
Hi folks, good Monday to you. Today is July 8th, 2019. Just came off of the shortened trading week last 
week from the July 4th holiday in the US. I know we have a lot of readers around the world. I was 
actually up pretty late last night here in the US probably till 2:00 in the morning or so trading with a 
couple of buddies of mine in Australia. So this is a global endeavor of course, and whether or not you are 
a citizen of the United States, the 4th of July celebrates independence and that's really a celebration of 
freedom. 

I had a couple of days off to go do a little vacation with a couple of friends and they lamented as we 
usually do when we go away from our work with people about how difficult it is to break away from 
work and how they miss the income and so forth. I think that it's a difficult concept to sometimes 
explain to people that hey, I'm still working. I may be on vacation, but I'm still working. I've just chosen a 
different manner in which to earn my living, and that's by pushing buttons. You can do that almost 
anywhere, and we ... We check into the hotel, and of course the first thing I look for is, "Hey, what's the 
WiFi?" That's really all you need as a trader, to be able to make money. 

I know that earning income and making money through trading, of course, that's always the goal, but 
just the freedom that it brings us in terms of how we have the potential to earn our income is always 
awesome. So with regards to that, because of the July 4th holiday last week, we did have a abbreviated 
trading week, with half a day on Wednesday, Thursday the market was closed. So because of that, we 
didn't have a normal Wednesday trade but we did have a lot of activity. We actually had quite a bit of 
trading activity as well as some trades that expired. So I want to get into those today, I want to talk a 
little bit about the week that is coming for us here. 

I also want to touch base again on this concept or idea of how do we scale our account and our positions 
and position sizing and all of that? Because we do have some new readers coming in from all across the 
world and I think it just ... It's the number one thing. It's the number one thing that we need to focus on, 
long term as traders, to be consistently profitable. So I think it just behooves us to come back and revisit 
that topic one more time. But activity-wise, last week, we did have quite a bit of activity in spite of not 
having a Wednesday trade. We did have two trades last week that expired for us. 

We did have our BA trade and I love these kinds of trades. It's difficult sometimes to find an asymmetric 
risk trade. An asymmetric risk trade is where all of the parameters just line up in such a manner that 
there's almost no risk. When I say almost no risk, of course we all understand that there's always risk. 
Any time you put money on the line, there's risk. But an asymmetric risk trade is where the risk is so 
minute and the reward is so large. That's of course what we always look for. They're rare, they're few 
and far between to find those, but we had that alert pop up on my screen with BA, with Boeing Aircraft, 
with a couple of announcements and the technicals on it were just perfect to do that one week short 
term trade. Put up $952 in my case. I just did one contract, I put up $952, brought in a $48 credit after 
all of my fees. That was about a 5% return, in a one week period of time, about 252% annualized rate of 
return on that particular trade. 

We also had our Apple trade last week expire on us. That was a nice solid trade, we put up $945, in my 
case, I did two contracts. Again, as we talk about scaling here, you might've done a different number. 
But I brought in $55. That was a high probability trade that just finished inside of the cash flow zone on 
that. But it's still annualized out at a 70% annualized rate of return. So two trades that expired nicely, 
profitable for us. Then we added a couple new trades down here to our portfolio. We came in here and 
this was, I believe, on Monday, that would've been the first, I believe. We added the put leg in to our 



GLD trade. We did now come in and add the put leg into the trade. That really boosts our profit 
potential on our GLD trade. We'll look at that here in just a second. 

Then we continued with our Amazon trade. I actually need to move that trade over to our adjusted 
trades, that is over here, where we are continuing to add to our Amazon adjustment. We do have two 
adjusted trades that we are continuing to work on. One is, of course, the Amazon trade, the other is the 
Bank of America trade. We're close on the Amazon trade. Maybe one or ... Well, probably two or three. 
Probably two or three more of these, and we should be in a nice profitable position on Amazon. If we 
look at our trades, just a couple of things to note on those. Amazon is really a great candidate for iron 
condors. It really just sort of meets all the criteria all across the board, in terms of what a good iron 
condor trade looks like. 

Bank of America, we're holding off here on Bank of America, until we ... before we do an additional 
adjustment on that. Couple of things have happened or transpired here with Bank of America, that we 
kind of need to let shake out, if you will. The first thing, of course, is that coming up here very quickly, 
July 17th, Bank of America is reporting earnings. We don't really have the time that we need right now 
to go do another adjustment prior to that earnings announcement. The other factor that just came out 
is I believe I mentioned last week is that the government did just do another stress test on all of the 
large money center banks. Credit Suisse was really the only one that didn't pass. Bank of America passed 
with flying colors. That means that they're quote-unquote "really solvent". That's basically what that test 
says. Because of that, the government gives the banks a little bit more leeway in how they manage their 
capital. 

Immediately when they pass that stress test, they raised their dividend, and they bought back several 
billion dollars, or authorized a buyback of several billion dollars of the corporate stock. That pushed 
Bank of America up into a new trading range. We were kind of just consolidating down here around this, 
oh, I don't know, 28.10, 28.20 level, down in this area, and that of course, is what's pushed us up here 
into a new trading range. We want to let our earnings announcement come out, we want to see where 
we're at with regards to that, and then we can come back in to the Bank of America. We will continue to 
adjust the Bank of America trade, we just need to wait for that earnings announcement to come out. 

We had, again, as we said, a couple new trades that we put on place last week. The GLD put leg coming 
in and our new Amazon trade. We're down to four trades here. We will of course, add a nice new one 
here on Wednesday. But that's nice because it's given us a lot of buying power. I have a lot of buying 
power now coming back into this, that we can do some cool things with this week. If we do have maybe 
another alert opportunity like that BA, like that Boeing Aircraft, those are always nice when we get 
them. Those little short term trades like that. 

As far as this week's activity, we do have four days left in the Amazon trade. This will be expiring for us 
this Friday. As we sit right now, it does look pretty good. It is interesting to me that we're actually a little 
bit to the positive side right here, as the market has just sort of a mild sell off here this morning. We are 
still pretty much well within our range here. We're still showing a 91% probability on this trade. We'll 
keep an eye on that obviously, as we get closer to our Friday expiration. Still some time to go in the gold 
trade, 18 days left in that trade. We are getting close. We are getting close on the gold trade to our max 
potential profit here. We brought in a total here now. Again, this is my case, your numbers are going to 
be different of course. But in my case, I brought in $193 on this. We're already showing $152 of profit on 
that. We might get an early exit here, on gold. We don't want to sit in that for another two weeks for a 



few dollars here or there. So we'll watch that, if we can get close to our max profit there. Might have an 
early exit there. 

TLT is still working well. It's done pretty much exactly what we have hoped it to do. That was a longer 
term trade, and so we do still have almost two weeks still left in that trade, but it's still doing well. The 
VIX trade, it's interesting that the trade has not done as well as I had hoped for, but that's the nature of 
insurance. When your house is great and it's going up in value and everything's hunky dory, you don't 
cash in on your insurance. You only cash in on your insurance when your house is burning down. So as 
you remember here with the VIX, if we look at that, in the curve, one of the things that I loved about this 
trade was that it could, it could potentially be free insurance. 

Now of course, we know that this is insurance, and so as the market goes down, this goes up. We do 
have a little bit of a kicker in here. We had a couple questions on this trade, if you remember again, a 
little bit more complicated trade than we're used to. We bought this one call option here that expires 
July 26th, it was the 30 strike price. That's our insurance right there. This goes up in value as the market 
goes down. You can see that a little bit today, it's to the ... not really too much, but it is to the positive 
side as the market goes down. But that's our insurance, and then we sold the put vertical on the 
downside here to basically finance or pay for that insurance. Rather than the $116 here that I had to pay 
to buy that insurance, that was offset by selling this. 

So essentially, we have the opportunity, we don't have the guarantee. Never had the guarantee, but we 
have the opportunity here to have free insurance as long as the VIX stays above 22 here. So we are still 
working to the profit potential side. This trade, this VIX trade even if the market doesn't go down, we do 
have a decent profit potential in it. We have some time here to work in the trade. Some of you had 
asked originally why didn't we buy ... why is it a ratio trade? In other words, why did we only buy one 
option contract for insurance? That was the reason. 

I want the best of both worlds. I do want some insurance protection, this is a trade right here that we'll 
probably continue to see in our account on and off, going forward, just here as long as we're at all time 
highs in the marketplace. It's just something that's prudent to do. But I don't want to overinsure myself 
to the point that I'm out of pocket on my expenses. I'd still like to be able to make money on this trade, 
even if I don't need the insurance. So those are our current positions. We do only have the Amazon 
trade expiring this Friday, and we may, depending on how it goes here, we may get an early exit this 
week on the GLD trade. So we'll keep our eyes on those. 

I do want to mention quickly here, this concept of again, scaling your account to appropriate position 
sizes and the concept of position sizing. So I do want to talk about this idea of scaling or what is typically 
called position sizing. This is something that we've talked about so often, but it's so critical to our 
success. There's all kinds of rules and math that goes along with position sizing. There's different ways to 
calculate it, but as I have said, I think it was Albert Einstein, I'm not sure that's where the quote came 
from, but I believe it was Albert Einstein that said that as human beings, we take things that have great 
importance and we tend to purposely overcomplicate them. Because of course, anything that is 
important must therefore be complicated. Of course money is very important to us, and so we tend to 
overcomplicate it sometimes. 

Position sizing does not have to be complicated. The real bottom line on position sizing is just simply 
that you should have as much diversification and as small a position as necessary so that if one of your 
trades goes belly up on you, you lose everything that you put into that one trade, you kind of just shrug 



your shoulders and just say, "Well, that was unfortunate, but it really doesn't affect my overall 
performance because it's such a small percentage of my overall account." Generally, the figure that a lot 
of people use is one to three percent. One to three percent of your portfolio in any one position. 

The example that I always give is, hey, let's say that we have a $400,000 total portfolio. That's our total 
portfolio. The first thing right off the bat that we like to see is that we take 25% of that and put it in cash. 
Which of course, would be what, $100,000 right there. Okay? Now, this is hard to do. This is hard to do. 
It's hard to do for me. When we are doing trades like iron condors, for example, that have the ability, if 
you've been in the program for awhile, you've seen that our trades have the ability to generate 
anywhere from a five to 15% rate of return in as little as 30 days. So when you have the ability to make 
let's say 10%, you have a decent shot at making a 10% return in a one month period of time, and you set 
aside $100,000 in cash, in my mind, immediately, I say, "Well man, I'm losing out on $10,000 of potential 
profit with this cash." Or what I like to refer to as "dry powder". Right? You hear me say that phrase a 
lot. 

The reason why this is so critical here is for two reasons. Number one: opportunities. We have 
opportunities that will come up, and if you don't have the dry powder, if you don't have the cash to take 
advantage of them, those opportunities go by the wayside. BA, Boeing Aircraft was one last week. 5% 
return in a one week period of time. 5 trading days, we made 5% rate of return. Those opportunities, we 
never know when they're going to present themselves. We need to be able to have the dry powder to 
take advantage of those. Of course, number two is adjustments. It's interesting, we need to be able to 
adjust our trades, right? It's interesting, I think we've had six adjustments ... six underlines that we have 
adjusted since the inception of this program back in November, starting November of last year. 

We are still working on two of the six, one of the six resulted in a loss, and the other trades that we have 
adjusted, the profit on those broken trades, the profit on those trades that did not work out, and we 
had to go in and fix them, the profit on those trades was larger than the initial expected return. That still 
is mind boggling to me, that a trade that doesn't work out, trade that does what we don't want it to do, 
can actually go in and fix that and not only get it back into the profit zone, but actually bring in more 
profit than we had initially anticipated. But we have to have the dry powder to be able to take 
advantage of these opportunities and adjust trades. 

That of course, leaves us with about $300,000 in this ideal portfolio, let's call it an ideal portfolio. So 
what would we do with those investible funds? Those 300,000 of investible funds. Well, we've talked 
about this before. There's a large difference between diversification and non-correlation. Big, big 
difference. Diversification just simply means spreading your money around, non-correlation means that 
we're trading things that have completely different correlations. When one goes up, one goes down, 
and they don't move in tandem. I'm giving you folks my model portfolio, how I approach my professional 
trading. I non-correlate through four different venues. 

I do trade a lot of Forex, and that's currencies, right? If we're going to divide our portfolio into maybe a 
pie of four pieces, we have $300,000, that'd probably be what, like 75,000 or so into each one of these is 
what we would put. And I use Forex as one example, I use options of course. We're using options here 
with the iron condor. We use commodities. Commodities, and then futures. Those are my main one that 
I non-correlate with. So if you're breaking those out, then we're going to break them out even further. 
So maybe in futures, for example, I trade the ES, that's the S&P 500 futures. I trade the T bills. Maybe I 
trade a currency, you can trade currencies. Futures on currencies in here. I use those. On commodities, I 
trade gold quite a bit. Oil is another one. Nat gas, natural gas is a big one that I trade right there. Corn, 



soybeans, things like that can be traded as well. In options, I'm diversifying out, I'm using some iron 
condors, I'm doing some ratio trades, some ratio spreads. We might be doing some credit strangles. So 
could have all kinds of different strategies here in Forex. I'm usually trading three different currencies at 
one given time. 

You can kind of see this scenario here that we've started with a $400,000 portfolio. Only $300,000 of it is 
actually invested, the rest is being held as dry powder. Then we further break it down into $75,000 
increments, into very non-correlated assets. Then we break that $75,000 down into maybe $25,000 
chunks that we're trading individually maybe one different strategy. We've gone from the type of asset 
that we trade to the strategy inside of that asset. Now, let's say in this iron condor, I've got $25,000 that 
I'm trading. We're going to spread that out over four or five or maybe even six different iron condors so 
that the reality is with all of our iron condor trades going on at one given time, you may only have three 
to five thousand dollars in any one iron condor. So on a $400,000 portfolio, you've only got three to five 
thousand in any one trade. 

Again, this is just very very rough math here, but if we do have a $400,000 portfolio that can generate 
between five and 15% return potential, again, the keyword being potential, if it can return five to 15% 
potential per month, let's ballpark that. Let's put it at 8%. That would be a $32,000 a month potential 
return, right? Well, what if two of these darn things, what if we get two of these trades that absolutely 
go belly up on us? If we're ball parking this at say a $4,000 amount per trade, that's a loss of $8,000. So 
we lose everything that we put into two trades. We still end up with about a $24,000 profit for the 
month, on our $400,000 account. It's $24,000 of profit, a good return on a $400,000 account in a 
month's time? Well, of course it is. 

So again, that's very simplified math, but the idea here of course, is that you want your trades to be able 
to go belly up on you and it doesn't affect your account. Now, you'll notice that I've said several times 
here this is the ideal scenario. This is perfect position sizing. It should make sense to all of us. Here's the 
problem with this example. And the problem is right here. The problem is that $400,000 figure. Not 
everybody has a portfolio of $400,000 that they can adequately diversify out into these strategies with. 
What if you're not starting with a $400,000 portfolio? What if you're starting out with maybe a $40,000 
portfolio? What if you're starting off with a $4,000 portfolio? Well, now things get a little tricky, don't 
they? If we have $4,000 to get started, you know, one of the nice things about iron condors is we can 
trade an iron condor with $1,000. The problem that this raises for us is in how do you position size? 

So guys, here's the key that I'm going to tell you with this. I use a $10,000 model portfolio example 
portfolio here for you guys as we build our trades so that I am faced with some of the same problems 
here that a lot of you are. But if we're starting with a small amount, $1,000, $4,000, anything really less 
than $10,000 as our total portfolio, we're not going to be able to have the luxury of saying, "Hey, if one 
of our trades goes completely belly up on us, that's okay, because I've got three, six, nine, twelve, I got 
four different strategies going on at the same time with each one of them having three or four other 
strategies inside of them, and each one of them has three or four different positions. We don't have that 
luxury. 

The rule of thumb that we use, the rule of thumb that you should follow is you need to exit. Here's risk 
management 101, risk management. I'll put the 101 there. Risk management 101. We need to exit our 
trade. Exit our trade when the loss equals double our credit. Okay? You need to exit our trade when our 
loss equals double our credit. So let's just say for very simple math, we put up $1,000, that's our trade 
amount. It brings in a $100 credit. Where would we exit that trade out? We would exit that trade when 



the $100 switches to a $200 loss. Okay? Now, this is going to create a scenario, if you follow this, where 
you're going to have a lot of early exits. You're going to have a lot of early exits. 

We just had a third party accounting firm come in and audit our results in this system from day one, and 
we were pretty darn pleased with our results. 92% win ratio. 92% win ratio, from inception of this 
program. That means 9 out of every 10 trades that we made were profitable trades. 9.2 out of every 10 
trades we made were profitable trades. The challenge comes here, guys, is that if you use this type of a 
program, this is going to drop. It's going to drop down to probably something like 55 to 60%. That might 
be necessary in order to not blow out a small account. Again, risk management is key here, guys, I'm 
going to continue to talk about this over the next couple of weeks, give you some additional examples of 
this. 

I don't want to take all of your time today on this, I just wanted to introduce this concept to you. But we 
will talk about this a little bit more in detail as we go forward. I just wanted to share that thought with 
you guys. Have a good trading week here as we go forward. We will again, as I said, have a trade coming 
out for you on Wednesday. I'm pretty excited about that one. The market is selling off a little bit here 
today on Monday. We do have fed chairman Powell, who is giving a couple of talks here on Wednesday 
and Thursday. That could be a mover in the marketplace. We could see a little movement here in our 
TLT and the GLD just because really everything right now is centering around whether or not the fed is 
going to lower interest rates here in a few weeks, and if they will, by how much. We're looking for clues 
on that this week, as fed chairman Powell talks. Other than that, guys, have a good trading week, we'll 
see you in a couple of days. 

 


