Trading in Practise - A hands-on workshop

Trading in
practise

a hands-on session

z
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When trading shares:-

How to:
» Calculate the Position Size?

* Minimise our risk?
(so we can sleep at night)

» Set the Stop Loss price level?
 Estimate our Price Target?

So, how do we do all this?
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Session purpose

* To consider a realistic trading example
using historical price data.

» To share ideas and experiences.

» To compare opinions, and understand
how other people do it.

* We will consider:

 position size calculation,
* initial stop loss,
* trailing stop loss.
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Teams

1. Quickly form into teams:-

» of 3 or 4 people

* in the seats where you are

* (turn round and say hello to your team members).
2. Preferably also have:

» Trading Work Sheet (or a piece of paper),

* Pen (or pencil),

* A calculator might be handy.
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The paper work...

“Trading Work Sheet”
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The Trading Work Sheet

This one has several elements:

1. Portfolio & Trade Risk

3. Trade Work Sheet
2. Trade Planning & N\ \

1 Trddng Work Shee] e

Position Size \. .
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Trading in Practise - A hands-on workshop

Portfolio & Trade Risk Mgt

Portfolio & Trade Risk

Sample Yiour armount
(a) Today's CAPITAL = § 50,000 S

{b) Maximum Capital =20 of(a) e %
per position = 510,000 .

{c) Risk per trade = 2% of (a)

{d) Amount “at risk" =5 1,000 5.
per Trade =(a)x{c)

[R]isk per trade — 2% ?

NOTE:

* In this example we are using what is widely
referred to as the “2 Percent Rule”; and

* We are using the amount of 2 percent; but

» A more conservative approach would be
to use a value less than 2%, and
perhaps as low as just 1%.
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Trade Planning ! Position Size

Detail on [—
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ey

(¥ REWARDORSH Ratio:
R W ARD
ey
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Diagram example

* Recent trading range $10-%13
= Anticipate a

break out and e
rising trend.

20

£13

1
|'¢:|--:ra-g|| I
v

Diagram explanation

1) Determine three key price points:

- Target price
= $20 u'"I prce

- Likely purchase b e
(or entry) price
=$13
- Initial stop $15 Proterred Bty
= $950 $13 i I I AR
¥adng range l Il
£10 T Irstia St 151

589
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Diagram explanation

2) Calculate:
- Reward amount [Gares sree
- Risk amount &30 Target Frice (TFY
. 'y
3) Calculate:
- Reward/Risk REWARD
Ratio $15
H!:Ernn’l.'":,-"_
. Price (PEM
4) Ideally: 513 i I I i
- greater than 2 irading 'an:lrl II -
10 Y ¥ initial Stop (159
59
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Diagram explanation

Reward/Risk Ratio
= $7 / $350 SAMpie proe
= 2 &30 Target Frice ;rr-;
The greater the REWARD
reward, the better | *'* Proares Eny
the ratio. $13 i I I 'S !
Great if 3, 4 or 5+ wwangrose | II P
§10 T ¥ initiad Stog 15
59
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Trade Work Sheet

Can enter the details

onto the Work Sheet Trade vg:zk En-.;er ,

Stock Code

Actual Entry Price =3

initial Shop Prics (15) =3

Initial Stop Amcound: B = cants
Eriry cate: __ ¢/

Date
(44 - mm}

Close Tradling
Price Stop

L

Case Study
Exercise #1

(are we ready?)
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Let's take this trade!

I Al poom bbb AEH Weidy - RCHUIN LT

-8 AR Lo FE o8 0 54 WL _
/ACR — Acrux Ltd | |
LK I " iy g} !
« +-50c-1" o el
« +-40c-- l .
| L
* Weekly chart E -
* Breakout v I
» Above resistance enlma
* High volume ---nuu-..i_!
(C)copyngmzmo-zmsl 1 e ) e e F—1 .‘ T

The planning steps

We have a trading “system”
(ie. a Trading Strategy)

Our “system” says -->“GO!”
We have decided to take the trade.

So: position size?
initial stop loss? etc.

The bigger picture

; -[‘ Weekly
e candles o
Tf’ﬁ '

o s »
ﬂ?h,ﬁ[ﬂl“rﬁﬂm 4

T ]
We are about to enter I
somewhere here
2 | ey
= | Dec 2007 | ) Dec 2008 || ~
isil Loodibsd N i NI ] i [T T .
. L otn b R g Pasgts = .
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The planning steps

In the next slides we will:

1. Estimate Preferred Entry (purchase) Price
2. Set Initial Stop Loss position

3. Calculate the RISK

4. Estimate Target Price

5. Calculate the possible REWARD

6. Calculate the REWARD / RISK ratio.
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Determine your RISK

Al S T |

L50c-1"
Consider: - | ]
* Preferred Entry Price (PEP)|
= Initial Stop Loss (15) =
* RISK per share=R |
(fill out the “paper work”") !

[ ACK. 300901 -rbb, k- KER - Wieehily - ACFLIX LIMITED

AT 'h'lhll\' Cl=00 S0 00412 W=0%% L=0 1 =0 100 348 w0 AN =]
75 075
I e 70~ o
nes 3 i . T
\Here‘s the chart again -

v 4-50C-- T |
nes 4 045
. _5_400__ Resistance? i
D35 o o Suppan? 035
LT T Sweeks . Akl

« Preferred Entry Price (PEP) ?

« Initial Stop Loss price (IS) ? s ™

¢ RISK per share =R ? 1

© conn ;_'Zc'l:ml' T _"--:--érv::él T ||:l¢:'tn-|:|r:l-'::-'-:‘l !-.-.I.l:u:"\-.:-":--:1.'1.!I.1 '-.I.ldlli ]
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N 3L PO0P0T - pib, e ACH Waphly ACHLIX | MAITEG

~ Here's one possibility... | -
« Preferred Entry = 50c Ve i
(at last Closa) Ry, (S L \ Eoos
« Initial Stop (IS) = aec ~-50C-- e
(at last Low)
» RISK per share:- _ E
R — SD - 39 - 11{: ‘:::;:‘ I?\.upp:rw
Are these your figures? -

Or something different? |

(There are many right answers) }

Ll ey ok |

“4 -‘.- chsee T aresmiber Tl |Cice ;

Amount at “risk”

Note down your

Risk amount
(cents per share)

Item (1) on the sheet
(eg. 11 cents)

Target Price?

What is
your estimate for
the Target Price?
(see chart on next slide)
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MLl Target Price? 2
et T. (also view big picture) | | ¢

£ TheRh R -
£1 TN =

b
b
D55 3 T- .
v 2-50C-- . x|
nes .45
a0 _5_400__ Resistance? E o
0as E bars Suppen? 035
T Bweeks o
EEIF
I3 See big picture Vet tigh 1
* T on next slide valume -
i . 3 i 1 1 1 L] i [} . I M
A6 13w 37 [¥ e 17 [ || E [E[a (&5 e [#2 |
o) cony E[Ociohes T8 |Faovemtar i |Decamiar 15 TRarvsary 1% TFe
- .

The bigger picture

ALS: bk L300 LD B R Lo P o D =4

; -[‘ Weekly
i | candles

gt W!T.'fhu | #Jﬁm@’ﬁ# r

f
We are about to enter it
somewhere here
= | Dec 2007 | ) Dec 2008 -
1aiail Loodibsd N i NI ] i [T T .
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More paper work...

Estimate your REWARD (item (2) on sheet):
* Target Price (TP) = ?
* Preferred Entry Price (PEP) = ?

REWARD per share
= [Target Price] — [Preferred Entry Price]

Note down your REWARD amount...
(cents per share)

Item (2) on the sheet
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More paper work...

Estimate your REWARD (item (2) on sheet):
» Target Price (TP) =? (eg. $1)
* Preferred Entry Price (PEP) =? (eg. $0.50)

REWARD per share
= [Target Price] — [Preferred Entry Price]

(eg. $1.00 — $0.50 = 50 cents per share)

Note down your REWARD amount...
(cents per share)

Item (2) on the sheet
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Reward to Risk Ratio

Calculate your:

Reward
Risk
Item (3) on the sheet
(eg.50c /11c =4.5)
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Position size (the number of shares to buy):

Total amount at risk*
[R]isk per share
(eg. $1000/ 11 cents = 9,090 )

* Total amount at risk in this study
= 2% of $50,000 = $1,000
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Trading in Practise - A hands-on workshop

Value of this parcel

The Position Size x PEP = $
(eg. 9,090 x 50c = $4,545)

QUESTION:
Is this parcel value less than item (b)??
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Trade Work Sheet

On right hand side of the Trade Work Sheet:

* If we place the trade,
record the Actual Entry Price on the sheet.

» Complete the details at the top of the
Trade Work Sheet.

* Now let's go forward a week or two....
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(now view the charts ....)
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AR iy (e S (1= o 5 | T =

I
L
0s | ﬁ"‘;

04 | lﬂ*""’*h Where is your [ 04
03 | Initial Stop? 03
-y

AR ey (e (150 B He LR |8 BT T= G

‘ Forward 4 weeks ‘

:rlgr. |
il L
| 'llH 4-—Tﬂﬂ"|

Was your
i |.| i I_ | ‘

Initial Stop |
too aggressive?

AR iy el RIS (= TR Mo AFY LB D o8 B 6 0B BIR oy
e e AN R = o L. 8 - P

Forward
seven more weeks |

:rlgr.
| “llﬂ 4.-Jjﬂ Yo ]

Stop now? [

. o
|l P R A1 PO O o S L Y L !
| B | __E ;o Haa | _ = L. 3 _ b= I __]
© R it i

‘ Where is your F-
P gl |
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DI whmaddy Ll=l 1 S el N1 |8 IEE B B33 & WEE [T

| Forward another
t 5 weeks

Iﬁ‘*-

I oy o™ -—
lm--v,ﬁ | I i

(a) Where is your Stop now?
(b) If taken out, would you re-enter?

|

. ‘ !
| |
| | |
|0 PR O O TS T I |

I | | ] 1 | L] I

b= 1=

.

Forward
2 more weeks

| &
: .:I'J']“"'. ! | :

R
li‘l'lL-T"ﬁﬂi'qT-_qﬁlj? a, |

Where is your ||

Stop now? |
|
i
\ ..l!!lll-lE.:ll !nn.:.q.._....pl !

AR wtemiiy 00BN ) N BN L T 0BT a0 R [

Forward another ﬂ'ﬁf" "“
5 weeks to i |

: e
l E]i mid-June ﬂ
Ry o
Ill**f*"*ﬁ““"- Ky

[
1
(MR TSeq |
]
|

L
Where is your
Stop now?

- o -
il..-llllll..l-.l::.|.-...1...-..||||||I
Jr " i L le s T
=1 TS
(© i W 139
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{ _ — ~0907 —
| <« ~080?
{ «— ~0.702
{ u'l <« ~0607?
v o I — ~0507

M L
! '”4"-‘”1’““"! Surely you have

lifted your
| Trailing Stop? I
To where? !

|
- o u

| I |

|

If |||u| | |I||rl I

[ T e it ane i i o o e

.\a ™
(© 1] 0 40

Q00w maimie_______________________ EISE
o :._.E.L;;te — = l -
L -
| |
| ;'hf.,'””w.u
A
;rh...... I‘ . ||I||..1..|n.|| l—

]

Is this candle a |
reversal signal? | | ..

[

|

and a warning
to close out?

I ||I 1I I‘ “llhll ||| “I e e i_
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I#h'ﬂl appears not | |

Where is your

L
ﬂ[l'r "vt- ";,llr Stop now?
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|
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E 5]

¥ .
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u

‘"' I Where is your
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; nlﬂl'h‘"'lﬂ.“mil
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— Where is your
| Stop now?

e iy s e e

. 41 | "
(! ‘IL L o Where is your

[V 'u-!;-' k‘*l:".ﬂ Stop now? |

i|.|:|i||1’|g|.1u.!;1.|l |:!|ny|.;.,.qr...J..!.r.|;1||‘!_|h|_l . o~

R T T i bl
S i G — T
.| Isthis candle a Fh
| | reversalsignal? |T~—_ E-
] o 1 o
] 1 B i
! '
| ——
i : ‘L ‘_1?__‘ [ - Where is your
[ 1F I"| F lhl g Stop now?
Lo | Wi s [
I-d.- & ‘*"ln t

|
i|bII|H|II|I||!|.-.Jllln.!II1I|1L|:!l.i|lnlp.-l:..-m_‘|.-cl:|r-.|:ﬂ|| _l_||J|_|J.mlpll:1| :
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d Where is your
i 4. ) - Stop now?
A,

oyt~ -

o
hbl_lllll[l._'n:llp!lﬂlll |:!lH|I|Ir.r1:.:-m_‘|.-cl!|.r-.|:ﬂ.||
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That's all for now

That's all the price action
we have for now.
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Conclusion & Wrap UP

* Where did you end up?
» Was your Stop hit?

e Conclusions?
e Comments?
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Example #2 follows, if there is time.

Otherwise... Thank You
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Case Study
Exercise #2

(needs access to interactive charts)
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Let's run BullScan

* Run scan as at Friday 20 March 2009
(ie. after the bear market bottom)

* Weekly
e Scan the list of stocks in:

* Small Ordinaries, or
» S&P/ASX 300, or
¢ All Ordinaries
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Scan Results

B n  Wewkiy - SRS TRIA L WITIR
“'\ll'll'_ﬂ 18 &30 (1=0 5B H=8 8% L=8 7715 L.

| IDL — Industrea Limited [ N\ ._

iF *
-

1T T *Jr _

(c) Copy!
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Initial Stop Loss?

Determine Initial Stop Loss; but how?

» Under recent [ Weskly - IMOUS THEA LIMITID
price action? [DLWese C-04m 0-030 Hb o L0305 0105 3330

About27¢? |

or 26.5¢c ?

or other?
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Let's intend to trade — Target?
T T
Determine the e
Price Target; =
but how?

1) Measure Rule? -
(ie. extend triangle range) P LU

2) Recent overhead |

resistance? ¥ I e
3) Fibonacci retrace? MERE PN |
(see next slide) [0 S B
4) other? : ]_ e
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Price target — Fibonacci retrace?

B etil e BN Weskly . PEARTHLL | BT
1wt CHB AT D -8 KB HoB 49 |-

Fibonacci
extension of |
recent range? L
ora g vl
retracement of 1l
the big fall L

(not shown)? \ l
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Complete the paper work

Determine your RISK:

» Preferred Entry (Purchase) Price (PEP)
* Initial Stop (IS)

* RISK per share
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More paper work

Determine your REWARD:

» Target Price (TP)

* Preferred Purchase Price (PEP)
* REWARD per share
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Reward to Risk Ratio

Reward
[R]isk
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Position size (the number of shares to buy):

Amount at risk
[R]isk
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Value of this parcel

The Position Size x PEP = $

QUESTION:
Is this parcel value less than item (b)??
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Trade Work Sheet

* If we place the trade,
record the Actual Entry Price on the sheet.

» Complete the details at the top of the
Trade Work Sheet.

* Now let's go forward a week or two....
and study the actual, interactive price chart...
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(now flip to BullCharts .... )
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Monitor trade, revise stop

* Determine Trailing Stop; but how?
* P-SAR
» Wilson ATR Trailing Stop

(c) Copyright 2010-2015, Robert B. Brain 7

SUMMARY

» With trade management, risk management and
paper work.

+ HOW DID WE GO?
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(the end)

(¢) Copyright 2010-2015, Robert B. Brain 73

Backup slides etc follow
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