Trading in Practise May 2012

Teams

Tl'adi n g i n 1. Quickly form into teams:-

» of 3 or 4 people

p ra Cti 5 e * in the seats where you are

* (turn round and say hello to your team members).

a hands-on session 2. Preferably also have:

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

A calculator might be handy.

- & Copyright 2010-2012, Robert Brain

When trading shares:-

How to:

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

« Set the Stop Loss price level? The “paper work”...

 Estimate our Price Target?
 Calculate the Position Size?

So, how do we do all this?

Trading in Practise The Trading Worksheet

Session Purpose: This one has several elements:

 To consider a realistic trading example « Portfolio & Trade Risk Management

using historical price data. « Trade Planning / Position Size Calculator

» To compare opinions, experiences, and - Pictorial Diagram
understand how other people do it. = Tiating VA et samglea
. » Trade Work Sheet '** TR
 Consider: e —
- position size calculation, ' —
* initial stop loss,

« trailing stop loss. S o | |

(c) May 2012, Robert Brain
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Portfolio & Trade Risk Mgt

Portfolio & Trade Risk Management

(a) Teday's Trading Capital =5 50,000
(b} Max Capital per position = 20% of (a)

=5%10,000
{c) Risk per Trade = X%

(d)Amount at Risk (per Trade) =3 1,000
= (@) x(c)

Position Size Calculator

Trade Planreng | Postion Size Caloulahor

Slook Code

Detail on ) Tiom (RAEK:
. Liksly Purchass Price {LEP) - panls
next slide intish Sop Price (15) = cents
Fiwk ipes sham) B = (LPP—I15) = cmnls
{21 T REWARD:
Targel Price (TF) - zenly
Likidy Purchase Price (LBF) = oanls
Rwwawrd iper shars) = (TP-LPP) = canls

3] Rewavat Risk Ratio
Feward N
Rk " =
{4} Paweed size (number of shares)
Amouet ateisk (o _ _
ik P—
5 Vislue of By parcel
Parcel SipexLPP = §
& ig this parcel vakse lnes than (&) 7

Diagram explanation

» Recent trading range $10-$15

= Anticipate a price
rising trend. -
315 i I
513 ——
v |
510 T I
=
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Diagram explanation

1) Determine three key price points:

- Target price
=$20

- Likely purchase
(or entry) price
=$13

- Initial stop
=$9.50

price

$20

$15

$13

$10
$9

Target Price (TP)

Likely Purchase
Price (LPP)

Diagram explanation

2) Calculate:
- Reward amount
- Risk amount

3) Calculate:

- Reward/Risk
Ratio

4) Ideally:
- greater than 2

price

$20

$15

$13

$10
$9

A

recent
trading
range

Target Price (TP)

Reward

Likely Purchase
Price (LPP)

Diagram explanation

Reward/Risk Ratio
=$7/%$3.50
=2

The greater the
reward, the better
the ratio.

Great if 3, 4 or 5+

price

$20

$15

$13

$10
$9

*

recent
trading
range I R(isk)

l
| ¢

Target Price (TP)

Reward

Likely Purchase
Price (LPP)

Initial Stop
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Trade Work Sheet

Can enter the details Trade Work Shest

onto the Work Sheet T
Slack Code

Likaly Punzh Price [LFF)] =%

- Iritial Slop Prica =45 ____
Initial Sleg Amounl: R = cenls
Adual Purchase Price =§
Puchasedate _ (_

" Date Close Trailing
iga-mm) | Price

Case Study
Exercise #1

Let's take this trade!

B ACH poOwer o b ACH Wy - BRI LD
[T : B

‘ACR — Acrux Ltd Ll?'-.’.‘._t-frr.._. —

e
N S_—
50017 "

- 1-40c-- =
' E S bars
. [Tt §
* Weekly chart E -
* Breakout i
* Above resistance ool
« High volume ._””_”1_[

| = e —p . ]
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The planning steps

Our system says --> “GO!”
We have decided to take the trade, and
we will do the following in the next slides:

1. Estimate likely 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.

R Lo e =i

The bigger picture

e
L
h

-
™, ™
I 'r,![mf’ﬁiﬁ

f
We are about to enter I
somewhere here
e | ey
= | Dec 2007 I ) Dec 2008 || ~
isil Loodih i iea il i NI ] i [T T | .

Determine your RISK

Consider: T Amieman :
» Likely Entry Price (LEP) ‘Im: —~-70c--- :
« Initial Stop (IS) !
+ RISK per share = R joeny
(fill out the “paper work”) : -
R
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B ACH. 00901 rhh, bez KCR - Wisshty - ACRLOC LIMITED Bl
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'Here's the chart again ---6 (
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« Likely Entry Price (LEP) ?

P Wary high
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Here's one possibility... | -

+ Likely Entry Price = 50c \

{at last Close) \ ] a-,
--50c--

= |nitial Stop (I1S) = 39¢
{at last Low) |I @l
+ RISK per share:-
R =50-39 =11 cents

Are these your figures?
Or something different?

|Ficesvenas T |Cecermcar 18 Hanuary 18 [FL
»

Note down your

Risk amount
(cents per share)
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Target Price?

What is
your estimate for
the Target Price?
(see chart on next slide)
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More paper work... Value of this parcel

Estimate your REWARD:

* Target Price (TP) =7 The Parcel Size x LEP = $
* Likely Entry Price (LEP) = ?
REWARD per share QUESTION:
= [Target Price] — [Likely Entry Price] Is this parcel value less than item (b)??

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

Reward to Risk Ratio Trade Work Sheet

« If we place the trade,
note the Actual Entry Price.

» Complete the details at the top of the
Trade Worksheet.

Calculate your:

Reward
Risk * Now let's go forward a week or two....

Position size (the number of shares to buy):

Total amount at risk (now view the charts ....)
[R]isk per share

Total amount at risk in this study
= 2% of $50,000 = $1,000

(c) May 2012, Robert Brain
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!

Starting here

™

!H' 'L“*[l'] Where is your
Initial Stop?

}iﬁ-

A wmaiy (B T D)o A W8 A L8 M W BN 7R
L -4

Forward 4 weeks

-

ll** *"T[jﬁ'l

Was your
Initial Stop
too aggressive?

el

Forward
seven more weeks

™

| T

‘H*-—T'ﬂﬂ Moreuoal

Where is your
Stop now?

(c) May 2012, Robert Brain

DI whmaldy 1=l 1 Sl A Wl N1 |8 IEE 8 B33 6 WEE
oy e e e

May 2012

Forward another
5 weeks
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i Where is your
| ‘ Stop now?
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Forward
2 more weeks

Where is your
Stop now?
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1 Forward another
i. 5 weeks to i

l ﬁi mid-June ljﬂ

L
Where is your
Stop now?
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T |
I That's all for now
o) -
s, ""‘l‘.:
_________ . Where is your
hok, )t [EESioRRoW? That's all the price action
(L L ol |
b B T L we have for now.
r'_ “““““““ . 1

Conclusion & Wrap UP
* Where did you end up?
! « Was your Stop hit?
T H o
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