitor | was

sitting behind.

| had no problem getting out of bed this morning. | was ready for the last
day of the challenge, and | wanted to make this one count. | felt that the
Nasdaq was approaching support levels again, and | was looking to buy my
favorite stocks at bargain prices. | went upstairs and sat at my computer. As
| was logging into my MB Trading software, | glanced over the monitor and
saw the mini-posters | made last night. | chuckled in amusement, and prom-
ised myself that | will obey the command. | was ready to trade.

The futures were down sharply, and pre-market trading showed great weak-
ness. | was licking my chops. This isthe day | have been waiting for.

The Nasdaq gapped down big this morning, and it took out the previous low
made last week, at the open.
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| almost got suckered into the first bounce, which took out the morning highs
at 10:15. | decided that the smart thing to do will be to wait for a pullback,
because the index raced about 100 pointsin 18 minutes. My strategy was to
wail for apullback, then ook to see if the next rally can take out the intraday
high. Thiswill be the sign of atrend reversal.

The index failed to do o, and at 11:00, it broke down hard and took out the
low of the day. The index broke through 3500. The lunchtime rally was not
convincing for the simple reason that margin selling was not over yet. At
1:30, things turned around again. It was the worst blood bath | have ever
seen, and there was no way | was going to contribute any of my own blood
to the brutal bear assault.

It was the last day of the challenge, and | was going to play it as a golfer who
has a 15 shot lead going into Sunday in Augusta. |just want to shoot par to-
day. | was watching this painful display, and at 2:00 PM we blew the whis-
tle. The challenge was now officially over, and | ordered a check.

However, once | saw all the blood in the street, | just could not hold myself
back, and | bought $100,000 worth of QQQ for a swing trade. | knew this
trade would not count as a part of the statistics for the challenge, but | just
had to make that trade. | felt that at 3300, my risk/reward ratio was high.

Total profit for 4/13/00: $0.00

The forth and final week of the challenge was now over. It was a major
down week for the market. The Nasdag Composite lost 1125 points, a
25.3% decline in five days. The Dow Jones Industrial Average lost 7.9% for
the week, and the S&P 500 Index lost 10.6%. It was a broad market sell off.

| started the week trading very well. | felt that my trading on Monday and
Tuesday was in top form. | struggled on Wednesday from the minute | woke
up. On Thursday, | had connectivity problems, but | still managed to have a
profitable day. On Friday, | sat on the sidelines and watched the sharpest
single-day point drop on the Nasdaq as it lost 355 points

| was amazed that | actually turned a profit this week. My total profits for
week four were $3,046.23. | faxed MB Trading a request for a check in the

amount of $3,000.00. After all, Friday is payday!

Southwest Securities SIPC  am™ 216507

1201 Ekn S1. Suite I500, Daftas, TX 15170
) AMOUNT
DATE
PAY *+reeens) 900DOLLARS 0OCENTS 411700 [$=++*+3,000.00

Pay To

TONY OZ
LAGUNA HILLS, CA 92654 —_—




CHAPTER 24'

Thank You, But No Champagne for Me

My wifeand | had plans for a celebration dinner following the last trading
day of the challenge. But | was very depressed. | had just witnessed a brutal
bear market in which trillions of dollars were lost. You would think that |
would be glowing with my success in making decent returns in such a down
market, but the truth is that | have experienced the worst weekend of my life
as a professional trader.

| am very close to the trading community and correspond with many day
traders who vary in their level of expertise. Some are professionals, some
are amateurs, and some arejust starting out. The stories were very similar.
Many traders lost a lot of money over the last few weeks. There were a few
success stories as well, which were uplifting, but many of the stories were
horrifying.

| had a very long talk with my dad on Friday night. He was very concerned
that the crash of the market would reduce consumer spending and result in a
recession. | didn't know what to tell him, but his concern wasnot very com-

forting.

My uncle, who lives across the Atlantic Ocean, called me early Saturday
morning. He was concerned about my financial situation as he heard on the
news that the stock market crashed. He was happy to hear that | survived. |
later learned that he lost a big chunk of his own trading account. "The mar-
ket gives it, and the market takes it away," said his wife.

These were the types of conversations | had with many individuals over the
weekend. The devastation and turmoil so many of my friends and family
were experiencing took all the air out of the satisfaction | would have other-
wise been feeling about my own accomplishments. | was definitely in no
mood to celebrate. "It will have to wait," | told my wife, who was very un-
derstanding.
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CHAPTER 20

The Secret to Success

I think I have learned many great things from this four-week challenge. For
the first time in my life, | really understand the meaning of the phrase, "Bulls
make money, bears make money, and pigs get slaughtered," | have proven
to myself that my simple trading system can be traded successfully, on the
long side, in a bear market. This was a question | was asked many times by
my students, and at the time, | couldn't answer it, because | never traded in a
bear market before. | think thisdiary answers that question very well.

The most important lesson, however, is found in each and every case study |
have featured. It has to do with religiously adhering to the rules and guide-
lines of atrading system. | know for a fact that my discipline in executing
each and every trade according to my trading system is the secret to my suc-
cess. Thisiswhy | had the courage to accept this challenge.

When | started.teaching seminars about high probability short-term trading,

my performance chart was improving on a consistent basis. The reason was
that every time | was tempted to break arule, | would ask myself, "How are
you going to explain this one to your students?' This question has taken my
trading to the next level.

If you want to improve your trading, what you need to do is very simple.
Before you enter any trade, think that you will have to explain this trade to
the world in a case study format. You have to explain the reason for entry,
your risk management guidelines, and why you exited the trade. If you can
truly do this, | strongly believe that you can enjoy the same type of success |
have enjoyed in this challenge. And that, my friend, is the greatest lesson of
this book. Trade as if the world was standing behind your shoulders.

As you should all know by now, my trading system is very simple. Itis
made of two words: Support and Resistance. | don't use sophisticated tech-
nical indicators. | keep things very simple, and as far as | am concerned,
simple strategies make an advanced trading system. | have featured all the
technical setups and Levd Il order execution methods in my previous book,
Sock Trading Wizard. | hope that you were able to follow, throughout this
book, how | actually trade these setups in real life.



Day Trading has been greatly disparaged by the media, with reporters focus-
ing on those who have lost all their money, while ignoring those who are
successful. Many of the subjects of these reports were inexperienced and un-
trained, and hadn't yet learned the fundamentals of the business they had
chosen. They risked all they had without aplan, without rules, and without
any tested, systematic methodology whatsoever. No business can survive
without a solid business plan rigorously followed, yet we see no sensational-
ized media stories about all the small businesses that fail each year in other
industries as the result of the same lack of planning.

In this book, | have provided you with a simple system of trading that | be-
lieve most anyone can follow. | have proven my system in combat, in the
midst of a 30% market crash, where | netted a 32.5% Return. | have given
numerous examples and details regarding the various circumstances of each
trade, allowing you to get the "feel" of trading my system, that goes beyond
mere theory. | have been very honest in showing you the consequences |
suffered asaresult of not practicing my own rules, and | have shown you
those timeswhen | did everything right, yet I still lost money just the same.
But, through it all, I made acomfortable living every week for the duration
of the challenge, in the midst of some very rough times in the market. And
the only reason is, because | stuck as closdly as | could to the rules of my
system. That is the secret to my success. And that is how | make aliving
trading stocks.
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CHAPTER 2 6

Challenge Summary

For the four weeks of the challenge, | made a total profit of $16,277.25. This
was a 32.55% return on the $50,000.00 | opened the account with. There
was no compounding of profits, since | ordered a check at the end of each
week. My overnight risk management kept me in small positions or no posi-
tions overnight due to bearish market conditions. The longest | held any
open position was two days.

Since all the stocks | traded were in the tech sector, the performance of the
Nasdaq stock market will be the realistic measure for any kind of perform-
ance comparison. The following chart covers the Nasdag performance for
the same period of time as the challenge.
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The Nasdag lost 1476 points, or 30.78% in the time frame of the challenge.
A bear market by definition is a price retracement that is greater than 20%
from the highs, so my trading took place in a bear market for technology
stocks.

Only time will tell what these four weeks will be called by the experts, or if
this wasjust the beginning of a much steeper decline. Was this the buying
opportunity of the new millennium? The bulls and bears can argue about
this onefor as long as they wish. | will still trade the market the very same
way | did in this book - Support and Resistance.
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There are some very important numbers that you can study from your trading
records that can help make you a better trader.

Thefirst number is Win/Loss Ratio.

There are 116 trades illustrated in this challenge of which 75 are winners and
41 arc losers. So | have executed a winning trade 64.6% of the time and |
have executed a losing trade 35.4% of the time. This slat may seem'impres-
sive, but it doesn't mean much, because you can have this win to loss ratio
every month and still lose money consistently. | have mentioned that my
only goal isto trade well, so | study my numbers alittle bit differently than

you might expect. | have designed a performance chart to give me a clearer
pictureof my trading.

At the end of every month, | create a performance table which covers all my
trades. Thistabletellsmeifl am trading well or not. In thistable, | will in-
clude the dollar amount | have made or lost on each trade | executed over the
last month. The table on the next page is broken into four weeks, and a
range of dollar amount made or lost on each trade 1 have executed. Most of
the battle takes place at the gray shaded area where | expect the number of
winners and losers to be very close. As| move from the gray shaded area to
the extremes on both the left and right side, it tells me how many BIG win-
ners | have had versus how many BIG losars. This is where the difference
between good trading and bad trading lies. | want the numbers on the ex-
treme right to be bigger than the numbers on the extreme left. If thereisone
secret to being successful in thisbusiness, it is simply to have more trades
executed on the extreme right than on the extreme left.

Using the Areas on the table and the Total, we can learn much more about
our trading. First | want to answer the questions of which areais bigger:

BI>bB2-Yes.
Cl>C2-Yes.
DI>D2-Ycs.
EI>E2-Ycs.
FI>F2-Yes.

Next, | can calculate the ratio of winners to losers within a certain area.

B1/B2=2.11
Cil/cz2=7
D1/D2=2

I'd like to see a number greater than 1.75 as aratio of area 1 divided by area
2. (excluding area A whore | expect the numbers to be closer)

Performance Table 3/20/2000 - 4/14/2000
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I suggest that you use a similar iable to tabulate your own performance based on the dollar range of your winners versus

your losers. This table should answer the question, am I trading well?

* A basket trade of five stocks



EPILOGUE

| am sure many of you are wondering what happened after the last day of the
chalenge. On Friday, which was the last day of the challenge, 1 bought
1,200 shares of QQQ. | held this position for three days, and | sold it on
Tuesday, April 18, 2000 for a profit of $8,806.30. 1 aso bought and sold
300 shares of KLAC, twice, for atotal profit of $1,970.93. Next, 1 bought
and sold 300 shares of BVSN for aprofit of $280.43. Finaly, | bought and
sold 300 shares of INKT, twice, for aprofit of $798.78. My total profit for
the two days following the challenge was $11,856.50. | have not executed
one trade in this account since then.

Itis a shame that my best week of trading the account did not make it into
the book, but the guidelineswhich | followed wereto include only realized
profits from the four-week period of time, so although | bought the 1,200
QQQ shares on the last day of the challenge, the profits were not realized un-
til two days after.

For those of you who keep score, the total amount | have made in this ac-
count is $28,133.75. That is a 56.26% return in one month. .

Once | closed my positions, | devoted all my time to the writing of this book.
One of my goals in writing this book is to show everyone, and | mean every-
one, that trading stocks for aliving is alegitimate business, and | hope that
the mediawill finally see it thisway, aswell.

Once this book isfinished, | will be doing what you havejust witnessed in
this book, day in and day out -1 will be taking money out of the market.

TRADE SMART!

Just when you think you have finished reading this book, | will recommend
that you read the bonus pack and appendixes. | have spent alot of time
writing them, and | think that there are numerous gems scattered in between
thelines. All you have to do is pick them up.
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Bonus Pack
Tips, Guidelines, Rules and Case Studies

In this chapter, 1 want to put al the pieces of the puzzle together for you.
We have learned great |essons over the last four weeks, and | want to put it
al in an easy to understand and follow format, so if you haven't gotten your
money's worth yet, all you have to do is master this section.

Analyzetheoverall market first. Y ou must know the direction the market is
going in. It is good to take a look at the daily chart of both the Dow and the
Nasdaq and see where short-term support and resistance levelslie. Write
down these levels and monitor them throughout the trading day.

Analyze which sectors are strong and which are weak. You want to be in the
strongest sector in a bull market and short the weakest sector in a bear mar-
ket. Monitor the money flow from one sector to the other.

Once you have a CLEAR idea as to which direction the market is going and
which industry isthe one to be long or short, analyzeindividual stocks and
write out a trading plan for each candidate you have. Follow the guidelines
featured in this book.

Always trade in your comfort level, and do not put all the eggs in one basket.

Adhere to your trading plan's price target and stop loss. Sell at least a part of
your position at your price target to put yourself in a win/win situation.

If astock gaps up over your entry price, do not chaseit. If you still like it try
and buy a pullback.

In choppy markets, take quick profits. In trending markets, squeeze
your winners. Bediversified if you are taking overnight positions.

While managing your trades, keep an eye on the major indexes, including the
bond market.

When your position is in the money, move your stop to break-even, do not
let aprofit turn into aloss. "In the money" is different for each and every
stock, depending on volatility. For instance, being up a point or two on
JNPR is not really being in the money, because the stock can move 20 points



in 10 minutes, so a one to two point movement is a must wiggle. However,
being up a point on a stock like CSCO or MSFT means that you are in the
money, so do not let that position turn into a loss.

Trail your stop with alogical risk reward ratio. For instance, if you buy
XYZ stock at 75 and your price target is 95, and the stock is trading at 90,
you can't let the stock fall back to 80. You can't risk 10 points to try and
capture 5 points. In this case, you should be stopped out at 87-88 1/2 de-
pending on the volatility of the stock.

Time stops are to be placed as well. This hasto do with the opportunity cost
of sitting in a trade for along period of time.

Entry Points

A good entry point makes a trade much easier. There are two basic types of
entries | look to make. Buying at intraday support levels, or once a stock
traded at a higher price than the previous day's high.

Let'slook at IMNX. It had areversal day on big volume, closed at the top of
its trading range and looked good for a long position. The chart below is the
exact same chart | saw while doing my research.
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IMNX gaped up open the next day and sold off. Inthis case, we can identify
a consolidation period between 112 1/2 to 113, the previous trading day.
This consolidation period which was resistance for the stock, becomes sup-
port, once it is successfully penetrated and tested again. So if you find a
stock you like, you should look at an intraday chart and identify where sup-
port and resistance levels are and plan your entry accordingly.
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I will use a multi-day intraday chart to find support and resistance levels.
The chart on the following page will show the entry points.
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ratioisfavorable. The second entry point will normally be at the breakout
point, or the pullback from the breakout, as shown in the chart on the previ-
ous page. The stock went up to 130 1/2 three days later.
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DUG broke out to a 52-week high. Hereiswhat happened the next coupl e of
clays.
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The next day, the stock did not trade higher than 39 1/4 which was the

previous day's high and 52-week high. It was trading in a range between 37
3/4-39. The following day, the stock took off in the morning and traded
higher than 39 1/4, and continued to 42 3/8. In this case, it was a great play
to buy the breakout. The stock continued its move up and hit 45 the next
day. These are the two strategies | normally use to enter positions, at support
levels or over resistance levels. Many professional traders like to buy a
stock once it trades higher than the previous day's high. | use both methods,
but prefer to buy stocks at intraday support levels as you saw in the chal-
lenge.

Classic Times

Trading the open is always dangerous. However, in today's market, most
stocks run out of the gate, at the open, and make the biggest part of their
move, early. The S&P futures play a major roll and determine the open of
the market. The first half an hour is very volatile. The key time of the day is
at 10-10:30 EST. Thisisthetimethat areversal may occur. A pullback is
likely, so if you missed your entry point, look [o buy on this pullback.

If the market holds itsinitial direction, then theinitial move from the open is
real and the trend for the day might be strong. | like to enter my positions
between 10-11:30. Then comes lunch time when things slow down, but | am
still alert, looking for potential plays. Thiswill be the time, where | will run
my intraday scan and look for possible entry points for different candidates.

Following lunch time around 14:00-15:00 volume picks up and stocks are
moving. The last hour is when program trading can kick in, volatility in-
creases and the last 20 minutes will clue us in as to where traders are posi-
tioning themselves going into the next trading day.

During all of these times, you should monitor the support and resistance lev-
els for the major indexes and see if you can make a high percentage trade.



In-Depth Classic Case Study
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Once | sold AMZN, | wanted to buy the stock again at support levels. | en-
tered an order to buy AMZN on ISLD at 86 1/16.
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AMZN had a big day on 9/29/99 and sold off the next three days. On the
forth day, 10/5/99, AMZN hit 75, which was the price | was looking to enter
along position. | entered the stock at 75 1/4, my stop losswas at 74 1/4 and
my price target was 90-95.
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Note that support was at 86, but | was willing to pay a 1/16 more at 86 1/16,
but the stock stopped at 86 1/8 and went up to 89 1/2. In hindsight, | should
have had my order at 86 1/4.
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Over the next two days, AMZN went all the way up to 90, and sold off back
to 86 1/8. | was trailing astop and got out at 88 1/4.
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Here was another great entry. AMZN gapped up open and sold off. It hit 83
1/2, which was the previous day's high. Resistance became support in this
case and AMZN bounced at that price and gained 5 1/2 points in 40 minutes.
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This last case study of AMZN shows many classic setups that can be used
effectively in abull market.

First, AMZN was up 18 points on 9/29/99. When it pulled back from the

highs it set on that monster day, it retraced about 50%. This is a classic level
to enter a strong stock.

Next, the 74-75 price level is where AMZN consolidated on 9/29/99. It was
the only area of support you could find on the chart, so once the stock pulled

back to that price level, it was a bargain. These are the kind of setups | like
in a bull market.

| had a good entry, which made sitting tight much easier. The math of day
trading is very simple. GOOD ENTRY=EASLER TRADE. In atrending
bull market, you have to be able to sit tight. Unfortunately, | wasn't able to
use this strategy successfully during the time frame of the challenge for the
obvious reason that the bears were controlling the Street.

Another classic setup in abull market is when a stock gaps up open and
starts falling down fast in the first fifteen minutes of the day, | will look to
buy it somewhere around the previous day's high or closing price. These are
normally high percentage trades with very favorable risk reward ratios.

Next, if the stock is able to trade back up and move to a higher level than the

opening price, then it isshowing strength. | would look to buy the pullback
in this case.

It is very common for a stock which enjoyed a big run today, or over the last
few days, to have a sharp decline between 11:00-13:00. | look to buy this
decline at support levels. | prefer to buy the stock at the price level of the
morning highs set between 9:45-10:15 (if the stock did trade significantly
higher than the morning highs prior to this last decline).

Since markets move in cycles, it is extremely important to know which
strategies work best at the current market you are in. | included this bonus
pack and special case study, so you can see how my trading'system works in
abull market. | still follow the basic laws of Supply and Demand, Support
and Resistance, and Greed and Fear, no matter what market | am trading.
Following the challenge period, | am convinced that bulls make money,
bears make money, and pigs get slaughtered, because | truly believe that you
can play both sides of the market even against the overall trend and still
make money if you trade smart. However, he who wants to make amillion
today, will be hung tomorrow! Don't be greedy - Don't be a pig!

APPENDIX A
Plans, Records, Stats, and More

As | haveillustrated in this book, it is important that you have a plan prior to
entering atrade. Once you are in the trade, you must follow the rules and
guidelines outlined by the plan. After you close the trade, it is extremely im-
portant that you keep good records. Next, you should study the stats that are
generated from your trading records. Let's go over some of these elements
step by step.

First, your plan must have the following rules and guidelines:

Entry price.

Target price.

The maximum amount you are willing to lose on this trade.
The time frame you are willing to spend in the trade.

The size of the position you want to take.

Y ou should aso know the date in which earnings will be reported by the
company.

Next, you must be disciplined in following the plan of your trade religiously.
Once you have closed your position, you should record everything about the
trade. Write down where you wanted to enter the trade, what you expected
out of the trade, and what you actually did get out of the trade. Make sure to
include notes that will help you learn from the trade, reasoning what actually
took place once you entered the trade. Explain why the trade was a winner
or aloser. If you keep detailed trading records, you can learn from past
trades and increase your chances of recognizing your strengths and
weaknesses. Build on your strength and stay away from trades you have
demonstrated weakness in.

Then, you should study your records in more depth. Y ou should look at your
win/loss ratio, and you should create a performance chart like the one | illus-
trated on page 229.

There is another type of study | conduct on all individual stocks | trade. For
example, let's use the records of the challenge and create a table for all the
different stocks | have traded in my MB Trading account.



Trading Record by Security 3/20/00-4/19/00

TICKER P&L | | TICKER P&L
AAPL 42228 { | MRVC 1,420.74
ALTR 225.40 MSFT 99.61
AMAT 553.21 MU 597.87
AMBI 486.10 NVLS 75.00
BGEN 39.53 ORCL 2,645.74
BVSN 176610 | | PHCM 1,689.10
CHKP 5057 | | PMCS 1,492.10
CIEN 1,171.65 | | -9com -623.94
CLRN 389.55 QQQ 8,914.18
CSCO 1,078.73 | | MBS -93.01
INKT 798.78 RSLC 346.04
-INFC -154.69 SUNW -371.38
JDSU -265.08 TXN 317.37
JNPR 710.82 V1SS -581.45
KLAC 4,62534 | | WAVX 1,863.97
LOOK 625.06 XLNX -33.09
LSt -170.94 XRX 561.69
MOT -172.99 YHOO 179.47

The above table totals all my profits and losses for each stock | have traded
over thelast month. First, you canseethat | traded 38 different stocks.
Next, you can seethat | turned aprofit on 27 out of the 38 stocks | traded. 1
lost money on 11 out of the 38 stocks in the above table.

What | am interested in the most while studying this table, iswhich individ-
ual stocks contributed to most of my gains and which ones contributed to
mogt of my losses. This data will help me make adjustments to my Constant
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watch list. There is no purpose for me to follow a stock on a daily basis if |
cannot trade it well.

If you noticed, | have crossed out two stocks off the list. | use two cut-off
filtersto determineif | will drop astock out of my Constant watch list. The
first oneisatotal dollar amountwhich | have lost on the stock. Next, | want
to see how many winners versus losers | executed for that stock.

The reason | crossed INTC out was because it represented my biggest losing
stock for the month. The reason | crossed QCOM out is that | have executed
three trades on the stock without asingle winning trade. 1 lost on each and
every trade | executed on QCOM. Thiswill be thetime | will say, "Good
Bye."

Itisreally easy to keep good recordsif you enter all your trades into a pro-
gram such as Quicken. MB Trading has made my life much easer, because
they create aQuicken file for their customers, on adaily basis. | can
download and import thisfileinto my program at my convenience. Oncel
have all the dataimported to Quicken, | can generate reports and graphs that
give me aclear picture of my trading performance.
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APPENDIX B

Creating a Constant Watch List

When you first start out, it isreally hard to know which stocksto follow. In
this section | will try and guide you how to make your own Constant watch
list. First, youwill needto determine the criteriaastock must have in order
to make your watchlist. Themost important criteriaisliquidity. | like
stocksthat tradeat least 1.5 Million shares. Next, | will eliminateall stocks
that pay dividends in excess of 1%. Then, | will ook at the volatility, which
| measure by monthly, weekly, and daily trading range in points. | like
stocks with large point swings. | have no prejudice against high-price
stocks. | do, however, like the stocks on my Constant watch list to be over
$50.00 a share. There are some exceptions though.

Once you have created apreliminary list, pick as many stocks as you feel
comfortable following. Y ou should have aminimum of five stocks and a
maximum of forty on that list. When you start trading, you will make
changes to the list when needed. My Congtant list has generated the vast
majority of my tradesin the challenge, so it is an essential piece of my over-
all tradingsystem.

Here is my Congant watch list:

AAPL ALTR AMAT BVSN CHKP
CIEN CSCO INKT JDSU KLAC
LS MOT MSFT MU NVLS
ORCL PHCM PMCS RMBS SUNW
TXN XRX YHOO DUG

Recent Additions:

VRSN MRVC NXTL CREE ONXT
RATL

Recent Scratches:

QCOM INTC DCLK NSOL PCLN
EBAY CMGI



APPENDIX C

Creating Baskets

| have featured the advantages and disadvantages of trading baskets of stocks
that track certain sectors. The following are baskets of stocks which | have
created for the purpose of trading a hot sector.

BIOTECH
IMNX, AMGN, BGEN, MEDI, PDLI

COMPUTER MAKERS
DELL, CPQ, SUNW, IBM, HWP, AAPL, GTW, MU

INTERNET
AOL, YHOO, CMGI, DCLK, VRSN, AMZN, RNWK, EBAY, CHKP,
INKT, BVSN

CYCLICAL STOCKS
C,DE, F, IP, CHA, AA, UK, UTX, HON, CAT, GT, DOW

TELECOM
T, WCOM, NT, LU, BEL, NXTL, SBC, PCS, GTE, USW, FON

NETWORK
CSCO, NT, LU, COM3, TLAB, CIEN, ADCT, ADPT, CS, ALA, NN

OIL SERVICES
HAL, SLB, BHI, RIG, GLM, FLC, TDW, NE, MAVK, CHV, RD

PHARMACUITICLES
PFE, AMGN, SGP, LLY, MRK, BMY, ABT, WLA, AHP, JNJ

BROKERS
SCH, MER, LEH, GS, PWJ, MWD

AIRLINES
AMR, DAL, NWAC, ALK, UAL

SEMICONDUCTORS
INTC, AMAT, MOT, MU, KLAC, PMCS LSI, TXN, ALTR, NVLS, AMD
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APPENDIX D

Real-Time and Overnight Scans

Although most of the trades | have executed during the challenge time frame
came from my Constant watch list, there are market conditions in which the
results of real-time and overnight scans will generate most of my trades.
Thisisvery truein atrending bull market.

You may run a scan when the market is closed or open to find candidates for
potential trades. The following scans can be used both when the market is
closed or in real-time when the market is open. | look for the following cri-
teriain stocks.

Volume Spike Scan:

Please find all stocks which trade more than 750,000 shares on average and
have traded more than 1.5 times their average daily volume today. The stock
must have a net change of 5/8 and be priced between 40 - 200.

Breakout Scan:

Please find all stocks which trade more than 400,000 shares on average and
have traded more than 17 times their average daily volume today. The stock
must have a net change of 5/8 and be priced between 40 - 200. The last trade
must be a four-week high.

Fullback Swing Trade:

Please find all stocks which trade more than 750,000 shares on average and
have traded down over the last three trading days. The stock must be priced
between 40 - 200 and trading higher than yesterday's low.

Power Scan:

Please find all stocks which trade more than 350,000 shares on average and
have traded more than 15 times their average daily volume today. The stock

must have a net change of 5/8 and be priced between 40 - 200. The last trade
must be in the top 13% of the day's trading range.

You will get numerous candidates using each one of these scans. 'Y ou must



study the charts and see if a high probability trade can be made. In other
words, not every result is a high probability candidate.

The formulas for the scans on the previous page were published in the book,

Sock Trading Wizard. | have also published a companion to the book, The
Stock Trader, on the Internet. You can visit uson the web at:
www.stockjunkie.com/companion.htmtol earnmoreabout effectivescan-
ning strategies and scanning software. The companion is free to everyone,
and it will include updated formulas, which you can use with different third
party scanningsoftware.

APPENDIX E

Basics of Level Il Quotes

Level Il isaquotation system for Nasdaq stocks which displays bids and of -
fers by Market Makers in a particular stock. Y ou can see exactly which
Market Maker is bidding for shares or offering shares for sale. You can see
at which price heisinterested in buying or selling, and how many shares he
isinterested in buying or selling at that price. The example below will show
alLeve Il Quote screen.

Left Window = Buyers Right Window = Sellers

Demand Supply
| Name| Bid | Sizel] Name| Ask | Size]>
MASH 70 916 10 SBSH 71148 2
PIPR 70 9116 1 st 71144 1
FBCO 170172 4
RED! 70172 71 7/8 1
FBCO 72 1
REDI 72 4
SHWD RSSF 72 3/8 1
MONT GSCO 72 45/8 2
B Reprineed with permvigzron of T Lid.

The Level |1 montage is divided into two windows: aleft window and aright
window. Each window hasthree columnsinit. Thewindow on the |eft side
isthe Bidwindow. All Market Makers listed in that window are bidding for
the stock. The window on the right is the Ask window. All the Market
Makers in that window are offering the stock for sale.

Name: The name is a 4 letter code which represents a Market Maker in that
security.

Bid: Thisistheprice that the Market Maker iswilling to buy the stock for.

Size: This number indicates how many shares the Market Maker iswilling
to buy at that price. The Sizeis quoted in 100 share lots. So a Size of 8 will

be 8X100 = 800.

Ask: The right window works the same way, but instead of bidding, Market
Makers are of fering shares for sale at the price listed in the Ask column.
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Y ou might have noticed that there are different color rangesin both the Bid
and Ask windows. These colors will vary depending on how the quotation
software is set up. The use of colors in a Level |1 montage is nothing more
than avisual aid. It helpsyou identify how many Market Makers and/or
ECNs are at each price level.

APPENDIX F

Direct Access Order Routing and My Setup

SUPER SOES. An automated trading system that lets SOES participants en-
ter and execute orders in active SUPER SOES-authorized NASDAQ securi-
ties. SOES participation is mandatory for Market Makers in the Nasdag Na-
tional Market. You may enter a SUPER SOES market order and/or market-
able SUPER SOES limit order. SUPER SOES orders are executed against
Market Makers at the inside quote in rotation. Once a SUPER SOES order
has been entered, SUPER SOES follows these steps to execute the order:

1. ldentifiesthe Market Maker quoting the best priceand whoisfirstinline
for SUPER SOES executions.

2. Executes the order.

3. Ddlivers tradereport to the order-entry firm and the executing Market
Maker.

The Market Makers displayed quote size reduces after esch SUPER SOES
execution. Market Makers can elect to update quotes automatically or manu-
ally after their displayed quote sizeis reduced to zero. They have.five* sec-
ondsto update their quote or they will be eligibleto get hit with another or-
der. Market Makers accept SUPER SOES executions up to the size of their
displayed quote.

SelectNet: When you enter alimit buy or sell order via SelectNet, you are
broadcasting your order to all Market Makers.

SelectNet Preference: SelectNet allows order-entry firms and Market Mak-
ers to direct orders to specified Market Makers, including ECNs. If a Select-
Net order is directed to a specific Market Maker, and is at the Market
Maker's current bid or offer at the time the order was received, the Market
Maker is subject to the Firm Quote Ruleand has liability for hisquoted price
up to his displayed size, A Market Maker may respond to a preference order
which is delivered to his trading terminal by:

1. Accepting the order.

2. Price improving the order.

3. Declining the order.

4. Countering or accepting a portion of the order.

5. Allowing the order to expire or time out.

Y ou mav usethistype of order to go out-of-market.
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ISLD (Idand): This order routing matches orders from buyers and sellers
together and executes them against each other. 1SLD allows subscribing
members to post bids and offers for astock. Non subscribers may not post
bids and offers on ISLD, but they may enter an order to buy or sdl from an
ISLD subscnber who ;5 posting abid or an offer for astock viaa SelectNet
Preference order. Subscribersto ISLD are similar to Market Makers as they
are able to post bids and offers. The best bid and best offer currently on
16LU areposted on aLevel 1| montage.** :

[

e mpaa

bt

ARCA: A unique order execution system made of a set of formulas which
makes adecision in how to route an order. When an order is entered on
ARCA thefirstthing ARCA will doislook for an ECN at your specified
price. If tfindsan ECN that meetsyour priceitwill execute your order

Position Minder

¥ Intraday Chart ZuIREts

-111 Stock D
jd Intraday Chart

..

S o oo rrrh s g

agamst that ECN. If there is no ECN found at the specified price it will de- }
termine how and to who your order will berouted to. ARCA'sfirst priority K il P

isto get you the best possible price. :

IS: A direct link to super-dot for listed stocks.

Y ou can see my trading station setup on the following pages. | run adual-
monitor trading station. If you are interested in seeing these setupsin color
or obtaining them free of charge, you may visit

IS

www. stockjunkie. com/Pagesl. htm.

Page 257 shows the setup | have on my left monitor. | canfollow and trade

éour gockson thismonitor, whilemonitoringtheintraday chartsfor thein-
lexes.

S/INET

Page 258 showsthe setup | have On my right monitor. 1 canresearchany
gtock onthat monitor, whilemonitoringall my watchlists.

'Super SOES is a proposed hew execution system that will replace the cur-

SOES

rent SOES system and SelectNet. 1t has been delayed a couple of times al-

ready. Currently, aMarket Maker has 15 secondsto refresh his quote.

CONFIRMATION WINDOW

**| can dso use both the INCA (Instinct) and the REDI (Redibook) ECNs
0 post bids and offers through my MB Trading order entry software. | use

I1SLD

hem the exact sameway as | use ISLD.

ARCA
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O3 Ikt B =< O ary range (for example to BUY 1000 PIICM at alimit price of 70 9/16 with
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Bl ¢ routed to the NASDAQ Market Participant(s) at their quoted price using the




SmartBook logic (SmartBook proprietary software utilizes an exclusive pref-
erencing agorithm to find the best price available internally and/or exter-
nally by routing the order directly to the market participant(s) displayingthe
best price and order execution/ratio based on % fill history, time and size
shown). Wethink this powerful featurewill help youwithyour trading,
however, please keep in mind that a stock can trade ahead of you because
your discretionary price does not necessarily make you the best bid or offer

Stop Limit Ordersviathe ARCA ECN

{ Name| Bid: | Size|:]" Name| . Ask ..1:Size|
70 916 :
.70 9“5

2

3
4
1
1
4
1
2
2
1
1
1

_| 'Mﬂlgll‘l ¥ ;
SeIPHCH Cancemnpﬂm'[ :i" COnthonalﬁrdet

Reprmied wilk pormission of Ti d Anwlytics, Lad. Comcsyol'MS_Tlm

This new feature will allow a trader to place a "trigger price” which activates
aLimit order. For example, you buy 1,000 PHCM at 71 1/8 but want to cut
your losses and close the position if the price falls below 69 7/8. YOU are ac-
tively trading many other stocks and don't have time to keep an eye on
PHCM. You can enter a Stop Limit order to sell PHCM at 67 (or better) if
PHCM trades at or below 69 7/8.
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Stop Loss Orders via the ARCA ECN

l_-'Namel VeBid: v S?;f‘a i,i,'{‘.N&iiiia'Ii‘-'"z'-5lt":'Ei'i"-.‘-‘Ask'if-‘t‘-.l‘f?i'*.“.-?s?]:f:%i'ze|‘-z‘_:',é
MASH 70 8716 10 | SBSH _ 711/8 ,~
B il S O R A i ¥ e

§ with permitsion of T 2 Analytivs, Ld. Cowncry of MB Trading

This type of order allows traders to protect themselves from market fluctua-
tions while maintaining the comfort that their order is safely stored on the
ARCA ECN. Unlike other trading firms which hold such orders "“client"
sided, these orders are held on a confidential ECN server which activates the
order automatically, whether your MBTrader™ is online or not.
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Conditional Orders

[Tﬁlamg_l' Bid . i |..Sized:]): Name| .: iASK. |- Sizel 4
MASH 70 9/16 10 | SBSH 118 2"
70 9/16 1 [EESH (R FZEESREREET M

e
“raniy LEHM

FBCO

REDI 72

RESF 72 3!8
Stop Plice ' VolTipe

|?usns §]|Lm _]]mgne 5 [Paid
U Eipination” " Account Type - Reserve Al

_l l_ e lHa@n |

10
| s.«.-n PHCM | g 'C&r;éelhll PHCM.- I

Tugga Cond‘ﬂmn I -
“ - Symbol - Data Ilern
[0 [$COPMX

1~ Drder to E::_t_ecule-":s '

. whng I?osns '..]
pies . Sas Ty
:ID” ) _'] lPeuual

]_ Requesl conlllmahon when oondlllonal cndels e lnggeled

# with permission of T d Anslytice, Lrd Comicay of M Trading

Thisfunction will grow as you grow. Now you can place a programmed or-
der and the MBTradcr™ will "work" it for you. Imaginethe possibilities of
telling your MBTradcr™ to buy astock at its 50-day Moving Average price
level and sell it at its 200-day Moving Average price level when the
NASDAQ crosses a particular point. Not only will you get that type of flexi-
bility, but imaginetelling your MBTrader™ to buy 1000 PMCS at aparticu-
lar price when DELL crosses its 52-week high. Y ou won't be encumbered by
setting conditional orders to activatejust one stock.

As seen above, an order to buy PHCM at 70 9/16 should the Nasdag go over
4500.

Change Ordersvia the ARCA ECN

Imagine the commission savings you will receive by having the ability to
changeyour order's price or volumewithout incurring any additional
charges. Unlike other providers, there are no 5 minute rules or share size lim-
its to contend with... just right click on the live order and modify the price,
volume or order type. It couldn't be easier!

Reserve Orders via the ARCA ECN

- Namel:.. - Bid. % *rfﬁilSiéé-l“ “ﬁNamel‘ .- Ask ) HiSize [
- MASH SBSH ;

Reprinicd with pormivalon of T d Analytics, Lid. Courteny of MB Trmding.

Thisis one of my favorite new features. What is a Reserve Order? It's the
kind of order Market Makers use when they show only 100 shares, but then
proceed to fill 50- 100-share blocks repeatedly (called "auto-refreshing”). A
reserve order allows you to place an order for a certain number of shares, but
only "show" afraction of your actual size on Level Il. Someone that trades
larger sizes may find this very useful. It provides a terrific way to keep costs
down because you are only charged one commission for up to 10,000 shares
on NASDAQ securities, and you have the benefit and advantage of hiding
your "true" order size. In the above example, | am about to enter an order to
buy 1,500 PHCM at 70 9/16 on ARCA showing only 100 shares. That's
very powerful, because | get to hide my true intentions.



Once the challenge was officially over, | spoke with the owners of MB Trad-
ing and told them how impressed | was by both their software and customer
service. | thought that it would be great if we could add aCD Rom to this
book, which will feature thetrading platform | used for the challenge. MB
Trading has agreed to assume the cost of producing aCD ROM and provide
it asan additional |earning tool for the readers. | want to take this opportu-
nity and thank them for that.

Disclaimer:

Goldman Brown Business M edialnc. hasagreed to attach the CD Rom to
the back cover of this book per Tony Oz's request. We felt that it would be
beneficial for the reader to sec the actual platform Tony used for all his trad-
ing inthisbook. However, neither Goldman Brown BusinessMedialnc. or
Tony Oz are endorsing MB Trading products and services. TheCD Romis
provided for informational purpose only and without warantee of any kind.
Neither Tony Oz or Goldman Brown Business MediaInc. are owners or em-
ployees of MB Trading.
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APPENDIX H

Resources for the Active Trader

www.stockjunkie. com

We have created www.stockjunkie.com for the active trader. Our goal isto
be the leader in traders resources and education. Feel freetovisit us
anytime. Pleasejoin our e-mail list to receive our newsletter and updates.

www. briefing, com
www. daytradingstocks. com
www. bestreturns,com
www. hardrighledge, com
www. mbtrading.com
www.traderslibrary.com
www.cnbc.com
www. nasdagtrader.com
www.nasdag.com
www.cnnfn.com
www. thestreet.com
www.tradingmar kets.com
guote.yahoo.com
www. bigeasyinvestor.com
WWW. trader spress. com
vtnvw. onlinetradingexpo. com
www. daytradersitsa. com

www. mar ketmavens. com
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GLOSSARY

Accumulation: Thefirst phase in abull market when investors buy shares
from other investors who are uncertain about the stock market. Volume is
increasing slightly during rallies.

Advance/Decline: Each day's total number of declining stocksis subtracted
from advancing stocks. The Ratio is added to the last number if positive and
subtracted if negative.

After-Hours Trading: Trading activity in a stock after the market closed.

Arbitrage Activity: Traders who try to profit from buying and selling two
related securities, at the same time.

Ascending Triangle: A bullish continuation pattern in an uptrending stock.
Drawing a line over the price tops and a line under the bottoms creates a
right-angle triangle, where the slope isrising (from left to right.) Successful
penetration of the horizontal line (over the tops) can indicate a continuation
of the trend and generates a buy signal.

Ask: The lowest price sellers are willing to sell astock.

Average Daily Volume: The number of shares traded over aperiod of days,
then divided by that same period.

Back Testing: Using historical datato test a strategy.

Basket Trades: Trading a number of different stocks at the same time, usu-
aly al from the same sector, or having similar characteristics.

Basing Pattern: A stock that is trading in a relatively narrow range over a
period of time.

Bear: An investor who believes the market or a stock will go down.

Bear Market: A period of time in which stock prices decline 20% or more
from the top.

Beta: A measurement of the sensitivity a stock has to the movement of the
broader market. High beta stocks rise more in price or decline morein price



in direct relationship to the broader market. Low beta stocks do not rise or
decline as much as the broader market does. Negative beta stocks move in
inverse relationship to the broader market. They can decline when the mar-
ket goes up or rise when the broader market goes down.

Bid: The highest price buyers are willing to pay for a stock.

Block Trade: A transaction reflecting alarge quantity of stock, normally
10,000 shares or more, bought or sold as one unit.

Bottom: The lowest trading price a stock traded at, over a period of time.
Breadth: The difference between advancing issues and declining issues in
the market. If there are more advancing issues then breadth is positive, if
there are more declining issues then breadth is negative.

Breakout: When a stock successfully penetrates through support or resis-
tance, or any technical pattern.

Bull: An investor who believes the market or aslock will go up.
Bull/Bear Ratio: Published by Investor's Intelligence, shows the ratio be-
tween those investment advisors who feel positive or negative about the mar-

ket. We look for extremes at one end or the other as a contrary indicator.

Bull market: A period of time in which stock prices rise 20% or more from
the bottom.

Channel Pattern: A stock that trades in a pattern in which drawing straight
lines under the bottoms and over the tops result two parallel lines.

Chart: The display of price data over a period of time in a chart format.
Priceis on the Y axis and time is on the X axis.

Confirmation: When atechnical indicator agrees with a certain price move-
ment.

Confirmation of Trend: Using multiple indicators and/or indexes to verify
atrend or change in trend.

Congestion: Consecutive periods with no real progress in price.

Continuation Pattern: A technical pattern that suggest a continuation of an
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existing trend such as ascending and descending triangles.

Consolidation: A period of time in which astock is changing hands with no
real direction. Normally, it isindecision time between bulls and bears.

Correction: A reversa price movement from the ongoing trend which is
not significant enough to reverse the over all trend. Corrections are also
called apullback in bull markets or rallies in bear markets.

Daily Range: Difference between the high and low prices during one day of
trading.

Day Order: A trade order to buy or sell asecurity during the market hours
in atrading day.

Depth: The number of shares on the bid or ask that can be purchased or sold
without dramatically changing the price of a security.

Declining Trendline: A trendlinedrawn over thetop pricesasecurity
traded in and is sloping downward.

Declining Trading Channel: A stock that trades in a pattern in which
drawing straight lines under the bottoms and over the tops result two down-

ward-sloping parallel lines.

Descending Triangle: A bearish continuation pattern in a downtrending
stock. Drawing a line over the price tops and a line under the bottoms cre-
ates aright-angle triangle, where the slope is declining (from left to right.)
Successful penetration of the horizontal line (under the bottoms) can indicate
a continuation of the trend and generates a sell signal.

Distribution Phase: This takes place near market tops, or at the end of a
bull market, when lucky investors sdl their shares to bag-holding investors.
In this phase, rallies normally occur on lower volume.

Divergence: When atechnical indicator disagrees with a certain price
movement.

Dividend: Distribution of profits by a corporation to its stockholders.

Dollar Cost Averaging: A popular investment approach which consists of
investing the same amount of money at regular time intervals.
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Double Bottom: A reversa technical pattern where one bottom is formed
on high volume followed by arally. The stock then declines in price to test
the bottom and forms a second bottom, normally on lower volume than the
first bottom. If the second bottom holds successfully, followed by arally
that rises over the tops of the rally from the first bottom, a reversal is taking
place. This generatesabuy signal.

Double Top: A reversal technical pattern where one top is formed on high
volume followed by a correction. The stock then ralliesto test the high and
forms a second top, normally, on lower volume than the first top. If the sec-
ond top is not penetrated successfully followed by another correction in
which price declines lower than the lows of the correction from thefirst top,
areversal istaking place and a sell signal is generated.

Dow Jones Industrial Average: A price weighted average of 30 industrial
stocks.

DovVntick: On NY SE, atrade taking place at a lower price than the previous
trade. On NASDAQ, alowering in price of the best bid.

Drawdown: Reduction in account equity as aresult of losing trades, usually
referred to in the context of trading a system or methodology. Even follow-
ing your mics may result in drawdown at times, with the expectation that
over time, your rules will produce more winners than losers.

Earnings per Share (EPS): Net company income divided by outstanding
shares.

Earning Surprise: When analysts expect one number and a company re-
leases a different number. The surprise could be higher than expected or
lower, each having potential affect on the stock price.

ECN: Electronic Communications Network. It matches orders from buyers
and sellers together, and executes them against each other, at lightning
speed. This order execution vehicle is available to subscribers of the ECN
only, or via SelectNet preference orders. Examples are.  INCA, ISLD,
REDI, BTRD, ARCA, ATTN, STRK, NTRD, and BRUT.

Ex-Dividend: The day the dividend is subtracted from the price of a stock,
itisnow trading without itsdividend.

Exponential Moving Average (EMA): Calculated by applying a percent-
age of today's closing price to yesterday's moving average, placing more

weight on recent prices than older prices.
Fading: Selling asthe market isrising or buying asthe market is selling.
Fill: An order that gets executed and placed into your account.

Float: Number of shares available for trading. A company can have 10 mil-
lion shares outstanding and only 1 million float.

Fundamental Analysis. Analyzing a company's performance based on fi-
nancial datarelated to sales, earnings, growth potential, balance sheet, man-
agement, new products, R&D etc.

Gap Open: The difference between aclosing price and the next trading ses-
sion's opening price. The gap is the price range in which no shares were
traded during market hours. A gap up occurs when the opening price is
higher than previous day's closing price. A gap down occurs when the open-
ing price is lower than previous day's closing price.

Horizontal Trading Channel: A stock that trades in a pattern in which
drawing straight lines under the bottoms and over the tops result in two hori-
zontal parallel lines.

Index: Average! price of a group of stocks used to study the overall market,
industry, sector, etc. Famous indexes are the Dow 30, S&P 500, NASDAQ
Composite, Dow Transport, Dow Utility.

Inside Market: The highest bid and lowest offer make the inside market.

Insider: Someone with at least 10% ownership in a company, an officer, or
adirector.

Insider Trading: 1. Company officers buying and selling stock for their
own portfolios. 2. Investors buying and selling a company's stock based on
knowledge the general public does not have, which isillegal.

Instinct: An ECN that allows subscribers to display quotes and trade dur-
ing, before, and after market hours.

Institutional Ownership: Shares owned in bulk by mutual funds, banks,
401K, etc.



ISLD (Island): An ECN that allows subscribers to display quotes and trade
during, before and after market hours.

Limit Order: An order to buy or sell astock at a specific price.

Margin: Extended credit granted by a broker to an investor which is gov-
erned by the NASD.

Market Maker: A participating firm publishing a quote foraNASDAQ se
curity. Market Makers are required to honor their quote should they receive
an order to buy or sell at their published quote price. Market Makers are
only required to honor orders up to the size they are quoting. The size can be
seen on alevel 11 quote screen.

Market Order: An order to buy or sell a stock at the current market price.

Market Timing: Using various analysis methods for attempting to deter-
mine changes in market direction, in advance of when they actually happen.

Market Value: Determined by multiplying the stock price by shares out-
standing.

Money Flow: Technical Analysisindicator that tracks the money flowingin
and out of astock. Multiply volume by the averaged price.

NASD: National Association of Securities Dealerswhich is responsible for
the operations and regulations of the NASDAQ.

Noise: Price movementsthatjerk up and down contrary to the trend, provid-
ing temporarily false direction, and often causing doubt or confusion in the
trader's mind.

Odd Lot: A transaction of less than 100 shares.

Open Order: An order to buy or sell a security which remains open until it
isfilled or cancelled by the customer.

Order Flow: Orders sent by brokers to Market Makers to buy or sell a secu-
rity.

Overbought: A slock that has been rising in price and is considered over-
valued at this point of time.
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Oversold: A stock that has been declining in price and is considered under-
valued at this point of time.

Panic Selling: A situation where sellers are in abundance, rushing to sell
their stocks, causing sharp decline in stock prices.

PE Ratio: Price-to-earnings ratio is calculated by dividing the price of a
stock by its annual earnings per share. It is normally calculated based on
earnings from the latest fiscal year. However, earnings estimates for the next
fiscal year can be plotted into the formula as well, often referred to as for-
ward PE ratio.

Penetration: The point at which a stock price penetrates through support,
resistance or technical pattern lines.

Program Trading: Computerized trading decision based on a particular
formula sent to the market electronically.

Range: The difference between the high price and the low price for the
studied period of time.

Resistance: A price level which astock has difficulty rising over due to the
forces of supply and demand.

Reversal Pattern: A technical pattern suggesting that the existing trend is
changing. Examples: Head and Shoulders, Reverse Head and Shoulders,
Double Bottom, Double Top, Triple Bottom, Triple Top, Rounding Bottoms,
Rounding Tops, Falling Wedges in downtrending stocks, Rising Wedges in
uptrending stocks, etc.

Rising Trading Channel: A stock that trades in a pattern in which drawing
straight lines under the bottoms and over the tops result two upward-sloping
parallel lines.

Rounding Bottom: If you draw a line under the lows it will form a concave
shape similar to a saucer. It isimportant for the volume bars to form a simi-
lar pattern as volume declined as the stock moved lower, to the lowest point,
and started rising as the stock price move higher from its lowest point.

Rounding Top: If you draw a line over the tops it will form a convex shape
pattern similar to a pitcher mound. It is important for the volume bars to
form a concave pattern as volume declined as the stock moved higher, to the
highest point, and started rising as the stock price decline from its highest
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point.

SEC: Security and Exchange Commission. It is a governing agency which
deals with protecting the public (as much as they can) from fraud and stock
manipulation.

Section (ared) Pattern: A time period in which astock forms atechnical
pattern such as continuation or reversal patterns, triangles, wedges, round
top, etc.

SclectNet: This is an automated service which is employed by NASDAQ
exclusively. It allows tradersto route orders to market makers in which they
can negotiate terms and prices and execute trades electronically. It elimi-
nates all human contact from the trade, which isdifferent from NY SE trades
routing.

Sentiment: The emotional and psychological attitudes of analysts, investors,
and traderstoward the market, whether bullish or bearish.

Short Sale: Selling a stock which is not owned. This is done with anticipa-
tion that the stock price is to decline in the future at which time an investor
can buy the stock back cheaper and profit from it. It is done by borrowing
the stock from a broker (if he has it) and selling it. This opens a short posi-
tion. To close the position, apurchase of a stock takes place and the stock is
returned to the lending broker. A profit or alosswill be the difference be-
tween the sale price and the purchase price. You may only short sell a stock
on an uptick.

Short Interest: The total number of shares that will have to be bought to
close all short positions in astock. It is the total number of shares reflecting
short open positions by investors.

Specialist: Anexchange market member who deals in one or more stocks in
which all trades pass through him.

Spread: The difference between the bid and the ask.

SOES: Small Order Execution System. It is an automated order execution
system of up to 1,000 shares of stock offered by the NASDAQ stock market.
It was implemented after the 1987 crash.

Stair Stepping Pattern: A pattern which is similar to a stairway in appear-
ance. In an uptrending stock, it presents itself as an upswing followed by
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sideways movement, followed by an upswing followed by sideways move-
ment and so on. In a downtrending stock, it presents itself by a downswing
followed by sideways movement followed by downswing followed by side-
ways movement and so on.

Stock Split: A company which increases the number of shares outstanding
by issuing more stock. Itis aso looked at as a dock dividend, where share
holderswill receive additional shareswithout changing the existing owner-
ship ratios of the company. A 2-for-l Stock Split, means that each share-
holder will receive an additional share of stock for each share he owns now.
The price of the stock will be adjusted accordingly. If John had 100 shares
of XYZ Corp at $10 a share the day of the split, after the market closes, he
will receive an additional 100 shares and the price of the stock will be ad-
justed to $5 ashare. 100 X 10 = 1,000 = 200 X 5. There is no monetary
gain.

Stop Orders: These are orders that have an activation price which is out of
the current inside market. They arc most oflcn used lo limit losses. Stop
Buy is an order is to buy a stock once it reached a certain price which is
above the current market price. Stop Sell is an order to sell a stock once it
reached a certain price which is below the current market price.

Support: A pricelevel in which quantity demanded is greater than quantity
supplied, preventing the stock from going lower. This can change, but until
it does, this price level will be considered support.

Symmetrical Triangle: A period of sideways congestion where the latest
tops fail to reach previous tops and latest bottoms fail to reach previous bot-
toms, causing the range to narrow down. Eventually a breakout should oc-
cur.

Technical Analysis (TA): Analysis of stock prices over a period of time.
Technical Indicators (Studies): These are derived by applying mathemati-
ca formulas to historical price and volume data. Examples include: Moving
Averages, RS, etc.

Time and Sales: A transaction print report in which the time, the number of
shares, and price are printed within 90 seconds of the actual time the trade
took place.

Top: The highest trading price a stock traded at, over a period of time.
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Trend: The general direction a stock is moving in over acertain period of
time.

Trendline: A straight line drawn over the tops or under the bottoms which
illustratesthe general trend for that period of time.

Trading Range: When a stock moves up and down within an area between
twopricelevels.

Uptick: OnNY SE, atradetaking place at ahigher price than the previous
trade. On NASDAQ, arisein price of the best bid.

Volatility: A measurement of price fluctuation for a stock. When stocks
movesharply they aremorevolatile.

Volume: Thetotal number of sharestraded over aperiod of time.
Whipsaw: Buying and/or Selling a stock at the wrong time. The closing of

arelatively new stock position dueto price fluctuationat aloss, only to
watch the stock move in the anticipated direction shortly after.
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Recommended Reading

Stock Trading Wizard, Tony Oz

In hisbook, Stock Trading Wizard, Tony Oz discloses his short-term trading
strategies in a simple yet comprehensive manner. The book goes straight to
the point covering all theessential elementsfor short-term trading. It was de-
signed by the author for everyone who is serious about trading stocks for a
living. Among other things, the book covers Technical Analysis, Level |1
Quotes, Advanced Order Execution Systems, Market Psychology, Trader's
Psychology, Secrets to Successful Trading, Money Management, Stock
Screening Formulas, and much more. The author did not save on paper and
included numerous charts and tables in his attempt to paint a clear stock trad-
ingsystem.

Reminiscences of a Stock Operator, Edwin Lcfcvrc

There is one problem with thisbook, and that is that you will never under-
stand that all the secrets to making BIG money, in good and bad times, are
right in front of you - not before you trade for many years and read it over
and over again. As the years go by, my respect for the story and its lessons
continues to grow with each new reading. | think it is a must for stock trad-
ers and especially for ones who have been actively trading for more than a
year.

More Books on Trading:

Market Wizards : Interviews With Top Traders, Jack Schwager.
The New Market Wizards, Jack Schwager.

Technical Analysis ofthe Financial Markets, John Murphy.
Technical Analysis ofSock Trends, Edwards and Magee.
Electronic Day Trading Made Easy, Misha Sarkovich, Ph.D.

A Beginner's Guide To Day Trading Online, Toni Turner.
Trading for a Living, Dr. Alexander Elder.

The Strategic Electronic Day Trader, Robert Deel.

277



Seminars and Workshops

Tony Oz's short-term trading workshops are designed with one goal in
mind - to give you the tools and knowledge to build a successful stock
trading system. These workshops are designed for everyone who has the
passion and desire to learn how to become a more successful stock trader.
Tony will show you how to put all the pieces of the puzzle together and
develop awinning trading system.

Workshops Outline

1. High Probability Patterns for Short-Term Trading.

2. Spotting Opportunities in Nasdag Level 11 Quotes.

3. Advanced Order Execution.

4. How to Write and Execute a Trading Plan Successfully.
5. Where and How to Find Stocks to Trade.

6. Trading Fast Moving Stocks and 1POs Successfully.

7. The "Do's and Don'ts" of Trading After the Bell.

8. Psychology, Discipline, and Money Management.

9. Utilizing a FREE scan program to find potential trades.

As a bonus, students will get to see the most recent trades Tony Oz has exe-
cuted. These trades will be featured in vivid details, including what prompted
the trade, the strategy, the execution, and the final result. Thisis a great way
to learn from the experience of a highly-regarded trader. In addition, stu-
dents will get tojoin Tony Oz and participate as he picks stocks and plans
out trades for the following week. This interactive session shows the students
exactly what Tony Oz does everyday without keeping any secrets!

At the end of the workshop, students should get a firm understanding of what
it takes to make it in this business. By spending time with Tony Oz, students

will be able to understand how a professional trader thinks, and more impor-

tantly, profits from the opportunities in the stock market.

Moreinformation at

www.stockjunkie. comyseminar.htm
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