MELISSINOS

Case Study

Crude Oil

T R A D I N G

The Recent Breakdown in Crude Prices Provides
Opportunity for Adaptive Trend Traders.

Crude Oil’s Recent History
Boom & Bust From ‘07 to mid ‘08, prices run up 140%. After topping
around $150/bbl, prices fall 75% in seven months bottoming in early ’09.
The Rebound After bottoming at ~$35/bbl in ’09, prices soar over
200% and top out in early ’11.
Whipsaws From ’11 through mid ’14, prices oscillate in a range; not
going above $110 or below $80. Trend traders constantly buy the top and
short the bottom taking many small losses.
A Big Trend Emerges Prices break down in the summer of ’14 and
continue falling over 50% to $45/bbl. Trend traders adapt to the
downtrend, take short positions and pick up large gains in the process*.
* Melissinos Trading initiates short positions in energy markets in July 2014 and remains short as of this study.
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Summary
All markets go through periods of persistence and consolidation. In Graph-1 below, points 1, 2, 3 and 5 display
persistence while point 4 displays consolidation.
From 2007-2011, Crude Oil provides traders with plenty of opportunities to ride it’s trends (see points 1, 2 & 3). Then
things cool off from mid 2011 to mid 2014; prices stagnate and consolidate in a tight $20-30 point range making it
tough for trend traders to profit (point 4). Most recently, after a three year consolidation, trends resume; prices weaken
significantly and provide a significant opportunity to ride a downtrend (point 5).
A trader’s job is to adapt to the market. Long-term trend-following traders like Melissinos Trading typically perform well
during price persistence and not so well during consolidation. We buy high and sell low, and stick with the trend as long
as it goes. When momentum does not persist, but changes direction often, we lose money.
Currently, we hold a short position in Crude Oil. In our view, the momentum continues to point downward and has not
displayed any meaningful strength to force us to exit the position (we do not want to be short up-trending markets).
Graph-1
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2011 - Small Loses Right Off The Bat
Our experience in Crude Oil from 2011 through mid-2014 was unpleasant. No matter what position we took it always
lost money. When prices went up, we bought then watched prices fall shortly after. The same thing happened in
downtrends - we take short positions and then watch prices rally. It was not a good environment for a trend-trader.
We began trading in January 2011, so we did not have the luxury of capturing the bulk of the 200% trend from the
bottom in 2009. Our late arrival meant that we only captured the last 15% or so.
In Graph-2 below, we overlay our buy and sell signals for 2011. Notice how prices get choppy and we take a couple of
small losses - one on a long and short trade. Our strategy does not add to losing positions, but cuts them quickly to
ensure we do not take big losses. Cutting losses allows us to fight another day.
In Trade #1, we take a long position as prices breakout above multi-year highs. At the same time of our entry, we place
a protective stop order underneath recent support to protect capital; this stop order trails the price trend to lock in
unrealized gains. A few weeks after we buy in, prices fall so we cut our position.
In Trade #2, prices weaken significantly enough to trigger a short signal. We do not buy low and sell high, but buy high
and sell low. We take a short position after prices start falling and will stick with it as long as prices keep falling. Weeks
later, prices strengthen so we cut our position again.
Graph-2
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2012 - Another Year of Choppiness
Crude prices consolidate within the 2011 range; not providing much opportunity to ride long-term trends. Traders who
buy weakness and sell strength probably had better results than we did in this environment.
For most of the year, we traded Crude on the short side. We tried shorting on two separate occasions but prices rallied
forcing us to get out. If prices persisted below the 2011 lows, we likely would have performed well.
It is during these times that traders and investors get very frustrated, and may think about changing their strategy to
adapt to the recent market behavior. Adapting to short-term noise represents one main reason why many people cannot
make money consistently over the long term; they cannot stomach not making money every month, quarter or year.
In an effort to medicate impatience, investors and traders abandon their discipline and force their will on the market. At
Melissinos Trading, we do not medicate our feelings. We recognize that frustration and impatience are simply feelings
that we must address pro-actively - by sticking to our discipline.
For the first two years, we produced a profit on only one trade out of five. This may sound bad, but because we cut
losses short, our portfolio did not suffer much pain.
Graph-3
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2013 - Finally A Winner, Albeit A Small One
Crude makes another attempt to go down, but prices firm up and rally once more. Our sixth trade, a short position,
loses again.
Towards the middle of the year, prices look like they want to make a run at 2011 highs. Naturally, our strategy notices
the upward momentum, so we initiate a long position. One of these trades one of these days has to work, right?
On our seventh trade, we finally record a winning trade! It was a small one, but we’ll take it.
Graph-4
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2014 - A Big Trend Emerges
The year starts off with yet another small loss. At this point, I remember thinking that Crude is just never going to trend
again - “I’m going to lose money in this market forever!”
Prices steadily moved higher throughout the year, but failed to break above multi-year highs. We kept holding on just in
case momentum picked up. It never did and then prices broken down quickly.
We initiated a short position in July 2014 not knowing if this, our 10th trade, would be a winner or loser. Recent history
suggests that it was probably going to result in a small loss, that prices would find support and rally higher. They never
did. To our delight, prices kept falling and falling. We stayed short throughout the downtrend and remain short to this
day.
The difficulty of trading can be observed in Crude Oil’s recent history. It spent our first three and a half years moving
sideways while costing us money. We couldn’t buy a winning trade for years. But because we kept losses small and
didn’t lose our discipline, we stayed alive until a big winner came along. When it did, we stuck to our discipline again
and rode the winner.
The process of persistence and consolidation occurs in all markets. We believe the important thing is to continue trying
to get on the right side of the trend and play defense so we can capitalize on big trends when they come along. We
execute this same strategy of cutting losses and riding winners as shown in this Crude Oil example in all of the markets
we trade.
Graph-5
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DISCLOSURE
Past performance is not necessarily indicative of future results. Alternative investments, including those offered by
Melissinos Trading, are speculative, involve substantial risk, and are not suitable for all investors.
Not an offer and confidential: This communication is provided for your internal use only. The information contained herein is proprietary and
confidential to Melissinos Trading, LLC (the “Adviser”) and may not be disclosed to third parties or duplicated or used for any purpose other
than the purpose for which it has been provided. Although the information provided herein has been obtained from sources which the Adviser
believes to be reliable, we do not guarantee its accuracy, and such information may be incomplete or condensed. The information is subject
to change without notice. This communication is for information purposes only and is not intended as an offer or solicitation with respect to
the purchase or sale of any security or of any fund the Adviser manages or offers. Since we furnish all information as part of a general
information service and without regard to your particular circumstances, the Adviser shall not be liable for any damages arising out of any
inaccuracy in the information. This document should not be the basis of an investment decision. An Investment decision should be based on
your customary and thorough due diligence procedures, which should include, but not be limited to, a thorough review of all relevant term
sheets and other offering documents as well as consultation with legal, tax and regulatory experts. Any person subscribing for an investment
must be able to bear the risks involved and must meet the particular fund’s or account’s (each a “Fund” and, collectively, “Funds”) suitability
requirements. Some or all alternative investment programs may not be suitable for certain investors. No assurance can be given that any
Fund will meet its investment objectives or avoid losses. A discussion of some, but not all, of the risks associated with investing in the Funds
can be found in the Funds’ private placement memoranda, subscription agreement, limited partnership agreement, articles of association or
other offering documents as applicable (collectively the “Offering Documents”), among those risks, which we wish to call to your attention,
are the following: Future looking statements, Performance Date and strategy level performance reporting: The information in this report is
NOT intended to contain or express exposure recommendations, guidelines or limits applicable to a Fund. The information in this report does
not disclose or contemplate the hedging or exit strategies of the Funds. While investors should understand and consider risks associated with
position concentrations when making an investment decision, this report is not intended to aid an investor in evaluating such risk. The terms
set forth in the Offering Documents are controlling in all respects should they conflict with any other term set forth in other marketing
materials, and therefore, the Offering Documents must be reviewed carefully before making an investment and periodically while an
investment is maintained. Statements made in this release include forward-looking statements. These statements, including those relating
to future financial expectations, involve certain risks and uncertainties that could cause actual results to differ materially from those in the
forward-looking statements. Unless otherwise indicated, Performance Data is presented unaudited and “net” of estimated management
fees and other fund expenses (i.e. legal and accounting and other expenses as disclosed in the relevant Fund’s Offering Documents”) and
“net” of estimated performance fees, which, when deducted, lower the reported rate of return. Due to the format of data available for the
time periods indicated, net returns are difficult to calculate precisely. Accordingly, the calculations have been made based on a number of
assumptions. Because of these limitations, the performance information should not be relied upon as a precise reporting of net
performance, but rather merely a general indication of past performance. The performance information presented herein may have been
generated during a period of extraordinary market volatility or relative stability in the particular sector. Accordingly, the performance is not
necessarily indicative of results that the Funds may achieve in the future. In addition, the foregoing results may be based or shown on an
annual basis, but results for individual months or quarters within each year may have been more favorable or less favorable than the results
for the entire period, as the case may be. If index information is included, it is merely to show the general trend in the markets in the periods
indicated and is not intended to imply that the portfolio was similar to the indices in either composition or element of risk. This report may
indicate that it contains hypothetical or actual performance of specific strategies employed by The Adviser, such strategies may comprise only
a portion of any specific Fund’s portfolio (or none at all), and, therefore, the reported strategy level performance may not correspond to the
performance of any Fund (or investor) for the reported time period.
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED 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 THE 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 TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY
AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS 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.”

