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Testing Expert Design Studio Rules

Which of the 250 Pre-Built EDS Rules
Are the Most Effective?

By David Vomund

hen we created the
Expert Design Studio
(EDS) module, we
wanted to allow people
to develop their own
screening models, but we also under-
stood that many people don’t want to
do their own programming. In that
regard, about 250 pre-built screening
techniques come with TradingExpert
Pro, allowing users to simply copy and
paste these rules as they build their own
models.

Many users know what models they
want to develop. For others, however,
they don’t know where to start. They

“Running 250 tests is obviously

while the other
was based on a
5-day holding
period.

Those were
very useful
studies but
now we’ll take
it a step further
by testing
more advanced
sell strategies
that include a
capital protection feature. Plus we’ll test
through a more recent period to see if
new effective rules have emerged.

Running 250 tests is obviously time
consuming and we expect few,
if any, users have actually
completed similar tests. If you
use EDS, then you may want to

DAVID VOMUND

time consuming and we expect ‘ A um
- refer to this article often.

few, if any, users have actually OLr stock database used in
the test is the S&P 1500 stocks.
The tests were run from Janu-
ary 3, 2001 through December
29, 2006. This is a good period
because it includes both bull
and bear markets.

For the sell strategy, we used a 97%
capital protect with an 85% profit
protect once a 10% profit is reached.

completed similar tests. If you
use EDS, then you may want to
refer to this article often.”

just want a model that works! That
leads to the question— which pre-built
screening rules are the most effective?

The Opening Bell Newsletter
is a publication of AIQ Systems

P.0. Box 7530 If we know the best pre-built rules, then ‘ :
Incline Village, Nevada 89452 it is easy to create an effective model. The 97% capital protect means that if a
E-mail In the October 2002 and March 2003  stock falls 3% from the point of purchase

Opening Bell newsletters, we tested all of ~ then itis sold on the next day’s open.
the pre-built screening rules. One test ~ This is tighter than what most people
was based on a 22-day holding period (continued on page 4 following Table 1)

openingbell@aigsystems.com
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AIQ Opening Bell April 2007

use but the goal in creating a model
is to not have a stock fall deeply in
the red after purchasing it, so the
97% capital protect is appropriate.

The 85% profit protect after a
10% profit means that once the stock
hits a 10% profit, we are only willing
to give up 15% of that profit before
selling. If the stock goes parabolic
then we’ll remain in it but once it
gives back 15% of the profit then it is
sold. This forces us to lock in profits,
which is very important in effective
trading.

Due to space limitations, we are
not able to list the results of all the
rules. Because of the importance of
this time consuming test, we are
listing as many results as possible.
Table 1, which covers two pages,
shows the 74 most effective rules,
sorted by their annual return on
investment (ROI).

To help identify the pre-built
rules listed in Table 1, we indicate
which folders they reside in and
what the rule names are. The first
column in the Table displays the
name of the folder (or folders)
followed by the file name. The next
column shows the name of the rule
that was tested.
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Figure 1. Candlestick chart of AIG on 8/14/06. Arrow points to most recent Candlestick, a
Gravestone Doji pattern which is the basis for the number one performing EDS screening rule.

To find a pre-built rule, open
the Expert Design Studio and select
File, Open, and double-click the EDS
Strategies folder. This accesses the
list of folders in which the rule files
reside. Double-click the appropriate
folder name and then highlight and
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Figure 2. Candlestick chart of Allegheny Energy on 10/09/06. Most recent Candlestick (arrow),
a Long-Legged Doji, is the basis for the number two performing EDS rule.

open a file. With the file open, the
rule will be displayed in the Rule
Library page of the EDS window.

For a description on how to use
EDS, please refer to the March 2006
Opening Bell. For more advanced
rule manipulation, please refer to the
May 2006 issue.

Those who like Candlestick
charts will be pleased, since seven of
the top twelve strategies are based
on a Candlestick pattern.

The best screening rule uses the
Gravestone Doji. This pattern
simply requires a stock to open,
trade higher, and then close back at
the same level as the open. The
Candlestick chart shows no body
with an upper shadow. An example
of this one-day pattern is found in
Figure 1 (see arrow). Ironically, the
Gravestone Doji is typically thought
of as a bearish formation. Some
analysts, however, consider this to
be a bullish pattern if it appears near
a market low. It would be worth
testing this pattern after periods of
strength and after periods of weak-
ness.

The second best rule is the
Long-Legged Doji. Once again, this
pattern requires the stock to open

_
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and close at the same price. This
time, however, the stock trades both
higher and lower mid-day. Figure 2
shows an example of a stock that has
three Long-Legged Doji’s in a row.
The most classic formation occurred
on October 9 (see arrow) since the
stock closed in the middle of its
daily range. We can see from this
and the Gravestone Doji that it is
generally bullish to see a stock open
and close at the same level.

I would discount Candlestick
rules 10 and 11. They have too few
trades to be reliable.

Rule 14, Tweezer Bottom, is
attractive because there are a lot of
trades and the pattern is meant to be
bullish. This two-day pattern simply
requires two consecutive days to
have the same low price (Figure 3).
For example, in Figure 3 the low
price on both December 13 and
December 14 was $9.09.

We are pleased to see that four
of the top ten rules were models that
were created in Opening Bell. The
third best rule is one that | continue
to use today and was featured in the
December 2000 Opening Bell. This
“Extreme Growth” model buys high
relative strength stocks that have
paused for at least ten days. |
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Figure 3. Candlestick chart of LSI Logic on 12/14/06. Most recent two Candlesticks (arrows)
form a Tweezer Bottom pattern which is the basis for the 14th best performing EDS rule.

currently use this model without the
VA rule.

Whereas the third best rule
bought uptrending stocks, the fourth
best rule is a bottom-fishing model.
This model, featured in the June 1999
Opening Bell, screens for stocks that
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Figure 4. Daily chart of Comverse Technology on 02/11/07 with two RS| indicators plotted below.
Vertical bars show a buy point indicated by combining rules based on these two indicators.

have corrected at least 30% but have
a positive Volume Accumulation
Percent indicator.

The sixth best rule is a near
duplication of the third best rule.

The ninth best rule was fea-
tured in the September 2001 Opening
Bell and was created by AIQ power
user Richard Denning. As a tribute
to how good Richard is at model
creation, he doesn’t even trade this
model, preferring newer and more
effective models.

For more detailed information
on each Opening Bell model, please
visit the issue they were originally
covered in. For back issues, visit
www.aigsystems.com, click Training
and Education, Opening Bell Monthly,
and then Opening Bell Monthly
Archive.

When it comes to building a
new model, you want to begin with
effective scans that produce a lot of
trades. With that in mind, rule 14,
17, 20, and 21 come to mind. Each of
these rules has more than 25,000
signals during our back test period.

Examining the rules with lots of
trades, we see most of them buy
oversold conditions. For example,
rule 14 requires the DMI indicator to
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be moving down while the ADX
indicator shows a trend, rule 17
requires the Money Flow RSI to be
below 20, rule 20 requires the RSI to
be below 30, and rule 21 requires a
decreasing price at the same time
that OBVpct is moving higher.

By combining some of the
above rules into one model, results
can be further improved. For
example, an EDS rule that combines
the “Money Flow RSI Less Than 20”
rule with the “RSI Below 30 rule
will find securities such as Comverse
Technology (CMVT) on February 1
(Figure 4). Combining two rules will

fter a terrible Febru-
ary, the market was
volatile but closed
with small gains in
March. The S&P 500
rose 1% while the Nasdaq Compos-
ite rose 0.2%. Despite many wild
swings, one thing is clear—the S&P
500’s 1405-1410 support level is both
strong and important. This level
acted as support at the start of the
year, resistance in late February/
early March, and is support once
again. A close below 1405 would
very likely trigger a retest of the
lows or even an eventual move to
new lows.

typically work better than the
individual rules. The process of
combining rules is covered in the
March 2006 Opening Bell.

The testing from this article will
be extremely beneficial in creating
future EDS models. In upcoming
issues, we’ll use these results to
build new highly effective models.
We’ll also continue to report results
of our testing.

I

David Vomund publishes VIS
Alert, a weekly investment newslet-
ter. For a sample copy, go to
www.visalert.com.

MARKET REVIEW

A 9% sell-off in China sparked
global selling but since then interna-
tional markets have outperformed
the U.S. market. While the S&P 500
is well off its February high, broad
international exchange-traded funds
like iShares EAFE (EFA) and iShares
Emerging Markets (EEM) are near
their highs.

Oil prices soared in March, as
can be felt at the gas pumps. Need-
less to say Energy was the best
performing sector, gaining 8%.
Home Finance was the worst per-
former, falling 4%.
]

April 2007

S&P 500 Changes

Changes to the S&P 500 Index
and Industry Groups:

Developers Diversified Realty
(DDR) replaces Caremark Rx
(CMX). DDR is added to the
Retail REITS (REITRET) group.

Host Hotels & Resorts (HST)
replaces Phelps Dodge (PD).
HST is added to the Specialized
REITS (REITSPC) group.

C.H. Robinson Worldwide
(CHRW) replaces Health Man-
agement Assoc. (HMA). CHRW
is added to the Air Freight &
Logistics (AIRFREIG) group.

Integrys Energy Group (TEG)
replaces Peoples Energy (PGL).
TEG is added to the Multi-
Utilities (UTILMULT) group.

Hudson City Bancorp (HCBK)
replaces American Power Con-
version (APCC). HCBK is added
to the Thrifts & Mortgage Fi-
nance (THRFTMTG) group.

Varian Medical Systems (VAR)
replaces Equity Office Properties
(EOP). VAR is added to the
Health Care Equipment
(HEALTHMP) group.

STOCK DATA MAINTENANCE

The following table shows stock splits and other changes:

Trading Suspended:

Readers Digest Assoc. (RDA)
Name Changes:

Stock Ticker Split Approx. Date
Village Super Market VLGEA 2:1 04/10/07
Fst. Long Island FLIC 2:1 04/10/07

Bema Gold (BGO), Caremark Rx (CMX), Clark (CLK),
Columbia Equity Trust (COE), Phelps Dodge (PD),

American Eagle Outfitters (AEOS) to American Eagle Outfitters (AEO)
CVS/Caremark (CVS) to CVS (CVS)

SimpleTech (STEC) to STEC (STEC)

St. Paul Teravelors (STA) to Travelers Cos. (TRV)

United Domain Realty Trust (UDR) to UDR (UDR)

Unum Provident (UNM) to Unum Group (UNM)
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AlQ 18th Annual L ake Tahoe Seminar

October 1-3, 2007
Harveys Resort and Casino, Lake Tahoe, NV

Key note speaker Linda Bradford Raschke

Linda Bradford Raschke is President of LBRGroup, Inc., aregistered CTA and money
management firm and president of LBR Asset Management, a CPO. She began her
professional trading career in 1981 as a market maker in equity options. In addition
to running LBRGroup's CTA program, she is the principal trader for the Granat Fund.

Ms. Raschke was recognized in Jack Schwager's critically acclaimed book, The New
Market Wizards, and is known for her own top selling book, Street Smarts - High
Probability Short-Term Trading Strategies. She has been featured in dozens of
financial publications, radio and financial television programs, and has served on
the Board of Directors for the Market Technician's Association and is currently Vice
President of the American Association of Professional Technical Analysts.

Ms. Raschke has presented her research and lectured on trading for the Managed Futures Association,
American Association of Professional Technical Analysts, Bloomberg, Market Technician's Association,
International Federation of Technical Analysis, Canadian Society of Technical Analysts, TAG, Omega
World, International Online Trading Expo, AlQ, Futures Conference, Carlin Equities and has lectured
in over 16 different countries for Dow Jones/Telerate.

PLUS

Dale Wheatley - Founder The Options Hunter Service

Steve Palmquist - Founder daisydogger.com

Bob Debnam - Founder ChartProfit.com Service

Martha Sipe, CFA - Founder Mindingmatter.com

David Vomund - AIQ Chief Analyst, author ETF Strategies Revealed
Steve Hill - AIQ CEO

Diverse agenda for all trading styles

Daily/weekly chart analysis

Real-time analysis

Chart Pattern Recognition

MACDI divergence trading

ETF strategies

Effective Candlestick patterns

Special session for Option Hunter subscribers
And more.....

Early bird discount price limited time only
regular price

599 $845

CALL 1-800-332-2999 x115 or 1-775-831-2999 x115 to reserve your seat
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Check the February and March webinar archive at http://www.aigsystems.com/webinar sApril07.htm

How To Magnify Your Profits by Using Volume Analysis
Current Market Trends
Trading Leveraged Long and Short ETFs
Q How To Design Swing Trading Strategies for Stocks and Options
Current Market Analysis
Stochastic as a Guide
Maximizing the power of AlIQ Charts
Winning ETF Trading Strategies

The

ChartProfit

Service

Bob Debnam Editor

AlQ’s ChartProfit Webcast and eBook isa midweek service for traders
providing a unique and in-depth look at the current market.

Exchange Traded Funds - Charts of many of the major market ETFsincluding SPY, QQQQ, IWM, DIA

Advisors Poll - asummary from the Investors Intelligence and Market Vane gives a consensus of some of the
newsl etters measures of sentiment and advisors measures of sentiment.

Public Pall - asummary of some of the public measures of sentiment from sites like lowrisk.com and AAII.

Options Ratios - Technical studies applied to the Options Clearing Corporation Equity Option Data and the
International Securities Exchange Sentiment |ndex

Technical breakdown of the current markets NY SE, DOW, SP500 and NASDAQ - including unique breadth
analysis like % of stocksin the market above 50 day moving average and color coded bullish/bearish price charts
hilighting market direction and point of control

DJ Sectors - Barometer reading - Sorted by 5-day relative change with unique bullish/bearish readings.

PLUS

In-depth analysis of the VIX, the SP500 Volatility Index and
VXN, the NASDAQ Volatility Index both end of day and
intraday. SP500 Commercial Long contracts vs Commercial
Short contracts. Net small trades vs commercial trades. UK
FTSE 100 analysis and breadth and more.

For alimited time period we invite you to subscribe for the full
service which includes your ChartProfit recorded webinar
PL US accompanying eBook for only

$36 a month.

That’slessthan $9 per recorded session
More info at http://www.aigsystems.com/chartprofit2.ntm




ETF Trading Strategies Revealed

In hisnew book, David Vomund, AlQ's Chief Analyst reveals
the secrets of profiting from a new and growing investment
vehicle - the Exchange Traded Fund. Pulling from expertsin
the field like Linda Bradford Raschke and Steve Palmquist,
this book has all the information you need to begin trading
ETF sfor profit.

m Learnthebasicsof ETFs; how they work, why they’re
growing in popularity, and how you can get your share
of the profits.

B Discover theway to apply classic techniquesto leverage

STR ATE G I E S your ETFinvestmentsfor both the short-term and long-
term.

R EV EA L E D ®m  Study simple but highly effective mechanical ETF
rotation techniques (style, sector, and international) that

are now available to the. individual investor.

DAavID VOMUND
Featuring: Linda Bradford Raschke, Steve Palmquist. & Dr. LD. Smith ETF Tradi ng Srategies Revealed doesn’'t end there. Learn

from long-time trader and founder of A1Q Systems, Dr J.D.

|

WHAT A DEAL! Smith, what it takes to mentally be the best. When you have
$15 49 the emotional discipline to follow his technique, you'll find

increased profits aren’t far behind.
plus shipping and handling

http://aiqgsystems.com/store//paged.html
" Finally... a comprehensive book on Exchange Traded Funds! | have always enjoyed reading David

Vomund’s insights on the markets and his interviews with other successful traders, and | know you will
prosper from the wealth of information contained in this ground-breaking book.” Price Headley, CFA, CMT




