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Definition
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Risk is the possibility of something bad happening

Risk involves uncertainty about the effects/implications 
of an activity, often focusing on negative, undesirable 

consequences
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Risk Lesson #1
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Know how you get paid
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How Do You Get Paid In Trading??
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How Do You Get Paid In Trading??
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How You Get Paid
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Effectively managing risk
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How You Get Paid
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Markets

• What the stock will do

• What market/world events will occur (after you enter a trade)

Tactics

• Effectiveness of your strategy(ies)

• How much you are risking per trade

• How robust are your tools and processes

Execution

• How often you deviate from your strategy(ies)

• How often you do not adhere to your stop loss (+ve or –ve)

• How you manage the trade (i.e. partials, adding, exiting)

How You Get Paid
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Risk Lesson #2
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Think like an owner, 
not an employee
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3 Scenarios
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Comparing Approaches
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Recruiting
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Execution 
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Making

Post Op 
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The Trading Approach
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The Trading Approach
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Risk Lesson #3
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Act like a leader 
and not a (rogue) agent
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Risk Lesson #3
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Risk Lesson #3
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Risk Lesson #2
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Risk Lesson #3
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In real life, rogue agents die, destroy 
their lives and/or end up in prison

Be the one they want to take down!!
(i.e. the stable, boring leader)
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Risk Lesson #4
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Create a plan and execute it 
flawlessly
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3 Scenarios
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Business Planning
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NFL Playbook
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US Army Operations Process
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Strategic Trading Plan
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Business Planning
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Strategic Trading Plan
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Risk Lesson #4

Copyrighted Material: Andrew Aziz (C) 
www.BearBullTraders.com

Create a plan and execute it 
flawlessly
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Risk Lesson #5
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Accept risk within your plan, but 
focus it where YOU choose
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Accepting and Taking Risk
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“Take the risk or lose the 
chance”

-Anonymous

“The biggest risk is not taking any risk. 
In a world that is changing really quickly, 

the only strategy that is guaranteed to 
fail is not taking risks.”. 

-Mark Zuckerberg

“Life is all about taking risks. If you 
never take a risk, you will never 

achieve your dreams.”

-Anonymous

“He who is not courageous enough to 
take risks will accomplish nothing in life.” 

-Muhammad Ali

”There can be no great 
accomplishment without risk.” 

-Neil Armstrong
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Accepting and Taking Risk
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Accepting and Taking Risk
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Focus Your Risk Decisions
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Risk Lesson #6
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Any risk within your plan is good risk.

Any other risk is bad risk
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Planned Risk

Copyrighted Material: Andrew Aziz (C) 
www.BearBullTraders.com

Daily maximum loss
Daily risk-per-trade

Financial Risk

Psychological Risk

Loss of confidence
Failure to execute
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Planned Risk
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Execution mistakes
Impulsive decisions
Self doubt
Changing TradeBook (while executing)
Lack of prep
No strategy
Not trusting yourself
Lack of patience
Over confidence

What risks can you identify?
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Create a plan that addresses 
ALL

the risk elements that matter to you
and allows you to execute on your 

overall trading plan(s).

Planned Risk
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Calculating Your Risk
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Most investment banks and proprietary trading firms use 
highly complex measurements for performance and risk

• The Sharpe ratio

• The Sortino ratio

• The Adjusted Sortino ratio

• Gain to Pain (GPR) ratio

• Value at Risk (VAR)
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Calculating Your Risk
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Calculating Your Risk
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For retail traders, only 2 measures 
matter:

Daily Maximum Loss
&

Profitability



41

Calculating Your Risk
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= 1 / Win Rate% * (Risk per Trade)

Daily Maximum Loss

Note: Consider your desired daily trading volume and your 
emotional handling of losses before finalizing.

e.g.
= 1 / 25% * $100
= $400

e.g.
= 1 / 75% * $100
= $133 …. or $200
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Calculating Your Risk – Profitability Calc
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Calculating Your Risk – Profitability Calc
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Calculating Your Risk
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1. Calculate (or estimate) your Profitability

2. Calculate (or invent) your Daily Max Loss

3. Trade for 1 month

4. (Re)calculate your Profitability

5. Review all plans and decide what to change!

6. Repeat

Risk Management Cycle
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Calculating Your Risk – Profitability Calc
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Calculating Your Risk
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• Adherence to (Tradebook) rules

• Mental preparedness

• Average winner

• Win Rate

• Partialling approach

• Stock selection

• Trade timing (time of day and duration)

Where to look for opportunities:
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Risk Lesson #7
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It’s all on you.
DO NOT blame anyone, or 

anything else
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Seven Risk Lessons
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1. Know how you get paid

2. Think like an owner

3. Act like a leader

4. Create a plan and execute it

5. Purposely focus your risk

6. Planned risk is good

7. It’s all on you
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