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Introductio

About this version

This version of the presentation
“Useful Tips for Managing Risk”
(February 2012)
is based on the January 2012 version
which was presented to the Melbourne ATAA;

but is expanded with additional slides,
and with updated CommSec online broker slides
to demonstrate the Query tool for stock selection
(since CommSec have upgraded their web site).

q,ﬁManaging Risk in the Markets
.

It's easy to lose money
in the share market.
It's easier to lose lots of money
(like money down the drain).

. Can we reduce the risks in the share market?

. Is it easy to reduce the risks? [

. What are the risks that we face?

1
2
3
4

. How can we reduce the risks?

© January 2012, Robert B. Brain
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Mobile phones?

Please turn phones to silent or off

February 2012

Session Outline

1. How do we define “success” in the markets?

2. How can we increase our chance of success
(and decrease the risks)?

3. Wins and Losses — a fact of life
4. Quality Watchlist — “cut and dice” the market
5. Risk management options:

- Liquidity — watch out or else!
- Position size — optimise performance!
- Stop loss — imperative!!

Novice or experienced?

1. Experienced and successful
investors and traders
might consider the material
in this presentation to be basic.

2. Whether experienced or not,
it can be useful to remember the basics.

3. Novices in this game
will find this material immensely useful.

© January 2012, Robert B. Brain
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Introductio

Questions?

Interactive presentation!

Questions welcome.

Introductio /

February 2012

9

Important Notice — No Advice!
1. This presentation does not include any advice.
2. For proper advice, your personal financial
situation needs to be considered.
3. This presentation is pure education,
only for your general awareness.

4. There are no recommendations to take any
action, or to invest any money in any way.

5. Always consult a properly licensed advisor
before making investment decisions.

o G
B w
Important Notice
@
o @,
B w
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ATAA — Member Benefits

Potential members, and existing members,
are reminded of the benefits of being a member
of this very useful Australia-wide organisation:-

1) Regular opportunities for networking with peers,
including international affiliations (IFTA).

2) Extensive free video and DVD library on many Technical Analysis topics.
3) Access to web-based INO-TV for streaming audio and video presentations.

4) Extensive ATAA website resources —
many past journal articles, presentations from past meetings and more.

5) Annual ATAA Conference (speakers + networking).
6) Lots of member discounts — bookshops, email newsletters, memberships, etc
7) Learn about Technical Analysis, including:

(a) risk assessment and money management

(b) market entry and exit timing

(c) market timing and cycle analysis

(d) complementing different trading styles

(

(

e) trade and strategy back-testing
f) trading and investment psychology.

About... Robert Brain

Consuitant, educator and part-time® share trader
Web-based sharemarketl-suppon business

® Many years experience ® Enginesring Degres
as trainer. presenter [mtrctured Ssnking with an
conference facitalor (Sooufs) eye o chuwls ared chagimen

& Share Market - ® 30+ yaars - professonal

active 12+ years® e BXpEfiEnce |IT and managemant]
® Chartist ie. technical analyst ® Do not hald AFS license!

TATAL b and naticnal dieci {Can’t give advico)
& Provide hution and support to ® BullCharts softwars
traders and ifvesions inpopoke v :-':_ e e

Braimy's Shara Marke! Topibox -
# » Member Mensa

* ., b ol mnough captsl i3 ew o B proceeds of kading
aPar bmbng an abry il cower changs n J008]

Promotions & Endorsements

* Robert is an ATAA member, and office-bearer
(Melbourne chapter Vice-Pres, and national director),
and so he will actively endorse the ATAA
www.ataa.com.au

« But, Robert's own personal views about
investing, trading, technical analysis and the
markets do not necessarily represent those
of the ATAA.

© January 2012, Robert B. Brain



Share Market Risk Management

BTW (by the way)...
Without yelling out the answer,

with regard to the
Fibonacci number sequence,

do you know the
first 3-digit number
in the sequence?

Introduc%

February 2012

BTW (by the way)...
The Fibonacci number sequence

0,1,1,23,5, 8, 13,
21, 34, 55, 89...

A\ What is the first 3-digit number?

Introduction

BTW (by the way)...
The Fibonacci number sequence

0,1,1,23,5, 8, 13,
21, 34, 55, 89...

55 +89 =144

© January 2012, Robert B. Brain
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How to increase success?

How to
increase
“success”’?

How to increase success?

QUESTION:

What can we do to
increase our chance of success
in the markets?

BUT!!
What is “success”?

How to increase success?

What is “success”?

* More money?
* More winning trades?
* Bigger wins?

» Fewer losing trades?

* Smaller losses?

» Reduced costs? (interest charges, brokerage)
* Reduced slippage?

* (other?)

© January 2012, Robert B. Brain
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How to increase success?

QUESTION:
So...

What sorts of things can we do
to increase our chance of success
in the markets?

(input welcome here...)

P

How to increase success?

N
21. Strategies — get mor .ﬂ* 30. Use a shorter walchlist

1 [l focus & Renaver BDocks)
F e,

31. Use a longer watchlist
: for moes possRNSES)
3B 24. Clarify my objectives: ™ review ang address
4' B = capital growth?
32. Avoid high-debt stocks
mmEapeaberd hon.orlong term? k:
WW e I-.-“"?“ 5. Emotions control
zﬁ hlal’w my ﬂr""‘"" darita i#0Y

26. Forget the bi 34, Slocks wuh rm;lcurw_n,nI of good perormance
..... el Pl
i ot 35 ot i

36. Improve my Stop Loss malhmi el
37, Strictly implement my Ehp Loss appraach et

How to increase success?

Here are 10 ideas:

1. Avoid “bomb” stocks .D -

triggers
tter system / setups /
i EZtter e¥1try and exit strategies

7. Better tools
(get a smart phone)
8. Better charting

9. Position «i
n SIZing b
— better / Sma,
rte

10. Avoid the day traders “toys”

© January 2012, Robert B. Brain
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How to increase success?

Here are some more

11. Listen o the news :
12, Ignore the news 13, Fundamental analysis:
- more or less?

14. Technical analysis:
'& mora of less?

15. Emotions — get under control

16. Need io feel less nervous @

20. Bulld my network of contacts

e
i i Sy 32

How to increase success?

And a few more:

21. Strategies — get more ideas
22. Buy a proven trading system

23, My weaknesses —
24. Clarify my objectives: review and address
= capital growth?
= income?
= shori l2rm or long term?

25. Clarify my strategy (write it down!}
26. Forget the buy-and-hold approach

How to increase success?

Some special actions:

30. Use a shorter walchlist
1o focus o fenadr sbocka)

31. Use a longer watchlist
[for moee possinlses)

ROE

34, Stocks with history of good performance
35. Optimise position size

36, Improve my Stop Loss approach
37, Strictly implement my Stop Loss method

© January 2012, Robert B. Brain
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Share Market GEM? or furphy?
o

BTW... food for thought

Share Market
“GEM”
or
furphy?

Share Market GEM? or furphy?
oy

GEM? or furphy?
A rising tide:
(a) lifts all boats? or
(b) lifts 3 many boats?

And conversely:
A falling tide lowers many boats
(but it doesn't lower all boats)

And see more Share Market GEMS here:
www.robertbrain.com/gems/

Share Market GEM? or furphy?
o

Falling market conclusion?

In a falling market,
or a range-trading market,
some stocks might be rising!

© January 2012, Robert B. Brain
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“Afalling tide...”

For a falling tide, what are some
risk mitigation actions?

(a) Avoid the market completely?

(b) Be more selective with stock selection?
(c) Avoid high-risk stocks?

(d) Tighter Stop Loss?

(e) Review holdings more frequently?

A falling tide lowers many boats (but not all).

Beware...
Beware of the GEMS that are actually furphies...

Wins and Losses?

Wins
and
Losses

=)

© January 2012, Robert B. Brain
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Wins and Losses?

Wins and Losses

Investing / trading FACT:-

We need to accept that
there will be some losses.

Nobody gets investment decisions 100% right!

But we need our overall result
to be profitable.

-}
W

Wins and Losses?

The “Win/Loss Ratio”

It is very useful to keep a tally of
the number of investmenttrading “wins"
versus the number of “losses”.

eq. 7 wins for every 3 losses
= Win/Loss Ratio of 7:3

This can still be profitable.

But:

+ What is a good Win/Loss Ratio?
+ And what is an acceptable value?

-}
W

Wins and Losses?

Win / Loss Ratio

Which of these ratios are acceptable?
+ 10:0 — ie 100% wins

+ 91 — e, 90% wins (ie. 9 wins out of 10)

+ T:3 — ie. T0% wins and 30% losses

+ G:4 — ie. 60% wins

+ 5:5 — ie. 50% wins

+ 4:6 — ie. 40% wins

+ 37 — ie. 30% wins and 70% losses

=
\‘T”F'

© January 2012, Robert B. Brain
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Wins and Losses?

Win / Loss Ratio

4 wins : 6 losses — is this acceptable?

That is, for every 10 “trades”,
only 4 are winners, and
6 are losers.

This can be acceptable!
Provided losses are small

and profits are big.

Wins and Losses?

Discussion?

? What do you think about this?

? What does it feel like to have
a few losing investments?

? What about a few consecutive losses?

=» Emotion and psychology play a big part
=» Cognitive biases prevent us from accepting it.

Wins and Losses?

The Win / Loss Ratio

We must detach the emotion and
accept the facts — there will be losses.

Remember the:
Win / Loss Ratio

© January 2012, Robert B. Brain
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Quality
watch list?

How to
slice and dice
the market...

Be carefully selective @

* Many successful investors/traders
watch only a handful of stocks, and
not the whole market.
* For example:
- Top 200 (XJO)
- Small Ordinaries index stocks (XSO ~200 stocks)
- Mining stocks (GICS code = 15104000)
- Bio-tech stocks (GICS = 35201010)
- etc.

It can be useful to understand and use
the GICS numbering system. o

BTW

How does each Australian index “map”
onto each other index?

¢ |s the Small Ords index similar to
the S&A/ASX 300 (XKO)?

See the table on next slide as at Dec 2010.
A diagrammatic list of all stocks
sorted by Market Capitalisation.

© January 2012, Robert B. Brain
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. * v | 0,\0\
T T

See more information about
market indexes here:

Frerrre—myr
g
==
===
il [
L)
|
i
i
:
¥

K

F www.robertbrain.com/share-market
i (. —= L

H

. = = 12 e =

olbox — wnwroberbrincon b 38

Be carefully selective

How can we build / reduce
our own watchlist
to minimise the risks? P

ie. What is a good way to 9’}
“slice and dice” the market? ™

Any ideas or
suggestions?

Aussie stocks — some facts...
* There are about 2,300+ “stocks” on the
Australian market.
¢ Many are tiny-cap
=> best avoided?

* Many have high debt levels
=> high risk — best avoided

¢ Many are not liquid
=> difficult to trade quickly — best avoid

© January 2012, Robert B. Brain



How to slice and dice?

Should we:
« Sector-focused?

* Value versus growth?

« History of good performance — good ROE?

Share Market Risk Management

 Low PE ratio (ie. Price to Earnings)?

=oh

9

Market Capitalisation — top 20*

Rk

R e R

2
[y
T

Weifarsans Limdwd
Iehares Mo Ealle G 11

st Company Neme
1 B B Bl oy Lissidwsd
GBS Commanwsalh Bank OF Agsinda
WBC  Wieatps Banking Coporation
AMI  ANT Bsking (rp L34
HAE  Hatioeal Agtrehs Bink Limited
TLE  Telwire Compiration Listed
WOW  Weckworthd Lissted
8 R0 R0 Tiems Limited
WES
e
e Widuide Prlisbesm Limdsd
WEL

(- MCH  Hmcopn! bdining Limited
i pares Elark Lirnited

4 WIC Wiithald Groug OrdUnd Slapled S
15 FMWG Fanuscus Matsh Groug L

[ EM hhares Mo Em WRTS Cf 101
r PR Ry Grosap Lt

L} EL O Larvdd
19 AT by Corporstion
0 [ Fihared SLP 500 Cd 101

*—asat 14 Feb 2012

Pl T
TG, N5 67 260
79 000, L
Fed U0 e S
£8,100,1068, 360
51 536 B 401
47 430 pE3 55T
30,580,100 302
ek o o)
2 21 %
o A% S 0
ok TR R
26,374 B34 000
230401 8N
19,326 234 0
17 458 00477
17 60 085 000
16,53 705 e
16, 90 07 10
16 0,1 30 158
14,779 580 500

The bottom 20*

Bank  Symbal Hams

1 WG
3 FTD
MFL
ML
RMA
e
7 ORe
8 CAG

3
4
!
E

Winbech Geogp Limied
FTD Corpanifian Lid

it Fol Lisstud
Ovrwsnc iy Mabdirags Livsted
Fipltiray Mdis Larabed
Apolla Conqoldated Limdsd
P Corporation Limiled
Ciigei Firgn Lavated

Imagine trying to buy $10,000 -y
worth of any of these... o Lirvined
(or $100,000 worth) P

[F] A Amchi THR

5 Bl Gesaies Educalem Larted

18 E  El Compainlis Livted

7 Py Falamada Liveied

I] O, Cusin (el] Lamidsd

i@ WTl ontes intematsnil Limded

ALY Mgt ibwritmen] Fotd Ll od

*_asat14 Feb2012
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Avoid tiny-capitalisation stocks

Bask  Spmbil Hams Eaber
Cap il

1 a i | ]

eg. There are about 617 stocks |«
worth more than $100 million
to choose from.

Serial poor performers

ROE, ROI, ROS*...

* Some companies
produce poor returns year after year.

* The cause might be industry-related, or
management-related, or...

* But why persist? Why invest in them?

* Increase our chance of success by
eliminating poor performers from our watchlist.

* — Equity, Investment, Shareholder funds

High debt companies
* Many businesses borrow money
to grow the business — that's okay

* A highly-geared company
can be put under pressure

Severe financial stress
=> failure (eg. in 2008!), or
=> private equity take-over!

But, how to spot them?

© January 2012, Robert B. Brain
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High debt companies

How to spot them?

A clue:- the Debt/Equity ratio:-
<50% not too bad
> 50% risky
> 75% very risky

=S
son— [
Debt/Equity > 50%7?
At 15 Feb 2012, there were 227 stocks*.
Here are the “winners”:
Cade  Campany Rame Dbt ity
ratia
fined st b
oML Orst Moeth Erdertaimment Limded 25,850 9%
RUE  Fubacor Geoup Limited 13900.7%
Chl CMA Carpecalion Limiad ITed TN
BAY ARLCL Holdnge Lmsed 1A 5%
HOM Hometoans Lisded TH.1%
SRE Etirbng Resouces Lirded BT B%
RCT Rl Cartire Tewrit i ey
WA Wt Windeia Lamited fik e
e, Farmrsapeli s Ausiralia Limaled %
T Maontec Istemational Lmaed BT E%
HYQ  Hyro Lirded E3.3%
* According to CommSec (online query tool) @ . f}; .

Cods  Cammpany M Dbt ity Cils  Commpuy Hases  Dibt wigaity
Lati axba

v L]

OOF  Chalisng Landsd S16% COF  Cofeyimsoraller 1M 7%
MOS Mstges Groep Ledwt ANLA% FEH  Pamece Soda Holdrgn L
E  CUET Grmup [l 19
OF  Chalwsg biscion Lt T I

BNV Emwides Limied Lt nsan
MAM P Colien Co-Operst L 10 vy
i, Flo s ilrtg Lavalnd ST LIET Y
P Fantet Litsd FPA Pk Pl dgphs 1130%
Pl Painn Hedth Lmded WD Wl Chebripeey L
TUG  Faneios MAs Gag PN Pasiys Lisatid 20T
BCS  BseCoarscions st Tn, ST Schale Copontesls  WEI%
FH  inigin Eregy CEL  CocwColn dmad Limt o

ILE  Ciswemap Loviad ME b P 0
VR Vg dsntske olnge WEA  Westem e ML P
DO Dactar Dt Limsted BN Sl Lt w0
T Trailc Technologes 158 PHT s Mads Grapln  NOT%

N Galonmedt Limted G e b L -y
[T T —— PG Dbuirs et Lovets T
AL Assinoes Lt Ly FC sy Mesth Cos L LT
POC Pacigen Ciew L T Trasipeci: it -
BT i L ELD s Lot e
A Atk G Tachas AT Ao Lt TR
BA Ml LS TEL  Telscom Copeontin of i

BB HF) Ll BEE  Eiwh Lot T
PN 5P haist PR Fiovs Pock Facutt Lirss [T
EME  Ensrgy Desslopmasts L Sl Sy ity Entedwermen Bl
Wl Castrl Wt Oold ML THE  Thop Boapect Eroy Ll e
FOF Paitegs Do i AT e e Tk L o
BB Brech Lmted MO Bacass Leded [
EAD Sy Mgt AEH sy Lednd 2y
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Cods Cade Camparry Mame Wiabst o quity
s
il
=] WEN Macguns Rade Nates 9%
S : R 6%
EGY Erssgy Tacheslager L B0 5% WIF Witpat Livsbid 59 1%
CLH  Collecion Howns L wis B Deadian Lvsted 2
LEI  Lisghitn Holdngi Lirsd e CoV L5 Limted T
TAH  Tascorp Heldags Liva o7 RT  Havtes Lisasd 7B
£3 Spek inkwirchuy Gn % GPG Gumssus Pyat Goog | 50
APN APH b ind Madii | T L itk Limted e
GFF  Goodman Fabler Lt TE% BOH  Palebs Ersrgy Lig 5 B
GO0 Gold Os twmationsl Taas WHE  Wasshouas e Lami 0%
GRE Giageh Rkt Blrpwing TET% HUF Halisry Levebed 54 oy
GET  GOST Hokdngs Lavstsr s TOL Tl Mokdngs Limbed Ty
VAL Willege Raadibow Lind T FEBU Pt Baldng Limity i
SPT  Spotens Group Lambe B ASL Agwtekin Sgecubur - LIRS
FEA Pt Enaify Livbid BBL1% "o Artad F it Getngs Larva 54 By
SHL  fone Hathc s Lamd s THS  Thomas & Cofley Limss £
A Argioliabd Adbuirds L ET B o Dt Lisnitid 53 B,
SA DA Global Lemaed ETE% FPT  Pempeival Lsted 517
A Mcos e s BHL Bk Holdings Limits £19%
r= ] el Mibils L1 BSE% H&T i Corporatan 52 5%
B Focidands Eschield Lir B 4% SEM Subwosds Mokdegs L £210%
PPE Pagesind Lested EE BBG  Bilsborg itematonsd | Sl 4%
AL Ad Lusirk Gasup Lira B3 5% DO Drwrad D Livited 5] B
WO WWoshwprig Lameted s MU belearen (7 Laebed 01
BOA  Bagi (Bewih Limited B % B¥L  Ehicherned Lirstid 6%
WIS Mscath Lt BT%

February 2012

Careful selection criteria

Some online brokers have tools to
help find stocks meeting certain criteria.

* CommSec and others have
an online “query tool”

« Example, filter for:
- High ROE
- Low Debt/Equity ratio

- Low PEG ratio (implies “cheaper”)
(PEG ratio = PE / annual EPS growth)

1
by

CommSec example

eg. Use CommSec Query tool

For example,
select stocks matching these criteria:

METRIC ITEM VALUE
TYPE *

Performance ROE > 15% pa
Risk Debt/equity ratio <50%
Value PEG ratio <1

* — Metric Type = CommSec “Category”

1
&

© January 2012, Robert B. Brain
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CommSec example

Logon to CommSec, and select...

1. Quotes & Research
2. Research Tools

3. Company
Search

L lie Waich i J L
.... i | Hesaaon | Peses ...-.-.-.u.. M aich Tosk

e~ Company Search

CommSec example

Company search query

Use the drop-down fields and the “Add Criteria”
button to build \multi—line query.

Camine § Baapmin

February 2012

CommSec example
Dt & Reknpi®

Select: e i s Toa

4. Category = Company Search
Performance. .. e s moy comiet srwmsd s
5. F|e|d = Idepeip FrSrreenn e =
Return on Equity"'.l_: EREATh -
6. Option = ’.v_. T
Greater than=""| - @
and enter value Bid rfiete.
7. Click on the
Add Criteria butt6n | - s o st

© January 2012, Robert B. Brain
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CommSec example

Repeat for other selectin criteria  |.... ..,..

Company Search

-1.-‘--.--. Sl pIOELEE LTS T P A IR e
| dwpmp FEErT et e e W

Py — ;
.--l-u v w
-

. Al Traprs
METRIC ITEM VALUE
TYPE *
Performance ROE > 0.15 pa
Risk Debt/equity ratio <.50
Value PEG ratio <1

February 2012

CommSec example
Running the Query C—

fownaah Taskn

These steps can Company Search ___
build a “query” o erpers ren e Pl'Ck on
comprising .. ,.|'Search
a list of several criteria. e o puUttON.

iR | DeneTan ®

Edit or delete "_
these criterj iy dote el | 1)
if required_K ’j e @

CommSec example

The result...

= A list of stocks to s
download and save = e L

= Save (or “copy”) the -
listinto a Watch List ~ —— o
» Import the list into '
a spreadsheet
{eg. OpenOffice Cale, .
or Microsoft Excel). il Vi

© January 2012, Robert B. Brain




Share Market Risk Management February 2012

Slice and dice — Summary:

 Avoid tiny-cap

» Go with good historical performance
» Avoid high debt level stocks

* Low PEG ratio

AND:
« Avoid “illiquid” stocks?... (see next slides)

Stock Liquidity

Stock Liquidity

Stock Liquidity

Definition?
What do we mean by
“low stock liquidity”?
 Very few trades in a day (or week)
* Low volume in a day (or week)
» Low dollar turn-over in a day (or week)

© January 2012, Robert B. Brain
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Stock Liquidity

How important?

What could happen if we invest/trade
in illiquid stocks?

« stuck with falling share prices

« can't sell at our preferred sell price
* loss of value

* lose funds

Remember:

For every successful seller,
there needs to be a buyer.

February 2012

Stock Liquidity

Avoid the consequences

Let's consider each of the following:

* Trades — the number of transactions

¢ Volume — the number of shares

» Sales value — the dollar value of shares

Each of these may, or may not, be important!

Stock Liquidity

Why invest/trade in these...

» A stock that trades only once or twice
each week.

« A stock with daily volume
less than 10 times

the intended position size
(eg. intended position = 10,000
and daily volume = 50,000)

« A stock with daily sales value .
less than 10 times
the intended position size

Eliminate these from your watchlist!

© January 2012, Robert B. Brain




Share Market Risk Management

Stock Liquidity

But, take care...
eg. criteria:-
Trades > 50 per day

There are some
stocks that trade

>50 per day {
“for most days”. i

: il Trad
Include this stock? ! A5 T ke)
or exclude?

Q: How to select . _
this stock when 503 Q O Q 50 o
scanning all stocks? = e . e

Stock Liquidity

Careful scan/search

Try scanning for
stocks with:

Moving Average ﬂ'“"\.l r//\
of Trades \ m/(\d
greater than 50
for several days i T
(easy with good software)
This test will capture

this stock for your . Wy J _
watch list. soft i (PTUEA AR 3 et R L '50

Trades
(not Volume)

Stock Liquidity

Watch for illiquid stocks

More information on this
(volume and value),
related to position sizing
in next few slides...

© January 2012, Robert B. Brain
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Position Size
Is it important?

S ——

=

v
Ontimise oo

|I‘L~."" by

Minimum and maximum?
Should we consider a:

« minimum position size?
+ maximum position size?
15 it useful to consider this? or not?

% What do you think?

S ——

=

v
Ontimise oo

|I‘L~."" by

Case study samples

Consider, different position sizes
from 500 up to $10,000 (before costs)

Assumptions:

+ consistent performance of 0.5% each week
= brokerage = $20 each way (ie. $40 total)
+ slippage = nil

What do you think this will show?
Is a $500 position size viable?

.
PP, .

© January 2012, Robert B. Brain
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Comparing Position Size options

10.0%
@ |**Position Size = $10000
8.0%] o Position Size = $ 5000
6.0%] <
5
4.0%] «
g
2.0%1 ¢
o
0.0%

S 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
-2.0% Weeks Invested
-4.0% -

Assumptions:
-6.0%1 |« Performance = 0.5% per week (no compounding)
8.0%{ |* Brokerage = $40 round trip

« Slippage = nil

-10.0%

Smaller position sizes

+ What if we reduce position size?
* Down to $1,000 or $5007
+ | there an optimum position size?

ol

Comparing Position Size options

10.0%
@ |**Position Size = $10000
8.0%] 3 Position Size = $ 5000
S +-Position Size = § 2500
ol S
6.0% :g - Position Size = $ 2000
4.0%] & Position Size = $ 1500
£ -+ Position Size = $ 1000
2.0%1 § |®Position Size =$ 500
[«8
0.0

8 9 10 11 12 13

§

-2.0%
Weeks Invested
-4.0%
-6.0%
8.0%t—" NOTE: impact using smaller position sizes
-10.0%

© January 2012, Robert B. Brain
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Don't forget our assumptions:

Assumptions:

* Performance = 0.5% par week (ns cempounding)
* Brokerage = $40 round trip

= Slippage = nil

+ This performance is optimistic
* Slippage is often > 30

=

[P ——

February 2012

Maximum position size?
For example:

« company XYZ has:
daily Volume = 10,000 shares
daily Value = $10,000

Question:
Would it be wise to take a position:

« of 5,000 shares? i
+ of $5,000 in value? ﬂ

P P ——

-

Maximum position size?
Consider limiting position size to:

+ < 5% of daily volume:

- If stock turns over 100,000 shares per day,
then limit to 5,000 shares max

= < 5% of daily sales value:

= If stock turns over $100,000 in value per day,
then limit to $5.000 worth of shares

[P ——
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Stop loss — imperative

Stop Loss?

Is it useful?

February 2012

Stop loss — imperative

“Stop Loss!”

* FACT:
A good Stop Loss strategy
is a key element of many
successful trading strategies

Remember the Win/Loss Ratio!
Even a WI/L ratio of 4:6 can be successful
=> The Stop Loss helps this work.

Stop loss — imperative

The challenges

The challenges:
* How to calculate a Stop Loss level?
- based on a chart pattern?
- below recent support level?
- indicator (P-SAR, ATR-based, etc.)?
* How to implement it?
- conditional sell order placed in the market?
- manual sell at end-of-day (or end-of week)?
Remember:- “ A stop is a stop”!
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Stop loss — imperative

1

The reality ﬁq
Some of the ways we fail: il //
* Forget to check positions regularly — ,%
a time management problem (or priorities)!
=> Check open positions regularly
Set some sort of alert by SMS or email.

E— #

Stop loss — imperative

The reality
Some of the ways we fail:

« “l will just lower the stop a little,
because the price will come back.”
But this is a mistake!!

=> A stop is a stop!
[ ., Even blue chips can fail (eg. AMP)

Stop loss — imperative

Stop loss — No question!

* We can reduce the risks by using a
sound Stop Loss approach
» Address the challenges and short-comings:-
(a) Use a sound Stop Loss approach
(b) Check open positions regularly
(c) Use some sort of “alert” service

(d) Never relax a stop!
“A stop is a stop!”
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Summary

Summary & Wi /

February 2012

Summary

 Afalling tide lowers many boats (but not all)

* Wins and Losses — accept a fact of life
 Quality watchlist — be very selective

* Liquidity — watch out, or else

» Optimise position size — optimise performance
« Stop Loss — imperative

Summary & Wi /

Understand the charts...

Need to learn how to interpret the price charts
Technical Analysis:

- Books, courses, seminars, newsletters
BUT beware of information overload
and over-complication

- The ATAA
(Australian Technical Analysts Association) |
www.ataa.com.au
(a not-for-profit Australia-wide organisation
run by volunteer members)

- Robert's Share Market Toolbox

www.robertbrain.com/ta/ D
- o
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Summary & Wrap ///

Seminars

At Vermont South Community House:

» Share Market 101 (boot camp)
Saturday 17 March 2012

» Price Charts — Unlocking the secrets
Saturday 31 March 2012 "~

Both seminars:

6 hours from 10am to 4:30p
* Only $195 each

* Includes: 100+ pages handbook + light lunch

A=
oon— w

Summary & Wrap /

We need to...

Protect our hard earned capital,
and
Watch out for the sharks in the ocean!!

Arsenal of weapons
fo help you tackle
the share market

Robert's Web-based business:

* Free stuff —www. robertbrain.com/free
« plus more stuff reserved for Toolbox Members

&, Complete list of Toolbox features:
-ﬂ% www.robertbrain.com/members
=

T +
o

~f1 [ ———
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B —

About this presentation = ,;,,:_

» This presentation is just one of
many items in Brainy's Share Market Toolbox

* These slides are available to download from the
Toolbox: www.roberibrain.com/presentations/

» And a more detailed version of the slides
complete with Speaker Notes
is available for Toolbox Premium Members.

P

i

o Brainy's Share Market Toolbox

E— 5

Share Market
Risk Management

THE END
THANK YOU

(now feel free to re-enable your phone)

(backup siides follow)
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