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@ Module Two: Worksheet 1- Stops and Spreads in Level 2

« The Powerpoint worksheet below will help you learm how to set and
keep track of your stops correctly using Level 2
« You should use both the 1-minute intraday chart support level And
== Level 2 to set your trading stops.
« Use Level 2 to determine the best stop by looking at the size of the
bids at each price level:

1. Itis usually best to setyour initial stops no more than 3-4 spreads away from the current market
Using the price spread on Level 2 that the "ax" trades at should give you an idea as to the trade
potential. Eq, if SBSHis the axtrading AMZN and his Bid is 82 1/2 Ask 84 5/8 that tells you that
your trade potential should be roughly 2 points, assuming you bought where the ax did on an
uptrend

3. Ifthe bid levels start to shrink and T&S shows a string of trades going off at the bid, then sellers are
in control and you should ex the position immediately.

4. Kthe trade is wiggling within a 2-3 spread range then watch T&.S to see if a trend develops, if it
doesn't then get out of the trade if the market (SCOMPQ, sector index) starts to go down

5. Ifthe trade goes your direction and more buyers come in, set a trailing stop 2-3 spreads away
from the inside market.



[image: image2.png]POP QUIZ Question #1: Ok here’s DELL, you just got
filled on ISLD at53 9/16 and SBSH is the ax. Where's
your stop?

My stop is set at:
A) 1 don't have one, DELL is a good company
B)539/16

€533/

0)5338

E) A and D above

Bonus Q: How wide is SBSH's "trade box"?

POP QUIZ Question #2: Here's AMZN, you bought at 91
13/16 and MLCO's the ax. Where's your stop?

A1
B) 90

091172

D)1 dont have one, | ike AMZN

(Answers at botiorn of this page)
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[image: image3.png]You should use this worksheet {or a similar one you make yourself) to help develop
your skills to correctly set and follow daytrading stops using Level 2.

Directions:

1. Choose 1 stockto follow and set up your level 2 window next to a 1-minute chart
Following the exarple that's been filed in already, enter the ticker, current bid and ask that
you would buy it at (a papertrading exercise), where you would set your stop at (no more
than 3 spreads away, sing your level 2 window), and the width of the mm's trace box. Also,
enter where you would set trailing stops and your profitloss on the trade

3. This is a great technicue to get familiar practicing setting stops using a Level 2 window,



[image: image4.png]Level 2 Stops Daytrading Worksheet Goal: Improve my ability to set stops using Level 2

TICKER CURRENT INSIDE BID % INSIDE ASK
WHERE 1 WOULD BUY IT

Where is 3 spreads away
From the inside Bid?

How Wide s the Trailing
“ax”s trade box?

ProfitLoss
Stop A7

NOVL

311015

311/8

307/8 (your siop)

SBSH 31 1/6 %32 142





[image: image5.png]Pop Quiz answers: For DELL, your initial stop should be set at D) 53 3/8 (or even a spread higher). DELL
SBSH Trade Box is 53 1/2x 53 3/4, only 144 point. For AMZN, your stop should be set at C) 91 1/2
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@ Module Two: Worksheet 2- Market Maker Headfake Plays

+ The Powerpoint worksheet below will help you learn how to avoid
being taken advantage of by mm "headfake"-type trading

Module Comprehensive Level 2 Trading Technigues: Back to
Two

<

1.1want you to develop an experienced, practiced eye for suspicious market maker activity in
this exercise. You will be examining your L2/T8S for the following

+ Acting like a buyer when they'e really seling
+ Posting fake bid sizes to give the illusion of buying or seling support
+ Flipping from the bid to the askivice-versa or fading back 2-3 spreads

2. Your primary guide will be "how strong and consistent is this trader's buying vs selling” as confirmed
by a) the length of time he stays at the bid/ask in the face of buying/selling and b) the trades you see
executed inthe time and sales window

3. Your objective is tolearn to avoid geting suckered into "bull traps” and "bear traps” (making it look
like there's buying/seling when there really isn') and to better anticipate market maker direction

You should use this worksheet (or a similar one you make yourself) to help develop your skills to
correctly identify and avoid the most common and costly market maker headfakes that professional
traders use:
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For one trading day, Choose 3 stocks to follow intensely and look at nothing but the L2 and T&S for them

2. Whenever you see one of the "market maker headfakes" that we described above, make a note of it on
the chart and identify the Real Pivot (topfbottom) that the stocks drops to or gains to

3. For each of these headfakes, | want you to jot down a brief note that describes what "warning signals”
were there, if any, that you couldve / should've Seen to help you keep oLt of the trade

4. Ifyouwere wrong (it looked like a headfake but wasn't), identify why, and what you could've done differently

to capitalize on that particular trading situation



[image: image8.png]Level 2 MM Headfake Daytrading Worksheet Goal: Improvemy ability to avoid getting faked out by themu's

TICKER  Iype of Suspected MM Headfuke ThePricethiswas  TheRea!Pivot/  Notes for how
Acting like Puyer Fike Bid Size _Flipping/Dropping Observed At Breakout Frice  [should've traded it
cPwR | X (usco) 211/2 20148 T&S shawed al sellers|
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@ Module Two: Worksheet 3 - Graphs, T & S and Level 2
+ The Powerpoint worksheet below will help you learn how to integrate
all 3 sets of indicators: 1-minute graphs, T&S and Level 2 into your
daytrading skill set.

=

1. Remember that you only want to risk your cash on "high-percentage daytrades”, where several
indicators line up, like the elevation and windage in a rifle scope, to give you an achievable target trade.

2. This worksheet will help you develop the discipline needed to complete a "mental checklist" of things
to identify correctly before entering a trade.

Use this worksheet (or a similar one you make yourself) to help develop your skills to integrate all 3
sets of indicators prior to buying (or shorting) a stock:

Directions:

1. For one trading day, Choose 1 stock with good volume and volatilty (over 1Miday volume and 5%+
intraday trading range) to follow intensely and look at the L2 window, T&S and 1-minute chart for.

2. Youwill be searching for when the technical indicators, L2 And T&S all tellyou the stock is a buy.

3. Enter the details for Why each of these 3 indicators told you it was a buy. along with the actual price you



[image: image10.png]would buy the stock at. {this is a papertrading activity)

4. Enter the stop you would set for the stock based on your 1-minute chart support level (or 3 spreads down
from the buy price, whichever is smaller)

5. Finally, enter where you would have sold the stock at. NOTE: Your Exit criteria (when you sellcover) can be
based on something looking bad (an "early warning sign") in Any of the 3 indicators; your By criteria,
however, should be when all 3 look good at the same time:

Screensnap: Worksheet 3 - Click here to dil Powerpoint worksheet file (43 K)

Levei 2 Combination Daytrading WOMSNES. o asee .ty b eyt b by 1

o e rpiton

% Stk Ticker
The $aoson:

1-Mfinute Chart: | o
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MODULE 2
Module Two: Worksheet 4 - Shadowing the Ax - Recognizing
and trading with the Market Maker Buyer
+ The Powerpoint worksheet below will help you learn how to follow
= the lead market maker (ax) who is buying stock at a given point in
time.

+ This worksheet will help you figure out how to recognize net buying activity
by a major market maker and to profitfrom this activity. You should buy a
stock when you see a market maker buying in the face of weaker selling
pressure, as the price willise.

3

Use this worksheet (or a similar one you make yourself) to help develop your skills to “jump on board
the train" and buy stock when a major player (mm ax) is also buying, so you can ride the momentum
up for profit:

Directions:

1. STOCK SELECTION: Choose one stock you're familiar with and first determine ifthe stock is in a 5-day
uptrend, downtrend, or flat and choppy (indeterminate) trend. You want to find a stock that's breaking
above a key resistance level, not a stock that's in a downtrend (no bottorn fishing for this technique, when
you're first leamning)



[image: image12.png]you're first learming)

MARKET MAKER AX RECOGNITION: Next, Using your Level 2 window and Time & Sales, during the
time period of 9:45 till 10:45, pick out "3 favorites" that you suspect may be the ax for the stock during
that time period. Try and narrow it down to one market participant; learn how to spot who's buying it up.
What should you look for? See f, in T&S, you see either: trades going off at the bid and one mm is
"holding the price up", or, preferably, you see the mm jumping up to the inside bid repeatedy as the price
moves Up several poifts, g you see a major market maker “chasing the stock” on the inside bid
DAYTRADE PLAY & TRADE MANAGEMENT. Ok, you think you know who is a buyer of the stock; let's
now use that to profit. In the worksheet below, your papertrade exercise here s to see "how right you would
have been", had you followed that ax in the trade. Mimic the mm ax's behavior, eg buy as he's buying, sel

when he either drops away from the inside bid by a couple of levels or fiips to the ask. How would you
trade the stock based on what you're seeing?



[image: image13.png]“Shadowing the Ax: When is he Buying?

Stock Ticker:

Which of the following market
makers oo you think is doing the
most buying of this stock during
agiven 10-20 minuite timeframe
(one of the ‘waves' In trading
activity from 9:45-10:45)?

___sBsH
—_Gsco
—_mco
—_msco
" masH
—DEAN
" HRZG
—_sHwD
—_PwiC
—sike
—DEAN
—MADF
—_BEST
__other.

Notes: Rememiber, this works best
for stocks that aren't as heavily
traded onECNs (egISLD, ARCA
INC&). Also, picka moderate-
wolume stock (G00K-2M/day)
priced from $15-$30 that's
breaking thru a key resistance level
or is in & steady uptrend

Goal: Imprave my abilty to icentify when a market maker s

buying stack so | can duplicate his trading for personal profit

Atwhat Price did you see the mm start
to buy more of the stockat? When?

Atwhat Price did you see the mm stop
buying the stock at? When?

Your Daytrading Activity:

How would you trade the stock based on
this "buy paitern™? Would you Jain him at
the bid, bid a teeny or 32nd mare, or pay
retail (insice ask) for it?

How many shares of the stock would you buy?

1007 2007 3007 5007 10007 2K ar mare?

Once you ses the market maker
stop bying, how da you trae it?
Do you ext the entire position
immediately, doyou wait, or do you
scale out of the pasition (eg sell half
now and wadf)

Ay

Didl you Sell too Soon or too
Late? (circle which one)

What's your Net Proft/Loss from
the trace?





