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This is a simplified guide to investing in stocks with returns of 20% or more per year and 

minimal risk, and the options on those stocks which returned 92% per year during the 

documented “Double-Up Challenge” from April 2010 until April 2011, and the returns keep 

coming….. 
 

The strength of the American economy is built on the growth of financially strong companies. So 

the first principle for low-risk investment strategy is to invest in sound companies, because the 

stock of a solid company will go up. 
 

The following four sections will show how to identify financially strong companies, maximize 

returns and minimize risks, understand the psychology of trading, and formulate a trading 

business plan—so you can trade like a professional. 
 

Most Americans are overinvested in mutual funds that, at best, ride the wave of the market. Your 

fund manager is paid handsomely to beat the market, often by a small percent. Consider the 

following: In the last ten years, the S&P 500, the key market indicator fund managers are judged 

against, has dropped from 1400 to 900. That represents a 36% drop in value. Fund managers 

haven’t done much better. 
 

    
 

Refer to Figure 1, which compares the value of the S&P 500 to the stock prices of strong and 

weak companies. During the last ten years, financially strong companies like Monsanto (MON) 

and Devon Energy (DVN) have outperformed the S&P 500 by 300%. During the same time 

frame, weak companies like Sara Lee (SLE) have underperformed the market. 
 

After 20 years, a $20,000 portfolio returning 20% annually (compounded) would yield $766,752. 

That represents earnings of $153,350 per year, or $12,779 per month. Most of us could live well 

on this. You can still have fun speculating in commodities, futures, Forex, or other instruments, 

but don’t forget about your future. The turtle wins this race, and at some point, your investments 

will provide more than adequate cash flow. And, when you trade options on these stocks the 

returns really explode. 
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In the first section, we took a look at the advantages of investing in financially strong companies 

that will deliver a 20% per year return on their stock, with minimum risk. Now I’ll show you 

how to identify these companies. 
 

I have taught finance to people from around the world for more than 2 decades. A financially 

strong company is one that has exceptional cash from operations. Now you know the secret! 

At least 90% of all investors are clueless about this historically proven precept. 
 

The Wall Street Journal and other financial publications report a company’s earnings per share 

(EPS) or quarterly and yearly earnings. Have you ever read an article on a company’s 

outstanding cash from operations? I haven’t. 
 

Net income, earnings, or profit (they all mean the same thing) represent only a portion of the 

money a company earns. Cash from operations is calculated by adding to earnings the 

depreciation a company declares, usually as a way to pay lower taxes, and changes in working 

capital (the money required to produce a product or service). 
 

Cash from operations is the total earnings. And it is frequently used to grow the business. It fol- 

lows that companies with the most cash to grow will be the strongest in the short and long term. 

Historically, their stock prices will rise. (Refer to Figure 1 in Part 1.) 
 

To view a company’s five-year history of cash from operations, visit www.zacks.com. Go to the 

Zack’s research tab. Insert the company’s ticker symbol and go to the financials section then 

cash flow statement. For an example of Monsanto’s (MON) data, see Figure 2 below. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.zacks.com/
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The data read from right to left and show it positively trending every year since 2004. Now refer 

to Figure 3 below, showing MON’s stock price history during the same time frame. 
 

The stock went from $15 per 

share to $75 per share (a five- 

fold increase in five years) and 

was as high as $145 during a 

time period when the overall 

market was mixed with very 

few gains. So much for 

efficient market theory! 
 
 

 
 
 
 
 
 

Below is the 2016 Financially 

Strong Watchlist that currently 

have positively trending cash 

from operations in 15 different 

market sectors. (2017 FSS list 

through OI free membership) 
 

 

Investing in financially strong stocks is not a buy-and-hold investment strategy.  In the next 

section we will show how to utilize a well-recognized indicator to time entry and exit trades. 

 

This basic guide is for investing in stocks that return 20% or more per year with minimal risk. 

Section 1 took a look at the advantages of investing in financially strong companies, and section 

2 told how to identify them. In this section, we will discuss how to maximize returns and 

minimize risks. 
 

Monsanto (MON) had a great ride until mid-2008 when the market collapsed. While Monsanto 

is indisputably a strong company and its stock price should continue to increase, a savvy investor 

would not ride the stock from $145 to $70 per share. 

http://www.moneyshow.com/trading/Tips_for_Traders.asp?aid=DAYTRADERS-17873
http://www.moneyshow.com/trading/Tips_for_Traders.asp?aid=DAYTRADERS-17873
http://www.moneyshow.com/trading/Tips_for_Traders.asp?aid=DAYTRADERS-17880
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Investing in strong companies is always the strategy of choice. Smart investors also pay attention 

to indicators about the right time to get in-and get out. 
 

The Moving Average Convergence/Divergence (MACD) is a trend-following indicator that 

guides me to discern entry and exit trade signals. It shows the difference between a fast and slow 

exponential moving average. 
 

Please refer to Figure 4 below. An entry signal is given when the lower line crosses up through 

the signal line. An exit signal is given when the upper line crosses down through the signal line. 
 

 

 

The daily MACD is prone to whipsaw, however, when the weekly MACD is used it provides 

more useful information. The market does not just go straight up or straight down – it moves and 

retraces. The weekly MACD allow us to stay with the trend and not be whipsawed out. 
 

From 2004 until late 2007, Monsanto’s stock rose from $15 per share to $127 per share. (See 

Figure 5 below) 
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The MACD gave a clear signal in January of 2008 to sell. Using this signal as a guide, let’s sup- 

pose conservatively we sold when the stock was $105 per share. It would have yielded a seven- 

fold price increase in five years. This compares to the five-fold increase with buy and hold, seen 

in section 2. I like these results. 
 

I have also modified the weekly MACD to show a daily version of the MACD, and rather than 

waiting for the line crossover I get a jump by trading a change in direction of the MACD 

histogram. An example of the histogram may be seen on the below chart taken from Think or 

Swim. 
 
 

 

 
 

Stocks of financially strong companies will generally outperform the general market. Investors 

enhance this strategy by using in-the-money (ITM) options. 
 

The next section will discuss the psychology of trading and how to learn from the way successful 

traders think. You’ll learn how to create your  unique trading business plan, a roadmap to 

success. 
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This is a simplified guide to investing in stocks that return 20% or more per year with minimum 

risk. Sections 1 through 3 touched on the advantages of investing in financially strong 

companies, how to identify them, and how to maximize returns and minimize risks by utilizing 

the daily version of the weekly MACD. 
 

Most traders lose money in the markets, but you don’t have to be one of them! Mimic the 

thinking of the best traders and you will reap similar success. See Figure 6 below for some 

powerful quotes from very successful traders. Read each quote and ask yourself if you agree or 

disagree with the principle of the quote in your trading. Check Yes or No for each statement, and 

pay attention to the “No” answers. Read books on these areas to develop your trading skills. 
 

 

Click to Enlarge 
 

In Napoleon Hill’s book, Think and Grow Rich, he says, “You are what you think.” Positive 

affirmations are a powerful training tool, according to Hill. Write down your trading affirmations 

now. Use “I am…”and “I will be…” statements. Keep your affirmations close at hand and refer 

to them often. Read them out loud at least three times a day.  
 

For illustrative purposes, you can see one successful trader’s affirmation below: 
 

 

 Portfolio of 22 financially strong stocks 

 In-the-market using the MACD histogram 

 Supplement trades with option strategies 

 Expected return >20% per year 
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 I will never overtrade—stay with the system 

 I will realize it’s OK to lose if I have followed the rules 

 I will be patient—there will be another opportunity 

 When making a market analysis, I will review my trading rules 
 

 Business Projection: 100% profit per year 

 I will use the daily version of the weekly MACD and the Ready, Set and Go principle 

 Limited risk, low anxiety 

 I will never trade for excitement 

 I will never overtrade a position 

 I will never go against my business plan 

 I will not try to predict the market direction, but instead, I’ll react to it 
 

Section 5 of this guide will discuss how to put together a trading business plan so you can trade 

like a professional. 
 

 

This is a simplified guide to investing in stocks that return 20% or more per year with minimal 

risk and options using the daily version of the weekly MACD. The previous sections discussed 

the advantages of investing in financially strong companies, how to identify them, how to 

maximize returns and minimize risks, and the psychology of trading. 
 

In this section, we offer tips on formulating a trading business plan so you can trade like a 

professional. 
 

In Jack D. Schwager’s book, Market Wizards, he says, “Trying to win in the markets without a 

trading plan is like trying to build a house without blueprints—costly (and avoidable) mistakes 

are virtually inevitable. A trading plan simply requires combining a personal trading method with 

specific money management and trade entry and exit rules.” 
 

Start-up companies fail for two reasons: 1) They don’t have enough start-up capital; and 2) 

They are not run like a business. A business plan is needed to set down future goals to keep the 

business on track during the journey. If you are serious about becoming a successful trader, you 

need to approach it with the same rigor as if you were running a company. 
 

A crucial part of your business plan is defining your expectations. You’ll need to determine your 

trading risk/reward ratio and the percent of profitable trades you hope to achieve. Gather this 

information, from back testing and/or actual trade records. If your records show a positive return, 

this plan may be used to confirm the validity of your trading. 
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 above shows how to calculate expected returns calculations: 
 

In the process, it will give you give you the confidence you need to weather those inevitable losing 

streaks. 
 

Answer the following questions: 
 

 What is your goal in percentage return per year? 

 What is your trading account size? 

 What percentage of your trading capital are you comfortable risking per trade? 

 From back testing or current trading records, what is your trading risk-to-return ratio? 

 What is the maximum drawdown you are willing to accept before re-evaluating your 

system? 

 How many trades does your methodology generate per year? 

 What is the percent of profitable trades? 

 What are the expected returns per trade based on the equation in Figure 7? 

For illustrative purposes, a professional trader’s business plan is below: 
 

Business Plan 
 

Goal:  $250,000 per year 

Trading Account Size: $500,000 

Risk per trade: $12,500 

Executed trades per year: Approx. 50 

Expected returns per trade 

[(.46*1.7) – (.54*1)] * $12,500 

(.78 - .54) * $12,500 

.24 * $12,500 = $3,000 
 

Expected return per year 

$3,000 * 100 = $300,000 
 

This guide distilled the advantages of investing in financially strong stocks, how to identify them, 

how to maximize returns and minimize risks, the psychology of trading, and how to formulate a 

trading business plan, your own personal roadmap to trading success. 


