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Copyright Notice

All contents copyright © 2008 by Albert Yang. All rights reserved. No
part of this document or the related files may be reproduced or
transmitted in any form, by any means (electronic, photocopying,
recording, or otherwise) without the prior written permission of the
author.
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Legal

Limit of Liability and Disclaimer of Warranty: The author has
used his best efforts in preparing this book, and the information
provided herein is provided "as is." The author makes no
representation or warranties with respect to the accuracy or
completeness of the contents of this book and specifically disclaims
any implied warranties of merchantability or fitness for any particular
purpose and shall in no event be liable for any loss of profit or any
other commercial damage, including but not limited to special,
incidental, consequential, or other damages.

Trademarks: This book identifies product names and services known
to be trademarks, registered trademarks, or service marks of their
respective holders. They are used throughout this book in an editorial
fashion only. In addition, terms suspected of being trademarks,
registered trademarks, or service marks have been appropriately
capitalized, although the author cannot attest to the accuracy of this
information. Use of a term in this book should not be regarded as
affecting the validity of any trademark, registered trademark, or
service mark. The author is not associated with any product or vendor
mentioned in this book.
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High Risk Investment Warning

Trading in any financial market involves risk. This ebook, the
website www.priceactionforex.com and its contents are not intended

to be and shall be deemed not to constitute either a solicitation, or an
offer to transact in any financial market. The contents of this ebook
are for general information purposes only. The term "contents" as
used herein shall be deemed to include the contents of the ebook, the
contents of the website www.priceactionforex.com and any email
correspondence or newsletters related to the website).

Trading foreign exchange carries a high level of risk, and may not
be suitable for all investors. Before deciding to trade foreign exchange
you should carefully consider your investment objectives, level of
experience, and risk appetite. The possibility exists that you could
sustain a loss of some or all of your initial investment and therefore
you should not invest money that you cannot afford to lose. You
should be aware of all the risks associated with foreign exchange
trading, and seek advice from an independent financial advisor if you
have any doubts.

No one was compensated for their testimonial in connection with

this ebook. Further, testimonials are not indicative of future
performance or success. Unique experiences and past performances
do not guarantee future results! Testimonials disclosed in the ebook
are not intended to be representative of all clients; certain accounts
may have worse performance than those indicated in any testimonial
or other illustrative example. Trading stocks, options and spot
currencies involves substantial risk and there is always the potential
for loss. Your trading results may vary. Because the risk factor is high
in the foreign exchange market trading, only genuine "risk" funds
should be used in such trading. If you do not have the extra capital
that you can afford to lose, you should not trade in the foreign
exchange market. No "safe" trading system has ever been devised,
and no one can guarantee profits or freedom from loss.

The content on this website is subject to change at any time
without notice, and is provided for the sole purpose of assisting
traders to make independent investment decisions. Although every
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attempt has been made to assure accuracy, we are not providing any
express or implied warranty as to the accuracy of the content. We do
not accept any liability for error or omission. Examples are provided
for illustrative purposes only and should not be construed as
investment advice or strategy.

No representation is being made that any account or trader will or
is likely to achieve profits or loses similar to those disclosed in the
ebook. Past performance is not indicative of future results.

By purchasing the ebook, subscribing to our mailing list or using
the website you will be deemed to have accepted these terms in full.

Price Action Forex, www.priceactionforex.com, Albert Yang, the

website, ebook, and their employees, officers, directors, shareholders
and representatives are not intending to either provide investment
advice or invite customers to engage in investments through this
ebook.

We do our best to insure that the website is available 24 hours per
day but we shall not be responsible for any damage or loss of any third
party if for any reason the site is not available at any particular time,
or at all.

The information provided on this ebook is not intended for
distribution to, or use by any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or
regulation or which would subject us to any registration requirements
within such jurisdiction or country.

Hypothetical performance results have many inherent limitations,
some of which are mentioned below. No representation is being made
that any account will or is likely to achieve profits or losses similar to
those shown. In fact, there are frequently sharp differences between
hypothetical performance results and actual results subsequently
achieved by any particular trading program.

One of the limitations of hypothetical performance results is that
they are generally prepared with the benefit of hindsight. In addition,
hypothetical trading does not involve financial risk and no
hypothetical trading record can completely account for the impact of
financial risk in actual trading.

For example the ability to withstand losses or to adhere to a
particular trading program in spite of the trading losses are material
points, which can also adversely affect trading results. There are
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numerous other factors related to the market in general or to the
implementation of any specific trading program which cannot be fully
accounted for in the preparation of hypothetical performance results
and all of which can adversely affect actual trading results.

We reserve the right to change these terms and conditions
without notice. The content of www.priceactionforex.com and this

ebook are copyright and may not be copied or reproduced.

No parts of the ebook or any of its components may be resold.
They are for individual use only and may not be passed on in any
form.
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Affiliated sites, linked sites and

advertisements

This website expects its partners, advertisers and affiliates to
respect the privacy of our users. Be aware, however, that third parties,
including our partners, advertisers, affiliates and other content
providers accessible through our site, may have their own privacy and
data collection policies and practices. For example, during your visit to
our site you might click a link to, or view as part of a frame, page,
certain content that is actually created or hosted by a third party. Also,
through this website you may be introduced to, or be able to access,
information, Web sites, features offered by other parties. We do not
accept any liability for any actions or policies of any such third parties.
You should check the applicable privacy policies of those third parties
when providing information on a feature or page operated by a third
party.

While on our site, our advertisers, promotional partners or other
third parties may use cookies or other technology to attempt to
identify some of your preferences or retrieve information about you.
For example, some of our advertising is served by third parties and
may include cookies that enable the advertiser to determine whether
you have seen a particular advertisement before. Other features
available on our site may offer services operated by third parties and
may use cookies or other technology to gather information. We do not
control the use of this technology by third parties or the resulting
information, and we do not accept responsibility for any actions or
policies of such third parties.

You should also be aware that if you voluntarily disclose
personally identifiable Information on message boards or in chat
areas, that information can be viewed publicly and can be collected
and used by third parties without our knowledge and may result in
unsolicited messages from other individuals or third parties. Such
activities are beyond our control and we do not accept any liability for
any consequences resulting from any such activities.
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Sharing this Document

A lot of work that went into putting this document together. | can't tell
you how many countless hours were spent putting together the
information. That means that this information has value, and your
friends, neighbors, and co-workers may want to share it.

The information in this document is copyrighted. | would ask that you
do not share this information with others-you purchased this book,
and you have a right to use it as you see fit. Another person who has
not purchased this book does not have that right. It is the sales of this
valuable information that makes it possible for me to continue to write
and sell ebooks at a cheap price. If enough people disregard that
simple economic fact, future ebooks will be at ridiculous prices,
assuming there are future ebooks at all.

If your friends think this information is valuable enough to ask you for
it, they should think it is valuable enough to purchase on their own.
After all, the price is low enough that just about anyone should be able
to afford it. If you can’t afford this book, you shouldn’t be trading,
simple as that!

It should go without saying that you cannot post this document or the
information it contains on any electronic bulletin board, website, ftp
site, newsgroup, discussion board, forum, bbs or any sharing items
like bittorrent, emule, edonkey etc. The only place from which this
document should be available IS the website
http://www.priceactionforex.com.
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Welcome back!

Hi and thank you for purchasing this ebook, “Trendfans and
Trendline Breaks”. This is the follow-up to the first book "Trends and
Trendlines”. If you have not read the first book, STOP RIGHT NOW.
This book assumes you have and that you are clear about MY version
of how to draw a trendline correctly. This is paramount and if you do
not know, then go ahead and buy the book “Trend and Trendlines”
from http://www.priceactionforex.com and read it first. This book
will NOT cover what was covered in the first book, but is dependent
upon it. Throughout this book, I will use the two words “break” and
“breach” interchangeably.

If you thought my first book was terse and to the point, this one is
even more so! | have charts charts and more charts. When you are
done, you should know how to draw a trendfan and how to identify
trendline breaks.

With that, let’s begin!
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What is a Trendfan?

Since the title of this book is called “Trendfans and Trendline
Breaks” let us start with the obvious of questions. What is a

trendfan?
I am not sure, but I might be the originator of that word,

“Trendfan”, it is much easier to show you what it is than to explain it
in words.

I
|‘ ‘“‘“I
)
I| \
This is a trendfan. It is simply a bunch of progressive trends
linked together.

If you have read my first book, “Trends and Trendlines” you will be
familiar with my definition of how to draw a trendline, and thus you
will be able to build your own trendfans in a matter of seconds. This
trendfan above is a composite of 7 progressive trendlines drawn in
succession.
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How to Draw a Trendfan

A trendfan is quite easy to build.

We start with our definition of a trendline, and draw that onto the
chart. I've highlighted the endpoints in the graph for you.

1
"“\Hw‘ _

This as taught to you in my first book, is the correct trendline to be
drawn for this graph. Again, if you have not read my first book
“Trends and Trendlines” then STOP RIGHT NOW and buy it from
http://www.priceactionforex.com because if you don’t know how I
define a trend, all of this will be impossible for you to do.

To build a trendfan, you simply start drawing a trendline again,
but instead of using the highest high or lowest low in the picture, you
start with the end point of the first trendline.

This is a Trendfan to current price. One of the two types of usage
you will learn in this book.
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In the next few pages, | will show you how the trendfan is drawn,
progressively. Explaining in words is not nearly as clear as showing it
in pictures. We start with the highest high, and draw a trendline as |
taught in my previous book. At that point, we use the endpoint, to
start our next trendline, progressing towards the high of the current
price. We keep “daisy-chaining” the trendlines until we have reached
the high of the current bar. | have numbered the charts for you.

1
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7 \

We have arrived at our current price from the highest high. As
you can see, each end point of a trendline is used as the starting point
of the next trendline, and that line is progressed until you reach the
current bar.
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What makes the trendfan so powerful is that, as the graph above
shows, you can see the accelerated progression of the trend in this
case. If at any point in time, the trend falters, then the trend is
unstable. You can see in the picture above, that the fan is relatively
smooth, and evenly spread. This is a GOOD trend, and a trendfan
shows it.
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Trendline Breaks

From my previous book, if you have not noticed, by my definition
of how to draw a trendline, you will NEVER get a trendline break.
Here, | teach you how to draw a correct trendline break using a
trendfan.

We will be using the chart above.

What we will draw is a trendfan from extreme to extreme (highest
high to lowest low, or lowest low to highest high.)
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I have marked the highest high in the chart as “A”, lowest low in
the chart as "B” and the current price as “C".

— Highest High

I <
(Current
Price)

Lowest Low »

Now, let us consider the time. A is to the LEFT of B, meaning the
highest high was OLDER in time, and thus, we had a downtrend. So
we are looking at a downtrend, with a trendline break to the horizontal
or upside.
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Trendline Break Drawing

We begin with A as our endpoint. We begin to draw trendlines,
but instead of towards C, our current price, we draw it towards the
high of the bar “"B” (the lowest low on the chart). We probably will
not be able to get there with only 1 line, and thus we call upon the
trendfan.

We draw a trendfan from the highest high “A” to the lowest low “B”
in the manner taught by my first book “Trends and Trendlines”.
When we do, this is the picture we get.

Above is what our trendfan from the highest high to lowest low
looks like.
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Note the uneveness
of the fan. —L - an |

\
Note the unevenness of the trendfan towards the end. Also note,

that the price pulled back up and then rode downwards along a
previous trendline for a while.
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We go ahead and add an upwards trendline, from the lowest low
to the current point, and this is what we get.
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I will mark out the trendline breaks for you.

|||
‘ Break 5

A\
Break 3
)
! |-- ||

Break 2
Break 1

Note that there were no re-entries and it rode along one of the
trendlines at 3 points as marked in green.

Note also that we are approaching a decision point as the
trendline from Break 5 is headed towards our uptrend trendline.
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Let me go ahead and mark out breakpoints as support and
resistance levels (horizontal lines) for you.

This is what it looks like. Let’s dissect this diagram in detail.

I will mark relevant and “interesting” things to take note of.
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Note it doesn't break level 2 iy i
Jevel2 b\

1 W AN
Here, we see that on the downturn, level 2 is not broken. It almost

kisses it, and then goes back up. We now have an established level 2
as a strong support level.

At this point, if you are looking to “short” the market, | wouldn’t
until the price broke level 2. We have seen it try once, and failed.
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We've got a triple top
a evel 5, so it will be a
5|star1ce level.

AN

* (LT
i

RV

N

Here, we see that we have a twice formed top from our level 5
point, and thus giving us a triple top at this level (Line 5). This will be
a major resistance level. If you are short , a few pips above this
would be an ideal location for a SL.

n

Important things to note:

Because you are drawing lines towards the high of the lowest low
bar, to the right of the lowest low will almost always certainly break
that first level trendline. We know that, and so level 2 is our point of
reference for trendline break.

If this doesn’t make sense to you, draw a few of these on a few
charts, and it will make sense.
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Trendfans points as Support and Resistance

Levels

One of the things we find out is that the points used for Trendfans
are NATURAL support and resistance points.

So let’s revisit our last chart, but this time, instead of breakpoints
being marked, Trendfan points are marked.

4(«
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I'll go ahead and mark the points of contact in red arrows for you.

h\n lu“ | Hl/m”

4(«
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And just for clarity, I will mark the LINES with numbers.

|__I

N

| personally prefer these as levels to use for stops. Every time a
level is breached, coming back from a breached level gets harder and
harder. That said, it is also true that breaching a level gets harder
and harder.

So now we have seen, a horizontal line drawn through the
breakpoints of a trendfan used as support and resistance levels. We
have also seen horizontal lines drawn through the trendfan points
used as support and resistance levels.

| personally prefer to use these levels vs. something such as
Fibonacci levels. These make more sense, and have more technical
analysis to back it up than fib levels.
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Here is another trendfan example of trendfan to trendline break.

Page 30 of 43
http://www.priceactionforex.com
This ebook may not be copied, sold or redistributed without prior written permission.



http://www.priceactionforex.com
http://www.priceactionforex.com

Copyright © 2008 Albert Yang. http://www.priceactionforex.com All Rights Reserved

You will note that after the break of the two subsequent trendlines,
the trend is back on course with the original trendline.

Breach

‘Inl‘U
|
Breach o

Not breached
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We take a look at trendfan points as support lines.

If you are looking for “logical” places to put your stops, then these
are great choices.
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We take trendfan break points as our resistance lines to watch for:

|
S

! |
i
“ | W'

Note on this graph, | have marked “1” as the highest high point.

Note also that the line | have marked “S” as the major support line.
If this line were to be breached at any time, it would mean that our
uptrend probably is turning.
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Calculus Note:

For you hardcore nerds and math geeks, here is some tidbit of
calculus information. If the price moves horizontally, and crosses the
major support line, without dipping down, this is equivalent to a
calculus “inflection point”, in which there is not necessarily a change in
price, but there is a change in concavity (2nOI order derivative).

Point of Inflection
and Concavity{hange

[TTTT T
15 -1.0

TTTTT 1T
i 0.5 1.0 1.5

Pl lris

While calculus and 2" order derivatives are beyond the scope of
this book, it really helps if you understand higher orders of math. If
you've never learned calculus but are serious about trading for a living,
I highly recommend you sign up for a calculus class at your local
college or junior college or get someone to teach you. | taught
myself calculus from nothing but an old college calculus book. Yes,
it's doable.
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Avoiding the confusion

At this point, some of you might be confused, so let me clarify.
We have a trendfan, and it can be used one of two ways (I will call
them Type 1 and Type 2).

Type 1)

We can use a trendfan to draw either from highest high to lowest
low (depending on which occurred first in our graph) and create for
ourselves, a trendfan that is broken at some point. This is a trendfan
with a trendline break.

I If we have highest high to the left of lowest low on the graph,
then we fan from highest high to lowest low (down slope) with
a breach either horizontally or upwards.

I If we have a lowest low to the left of highest high on the graph,
then we fan from lowest low to highest high (up slope) with a
breach either horizontally or downwards.

I If our current price is the highest high on the chart, then we
will have no breaches.

I Similarly, if our current price is the lowest low on the chart,
then we will have no breaches.

Type 2)

We can also draw from highest high or lowest low to current price,
and use it as an indication of how “smooth” or choppy the current
trend is. This is best used when the current price is the highest high,
or lowest low on the chart. But you don’t have to. You can fan from
point highest high, and lowest low.
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Let me put the two types of trendfan usage on successive charts
SO you can compare:

Type 1: Trendfan with Trendline Break

Type 1: ‘h"
Trendfan with H“ M”" \'
Trendline Break ‘

Here we have a lowest low to the left of the highest high, and so
we have an uptrend with a break. We trendfan from the lowest low,
upwards towards the low of the highest high.
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Type 2: Trendfan to current price as trend smoothness
indicator

T 2:
T:‘/gr?dfan to current H“ M”" W‘
price as trend ‘ ‘”‘ “

4\ \

smoothness indicator
| ar '\
w | ‘m

This is a single side trendfan to current price. Here, we have a
trendfan from lowest low to current price.

Page 37 of 43
http://www.priceactionforex.com
This ebook may not be copied, sold or redistributed without prior written permission.



http://www.priceactionforex.com
http://www.priceactionforex.com

Copyright © 2008 Albert Yang. http://www. priceactionforex.com All Rights Reserved

If there are sharp turns in the angle of the trendfan, but the
progression is smooth, then that’s probably a good trend. If the
progression is haphazard at best, then the trend is not so steady.

Below is an example of a smooth trend as shown by the trendfan.

\
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Below is an example of a not so smooth trend as shown by a trendfan.

If the current price is either the highest high or lowest low on the
chart, then a type 1 trendfan and a type 2 trendfan will both look the
same as there will be no breaches.
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Double Trendfans

Here we see a chart we've previously marked with a trendfan, but
this time, | have a trendfan from lowest low to current price, AS WELL
AS a trendfan from highest high to current price.

Trendfans from
lowest low as

well as highest ‘|| M”"”\
high, both to h'\” ‘\h
current price. |.|.||!|..H|| | ‘
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Learning from all this

When you draw a trendfan, what you are looking for is similarities
in angles and slopes.

In our example above of the double trendfan, we see that there
were a pair of upslope lines and a pair of downslope lines in our
trendfan that were quite close. This would indicate these to be the
REAL support and resistance lines. If we use them then as our
trendlines, we then build a wedge/pennant/flag and thus generate for
ourselves a predictive decision point.

‘”“ |||| ‘m
‘|n redlc ive ‘“
I||||IIH|I eC|SI |n H H !

il ,
Sy

\

Similiar
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I've gone ahead and overlaid thick blue lines to form the
predictive wedge.

‘”“ |||| ‘m
Eredlc ive “
I|II ||IIH|I eC|SI |n ‘ H ||

“‘i||'||"|i||"l\ point “|H ‘ \
\

M
|‘ Similiar
|

||||HH||\"IH

As price approaches this predictive point, we assume there will be
a breakout either upwards or downwards, breaching one of the
trendlines.
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Conclusion

At this point, you should be intimately familiar with how to draw a
trendfan. You should also be familiar with how to draw a trendfan so
it leads to a trendline break.

At this point, you have learned how to use a trendfan to:

I See how “smooth” a trend

I Draw a trendfan so you can see trendline breaks

I Use trendfan points as major support and resistance levels

I Use trendfan break points as major support and resistance
levels

I Use double trendfans to create decision points

It is my hope that these will become useful tools in your trading
war-chest. If you are confused, just review the examples and
screenshots | have posted above. As with anything, the more you
practice drawing trendlines and trendfans and trendline breaks; the
easier it gets.

Trendfans points, and trendline break points create natural and
usable support and resistance points. When combined, trendfans
create multiple wedges/pennants/flags that become critical decision
points. The more you practice with these, the better you will get at
identifying critical levels of support and resistance.

Thank you for the purchase of this ebook, | hope you enjoyed
reading it as much as | have enjoyed writing it.

To enjoy other similar ebooks that teach you how to understand
what is going on with a price chart without the use of indicators,
please visit http://www.priceactionforex.com for all your price action
learning in the Forex world.
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