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F.I.T. STOCKS 
Finding High Quality Growth Stocks to Build Healthy Investment Habits.   

Market Update 
MARKET HEALTH:  MARKET IS in CORRECTION!  

Be very careful as the markets correct.  At this time you should be into cash or monitoring your stocks very closely.  The Nasdaq has now corrected roughly 14%.  There is a lot of jitters out there about our economy and its struggles.  Many fear a recession.  There is still grave concern over the credit crisis, and last week we were given another weak retail sales report.  The Federal Reserve also warned of a economy that is weakening and promised aggressive action if this continues.  These statements were enough to shoot the markets up on Thursday, as now the markets are anticipating a half point reduction from the central bank.  However, this brief infusion of positive news was not enough to sustain a new rally as Friday the Markets gapped down right from the opening gate and never looked back.  This is not a time to be buyers in the market.  It is best at this time to monitor any positions you have closely, turn to cash, and wait this correction out.  A few of our F.I.T. Stocks have held up nicely during this correction, so if you have entered into a position in these stocks monitor them very closely and do not let any profits slip away from your grasp.  These stocks are AGU, CF, CMED, and NGS.  There are many people out there that view these market corrections as great times to go bargain shopping for stocks.  Do not fall for this.  Stay disciplined in your approach and wait for the market to show signs of good health again.  This is what healthy investors do. 

Now let's take a look at the Charts of the Nasdaq from last week, to gain a clearer picture of the price movement and volume. 

Here is a 6 month chart of the Nasdaq with 50 and 200 day moving averages. 


The Nasdaq, over the past 6 months, was holding support nicely at the 2550 level.  Last week that level was pierced and now it remains to be seen whether this 2550 will become the new resistance as the Nasdaq tries to bounce back up.  On the down side it is very important that the Nasdaq be able to hold its new support level at 2400.  If this does not happen we could see the Nasdaq free fall all of the way down to 2000.  Notice the white oval at the right of the chart.  The Nasdaqs 50 and 200 day moving averages are converging closer and closer.  Just like the S&P 500, it could be a very bearish sign if the 50 pierces through the 200 day moving average.  Now, for some good news.  It was nice to see 2 very solid green volume spikes last Wednesday and Thursday, indicated by the yellow oval.  This could be a sign of Institutions beginning to accumulate shares again.  If these positive signs of accumulation can continue, it is possible that the big institutional money is starting to filter money back into the market. That being said, in the next couple of weeks we need to see if the Nasdaq can push back through this new level of resistance at 2550, before we even become interested in buying a F.I.T. Stocks again.    Until we can string together more positive signs from the market, it is best to stay on the sidelines and watch. 

Let us look at the longer time frame of the 3 year, weekly chart of the Nasdaq to gain more perspective. 
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Last week we discussed the Head and Shoulders pattern which can be a change in trend pattern.   On this longer term time frame, it is also clear to see how the upwards trend line has been broken.  The Nasdaq rest just above this 2400 level support area.  Many times after a break of the head and shoulders pattern, the pattern will retrace back to its previous support level, which has now become its new resistance level, in this case the 2600 mark, before then retreating to new lows.  This is a pattern we need to watch very closely in the next couple of weeks.  This Nasdaq chart also acts as a great example as to the myth of buy low and sell high.  On the far right of the chart, if you were to have bought on the low at 2600, within a week and a half you would have lost 200 points.  The markets will sell off in a hurry, as do stocks, but they tend to go up in a slow orderly fashion.  In our opinion at F.I.T. Stocks we prefer to let the markets and stocks prove themselves to us that they are worthy of investing in.  We do this by waiting for breakouts on strong volume.  This shows demand for the investment vehicle and puts the odds in our favor for success.  So let the markets and stocks show signs of good health before you jump in, that is what healthy investors do. 

As stated, when the markets are in a correction, it is not the time to be buying.  This is the time for study and review.  So until the market begins a new rally we will be going over important topics in your journey to build healthy investment habits.  This week we will review the Cup with Handle Pattern as it is the strongest of all the Patterns.  
 

T- Technical Chart Patterns   

CUP WITH HANDLE 
Cup Characteristics: 

1. Strong uptrend on left side of base

2. Correction between 20-40%

3. Bottom of base rounds out as sellers (red volume) dries up

4. Right side of base shows signs of support with light selling days and heavy volume buying days

5. Duration of CUP base 8-60 weeks depending on market conditions

Handle Characteristics: 

1. Handle forms in upper half of the Cup on right side of base

2. Develops between 3-12% below the old highs of the left side of base

3. Price pattern should drift sideways or preferably downward on light volume and correct no more than 12%

4. Duration of HANDLE should be 1-5 Weeks
Pivot Point Characteristics: 

1. Buy Point is when price crosses the high of the Handle

2. Look for strong buying volume as stock price shoots above handle resistance

EXAMPLE:  CNH - This is a 3 year chart with each bar representing one week of price movement. 
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Now lets go through a check list of the Cup with Handle Pattern: 

1. Prior Up Trend? Yes, from Jan. 2006 -  May 2006

2. Correction between 20-40%? Yes! 38.7%

3. Bottom of Base Rounds out? Yes! And Volume is light.

4. Right side of base shows support? Yes! Look at the huge green volume bars. Definite signs of Big Money Investors Accumulating the Stock.

5. Duration of Cup base between 8-60 weeks? Yes! Cup base is 28-weeks.

6. Handle forms in upper half of cup base? Yes! Handle starts to form 50 cents below previous high on left side of Cup.

7. Does Handle price pattern drift sideways or down? Yes! Handle drifts down 11.54% on very light volume.

8. Duration of Handle 1-5 weeks long? No! However Cup base is so long we can allow for a longer handle.

9. Buy Point set at the high of the Handle? Yes! High of Handle is $30.48. Buy point set to +10 cents rounded to the nearest 3rd cent = Buy Point = $30.63

Now we have calculated our Buy or Pivot Point, time to set our stop loss point and profit target. 

Buy Point = $30.63 

Stop Loss Point = $28.49 or 7% 

Profit Target of 20% = $36.75 

Things to look for when the Stock breaks out: 

1. Is the Market heading in a positive direction? Yes!

2. When the stock hits our buy point is the volume surging? Yes! CNH hit our buy point of $30.63 on Jan 22, 2007.  The volume on that day was double its average trading volume.

You’re in a F.I.T. Stock, Now what? 

1. Immediately know your stop loss exit strategy.  In this case it is $28.49.  If the stock does not perform as we expected and sells off to our $28.49 stop loss we are out. No questions asked.  STOP LOSS RULES IN OUR INVESTMENT PLAN MUST ALWAYS BE FOLLOWED.

2. Know your profit target price.  In this case we have a profit target of 20% or $36.75.  However, healthy investors let their profits run.  So if CNH is showing signs of strength with High volume buying days and low volume selling days we will hold on longer for maximum gains.
3. Spend 10 minutes a night studying the health of the overall market, and the price and volume movements of your stock through stock charts.  A picture is worth a thousand words.

Let us see how we did with CNH: 

Entered CNH on Jan. 22, 2007: Buy Point: $30.63 

Volume was double its average volume. 

CNH hit our 20% profit target 4 weeks later.  Volume was still very strong. 

The week of July 23, 2007 CNH shows its first sign of weakness with a huge volume sell off.  Time to capture the profits.  Get out when the stock crosses through its 10 week moving average indicated by the orange line. 

Exited on July 26, 2007 at $52.69. 

Let's see how we did: 

Entered: Jan. 22, 2007 at $30.63 

Exited: July 26, 2007 at $52.69 

Cost to enter per 100 shares: $3,063 less commissions. 

Cost when exiting per 100 shares: $5,269 less commissions. 

Profit: $2206 

Percentage Gain: 72%   NOT BAD! 

See if you can now look up these other F.I.T. Stock recommendations, find the Cup with Handle Pattern, calculate your buy point, profit target, and stop loss.  Use the check list above to help you. Use a 3 year chart with a weekly price bar. Check Out: STP, DE, KOP. 

Break outs from Dec. 16 - Jan.14, 2008 

 Stock        Buy          Current        P/L               % Change          Exit                

	
ITU
	
28.93
	 
	 -2.02
	 -7%
	 26.91 

	
CF
	 
100.13
	
  
	 +13.72
	 +13.74%
	 113.85

	CLR 
	 
25.33
	
	 -1.77
	 -7%
	 23.56

	 AGU
	
65.13
	 
	 +6.92
	 +10%
	72.05

	 YGE
	39.33
	
	 -.2.75
	 -7%
	 36.58

	 CNH
	67.03 
	66.07
	 -.4.69
	 -7%
	 62.34

	 AMZN
	96.13
	 
	 -6.82
	 -7%
	 89.31

	 CMED
	45.63
	46.75 
	 +6.11
	 +13.3%
	 51.74

	 NGS
	18.76 
	20.97 
	 -.86
	 -4%
	 20.1

	 
	 
	 
	 
	 
	 

	 TOTAL
	 
	 
	 +7.84
	 
	 


Look at the above chart.  Here is the importance of following strict investment plan rules.  Since this correction began F.I.T. Stocks recommendations have 3 winners out 9.  Yet, by following are investment plan rules during this difficult correction we have still created a profit of $784.00 per 100 shares invested.  This, during a 14% correction.  Not bad at all.  This is what healthy investing is all about? 


In your journey to develop healthy investment habits, please remember to monitor the markets direction on the day of your entry points, confirm with a solid volume surge to the upside, and follow your buy and sell rules strictly. 

Please remember to stick with your Investment business plan, be disciplined, monitor price and volume daily and make money. 
Happy and Healthy Investing, 
Steve Martin 

Founder 

www.fitstocks.com 
