October 9, 2023

A IBKRV\ebinars Enlightened Stock Trading

Systematic Risk Management
For Technical Traders

Adrian Reid

Founder
Enlightened Stock Trading

Exchange and Industry Sponsored Webinars are presented by unaffiliated third parties. Interactive Brokers LLC is not responsible for the content of these
presentations. You should review the contents of each presentation and make your own judgment as to whether the content is appropriate for you.

Interactive Brokers LLC does not provide recommendations or advice. This presentation is not an advertisement or solicitation for new customers. It is
intended only as an educational presentation.




b IBKR

InteractiveBrokers

Disclosure:

Options involve risk and are not suitable for all investors. For information on the uses and risks of
options, you can obtain a copy of the Options Clearing Corporation risk disclosure document titled
Characteristics and Risks of Standardized Options by visiting ibkr.com/occ. Multiple leg strategies,
including spreads, will incur multiple transaction costs.

Futures are not suitable for all investors. The amount you may lose may be greater than your initial
investment. Before trading futures, please read the CETC Risk Disclosure. For a copy visit
interactivebrokers.com.

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange
trades can vary due to time zone differences and bank holidays. When trading across foreign exchange
markets, this may necessitate borrowing funds to settle foreign exchange trades. The interest rate on
borrowed funds must be considered when computing the cost of trades across multiple markets.
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AMS Trading & Investments Pty Ltd t/a Enlightened Stock Trading (ACN: 624 401 332) is a Corporate Authorised Representative
(001301745) of Network Influencer Pty Ltd (AFSL: 282288) (trading as FZeroZero). Under these authorisations, Enlightened Stock
Trading is authorised to provide general financial product advice in respect of certain classes of financial products, which include
Securities and Derivatives. Any financial product advice provided is general advice only and does not take into account your personal
objectives, financial situation and needs.

Risk Warning: Enlightened Stock Trading provides educational courses, this may include the supply of factual information and general
advice about Securities and Derivatives. Securities and Derivatives trading involves a high level of risk and may not be suitable for all
investors. You should obtain investment advice from a licensed investment adviser before making any investment decisions. Advice
on physical crypto trading is conducted independently of the authorisation granted by Network Influencer Pty Ltd. Network Influencer
Pty Ltd is not responsible for Enlightened Stock Trading’s conduct when engaging in these activities.

Hy,oothetical Performance Disclosure: Hypothetical performance results have many inherent limitations, some of which are described
below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown; in fact,
there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any
Barticular trading program. One of the limitations of hypothetical performance results is that they are generally prepared with the

enefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical trading record can
completely account for the impact of financial risk of actual trading. for example, the ability to withstand losses or to adhere to a
particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There
are numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot
be fully accounted for in the preparation of hypothetical performance results and all which can adversely affect trading results.
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MY GOAL:

To show you how to stay in
the game and keep trading...

NO MATTER WHAT HAPPENS!

“You’re Only One System Away!”




During this webinar we will...

* |dentify the categories and specific sources of risk
* Document the levers you can use to manage that risk

* Show you how to craft pragmatic risk management plans using more
levers to smooth returns and safeguard your investments

* |llustrate a pragmatic approach to managing potential pitfalls and
optimizing profits in your trading journey
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Step 1: Define Your Objectives

nat level of Drawdown are you willing to tolerate?
nat probability of an X% drawdown are you willing to accept?

= =

nat is the worst-case catastrophic loss you are willing to tolerate?
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Example Risk Management Objectives

For Example... | am willing to accept:

* A maximum drawdown of 30% for any single
trading system in my portfolio

* Less than a 5% probability of a 20% drawdown
across my portfolio of systems

* A worst-case catastrophic risk of 50% should an
extreme event occur (e.g. world war) and | want

“You’re Only One System Away!”



Step 2: Understand the categories of risk...

Trader

“You’re Only One System Away!”
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... and where these risks can come from
so you don’t get caught by surprise

Example Risks

instrument.

* Regulator
excludes
instrument from
trading (trading
halt)

volatility
* Shift in industry /
regulation

* Power failure

* Computer virus /
malware

* Theft

* Remote access
scams

Trade Instrument Strategy Market Asset Class Systemic Infrastructure Trader

* Entry timing risk * Takeovers tie up * Strategy out of * Market * Risk off * Exchange failure * Cost of trading * Fat finger errors

* Exit timing capital in poor risk sync with the behavioural shifts environment * Market closure infrastructure * Not following the

e Execution risk /return trades market * Political / war / e Stock market * Terrorist attack on | ¢ Reliability of data rules (either with
(fills) * Stocks delisting * Strategy not interest rate crash / panic wall st source or without

* Liquidity risk * Instrument actually profitable policy / QE * Currency failure * Account security awareness)

* Availability of availability or stable * Structural shift in * Country default * Computer * Understanding
instruments for * Splits and * Stop loss too tight market function — breakdown the detail
shorting dividends messing / inappropriate e.g. HFT * Internet * Emotional state

* Human error / with the price and | ¢ Strategy breakage | ° Sector shifts interruption
mistakes signals of the * Market noise / e Natural disaster
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Step 3. Add a dose of pragmatism

“You’re Only One System Away!”
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A dose of pragmatism

* What can really happen in our accounts?

* Profit

* Smaller than optimal profit

* Missed profitable trade The Pragmatic Approach:

e Small loss Focus on and manage what could
happen to our accounts rather than

* Large loss worrying about all that might happen

 String of small losses in the financial world!

 String of large losses

* Catastrophic loss
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Step 4: Identify your available Risk Management
levers

Asset Class Diversification

*  Stocks / Crypto / Bonds / Commodities / Options / Forex

System Portfolio Mix

*  Strategy / timeframe / direction diversification of systems rules

e Parameter set diversification

Geographic Diversification
* US/ASX/TSX/HKetc

Universe traded
*  Whole market
* Index constituents
* Sectors

Entry / Exit style
*  Next bar on open

e Limit
* Close
Stops:
*  Stop loss
*  Time stop (if the trade not working)
*  Profit target
*  Market Panic Exit
*  System Stop Loss

Portfolio stop

Counterparty Exposure
*  Limit Exchange Balance
* Limit Broker Balance

Instrument Behavior
*  Liquidity Requirement
*  Volatility
¢ Other behavior (e.g. Gaps)

Position size model
*  Risk per trade / position size
*  Position size limit
*  Total system risk

Limit Trade Numbers
*  Max open trades
*  Number of new trades per day

Capital allocation
* % per strategy

*  %long/short

* % per market

* % per asset class

* Leverage level
Infrastructure:

*  Redundancy

¢ Backup

* Reporting & Monitoring

Operational:
* Instructions for trusted person in case of ill health / injury
*  Written trading plan in case of stress / overwhelm / uncertainty
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Risk Management Levers

e Asset Class Diversification ¢ |Instrument Behavior
*  Stocks / Crypto / Bonds / Commodities / Options / Forex e Liquidity Requirement
*  Volatility
e System Portfolio Mix ¢ Other behavior (e.g. Gaps)
*  Strategy / timeframe / direction diversification of systems rules
e Parameter set diversification *  Position size model

*  Risk per trade / position size

*  Geographic Diversification
* US/ASX/TSX/HKet

e Universe traded
*  Whole market
* Index constituents
* Sectors

e Entry/ Exit style
*  Next bar on open

* Limit

* Close
*  Stops

*  Stop loss ¢ Infrastructure:

e Time stop (if the trade not working) *  Redundancy

e  Profit target ¢ Backup

*  Market Panic Exit * Reporting & Monitoring

*  System Stop Loss

*  Portfolio stop *  Operational:

* Instructions for trusted person in case of ill health / injury

*  Counterparty Exposure *  Written trading plan in case of stress / overwhelm / uncertainty

*  Limit Exchange Balance
*  Limit Broker Balance

T
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Step 5: Rank your areas of concern... Then determine which levers to pull

Risk Category

Trade

Instrument

Strategy

Market

Asset Class

Systemic

Infrastructure

Trader

Rank these risk categories from your highest to lowest concern

Asset Class Diversification

Stocks / Crypto / Bonds / Commodities / Options / Forex

V]

V]

V]

System Portfolio Mix

Strategy / timeframe / direction diversification of systems rules

Parameter set diversification

g

Geographic Diversification

US / ASX / TSX / HK etc

Universe traded

Whole market

Index constituents

Sectors

o

Entry / Exit style

Next bar on open

Limit

Close

Stops / Filters / Exits:

Stop loss

Time stop (if the trade not working)

Profit target

Market Panic Exit

System Stop Loss

Portfolio stop

NININININEY
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Counterparty Exposure

Exchange Balance

Broker Balance

g

Instrument Behavior

Liquidity Requirement

Volatility

Other behavior (e.g. Gaps)

Position size model

Risk per trade / position size

Position size limit

Total system risk

[INIY
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Limit Trade Numbers

Max open trades

Number of new trades per day

Capital allocation

% per strategy

% long / short

g (o (oo oo

% per market

% per asset class

Leverage level

&

g

Infrastructure:

Redundancy

Backup

Reporting & Monitoring

o

Operational:

Instructions for trusted person in case of ill health / injury

Written trading plan in case of stress / overwhelm / uncertainty
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Step 6: Think beyond the Backtest

;n:igfz";t'a[ ﬂgzggggg Compounded Open Equity = $42,496,328 Ber -
Sl e “ b 2om
Exposure % 76.82% ; L 1 OM
Net Risk Adjusted Return % 55188.49%
An:\ual Rehirnt% : 127. 39; A—.—f ‘ L 5M
Risk Adjusted Return % 35.65% |
Transaction costs 2745870.77 ]M—/N/v.
- , 794 86!
Altrades i ™ What the backtest doesn’t show:
Ava. Profit/Loss 73990.10
Avag. Profit/Loss % 12.91%
o, B a1 [ 00 1. Alternate timing risk (backtest only
wners @021 - 200,000 shows one historical sequence)... what
o Poe 172778.62 : , , , _-__t 100,000 about multiple market wide negative
Ava. Profit % 27.79% . .
sz.BamHeld - 1995 2000 2005 2010 2015 events in series
Max. Consecutive 1 |(from Last Eq High) Max DD -33.80%, Median [ 0%
Largest win 4846860.34
ST 5.7 0222 2. Bad trades that happened to be
Losers 25 (39.79%) | ! skipped due to capital constraints or
i s -10% trade rank
. s “as -15%
et P 20%
# bars in largest loss 41
Max. trade drawdown -1826949.70 -25%
Max. trade % drawdown -68.53
Max. system drawdown -4938725.95 B '30%
Max. system % drawdown -33.80% '
Recovery Factor 8.58 - . - - .
CAR/MaxDD 0.81 1995 2000 2005 2010 2015
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Use Monte Carlo (equity curve reshuffle) to
assess risk & return under alternative

sequences
[Annual Profit %] [Max. Drawdown %]
40% ~30%
-40%
30%
-50%
Adjust system rules to
20% reduce worst risk -60%
scenarios if they don’t
10% meet your objectives -70%
[Percentile] [Percentile]
10 20 30 40 50 60 70 80 90 100 10 20 30 40 50 60 70 80 90 100
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Use an “All Trades Backtest” to see the real
distribution of possible trade outcomes

Take note of any extreme
negative outliers and position
size / leverage accordingly

]
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Finally perform a mental scenario analysis to

ensure your risk management plan protects
you

What will happen if | get
sick / injured and can’t
check my trades?

What will happen to my
portfolio if the market
drops 20% overnight?

What will happen if
geopolitical tensions
lead to sudden
restrictions on
international financial
transactions?

What will happen if
trading in one market is
suspended due to war or
some other event?

What will happen if
regulatory changes
unexpectedly affecting
sector-specific stock
performance?

What will happen if

there is a sudden and
unexpected shock?

What will happen if
Natural disasters
impacting global supply
chains and thus, sector
valuations?

What will happen if
abrupt shifts in

consumer behavior due
to unforeseen socio-

cultural events?

What will happen if a

rapid emergence of
disruptive technologies,
renders established
industries obsolete?

What will happen if one

of my strategy edges
stops working?

II' STOCK TRADING
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The MOST important lesson for traders...

Profit > Survival = Blowup

Survival > Profit > Long Term Wealth

“You’re Only One System Away!”




Final thought: Blowing up your account costs you
your most valuable asset — TIME FOR
COMPOUNDING!

$250,000
The compounded impact of Trader 1: Doesn’t blowup
blowing up your account at any

$200,000 time is devastating!
ASSUMPTIONS
Starting Capital: $10,000 $150,000
Annual Savings: $1,000
Annual Return: 15%
Blowup means 100% loss of capital 500,000

Trader 2: Year 2 blowup

$50,000

Trader 3: Year 5 blowup

1 2 3 - 5 6 7 8 9 10Y 11 12 13 14 15 16 17 18 19 20
ear
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