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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).
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       It's easy to lose money 
       in the share market.

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

1. Can we reduce the risks in the share market?
2. Is it easy to reduce the risks?
3. What are the risks that we face?
4. How can we reduce the risks?

Managing Risk in the Markets
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Mobile phones?

Please turn phones to silent or off
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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!!
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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.
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Questions?

Interactive presentation!

Questions welcome.
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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.

adviceadvice
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Important Notice

advice
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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.

ATAA – Member Benefits
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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.
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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?
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BTW (by the way)...

The Fibonacci number sequence

0, 1, 1, 2, 3, 5, 8, 13, 
21, 34, 55, 89...

          What is the first 3-digit number?
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BTW (by the way)...

The Fibonacci number sequence

0, 1, 1, 2, 3, 5, 8, 13, 
21, 34, 55, 89...

   

55 + 89 = 144
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How to
increase

“success”?

How to increase success?
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QUESTION:

What can we do to 
increase our chance of success

in the markets?

BUT!!!
What is “success”?

How to increase success?
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What is “success”?
● More money?
● More winning trades?
● Bigger wins?
● Fewer losing trades?
● Smaller losses?
● Reduced costs? (interest charges, brokerage)
● Reduced slippage?
● (other?)
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QUESTION:

So...

What sorts of things can we do 
to increase our chance of success

in the markets?

(input welcome here...)

How to increase success?
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Here are 10 ideas:

2. Stock picking — better

3. Better system / setups / triggers

4. Better entry and exit strategies

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

9. Position sizing — better / smarter

10. Avoid the day traders “toys”

5. More time
6. Better use of time

1. Avoid “bomb” stocks
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BTW... food for thought

Share Market
“GEM”

or
furphy?
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GEM? or furphy?
A rising tide:
(a) lifts all boats?  or
(b) lifts all 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/ 
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Falling market conclusion?

In a falling market,
or a range-trading market,

some stocks might be rising!
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“A falling tide...”
For a falling tide, what are some
risk mitigation actions?

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

(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?
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Beware...
Beware of the GEMS that are actually furphies...
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Quality
watch list?

How to
slice and dice 
the market...

Quality watchlist...
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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.

Quality watchlist...
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BTW

How does each Australian index “map”
onto each other index?
● Is 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.
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(effective Dec 2010)

See more information about 
market indexes here:

www.robertbrain.com/share-market 

Quality watchlist...
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Be carefully selective

How can we build / reduce 
our own watchlist

to minimise the risks?

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

Any ideas or
suggestions?

Quality watchlist...
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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
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How to slice and dice?

Should we:
● Sector-focused? 
● Value versus growth?
● History of good performance — good ROE?
● Low PE ratio (ie. Price to Earnings)?

Quality watchlist...
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Market Capitalisation — top 20*

* — as at 14 Feb 2012

Quality watchlist...
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The bottom 20*

Imagine trying to buy $10,000 
worth of any of these...
(or $100,000 worth)

Imagine trying to buy $10,000 
worth of any of these...
(or $100,000 worth)

* — as at 14 Feb 2012
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Avoid tiny-capitalisation stocks

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

Quality watchlist...
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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

Quality watchlist...
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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?
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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

Quality watchlist...
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Debt/Equity > 50%?

At 15 Feb 2012, there were 227 stocks*. 
Here are the “winners”:

* According to CommSec (online query tool)

Quality watchlist...
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Quality watchlist...
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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)

Quality watchlist...
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eg. Use CommSec Query tool

For example, 
select stocks matching these criteria:

METRIC 
TYPE *

ITEM VALUE

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

* — Metric Type = CommSec “Category”

CommSec example
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Logon to CommSec, and select...

1. Quotes & Research
2. Research Tools
3. Company 

 Search 
 (see details next slide)

1

23

CommSec example

Quality watchlist...
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Company search query

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

CommSec example

Quality watchlist...
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CommSec example

Select:

4. Category = 
     Performance...

5. Field = 
     Return on Equity

6. Option = 
     Greater than
and enter value

7. Click on the
 Add Criteria button

4

5

6

7
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CommSec example

Select:

4. Select Category = 
     Performance...

5. Select Field = 
     Return on Equity

6. Select Option = 
     Greater than
and enter value

7. Click on the
 Add Criteria button

4

5

6

7

Repeat for other selection criteria

METRIC 
TYPE *

ITEM VALUE

Performance ROE > 0.15 pa
Risk Debt/equity ratio < .50
Value PEG ratio < 1

Quality watchlist...
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These steps can 
build a “query” 
comprising
a list of several criteria.

Edit or delete
these criteria
if required.

CommSec example

Click on
“Search” 
button.

Running the Query
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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)
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Stock Liquidity
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Stock Liquidity
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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)
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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.
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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!
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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!
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Stock Liquidity
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But, take care...
eg. criteria:-
Trades > 50 per day
There are some 
stocks that trade 
>50 per day 
“for most days”.
Include this stock?
or exclude?
Q: How to select 
this stock when 
scanning all stocks?

This pane is the 
number of Trades
in each day.
Note 3 days < 50.

50 50

Trades 
(not Volume)

 69

Stock Liquidity
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50 50

Careful scan/search
Try scanning for 
stocks with:

Moving Average 
of Trades 

greater than  50   
for several days   

(easy with good software)

This test will capture 
this stock for your 
watch list.

Trades 
(not Volume)
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Watch for illiquid stocks

More information on this 
(volume and value),

related to position sizing
in next few slides...
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Assumptions:
● Performance = 0.5% per week (no compounding)
● Brokerage = $40 round trip
● Slippage = nil
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NOTE: impact using smaller position sizes
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Stop Loss?

Is it useful?

81
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“Stop Loss!”
● FACT:

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

● Remember the Win/Loss Ratio!
Even a W/L ratio of 4:6 can be successful
=> The Stop Loss helps this work.
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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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The reality
Some of the ways we fail:
● “I 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)

85

Stop loss — imperative

© Copyright 2012 Robert B. Brain — Brainy's Share Market Toolbox — www.robertbrain.com 

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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SummarySummary
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Summary
● A falling 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
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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/ 
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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 4:30pm
● Only $195 each
● Includes: 100+ pages handbook + light lunch
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We need to...

Protect our hard earned capital;
and

Watch out for the sharks in the ocean!!

The free stuff follows...
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Share Market
Risk Management

THE END

THANK YOU

(now feel free to re-enable your phone)
(backup slides follow)


