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IMPORTANT DISCLAIMERSAND TERMSOF USE

U.S. Government Required Disclaimer

Trading financia instruments of any kind including options, futures and securities have large
potential rewards, but also large potential risk. Y ou must be aware of the risks and be willing to
accept them in order to invest in the options, futures and stock markets. Don't trade with money you
can't afford to lose. Thistraining DVD is neither a solicitation nor an offer to Buy/Sell options,
futures or securities. No representation is being made that any information you receive will or is
likely to achieve profits or losses similar to those discussed on thistraining DVD. The past
performance of any trading system or methodology is not necessarily indicative of future results.
Please use common sense. Thissite and all contents are for educational and research purposes only.
Please get the advice of a competent financial advisor before investing your money in any financid
instrument.

Additiona Disclaimer: | strongly recommend that you consult with alicensed financial professional
or therapist before using any information provided on thisDVD. Any market data or commentary
used in thistraining video isfor illustrative, educational, and cregtive expression purposes only.
Although it may provide information relating to investment ideas and the buying or selling of
securities, options or futures, you should not construe anything on thistraining DVD as legdl, tax,
investment, financia or any other type of advice. If you do, it's your own fault. Nothing contained
on thistraining DVD constitutes a solicitation, recommendation, promotion, endorsement, push or
offer to buy or sell any security by anyone involved with this research.

Terms of Use

Y our use of this educational video and material indicates your acceptance of these disclaimer. In
addition, you agree to hold harmless the publisher and instructors personally and collectively for any
losses of capital, if any, that may result from the use of this video. In other words, you must make
your own decisions, be responsible for your own decisions and trade at your own risk.

ThisDVD isfor your use only and may not copied or distributed to anyone for any reason. No
reproduction, storage in any electonic media or re-broadcast on the Internet via network
transmission is alowed. Violatorswill be prosecuted to the fullest extent of US and International
laws.
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What Inside Days Are

Definition: Insde days have a'lower high' and a'higher low' than the previous day.
These are d'so generally narrow range bars. In other words, the range of the bar from
the high to the low of the bar is relatively narrower (approximately 50% of the range
of at least the immediately preceding bar is recommended) than the most recent bar.
For the purposes of this strategy we are only using daily charts. For easy

identification and abbreviation weidentify 'insde days the same as“Narrow Inside
Bar” or NIB's.

Objectives, Winning Percentages and Maximum Loss

The objective of this strategy is to accumulate short -term profits on aconsstent basis
using objective entry and exit criteria. It can be used on any liquid stock on adaily
time frame.

The strategy has a 84% chance of hitting profit Target #1, a 16% chance of hitting
profit Target #2 and a 9% change of hitting profit Target #3.

Thereisahigh probability of aprofit but thereisarisk of lossif the trade does not

work as planned. The maximum risk is greater than or equa to the range of theingde
day. Risk is managed using stop loss orders.

How To Identify Inside Days or NIB's

In any stock, identify arecent inside day.

Asmentioned, inside days (NIB's) have the following characteristics:
They have alower high and a higher low than the previous day.

NonDirectiona Trading uses Japanese Candlesticks for chart graphs.
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Herel's an example of an NIB (wewill be using the same example throughout this
Guide). The'insgdeday' or NIB ishighlighted in the red circle:
3
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Asyou can see the 'inside day' has a'lower high' and a'higher low' than the previous
day which, in this caseisalarge red bar indicating that the bears were in charge of
that day. In addition, the range of the NIB isabout 50% or |ess than the previous day's
range.

Thistrade, however, does not depend on the previous day's bar. It can be any color bar
and it can have alargered body or short real body.

Also, it does not matter if theinside day isadoji or spinning t op. In other words it
does not matter if it hasared body or no red body. If you're not familiar with these
Candlestick terms, it's ok. This method works without that understanding.

The only thing that isimportant is that the day that triggers this trade must have a
'lower high' and a'higher low' than the previous day and it must be relatively smaller
than the previous day's bar in range.
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The Setup

Wewould liketo see the 'insde day's range be 50% or less of the previous bar, but
that isanot astrict criteria. It should be tighter in range than the previous bar.

50% of the previous bar'srangeisideal, 60% is ok and even trades of 70% of the
previous range has the potential to work if the previous day was arelatively small
range bar. These are gpoproximations. Smply ‘eyeing' the rangesis sufficient for this
analysis.

Here'san example of NIB that | would NOT tragle (AXP, 6/12/2008):

‘ mlEn

41MSIDE DAYEU

By definition, it isan insde day but look at the rather large range of thisNIB. It's
amost aslarge asthe previous day (which was dso ardatively large trading range
day), therefore | would not trade this NIB. Although it may present a good
opportunity, there are plenty of trades to be found with a higher probability of
SuCCeSS.

Onething to keep in mind isthis: The smaller theinside day isthe lower your risk
will be.

Once you have identified an insde day or NIB on a chart you can begin using the
‘channd’ drawing tool in your stock charting system (al good charting systems have
the ability of draw 'channd lines, see video):
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A channedl issimply aset of pardld linesthat help you visualy identify, in this case,
the high and low of the NIB. The channel | used below is comprised of 4 lines. (1) the
high, (2) a25% top channd line, (3) the low, and (4) a25% low channd line.

| L
dtop 25% chann
— 1
dlower 25% channkl li

The channel should be drawn as shown: The top of the channdl is at the high of the
day and the low of the channdl is at the lowest point of the bar — the low of the day.

Aggressvetradersonly: Sometimes an early position can be taken in anticipation of
a breakout in the area between the 25% channel and the top or low channdl line.

That'swhy | have included those linesin my analysis (see video for further details).

If the channdl lines are alittle 'off' that's ok too. The charting programs tend to 'snap'
to certain guides.

It won't matter, the specific entrance, exit and stop criteriawill be exact. Drawing the
channdl issmply avisual tool to help you identify the setup.
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Why This Trade Works

The god of the bulls and bears are to dways push prices higher (if you'reabull) or
lower (if you're abear) than the previous day's high or low. When that does not
happen, then their power struggle endsin frustration for both sides.

Insde days happen when there is afight between the bulls and the bears. Infact, the
strength of the bears and bulls are about equal and neither Sde gains any ground in
pushing the stock higher or lower that's why it ends up as aday that has less of a
range of movement than the prior day.

So neither sde could push the price in the direction they wanted. It createslittle
movement in either direction. That creates short-term frustration.

Usually this power struggle lasts no more than one day. It is EXTREMELY rare to
have a NIB followed by another NIB! In fact the odds are extremely low that you
would have an inside day followed by another inside day. If you ever see one you
might even want to add to your position because the price move could be outstanding!

Trading insde daysis like trading a shook -up bottle of pop, soda or whatever you like
to call sweet carbonated drinksin abottle.

When you shake the bottle and you twist off the cap, it will explode! Those who
wanted to push the prices higher or lower will try again the next day and usudly one
side will overpower the other and win. It'slike atug-of-rope... eventually one side
dominates.

For example, if the bulls outhumber the bears then on the following day priceswill go
higher. And, conversdly, if the bears outnumber the bulls then on the following day
then prices will go lower.

That's how we profit. We simply take the sde of the group that has the most power to
push pricesin ther direction!

Specific criteriain the sections below will help you stay out of trouble and minimize
losses.
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Entrance Criteria

The entrance criteria could not be easier however | DO NOT recommend placing this
trade just prior to an earnings announcement. Since you'll only be in the trade afew
days— 4 at most — you can plan accordingly.

Use one penny above the high of the NIB to enter aLONG position and one penny
below the low of the NIB to enter a SHORT position as shown below:

&
- peat B -]
+ j AEnter BOIG § ks abote MID or @ 44,58~
—4Enter SHORT as |tb

‘eakg below MID Iuw.ﬁl 43,70

The NIB in this example has the following High/Low:

High= 44.57

Low=43.71

NIB Range = .86

LONG ENTRY PRICE: Add one penny to the High = 44.58
SHORT ENTRY PRICE: Subtract one penny from the Low = 43.70

In our exampl e above (this happensto be AXP on February 8, 2008) we enter the
position either at $44.58 to go long or $43.70 to go short.

© 2008-2009 by NonDirectiona Tading.com. All rights reserved.



This order can be setup ahead of time using your brokers software.

It would be entered like this;

BUY 100 SharesAXP @ $44.58 STOP - DAY ORDER
SELL 100 shaesAXP @ $43.70 STOP - DAY ORDER

Note: Y ou want to make surethese are DAY ORDERS only.

Also, if you have the time and enjoy active trading you can enter these orders
manually, of course, once they reach the price objectives.

STOPS
Immediately after your order isfilled on either side set your STOP LOSS.
| do not suggest using 'mental stops even if you can watch the market all day.

If you get your LONG order filled at 44.58 then you would place your stop loss order
at 43.70 which isthe low of the NIB minus one penny.

That tells your broker to sell your position if the price moves back to 43. 70. Thisisa
stop loss order that will exit you from the position.

If you get your SHORT order filled at 43.70 then you place your stop loss order a
44.58 which isthe high of the NIB plus one penny.

That tells your broker to buy back your position if the price moves up to 44.58. This
iIsastop loss order that will exit you from the position.

Y our potential maximum lossis equd to the NIB'srange + one penny or 87 centsin
this example.

Remember there are other risksin holding along or short stock pos tion whichis
beyond the scope of this report.

© 2008-2009 by NonDirectiona Tading.com. All rights reserved.




Asyour podsition hitsyour first Profit Target, you may consider moving your STOPto
your break-even point which isyour entry price.

Asyour position hits profit Target #2, raise your stop lossto profit Target #1... etc.
VARIATION: After your LONG or SHORT order isfilled, you may aso consider

placing your stop at the low or high of the previous day's bar instead of the NIB low
or high.

In thisexample | wasfilled on my long position at $44.58 and set my stop loss a the
low of the bar on the day prior to the NIB as shown below at $43.54:

dELTRY @ 44,58

SSToOrE TI57

This gives the trade a bit more room to move, but of course, it also increases risk.
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TRADE MANGAGEMENT
The benefit of thistrade setup isthat the entry is mechanical.

Y ou do have choicesin the trade when it comes to profit taking which well discuss
shortly but once the trade is on, you should let it run.

There are no decisions to be made until the price reaches one of your targets.

If the trade goes against you and is closed out at your stop loss price, then you are out
of the trade and no further action isrequired. Go on to t he next trade.

VARIATION: For aggressive players only: If the stock breaks out to one side and
then reverses, it may setup additional profit opportunities.

See“Fake Out” under Special Situations and Example Trade #5 beow for additional
information. It's mentioned for experienced traders only.

In most cases you're better off sticking with the primary criteriafor entry and exits.
There are plenty of opportunities.

CALCULATING PROFIT TARGETS

Profit targets are easy to calculate. There are 3 profit targets f or each entry.

As mentioned, you have a high probability of hitting Target #1. Lessthan 1in 6 of all
trades will hit target #2 and lessthan 1 in 10 trades hit profit Target #3.

To cdculate your profit targets take the NIB Range and subtract/add it to your entry
pricesfor each target:
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PROFIT TARGET 1:

LONG ENTRY Profit Target #1 = $45.44 (44.58 +.86)
SHORT ENTRY Profit Target #1 = $42.84 (43.70 - .86)

44|
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PROFIT TARGET 2

LONG ENTRY Profit Target #2 = $46.30 [44.58 + (2* .86)]
SHORT ENTRY Profit Target #2 = $41.98 [43.70 + (2*.86)]

GET #2 @ 46.30

— W #*@ 5.44
|
i dEITR 44 i
| |
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PROFIT TARGET 3:

LONG ENTRY Profit Target #3 = $47.16 [44.58 + (3*.86)]
SHORT ENTRY Profit Target #3=$41.12 [43.70 + (3*.86)]

TRE

'\\-\_\--
+‘|TAR‘GET #3 @ 47.16

GET #2 @ 46.30

#1 @ 45.44

dENTR 4 4]
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EXIT RULES AND STRATEGIES

There are 3 Ruleswhen it comesto exiting this strategy once you have been filled:

RULE 1) The position hits your stop loss (Losses are apart of the business.
Move on to your next trade)

RULE 2) You hit one or more of your Profit Targets (Best scenariol).

RULE 3) We count the Inside Day we are using in the setup as Day 1. Exit
your position on Day 4 or the close of trading on Day 3 - whichever is more
comfortable with your style of trading. If you fed it has more potential to move
in the direction of your trade, then exit on Day 4.

We close the position on Day 4 whether or not any Targets have been hit. (We don't
hang around for this trade to work. Either it works or we get out. See comments
below)

Conservative players will exit 100% of their position on hitting Profit Target #1.

A dightly more aggressive player may consider sdlling 1/2 their position at Target #1,
1/2 of the remaining position a Target #2 and the remaining position at Target #3.

For example, if | placed an order for 500 shares | would exit 250 shares at Target #1,
125 shares at Target #2 and the remaining 125 shares a Target #3.

IMPORTANT: Oncel hit Profit Target #1 and sall half my position | would
immediately raise or lower my stop lossto my ENTRY price on the remaining shares
In my position.

In other words, if | was LONG in our example | would sdll haf my postion at $45.44
(Target #1) then IMMEDIATELY raise my stop lossto my ENTRY price of $44.58.

That would insure a profit on the trade for at least haf my position and a break-even
on my remaining shares.

Then, if | hit profit Target #2, | raise my stop lossto profit Target #1, €tc...

© 2008-2009 by NonDirectiond Tading.com. All rights reserved.
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In our example (above) Target #3 was never hit and | would exit the remaining
position at on Day 4 of thetrade — in this case, | would be stopped out of my
remaining position at profit Target #2 at $46.30.

The4 Day Rule: We count the Inside Day we are using in the setup as Day 1.

Whether or not the stock hits our targets, we exit the entire position on Day 4 or the
close of Day 3 whichever is more comfortable with your style of trading.

It doesn't mater if we've hit 1 or 2 or zero pricetargets, we exit the position, without
hesitation, at the latest on Day 4. In th example above, since we hit profit Target #2
and it traded above that price | would set my remaining shareswith atop loss at profit
Target #2.

Why? Aswe mentioned, thistrade is like a shaken bottle of pop, if it doesn't move or
stop us out, something iswrong and we get out.

More aggressive players may consider selling the magjority of their position on Day 4
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but holding asmall position in case the podition starts alate move or continuesin the
direction of your trade.

Special Situations

Gap DOWN: If the stock should Gap DOWN below your Short Entry price you don't
need to do anything.

Keep your order in and let the price come back to your entry price. A gap down
indicates strong salling activity (selling orders have been building up and entered
before the market opens) usually has ahigher probability of being a profitable short
tradeif your order isfilled. If the price doesNOT come back to your entry price DO
NOT chasethetrade, let it go. There will dways be another one.

Gap UP: If the stock should Gap UP above your Long Entry you don't need to do
anything.

Keep your order and let the price come back to your entry price. A gap up indicates
strong buying activity (buying orders have been building up and entered before the
market opens) and has a higher probability of being a profitable long trade if your
order isfilled. If the price does NOT come back to your entry price DO NOT chase
thetrade, let it go. There will dways be another one.

Fake Outs. Example Trade #5 below demonstrates how afake out occurs. Oneside
will break through only to seeit faill and reverse. Very often these are excellent
candidates to trade!

Thereason isthat if the break out failsin one direction theresult isa'piling on' of
ether bulls or bearsin the opposite direction. Y ou must be a confident and aggressive
player to trade these fake outs, but the results usually outweigh the risks.

Conclusion

That'sit! | hopeyou profit immensdy from this strategy. Send us your feedback,
questions and comments! Email: dave@nondirectionaltrading.com
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6 CASE STUDY TRADES

EXAMPLE #1

Date: December 4, 2007

Symb0| - CAT
Profit Target Hit: #3

ET #2 @ 73.93

& 72.99

ATARGET #1 @ 72,

+
%J%JTE”!“ @ 7111
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EXAMPLE #2
Dae December 19, 2007

Symbol: CAT
Profit Target Hit: #1

4TARGET #2 @ 73.50
+

e

|
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EXAMPLE #3
Date: April 10, 2008
Symbol: SBUX
Profit Target Hit: #1 *

4En +744

TARGET #1 @ 17.13

ATARGET #2 @ 16.82

*Thelow on day 3 was 16.88 and did not hit our profit target of 16.82. Using
discretion, you could have exited on Day 4 at the open if you saw the trend reversing
or we would have exited the trade after raising our stop loss order to profit Target #1.
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EXAMPLE #4

Date: January 10, 2008
Symbol: SNDK
Profit Target Hit: #2

~
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EXAMPLE #5

Date: July 31, 2008

Symbol: CHK

Profit Target Hit: Stopped out*

™ T 49,02 h

TAEG?T @ 47.06

TARGET ™ @ 45.09

- Ironically this trade would have generated a large profit by hitting Target #2 but after getting our
entry at 49.02 it reversed stopping us out at 51.01 before moving in the direction of our original
short position. Aggressive players could have re-entered when they saw the large reversal at the
end of Day 2, the same day we entered the position.
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EXAMPLE # 6
Date: February 22, 2008 and February 27, 2008

Symbol: NKE
Profit Target Hit: Trade #1 hits Target #2 — Trade #2 hits Target #3!

Here's anice setup! We get two trades on Nike within days of each other. Both setups
hit multiple Targets for some nice profits.

Trade #1 (February 22nd):
TA SGET #2 @ a2.24
m— ET u]L@ &l1.22

- -1 Entiy@ &

Trade #2 (February 27th):
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TARGET #3 @ 5
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