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Definition

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

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

Effectively managing risk
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REDUCE
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How You Get Paid




How You Get Paid

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)
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ACCEPT

REDUCE

AVOID
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Risk Lesson #2

Think like an owner,
not an employee
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3 Scenarios
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Comparing Approaches

Hiring / Strategy Tactics / Preparation/ | Plan Execution

Recruiting Planning Training Execution Decision
Making
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Investment

' Comparing Approaches

NFL o

: A\ :

ABC Inc.

Army
)

>
Hiring / Strategy Tactics / Preparation/ | Plan Execution Post Op
Recruiting Planning Training Execution Decision Review
Making
12
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Investment

>

The Trading Approach

Army
)

>
Hiring / Strategy Tactics / Preparation/ | Plan Execution Post Op
Recruiting Planning Training Execution Decision Review
Making
13
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Investment

>

The Trading Approach

ThedYng
(

Trading TradeBook Simulation Live Trading | Trade Trade
Strategy practice Manage- Analysis
ment
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Risk Lesson #3

Act like a leader
and not a (rogue) agent
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Risk Lesson #3

MICHAEL DOUGLAS - CHARLIE St

N A S iy A LEONARDO DiCAPRIO
Dan I)\ykroyd ltddle Mllrphy \ . s "*‘ g ) ) ” ' . | MARTIN SCORSESE crse

They're not just getting rich... They're getting even.

THE WOLF

WHERE WOULD YOU TURN? |
HOW FAR WOULD YOU GO? 0 F WALL S I R E E
_—
: .

HOW HARD WILL YOU FALL?

-
.

TIRADING 2
SPLACES <

Some very funny business.
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Risk Lesson #2
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Risk Lesson #3

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

Create a plan and execute it
flawlessly
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3 Scenarios
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Gather Inputs

* From all
Stakeholders

* Customer
analysis

« Competitor
analysis

Business Planning

Strategic Plan Process

SWoT

Analysis

SWOT Analysis

« External Analysis
« Opportunities
* Threats

+ Internal Analysis
« Strengths
+ Weaknesses

* Industry analysis + Strategic

* Environmental

« Company
performance

« Company
strategies

TRADING TERMINAL com

Questions
= Strategic Issues

Review Strategic Define
Inputs Matrix Strategies

Review Inputs Strategic Matrix Define Strategies
« All Stakeholders -+ All Stakeholders  + Objectives
* Review Inputs + Define Strategies -« Key Strategies
* Review SWOT to address SWOT « Short and Long
Analysis combinations: Term Goals
* Define 34 key * Opportunities vs +« Operational Plans
statements Strengths
* Opportunities vs
Weaknesses
* Threats vs
Strengths
* Threats vs
Weaknesses
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Review &
Adjust

Final Reviews

« All Stakeholders

» Review Strategies

» Review Goals

» Review Plans

+ Adjust as
necessary
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NFL Playbook
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US Army Operations Process

The Operations Process

The Army’s framework for exercising mission command is the operations

process — the major mission command activities performed duning operations:
Planning, preparing, executing, and continuously assessing the operation.

Plan

Prepare

Elements of
Operational

End state and
conditions
Center of gravity
Decisive points
Lines of
lines of effort

Tempo
Phasing and
transitions
Culmination

Central idea . . .

Commanders, supported by their staffsl use the
operations process to drive the conceptual and
detaided planning necessary fo understand,
visualize, and describe their operational
environment; make and articulate decisions; and
direct, lead, and assess military operations.
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Strategic Trading Plan

This is a Trend Reversal Pattern that

Tradebook

I ARMAasintain Dace

Breakfngl Down The Trade
The Mouritain Pass (Double Top)

low of the day.

The key characteristics af the Mountai

1. lIsthe end existing
Sets g new high/lo
Fails ta set a 207 ne
Pulis in, then cross
Hopefully goes to |

nos

This pottern is best played an the 1, 24

Time: 9:50-3:00pm
Indicators:
* Sets a new high or low of
o This means it sh
high.
o It should not bor
®  The 50 Simple Moving Ay
o Itisideally halfw
any pullback wil
* The volume should ideall
traded without the volun
s [t should pull back from t
o Hthe pullback is
o Hthe pullback is
o Hthe pullback a
#  There should be no signit
movement area.
Confirmations:
*  Within 5-20 time periods
was just set.
* The volume of this 2" tg
volume but NEVER highe
o Ideally, volume should st
Entry Signal:
*  When the 2" candle afte

Stop Loss (R):

Targets:
L]
L]
L]

Rules:

Just above/below the higl
If the risk:reward calcula

1* partial should always k
2" partial at any major su
A partial should always be

As outlined above

5 ond ORSL/ORBD strategy that hos the stock reverse (pull bock) from its overail trend into the open then bounce and resume L5 movement in
I directi ! i ith the major trend, toking odvantage af the pri provement ang exc

overal] trend. The reversal is gen:
the original move (s re-eng

rode that leveroge: iy coused by peaple taking profits from the pre-market gop
|

g t revgrEal befam th

Time: 5:30-9:40am

Indicators:
*  Pre-market the stock is moving in the direction of the gap
*  Stock starts to reverse direction right before or right after the open [9:20-3:35)
*  \plume is either consistent or growing on the reversal if it starts pre-market
* At the open, volume must spike
*  Price movement should be increasing compared to before 9:20am but not more than 50% of the gap
*  The price does NOT push through any areas of support/resistance (daily levels, VWAP, MAs) before bouncing

Confirmations:
*  For clarity, if any of the Indicators above or the Confirmations below does not happen, the trade is ABORTED
*  There is an area of support (long play) or resistance (short play) off of which the price reverses. ldentify this area prior to
the open. Note that this is an AREA- thi means if there are multiple support levels, note them all as the 1** may not hold

but the 27 could. If the stock fails to bounce on either level, ABORT
*  Volume continues to increase {lmin chart candle-over-candle) through the bounce
*  There are no significant areas of support/resistance (daily levels, VWWAP, MAs) that the price pushed through before the
bounce that would inhibit an affective 1:2 return on the 1* partial of the trade
Entry Signal:
*  Bounce off of the targeted area of support/resistance (daily lavels, VIWAP, MAs)
®  Take the entry as cdose to the targeted are as possible but only AFTER it starts to reverse
Stop Loss (R):

*  EBest Option: Next support/resistance level brezk
*  Second choice: Long Trade Stop Loss = ce] + (2 ¥ the spread below the identified area of support/resistznca)
Ehort Trade Stop Loss = (Entry price] - {2 X the spread below the identified zrea of support/resistance)

Target- Mext major arez of support or resistance in the direction of the trend OR 4R, whichever comes first.

Rules:

®*  The stock must be a Gapper following standard practice. Ideal if the news is strong and the move =10%

®*  The stock must not have wild price swings in the pre-markst

*  Partials are to be taken at 2R, any areas of price hesitation, 4R, and areas of support/resistance thereafter

*  This is a fast moving trade. DO NOT USE b/g stop-loss Hotkey. This trade is always to be managed manually.

.

*  NOTE: There may be a secondary trade on a second bounce if the original trend does not continue with sufficient
strength. It requires a VERY STROMNG and quick reversal to the level of the 1** bounce then another reversal to go back
into the original direction of the major trend. This isa separate Tradebook strategy [not yet fully developed).

| T LTI

TR‘f’ IJlkE the expected MA support but quickly came
back through Support here @ 9:10am low. Riskier set-

05 used the VIWAP support brilliantly. Yery quick
trade- all over in less than 1 minute

up but would have worked.

I

1to new high of day——

n exhausting volume —
50% of initial no\.ek'\T —
h cannct break the highe=S—sa
20 time periods A

eased volume
0 SMA cross-
AP 30 beyondm—

VWAP

opportunities using the VWAP/SEMA. Once again, a
quick trade.

QCOM was expecting the VIWAP to hold but the 9EMA
was the level here. Tougher one- | actually aborted the
trade.

—staploss
——ntry
>

<
-

‘artials: 25% + 37.5%+ 37.5%
2R+ 4R+ 14R
leturn: 0.5R + 15R+ 5.25R=7.25R

Trade return: 2.5-6.5R

Pullback <S0% of trand

WHRT- MA only trade without much pullback,
but still did give 2n opportunity. Gatta be quick!!

LT e

* Supported by the overall market direction (in the moment)
* Markets arg neither highly chappy nor strangly directional (unless you catch the trend earlyl)

* Canbe plajed anytime from 9:40am — 3:00pm, but the best trades often set-up from 9:40am - 11am
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Business Planning
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Strategic Trading Plan

TRADER’'S BUSINESS PLAN

>{ Mission Structure

VISION TIMELINE SWOT ANALYSIS
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Risk Lesson #4
nes>
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Create a'plan and execute it
flawlessly
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Risk Lesson #5

Accept risk within your plan, but
focus it where YOU choose
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Accepting and Taking Risk

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

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

-Muhammad Ali
-Anonymous

“Take the risk or lose the
chance”

-Anonymous

“The biggest risk is not taking any risk.
"There can be no great In a world that is changing really quickly,
accomplishment without risk.’ the only strategy that is guaranteed to
fail is not taking risks.”.

-Neil Armstrong

-Mark Zuckerberg

Copyrighted Material: Andrew Aziz (C)
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Accepting and Taking Risk
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Accepting and Taking Risk
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) Focus Your Risk Decisions

Investment
)SIY pasealou|

Trading
(

Trading TradeBook Simulation Live Trading | Trade Trade
Strategy practice Manage- Analysis
ment
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Risk Lesson #6

Any risk within your plan is good risk.

Any other risk is bad risk
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Planned Risk

Financial Risk

Daily maximum loss
Daily risk-per-trade

Psychological Risk

Loss of confidence
Failure to execute

. Copyrighted Material: Andrew Aziz (C)
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Planned Risk

What risks can you identify?

Execution mistakes

Impulsive decisions

Self doubt

Changing TradeBook (while executing)
Lack of prep

No strategy

Not trusting yourself

Lack of patience

Over confidence

. Copyrighted Material: Andrew Aziz (C)
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Planned Risk

Create a plan that addresses
ALL

the risk elements that matter to you
and allows you to execute on your
overall trading plan(s).
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Calculating Your Risk

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)

Copyrighted Material: Andrew Aziz (C)
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Calculating Your Risk
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Calculating Your Risk

For retail traders, only 2 measures
matter:

Daily Maximum Loss

&
Profitability

Copyrighted Material: Andrew Aziz (C)
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Calculating Your Risk

Daily Maximum Loss
=1/Win Rate% * (Risk per Trade)

€.8. e.g.
=1/25%*$100 =1/75%* $100
= $400 =$133....or $200

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

. Copyrighted Material: Andrew Aziz (C)
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Calculating Your Risk - Profitability Calc

Win Rate

25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75%
10%
21%
32%
43%
54%

65%
76%

Payoff Ratio

Average Winner

Payoff Ratio =
Y Average Loser

Copyrighted Material: Andrew Aziz (C)

www.BearBullTraders.com 42

TRADING TERMINAL com



Payoff Ratio

Calculating Your Risk - Profitability Calc

Win Rate

10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80% 85% 90% 95%

10% 20% 30% 40% 50% 0% F0% 80% O%%

21% 32% 43% 54% 65% 76% 87% 98% 109%

% 32% 44% 56% 63% 80% 92% 104% 116% 128%

4% 43% 56% 69% 82% 95% 108% 121% 134% 147%

12% 26% 0% 54% 6a% 82% 96% 110% 124% 138% 152% 166%

5% 20% 35% 50% 65% 80% 95% 110% 125% 140% 155% 170% 185%

12% 28% 4% 60% 76% 92% 108% 124% 140% 156% 172% 188% 204%

2% 19% 36% 53% 70% 87% 104% 121% 138% 155% 172% 189% 206% 223%

2% 26% LEL 62% 80% 98% 116% 134% 152% 170% 188% 206% 224% 242%

14% 33% 52% 71% 0% 109% 128% 147% 166% 185% 204% 223% 242% 261%

20% 0% 60% 80% 100% 120% 140% 160% 180% 200% 220% 240% 260% 280%

5% 26% A7% 6a% 89% 110% 131% 152% 173% 194% 215% 236% 257% 278% 299%

10% 32% 54% 76% 98% 120% 142% 164% 186% 208% 230% 252% 274% 296% 318%

15% 33% 61% 84% 107% 130% 153% 176% 199% 222% 245% 268% 291% 314% 337%

20% 4% 6a% 92% 116% 140% 164% 188% 212% 236% 260% 284% 308% 332% 356%

25% 50% 75% 100% 125% 150% 175% 200% 225% 250% 275% 300% 325% 350% 375%

4% 30% 56% 82% 108% 134% 160% 186% 212% 238% 264% 290% 316% 342% 368% 394%

2% 35% 62% 89% 116% 143% 170% 197% 224% 251% 278% 305% 332% 359% 386% 413%

12% 0% 63% 96% 124% 152% 180% 208% 236% 264% 292% 320% 348% 376% A04% 432%

16% 45% 74% 103% 132% 161% 190% 219% 248% 277% 306% 335% 364% 393% 422% 451%

20% 50% 80% 110% 140% 170% 200% 230% 260% 290% 320% 350% 380% 410% 440% A70%

24% 55% 86% 117% 148% 179% 210% 241% 272% 303% 334% 365% 396% A27% 458% 489%

28% 60% 92% 124% 156% 188% 220% 252% 284% 316% 348% 380% 412% A44% A76% 508%

32% 65% 98% 131% 164% 197% 230% 263% 296% 329% 362% 395% 428% 461% 494% 527%

36% 70% 104% 138% 172% 206% 240% 274% 308% 342% 376% 410% 444% 478% 512% S46%

40% 73% 110% 145% 180% 215% 250% 285% 320% 355% 390% 425% A60% 495% 530% 565%
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Calculating Your Risk

Risk Management Cycle

Calculate (or estimate) your Profitability
Calculate (or invent) your Daily Max Loss
Trade for 1 month

(Re)calculate your Profitability

Review all plans and decide what to change!
Repeat

A e A

. Copyrighted Material: Andrew Aziz (C)
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Calculating Your Risk - Profitability Calc

Win Rate

25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75%
10%
21%
32%
43%
54%

65%
76%

Payoff Ratio

Average Winner

Payoff Ratio =
Y Average Loser

Copyrighted Material: Andrew Aziz (C)
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Calculating Your Risk

Where to look for opportunities:

 Adherence to (Tradebook) rules
 Mental preparedness

 Average winner

 WinRate

« Partialling approach
 Stockselection

* Trade timing (time of day and duration)

. Copyrighted Material: Andrew Aziz (C)
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Risk Lesson #7

It’s all on you.
DO NOT blame anyone, or
anything else

Copyrighted Material: Andrew Aziz (C)
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Seven Risk Lessons

1. Know how you get paid

2. Thinklike an owner

3. Actlike aleader

4. Create aplan and execute it
5. Purposely focus your risk

6. Plannedriskis good
7. It'sall onyou

. Copyrighted Material: Andrew Aziz (C)
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