
 

 

Fund Investing in the 21st Century 
The highly volatile markets 
of the past few years have 
spurred many investors to 
look beyond mutual funds 
for increased returns and 
new ways to manage risk.  
Hedge funds have the po-
tential to deliver positive 
absolute returns in both 
rising and falling markets 
and strive to achieve low 
volatility.  Many also show 
low correlations with the 
stock and bond markets, 
potentially enhancing diver-
sification and stability of an 
investor’s overall portfolio. 

The information provided 
here is intended to be gen-

eral in nature and should 
not be construed as in-
vestment advice.  This 
information is subject to 
change at any time 
based on market and 
other conditions and 
should not be construed 
as a recommendation to 
buy or sell any specific 
security.  All information 
provided is general in 
nature.  Hedge fund in-
vestments may not be 
suitable for all investors.  
An investment in hedge 
funds involves substan-
tial risks and special con-
siderations. Hedge funds 
should be considered a 

speculative investment and 
investors should only in-
vest in the fund if they can 
sustain a complete loss of 
their investment.  Century 
Pacific Investments, LLC is 
the investment advisor reg-
istered in the state of Cali-
fornia. 

This material must be pre-
ceded or accompanied by 
a Century Pacific prospec-
tus.  The prospectus con-
tains more complete infor-
mation, including manage-
ment fees and expenses.  
Please read the prospectus 
carefully before you invest 
or send money.   
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Century Pacific Investments has licensed rights to 2 unique technolo-
gies that we believe to be exciting proprietary trading advantages that 
we can offer to our clients.  The first, Global Automated Trading Sys-
tems (“GATS”), provides our clients with state-of-the-art algorithmic 
trading tools that Wall Street institutions and high networth individuals 
can utilize to automate trading 24 hours a day in more than 10 markets 
around the world.  The second is Buyins.net’s exclusive database of 
every short trade in every stock in the US markets and gives Century 
Pacific’s clients access to key trade timing technology that precisely 
pinpoints stock prices and volume amounts where short sellers go out-
of-the-money and may begin covering their short positions.  The data-
base also tracks forced covers due to Regulation SHO. 
 
According to a new survey conducted by Financial Insights, an IDC 
company, and sponsored by Banc of America Securities, algorithmic 
trading has quickly achieved significant market penetration in virtually 
every corner of the securities industry, however the full potential of 
these sophisticated trading tools has yet to be tapped.  The survey 
found that the majority of respondents (93%) use algorithms, but for 
less than 10% of trades on average. Interestingly, among respondents 
who have used algorithms, 73 percent said they were either satisfied or 
very satisfied with the results of their algorithmic trades, pointing to the 
potential for future growth in users.  
 
Though the buy-side still remains in the early stages of adoption, algo-
rithmic trading has become integral to the sell-side. With virtually every 
major trading desk on Wall Street embracing this technology, there is a 
strong probability that, even if they don’t use algorithms directly, small 
and mid-sized buy-side firms are having orders executed algorithmi-
cally. Based on discussions with the sell-side, currently 30-35% of trad-
ing volume at bulge bracket firms is executed via algorithms. As the 
sell-side continues to aggressively push algorithmic trading to contain 
its costs, buy-side adoption will accelerate and while survey results 
indicate that five percent of all orders are now executed algorithmically, 
which is a relatively small number, that is expected to grow to as much 
as 20 percent by 2007.  

Electronic trading is an integral part of 
trading tools at a majority of firms. 

92% of Hedge Funds and 66% of 
RIAs use Algorithmic Trading 

Up to 20% of the 1.5 billion trades per 
year will be traded Algorithmically. 



 

 

What would you do if you had 
information about a stock that 
almost no one else has and you 
could legally trade on that infor-
mation?  We know the answer to 
that question, you would aggres-
sively trade those stocks. 
 
Century Pacific Investments has 
licensed a database containing 
over 100 million trades showing 
the price and volume of every 
short sale in every security in the 
United States.  Every month the 
database grows by approximately 
25 million trades and exposes the 
exact price and number of shares 
that short sellers have shorted 
each stock.  The database also 
shows whether or not the stock is 
on the SEC mandated Threshold 
Lists and how many days before 
brokers may be forcing their na-
ked short clients to cover their 
short positions.   
 
Why is this data so valuable?  

We know the exact price points 
where shorts start losing money 
on each of their short positions.  
Short sellers are at times more 
likely to cover their short positions 
when the trade is going against 
them.  Secondly, if the stock is 
naked short and has been on a 
Threshold List for 13 straight 
trading days, brokers are man-
dated by the SEC to force their 
naked short clients to cover their 
positions.  This can cause upside 
volatility in a stock and Century 
Pacific is there to take advantage 
of the trade. 
 
Each day Century Pacific runs 
proprietary trading screens that 
show stocks with the largest total 
short interest, highest % of float 
short, current price closest to or 
above the price point where a  
considerable number of shares 
have been shorted, and how 
many days the stock has been on  
a naked short Threshold List. 

The resulting trades are fed into 
the Global Automated Trading 
System and the trade is timed 
using a combination of over 800 
technical indicators.  The trades 
are processed automatically and 
proprietary buy/sell indicators 
determine the entry and exit of 
each trade.   
 
Clients can opt to have their ac-
counts segregated or combined 
into a fund to reduce transac-
tional costs.   
 
Trading with an edge is what 
successful investing is all about.  
The celebrated market pundit, 
James Cramer, has identified the 
short interest strategy as one of 
his key methodologies for locat-
ing super profitable trades.  Cen-
tury Pacific has taken it one step 
further by accessing data that 
shows exactly when and where 
shorts are most likely to get 
caught in a losing trade and cover 

The firm screens for Special 
Situations using powerful 
computer aided fundamental 
and technical systems.  Equi-
ties become highly over or 
undervalued in times of in-
tense fear and greed.  Cen-
tury Pacific employs a radar 
screen technology to look for 
those spikes and climaxes in 
both directions and takes ad-
vantage of swings in senti-
ment at key reversal points. 

Century Pacific employs stra-
rategies from each of the 
three main hedge fund classes 
above.  The firm uses Equity 
Market Neutral strategies 
to profit from intraday ineffi-
ciencies in equity trading 
around the world.  Momen-
tum stocks may run $2—$10 
points in one direction before 
becoming overbought or 
oversold and the firm places 
intraday trades to participate 
in those momentum plays. 

Finally, Century Pacific uses 
Long/Short Equity strate-
gies with a proprietary ap-
proach to determining bias 
and allocation.  By going long 
the strongest stocks in best 
performing sectors and short-
ing the weakest stocks in the 
worst performing sectors, the 
firm takes advantage of mar-
ket sentiment to push prices 
further and faster in the direc-
tion of its trades. 
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Sun Tzu Said…. 

War is of vital 
importance, a 
matter of sur-
vival.   

(understand 
global markets 
and how they ef-
fect each other 
in order to con-
sistently profit) 

Sun Tzu Said…. 

Defense is for 
times of insuffi-
cient strength 
and offense is for 
times of great 
strength. 

(Live to fight an-
other day, never 
put good money 
after bad, add to 
winners not los-
ers) 

CENTURY PACIFIC INVESTMENTS, LLC 



 

 

Century Pacific Investments was formed to 
implement a global fully-automated trading 
system so accurate it could be turned 
loose to trade markets 24 hours a day 
seven days a week.  The goal is to 
achieve 80% trading accuracy with mini-
mum Reward:Risk ratios of 3 to 1.   

The ultimate goal of Century Pacific In-
vestments is to create a trading program 
so accurate that it can trade the markets 
with no human intervention. Our approach 
to achieving this goal is to combine funda-
mental stock selection with artificial intelli-
gence timing methods applied to technical 
indicators to improve the accuracy and 
profitability of our trading systems. 

Because we reduce risk by avoiding more 
than 5% concentration in any one position, 
our traders rely on a combination of com-
puter trading programs to identify, priori-

tize and execute trades in multiple markets 
around the clock.  The most efficient way to 
locate, evaluate and act upon multiple trad-
ing ideas in several different markets is to 
automate a trading program capable of mind 
blowing mathematical computation in real-
time.   

With the help of key partners, Century Pacific 
has developed a highly proprietary trading 
machine capable of trading 10 domestic 
equity, foreign equity and futures markets 
simultaneously.   Strict money management 
guidelines, tight trailing stops and the mantra 
that “Singles are better than homeruns” all 
combine to humble our even most enthusias-
tic ambitions.    

The following pages explain the theory and 
the reality of what we have accomplished. 

This ability to ask “What hap-
pened in the past when condi-
tions are identical to today,” is a 
powerful addition to the trading 
platform at Century Pacific. 

In clear terms, we explain what to 
look for in the markets. To the 
right  is one of our favorite exam-
ples of event analysis. We found 
that stock market spikes on the 
day of a bond auction lead to a 
sharp rise in bond yields. In fact, 
the bond yield opened 5 basis 
points higher the day after the 
auction and never looked back.  

Bottom Line: Shorting bond when 
this query was made would have 
yielded over 30 basis points - at 
$1,500 per basis point on each 
long bond. 

THE CENTURY PACIFIC ADVANTAGE 

NATURAL LANGUAGE QUERIES 

MARKET INFORMATION MACHINE-TECHNOLOGY BEHIND THE TRADES 
factors;  homework that the MIM 
performs to improve trading confi-
dence and enhance profitability. 

We use Event Dynamic Factor 
Analysis (E/DFA) to give us a 
proprietary advantage combining 
fundamental and technical events 
for equities.  

It begins with an event: a sea-
sonal date, a key technical signal, 
or news for a specific security, 
such as an earnings surprise. 
Then factors surrounding the 
event are studied. A factor can be 
any characteristic describing a 
security or the environment in 

which it trades.  

The Market Information Machine 
software allows quick and easy 
execution of sophisticated que-
ries regarding historical commod-
ity, equity, bond and economic 
data. MIM enables rapid testing 
of trading rules with simultane-
ously added date and time condi-
tions, as well as fundamental 
factors.  

The MIM's ability to dynamically 
view these different events ac-
cording to the factors surrounding 
them is the essence of E/DFA.  

More than ten years ago Logical 
Information Machines (LIM) de-
veloped and licensed the most 
advanced investment data-mining 
technology in the world. It is 
called the Market Information 
Machine (MIM).  

A user can pose sophisticated 
questions regarding historical 
commodity, equity, bond and 
economic data in near-English 
without the necessity of any com-
puter programming experi-
ence.  MIM allows us to quickly 
test trading rules and simultane-
ously add date and time condi-
tions, as well as fundamental 
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Viewing  these different events 
according to the factors surround-
ing them is the essence of E/
DFA. After we distill all the rele-
vant information, the result is 
trading ideas that have a high 
historical probability of success.   

For Example, on the next page 
see how the Investor’s Intelli-
gence survey combined with 
recent price action in the market 
defines the probability of the 
stock market rising  in price and 
the bond market dropping over 
the next 12 and 30 days respec-
tively.  



 

 

Q: What's happened in the past to stocks 
and the long-term Treasury bond futures 
when we have seen the percentage of stock 
advisors who are bullish climb to a 3-year 
high in the same week when the Dow posts a 
decline on the week?  

A: There have been 13 prior occurrences of 
this event, the most recent, prior to Friday's 
in June of 1999. Over the next 12 trading 
days the Dow has rallied by an average of 
2.3% in 11 of the 13 cases. The two declines 
averaged -0.8%. By 21 trading days later 
(t+21) the average of the gains, which oc-
curred in 9 of the 13 cases, was 4.9% versus 
the average of the four declines: -1.3%.  

Bond futures (US), however have not fared 
so well following this event. Over the next 30 
trading days the front contract in bonds has 
dropped by an average of 4.2% in 7 of the 9 
prior occurrences. The two rallies averaged 
1.7%.  (see below) 

To the right you will see how 
events in the markets give us our 
ideas. Sound simple? It is. That's 
why it works.   

It all starts with an event, a ques-
tion confronting the markets. What 
happened in the past when the 
market configuration was similar to 
what we see today?  

In this case we came up with a 
simple price action analysis that 
returned ever major equity market 
"crash" in the modern era - the day 
before the 5% slide in stocks Au-
gust of 1998.  

Bottom Line: MIM would have 
closed our longs the day before a 
500 point slide.   

NATURAL LANGUAGE QUERY OF MULTIPLE MARKET EVENTS 
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Using the patented “Market Informa-
tion Machine”, Century Pacific fo-
cuses on finding unique and interest-
ing analysis that shows future price 
movements and probabilities based 
on past events. 

The firm uses LIM technology to 
translate current market action into 
ideas about future price movements 
utilizing historical precedents and 
pattern recognition. 

We use this technology to model and 
evaluate trading opportunities.  His-
torical data from sources around the 
world is collected and overlaid onto a 
security’s price action.  Algorithms 
are used to determine which events 
caused prices to move and how 
much.  The technology then looks for 
history to repeat itself by watching 
fundamental events and predicting 
price action based on past results. 

HISTORY DOES REPEAT 
ITSELF AND MIM PROVES IT 

PREDICTING PRICE MOVES AROUND EARNINGS REPORTS IS OUR SPECIALTY 

Earnings Edge, a new fundamen-
tal screen, allows our traders to 
see, for any given day, which 
stocks are scheduled to release 
earnings. Further, it looks at prior 
earnings announcement dates to 
determine whether or not there is 
a trade-able "edge" or a predict-
able seasonality related to the 
release of earnings. 

 

Earnings (profits) drive stock 
prices, and when this information 
is released it can often be a 
trend-changing or a trend con-
firming event. Accountants at 
these companies have gotten 
very good at managing their quar-
terly earnings numbers, and as a 
result, the reaction in the price of 
the stock can become very pre-
dictable. The Earnings Edge 
helps the trader identify those 
companies that seem to have a 
consistent pattern of movement 
before or after the earnings re-
lease date, based on history. 

 

Stocks can exhibit a particular 
pattern of movement around 
earnings dates, and those that do 
may provide some powerful trad-
ing opportunities. Before Earn-
ings Edge, finding those stocks 
was like finding a needle in a 
haystack.  To the right  is an 
example of how Earnings Edge 
works. 
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The list above shows those companies who are scheduled to release earnings in the upcoming days and 
weeks which seem to exhibit a historical pattern of movement leading up to the release of earnings. The 
edge, whether bullish or bearish, is strongest starting with today's closing price relative to the earnings date 
in the future. 



 

 

THE FOUR CHARTS ABOVE SHOW HOW GSBC HAS PERFORMED AFTER EACH OF ITS LAST EARNINGS REPORTS.  
AS YOU CAN CAN SEE, EARNINGS EDGE HAS GIVEN US INSIGHT AS TO THE BIAS GSBC HAS TO THE LONG SIDE 
BOTH BEFORE AND AFTER AN EARNINGS RELEASE. 

ACCORDING TO THE LAST 7 EARNINGS RELEASE DATES, EARNINGS EDGE INDICATES THAT GREAT SOUTHERN BANCORP INC (GSBC) HAS 
SHOWN A STRONG BULLISH EDGE THAT PEAKS 12 TRADING DAYS BEFORE THE ANNOUNCEMENT (DECEMBER 28 IN THE CURRENT INSTANCE) 
AND A SOMEWHAT BULLISH EDGE THAT PEAKS 26 TRADING DAYS AFTER EARNINGS ARE RELEASED (FEBRUARY 22).  
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Event Trading is a system that in-
volves news events, such as earn-
ings reports and economic indicators, 
to predict market direction. 

The market can be highly predictable.  
When a news event makes market 
direction predictable for one day, 
event traders do not buy slow-moving 
stocks.  Instead, they buy index op-
tions, remarkable leverage tools that 
increase the chance of large one day 
profits.  Throughout history,  the mar-
ket has made its largest up and down 
moves when the right news is re-
leased under the right market condi-
tions.   

Event trading recognizes entry set-
ups in the market at those critical 
points in time when market news is 
signaling a change in direction.  
These set-ups occur repeatedly 
based on current market news and 
world events. 

EVENT TRADING 
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THE PRESENTATION ABOVE SHOWS THE FOUR ENTRY SET-UPS WE USE TO EVENT TRADE.  GREEN AND YELLOW 
ALERTS TO THE UPSIDE CONFIRM OUR BULLISH BIAS AND ALLOW US TO GO LONG.  GREEN AND YELLOW ALERTS 
TO THE DOWNSIDE CONFIRM OUR BEARISH BIAS AND ALLOW OUR TRADERS TO SHORT. 
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Once we have built a uni-
verse of stocks for which we 
have fundamental bias either 
long or short, we turn to our 
trade timing technology based 
on backtested knowledge 
bases specific to each stock. 
Knowledge bases are data-
bases of measurements 
taken over thousands of 

years of market data. The 
measurements are used to 
determine the “mood” of the 
market, and from these meas-
urements, we extract rules 
about the market in any given 
situation. This process of ac-
cessing a knowledge base of 
information and matching 
systems to market conditions 

forms the basis of the 
Adaptive Reasoning 
Model technology 
known as “ARM”. 

ing Method, we can determine 
which systems have worked the 
best on each security in the past, 
and use these systems to gener-
ate signals.   

Trading Strategies 

A trading strategy applies particu-
lar systems, filters and additional 
settings to a security to isolate an 
appropriate setup.   

It starts with a concept called 
“Multiple Strategy Voting”.  It’s 
like having multiple experts ex-
amine your charts and apply the 
right strategy at the right time.  
For example, at one place in the 

The available technical analysis 
tools help us to assess the future 
direction of a security.  Specific 
systems, indicators and patterns 
are automatically selected that 
best fit each trading candidate.  
Two different approaches are 
used to time our trades: 

The Voting Method 

Using the Adaptive Reasoning 
Model, our lists of long and short 
candidates are analyzed continu-
ously using hundreds of systems 
and technical indicators.  Our 
computers apply a voting process 
to the best systems to arrive at a 
consensus signal.   With the Vot-

chart you might have an 
excellent Breakout op-
portunity.  At another 
place, the conditions for 
a good Swing trade.  
Now, both strategies will 
fire and when more 
strategies are added, the 
program literally gets 
smarter and smarter.  
Our Trade Processor 
breaks each trading 
strategy down into its 
individual components 
and optimizes each step 
to get the best possible 
signal for each individual 
security.   

PRIORITIZING OUR TRADING OPPORTUNITIES 

APPROACH TO TIMING OUR TRADES 

ADAPTIVE REASONING MODEL (“ARM”) 
capture a security’s personal-
ity by running trading simula-
tions in the immediate past. 
The Adaptive Reasoning 
Model (ARM) expands on this 
concept by using artificial 
intelligence methods to create 
knowledge bases that contain 
profitable rules based on mar-
ket measurements. Our com-
puters perform a back test to 
determine which systems 
were working in the immedi-
ate past and then use the 

systems to arrive at a 
voted or consensus 
signal. Our systems 
have the ability to 
automatically choose 
a system appropriate 
to each market. If the 
market changes per-
sonality, the ARM 
technology adjusts 
and selects which 
system is appropriate 
at any given time and 
any  market. 

According to the Personality 
of Markets theory developed 
by Ed Downs, all markets 
have personalities. Trading 
systems fail when markets 
change personality.  The 
Adaptive Reasoning Model 
(ARM) seeks to find systems  
and signals that match the 
current personality of each 
individual security and use 
those systems to generate 
trading signals in real time. 
Century Pacific attempts to 
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Combining market factors that 
work together to predict profitable 
moves in global markets is our 
mission.  To do this we need to 
be able to diversify with multiple 
trades simultaneously and be in 
the market as much as possible.  
To do this required the develop-
ment of Super Strategies.  A 
Super Strategy is not a single 
strategy, but rather a collection of 
strategies.  The idea is to priori-
tize multiple trading strategies 
such that the combined perform-
ance meets or exceeds our 80% 
accuracy and 3:1 Reward to Risk 
requirements.  This enables Cen-
tury Pacific to diversify and main-
tain optimal investment of capital 
at all times, generating large 
returns through compounding. 

SUPER STRATEGIES 

THE TRADE PROCESSOR 
Century Pacific’s Trade Proces-
sor uses a process very similar to 
an assembly line.  Each “line” is 
called a Strategy.  Within a given 
strategy, building blocks are con-
nected which include a System 
Tester, Performance Evaluator, 
Voter, Filter, Confirmer and Order 
Block.  Trades flow from left to 
right as new information is added 
to the signals.  The Performance 
Evaluator looks at how well the 
Systems performed in the test 
period, similar to a “Quality As-
surance” test.  Those signals that 
pass move on to the Voter, which 

generates a voted signal.  The 
next step Filters the signals 
against criteria designed to elimi-
nate the lower-probability trades.  
Then, the Confirmer checks the 
signals against other systems to 
confirm them.  Finally, Entries 
and Exits are added at the end of 
the assembly line to produce the 
final product, the best possible 
trade for that security.   

The graphic below demonstrates 
the workflow as the Trade Proc-
essor analyzes trades along its 
assembly line structure. 
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Sun Tzu Said…. 

Feed off your ene-
mies and forage 
their resources. 

IT is better to have 
numerous wins 
consistently than 
to bet on a big win 
and lose.  Employ 
prudent money 
management 
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Disclaimer:  Past performance is not indicative of future results.  Results in this presentation are hypothetical.  Hypothetical or simulated per-
formance results have certain inherent limitations.  Unlike an actual performance record, simulated results do not represent actual trading.  
Also, since the trades have not been executed, the results may have under-or-over compensated for the impact, if any, of certain factors, 
such as lack of liquidity.  Simulated trading programs are also subject to the fact that they are designed with the benefit of hindsight.  No rep-
resentation is being made that any account will, or is likely, to achieve profits or losses similar to those shown.   



 

 

The origins of "artificial intelli-
gence" programming sought to 
replicate the way humans think 
and solve problems 

Neural networks are a type 
of  adaptive learning program. 
They combine a network of nu-
merical processing units each with 
its own weight, or importance, to 
act together.  Through trial and 
error they search for the answer to 
the problem.  Neural networks do 
not need to have a set of rules to 
solve a problem, they surmise the 
rules from a set of historical data.   

Genetic algorithms are another 
type of problem solving program. 
They work in a manner similar to 
the way nature allows for "survival 
of the fittest". They allow hundreds 
or thousands of possible solutions 
to compete with each other to find 
the best solution. Unlike neural 
networks, you must have a deeper 
understanding of the nature of the 
problem you are trying to solve, in 

order to apply the genetic algo-
rithms.  

There is a distinct difference be-
tween the way humans think and 
the way most "artificial intelligence" 
programs solve problems.  The 
stock market problem is not just 
about economics or technical 
analysis, it is about humans making 
decisions.  It is the perception of 
what other investors are about to 
do.  Solving the stock market prob-
lem is solving two problems. One is 
trying to extrapolate the non-linear 
response to market stimuli and the 
other is trying to replicate human 
response.  Our model takes both 
options into consideration. 

Through the use of powerful com-
puters, sophisticated genetic algo-
rithms and neural networks, Cen-
tury Pacific is building a system that 
reduces risk in investing and deci-
sion making, allowing our manag-
ers to exceed the technical ability of 
other fund managers (see our trad-

ing machine below).  The project 
is based on the premise that each 
professional money manager has 
a different system for choosing 
what investments to make, when 
to enter and when to exit the 
market to increase profit or de-
crease loss, and each profes-
sional uses varying amounts of 
computer power to help make 
these decisions on a daily basis.  
Although each professional has a 
different system, all draw from the 
same set of 800+ technical indi-
cators to analyze the markets and 
make investment decisions. 
Some managers choose 5 of the 
800, some choose 10, some 
chose 60 or 70,  with each man-
ager limited in his selections only 
by the amount of computer power 
used by his company.  Century 
Pacific has built a sophisticated 
trading computer able to use all 
800+ indicators all the time, re-
ducing risk in investing by reduc-
ing unknowns in decision making. 

ARTIFICIAL INTELLIGENCE 

INTRODUCTION TO GENETIC ALGORITHMS 
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A new artificial intelligence technique surfaced several years ago as 
scientists tackled the huge problem of mapping the human genome.  
Genetic Algorithms were created to search for combinations of market 
factors and trading signals that have a high probability of success based 
on backtesting.  A genetic algorithm is an algorithm or computer process 
that attempts to find solutions in a very large problem space through the 
use of a segmented search Strategy. 

The Genetic Algorithm starts with combinations of individual factors and 
makes one pass through all the data to create a set of rules that are 
profitable in trading a security.  It will continue several iterations of this 
process until it finds the combination of rules that meet a predetermined 
level of success.  The rules are then combined through a genetic muta-
tion process millions of times until highly specific rules with at least 80% 
accuracy are saved into a knowledge base. 

We are using a new Genetic Algorithm Signal component (GA Signal) 
that can create Super Systems from multiple systems and market meas-
urements. GA Signal works like a super-charged voting engine. We de-
fine several systems and market measurements, as we did in the devel-
opment of ARM2. GA Signal, then combine the existing systems and 
measurements to create Super Rules such as: When MAC-M fires a 
signal with VTY-B, and the Close is below a 21 period moving average, 
and the Tradability Index is above 60, the probability of a profitable 7-bar 
move is above 80%. GA Signals is useful in situations where you are not 
sure which system to use to generate a signal, but have an idea that 
several systems and measurements, when combined, could create a 
good entry.  That is, by combining 3 Systems and 3 Indicators (for exam-
ple), some combination thereof would generate a signal - you just don't 
know what that combination is.  GA Signals iterates on the problem 
space using a Genetic Algorithm process, until it has converged on nu-
merous "rules" which are then added to a Knowledge Base, such as 
"Long Signal when MAC-M fires a signal and Volatility is between 2.5 
and 3.5 and Close is more than 5% above the 21 period Moving Avg."        Century Pacific’s state-of-the-art trading computer. 



 

 

The human brain is a highly 
complicated machine capable 
of solving very complex prob-
lems. Although we have a 
good understanding of some of 
the basic operations that drive 
the brain, we are still far from 
understanding everything there 
is to know about it. The motiva-
tion for the development of 
neural network technology 
stemmed from the desire to 
develop an artificial system 
that could perform intelligent 
tasks similar to those per-
formed by the human brain.  

Neural networks use a set of 
processing elements (or 
nodes) loosely analogous to 
neurons in the brain; hence the 
name, neural networks. These 
nodes are interconnected in a 
network that can then identify 

patterns in data as it is ex-
posed to the data. In a sense, 
the network learns from ex-
perience, just as people do. 

Neural networks resemble the 
human brain in the following 
two ways: 1. A neural network 
acquires knowledge through 
learning. 2. A neural net-
work’s knowledge is stored 
within inter-neuron connection 
strengths known as synaptic 
weights. There are a large 
number of different types of 
networks, but they are all 
characterized by the following 
components: a set of nodes 
and connections between 
nodes. The nodes can be 
seen as computational units. 
They receive inputs and proc-
ess them to obtain an output. 

This processing might be very 
simple, such as summing the 
inputs, or quite complex 

where a node might contain 
another network. The con-
nections determine the infor-
mation flow between nodes. 
They can be unidirectional 
such that the information 
flows only in one direction 
and bi-directional such that 
the information flows in ei-
ther direction. 

The interactions of nodes 
through the connections 
lead to a global behavior of 
the network, which cannot 
be observed in the elements 
of the network. This global 
behavior is said to be emer-
gent. This means that the 
abilities of the network su-
persede the ones of its ele-
ments, making networks a 
very powerful tool. So why 
use a neural network?  

only one formula. 

A genetic algorithm finds combi-
nations of factors which generate 
better  trading results, but it can 
also create a set of multiple rules.  
Many independent rules can be 
found and saved in the Knowl-
edge Base.   It is not required that 
the inputs that define the rules be 
related  

 

The main difference between a 
neural network and a genetic 
algorithm is that a genetic algo-
rithm is searching for individual, 
discrete rules, whereas the neural 
network is trying to create a for-
mula.  

A neural network  generates a 
score based on inputs, but cannot 
tell you that you have a specific 
opportunity on a given bar, be-
cause the inputs are combined to 
derive a formula—that is, all in-
puts are used and thus are all 
related to each other. You have 

INTRODUCTION TO NEURAL NETWORKS 

GENETIC ALGORITHMS VS. NEURAL NETWORKS 

USING NEURAL NETWORKS FOR TECHNICAL ANALYSIS 

A neural network can be used to create a model for predicting the future price of a financial instrument, given the current and previous prices 
and other technical and/or fundamental data. The predicted price can then be used within an entry/exit system to produce a signal indicating 
when to buy or sell. The simplest entry/exit system would be, buy if the predicted price is greater than the current price and sell otherwise. 

A second use for neural networks would be to train a neural network to produce an entry/exit (buy/sell) signal. The desired entry/exit signal for 
the training phase could be produced by looking into the future to determine the optimum time to buy and sell given certain constraints and com-
mission assumptions. The neural network could then be trained to produce this optimal signal using only current and historical data as inputs. 
Since the output of this type of neural model is an entry/exit signal, it can be used directly without the need for further processing by an entry/exit 
system. 

A neural network can also be used to create a model for predicting the performance of a stock for a certain period into the future. For example, 
the inputs to the model could be the current price, the percent gain over the last week, the percent gain over the last month, etc. and the desired 
output could be the percent gain for the next week. If this type of model was created for a number of stocks, such as the stocks in the S&P 500, 
these stocks could be sorted by the projected percent gain for the next week. The top ten could be purchased and held for that week then rese-
lected again each week according to the model’s projections.  
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A neural network is a powerful data-modeling 
tool that is able to capture and represent com-
plex input/output relationships. Artificial neural 
networks are good for recognizing patterns and 
making simple rules for complex problems.  
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After selecting which 
securities have a long 
or short bias, we then 
consider market and 
industry direction.  We 
have learned how im-
portant market direction 
is in trading.  We have 
automated the ability to 
trade only in the direc-
tion of a particular 
group, index or market 
factor.  We calculate 
fulcrum points in the 
market and industry 
groups determining 
where strong moves 
short and long will oc-
cur and when. 
 

BIAS BASED ON MARKET AND INDUSTRY GROUP DIRECTION  

INDEX DIRECTION IS IMPORTANT FACTOR IN TIMING 
Short Term NASDAQ  

Short term, the NASDAQ has 
formed a tight intraday consolida-
tion at the highs of the 5 Minute 
Chart from 2,080 to 2,090 (1,555 
to 1,565). An upside break is 
implied, but a break either way 
will clear way for movement at 
the Open.  
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Medium Term NASDAQ  

In the medium term, we are still 
out of the market, since none of 
our entry levels were crossed. 
We are out of the market, and 
will watch 2,105 (1,575) up, and 
2,075 (1,550) down; using 5 (5) 
point stops.  

Summary  

The NASDAQ closed the day higher after 
getting a solid rally to begin the session. 
The index continues to trade within the 
boundaries of the expanding trading 
range, which will likely persist early next 
week. Watch for the eventual break that 
will arise from this pattern, as such a 
break should yield key movement.  

               NASDAQ DAILY CHART                NASDAQ WEEKLY CHART 



 

 

Overall market direction 
and sentiment are an im-
portant part of trading.  
Trading in the direction of 
the market is equivalent to 
taking the path of least re-
sistance.  Because there 
are so many equities to 
select from worldwide, we 
are able to narrow down 
our search for the best long 
and short candidates that 
must first past a rigorous 
screen test.  The equity 
must be fundamentally very 
strong or very weak.  There 
should be a trigger event 
like earnings or news com-
ing up that will bring mo-
mentum players in to drive 
price.  The underlying tech-
nical action must tell us 
definitively that a move in 
the direction of our trade is 
imminent.  The individual 

stock’s chart pattern must 
statistically show that the 
Pattern Strength and Pat-
tern Direction support the 
direction of the trade.  And 
finally, the market  or in-
dustry group needs to be 
going in the direction of 
the trade on the day that 
we take our position.  We  
have found that these 
factors only align on a 
small percentage of stocks 
on any given day.  The 
good news is that we have 
multiple markets for which 
we can run these screens.  
In the end, we find the 
most liquid, fastest moving 
stocks for each day we 
are trading. 

 

CONFIRMING OUR TRADES 
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Caption describing pic-
ture or graphic. 



 

 

Through rigorous analysis, 
several independent re-
searchers have determined 
that chart patterns are predic-
tive.  Identifying the best pat-
terns gives us a significant 
advantage in confirming high 
probability trades.  By analyz-
ing factors on each pattern, 
we can find those which have 
the highest odds of success 
and establish a target for 
each pattern. 

A database of patterns has 
been created to perform auto-
matic analysis across thou-
sands of patterns in both the 
intraday and daily data. 

All the major chart patterns 
have been analyzed over a 
stock’s history, and moves 
and statistics were measured 
from the break line of each 
pattern.   

The statistics were averaged 
among a cross section of the 
market and predictive models 
were created.  The percent-
age failure rate, average rise 
and likelihood of a rise were 
tabulated.  These calculations 
are constantly being updated 
and a Pattern Strength and 
Pattern Direction score are 
attributed to each trade.   

CONFIRMING TRADES WITH PATTERN RECOGNITION 
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Each stock is measured according to the effectiveness 
of each pattern.  Next, the relative performance of the 
patterns is calculated and converted into a Pattern 
Strength rating from 1 (low) to 5 (high).  Empowered 
by this new technology, our traders can quickly identify 
the best patterns to trade in concert with all the funda-
mental and technical screening performed prior to this 
point.  This enables Century Pacific to confirm its 
trades faster and can lead to higher profitability in trad-
ing.    The chart to the left shows several of the bullish 
patterns the Fund uses to confirm its trades. 

The chart to the right shows a number of the 
bearish patterns Century Pacific uses to confirm 
its short sales.  It is quite well known that stocks 
drop much faster than they go up.  It may be 
that market makers are less willing to bid for a 
stock when it is dropping and hence move the 
market that much faster.  General consensus is 
that a stock can drop as many as 3 times faster 
than it goes up.  There are many opportunities 
to make significant profits by monitoring the 
short side of the market every hour of every day.  
This becomes a natural hedge and has been 
known to reduce overall portfolio volatility. 

BULLISH PATTERNS 

BEARISH PATTERNS 



 

 

The chart to the left, Altria Group, is an ex-
ample of Century Pacific’s trading paradigm.  
In September 2004 there was a bearish pat-
tern forming but no short signal to accom-
pany the trade, hence a short trade would 
not have been entered.  In mid-October, a 
bullish signal was fired by our trading algo-
rithms, and shortly thereafter a bullish chart 
pattern confirmed the trade.  Altria quickly 
rose in the coming weeks and a profitable 
trade evolved. 

Century Pacific’s platform 
gives it the power to describe 
sophisticated ideas and strate-
gies having dozens or even 
hundreds of parameters and 
conditions. For example, trad-
ers can test strategies that 
contain multiple entry and exit 
signals, various order types 
(market, limit, stop orders), 
pyramiding and money man-
agement rules, advanced pa-
rameter optimization. Traders 

can create strategies on pre-
market hours only, post-
market hours only, pre-and 
post-market hours com-
bined—or any other custom 
sessions traders define. One 
can even have a strategy 
place limit orders.  These 
strategies can then be 
“enabled” to trade automati-
cally whenever the criteria 
for that strategy are met. 

REAL WORLD EXAMPLE  

“NO HANDS” TRADING 

EXECUTING TRADES AT CENTURY PACIFIC 

designed to automatically generate 
entry and exit orders and send 
them to the marketplace within frac-
tions of a second of the market 
move.  

One of the most significant advan-
tages is that it enables the firm to 
design, historically test and opti-
mize proprietary custom equities, 
options, futures and forex trading 
strategies before risking  a penny of 
trading capital.  

 

Order execution is a critical 
component of a successful 
trading strategy.  Our platform 
is designed to help us identify 
market opportunities and exe-
cute  trades more efficiently 
than  a trader could ever do 
manually. It actually monitors 
the markets, tick-by-tick, in 
real-time, and seeks market 
opportunities based on the 
firm’s strategies. The instant 
an opportunity arises based on 
custom buy or sell rules, it’s 
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The trading platform 
includes an extensive 
Strategy Performance 
Report to help traders 
analyze the simulated 
historical results of  
stock, options, futures 
and Forex strategies 
from virtually every an-
gle, including every-
thing from historical net 
profit and loss to num-
ber of winning and los-
ing trades and beyond. 

Whether we are testing 
an idea on one day, 

one year or up to 20 
years of intra-day histori-
cal market data included 
with the platform, this 
extensive report instantly 
shows whether a strategy 
could have been profit-
able or unprofitable in the 
past, the annual rate of 
return, number of winning 
and losing trades, and 
much more.  This is very 
helpful in reducing risk 
prior to entering trades. 

PERFORMANCE TESTING TRADES 

The account manager re-
views all trades placed and 
creates detailed analysis 
reports of all trading activ-
ity in multiple accounts.  
With over 100 perform-
ance fields detailed analy-
sis reports evaluate trading 
performance from different 
perspectives, such as prof-
itability, time and trade 
series analysis.  This iden-
tifies trends and strengths 
and weaknesses in the 
firm’s trading. 

Below, automated position 
tracking technology moni-
tors trades in real-time and 
executes trading rules 
such as trailing stops or 
other exits. 
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The advantages of auto-
mated trading are many.  
The firm is able to identify 
and react to opportunities 
faster.  Traders are able to 
simultaneously track more 
markets than ever before, 
executing multiple condi-
tional entries and exits, 
profit targets, protective 
stops, trailing stops and 
custom rules and strate-
gies.  Finally and most 
importantly, automated 
trading reduces emotions 
and increases trading dis-
cipline.  Emotions can be a 
trader’s worst enemy.  
Century Pacific designed 
its trading platform to elimi-
nate emotions and trade 
based on historically 
tested strategies and chart 
patterns. 
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Century Pacific’s traders can also 
see the entire market in a 3-D heads-
up visual display much like fighter 
pilots use.  This enables them to 
monitor all positions visually as well 
as computer-aided.  The positions 
are all compared relative to each 
other using the height, width and 
color of each cylinder.  The higher, 
wider and brighter the color, the 
stronger the move in the direction 
indicated. 



 

 

Risk is the key to any professionally 
managed portfolio.  Knowing 
which stage the market is in:  
Hope, Greed, Fear, Despair is also 
crucial to developing a trading bias.     

Sun Tzu, the great Chinese general 
and philosopher from 2500 years, 
ago summed it up nicely: 

“If you know yourself and your 
enemy, you will not fear battle. If 
you know yourself, but not your 
enemy, you will lose a battle for 
every one that you win;  and if you 
do not know yourself or your en-
emy, you will never see victory”. 

The chart to the right speaks for itself.  
Owning more positions and avoiding 
single stock concentration is a good 
start to avoiding serious drawdowns. 

The trading platform at Century Pa-
cific was designed specifically to han-
dle trading large numbers of securi-
ties in multiple markets.  The effi-
ciency and execution are markedly 
better than manual trading.  While 
traders still oversee what the com-
puter models are doing, program trad-
ing is necessary  to gain a competi-
tive edge. 

HOW CENTURY PACIFIC MANAGES RISK 

DIVERSIFICATION 

RISK CONTINUED 
Translating Sun Tzu we find 
that:  If you know your capabili-
ties and your market, you will 
be a consistent winner.  If you 
know your capabilities but not 
your market, at best you will 
break even.  But if you do not 
know your own capabilities nor 
do you know the market you are 
trading in, you will always lose.   

Century Pacific’s trading plat-
form calculates the entire his-
tory of any given stock and 
trades that stock over lengthy 

backtesting periods before our 
traders ever consider going long 
or short.  The personality of the 
stock, its inherent volatility and 
its projected Reward:Risk ratio 
are all computed prior to the 
stock ever making it to the final 
cut.   

We respect what a stock has 
taught us over the years and 
consider history carefully when 
determining our allocations in 
markets, sectors and stocks.  
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The charts above and below show a wide cross section of the equities investing universe.  Our trading models 
require understanding the inherent Reward:Risk ratio of each type of security prior to trading that security.  By 
leveraging enough to be profitable but not so much that the Reward:Risk ratio drops below 3:1, Century Pacific’s 
target returns are attainable while hypothetically reducing systemic and non-systemic risk. 



 

 

Century Pacific Investments, LLC is an investment advisor registered in 
the state of California.  The firm’s principle is Thomas Ronk. 

Thomas Ronk has 16 years of trading experience.  As a registered 
representative of Transamerica Financial Resources, a division of 
Transamerica, Mr. Ronk managed over $150 million in equity accounts.  
Mr. Ronk is the principal of Dreamvest, LLC which issues proprietary 
research and takes companies public.  Four companies that Mr. Ronk has 
brought public are HealthStar, Aim Smart, eSynergies and Nutra Pharma.  
Mr. Ronk has been interviewed on CNBC Television, CBS MarketWatch, 
Red Herring, MSNBC and has been an approved research analyst for 
Investor’s Business Daily.  

Mr. Ronk studied Electrical Engineering and Computer Science at the 
University of California at San Diego. 

 

 

12753 Mulholland Dr. 
Beverly Hills, CA  90210 

Phone: 800-715-9999 
Fax: 815-328-0698 

E-mail: tom@centurypacific.net 
           steve@centurypacific.net   

CENTURY PACIFIC 
INVESTMENTS, LLC 

AT CENTURY PACIFIC, YOUR 
MONEY NEVER SLEEPS 

The information provided here is intended to be general in 
nature and should not be construed as investment advice.  
This information is subject to change at any time based on 
market and other conditions and should not be construed as 
a recommendation to buy or sell any specific security.  All 
information provided is general in nature.  Century Pacific’s 
investment recommendations may not be suitable for all 
investors.  Investments involve substantial risks and special 
considerations.  Equity investments should be considered a 
speculative investment and investors should only invest if 
they can sustain a complete loss of their investment.  Cen-
tury Pacific Investments, LLC is an investment advisor 
registered in the state of California.  

This material must be preceded or accompanied by a 
prospectus.  The prospectus contains more complete infor-
mation, including management fees and expenses.  Please 
read the prospectus carefully before you invest or send 
money.  

Century Pacific Investments 


