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FOREX and Futures Risk Disclaimer

Trading in the off exchange retail foreign currency market or futures markets is one of
the riskiest forms of investments available in the financial markets and suitable for
sophisticated individuals and institutions. The possibility exists that you could sustain a
substantial loss of funds and therefore you should not invest money that you cannot
afford to lose. Nothing in this presentation is a recommendation to buy or sell
currencies or futures and Timothy Morge is not liable for any loss or damage, including
without limitation, any loss of profit, which may arise directly or indirectly from the use of
Timothy Mo r g tedsor reliance on such information.

Results

Past performance does not guarantee future results.

This is one persons experience, your experience may differ.

Results are not guaranteed, individual experiences may vary.

Market Volatility

In volatile market conditions, substantial losses may occur.

In volatile market conditions, orders may not be filled as placed.

Leverage

The leveraged nature of FX trading and Futures trading means that any market
movement will have an equally proportional effect on your deposited funds. This may
work against you as well as for you. The possibility exists that you could sustain a total
loss of initial margin funds and be required to deposit additional funds to maintain your
position. If you fail to meet any margin call within the time prescribed, your position will
be liquidated and you will be responsible for any resulting losses.



This seminar Is dedicated to the people that come to these
lectures, trying to improve their skills. | am honored you take
time out of your busy schedule to come hear my thoughts.



This Is a presentation in the style | use when lecturing at MIT
and Stanford. Please be patient while the material unfolds. At
University, this might be a three or four hour lecture.

Please keep your comments related to this material and this
seminar. Most of you are here to learn my methods.

Please hold your questions until the presentation is over.



Section 1: Taking OMoneybo



Account Balance = $25,000

Like everyone, | begin the New Year with no Profits and

no Losses. | have my opening account balance for the

year. The slate is clean, ready for a new year of trading.
The New Year is always a good time to go back to Basics.




| was taught early on not to think in Dollars and Cents; instead of thinking in terms of mon:
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the emotion of money out of the equation, it is much easier to think and act rationally.
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equals the maximum risk you will take on any one trade, in Dollar terms, reduced to pips G
ticks. | make mine look like th INERERGG_E , In various colors, and | usually place
vertically on a chart to visually represent what | can afford above or below my entry for an
Stop Loss. Since | always want to hide my Stops above or below Major Market Structure, ¢
RN}3 20SNJ Yé aidlyRIFENR WD2b2D2Q> L Oly @A



This is a visual representation of the

maximum risk | will take, per trade. | use a
0§ SOKYAIljdzS OFffSR WSIdzAa g fgSYy i NAA]1Q &
maximum risk | take on any one trade is
always equak for example, my maximum risk
per $25,000 on ANY trade might be $250.




If your Account begins with $25,000 and you risk one percent
each time you trade, you have 1,000 e of these.




Each time you trade, you risk a Maximum
of one of these: . We'll label
these as GoNoGo's, and they visually
represent your Maximum Stop Loss size.




\ | When you trade and make a

Profit, you make more of these.

Note that | am no longer thinking or talking in terms of Dollars; instead | am thinking and te
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\ When you trade and take a

Loss, you lose one of these.

Note that | am no longer thinking or talking in terms of Dollars; instead | am thinking and te
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Risk-Opportunity Analysis



Now that | have introduced a new way to take the Dollars and Cents out of
your trading - and that should reduce the fear or pressure associated
with each trade - we need to talk about Risk in its purest form.

Most of the people viewing this seminar are successful less than fifty
percent of the time they take a trade. Studies conducted by the NFA and
CFTC year after year show this to be true. Yet millions and millions of
people trade, even though they have less than an even chance of winning.

Let 0s examine this phenomenon and th
become profitable even though your winning percentage is less than fifty
percent.



Do you have any idea what this diagram represents and how it relates to Risk Reward?



head
rate

Does this image give you a better idea what the prior diagram described?




Does this image give you a better idea what the prior diagram described?



Here is a mathematical description of a test of 1000 flips of a coin:

Element Definitions
cumulative net- The cumulative net result of flipping the coin
Initial Value= 0
net - represents heads inflow and tails outflow from cumulative net
Flow Rate= [head rate} [tail rate])
head rate
Value/Equation=IfThenElsfflipper] < .5, 1, 0)
tail rate
Value/Equation=IfThenElsfflipper] > .5, 1, 0)
Show Slider Value No
flipper - generates a random number between 0 and 1 normally distributed
Value/Equation= Rand(0,1)
Time Settings
Simulation Start= 0
Simulation Length= 1000
Simulation Time Steg 1
Time Units= Seconds

Every time you run this model you will get a cumulative representation of the sum of the
flips, +1 for heads, -1 for tails. Every run will be different, as evident in the next two images,
even though the cumulative value for a sufficiently large number of flips should be 0.



Simulation Results
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Simulation Results
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Even though the likelihood of throwing a Heads or a Tails was equal, two tests of 1000 tos
gave very different results. And the number of tosses per test was statistically significant.

If you tossed a coin an infinite number of times, the number of times Heads came up and
came up wouldapproach an equal result. What can account for the differences in the two te
results?

Ly adldAraaarodcaz GKS WNHzyaQ 2N WaaNwry3Ia 27
results are called abhorrent runs. Strings that produce profits are called positive abhorrent
and strings that produce losses are called negative abhorrent runs.

No matter what the perceived winning percentage of a string of events is, positive and nec
0 K2ZNNBY U NHzya oAttt KIFILIWLISY |yR gAtt &aisSe
roulette wheel 100 times at a Casino and make a tidy peafit play Lotto and win ¢ even
though the perceived winning percentage is against you.
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a methodology that has a perceived winning percentage of less than 50 percent will gener
fail. Let me show you how you can use a method with less than a fifty percent chance of n
a profit each time you trade and still be a profitable trader in the long run.shinie method
will also help you overcome the devastating effects of negative abhorrent runs.



Risk Reward was something no one talked about when | began trading, and it is
not talked about enough even today. People DO focus on how they are going to
increase their trade size as their accounts increase in value [there are various
books about methods like Fixed Bet Sizing, Fixed Fractional Betting, and the Kelly
Formula method, to name a few]. But too often, traders do not focus on their
potential risk versus their potential reward when analyzing potential trades. My
early mentor, Amos Hostetter, was the Father of Risk Reward. He believed Risk
Reward was the engine that powered trading to profitability and it showed in his
phenomenal trading results over his more than fifty years as a Professional
Trader. Letos take a |l ook at some Ri sk R



If you do not know the probable outcome of a particular trading method, when you decide
GKSGKSNI G2 GF1S I GN¥YRS 2N K2g Ydzodatricy 2y S
. S (1 (iAtho@kaunckecentric betting is certainly popular and likely accounts for an enorrr
proportion of actual real world betting, it has several problems:ttlager must constantly
generatenhunches andnterpret them into bets, and the bets are likely to rely as much on mc
and feelings as on science

A similar problem is the amount risked relative to the potential amount a trader may win. v
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trade and will riskMOREhan the potential reward, because their analysis of the trade set uj
G6Stfta OKSY A0 A& | Wada2NB GKAYy3IQO

The truth is, most traders do not think about what they are risking versus the realistic potel
profit if they are right in their analysis [or if their hunch is correct]. If someone came up to \
and asked you to play a game of chance you were totally unfamiliar with, would you agree
risk five dollars for an opportunity to make one dollar? Sadly, many traders trade this way.
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Outcome Calculator we gave away with our Advanced Risk Management Seminar and thi:
set of results; results will vary each time you run the test.



For these 20 trades, we have a 70 percent chance of having a winning trade. But for
each dollar we risk, we can only make one dollar [ giving us a Risk Reward of 1:1 ].

Welcome | Risk of Ruin| Position Size |Volatility

Inputs
Starting Account Size 25000
$100 000 Contracts 1
Average Risk Reward 1
Average Winning Percentage 70
Average Trades a Month 20
Max Stop per Contract 250
Human Error (Hit Rate) 10
System Averages
Average Risk Per Contract 1.00 %
Average Profit Per Contract $250.00
Expectancy $150.00
Aberrant Runs
InaRow  Wins Losses 3
3 2 2
4 0 [1
5 0 0 -

Single One Day's | | One Month's New Clear
Trade Trade Trades Month Trades
P/L Account Balance

Month to date ($202.72) $24,797.28
Stops rolled forward -1
Simulated Trades

Yenar Trade P/L Grcnunt Runs  Running P/L

Loss Balance

Win |$242.29 |$25,388.85 2 $388.85

Win |$251.43 |$25,640.28 3 $640.28

Loss | ($248.03) $25,392.25 |1 1$392.25

Win $30.23 $25,422.48 1 |$422 48

Loss ($230.31) 1$25,192.17 -1 $192.17

Loss [($232.08) |$24,960.09 2 ($39.91)

Loss |($250.09) $24,710.00 -3 ($290.00)

Loss ($253.54) $24,456.46 |-4 | ($543.54)

Win |$444 30 |$24,900.76 1 ($99.24)

Loss [($241.64) |$24,659.12 -1 ($340.88)

Win $31.60 $24,690.72 1 ($309.28)
$24,797.28 2 ($202.72)

Month

Note that even with a 70 percent winning percentage, this test of the 20 trades gave us a |
month. And even with that high a winning rate, we experienced four losing trades in a row!




For these 20 trades, we have a 50 percent chance of having a winning trade. But for
each dollar we risk, we can only make one dollar [ giving us a Risk Reward of 1:1 ].

Note that even with &0 percent winning percentage, this test of the 20 trades gave us a |lo:
month. And even witlan equalwinning rate, we experiencefive losingtrades in a row!



