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How To Find Stocks That Double In Price

Your Inside Edge — | t Il sn’t What You Think
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going to present to you the formula | use to identify stocks that are likely to double. Sometimes they

produce outsized returns and go up even more than that.

| have been in the stock market for over 12 years now and have a track record of success. In
March of 2000 I called for a new bear market. The Nasdaq then fell almost 80% over the next two years.
Then in 2002 | called a new bull market in gold and commodities when gold was under $300 an ounce.
Then in the summer of 2008 | warned of a coming banking collapse that would take the stock market
down with it. Now though | am very bullish on the market and expect to see a big year-end rally that
can make the principles |G going to tell you make you a lot of money. | know what | am talking about

and can help you make money in the stock market.

L R#&taryo@ much money you have right now. | started with only $15,000 and went
on to manage millions. | won a 2002 Robbins Trading Trophy and managed a hedge fund for several
years that outperformed the market. Once you finish this guide you will understand what to look for in

order to find the stocks that can make you money quickly.

First though | need to change your thinking a little bit about the stock market. The typical

investor does not do well in the stock market and to succeed all you have to do is think outside the box a
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little bit. Odds are that you are new to the market or do not have the type of experience | have. That is
fine. To beat the market all you have to do is do better than the millions of other people in the stock

market who invest with mediocre results. Truth is the reason you can make money in the stock market
is because most people just throw their money at it without any well thought out reasoning or strategy.

They are simply lazy and that is why you can succeed.

When it comes to buying a stock the typical investor buys because they hear about some news
story. The problem is between the time you hear about news and then put in your buy order the stock
has already moved and priced it in. A lot of times the stock will actually drop after you buy it, because
people who already knew about the news before it was going to come out already bought and are now

selling into the price spike.
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this, but just get caught up in the excitement of the moment. But as a result everyone searches for an
inside edge. That is why people get attracted to stock stories where someone tells you about some

development happening in a company that is going to make the stock price go up.

You could get the tip from someone you know working at the company or read about itin a
magazine or a newsletter. But the problem is most of thetimetK S&S G A LA R2y Qi
theyl NBy Qi NBFffe aSONBG 1y2¢fSR3IAS G ffo
hand than the corporate executives and their friends, their competitors, and the few analysts who are
true experts on the company and its industry do. These people make up the smart money that creates
sustainable moves in a stock. When you buy on a second hand tip that you hear or read about you are

trying to outsmart these people.
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are the masses of other people who buy on stock tips, react to market news, and invest with little

knowledge of what is going on. Think of this as the dumb money.

It is these people who make up the bulk of trades in the stock market eventhoughti KS& | NBy Qi
the real force that moves stocks in the long-run. The thing is though the biggest group of dumb money
traders and investors actually is on Wall Street. The very people who try to appear to be the smart
money are not the smart money at all. You can actually beat Wall Street traders, mutual fund
managers, and hedge fund managers at the stock picking game, because you have a real edge over

them.

For one thing most of them have so much money that they have to invest that they have to
spread themselves very thin to do their job. They have to buy dozens and sometimes hundreds of
stocks to properly diversify, where you can focus your resources on just a few issues. What is more by
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performance in the long run.

For instance professional money managers are graded on a quarterly and often monthly basis.
As a result they often make buy and sell decisions designed to lock in profits at the end of a month.
They have to think short-term whereas by being completely independent you do not have to take such
actions. The very fact that you are independent and can focus your resources is what gives you an inside

edge over Wall Street.

The Truth About the Smart Money

What you need to realize is that the Wall Street money managers and the people you see on
the financial shows are not the smart money in the stock market. They are just like you and me. They

buy stocks, make trades, but have no real inside information. Nor do they have magic powers just



because they may work at a big name Wall Street firm. If you doubt this then consider the fact that it
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years ago and went under.

In fact Wall Street firms are more in competition with each other than they are with small
investors. Think about this. Say one firm owns one million shares of stock. If they sell those shares they
are more likely to be selling them to another firm looking to buy a huge number of shares than to ten
thousand people looking to buy one hundred shares each. Both firms will have skilled professionals and
spend millions on research and simply have different views of the stock or need to buy and sell for any
number of reasons. One firm may have extra money coming into a mutual fund that it has to spend

while another has to meet redemptions.

The real smart money traders are not the people on Wall Street, but the people in the know ¢
the company insiders and their friends. And then there are those that simply completely know the
company and its industry and understand it much better than anyone else, because they live it. There
are very few people with such knowledge, but they have the power to move stocks by buying and selling
themselves ahead of future developments and by influencing others close to them to do so too. When a

stock moves before news breaks it is these people that start such moves.

You can profit alongside the smart money by understanding specific patterns in price and
trading volume that tend to occur over and over again in individual stocks when insiders buy during a
major bottom and as a new major bull run in a stock begins. You do not have to know what they know
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when they are building their position and you can see this in a stock chart.

The reason why all you need to understand is price and volume action ¢ what some call

technical analysis patterns ¢ is because every bit of known information is factored into a stock price.



What this means is that all of the information surrounding a company, including opinions about its

management, products, earnings, the chances of a takeover, the broad economic outlook, and even the
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of the stock changes too ¢ but these opinions can change minute by minute and be influenced by the

change in stock price itself which impacts investor psychology and by insiders at major bottoms and

tops.

What you need to realize is that when the smart money investors decide to build a position in a
stock they impact the price of the stock and often influence the trading volume also. They cannot hide
their own actions. You can buy near major bottoms in a stock price or when a stock is about to begin a
bull market by simply looking for the patterns that repeat during these key moments. If you have been
trying to do this and losing money by buying just because a stock is dropping then once you complete

this book you will never have to do this again.
What Really Makes A Stock Go Up

The best time to buy a stock is after it has made a major bottom and is beginning a new bull run.
There are times when it hasshort-U SNY NI} f ft ASa |yR Y2ySeé OFy 6S YIRS
profiting from them later with you. But right now | want to talk about making huge money. | want to

tell you how you get in positions that will go up twofold and often more.
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for you to buy a stock on the exact bottom after an extended to decline. If you happen to do it then you
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bottom stocks tend to just go sideways for several months before they go into a new bull phase. Itis

during this sideways phase that insiders build their positions.



It often takes months for a stock to bottom and then make the transition into a new bull run and
the transition phase usually simply consists of a lot of back and forth movement in which nothing seems
to be happening to the untrained observer. In fact during the transition phase, most of the news around
a stock is bad and scares people away. In fact the news might not seem to be good until a stock is well

into its next bull run.

What really makes a stock go up is the prospects of the economic sector that it is in. Stocks tend
to move together in groups all commonly influenced by the niche they are in. Forinstance individual car
companies tend to rise and fall together, and so do retailers, oil companies, computer companies and
anything else you can think of, because they all share many of the same business prospects,
opportunities, and challenges. It is simple logic. If you own a restaurant in your town and the town
experiences an influx in population than you can expect to see your sales grow along with your
competitors. However, if unemployment goes up or people start to leave than you can expect your
sales to flatten or shrink along with everyone else. The business trends for sectors do not change
quickly, trends can last for years and they rarely change overnight. That is why you get long sideways

phases after a major bottom in a stock and bulls markets that last even longer.

What makes a stock good to own though is its presence in a niche in the economy going from a
recessionary trough to a new expansive upswing or coming out of nowhere and being a source of new
innovation that will translate into earnings growth. Since other companies in the niche are in a similar

position they all tend to rise together and eventually fall together.

That makes watching sectors a key to investing. Luckily there are different stock market
advisory services and software programs that break the stock market up into sectors and place
individual stocks into sectors so you can see what is going on. For instance | use TC2000 made by

Worden Brothers, Inc., which allows me to look at the US stock market as over 250 individual sectors. |



look at these sectors to discover which ones are at optimal buy points and then look at the leading

stocks and companies in those sectors for buy candidates.

What this means then is when | look for a stock to invest in | look at the following in order of
importance ¢ the state of the sector it is in, the performance of the stock in comparison with other
stocks in its sector, the price and volume pattern of the stock to tip us off to smart money accumulation,
insider buying and selling data even though it tends to be dated, dividends if any, valuation, and then
earningsgrowth. LYy G KS NB&ald 2F GKAA& ofthésdcompdddntsandittent | Ay K2 4
follow up with some about sector rotation patterns, international investing, diversification, and shorter-

term trading elsewhere.
Sector Investing — From Trough to Peak

Of course you know the economy goes through a business cycle of recession and expansion in
which troughs and peaks are formed. You may not know it but the stock market tends to lead such
cycles, topping out months ahead of the economy and bottoming well before an economic trough is
formed. In fact by the time the stock market is usually well into a bull market before it is clear from the

economic data that an economic expansion is well underway.

The individual sectors of the market tend to lead the economy just as the stock market as a
whole does. However, the sectors do not all trade together. Some sectors lead the economy while
others lag, and there are times when developments particular to an individual sector cause it to seem to
trade in its own world separate to what is going on everywhere else. In each stock market bull market
too there are often new sectors that lead the bull market that didy (st time, because there are always

new areas of innovation and growth in the economy.



Markets, sectors, and stocks all tend to have a distinctive cyclical pattern to them - I like to say
they go through stages. Stage one is a sideways consolidation period following a bear market. Stage
two is a bull market, stage three a topping phase, and stage four a bear market. 2 SQf f 2dza G T2 Odza

sectors for this discussion.

At a stage two bull market top almost all of the news focusing on a sector is incredibly positive.
Analysts are projecting huge earnings growth for the future while the stocks often hold big valuations as
a result of these expectations. However, often insiders are selling out at this time, because they believe
that they have seen a peak in growth for their industry or else a recession is looming in the future. A top
comes and eventually as the future the insiders see up ahead becomes a reality the stocks can often
crash, because the big valuations have set them up for huge selling when investors get caught off guard.
A classic example came with the home builder Toll Brothers when its CEO sold hundreds of millions
worth of stock at the end of the real estate boom while the stock ¢ and the homebuilding sector ¢

remained a favorite of most Wall Street analysts. A year later it became clear to everyone that the real



estate market made a major top in the US around the time this CEO was cashing out and the stocks got

hammered for massive losses as a result.

After a major top a sector will go into a bear market stage three decline, but during this decline
more often than not the analysts still stay positive for much of the time, thinking that any slowdown in
the economy or earnings is just a temporary blip and that all pullbacks are buying opportunities. The
public which got conditioned by the last bull market to buy dips, jumps in thinking all down days are
buying days, but insiders and the smart money players know better and feed shares to them. Some
even profit by short-selling. This goes on until finally the smart money sees that the price has fallen so

much that it makes no sense to sell anymore. They stop selling and finally a bottom comes in the sector.
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starts to buy and thereby makes everything go up, but when they stop selling. Bear markets end when
the selling pressure comes to an end, and more often than not this process comes with a panic washout
on the part of the public and so called professional traders on Wall Street who really are not much
better at investing than the average man in the street. The mediocre performance of most mutual

funds proves this fact.
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Now you can quickly identify what stage a sector, market, or stock is in by looking at its price in
relation to its 200-day moving average ¢ which is an indicator created by looking at the average price
over 200 days. If the price is above this moving average and the moving average is sloped upwards then
you are looking at a stage two bull market. However, if the price is below this moving average and that
moving average is trending down then you are looking at a stage three bear market. You can find this
indicator and use it with your favorite stock on several free stock charting sites available on the internet.

One | use often is stockcharts.com.

The above chart is a chart of the S&P 500 from stockcharts.com. The moving average in the
chart is the 200-day moving average. From 2003 till late 2007 the S&P 500 was in a stage two bull
market, because this moving average was sloping up and the price of the S&P 500 stayed above this
moving average. Then the S&P 500 entered a bear market by going below this moving average and

staying below it as the moving average turned down.

It is during a stage one consolidation phase following a bear market that the insiders and smart

money build a position and that you need to be most alert. The ironic thing though is that during this



time the general public has no interest at all in the sector. The news generally is bad, earnings growth
often has been negative the past few quarters, and the financial media, which talks more about stocks
going up and hot news items reports very little on the sector. However, despite all of the negativity over

the sector, the stocks that make it up simply are going sideways in a stage one basing phase.

What is happening is that the smart money has put a floor on the sector by accumulating shares,
because either the valuations for the sector have become so cheap that it is ridiculous or else they see
light at the end of a recessionary tunnel. The sector is not going up yet i K 2 dz3 K & LiQa 2dzai
in a range and that fact either bores most people or frustrates them into thinking that nothing is good

about the sector anymore. So the dumb money keeps selling as the smart money accumulates.

Just as the smart money helps put a floor on prices the dumb money keeps a lid on them, selling
on up moves in the sector thinking that they have to be temporary because the news is still bad. This
can go on for weeks, months, and sometimes even up to a year. During this time the 200-day moving

averages flatten out and prices fluctuate above and below the moving average.

As the end of the stage one consolidation phase nears the buying pressure from the smart
money begins to pick up. In the individual stocks that make up the sector volume often picks up too.
The trading range begins to narrow as the peaks and lows of the sector form closer together. Then the
dumb money simply runs out of shares to sell. Buyers take over and a big upside breakout through the

consolidation phase takes place and a new stage two bull phase begins.

The optimal buy point occurs right towards the end of this consolidation phase right before a
new bull market begins. It is as this point that you can buy a stock and watch it quickly rise twofold and

then go even higher from there.
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Often though as the new bull market begins the news can still be negative and there is often a
lot of doubt among people if the move is for real or not. The masses remember the pain they
experienced getting excited over the false rallies that came with the last bear market and worry that this
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later when the news gets better and the Wall Street analysts and talking heads on television tell them

they need to buy. And then eventually the cycle repeats itself once another top is formed.
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How to Identify Future Leading Sectors and the Stocks to Own in a Sector

There is a simple way to find out where the smart money is going to in the stock market. That is
to watch what sectors are holding up when the market has a decline or pullback. When a sector holds
up, while the rest of the stock market drops, it means that money is flowing into that sector and keeping
it from declining while everything else around it is falling. There are still a lot of sell orders hitting these
strong sectors, but the smart money is using them to increase their position. It takes a lot of buying
pressure to keep a stock or a sector from dropping during a stock market correction, and normally once

a market decline comes to an end the sectors that hold up the most during a decline lead the next rally.
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Gauging the relative strength of one sector against another or in comparison with a broad
market index, such as the DOW or S&P 500, is easy to do. All you have to do is divide the price
performance of one thing against what you want to compare it with to see which one is performing the

strongest.
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For example in the first few months of 2009 the US markets experienced a sharp correction
along with most global markets that caused a 27% drop in the S&P 500. During this correction the

Chinese stock market did not fall as much as the S&P 500. As you can see in the above chart if you



divided the price of the FXI China ETF and the S&P 500 you would have created a relative strength ratio.

FXI had greater relative strength in comparison with the S&P 500, because this ratio was rising.

In March the correction came to an end and a rally occurred in almost all markets across the
globe. The S&P 500 rallied 43% from its March low to its June high, but FXI rallied 79% in the same time
frame. The strong relative strength that preceded this rally tipped anyone looking off to the fact that
smart money was flowing into China ¢ thereby causing stocks in China to hold up in comparison with the
rest of the world. It was no surprise then that China stocks rallied more than US stocks once the market

bottomed.

This same type of analysis works when you compare individual sectors to the broad market
averages too. For instance | use TC2000 stock software to break the US stock market up into over 230
individual sectors. | can use the software to quickly run relative strength comparison of the sectors with
each other and the broad market averages. | also do similar analysis of different world market indices

too. This way | can identify where the smart money is flowing in the US and in the entire world.

As a general rule of thumb you want to invest in the strongest sectors of the market and look for
those sectors and entry points in them during market pullbacks and corrections. When it comes to
individual stocks you want to invest in the ones that lead its sector. In every sector there are companies
that provide it leadership through innovation and earnings growth. The stocks of these companies tend

to perform the best when the sector is in an upswing and drop the least when it is in a correction.

That means relative strength analysis is important when it comes to individual stocks, but the
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average like the S&P 500, but with an index of the sector that it is a component of. For instance you can
compare the performance of the shares of several dozen oil companies with that of the XLE Energy

sector spdr ETF to identify the leading energy stocks.
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other stocks in its niche are doing, but sector analysis is more important than the characteristics of a
company ¢ may it be its earnings or the action in the stock itself, because stocks inside a sector tend to
rise and fall together no matter what the earnings and analyst predictions are. That is why relative

strength and stage analysis are such powerful tools and where | always start when | analyze a stock.

So the bottom line when it comes to looking for stocks to buy I first look at the sectors to
identify what area of the stock market ¢ and sometimes the world market ¢ that | want to invest in using
relative strength analysis. Then | look for sectors coming out of stage one bases that have the most
upside potential. And then finally | look for the strongest stocks inside the sector itself to create a list of
potential buy candidates among the leading companies and stocks in a sector positioned to go much
higher. Only then do | examine the individual stocks themselves and the underlying fundamentals of the

companies they represent in order to gauge their potential to go up.

The Most Profitable Stock Patterns to Buy Into

First when you look to buy a stock you must understand that you are buying a piece of paper.
Many people get caught up thinking that just because they own a stock they are an owner in a company
and then get married to the stock. Even if a company has great management and great earnings a stock
can still go down at times if the sector it is in or the stock market as a whole is on hard times. If you
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But as a shareholder often you are not even the most important stake holder in the company.
There are two types of stocks ¢ preferred and common stocks. Then you also have bondholders who
lend money to companies. When a company goes bankrupt bondholders and owners of preferred stock
get any proceeds from liquidation first. Common stockholders almost always get completely wiped out.

When you buy stock off of the stock exchange you are almost always buying common stock, so you are
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not considered one of the most important shareholders in the company. You may occasionally be asked
to vote on changes in management or proposals brought up ahead of shareholder meetings, but that is

the extent of your rights as a common stock shareholder.
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because you bought a stock. Some people think that they should buy stocks in companies they like, has
good news, or is talked about a lot. That leads people into a mentality of buying and holding forever and
at some point you are going to have to sell and take profits or cut your losses if a stock goes down
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What is more stock prices do not always reflect the underlying value of the company they
represent. Stock prices fluctuate day by day and rarely do the fortunes of a company change back and
forth so quickly. There are times when stock prices fall below what a company is worth thereby
providing you with an opportunity to make money by buying shares at a low price and times when a
stock price goes up so high that it no longer represents reality and you need to sell and take your profits.

Stocks trade on investor expectations and psychology, which can change on a dime.

This means that when it comes to buying a stock, after | look at the state of the sector that it is a
part of, | look at the trading and volume action in the stock to determine if it poised for a big move
higher. | look at what buyers and sellers are doing with the stock itself and not my feelings or
expectations of what a company is going to do. In the end when you buy or own a stock you need to
think of yourself as owning a piece of paper trading on the stock market and not as some mighty
stakeholder in a company. When you buy a stock you are speculating that other people will eventually

pay a higher price for the stock then you are now.

You make money in the stock market by understanding when the optimal time to buy a stock is.

The good news is that there are repeatable patterns that occur before big moves in stocks that you can



watch for. There are so many different types of stock patterns though that it is best two focus on only
the most profitable ones. | basically look through stocks in top sectors for these patterns and then study

the company and the valuation of the stock to get an idea of how high it can go once it starts to go up.

But | look for certain patterns first, because | only want to get in stocks that are poised to jump
up. There are two basic patterns | look for. First is to find a stock breaking out of a stage one base and
second is a stock that has already broken out, but is pausing before rising again. In fact this second

pattern can actually be more profitable than the first over the short-term.

The stage one basing pattern is the same pattern | told you about when looking for sectors that
are entering bull markets. You basically look for a stock that has been going sideways after a stage four
bear market. Its 200 and 150-day moving averages are now going sideways and the stock has bounced

up and down in a channel so you can see clear support and resistance in it.

Ideally you also should see trading volume in the stock pick up. For instance if a stock has been
trading 100k shares in average daily volume if it starts to trade 200k shares a day then often something
big happens. When this occurs towards the end of a basing phase it indicates that money is suddenly
flowing into the stock, usually from smart moneyinsiders. L 62y Qi 06S f2y3 06ST2NB

responsible for the resistance on the stock get taken out. When that happens the stock enters a new

stage two bull market.

Unless the stock market has been rallying like crazy the past few weeks the stock should also be
performing better than the major market averages. If the market has been weak and the stock has been
holding up at the same time then this is a huge positive indication that the smart money is accumulating

the stock.



Often the volatility in the stock shrinks right before it breaks out of resistance. What this means
is that the stock trades in a narrower and narrower range, because the buying and selling pressure in the
stock starts to equalize. This puts pressure on a stock like a rubber band and when the pressure is taken

out ¢ by the sellers running out of shares to sell ¢ the stock makes a fast move up just like a rubber band

snapping.

Let me show you some examples.
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MOV broke out of a stage one base and into a new bull market at the end of April 2003. Notice

how its 200-day moving average ¢ the red line ¢ flatted out in the first part of 2003. The stock had



resistance at 9.50 during this time and started to make higher lows right before it broke out of this

period.

After this break out the stock entered a new bull market during which its 200-day moving

average acted as a powerful support point. Remember this is a textbook characteristic of bull markets.
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In 2003 QCOM also started a new bull market after it went through a stage one basing phase.
During this basing period 19 acted as stiff resistance. Once QCOM broke through that level it took off
like a rocket. Notice how its relative strength ratio (QCOM divided by the S&P 500) was trending up

before this breakout.



Another example:

MKE (Mike Inc.) NYSE @ StockCharts.com
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Nike Shoes ¢ NKE ¢ also broke into a new bull market during this time too. Before it based it had

resistance at around 22.50.

Another example is Novell:



NOVL (Movel, Inc.) Masdaq &5 @ StockCharts.com
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NOVL also broke out of a stage one base in 2003. It spent almost ten full months consolidating
below its $4.00 resistance, which it broke towards the end of August and then went into a new bull

market.

Right before the break out volume picked up heavily in NOLV. Notice how much more it went
up than the other examples | have shown you so far. There is a general rule of thumb that the longer

the stage one base the bigger the bull market will be.

That rule proved itself here.
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In 2003 DHI also broke out of a stage one base and entered a new bull market. You may have

noticed something with these examples so far. They are all taking place at around the same time.

¢KIFGQa

that were in stage one basing phases going into the summer of 2003.
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Not every year do so many stocks begin bull markets, but every year there is a sector that does

and it is best to focus on the stocks in those sectors to find ones entering new bull markets. This type of

chart is best to use if you are looking to buy something as an investor with a long-term time horizon

when it comes to holding on to your position. When you see several stocks in this position then you
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First though | want to give you what is really the most profitable stock pattern out there ¢ the
one that results in stocks doubling and sometimes even tripling in value quickly after you buy them.
Notice that in the examples | have shown you so far that some of the stocks went up more than others

after they broke out of their bases. There is a reason why.

| have found that the stocks that go up the most during their bull market phase usually start
from smaller prices than their higher price brethren. Their stage one resistance point is at $10 or below.
They also make bigger moves quickly after breaking out and go through their resistance levels with a

huge volume expansion.

What | mean is that when they break out of their stage one resistance point they have a fast and
big percentage price jump ¢ rallying anywhere from 50-100% - on large volume. They then pause for 1-6
weeks during which the stock goes sideways. Volatility shrinks during this time as the points of new

resistance and support come closer together.

It is hard to find these stocks before they make such a big massive break out of a stage one base.
Often no one knows about them at all and they seem to just come out of nowhere unless you have a
close eye on its industry and are closely watching things. But that is ok since it is during the pause after
the breakout that the best buy point comes, because often stocks that double after breaking out of a

stage one base, pause, and then double again after they breakout a second time.

Since you already have seen the stock double after breaking out of its stage one base and now
are watching it consolidate you can prepare yourself for its next big move. By rising out of the base like
this it has proven itself to be capable of making huge moves higher in a fast amount of time. And now
by pausing it has given you a good low risk/high reward entry point to get on board as the next big rally

begins.



Let me show you some examples:
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For instance VCGH broke out of a stage one base with a huge volume expansion in the summer
of 2006. When it cleared through its $1.50 resistance point it rallied to form new resistance at $2.50, a
point 66% higher from its previous resistance point. It then paused for several weeks and when it broke

through $2.50 it more than doubled in value by the end of the year.

By breaking out of its stage one base with so much volume and then rallying for a 60% gain it

showed that it had explosive momentum behind it. By then pausing for several weeks after reaching



$2.50 it would have enabled you to get a nice safe entry point for the next move ¢ which turned out to

be a 100% gain. This is the most profitable stock chart pattern that | know.
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HRT formed a stage on base in the summer of 2006 with $12 as resistance. It broke $12 on high
volume and then quickly jumped to the $14.00 area, after which it paused for another month before

breaking out again and rallying over 100%.

Often times a stock will pause and consolidate again right after its initial breakout from a stage
one base. Some people prefer not to buy stocks when they are in stage one bases or on the stage one

breakout, but to instead only buy stocks that have consolidated right after the stage one breakout,



because a lot of times this second consolidation period is more reliable and not all stage one breakouts

have an increase in volume towards the end of them.
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IGLD also broke out of a stage on base in the summer of 2006 in which $5.50 was resistance.
After that breakout it quickly paused much like HRT did before moving high up to the $7.75 area. If you
missed buying before the stage one breakout the pause would have allowed you to get in with a good

entry point.

Often times stocks that are in bull runs will pause several times during their bull phase, much

like IGLD did when it got to $7.75. These pauses allow traders to take positions in the stocks for moves



higher, but if you want to buy and hold a stock | recommend you try to do so towards the end of a stage
one base or after the first pausing period after a stock breaks out of one. Consolidations that happen

later are more appropriate for short-term trading, than investing or position trading.
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There is an indicator that can help you spot the moment right before a stock is going to end a
consolidation period and break through resistance. That indicator is the Bollinger bands, which are the
INBSY fAySa Ay (GKS 062@3S OKINI YR L KI @tBavail Sii
enough room to do a whole course on Bollinger Bands right here, but they measure the volatility in a

stock.



Remember how | told you that when volatility shrinks in a stock it happens because the selling
LINS&dadz2NB YR 60d2Ay3 LINBaadNBE 65S02YSa Y2NB Sljdz f K
ends by the sellers running out of stock to sell the stock then breaks through resistance. Well the
Bollinger Bands can help you tell when this is going to happen, because when volatility increases in a

stock the two bands get farther apart and when volatility shrinks they come close together.

Ly GKS F1020S OKFNI AT @&2dz 221 Ofz2asSfte @&2dzQf f
consolidation period the bands got closer together ¢ and then the stock broke out. The bands make

great advance warning indicators that an important breakthrough out of resistance is about to happen.

So far everything | have talked with you about is looking at price and volume patterns to figure
out when a sector is entering a bull market and when a stock is poised to make a large move higher. The
J2Ft A&ayQli G2 3dzSaa o2dG2Yasx o6dzi G2 o6dz2 FFGESN GKS
accumulating shares during the stage one basing phase. It takes the smart money to take a stock
through a stage one base and into a stage two bull market, and by looking for these patterns you can

invest along with the smart money as a stock begins a new extended bull phase.

| suggest that you go look at a list of the top gaining stocks of the past few months and see if
youcanseel KSa S LI GGSNya Ay G(GKSYO® LF¥ @2dz R2 (KAA @&2dxQ

to buy myself and in my trading service | do my best to find them for you.
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reward entry points. However, there are also ways to figure out how high a stock may go so you can get
a good idea of its potential before you buy it. This involves the use of some fundamental and valuation

metrics that | will show you in the next section.



How to Know If a Stock Is Really a Bargain

Just because a stock has fallen fromahigh LINA OS G2 | t2¢ LINAQ& R2SayQi
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you so far may look like buying stocks that are at a low price. However, it does not involve trying to

guess the exact bottom of a stock, but buying after the bottom has come in and the stock has stabilized

by going through a stage one basing phase.

You want to buy low and sell high. To know if a stock is cheap you have to understand some
simple valuation metrics. The valuation of a stock is calculated by taking all of the shares outstanding
and then multiplying that by the price. This will give you the stocks market capitalization. So for
instance if a stock has 100 million shares outstanding and is trading at $5 a share then it has a market

cap of $500 million.

Companies with a market cap between $200 million and $2 billion are considered to be small
cap stocks, while ones with market caps between S2 billion and $10 billion are mid-caps. Of course
anything above that number is a large cap while those below $200 million are considered to be more

speculative micro-cap companies.

Large cap companies are the type of companies that are household names and make up the
DOW and S&P 500. They tend to be fully mature companies and the best of them are considered & 6 f dzS
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Small cap and mid-cap stocks are generally considered to be riskier, but the right stocks in this
valuation range can go up tremendously if they are in the right sector and represent companies with fast

earnings growth. As a general rule of thumb the smaller the market cap the more volatile and riskier a



stock can be. For every successful startup company that goes from small cap to mid-cap and beyond
there are hundreds of companies that fail to execute, with many going broke and disappearing from the
stock exchanges. However, the homework it takes to pick out quality small and mid-cap stocks is well

worth the effort, because they are the stocks that end up on the list of top performing stocks every year.

Now it is important to know how much a stock is valued when compared to the value of the
company it represents to know if you are paying a high price for the stock or a low price and how much
potential the stock has to go up in value. Most people think that investing in stocks means either being
a value or a growth investor. Value investors look for stocks that are priced at a value below that of the
worth of the underlying company, while many growth investors do not worry about valuation at all and

just look for companies with fast earnings growth.

You can combine both strategies by looking at some key valuation metrics to get the both of
best situations and buy stocks that have the most potential ¢ stocks of growth companies priced
incredibly low. When it comes to valuing stocks in regards to company earnings the most common
metric used is the price to earnings ratio. P/E ratios are calculated by taking the price of a stock and
dividing it by the earnings per share that the company generates in a year. So for instance if GE were

priced at $20 a share and made $2.00 a share it you would take 20 and divide it by 2 to get a P/E of 10.

From 1920 to 1990 the P/E of the S&P 500 has traded between 10 and 20 except for some brief

periods of extreme undervaluation and overvaluation. However, it is common to find companies trading
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have higher P/E ratios than companies that are not. Since 1900 the average P/E of a stock has been 14.
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earnings are in decline. Between 10 and 17 is considered a normal valuation. While stocks with a P/E
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richly valued and have become fads.

| like to use the forward P/E and PEG ratio to figure out the potential for growth stocks | own or
may buy over the nextyear. ¢ KS F2NBIF NR t k9 RAGARSE GKS LINROS oe
to get an idea of how much potential a stock has to rise over the next year. |look for a forward P/E less
than 10 to find a bargain growth stock and consider the 14 area as my target valuation. So if a stock has
a forward P/E of 7 | consider it as having the potential to double in price over the next 12 months based
on earnings growth. Of course it can go up more than that if enough investors get excited about it,
which happens a lot in bull markets with growth stocks, but once a stock | own goes from having a small

bargain forward P/E to reaching the 14 level | consider it fairly valued from a valuation standpoint.

Famous investors Peter Lynch and John Templeton used the PEG ratio to do a similar type of
analysis. The PEG ratio divides the P/E by the expected earnings growth rate for the next five years.
Both considered growth stocks to be fully valued at a PEG ratio of 1.0 and stocks below that to have the
potential to move higher, with the lower the ratio the better. Templeton, for instance, would look to
buy stocks with PEG ratios below 0.50. If a stock has a forward P/E of 14 and a low PEG ratio, this is
because analysts are projecting high earnings growth for years out. Such a stock may still be cheaply

valued.

| also look at the PEG ratios for stocks that | own or am looking at as potential buy candidates.
You can find the P/E and PEG ratios for your stocks by going to Yahoo Finance, typing in the ticker
symbol, and then hitting the link for Key Statistics on the left sidebar. You also can scan for stocks in the
whole market with low PEG ratios and other valuation metrics by using their stock screening tool. You

can find it by hitting Investing on the top nav bar of Yahoo Finance and then clicking stocks.
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However, when | look for stocks to buy | normally do sector analysis first, then look for stocks
that have the chart patterns | already went over with you, and then look at these earnings ratios last to
get an idea of how much potential a stock has to rise according to valuation metrics. This is usually the
last piece of analysis | do, because it is always the price action that is the most important variable.
Nonetheless, | often use these metrics to narrow down a list of potential buy candidates. Given a choice
between two stocks with identical price action and growth characteristics | would rather choose the one

with the smallest PEG ratio and forward P/E.

Sticking With Quality Companies

One problem with only looking at earnings growth estimates for companies is that they are
based on the projections of Wall Street analysts that tend to be too negative at the bottom of a bear
market and the end of a recession and two rosy towards the end a bull market. So you have to be extra
careful if you are near the end of a bull market when it comes to growth stocks. Time and time again
once a bear markets begins and the economy starts to slow down companies fail to meet optimistic

analyst projections and have to guide down their expectations.

This can really hurt growth stocks, because they get valuation premiums for being growth

stocks. The higher that premium gets ¢ the higher the forward P/E and PEG ratios are ¢ the harder a
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get worked up over if you keep a close eye on the overall trend of a stock and use proper stop loss

orders to protect yourself if a stock gets hit by bad news or the stock market enters a bear market.

What is more companies have been known to play accounting games to create earnings growth.
But there are some red flags you can watch for in order to know if this might be happening. The
simplest is looking at the sales figures for a company. If earnings are growing, but sales are flat or even

falling then the company is probably boosting earnings through temporary measures such as cost

byt



cutting, the acquisition of a competitor, and accounting changes. This type of thing can lead to

problems later with the growth story of a company.

It is best to buy growth companies that display a pattern of consistent sales growth. Ideally you
wanttoseed SOSNI £ @SFNB 2F SINyYyAy3aa IAINRGGK 2F wpE: FYR
growth of 10% one year, then 25%, and then back down to 5% the following year. That means the

growth may not be sustainable. If the company has been along for some times than it is best to see five

years of earnings growth of at least 25% a year and the higher that number the better.

If you are doing short-term trading, with a time frame of holding for several weeks, then you
R2y Qi ySSR (2 62 NNRuchl Butdfgail ardinkeStiaigdn stiicks fo Yol for the Bidz- Y
term than it is best to make sure you are only buying quality companies. Some other metrics you can

look at it make sure this is the case are the return on equity ratio and the current ratio.

The return on equity ratio is calculated by dividing the net income after tax the company
generates by shareholder equity, which is the ownership shareholders have in assets. There can be a
negative equity if the company has more liabilities than assets. The return on equity tells you how well
a company uses it investment funds to create earnings growth. It gives you an idea of how well the

company reinvests its earnings. The best companies have a return on equity over 20%.

hy GKS Tt ALl &thiRvEstirtc@nmgmni® dvivh Quge débt oAds that might send
them into bankruptcy. You can use the current ratio, which divides the current assets by liabilities to
make sure you are investing in companies with solid balance sheets. Companies that have twice as
many assets as short-term debt tend to make the best investments, but this ratio is normally bigger with

real estate and financial firms.



Most stocks do not pay dividends, because they pile all of their money back into the company in
order to create more earnings. But larger and more established companies often pay dividends. Some
sectors such a real estate investment trusts and utilities pay out high dividends. You can calculate the
dividend yield of a stock by dividing the most recent full year dividend by the current stock price. So for
instance if a company paid out $1.00 worth of dividends in the past year and is trading at $20 a share it

has a dividend yield of 5%.

It is well worth having some dividend stocks in your portfolio, because the dividends compound
over time, but you cannot just invest solely for dividends when it comes to the stock market. In the end
everything | have told you about when picking stocks is more important than buying a stock just because
it has a high dividend. In fact you usually only see huge dividend yields when a stock has declined in
price due to perceptions that earnings are going to decline or the company is in trouble. The company

will then probably have to cut or even eliminate its dividend.

LQY tbaalkabalit how many stocks you should buy and portfolio diversification elsewhere.
In this report | just wanted to tell you how to identify the stocks that are most likely to double in value.
The stock market tends to reward the most the stocks of companies with high growth rates relative to
their valuation. Butin the end it is not market fundamentals that move stocks, but investor psychology

and the stock market itself.

| have shown you how to identify the sectors in the market that are likely to outperform the rest
of the stock market over the next twelve months. Ideally you want to focus your buying to stocks in
iKSasS aSOiz2Nm® LQ@S faz2 akKz2gy e2dz 6KS aLISOATAO
value and how the powerful players take their positions at this time. |then showed you some key

valuation metrics you should use to make sure you are buying quality companies.



Now it is time for you to apply this information and start to make money. |look through
thousands of stock charts a week using the TC2000 Worden Brothers software. You can use it yourself
and free sources such as Yahoo Finance to get fundamental data on stocks. | also will provide you with
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ideas and do our best to find the next big stock.



