
Hey guys, we're looking at how to take profits and also how cut losses. Both are fairly difficult things
to do. So what most people do is that they sell too early on their winners and they sell too late on their
losers, and we're going to look at some strategies that might improve that.

So most people, when you buy a stock, say you're buying a stock here at 80 and then the chart goes
up and it goes to 100, and then it goes up to 120. Excuse my horrific writing here. Let me do that
again.

So let's just put up a chart here that goes like that and like that, and like that. Say it goes from 80, say
it goes to 100 and then it goes to 120, and then it goes to 140. So absolutely phenomenal return, right.
Most people and I'm not saying that's you, but a lot of people simply take that profit a little early. They
go to 100 and they go oh my God, I've made 25% and they exit here. They sell right here, and therefore
they miss the potential additional 50 percent in growth that they could have had.

What is a sensible strategy for that? Because a lot of people simply sell an automated sell target. Or
they just look at it, then go oh my God that's done so well, let's reap those rewards because they are
afraid that it might go down again. So they're worried it's gonna get to 100, what if it goes down to 80
again? I will kick myself every single day if it does. So let's not let that happen, let's get out here.

The reason for that is a theory called loss aversion, and loss aversion basically says that we are more
afraid of losses. Therefore we really don't want them. Now, what are three good reasons to sell a
stock? There really are only three. Well, first of all, buying the stock was a mistake, you just bought
something that really was a bit of a dud. The stock price has risen dramatically and now dramatically,
of course, is a very difficult thing to define. Or it's reached some sort of really insane pricing level. Say
it's got up to whatever, it's doubled, it's tripled it's quadrupled a price point where all your metrics, your
price-earnings, your price to pull: all of those things no longer really make any sense to you.

Those are, of course, good reasons to get out completely and just take those profits. Now, what do
you do in the meantime, when you are just up, say from 80 to 100 you're up 25 percent and then you
go up to 120 so you are up 50 percent. What do you do?

Well, one thing I quite like to do with riskier stocks. If you look at some of my bonus materials and you
look at my more core stocks, which I think will just in the long run outperform the market no matter
what, I actually just hold those. So they go up 20 percent I'm happy, and they might go down again 10
percent but I'm confident based on their earnings and their margins and their free cash flow and
everything, it's going to keep going up. But when I buy things that are a little bit more in the growth
sector, a little bit more speculative, that might have substantially higher volatility, I might not want to
sell the whole thing here at 100.

Instead, what I do when I hit 100: I sell the difference. So if I invested here at 80, say I put in, for the
sake of making the number easier, say I put in $8,000, and now that $8,000 is worth over here 10K. It's
now worth $10,000. Then what do I do? I sell two. So I sell 2K.

I've locked in my profit of $2,000. I still have my original investment in there. Now, if that goes up
again, I still have $8,000 and dollars now at 100, that goes up 20 percent then that's another $1,600
here. That's the difference here. So I now sell that difference again, I sell 1.6K.

Then if it goes up again and I'm really on to a winner here I still have at 120, now I have $8,000
invested. It goes to 140 that is, let's just call that 20 percent as well without doing the math here
exactly. So again, I'm going to sell, it will be slightly less, it will be something like $1,500. So basically I
always maintain the same amount of money invested, and so what does it mean? Well, if it's gone up
this much, I've taken out 3,000, I've taken out 5,000. So out of that 8,000, 5,000 is already locked in.

Now at risk, I only have 3000.

Now if you are lucky enough and your investment actually doubled, it means you've taken back all of
your original money and you now have a free stock. This sounds like a Webull ad, doesn't it? Don't



worry, it isn't. So you basically get a free stock, and that's a strategy I like to employ with riskier
investments. That doesn't mean I no longer believe in the company. It doesn't mean I think that they're
going to do badly or it's going to tank or something like that. But I'm just aware that investment has
higher volatility and that therefore, will expose me to higher risk.

And when I go and I get some of my money back, it makes me feel good. I've taken some of that risk
out of it and I've reaped the reward in the gain. It's also a strategy I like, for example, for crypto
because that is highly speculative, and once your whatever coin it is doubles, you then have free coin,
and I'm no longer worried about it. If it doubles, it triples: wonderful. Great, free money. If it does, I sort
of think, well, what have I really lost other than a bit of an opportunity cost?

So that's one way I like to think about the riskier investments, and I think we shouldn't dilute ourselves
that growth stocks, for example, are riskier than the more value kinds. So that I think is a good way of
taking profits, especially for assets that are a little bit on the riskier side.

Now, how about on the opposite side of the fence? How do we take losses? How do we handle that?
So there are misconceptions. People think well, the stock  market always rebounnds, doesn't it? Even
if it goes down 10, 20, 30, 40, 50 percent, it always rebounds. The index does, stocks do not, and the
index is comprised of the good stocks. What do I mean by that? I mean stocks that keep falling and
companies that are just rubbish over a longer period of time fall out of the index, and that is also one
of the reasons why the index keeps going up.

So this myth that stocks will always go up is wrong. Stock index will always go up, over a longer
period of time, because the losers get kicked out of the index and the new winners get put into it. So if
you are buying an index, probably a fair strategy to just wait things out. You're buying in the QQQ or
the SMP 500 or any other major index that is large enough. If you're buying a very narrow set of
biotech indices or something, the same doesn't apply, you're back to the stock example in the sense
that they might not recover.

The second problem we have is that we often don't want to admit to ourselves that we just made a
mistake and we want to wait. So say we bought a stock at 100, it's gone down to 80 and we don't
want to sell here because we don't want to realise that paper loss. We want to wait, speculate that it's
going to go up back to 100, and then we're going to sell it at 100. What is the logic in that? What is the
reason in that? We sort of think we want to erase our mistake, we don't want to have to accept it.

A lot of the time, those stocks will actually either sort of wobble sideways or, more likely, they will
actually keep going down.

This is a difficult thing for us to admit, and we now look at what can we do better? What's a better way
of looking at that? The other problem, what happens when we have this scenario here, is neglect. We
basically start to neglect our portfolio. We no longer want to look at it. It's a reminder of the mistake
we made, it an unhappy thing to look at it's all red. Let's stop looking at it, and what happens then?

Well, inevitably it gets worse because we're no longer paying attention to the investments; we no
longer do the research; we no longer look at the changes in fundamentals; we no longer look at the
earnings, and likely our portfolio becomes worse. Particularly if we've picked individual stocks. If
you're just buying the index: Not such an issue.

Really, what you need to think about is that hope is not a valid strategy, ever. Hope is lovely. I'm a very
optimistic person. I think we should be very hopeful in life, but when investing, hoping that your stocks
will do better is not really a way to make money. Also what you paid for a stock has no bearing on its
future value.

Just because you paid $100 for it doesn't mean it's now in a changed environment worth a $100. We
basically need to look at this very, very question. Ask yourself one thing when your stock goes down:
If I didn't earn the stock right now, would I be buying it today? And if the answer to that question is
yes, okay hold on, hold on for dear life. You might think it's a great stock and you might continue



discount averaging into the position even further.

If your answer is no, and a lot of the time it is. A lot of the time we bought something on some sort
of... We read something; we're excited; the neighbour of a friend who told us about this sure thing; and
we're like amazing, I bought it, and we probably a lot of the time didn't do all the cheques that we
would ordinarily do. Go back to the checklist, why you bought it, if you make the checklist. Perhaps
you didn't, in which case I encourage you to do it for all the other stocks in your portfolio, and just
think if my answer is no, I wouldn't want to buy that right now if I didn't own it already, just sell it.

It's the only answer. If you weren't going to buy it today, then you will definitely wish to not have it.

You know what the advantage of that is? It means you no longer feel bad every time you look at your
portfolio, it's just done. You've dealt with it, you've faced it head-on and you no longer have this misery
sitting in your portfolio. Therefore you are much less likely to neglect your portfolio. You are much
less likely to just sort of pray and hope that things are going to get better, and therefore you will likely
make better returns in the future. You are less likely also to repeat that mistake.

Lots and lots of people have these old stocks hanging in their portfolios. They sit in there for years
and they just hope that magically it will go back up to the price that they paid for it. Past price is not
an indicator for what it's worth now or in the future, so forget about it. Just ask yourself the question:
Would I buy this company today. If the answer is no, you know what to do.

Bye guys, that's the wrap on this. See you in the next lecture.


