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Irade Management involves every aspect of managing a position, from
targets, trailing stops, loss stops, scaling techniques, and more.

FORECASTING |  SCALING TRAILING
TRRGETS | TECHMIQUES | TECHMIQUES
ADR TEESEE PUTTING IT
STOPS TOBETHER
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FORECASTING TARGETS ‘Wi

The PivotBoss approach to taking profits relies upon forecasting targets
based on average price movement and utilizing actual profit targets.

* Average price movement provides
a price-based method to
forecasting targets

* Trading to high-probability targets
yields consistent results

» Using profit targets allows you to
more easily incorporate risk
Management measures

* Trading to profit targets is the
PivotBoss preferred approach
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ADR SWING
TARGETS

Utilizes multiple-day ranges
to forecast reliable targets

[. Simple; effective

2. Can be used for any
style of trading and in
any timeframe

3. Price-based; self-adjusts
to current volatility

4. Success rates over /0%

ADR WEEKLY
TARGETS

Utilizes weekly price range
to forecast reliable targets

[. Simple; effective

2. Great for swing trading
and range forecasting

3. Price-based; self-adjusts
to current volatility

4. Uses average weekly

ranges for targets

FORECASTING




ADR SWING TARGETS  ‘Whwitames

ADR Swing largets use average price movement and multiple-day
ranges in order to forecast reliable and accurate targets.

ADR SWING
TARGETS

Utilizes multiple-day ranges
to forecast reliable targets

[. Simple; effective

2. Can be used for any
style of trading and in
any timeframe

3. Price-based; self-adjusts
to current volatility

4. Success rates over /0%

ADR SWING TARGETS
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The ADR Method is a simple, yet powerful, method used for forecasting

* Helps you forecast targets with a

* Auto-adjusts to current market

* Simple; effective - and it works!

* The Real-Time and Swing Editions

targets using average price range in any timeframe.

hish degree of accuracy (>/0%!)

volatility and behavior

SEEEE DR [Method teach the
entire methodology
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Average Dally Range

nas been used by professionals for years, because

it provides a price-based approach that relies on current price behavior.

* Provides a simple, price-based approach that incorporates
recent price behavior

» Self-adjusts to current volatility

* Helps provide reasonable price range expectations for the
upcoming period of time

* Allows you to easlly forecast bull and bear targets,
regardless of timeframe

* Allows you to anticipate market behavior; including

breakouts (exp

ansion) and range markets (compression)
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DR) Is calculated by averaging the sum

of the dalily ranges over a given period of time.

» Dally range refers to the High minus
the Low of the day, including extended

hours trading

» ADR refers to averaging the dally

ranges over a string of days

* The ADR Method primarily uses a 5-
or |0-day calculation, but other

periodicities can be used

« ATR can be a valid substitute for ADR,
but It includes gap data in the value
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Numerical Formula;
AVERAGE((H-L), 5)

Day | Day 2 Day 3 Day4
PALS LSS DD TS

0GB0SS
ADR (5)
29.45
Day 5 Day 6

2575 32.25




MULTIPLE DAY RANGE

A Multiple Day Range (MDR) uses the highest high and the lowest low
over a given number of days to identify the range.

* The highest high minus the lowest low
over a given number of days

» The MDR, and Its average, Is used to
identify great swing targets

* The ADR Method primarily uses a 3-
and 5-day calculation, but other
periodicities can be used, like a 10-day




MDR PRICE FORECASTIN@huiiss

MDRs help temper your expectations for price movement and
provide a price-based method for forecasting reliable targets.

Ee e el iable price extremes Tor the
upcoming n-number of days

* Regardless of direction, bull and bear

targets give you great approximations SR
for your trades

Bl ethiod takes Into account
abnormally high/low range MDRs, which
allows you to forecast better targets




CALCULATING THE MDR ‘bt

The MDR calculation uses a “rolling” method, whereby the oldest day In
the string 1s dropped when a new day Is added.




CALCULATING THE
AVERAGE MDR

Numerical Formula;
AVERAGE((HHV(3)-LLV(3)), 5)

it
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3DR | 3DR2  3DR3 3DR4 3DR5 _ Avg 3DR (5)

plovises 57.00 b7 - o700 < zioel

45.30

FORECASTING WITH MDR

The 5-period average 3-day range of 45.30 indicates that the price range of
the upcoming 3 days should be around 45.30...on average.

In the actual example above, the price range of the next 3 days was 46.50.




USING MULTI-DAY (Y
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The swing edition of the ADR Method uses 3- and 5-day ranges to
forecast targets, but /- and |0-day ranges should also be used.

» 3- and 5-day ranges help forecast swing
targets 3 and 5 days out

* The Method projects the expected range
over the next 3 (or 5) days according to
recent price behavior

» Can be easily adjusted for longer term
swing trades

* /- and |0-day ranges should be used for
trade expectancies of up to two weeks




BASE CALCULATIONS  Shdtases

We will utilize two base calculations from the ADR Method for
this course: Normal and Normal Lite.

NORMAL
CALGULATION

Projects Avg MDR higher from the FDL,
and lower from FDH

[. Uses 100% of Avg MDR

2. BULL: FDL + Avg MDR

3. BEAR: FDH - Avg MDR

4. Accuracy of ~45%

5. Use as a secondary target

6. Use 3-, 5-, and | 0-day ranges

NORMAL LITE
CALGULATION

Projects /5% of Avg MDR higher from
the FDL, and lower from FDH

[. Uses 75% of Avg MDR

2. BULL: FDL + (Avg MDR x .75)
3. BEAR: FDH - (Avg MDR x .75)
4. Accuracy of ~70%

5. Use as the primary target

6. Use 3-, 5-, and | 0-day ranges
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The Normal calculation projects the average MDR higher from the
First Day Low (FDL), and lower from the First Day High (FDH).

The Normal calculation projects
NORMAL 100% of the Avg MDR
CALGULATION TET i
Projects Avg MDR higher from the | | :
FDL, and lower from FDH | . | :
|. Uses 100% of Avg MDR | +aMDR
2. BULL: FDL + Avg MDR | :
3. BEAR: FDH - Avg MDR :
4. Accuracy of ~45% | R Rekeis =ini= = - - -
5. Use as a secondary target
6. Use 3-, 5- and | 0-day ranges Great secondary target, and also helps
to forecast future price range
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NORMAL APPLI
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7-day MDR = 4.38
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The Normal Lite calculation projects /5% of average MDR higher from
the First Day Low (FDL), and lower from the First Day High (FDH).

NORMAL LITE
GCALCULATION

Projects /5% of Avg MDR higher
from the FDL, and lower from FDH

I. Uses /5% of Avg MDR

2. BULL: FDL + (Avg MDR x .75)
3. BEAR: FDH - (Avg MDR x .75)
4. Accuracy of ~70%

5. Use as the primary target

6. Use 3- 5- and | 0-day ranges

The Normal Lite calculation projects
/5% of the Avg MDR

Great primary target, with a success
rate of over 70%




NORMAL LITE APPLI
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™ CCE - COCA COLA ENTERPRISES INC (DAILY)
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ADR Weekly Targets use Average Weekly Range (AWR) in order to

forecast reliable and accurate targets on a week by week basis.

ADR WEEKLY

TARGETS

[. Simple; effective
2. Great for swing trading
and range forecasting
3. Price-based; self-adjusts
to current volatility
4. Uses average weekly
ranges for targets

Utilizes weekly price range
to forecast reliable targets

ADR WEEKLY TARGETS




AVERAGE WEEKLY RANGEZ i

Average Weekly Range (AWR) Is calculated exactly like Average
Dally Range, but uses weekly bars instead.

* Weekly range refers to the High minus
the Low of the week

* AWR refers to averaging the weekly
ranges over a string of weeks/months

* A 5- or |0-period calculation works
best, as it includes the most recent
price behavior




AWR FORECASTING
AND TARGETS
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Like MDRs, AVWR helps temper expectations for price range and
provides a price-based method for forecasting targets for the week.

« Use AWR to forecast potential price
extremes for the upcoming week

* |dentifying the potential price range for
a given week helps to manage price
range expectations

* Projecting targets from Monday’s high/
low provides solid targets for the week

» Using a confirmed high or low for the
week helps to pinpoint the best targets




BASE CALCULATIONS  Shdtases

The base calculations for forecasting with Average VWeekly Range
are consistent with all other ADR Method calculations.

INITIAL
FOREGAST

Projects AWR higher and lower from the
prior week's closing price

[. Uses 100% of AWR

2. BULL: PWC + AWR

3. BEAR: PWC - AWR

4. Used to determine range
expectations for the next week

5. Average price range suggests that
price should remain within the
brojected range during the week

BASE TARGET
CALGULATIONS

The standard Normal and Normal Lite
base calculations are used for targets

I. Normal [uses 100% of AWR]
e BULL-WL +AWR
e BEARWH -AWR
2. Normal Lite [uses /5% of AWR]
e BULLWL + (AWR x .75)
e BEARWH - (AWR x .75)
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Template: Standard v | High: 41.97 Low: 41.58 Last: 41.75
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I Scale v
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:

RBull: PWC + AWR = 38.04
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AWR = 2.00
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The Inrtial Forecast Is designed to
give you the estimated price range
for the upcoming week

1:$3804 4

$+---->va<: $36.04
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AWR = 2.00 $I

Use Mon'’s H/L to forecast
Weekly targets; update the
targets should a new H/L form

"% IP - INTL PAPER CO (DAILY) - = lo =S
Template: Standard | High: 41.97 Low: 41.58 Last: 41.75 Zoom J[DAY v _Symbol v]_| [ Scale~
1gl°v 26 3Dec 10 17
N Bull: WL + AWR 38.16
NL Bull: WL + (AWR x .75) N:$37.86===========- 0
NL Bear:WH - (AWR x .75) e
N Bear: WH - AWR NL: $37.36============
FT- 37.0
36.5

=== H:$36.37

S
?+ == |:$35.86

NL: $34.87=========n=-
N:$34.37 cccacccaaaaa

36.0
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35.0
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34.0




“KLY TARG

%

e

Template Standard v | High: 41.97 Low: 41.58 Last: 41.75

OWN THE MARKET

LBOSS

Zoom || DAY ¥ Symbol v| .
Nov Dec
19 26 3 10 17

N Bull: WL + AWR
NL Bull: WL + (AWR x .75)
NL Bear:WH - (AWR x .75)
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AWR = 2.00 $I

Price traded right into our
forecasted bull targets
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Nov Dec
19 26 3

10 17

The Inrtial Forecast gave us a great
starting point for identifying the
week’s potential price range

Tliilyi-i

N: $37.86==

NL: $37. 36

_-- - 134.0
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ADR Stops offer a simple, price-based method for calculating loss stops
based on current market volatility and recent price behavior.

ADR STOPS

ADR STOPS

Uses a percentage of
average price range

[. Simple; effective

2. Great for any style or
duration of trading

3. Price-based; self-adjusts
to current volatility

4. Use 50% of the Average
Daily Range (ADR)
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ADR STOPS

ADR Stops use 50% of the 5- or |0-period Average Dally Range, which
should be calculated before each session.

» ADR Stops allow you to define your
trade risk according to the most recent
price movement

» Allow for easy integration with your
preferred risk management approach

» Use 50% of Average Daily Range
» Calculate the ADR Stop value each day

* Easy to calculate; easy to implement
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Using high-probability price-based ADR Targets provides the flexibility to
scale and trail positions in a variety of ways.

SGALING

Using 2-, 3-, and 4-Part
scales at ADR Targets

[. Scaling provides

5. Scaling can also lead to
“risk free” trades

TRAILING

Irail price using an ATR-
based approach

Simple; effective

[
flexibility 2. Consistent approach
2. Scaling reduces risk 3. Price-based; self-adjusts
3. Scaling creates a habit to current volatility
of booking profits 4. Use a I-AIR trailing
4. Scaling improves the stop for short-to-med
trader psyche term trades

Use a .5 to Z2-AIR
trailing stop for longer
term trades
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Scaling out of trades provides great benefits, including risk reduction
consistently booking profits, and improving trader psychology.

2-PART
SGALING

Scaling out of your trade
in two parts

e [/2;1/2
e 2/3;1/3
e [/3;2/3
e [/4; 3/4
e 3/4; /4
e [/2;Trail 1/2

OO N W N —
mmgmmm
Q

3-PART
SGALING

Scaling out of your trade
in three parts

4-PART
SCGALING

in four parts

/4

N . - .
—_— e e ——

o)

2 1/5
S
/4

Scaling out of your trade

14, 114
/5; 215
/5;
/4

[/5
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™ CCE - COCA COLA ENTERPRISES INC (DAILY) =N o =
Template: Standard v | High: 35.65 Low: 35.24 Last: 35.36 Zoom |[DAY v Symbol~| .| [ Scale~
Dec Jan
3 10 17 24 31 7 14
A sound scaling 34.17

approach involves
selling the bulk of your ~ SELL /4 --> N Bull: $33.80~ - -+‘

position at the target
with the highest odds SELL 374 --> NL Bull: $33.39- F

of being reached _‘_

*— - Entry: $32.36
3 i'f : l
o 'lw 4

| 0-day MDR Targets

335

33.0

325

32.0

315

31.0
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[ ™. KMB - KIMBERLY CLARK CORP (DAILY) == =
Template: Standard v | High: 90.545 Low: 89.79 Last: 90.37 Zoom DAY ¥ Symbol v| | [Scale~
May Jun Jul

23 4 1 18 25 . 9

=

'J.

(Sell 1/4) 10-Day NL: $65.90-----+-|-+-

-’
‘TFF II'H* --E:$81.08

.H-Jr l Another sound approach is to scale out of your
position at different durations of MDR targets;
.!* remember, the NL target has a much higher
chance to be reached, so make these the priority

7-Day NL: $83.39 (Sell 1/2)
- -F--5-Day NL: $82.88 (Sell |/4)[®

8588

80

79
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' ™, C - CITIGROUP INC (DAILY)
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Zoom |[DAY ¥ Symbol v| .| [Scale~
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3-Day N:$3453 =w

(Sell 1/5)
I =
i

(Sell 1/5) 15-Day NL: $36.99== = - - -l-"'f
(Sell 2/5) 10-Day NL: $36.0] == 1-

If the expected trade

duration Is longer than usual,

then scale out at the Normal
targets earlier in the trade
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FREE TRADE TECHNIQUE e

The Free [rade Technigue is a Z-part scaling technique that allows you
to position yourself with a risk-free trade after an initial favorable move.

* A conservative 2-part scaling FREE TRHDE TEGH"I““E

technique; defensive approach

An easy scaling technique that helps

. Allows you to =liafrEe e position yourself for a risk-free trade

from your i de after an initial |. Calculate your risk on the trade

Sl e (Entry price - Stop Loss price)
2. Project this amount higher from your

entry price (Free Trade Zone)

’ A”OWS you t? e Eboligtoc 3. When price reaches your FTZ, sell
into the trading waters half of your position
4. Leave your original stop for the last
» Allows you to proceed with hlf of your position

5. You now have a free trade; you lose
no money if you dre stopped out

caution during volatile markets
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Learn [. Risk Per Share: $1.50 (Entry Price - Stop Loss Price)
d 2. Free Trade Zone: $42.50 (Entry of $41 + $1.50)
to trade.. 3. Sell Half: Sell 1/2 the position at $42.50

4. Keep Half: Let /2 ride with original stop loss of $39.50

with house [. Risk Per Share: $0.75 (Entry Price - Stop Loss Price)
money 2. Free Trade Zone: $22.50 (Entry of $21.75 + $0.75)

3. Sell Half: Sell 1/2 the position at $22.50
4. Keep Half: Let /2 ride with original stop loss of $21.00




FREE TRADE
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Once price hits the
FTZ, there's no risk in

the trade anymore; frees

your mind iT

FTZ: Entry + Trade Risk = $106.54

105 m _____

W R
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== Entry: $105.58

- = ADR Stop: $104.62
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63.0
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ADR Stop: ADR/2 = .38
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TRAILING STOPS

While the PivotBoss preferred method of trade management involves
blaying to profit targets, trailing stops can have a big impact

TRAILING TRAILING TEGHNIQUES
Irail price using an ATR- H"D Tlps

based approach

Trailing stops can be quite powerful, and knowing how

| Simple; effective to use them creatively can be a huge advantage

2. Consistent approach

3. Price-based; self-adjusts |. Use a I-ATR trailing stop for most of your trades
to current volatility 2. Use a |.5 to 2-AIR trailing stop for long term

4. Use a I-AIR trailing trades. Consider moving to a weekly chart, too.
stop for short-to-med 3. Consider using a trailing stop at the beginning of a
term trades new Markup or Markdown phase

5. Use a I.5 to 2-ATR 4. Use a trailing stop on the last step of a scale,
trailing stop for longer preferably on the lightest scale portion

term trades 5. Consider trailing on the Z2nd hdlf of a Free Trade
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SCALING & TRAILING

", CCE - COCA COLA ENTERPRISES INC (DAILY) - = -El-_
Template: Standard v | High: 36.04 Low: 35.36 Last: 35.92 Zoom |[DAY ~ _Symbol v| .| [Scale~
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Scale the bulk of your position at a high- —+ L

probability target, then trail using [-ATR i-‘- »
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"% KMB - KIMBERLY CLARK CORP (DAILY)
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RISK MANAGEMENT

OWN THE MARKET

¥PIVOLBOSS

Irading success is not about how you trade, but how well you

lose and how well you manage risk.

* Risk 1s unavoidable, so you must
actively control/manage it

* You cannot control the markets,
but you can control your money
and your risk on each trade

* Risk management optimizes your
trading capital

» Jake care of your risk first and
foremost, and the profits will come




RISK MGMT TOPICS

“The whole secret to winning in the stock market is to lose the least
amount possible when you're not right.” - Willam O'Nell

7
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o RULES OF
RISK MGmT

PROPER
POSITION
SIZING

DEFINING
PORTFOLIO
RISK

DEFINING
TRADE RISK




THE COIN TOSS EXERCISEhiiiss

The Coin Toss Exercise is used among educators to teach probabilities,
and Is also used to introduce risk management to traders.

GCOIN TOSS ERERCISE
Regardless of how you enter

a trade. risk management S Flip a coin 100 times and write
the biégest component to down the results of each toss
profitable trading. |. Each "Heads" is a winning trade
2. Each “Iails” is a losing trade
3. Each winning trade makes $200

4. Each losing trade loses $100
5. Calculate your results

My results:
49 winners (+$9,800)
51 losers (-$5100)
Net: +$4,700
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OWN THE MARKET

LIVE APPLICATION LTRSS

The next step of the Coin Toss Exercise is to engage the market using
your preferred Reward:Risk ratio, triggering live (or simulated) trades.

The goal of the exercise is to GOIN TOSS ERERGISE:
make triggering entries and LIVE APPLICATION

applying risk management a

machine-like routine, without | Trigger each entry by flipping a coin. Do this ten
- nor devigtion times and write down the results of each trade.

|. Each "Heads"” is a LONG trade

2. Each “Iails” is a SHORT trade

3. Each trade uses a profit target of 2 points
4. Each trade uses a stop loss of | point

5. Calculate your results

Prop Firms use this exercise for new
traders, typically on the ES (6ticks/3ticks)
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BPRUILES OF RISK e
MANAGEMENT

Risk Management is the most important aspect that separates
professional traders from the rest

o RULES OF RISK MANAGEMENT

Risk Management rules to trade by:

|. Use the 2 Percent Rule

2. Use a pre-determined Reward:Risk ratio

3. Always know your risk/exit before you enter a trade
4. Never add to losing positions

5. Limit your losses to a daily amount
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DEFINING PORTFOLIO RISK
AND PROPER POSITION SIZING




THE 2 PERCENT RULE ‘o

The 2 Percent Rule is a basic tenet of risk management among
professional traders that states you should risk no more than 27 of
your trading capital on any one trade.

* Risk no more than 2% of your
trading capital on any one trade

» Provides an easy and consistent risk
management approach

* While 2% is the Rule for Pros, retall
traders should also consider %

* The 2% Rule encompasses Portfolio
Risk, Position Sizing, and Trade Risk




94 LOSERS INA ROW  ‘Fhuiiss

A Fixed Risk approach to risk management optimizes your trading
capital and keeps you in the game longer.

450
390 Fixed Risk Abproach with $100,000 Starting Capital
-
300 B # Trades
194
|50 129
97 -7
64
54 47
42 38
IIIIII > 32 30 26 26 24 22 21 20 19
' BB RN EEEERE S
|

o6 376 4% 5% 6% 7% 8% 9% 0% |19 1296 13% 14% 15% 167 1776|8768 cnies




APPLYING THE 2% RULE ‘Wi

The 2 Percent Rule is easy to incorporate into your trading plan, and will
help you establish a consistent implementation of risk management.

0
THE 2% RULE CAPITAL
Risk no more than 2% of account

value on one trade HT HISK

[. Calculate 2% of your account (Capital at Risk) The Capital at Risk for
2. Subtract trading commission & slippage from TG T T
Capital at Risk (Maximum Permissible Risk)
3. Calculate the difference between your entry $10,000: 7200
and stop prices (Risk Per Share) $20,000: $400
4. Divide Maximum Permissible Risk by Risk Per $30,000: 600
Share to arrive at the amount of shares you $50,000: $/,000
can trade $75,000: $/,500
5. Recalculate after every trade, as each new $100,000: $2,000

trade requires your new trading balance




2% RULE

EXAMPLES ‘hwiass

Do not think
about how much
money you can
make on @
trade...

..Instead, think
about how much
money you can
lose if you are
wrong!

ERAMPLE 1: $20,000 ACGOUNT

[. Capital at Risk: $400 ($20,000 x .02)

2. Maximum Permissible Risk: $390 ($400 - commish)
3. Risk per Share: $1.25 (Entry of $25 - Stop of $23.75)
4. Number of Shares Allowed: 312 shares

EHAMPLE 2: $50,000 ACCOUNT

[. Capital at Risk: $1,000 ($50,000 x .02)

2. Maximum Permissible Risk: $980 ($ 1,000 - commish)
3. Risk per Share: $1.75 (Entry of $63 - Stop of $61.25)
4. Number of Shares Allowed: 560 shares




2% RULE & ADR STOPS  ‘Whuieiiiss

ADR Stops allow for an easy way to incorporate risk management
measures like the 276 Rule into your trading approach.

USING THE 2% RULE
WITH ADR STOPS

[. Calculate 2% of your account (Capital at Risk)

2. Subtract trading commission & slippage from
Capital at Risk (Maximum Permissible Risk)

3. Calculate the current 5- or | 0-period ADR *

4. Divide the current ADR by 2 (Risk per Share)

5. Divide Maximum Permissible Risk by Risk Per
Share to arrive at the amount of shares you
can trade

6. Recalculate after every trade, as each new '
trade requires your new trading balance
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Getting started with proper Irade and Risk Management can simple;
even the simplest form of trade/risk management is better than none.

GETTING STARTED

3 Steps to getting started with a Trade & Risk Mgmt approach:

Step |: Start using the 2% Rule, with ADR Stops
Step 2: Use the Free [rade lechnique, with ADR Targets
Step 3: Start with a Reward.Risk ratio of 3:/
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FINAL THOUGHTS PIVOERASS

Trade and Risk Management do not provide the sizzle of some
other aspects of trading, but these affect your bottom line the most.

* Trade Management relies on a pre-
determined plan; build your plan & stick to It

» Monrtor your plan periodically; adjust and
Improve It as necessary

» Risk Management is the “Holy Grail” of

trading; the most significant contributor to
consistent profitability

» Develop your Risk Mgmt approach and stick
to it! Consistency is key to a winning solution /
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CONTACT ME!

| B itatas
FRANK OCHOAR

Author, Educator, Trader

Twitter: @PivotBoss frank@pivotboss.com
Shop: shop.pivotboss.com WWW.pIivotboss.com
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SUWING TRADE PRO

TRADE AND RISK MANAGEMENT

with Frank ©eges




