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Index

Agreements, risk identification, 29–30
Analytics, culture of, 113–143

benchmarking, 142–143
data assessment, 116–119
data collection, 116
data measurement, 119–120
ethics, reporting, 140–142
key performance indicators (KPI),

129–140
performance management, 121
risk management rules, 114–116
trade journal, developing, 121–129
trade review, 140–142
variance, 114–115

Assets, defined, 5
Audits:

reviews, risk identification, 22–23
trade journal, 123

Benchmarking, 142–143
Bias, 88–90
“Borrowed” funds, significant loss of, 38–39
Brainstorming, 184
Business continuity, 54
Business goals, risk identification, 26–27
Business impact analysis, 186–188
Business risk management, 181–199

business impact analysis, 186–188
crisis management, 182–184
development plan, creating, 196–197
partnership risks, 190–192
personal risks, 193, 195–196
restoration requirements, 186
scenario planning and testing, 184–185
support risks, 191, 193, 194
vendor risks, 188–190

Cascading, 134
Casinos and gaming companies, 6, 78–79,

87, 151
Checklists, risk identification, 18–21, 185
Chicago Mercantile Exchange, 189, 191
The Complete Trading Course

(Rosenbloom), 71

Compliance:
plan compliance, need for, 163–164
trade journal, developing, 128

Confirmation bias, 88–90
Confluence:

leveraging edge using, 108–111
trade journal, developing, 124–125

Contracts, risk identification, 29–30
Contractual risk, 18
Corporate and Auditing Accountability and

Responsibility Act. See Public
Accounting Reform Act (2002)

Crisis management, 182–184

Data assessment, 116–119
Data collection, 116
Data-driven risk manager, 67–68
Data-driven trade talk, 65–67
Decision point chart, risk identification,

22
Development plan, 55, 196–197
Dice, probability distribution, 77–78
Discipline, 150–151
Document risk, 30
Dodd-Frank bill, 5
Douglas, Mark, 150
Duplication, risk control, 44–46, 60

Edge. See Statistical edge
Education and statistical edge, 73
Emotions, 127–128, 162–163
Enron, 3
Enterprise risk management (ERM), 4,

56–59
ETFs. See Exchange-traded funds (ETFs)
Ethics, reporting, 140–142
Exchange-traded funds (ETFs), 8
Expectations, 169–171

of loss, 151–152
Experts, use of in risk identification, 23–25

Fibonacci retracement levels, 97–100
Floored (documentary), 9, 191
Flow charts, risk identification, 21–22
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Forex pairs, 107
Frequency and severity, relationship

between in risk assessment, 32–36
frequency/severity quadrant, 33–34
high frequency/high occurrence: AVOID,

35–36
high frequency/low severity: PREVENT,

34–35
low frequency/high severity: CONTROL

(or TRANSFER), 36, 54
low frequency/low severity: RETAIN and

ACCEPT, 34
Fulfillment, 13

Gambling, games, and gaming, 6, 77–79, 87,
195

risk, mastering, 162–163
Goals:

and needs, gap between, 177–178
and risk identification, 26–27

Graduation plan, 154–159

Hedging:
liquidity, 48
margin and capital requirements, 47–48
market randomness, 47
risk control, 46–48
sample size, determining valid, 81
transaction costs, 48

“The House Advantage, Playing the Odds to
Win in Big Business,” 31

Human resources risk, risk identification,
16–17

IBM, 31, 139
Immobilizers, determining, 195–196
Inconsistency, 85–86
Indemnification, 6
Industry changes, unexpected, 38
Industry risks, 7–8
Inflection points, 74
Integrity, 133
Interim points, statistical edge, 96
Internet feedback, gathering measuring

risk, 52–53
Intuition trading, 149

Judicial risks, 8

Kelly criterion, 152–153
Keynes, John Maynard, 114, 153

Key performance indicators (KPI):
business risk management, 181
dashboard metrics, 134–139
monitoring risk program, 56, 60
risk/reward, 136–138
success, measurement through,

129–140
time frame, displaying results by, 138
tools, 139–140
vendors, 139–140

Leaving the business and risk assessment,
37

Legislative risks, 8
Leveraging edge, 108–111
Liability risk, identification, 17
Liquidity:

and hedging, 48
statistical edge, 106–108

Loss:
of ability to trade and perform related

functions, 37
aversion, 147–148
possible vs. probable, 174–176
prevention, 42–43, 60
reduction, 43–44, 60

MACD. See Moving average
convergence/divergence (MACD)

MAE. See Maximum adverse excursion
(MAE)

Ma, Jeffrey, 31
Market conditions, statistical edge,

104–105
Market Mind Games (Shull), 166
Market order entry, depth of, 95
Market profile, statistical edge, 103–104
Market randomness:

and hedging, 47
and predefining risk, 168
and risk management, 115
and trader loss, 48–49

Maximum adverse excursion (MAE),
171–174

Maximum favorable exposure (MFE),
173–174

Measurement:
data, principles of, 119–120
key performance indicators (KPI),

measuring success through, 129–140
risk (See Measuring risk)
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Measuring risk:
analytics, culture of, 113–143
continuous tracking, 52
evaluation of results, regular, 52
external feedback, gathering, 52–53
flexibility to make adjustments, 52
Internet feedback, gathering, 52–53
quantitative analysis, predictive analytics

using, 63–69
statistical edge, 71–113

MFE. See Maximum favorable exposure
(MFE)

Monitoring risk program, 53–59
business continuity, 54
development planning, 55
enterprise risk management (ERM),

56–59
key performance indicators (KPI), 56, 60
pyramid status, 54–55
risk appetite, 56–59
sample schedule, 55–56
software, 56

Moving average convergence/divergence
(MACD), 64

Moving averages, statistical edge, 100

Nasdaq, 94, 189
Negligence, risk identification, 18
Noncompliance:

risk identification, 18
trade journal, developing, 128–129

NYSE, 189

Opportunity risk, 110, 136
Oracle, 31
Overnight futures activity, 100–103

Panic, trader, 74
Partnership risks, 190–192
Performance consistency, 136
Performance management, 121

risk identification, 18
Personal risks, 193, 195–196
Phantom trades, tracking, 126–127
Physical risks, 9
Pivot point indicators, 96–97
Political risks, 8
Predicting outcomes. See Quantitative

analysis, predictive analytics using
Price gap, statistical edge, 97
Price movement, 74

Price probing (case study), 92–94
Principles of risk management. See Risk

management principles
Probability analysis, 74–76

dice, probability distribution, 77–78
Process maps, risk identification, 21–22
Property risk:

risk identification, 16
tangible vs. intangible property, 16

Psychological risks of trading, 147–160
discipline and success, 150–151
expectation of loss, 151–152
graduation plan, 154–159
“I don’t care” attitude, 152
intuition trading, 149
loss aversion, 147–148
regret, risk of, 148–149
risk acceptance, 151–152
share size, mastering increases in,

152–153
Public Accounting Reform Act (2002), 3
Pure vs. speculative risk, 6–7
Pyramid status, monitoring risk program,

54–55

Quadrant 4 risks, examples of:
“borrowed” funds, significant loss of,

38–39
industry changes, unexpected, 38
leaving the business, 37
loss of ability to trade and perform

related functions, 37
regulatory changes, 37–38
tax changes, 37–38
technological changes, unexpected, 38

Quantitative analysis, predictive analytics
using, 63–69

data-driven risk manager, 67–68
data-driven trade talk, 65–67
definition of quantitative analysis, 63–64

Randomness. See Market randomness
Raymer, Greg, 64
Regret, risk of, 148–149
Regulatory changes and risk assessment,

37–38
Restoration requirements, 186
Restoration time objective (RTO),

186–188
Reward. See Risk/reward
Risk acceptance, 151–152
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Risk and loss, preparing for, 161–179
loss acceptance, 164–167
mastering risk during trade, 161–163
plan compliance, need for, 163–164
possible vs. probable loss, 174–176
predefining risk, 167–168
risk appetite, knowing, 176–178
risk tolerance, 171–174, 177
and trader expectations, 169–171
worst-case scenarios, mitigating, 176

Risk appetite:
knowing, 176–178
monitoring risk program, 56–59

Risk assessment, 31–39
frequency and severity, relationship

between, 32–36
frequency/severity quadrant, 33–34
high frequency/high occurrence: AVOID,

35–36
high frequency/low severity: PREVENT,

34–35
low frequency/high severity: CONTROL

(or TRANSFER), 36, 54
low frequency/low severity: RETAIN and

ACCEPT, 34
quadrant 4 risks, examples of, 36–39

Risk avoidance, 41–42
Risk control, 39–50

appropriate use of, 50
duplication, 44–46, 60
exposures, 50
hedging, 46–48
loss prevention, 42–43, 60
loss reduction, 43–44, 60
primary techniques, 40–41
risk avoidance, 41–42
segregation, 44–46, 60
separation, 44–46, 60
trader loss, common causes of, 48–49

Risk, defining, 5–7, 167–168
Risk identification, 15–31

agreements, 29–30
audit reviews, 22–23
and business goals, 26–27
checklist, 18–21, 185
common risk relationships, 21
contracts, 29–30
contractual risk, 18
decision point chart, 22
document risk, 30
experts, use of, 23–25

flow charts, 21–22
human resources risk, 16–17
liability risk, 17
methods, 19
negligence, 18
noncompliance, 18
performance management risk, 18
process maps, 21–22
property risk, 16
rules and filters, 27–29
self-questionnaires, 19–21
setups, 28
SMART goals, 26–27
sources of, 25–30
tax-related risk, 18
trade activity, 29
trade journals, 29
trade risk, 16
trading plans, 25–26
vendors, chart, 190

Risk management:
analytics, culture of, 114–116
business risk management (See Business

risk management)
defining, 5–7
foundations (See Risk management

foundations)
measuring risk (See Measuring risk)
principles (See Risk management

principles)
process (See Risk management process)
term, use of, 4, 9–10

Risk management foundations, 3–10
classes of risk, 7–9
industry risks, 7–8
judicial risks, 8
legislation history, 3–5
legislative risks, 8
physical risks, 9
political risks, 8
pure vs. speculative risk, 6–7
scope of risks, 7
social risks, 8
technological risks, 9

Risk management principles:
foundations of risk management, 3–10
process, 11–60

Risk management process, 11–60
consistency in decision making, 11
data-driven mind-set, 12
execution compliance, 12
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focus on risk, 12
and fulfillment, 13
measuring risk, 50–53
monitoring risk program, 53–59
potential risks, awareness of, 12
risk assessment, 31–39
risk control, 39–50
risk identification, 15–31
trading pyramid, 13–14
variance, mastery of, 12

Risk/reward:
key performance indicators (KPI),

136–138
statistical edge, 91
and statistical edge, 72, 73
trade journal, developing, 124

Risk tolerance, 171–174, 177
guidelines, 178

Rosenbloom, Corey, 71
RTO. See Restoration time objective (RTO)
Russell 2000 index, 32

Sample size, determining valid, 80–87
inconsistency, 85–86
median, determining, 85
specific trade setup, 86
trade journal, sample, 83, 85
value sample size, 82

SAP, 31
Sarbanes-Oxley Act of 2002, 3–4
Scenario planning and testing, 184–185
Segregation, risk control, 44–46, 60
Self-assessment, performing, 197–198
Self-questionnaires, risk identification,

19–21
Separation, risk control, 44–46, 60
Shull, Denise, 166
Simple moving average (SMA), 100–101
SMART goals, risk identification, 26–27
Smith, James Allen, 9, 191
Social risks, 8
Software, monitoring risk program, 56
SOX Act. See Sarbanes-Oxley Act of 2002
S&P 500, 46, 92–94
Spread risk Forex pairs, 107
SSAE 16, 3
Statistical edge, 71–113

comparing edge and trade outcomes, 72
confirmation bias, 88–90
confluence, leveraging edge using,

108–111

determination of, criteria, 79–80
education, 73
Fibonacci retracement levels, 97–100
finding edge, 73–76
and historical data, 90–91
indicators detecting edge, 90–108
inflection points, 74
interim points, 96
leveraging edge, 108–111
liquidity, 106–108
market conditions, 104–105
market order entry, depth of, 95
market profile, 103–104
moving averages, 100
overnight futures activity, 100–103
panic, trader, 74
pivot point indicators, 96–97
price gap, 97
price movement, 74
price probing (case study), 92–94
probability analysis, 74–76
risk/reward, 72, 73, 91
sample size, determining valid, 80–87
simple moving average (SMA), 100–101
spread risk Forex pairs, 107
support/resistance, 94–95
trade entry level, 91–95
trade history, 74
variability in empirical probability,

reducing, 76–79
volume, 106

Success:
and discipline, 150–151
key performance indicators (KPI),

measuring through, 129–140
Support/resistance, statistical edge, 94–95
Support risks, 191, 193, 194
SWOT analysis, 197, 198

Tangible vs. intangible property, 16
Tax changes and risk assessment, 37–38
Tax-related risk, identification, 18
Technological changes, unexpected, 38
Technological risks, 9
Trade activity, risk identification, 29
Trade entry level, statistical edge, 91–95
Trade history and statistical edge, 74
Trade journal:

account, 123
audits, 123
common components, 122–125
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Trade journal (Continued )
compliance, 128
confluence, primary, 124–125
costs, 125
date, 123
developing, 121–129
emotional status, 127–128
executed vs. nonexecuted, 126
noncompliance, 128–129
phantom trades, tracking, 126–127
quantity/size, 124
risk identification, 29
and risk tolerance, 172
risk-to-reward, 124
sample size, 83, 85
setup, 123
setup pattern time frame, 124
time, 123
trend, 123–124
uncommon components, 125–129
win/loss, 125, 164

Trade review, 140–142

Trade risk, identification, 16
Trader loss, common causes of in risk

control, 48–49
Trading in the Zone (Douglas), 150
Trading plans, risk identification, 25–26
Trading pyramid, 13–14
Transparency, 133

Variability in empirical probability,
reducing, 76–79

Variance, 114–115
Vendors:

business risk management, 188–190
choice of, 189
key performance indicators (KPI),

139–140
risk identification chart, 190

Volume, statistical edge, 106

Win/loss, 125, 164
World Trade Center, 2001 attack on, 58
Worst-case scenarios, mitigating, 176
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