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- Module Three: Worksheet 1- What to do When You Lose

+ The Powerpoint worksheet below can help you learn how to
= manage and deal with trading losses more effectively
+ You should complete this at the end of each day or each week,
depending on your individual trading syle and needs
+ Use itto help you deal with trading losses professionally,
without getting discouraged.

What to Do When You Lose - A Worksheet to Help

Let's face it - nobody warts to lose any
money when they trade stocks
Unfortunately, this fear keeps people
from taking trading losses when they're
small and letting then get too big

That common amateur approach either
ties up capital in a "dog pound” of
losing stocks that you need to hold onto
for months or years to get your money
back from (if ever), or permanent, large

Sometimes, though, especially when people are new
to trading, they may make mistakes and end up
taking individual losses of over $500, which is harder
to deal with. Since that $500 loss is really $1000
worth of buying power, with margin, its tough to trade
your way out of that loss

This worksheet is designed to help you write down
some of you thoughts, your plans and ideas for
dealing with trading losses successly.



[image: image2.png]losses Small lossesistops are what | call “winning

losses" (oxyrmoron?); large losses are what I'd call

Learning to recognize and take smart "losing losses". Taking small stops is fine; You can
stops is a crucial key to successful afford to take many more small losses vs. several
trading. | might take 2 or 3 1/16-point big losses, right? Timing your entries to take smail
losses before | get the bottom of a losses of no more than 2-3 spreads (usually 1/4 point
stock, from which | than get a 3/8 - 1/2 max for stocks priced at less than $50), ever, is a
po\r‘vt qain from, for example (in hallmark of the successful Nasdaq stock day trader.
scalping

Let's look at how to deal with them professionally

You should use this worksheet {or a similar one you make yourself) to help you analyze
and deal with trading losses effectively. This is a "mentallemotions” - handling type of
trading loss worksheet vs. the analyticall trading stop-loss mechanics type of
worksheets found in the earlier Modules 1 and 2.

Notes on Trading Losses:

1

Frequently, when traders make a losing trade they feel a sense of loss of control, and tend
to take things out on others, or on themseives through unheathy habits. Regaining one's
control over the situation, and of a sense of commitment to keep on trying, is essential to
become a successful trader.

Don't beat yourself up; it's a very non-logical market where events happen that make no
sense. Don'ttry to impose logic on a non-logical market. If there was an easy logical
science to trading, everyone would do it and nobody would go to day jobs (and the
companies whose stock we're trading would suffer (*_%)

The best science we can develop to improve consistent trading profits is what we're
presenting in DTU, all the tips and do's and dont's of trading stocks. Even then, the traders'
emotions are their biggest enemy, as they cause losing trade behaviors. Surrounding
oneself with a trading plan, following the rules of the game, and making a commitrert to
improve your ability to stick with your trading plan is important
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1. Print out a copy of the worksheet below and fill it out on the next 3 days that you
suffer trading losses, particularly if they are large (over-$500) losses. (hopefully you took
srmall stops, but you may have an occasional swing trade wiovernight gap down and end up
closing a losing position at aloss)
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Dealing with Trading Losses Worksheet W and fusbation of fading losses in a helpfl, professional way

List3Words That Describe How You Felt When You

Stock That | Lost Money On: Hit"Gel”, Knowing that You Were Taking 3 Loss:

Dollar Amount That | Lost:
Fraction/Points that | Lost:
Number of Shares Traded:

Trade Analysis Lessons Learned My Personal Commitment to Changing
How | Trade Similar Situations Next Time:

Vihy did you buy this stock when you did In retrospect, how would you This is the important part of the worksheet. Give some

(cirele one or more): have managed this trade thought to these, and printitape a reminder of them on
diffeently then you did, overall? ne of your monitors.

“Th: Saw a Breakthrough on Volume

*TA: twas Bouncing off a support level Based on my trading losses and trade analysis, what an

+TA: Oter Chart Pattern THREE THINGS | RESOLVE TO DO DIFFERENTLY

+News/Earrings Release Play FROM NOVY ON, EVERY TIME | TRADE A STOCK:

| dust Thought twas geing up
~Durnh Chatroorn Call

Level 2/Time and Sales Mormertum Vhat T or other solid 1
indicators could you hae used
differenty?

Wiy did you sellthis stock when you did? 2

(circle one or more):

«fitmy predetermined stop

«startel tanking and | paniched out Did any emotions cloud your 3

« e bee holding it for days or weeks and judgement during the trade? I

I gottire of watshing t not go up 2o, what id you leam about
~Other reason. yoursel and your trade

management shills?
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MODULE 3

- Module Three: Worksheet 2- Finding Your Daytrading Discipline

+ The Powerpoint worksheet below is designed to help you
é develop faster, more solid trading discipline
+ Ittakes months if not years to develop iron trading discipline.
The key is to stay in the game long enough to survive with
most of your capital intact, until you can “turn around" and

become profitable.

+ Discipline, Profit, Success, they are all related.

Let's look at trading from a military
perspective for a minute. You're at war with
the other guys, the "open market" out there.
You are fast and correct or slow and wrong -
whichwill you be?

Finding your discipline is toughl It starts from
within, a commitment to your mission of
profitability, and your unwavering expectation
that your trades will be right more often than
they are wrong

But there's alot more to it than that, from a traders'
personality standpoint. Many people lead undisciplined
lives, they are procrastinators, they do not maintain control
over their careers and their resuilts, and end up blaming
others vs. taking personal responsibility for improving their
living situations. (f chose to be financiall independert, have a great
famnily andl live on & tropical island by the age of 36. 1 did . fm not
special. (m just highly discipiined and work very hard. For myself & my
famnily, not for another man's profits)

That's all it takes in trading, too.



[image: image6.png]In helping traders from around the world, one
thing | find is that most are woefully
underprepared to wage war in their trading
activities, least of all daytrading, the toughest
type of trading of allto master consistently.

Aswe've seen, gaining a disciplined trading
approach requires the heavy use of metrics
and actions. That is to say, you have to be
able to make rapid data-based trading
decisions consistently. Having
predetermined exit stops is crucial, as are
approximate profit targets

Finding your discipline is a process. | find that documenting
things helps me, | have brief 40-pt size printed trading
reminders ("Small Stops Keeps You In The Game" etc) and
encouraging notes around ry workspace

Having discipline in your life also means having fun in other
areas as well. Both are needed for balance. Look at your
discipline from a military standpoint: you're on a
mission in hostile territory and you want to capture
profits. You have to watch out for the land mines and
enermy soldiers that dot the trading landscape. Be
committed to achieving the mission. Focus. Do It

You should use this worksheet (or a similar one you make yourself) to help you go through the
trading thought process needed to achieve better trading discipline.

Notes on Discipline:

1. Newtraders need to have fences, or reminders, around their trading activities to help them make
better trade decisions, in a faster, more timely way. One thing you can do is have your software
alert you to breakoLts or bottor bounces, you should also experiment with mechanical stops and

trailing stops while in a trade

2. Lack of discipline is a career-killer intrading, as in any serious business endeavor. Making an
effort to develop the proper discipline needed for success can help you in many areas of your
personal and professional life. Commiting to deadlines, going the extra mile within a tight time
frame, even something simple like being more decisive when order lunch or dinner at your favorite
local restaurant. will be of help to you as a trader.



[image: image7.png]3. The besttool | found when | got started was to write down, on a pad of paper next to my keyboard,
the stockticker | was considering buying, the number of shares, and both the stop loss and profit
target | would have for each of my trades. This might be like: SPLS 500 Buy at 20 1/8 Stop 19 7/8
Target 20 1/2-20 7-8. Something like that helps - 50 when you see the stock price falling you are
also looking at your stop loss and have a finger on the mouse ready to click Sellwhen the trade
goes against you. The profittarget | use to sellright under whole (or major fraction) resistance, esp.
if I'see a wall of sellers onlevel 2 after a nice 3/8 to 58 point run up in the stock. It all helps
Discipline & Logic is your friend. Emotions are the enerny of traders. Be Spock. Completely
Logical

Directions:

1. Print out a copy of the worksheet below and complete it once every few months, or
whenever you feel the need to gain better discipline in a trade.
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MODULE 3
- Module Three: Worksheet 3- Developing a Daily Trading Matrix
« The Powerpoint worksheet below I designed to help you
identify your trading habits, patterns, strengths and

weaknesses.
+ Do you feel like you're fighting back and forth with the ’
market, like the cartoon on the left? :

+ One of the best ways you can learn to ‘break out' of a
choppy trading style (which only makes your broker rich),
is to learn to capitalize on trading patterns and habits you
have with our Daily Trading Matrix (below).

Your Mental Trading Patterns: Make them Work for You

Al of us trade using our habits and skills that This worksheet is designed to help you recognize

we've developed over time behavior patters in your trading that are both
successful and unsuccessful, and reshape your

The amazing lack of discipline and market trading style to one that is more profitable

knowledge [ see in new traders who are trading

(and mostly losing) real money makes me As | always say, we go for consistency in this

wonder if they're truly committed to trading for game. Id much rather be a trader that can get

consistent profits, or are just gambling 80% of my trades right on 1/2 point trades than



[image: image10.png]“If you keep doing what you've always done,
youll keep getting what you've always gotten”,
applies to trading as well. Maintain and enforce
the skills that make you a good trader, and find a
way to isolate and reduce those habits that
cause you to lose money.

One of the areas that is overlooked in many
books is the need to be able to quantify and
reduice unhelpful mental trading habits. Telling
traders to "have discipline” and "take small
stops" is fine, but usually not enouigh

20% on 1-point home run" trades. The sign of &
professional, in trading like ll careers, is
Someone who can consistently post the numbers
that show success. Like golfing, or bowling, or
going on sales calls, or playing billards, it's the
consistency that we seek to achieve

The tools ['ve developed are all here to help you
gradually learn how to trade consistently, and
profitably.

You should use this worksheet (or a similar one you make yourself) to help you learn to

improve your mental trading habits.

Directions:

1. Print out a copy of the worksheet below and complete it daily for one week out of every
month (example: do it each day for the first week of every monty), or whenever you feel the
need to understand your mental trading patterns more thoroughly.
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Module
Three
- Module Three: Worksheet 3- Increasing and Decreasing Trade Sizes

+ The Powerpoint worksheet below is designed to help you learn the

important skill of Position Sizing. This is when you add and subtract
= to your position in a single stock based on profit targets and chart
patterns.

+ You may, for example, buy 400 CPQ at 22 112....then add another 100
at24 118 in an uptrend, then sell half (200 shares) later at 25 718, and
the other 200 at 26 5/8.

+ Scaling in and out of positions like this is a very important skill to
learn. You should not always be trading in "all-or-none" type trades,
you want to adjust your total position size based on price action and
chart patterns.

+ You do this to lock in a percentage of profits at a certain price and
“try for more" with the rest. It's a professional variation of using
trailing stops...every pro daytrader and market maker trades like this,
you should too.

+ While not a‘mental’ trading technique, | thought it might be good to
add it in here since it involves a change in the way most beginning
traders consider managing their positions.

Increasing and Decreasing Trade

Adding to a position does ot mean "averaging  The technicue is to
down'”. although that may be one technique that



[image: image13.png]people are familiar with. AS opposed to that
(generally losing) method, we wart to instead
look at ways to cynamicaily change our total
position size based on price action and chart
patterns

Professional daytraders trade in total lots of 1000
shares, generally speaking, and may scale up
from an initial position of 300 to add to a winning
position. As | mentioned in an earlier lesson, you
should not add to a losing position, and shotid
not add to an uptrending position in gradualy
larger sizes

Instead, you want to play the probabilities. Let's
look at & few examples

You should use this worksheet (or a similar one you make yourself) to help you learn to manage

+ Buyfadd smaller share sizes inwinning
(uptrending for long) positions, tl you reach
atop or resistance level, then fade out of the
position either all at once or gradually, with
the biggest number of shares added at the
top. Example: | buty 300 DCLK at 46
1/2...buyers come in and | add another 100
4148 174, and add a final 100 at 49. | then
sellall of them at 49 34 around 10:15 am,
or, sell 300 at 49 314 and use a triling stop
for the other 200, eq sellthen if it drops to
49 112. Total profit $1225

This worksheet is designed to help you add and
manage trade size position scaling more
successfully. Yes this technique costs a bit more
in commissions, but s well worth it when you learn
howto manage it professionally

your trades by using the technique of "position sizing".

Directions:

1. Print out a copy of the worksheet below and complete it whenever you are contemplating

initiating a new large position (either long or short).
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- Module Three: Activity 1 - "Thinking Like a Professional Trader"

+ Professional traders look at their work as any career business person does, with a
sense of responsibility towards produicing resuls, of meeting the expectations of their
boss, of being competent and effective in what they do. So should you

+ Ithelps to imagine having a "pit boss" looking over your shoulder as your trade. Is
he going to yell at you for entering that last trade you entered, or say 'looks good, let's see
where it goes?"

« What would an imaginary traders' manager say as you enter or exit each of your trades? I
he's a coachtype he might ask, "okay, why did you buy there?", "was that the best place to
sell?" "good effort, you got a good piece of the mornenturm on that last onel” etc. Be your
own "pit boss" and critique each of your trades with a practiced, professional eye.

« Inturning professional with my trading, | found that over time | evolved to "not being
surprised” at anything that happens for a stock. Instead, | became opportunistic and
faster inwhat | did. If | see a stock gap down, Il check my realtime news, the 5-day, 10-day
and 6 month chart for 100- and 200-day MA and chart pattern etc, allin the space of 10-20
seconds. Then | make a trade decision: should | buy, short, or wait? Ther | execute it

+ Developing a professional traders' eves for the market takes hundreds of hours of
practice in market watching. There is no other way. Watch reattime tick charts and time
3 sales 'tapes' over the months ahead to gain the experience in seeing how the market
behaves

+ It does you absolutely no good to just look at chat rooms and stock-picking sites alone
Sory i that's not what you wanted to hear. Those resources can certainly help accelerate
your learning, if you choose wisely, and that is good. Bt to trade for a living you need to



[image: image16.png]do it on your own. No CNBC, no chat rooms, no stock pick of the day sites. It takes time.

+ Trading stocks is a profession that takes a minimurn of months, and usually at least a year
or two, to become good at. Itis difficult work and | have never said otherwise. It can be
worth it, if you are persistent and willing to be strong at doing what it takes to succeed

+ This activity should help you learn to evaluate trade opportunities and look at the
market like a professional trader does. Remember, the vast majority of would-be
daytraders overtrade and "blow out" (lose) their accounts in a short time. Do not
become a statistic. Learn to slowly do this successfully. Commit to it.

Pros Respond Differently than Amateurs Do:

Situation:

1. Divergence exi
the market, semis
(§50X) are stronger
then intemets (SGIN)
today.

2. Atrade is going
against him (or her).

3. Trade is going with
him (or her).

Pro Traders’ Action:

1. lgnoreftums off charts for all nets, puts
up a few more sericonductor charts to
look for trade opportunities (takes 1-2
minutes).

2. Exits immediately, waiting for a better
re-entry price.

3. Takes some fast proft, sells the
position off a bit at a time, small shares at
srrall gain, more shares near the top unti
position s corpletely liquidated by the
time the stock starts to weaken before
lunch.

Amatuer/Losing Traders' Action:

1. Still watches the same group of stacks,
including a favorite intemet’they like to trade.
May try to buy the et on a dip, even though the
sector is weak that day.

2. Waits, hopes for a tumaround. Position goes
50 far against ther they hold o to it putting
another mutt in the "dog pound” of stacks they
stay long in s a fivestor'vs. trader

3. Sells the whole position for a tiny proft, even
though there's still buying strength in the stock
Does not partially fade out of a 500- or 1000-
share position 200 or 300 shares at a time.



[image: image17.png]4. Goes eats lunch, or quits for the day if

4.1t's lunchtime. it's been a profitable day. Golfs/shops

5. Time and sales
shows blocks going off
as stock price rises.

5. Pro trader bids in between the spread,
adds to position based on T&S
momentum, fades the position out when
blocks start going off in opposite
direction

Activity to Help you Trade Like a Pro Does:

4. Watches a chat roorm, trying to make low-
percentage lunchtime trades, nibbling down
capital with shakes and wiggles. Brokers love this
trader.

5. Cant read time & sales for their stock, since
they'e using a free cheap senvice. Dogsnt invest
in proper tools, using a slow discount online
broker. Gives maney to the professionals

=

Get out a piece of paper, and work on developing 2-3 specific trading actions for each of these
key areas. They are designed to help you think (and trade) like a professional trader does

: Chart Patterns

Technical Analysi:

« After looking at hundreds of charts,
identify one chart pattern you wart to be
especially "on the lookout for" that can be
profitable for you to trade. (Examples,
opening gaps, volume reversals,
bouncing off support or breaking through
resistance on volume)

Market Sector Scan & Analysis

+ Identify 3 different market sectors you want to
keep a close eye on, and on what exchanges
they are traded (eg Nasdaq semis and
internets, beaten-down dows stocks that are
bouncing, retailers etc)

« For each sector, idertify both the
"generals” (eg YHOO EBAY AMZN AOL for



[image: image18.png]» Choose 1-2 technical indicators you want
to use closely. | recommend starting with
volume and moving averages

Trading Someone Else's Money

« A pro trades with client's money in a fund
account, and he or she is accountable to
the company's trading %age expectations.
Pretend you are trading for a friend's
account, and you need to generate capital
quickly through trading profits. Would you
really have ertered that last trade f it was
someone else's money? Why or why not?

« Inasense, you are already doing this, as
the money you earm of lose will probably
impact the lives of others close to you

« Think of yourself as Goldman-Sachs
"Head Eqities Trader'-in training. What
do you need to do nowto become head
trader for this company? How will you start
trading differently?

internets, INTC AMAT KLAC for semis)

« Activity: during the next trading week, | want

you to identify Which sector was strongest for
that day. Was it the semis? The nets?
Software? Biotechs?

+ Finally, practice paper- and reatime trading

stocks within the sector leader for the day
you're trading

Daily Trading Expectations

+ Setting arbitrary 'profit targets’ should only
be done on a "daily average” basis, eg
don't say "l want to eam exactly $500 a day
each day", say instead "for the month of
April lwart to earm a profit of $10K, which
averages $500/day.". Why?

+ On strong days you should trade much
more than on weak or choppy days,
depending on your trade style. If you're a
scalper, you want choppy days, If you're a
shorter, you wart selliweak days

+ Also set trading process goals (eg "l wil
trade 100% of the time | see & high-
percentage trade opportunity).
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Module Three: Activity 2 - "Becoming Focused on the Trade"

+ Itis essential that you narrowly focus your attention completely on the
trade that you are playing at any given point in time.

« Tiying to juggle 30 stocks, participating in a chatroom, surfing financial
sites and listening to CNEC all at the same time you're in a trade is a
disaster. Adding noise from familyfriends/other sources makes it worse.

+ The only thing you really need to be focused on s time and sales, fter
you've confirmed a chart patien that looks like a good setup...use level 2
to time your exact entriesiexits

+ Ifyou're in a professional trading room, make sure you're around traders
who are consistently winning.. few winning traders w/80% losers is Not
a place you wart to be. That includes chatrooms too

+ Let's look at how to get yourself in the frame of mind to trade successfuly,
howto build a concentrated frame of mind for "microtrading” that's
needed to win

« Think of the whole market s a cloudy day, your goal is to have  laser-
like beam of sunlight that penetrates the clouds to allow you to profitably
enter and exit. You can't pay attention to the scenery, you must close in on
atrade like an eagle swooping out of the sky to nail its prey..absolute
concentration is a must.

+ Use earplugs if they help. Set your monitors against a wall, so there's no
distraction (| close the blinds to ry ocean view here in hawail when
aftermoon trading so| don't lose concentration)

+ Look for things in your trading environment to help you become the most
concentrated you've ever been



[image: image20.png]« Think back to studying for final exams in college...you need to have that
libraryfstucy-hall type mentality, with 100% focus. Don't trade til you can

achieve it

« Ty doing each of the four tips below, and check your trading progress

Setting Up Your Trading Software

+ A cluttered PC monitor makes it tough
to trade - make sure to have at least
your trade exection window aiways in
the same place on your deskiop (and
get two mornitors)

+ Make sure to narow the focus of how
many different software programs you
have running at the same time - too
nany can slow your pc down and make
it difficult to concentrate on the trade.

« Experiment with different font sizes,
different fonts, and color combinations
Make it interesting to yourself and easy
to read and understand

Clearing Out Distractions

« Keep your software's extra functions to a
minimurn, don't use all the bells and whistles
unless they really help you trace. Analyze
your winning trades

« Ty notto shuffie back and forth between too
nany windows each day - it tiring (1
remember back when | only used 1 monitor,
what a headachel) and takes your energy
away from trading

+ Check to update the latest version of all your
software. For exarmple, 16% of the
thousands of people who visit us here at
DTU are stillusing IE4.0, for exarnple. Stay
on par with your comnpetition, and get the
best and latest software possible.

Place a check mark next to each of these potertial sources of distractions for you

during your trading activities



[image: image21.png]___ Television (eg CNBC) andfor radio on

___ Familymembers andor pets making noise

___ Emvironmental noise, eg street traffic, neighbors

___ Internet distraction: you surf around too much during trading hours
___ Financial informtion distraction: you are looking at too many ‘inputs'
___ Cluttered work area - you have disorganized stacks of stuff laying about
__ Mental distraction #1: you obsess over losing money and are fearful

Mental distraction #2: you focus on the financials (how much can| make?) vs
the trade mechanics and chart setup pattems

Other (specify)

Personal Action Plan: On a pad of paper, wite down 1-2 things you will do to
clear away and reduce each of the distractions you checked in the area above

Critical: give yourself a timetable & deadiine for implementing each action

Finding a Mental 'Anchor’ Statement

Finding a "safe harbor” in your mind, as a trader, helps you achieve mental discipline and security.



[image: image22.png]There's two steps to this activity:

Step #1: Write down 56 words or short phrases that you associate with fun, pleasrable,
rewarding activities (note Im excluding vices' like eating junk food etc here). | wart you to get in the
el state of being comfortable, of achieving personal happiness. Whet are these words, for you?

Step #2: This can be fun - combine the words and phrases you just came up with into 1 o 2
sentences, a "mental anchor statement” that describes the state of mind you want to achieve in your
trading activities

Atthe end of each day, your goal is to feel this way. You might want to include technical success
phrases ("l traded the best | could and kept small stops", "I took consistent profits" etc)

My anchor statement(s) are.

1
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Finally, let's look af some concentration fips to help you make a solid personal commitment to yourself and your
family to malke successfil trading a way of lfe, not a surprise.

#1. Practice some of the first steps of meditation: a few slow, deep breaths will help each morming

#2. Focus on one success symbol or sign with your eyes shut, for a few minutes. Tlie to create a visual image of
agreen P&L statement, cg the mumber P&L +$1100 in green is a motivator for me, my end of day targe.

#3. See stock charts in your imagination, with your stops carefully taken along with your profis. A successful
trader takes smal stops, and larger profits. Both are crifical

#4. Tell yourself the types of things you need to win: I need to check my chart patterns, only carefully pick the
high-percentage setups and sit out the "y - questionable trades, especially longs in a down market, for
example
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@ Module Three: Activity 3- "Using Your “Lessons Learned" in Trading

One technique that I've found useful in building consistent trading skills

is to build safequards in ry trading style to alert me to low-potertial

situations that | shold not be trading in

+ Another important tip is to be sure to capitalize on all that you've leamed
in each trading week, 5o that you increase your profits steadily over
time. Ifyou only do wellin bull markets, then you might want to look at
this area as well. Its importart to be able to trade i all 3 market
emvironments: bear, bul, and ‘choppy

« Let's say, for example, that one of your lessons learmed is that its a
good trading strategy to buy a certain stock back once it's broken
above a key resistance level and has consolidated for at least 8
minutes. The challenge becomes, how do you now standardize this
knowledge in your trading approach?

+ Repeating the same trading errors over and over again is also costly, it

is in your best interest as a trader to avoid these mistakes Using a set of

trading rules and guidelines that you use as automatically as you drive a

car

You know to brake at red lights (eq take small stops).
You know to accelerate when there's space in front of you (add to winning positions)
You know to take curves slowly (g avoid trading in lunchtime o other low-volume
times)

You know to give pedestrians the right-of-way (eq don't trade against our "4
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+ So, this activity is designed to help you use all the things that you've
learmed via trial and efror over the months to build a more successful

trading method that works for you, with the stocks you trade and the time
horizon that you trade them in

« Itis anindividual process for each trader, it is our hope that these

quidelines wil help you to build more consistency and success into your
personaltrading style.

You must learn how to make more consistent, profitable trades that are booked
repeatedly. An occasional win that's offset by many losses is not acceptable.

The most important goal s to preserve your capital - to do this you need to identify
your trading mistakes and find a way to avoid making them again.

Of course, you want to also figure out "what you did right" about winning trades
that wasn't due to chance - what were your effective trade entry and exit rules that
help you win consistently?
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« Make itfun,first of all - pretend you're
amarket maker at Goldman Sachs
trading an account with other people’s
rmoney. How would your trading be
different? Would you take the same
chances?

« Although it's not exciting, it's very
importart that you: Keep a brief daily

trading journal, with your trade entries,

stop losses, and profits for each day's
trading

+ Ina place that you can see throughout
the trading day, keep a list of several
trading guidelines in large, bold
print where you can see them. As your
knowledge grows, adapt these trading
tulles to be more specific. Eg, | have
"Tight Stops - No Exceptions - 2
spreads/1/4 point is your max stop
loss" stil posted

ties to Help You Build Trading Consistency

+ Atthe end of each week, make a list of
"Things | cid consistently" and “Things | did not do
consistently". Never mind if they were right or
wrong, for now - just make a list of things about
your trades that were both consistent and
inconsistent, and work on improving

« [fit helps, have fun rewards/punishments for being
a consistent, disciplined trader vs. inconsistency.
If you traded according to your trade
guidelines, even if your profits were only
modest, then reward yourself. f you broke al
your rules and took a larger-than-necessary loss,
ook for ways to change it the next time you'e in a
similar trace

+ Make a firm commitment to yourselfto
"become a consistent trader”. Look at yourseff as
a professional. it helps, dress up a bit before the
trading day starts and pretend you're at work with
the head trader of GSCO watching over your
shoulder. What would this professional sy to you
during your trades to help you win? Remermber,
winners are consistent and profitable
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takes: Your Costly "Lessons Learned"

Let's all agree to learn from our mistakes so we hopefully don't repeat them,
okay? Here's the technique I've found successful to help trim trading losses to

an absolute minimum

Remermber, the cost of commissions and a small 1/4-poirt loss is fine
compared to commissions plus a 1-poirt or more loss, right?

Here's what to do:

1. First, print out your last month's trading account history, available from

your broker's site.

2. Youwill annotate 1 month's trade history with 2 felt tip markers, one

green and one red,

3. Use a green pen to connect the profitable trades, and a red pen for the
losses. Wiite the dollar figures in, as | have in the example below:

symbol  Shares  Trans.
DCLK 100 Buy
oo BNWK 300 Buy
ATHM 1000 Buy
“pcrk 100 sell

0 RNWK 300 sell
~ATHM 1000 sell

Okay, now you need to find out Why each was profitable andior a loss...

Type Price

a2
38
18
14
39
18

1/2
3/8
1/2
3/4
1/2
1/4

+2p9
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STOCK: ProfitiLoss REASON:

DCLK +900 Bought at bottom end of trading range, sold at resistance
ATHM - 250 Got stopped ot (small stop), chart pattern reversal

RNWK +339 Mormentur play, Time & Sales was all buyers when | entered

This was a very useful ool for me, each day | would print out my trade records and attach a reasonto the
profitsflosses | made to help me lear from my trading experiences. s an "A" type activiy.

Activities to Help You Repeat Successes: Your Profitable "Lessons Learned"

The activity above will help you improve on both areas, minimizing your mistakes and
maximizing your proftable traes. Let's look at another set of ideas for helping you to
repeat these successes. Remember, you cannot improve what you do not understand
That's why all these activities and worksheets are helpful, they are a guide to build your
professionalism and trading skills

. Carefully note when your winning trades are entered and exited, on general. | used
Time of Trade Buy/Sell agraph and found my winners were usually entered around 10:30 +- 15 minutes.
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[ The Stocks You Trad
'€ Stocks You Trace Avoid the cheap oversold stocks, buy quality stacks on dips.

For your winning trades, see if there's a pattern to the number of shares you're

| Number of Shares Traded
LIToEn O SnAres  hace trading, as well as your trade length of time (eg scalp, overnight hold etc)

Trying to scalp daytrade with a 56k dialup connection is had. Make sure to adjust your trading
style to your capital and equipment capabilities. Is swing trading ok?

Ok, you're looking at your profitable trades - see what patterns emerge regarding
your buyfsell signals - was it a chart pattern? Time of day? Time & sales? List it out.

" Trading Equipment/Broker

[ Reasons for Buying & Selling

We covered this in a previous lesson - find out for yourself if you're good at this
technique. | find I like to sell half at a good profit target, and use a trailing stop for the
balance. Find what works for you.

[ Position Sizing: Scaling In/Dut
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MODULE 3
@ Module Three: Activity 4 - "When All Else Fails...

+ Remember the market tank in April and early May 20007 Many traders were wiped out
Many others suffered huge losses. It didn't need to be that way.

+ There are many things that cause frustration during trading: bad fills, wrong trades,
market unpredictabilty, and financial losses

« Frequently, traders will overtrade to compensate for trading losses, making the situation
evenworse

« This activity is designed to help you if you feel like you're "down so low the only way leftis
up", 50 to speak

+ Most successiul traders have had their ups and downs - this is true of successful people
in all walks of life. Becorning a winning trader takes persistence, and above all else,
caution.

+ Instead of giving up, or trading even riskier plays in an attermpt to "win back" trading
losses, let's take a step-by-step approach to gradually get back to even, then on to
success

+ When all else fails, you should increase your efforts, but in entirely different ways than
you've taken before. Think about golfing, for instance - if you keep slicing the ball, you
nay change your stance, your grip, your clubs, and the course you play on, all to 1o avail
Ittakes a change in your Swing dynarmics

+ The analogy to trading is that you nieed to isolate the things that are keeping you from
becoming successiul, and experiment until you find a better combination of trading
strategies




[image: image31.png]+ Maybe you're watching the market too much.._there is no reason to watch the market all
day long, it can get boring after years...instead, scale back your market watching time
from 9:30am to 11:30am each day - no more. Maybe you're playing the wrong stocks,
maybe you need to learn more abolt technical analysis and chart patterns. | don't know -
it's an individual journey for each stock trader

« Let's do some activities to help recover and get back from the edge:

When all Else Fails..Or,
"What To Do When You Feel Like Giving Up"

Papertrading to 80% Trade Listed NYSE Stocks
« Stop losing real money for awhile - regroup + NYSE stocks are muchless volatile and
and modify your trading strategy have narrower trading ranges than Nasdag
+ Practice on paper as closely as you canto stocks, in general
the 'real thing'. Get the free cybercorp.com « Tiytrading NYSE stocks for awhile, there's
simulators o just a pad of paper and pencil plerty oLt there and they're all good for
and go for it trading CPQ T HET MGG JNJ PG BBY F A
« Tty many different trading techniques if the MRK YUM etc
one you'e using is inconsistent or provides + Trading NYSE stocks gives you a good
poor profits. opportunity to improve your “tape reading”

o Practice trading "on paper" until you get to skills, as you will be watching time and



[image: image32.png]where you're roughly 80% correct,
consistently, before going back into the
market with real money.

Talk with Other Traders

+ Sharing trading stories with other traders in
person, by phone and by emailis a great way
to build a sense of commurity and
understanding

« Trytofind a local group of traders to meet with
informally once a morth or so. (You might start
with DTUSA, www.worldwidetraders.com, for a
start).

« Geta group started in yorulocal area. Put a
free ad in the local business section of your
newspaper's "Current Events" column, eg
"Daytraders of Portland" meeting at the Bistro
Cafe, 12:00-1pm, call (123) 456-7890 for
directions. Get involved - start a networking
group. (o, call a few local brokers and ask).

sales, not a level 2 window, for trading
NYSE stock

« Ty trading NYSE stocks over a 2-4 day
time horizon as well. you may be surprised
at the improvement in your trading profits.

Go From Day to Swing Trading

« If daytrading ain't your thing, then donftfight it. You
rmight want to try "swing trading", short-term
momenturn trades lasting several days or so.

« Swing trading is less stressful, and you can use wider
stops (with a higher profit target) than we do in
daytrading, although you incur greater risks as well

« Ifyou're consistently losing at daytrades, then take a
break, leam alot more, papertrade, and then try swing
trading with small shares (typically 100-300)

+ Swing trades let you enhance your chart patterm/TA
skills as well

+ You can use a cheap online broker and no level 2
quotes if youire swing trading, and stil profit very well

+ The main thing is to experiment urti you find a trading
style that's comfortable and profitable for you. Expect
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with others, even via email, provides you with
additional energy to trade day after day.

Take a Break

« Take a few weeks offfrom the market if you'e tired,
frustrated and beaten

+ When youfre frsustrated you're likely to be more
stressed and less able to trade successiully.

« Putthe odds in your favor by sitting out a few weeks
of the market - don'tworry, it always be there.

+ During your "time off" from the market, resist the
urge to look at financial websites or watch CNBC
Take a real, 100% Break from the market

+ When you're ready to come back to the market, take
stock of what you planto do differertly this time -
what changes are you making in your stop loss
strateqy, and how are you going to change the
stocks, share sizes, and time intervals of your
trades? Experimentation is key to success

o It's difficult to take a break from the market

i 1o take some tme. Use small stops so Itdoesnt
costa ot

Read More Books

We should all be continuously learning from other
traders who have identified profitable trading
strategies. Apply the authors' ideas that make sense
and blend ther with your own trading experience.
Many books have been written abolt the financial
markets and about trading skills - read as many as
you have time for and highlight them as you did
college texts. Ideas that are particularly useful should
be clipped from the books and put in a "Master
Trading Strategies" notebook. | find this is helpful
Although many books are fluff, there are many good
ones out there s well - focus on the technical analysis
and chart pattern ones the most

Also visit more websites - although most are junk
there are a few excellent ones, such as
clearstation.com and equis.com
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+ You must value the hunger for new trading skills in
order to succeed at this game. Do not search for
magic, instead, search for disciplined, practical,
simple trading techniques that generate profits most
of the time for people

« It's difficult to take a break from the market,
especially if it consumes al your time. Look at a
break as a ‘wirter break’ from school, where you can
spend more time with farmily and friends, or simply
by yourself in a new hobby or something'you erjoy. {
like watching movies and golfing)




