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INTRODUCTION 
 
 

Planning is crucial to your trading success.  By following the five (5) simple steps contained 
in this eBook, you will be well on your way to a successful trading career.  By taking the 
time to create an effective plan now – at the beginning of your trading activities, you will 
spare yourself a lot of pain and angst during your trading career. 

STEP 1: DETERMINE YOUR TRADING STYLE 
 

Discretionary Trading 

This approach is good if the trader has good decision-making skills.  With timely, well-
informed decisions and well-considered actions, a trader can enhance the trade setups 
leading to brilliant and well-deserved profitable trades.  If not, the trader risks failure 
leading to losses and a brutally short trading career. 
 
The following brief descriptions may help you determine which style is best for you. 
 
Table 1.1 

 
 

  

Position Trade

Initiated to be an intermediate to long-term trading position based on a weekly or 

monthly timeframe; has a potential time horizon as short as a few weeks to as long 

as several months or more.

Swing Trade

Initiated to be a short to intermediate-term trade, typically based on a daily 

timeframe that has the objective of capturing stock or market swings lasting between 

2 to 5+ days.

Day Trade
Initiated with the intent of closing the position entirely by day’s end (e.g., not held 

overnight).

Scalp

Initiated to capture small to modest-sized profits, based on a smaller intra-day 

timeframe such as a 2-minute or 5-minute timeframe or on Level 2 direct access 

activity.
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Automated Systems Trading 

The key to this approach is that the trader must have the discipline to trade EXACTLY as the 
system was built.  Most automated trading platforms have at least four (4) major 
components: 

 
Table 1.2 

 
 

Trading Goals and Objectives 

With the Trading Style determined and clearly defined Trading Goals and Objectives, the 
trader is ready to determine trading strategies.  Each strategy developed needs to include 

an expectation of risk/reward, timeframe, and commitment. 
 
Goals are final outcomes of where you want your trading to be (i.e., to have consistent and 
successful trading profits on a monthly basis). 
 
Objectives are milestones along the way to achieving your goals (i.e., to achieve weekly 

profit targets and some specific measures of trading success, such as 3 out of 5 profitable 
trading days per week). 

 

 

  

Signals Events that trigger market entry and exit.

Systems
Signals combined into a suite to form a strategy for trade entry, trade management, 

and trade exit.

Test Trading Level of capability to back test the rules and criteria and formulate  historical results.

Live Trading Ability to run in real-time with live market data and execute real-time trades.
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STEP 2: DEVELOP AN EFFECTIVE RISK MANAGEMENT PLAN 
 
Risk management should be one of the most important tools in a trader’s arsenal of trading 
expertise.  Develop a clear set of rules and criteria on how to use and place stops 
accordingly in each of your predefined strategies.  Stops are a critical ingredient of a 
trader’s formula for success.   
 
Note: 
Stops are not fail-safe.  With limited experience, they can create a false sense of security.   They can also lead to 

slippage.   There is no guarantee that your position will be closed out exactly where you would like it to. 

 
Table 2.1 

 
 
Each trading strategy should have a suite of risk management tools, including stops 
associated with it based on the trader’s style and philosophy.  

 

Share Size Lots 

Another major component to successful trading is share size lots.  The success of your 
trading will be directly tied to how you specify and determine the number of shares you will 
trade.  By determining your share size methodology, you can allocate different 
share/contract sizes (lots) to each of your strategies. 

 

Maximum Loss Limits 

Trading habits should include opportunities for traders to learn their craft.  Having pre-
determined loss criteria for trade losses, weekly losses, and monthly losses can provide a 
potential safety net for a trader to regain composure and confidence. 

 
The following table is a framework that requires the trader’s input to provide some level of 
assurance to the trader’s habits.   The trader should change and adapt the following items 
to reflect his/her trading style. 

 
  

Fixed Dollar 

Stops
Orders used to limit the specific dollar amount that can be potentially lost on a trade.

Percentage 

Stops

Orders used to limit the percentage of capital allocated to the trade that can 

potentially be lost.

TimeFrame-

Based Stops

Orders that are composed of a time dimension that upon expiration will close out the 

trading position.

Technical 

Analysis-Based 

Stops

Orders that are derived from some technical measurement that is a derivative of price 

and volume.  Some variations of technical stops include trailing stops  and 

breakeven stops  which may be fixed-dollar based, percentage based or timeframe 

based.
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Table 2.2 

 
 

Overriding Maximum Losses 

By knowing where to place acceptable stops for your trades, one can be proactive in trying 
to prevent oneself from risking more than necessary or from being stopped out for some 
reason.  An accumulation of losing trades usually creates a trading mentality that can lead 
to disastrous outcomes if not managed and monitored properly.   
 
Often, stops are placed too close and will get hit needlessly if they are within the normal 
volatility of the market.  These actions and others usually lead traders to change their risk 
tolerance midway throughout the trading day, week, or month.  This section should outline 
the rules and criteria to be used if a trader decides to override his/her maximum loss 
thresholds. 

 

 
Table 2.3 

 
 

 

  

Trade Limit

If the last trade losses  are greater than $X, the trader should determine what course 

of actions to be taken, including NO MORE TRADING for the rest of the trading day 

(i.e., shutting down the trading platform FOR THE DAY).  

Weekly Limit

If the weekly cumulative losses  plus  your last trade losses  are greater than $Y, then  

the trader should determine what course of actions to be taken, including NO MORE 

TRADING for the rest of the trading day and  the trading week (i.e., shutting down the 

trading platform FOR THE DAY and refrain from trading the REST OF THE WEEK). 

Monthly Limit

If your cumulative monthly losses  plus  your last trade losses  are greater than $Z, 

then  the trader should determine what course of actions to be taken, including NO 

MORE TRADING for the rest of the trading day and  the trading week and  the 

remainder of the month (i.e., shutting down your trading platform FOR THE DAY, FOR 

THE WEEK, and FOR THE REST OF THE MONTH).

Trailing Stops
Used in most instances when the trade moves strongly  (defined by trader) in your 

favor, hopefully to lock in gains.

Breakeven 

Stops

Clear rules and criteria for when to move previously pre-determined stops forward so 

as to eliminate the majority if not all the initial risk in the trade.  
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STEP 3: BUILD AN UNBEATABLE TRADING EXECUTION PLAN 
 
Your Trading Execution Plan should explain the details for executing each trade type 
including all market conditions, rules, and criteria.  The following information should provide 
some food for thought as you develop the plan. 

 

Trading Times 
 
Some traders limit their trading activity to specific timeframes during the trading day.  

These times, in some cases, coincide with their style of trading.  Specify all criteria you will 
use for determining what timeframes you will be trading.  Each trader should define trading 
activity based on his/her availability, trading style, risk tolerance, and other appropriate risk 
factors. 

 
Trading Multiple Timeframes 
 
After a trader has defined the style of trading, an associated timeframe for set-ups, stops, 
and targets are usually defined also.  There are several philosophies on trading using a 
“weighting of evidence” approach to gather more detailed insights to assist with the trade. 

 
Several of these approaches use multiple timeframes to determine the components in the 

trading strategy.  These timeframes can provide evidence in determining things such as the 
confidence in the trade setup, share size, and risk tolerance to name a few.  This section of 
your plan should outline all rules and criteria to be used if multiple timeframes will be a part 
of the trading strategy criteria. 
 
For example,  
 
Day Trading Timeframes  [timeframe #1, timeframe #2, timeframe #3]  
 
Swing Trading Timeframes  [timeframe #4, timeframe #5, timeframe #6] 
 
Position Trading Timeframes [timeframe #7, timeframe #8, timeframe #9] 

 
 
Table 3.1 

 
 
Each respective timeframe should be defined by the trader to help him/her facilitate the 
trading style, strategy, risk management, and money management goals. 
 

Following is another example of what a Trade Execution Plan might look like: 
  

Lowest Time Frames Mid Time Frames Highest Time Frames

Might be used to look for the 

trade entry (#1, #4, #7).

Might be used for the trading 

strategy to provide the signal for 

entry (#2, #5, #8).

Might be used to associate 

the overall directional 

movement of the security 

(#3, #6, #9). 
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1) Pre-Market Analysis – [Gap Up/Down Plays] 

a) Review top NYSE/NASDAQ 25 stocks and e-mini futures that are gapping up/down. 

i) Add selected stocks/contracts to daily watch list. 

b) Significant Chart Patterns 

i) Pattern #1 

ii) Pattern #2 

iii) Pattern #3 

2) Momentum & Scalp Trading 

a) Using watch list of approx 10-15 NYSE/NASDAQ stocks and/or e-mini futures, look 

for stocks that mirror the NASDAQ, S&P, and Russell 2000 E-mini future’s 

contracts on intraday charts w/ patterns for momentum trades. 

i) Buy condition  

ii) Short condition 

3) Mid-Day Doldrums 

a) Continuously review “Daily List” and look at technical analysis indicators and chart 
patterns. 

b) Limit trading to managing existing trades; unless  

i) “Strong” trending market (up/down trends) exists; supported by market 
internals then 

ii) Use intraday charts to look for clean (i.e., non-overlapping) candlestick chart 
patterns 

(1) Buy condition  

(2) Short condition 

4) Late-Market (Final Phase) Trading 

a) Review following scans for setups: 

i) Daily “Intraday Plays” and primary “Watchlist” lists for potential late day 

breakouts and  

ii) Review intraday charts for stocks/futures continuing to trend  

(1) Buy condition  

(2) Short condition 

5) Setups, Patterns & Targets 
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a) Daily/Intraday Strategy Conditions: 

(1) Buy Conditions 

(a) Criteria 1 

(b) Criteria 2 

(2) Short Conditions 

(a) Criteria 1 

(b) Criteria 2 

6) General Trading Guidelines: Only use the following as a part of trading:   

a) Never enter a new position unless entry, trailing stop, and target are known in 
advance.   

b) Before entering any trade, confirm whether you’re in an uptrend, downtrend, or 
sideways action movement.  

c) For example, you could use something similar to a three (3) day sell rule on any 
positions that don't realize any profit. (no exceptions) 
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STEP 4: CREATE A STELLAR MONEY MANAGEMENT PLAN 
 

Preserving Trading Capital 
 
The real goal in money management is quite simple: Preserve Your Trading Capital.  
Remember, you can no longer trade when your trading capital is depleted.  Learn to 
mitigate risk and you will be back to trade another day. 
 
Share size reduction is just one of the many risk management tools needed to succeed.  

As a trader, determine how much you are willing and able to lose.  Understand that trading 
is about risk, and risk is about capital exposure.  Know in advance how much each trade will 
risk. 
 
The table below is a simple guide that may give you ideas on how best to preserve your 
trading capital. 

 
Table 4.1 

 
 
Stay organized with your thoughts on how you want to preserve your capital.  The table 
below is an example of a trader’s plans on what to do in General, with future Profits, and 
with potential Losses. 

 
  

Trading Profits

Develop a simple set of rules that dictate taking profits early in trades.  When a trade reaches 

your target, simply exit and move on!  Focus on techniques to generate consistent, modest 

profits and not on hitting the big one.

Withdrawing 

Profits

Create a systematic approach for withdrawing profits from your trading account.  Based on 

your account size, withdraw on a regular basis (every x days, weekly, monthly) a percentage 

of your trading profits.

Margin Calls

Create an insurance policy approach that will assist with unforeseen events that impact your 

trading, and as a result have clear defined reasons for why you are adding more funds to 

your account.
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Table 4.2 

 

 
 

 

  

General Profits Losses

Develop methodology to 

determine the share size for 

each stock trade.

As a stock/option trade is executed, a 

"Z stop loss" must be established 

based on "123" and never decreased.

Never trade stocks that have an 

average daily volume of less 

than X shares.

For options, never purchase 

more than X contracts in any 

one position.

Until trading habits are consistent, 

small trading profits will be taken 

until further notice. Attempting to 

hit homeruns will continue to lead 

to strikeouts and failure .

The maximum loss per trade on 

stocks shall not exceed Y% of 

the total working capital.

Use “XYZ” strategy to enter all 

positions; maximum of (Y) 

contracts on initial entry 

Must contribute Z% of all profits to 

the insurance policy fund for 

catastrophic losses .

Once a stock trade reaches Z% 

of the profit target, move stop 

loss immediately to 

breakeven. 
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STEP 5: DOCUMENT and KEEP RECORDS 
 

 
Trading Diary 
 
It is important to carefully track the performance of each of your trade types as you will be 
in a better position to adjust the style to the market conditions because the markets are 
always very dynamic.   
 

This section of the Trading Plan should outline all the necessary steps required for your 
record keeping of trading activity.  Comments on items, such as how new types of trades 
will be initiated with minimal share size, are essential for a test and learn approach. 
 
Performance measures are critical for your progress, development, and improvement if they 
are accurately measured and reviewed.  Other considerations for review can be how often 
your trades reached the target or stop, how often you followed your trading plan, how often 

you deviated from it, were your emotions involved with the trade, etc. 

 

 

Trading Lessons Learned 
 
We have reached the point in your trading plan where you now have to put all the pieces 
together to review and decipher the findings.  Over time, this section summarizes the 
various lessons a trader will learn from all of his/her executed trades - both winning and 
losing trades.   
 
 
 

Trading Performance Review 
 

As mentioned in the beginning, having a trading plan is vital to a trader’s potential success.  

Other ingredients are how and when you will review the details of each trade executed to 

determine what went right or wrong.   

 

This section should outline all the steps to be taken to review the performance of a trader’s 

execution history.  Each trade should be reviewed with some criteria similar to the following: 
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Table 5.1 

 
 

Additionally, the following actions will enable you to review each trade in even more detail. 
 

Table 5.2 

 
 

Other considerations for review can be how often your trades reached the target or stop.  How 

often did you follow your trading plan, how often did you deviate from it.  Are your emotions 

attached to your trades? 
   
 
 

  

Criteria 1
Measure and understand how often your trading strategies are profitable (i.e., a batting 

average).

Critera 2
Measure and understand the magnitude of winning trades to losing trades (i.e., a win/loss 

ratio).

Criteria 3
Understand the frequency at which your trading strategies are generating signals for you to 

execute trades.  

Criteria 4 Review your share-size and lots used in your trade setups.  

Action 1
Create a distribution of winning trades and a distribution of losing trades to see where, on 

average, your profits and your losses are.

Action 2
Understand your largest winning trades and largest losing trades and what, in your 

strategies, is driving them.

Action 3
Measure your drawdown for each trade and its impact.  These results can also provide 

insights to the volatility of your results (i.e., extremes and outliers).

Action 4

Create a list of distinct categories  for your errors  and map all your trades into one of the 

categories.  Use this to help identify what areas need immediate attention to improve your 

trading while other areas may need less attention.
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COMMON TRADING MISTAKES 
 

 
Mistake #1:  Not Protecting Your Capital 
 
You need money to make money.  We’ve all heard of those traders who trade away up to 
50% of their capital in one transaction!  How scary is that?  Sad to say, it’s not that 
unusual, thus the high failure rate of day traders.  The success rate of traders would 
increase tenfold if they implemented sound Risk Management and Money Management 

strategies (see Mistake #4) to protect their capital. 

 

Mistake #2:  Lack of a Trading Plan 
 
Developing a comprehensive trading plan is probably the single most important thing you 
can do to succeed in trading, yet so many traders don’t do it.  If they have one, it’s not as 

comprehensive as it needs to be, or if it is, they don’t have the discipline to stick to it.  
Having a trading plan means having pre-defined sets of rules, directions, and guidelines  for 
your trading career.  Without one, you are at a disadvantage.   With one, you are ahead of 
the game. 

 

Mistake #3:  Inability to Control Your Emotions 
 
Separating emotions from logic is quite the cliché.  Everybody knows it, but so few can do 
it, and even fewer do it well.  The sooner you master control over your emotions, the sooner 
you will have trading success.  We’ve all been there:  from anxiety, frustration, depression 
to elation, excitement, confidence.  Minimize the emotional aspect of trading and your 
chances of trading success increases. 

 

Mistake #4:  Not Have Risk and Money Management Strategies 
 

In order to protect your capital so you can continue trading, you must have Risk and Money 
Management strategies in place.  Having them in place  will make it much easier for you to 
execute well-thought-out actions when the  market throws you some curves.  When it does, 
you simply employ those strategies that will minimize your losses and/or exit you out of the 
trade – quickly and painlessly.  Trying to figure it out on the fly is trading suicide. 

 

Mistake #5:  Lack of Understanding of the Stock Market Price Cycle 
 
For some reason, there are still traders out there that have not mastered the most basic of 
trading concepts - the Stock Market Price Cycle.  It is relatively simple and easy to learn 
and follow, yet so many overcomplicate the whole idea of  indicators and trends for 
identifying setups.  The  best way to establish a solid foundation and keep it simple is to 
master the concept of the Stock Market Price Cycle. 
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Mistake #6:  Trading the Market at the Wrong Time 
 
Sometimes traders trade just to trade (see Mistake #7) which oftentimes gets them into a 

bind – like trading during the sideways bottoming or sideways topping phases of the Stock 
Market Pricing Cycle.  Unless you have the stomach for scalp trading, it’s best that you keep 
it simple and buy when prices are going up or sell when they are going down – not 
sideways.  Stick to the basics and you’ll more often than not find yourself trading at the 
Right time 

 

Mistake #7:  Trading Boredom 
 
It takes a certain temperament, a certain type of person to be able to sit and look at charts 
for the better part of a day.  And when you’re patiently looking at the market price cycles, 
it’s amazing how few high-quality, high-probability trades occur.  Because of this, many 
traders  end up trading just to trade, thinking that they have to do something or perhaps 
doing it out of boredom.  Overtrading is a classic mistake of traders. Trading is definitely a 

case where more often than not, less is more. 

 

Mistake #8:  Unrealistic Expectations 
 

Some traders get so caught up in the “glamour” of trading that they truly believe that they 

will beat the odds and become rich and famous in no time, with minimal effort, and with 
very little capital.  Because you only hear and read about the extremely successful  traders, 
you don’t hear much about the majority of them that are toiling away doing all they can to 
make a living through trading.  Actually, most are not doing all they can to be successful.  
Many lack the knowledge, attitude, skills, and habits to be successful traders and aren’t 
willing to invest in themselves to get to the next level. The worst part is, some don’t even 
know how deficient they are yet they continue to feed the market with what little funds they 

have left.  

 

Mistake #9:  Assuming There a Finite Number of Mistakes 
 

There are probably as many mistakes as there are trades, so don’t assume you will never 

make them after a certain point.  You will always make mistakes as long as you continue to 
trade. The best you can do is learn from them.  Just when you think you’ve got it down pat, 
a “mistake” will happen .  Just when you think you’ve seen it all, something happens and 
you realize you haven’t.  Trading is like golfing – always challenging, never perfect.  Both 
take patience, discipline, practice, tenacity, and always provide the opportunity to do better 
next time. 
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SECRETS TO SUCCESSFUL TRADING 
 

 

1) Manage the Risk first, then think about the Reward. 

2) Keep trading positions small.  Big positions = Big losses. 

3) Money management is the key to trading survival. 

4) Be very selective of stock and option choices. 

5) Learn to be Consistent. 

6) Trade the market, not your opinion of it. 

7) Plan the trade – trade the plan. 

8) Have a clear reason for being in the trade. 

9) Learn to be Patient and Disciplined. 

10) Know the previous direction of the stock/contract you’re trading (i.e., whether it 
came from a downtrend, uptrend, or sideways trend). 

11) Know your exit conditions in advance. 

12) Take what the market will give you, rather than what you would like it to give 

you. 

13) Trade where the crowd it, not where it has been. 

14) Accept responsibility for your actions.  It’s ok to be wrong on a trade!  Just cut 
your losses! 

15) Manage every trade, every day. 

16) Treat each trade as a separate event.  Don’t harp on the last trade! 

17) Always analyze winners and losers. But never agonize. 

18) Trading is about lifestyle, so we can do without the stress. 

 

 

 

 

 

This plan is a living document and it is expected to change over time as the operator becomes more 

proficient. However, no changes are to be made on the spur of the moment, during the course of a 
trading day, or while the operator is holding a position 


