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® Placed first trade in 1990

® Researching the market since 1993
® Fundamental analysis then Technical Analysis

® 5 years in the “wilderness”
® Mechanical trading from 1997

Over 1500 mechanical trades
® Short & medium term, leveraged & unleveraged

®
k Outperformed the market since 1997
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Important Notice

ShareFinder Investment Services Pty Ltd (ShareFinder) is licensed as an
Australian Financial Services licensee to provide general financial product
advice in respect of the software provided by ShareFinder.

ShareFinder does not take into account the investment objectives, financial
situation and particular needs of any particular person.

Before making any investment decision on the basis of the software provided
by ShareFinder, you should consider, with or without the assistance of a
securities advisor, whether the advice is appropriate in terms of your
particular investment needs, objectives and financial circumstances.

ShareFinder believes the information provided in this session is correct.
However, ShareFinder and its directors, employees and agents are not liable
for any loss or damage incurred by any person as a result of any error in any
information, opinion or recommendation (whether due to the negligence of
ShareFinder, its directors, employees and agents, or otherwise). This does
not limit any rights a person has under the Trade Practices Act.

Nothing in this session is, or should be taken as, an offer, invitation or
recommendation to buy, hold or sell any investment.
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THE BENEFITS OF
PROCESS BOUND
ACTIVE INVESTING

Get More than your Fair Share
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“If you think you have discovered a
great truth and it is not a paradox, |

suspect you may be deceiving yourself.”

Scott M. Peck
Author: “The Road Less Travelled”

L
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The playing field

K Ever-changing boundaries \

® Exchanges, indices, volume, volatility, leverage ...
® New Iinstruments: ETOs, Warrants, CFDs, ETFs ...
® Rules: short selling, regulation ...

® Cultures ...

® Unclear goalposts

® Surrounded by spectators with an opinion

\_ _/
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The players....

K Millions & millions of participants
® |isted companies

® Different:
® objectives
® timeframes
® opinions

® needs
\ levels of knowledge, skill, capital ..

® traders, investors, insto traders, institutions ...
® Dprokers, funds, newsletters, newspapers, educators

=Y
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The balls used ...

® |nstruments \

® J|everaged ‘synthetics’ (ETOs, CFDs etc)
® futures

® forex

® funds

® ETFs

\AII up in the air simultaneously and interact!! /
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The aim of the game ...

/' Raise capital \

® Increase shareholders value

® Grow capital

® Increase income

® Increase commissions / brokerage
® Increase M&A activity

® Increase FuM & fees

\_ _/
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Conclusion ...
KSeemingly Infinite number of variables \

® Accept that it Is Impossible to know what
will happen in the future

® Every time that you don’'t do something
there are only three possible reasons:
® Fear
® No fear because you know what’s going to happen
® You admit you don’'t know what’s going to

happen, have no fear but trust your decision
\ process J
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Your OBJECTIVES

‘SKills

\_

®*Fnancial
*Spiritual

~
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SKILLS objectives

K Consistent, rather than shoot from the hm
® Objective, rather than subjective

® Rigour & structure

® Learn the ‘rules’ of the game
® Become ‘street smart’

® Time — productive and efficient
® Tools

® Technical and / or fundamental analysis
\' Execution platforms ... J
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FINANCIAL objectives

Klndirect
® Equity funds: expect less than the XAO
® Index funds: expect less than the XAO Accum
e STW, Vanguard
® Market like drawdowns

® Direct

\_

Can do worse but ... can do better
® Find a path through all the variables
Benchmark => better than the ALL-ORDS Accuy
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FINANCIAL objectives

Returns over 8.38 years (i 12 june 2009)

What
ALL-ORDS Accum. Index  $174,688 -is on
offer?

ALL-ORDS Index / ASX200 $124,302 | 1, ..

Equity Managed Funds $120 000 Investors
Managed Super Funds $120.000

* Compunded
Annual Return
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SPIRITUAL objectives

/4, JP.P.K G F. G.S-C \

® “Trading Is the art of mental self-control.” sil wiliams
® (otta love the caper, must be a joyful experience
® At peace with all outcomes

® Patience — cannot force, strain or struggle

® Faith & trust in your process

® Empathy

® The Golden Rule - “Do unto others as you would
have them do unto you.”

b(our level of Excess — give In a ‘take WOFW
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Challenge for DIRECT investors

ﬁ:md a way, approach, method... \

Thru the quagmire of variables in the game
® Achieves your objectives
® Consistent with your life goals
® Fits into your lifestyle
® Productive & efficient
® Rigorous, structured, simple, clear, timely

‘\20 year, not a 20 day / week / month caw
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Build an investing process that ...

® Grows capital during rising markets \

® Maximise portfolio exposure

® Protects capital during falling markets
® Minimise portfolio exposure
® Hedge portfolio

® Allows profit trades to run
® Requires an exit signal to lock in profits

® Cuts loss trades
® Requires an exit signal to cut loss trades
® Eliminate ‘largest loss trades’
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And the common factor iIs

(Timing!!

® Simply Unavoidable!!

~

® But also ... “time In the market”

® Spectators don'’t kick goals

\_
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EXposure management
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EXposure management
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What doesn’t time the market ...

ﬁ Fundamental Analysis \
®

Buy and Hold
® Dollar Cost Averaging
® Averaging down
® Economic cycle
® Diversification
® Buying only (i.e. never sell)

\' Portfolio of Managed Funds J
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What doesn’t time the market ...

® Degrees of success but ...

® Will underperform the ALL-ORDS let alone
the ALL-ORDS Accum

® Will experience large portfolio drawdowns
® Will experience largest loss trades

® Also:
® Lacks position sizing model — Money Mngmnt
® Lacks Risk Management

\ Why? All lack a timely exit strategy J
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Eliminate largest loss trades
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Eliminate largest loss trades
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“"How do you want it—the crysial mumbo-jumbo or
statistical probability?"’
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How do you time the market?

® Need process(es) with an ‘edge’ \
® Just like any business!
® Intuitive or discretionary edge
® News edge

® Statistical probability edge >
® Positive mathematical expectancy
® ‘Now’ timing, not forecasting or predicting
® Economists try to predict — not sustainable

® Near limitless variables that interact
\' Markets and economy are not synchronisecu
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Statistical probability edge

Research the market — price action only\
® Find an edge using:
® Entry and exit concepts

® Risk management concepts
® Money management concepts — position sizing

® Profit trades run, loss trades cut — timeframe
® Positive mathematical expectation
® Build processes around your edge

{Edge IS part of your Trading Plan J
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Mathematical Expectation

/( Win rate \

® Profit Ratio
® Relative size of winners to losers

® ME = [(Profit Ratio + 1) * Win Rate] — 1
* Eg.[(25+1)*36%]-1 =0.26
® ME must be positive
® |IMHO must be > 0.25 — can outpeform XAO
® IMHO > 0.4 will massively outperform XAO

KDe nendent on Average Holdperiod

ShareFinder o= [




Mathematical expectation

Breakeven Edge
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Build process around your edge

® Establish portfolio \

e

® $80K: 11 positions to $800K: 25 positions

Scan for entry signals that meet criteria
Maximise exposure during rising market
Eyeball for exit signals every day

If an exit, exit trade & fill with another entry,
If falling market then reduce exposure
Repeat process

10 — 15 minutes a day J
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Equity Curve $100K to $554K (25/1/2001 to 12/6/2009)
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Equity Curve $100K to $554K (25/1/2001 to 12/6/2009)
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Benefits of process bound ...

® A process in which to trust & have faith

Achieves detachment from outcomes
Liberates you from worry and angst
Overcomes ‘noise’

Overcomes hesitation and reservation
Become consistent & objective
Become rigorous and structured
Become empathic with the market
Get your life back ...

_/
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Benefits of process bound ...

/Can be wrong 60% - 65% of the time \

&Overall — smash the market

2.5x larger profits than when you are wrong
Let your profit trades run

Cut your loss trades

Eliminate largest loss trades

Protect capital in falling markets
Outperform the market in rising markets

_/
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Benefits of process bound ...

KMechanical edge emanates from the ma@[\

® Price action, i.e. market paradigm

® Not from:
® Prediction
® Economists
® Fundamental analysis
® Human analysis filtered by human biases
® Human societal paradigm

\_ _/
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Step Into a process...

4 N

® Desire to change the way you do it
® Define what steps you will take to change
® Step into that process ...

\_ _/
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THE END

\_ _/
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Two Methodologies

THE CFD EDGE
TRADING SYSTEM

A
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BUY AND SELL
SYSTEM
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Medium Term / DIY Share Imvesting
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