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I SUMMARY

In The Webinar

In this webinar, we'll discuss how backtesting
can be used to improve and optimize your

trading strategies.

We'll delve into the inherent limitations
involved with backtesting and discuss why
traders still use backtesting for portfolio
analysis. We'll also look at the goals that

backtesting seeks to accomplish.

Disclosure

Interactive Brokers is an independent legal entity and is not affiliated with
Capitalise. Interactive Brokers does not endorse any product or service of
Capitalise. Nothing associated with this promotion shall be considered a
solicitation to buy or an offer to sell any product or service to any person in any
jurisdiction where such offer, solicitation, purchase or sale would be unlawful under

the laws or regulations of such jurisdiction.

This material does not and is not intended to take into account the particular
financial conditions, investment objectives or requirements of individual
customers. Before acting on this material, you should consider whether it is
suitable for your particular circumstances and, as necessary, seek professional

advice.

Please note that all screenshots and illustrations are only shown for technical
demonstration/education purposes and should not in any way be construed as
recommending any type of trading strategy and they do not constitute any form

of investment advice.

The information provided in this presentation is believed to be accurate, but the

accuracy and completeness of the information is not guaranteed.

Past performance is not indicative of future results.
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mmmmmm— \What is Backtesting

BACKTESTING IS A TERM USED IN MODELING TO
REFER TO TESTING A STRATEGY OR MODEL ON
HISTORICAL DATA

Understanding the limitations & the benefits
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mmmmmm—— \Why Backtesting?

Prove your strategy works

It's difficult to create a strategy or trading The amount of time it takes to forward-test Without backtesting you are essentially
plan that really works without extensively strategies is extremely limiting. trading blind.
testing it over historical datg, first.



mmmmmm—— \Why Backtesting?

Optimize Your Approach

You can painlessly determine whether or not a strategy is for you without Identify your strategy’s flaws and introduce new filters that increase its

losing any money in the process. potential returns and reduce its drawdown.



mmmmmm—— \Why Backtesting?

Creating Trading Ideas

Backtesting is like a mirror to reality.

With backtesting you can come up with an
idea and then put it through the grinder,
whatever comes out is what you pay

attention to.

The feedback loop allows you to tweak and
perfect your approach until you find a set of
filters, rules, or as we at Capitalise.ai refer to
conditions, that not only work, but play to

your psychological strengths.



mmmmmm—— \Why Backtesting?

Gain Confidence

Know what to expect from your strategy. Make Key decisions Your backtest is a good marker to compare

with to your live strategy.



I Limitations



mmmm—— Limitations of Backtesting

Data

The quality of a backtest is determined by the level of details and quality Historical market data could be one dimensional (e.g. market prices only),
of the historical market data used for the test. or could be multidimensional and taking in consideration different kinds of
datasets such as prices, news events, market events, etc.



mmmm—— Limitations of Backtesting

Market Effects

When running a backtest, none of our simulated trades have an effect on e.g the effect of very large short order on a specific stock.
the markets



mmmm—— Limitations of Backtesting

Over Fitting

We run the potential of overfitting, when we decide on our trading scenario A possible solution for such a scenario is to test the strategy on multiple
and adjust its parameters, what we might inadvertently do is overfit our instruments/data sets.
criteria to the historical data set at hand.



mmmmmm—— Rules for Backtesting

Take into account the
broad market trends in
the time frame a given

strategy was tested.

Take into account the

universe in which

backtesting occurred.

Determining optimal
position sizing and money

management.

Backtesting is not always
the most accurate way to
gauge the effectiveness

of a given trading system.



mmmmmm— \What is Backtesting

Backtesting Accomplishes 3 Things
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