Lesson 9: Risk Management

Stop Loss (SL) orders - how to find
SL levels and how to use them

Losing trades are inevitable, even with a solid win rate.

We have to accept that reality and prepare ourselves to minimize the impact of the losing
trades. And that means using the right trade size as well as Stop Loss (SL) orders.

Stop-loss (SL) order is a risk management tool used in trading to automatically sell or
close out a position when the price of an asset reaches a specified level.

It is designed to limit potential losses by exiting a trade if the price moves against the
trader's position beyond a certain point (Stop Loss level).

But where do we place a stop loss order? How do we determine the right level?
We recommend using one of the following three approaches, or possibly a combination:

1. Place a stop loss order just below the prior swing low.
2. Place a stop loss order below the nearest key level.

3. Use Reward-Risk-Ratio (RRR) of 2 to 1 to determine your Stop Loss (SL) level.



Methods for Placing Stop Loss Orders

Prior Swing Low Approach:

» Common strategy to manage risk and protect against losses.
> Examples: GRT (The Graph) and DUSK (Dusk Network).

» Place SL just below the prior swing low.
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Nearest Key Level Approach:

» Sometimes, the prior swing low may not be ideal.

» Example with RPL (Rocket Pool), trading in a Sideways Channel. Here, we
would be inclined to BUY when price approaches the Channel support zone
(~$25.50). But that level also happens to be near the prior swing low! Hence,
that’s not a good point to place SL because we want to BUY near support not
SELL it.

» Place SL below the key support level, avoiding interference with potential
buying zones.
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Reward-Risk Ratio Approach:

» Useful when prior swing low is too far, risking excessive loss.
» Example with LINK (Chainlink), breaking out of a Sideways Channel (see next
page chart).

> The nearest swing low is almost at $13.50, that's a 21% downside risk. That's
too much.

» Calculate potential profit and set SL to maintain a 2 to 1 Reward-Risk Ratio.

> In the case of LINK trade setup, our price target is $20 (nearest resistance),
which implies potential profit of $3 ($20 - $17).

» Use 2:1 RRR to set the Stop Loss (SL) => $3 /2 =$1.50. Stop Loss (SL) level
should be Entry Price — Max Loss = $17.50 - $1.50 = $16.00
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Stop-loss orders are crucial tools for protecting capital and limiting potential losses in
trading.

Adhere to stop-loss levels rigorously for effective risk mitigation.




Additional educational materials:

e Trading Risk Management: https://altfins.com/knowledge-base/trading-risk-
management/

e How To Profit Or Hedge Risk In a Downtrend?: htips://altfins.com/blog/profit-or-
hedge-risk/

e Connecting To Exchanges: https://altfins.com/knowledge-base/connecting-to-
exchanges/

» Excel file for risk management (RRR, trade size, margin): https://altfins.com/wp-
content/uploads/2024/03/Risk-mngt-altFINS-Trading-Education-Course.xlsx

altFINS is a leading crypto analytics platform used by tens of thousands of traders and
investors to find profitable trading ideas.

Project altFINS began out of frustration with a lack of high-quality tools to find trading ideas,
create alerts, execute trading strategies, and monitor portfolio performance across
exchanges. Our team decided to fill that void.

We are building a comprehensive and yet intuitive platform that enables coin screening and
analysis using traditional technical analysis as well as alternative on-chain data, and trade
execution across exchanges. The combination of trade idea discovery and trade execution is
truly unique in the crypto trading space.
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LEGAL DISCLAIMER
NO INVESTMENT ADVICE

The content is for information only, you should not construe any such information or other material
as investment, financial, or other advice. Nothing contained in this document constitutes a
solicitation, recommendation, endorsement, or offer by altFINS j.s.a. and its affiliates to buy or sell
any cryptocurrencies or other financial instruments in this or in any other jurisdiction in which such
solicitation or offer would be unlawful under the securities laws of such jurisdiction. This is not an
offer to sell or a solicitation of an offer to buy any security.

This content is for information that was not approved or reviewed by altFINS management.
Nothing in the document constitutes professional and/or financial advice. You alone assume the
sole responsibility of evaluating the metrics and risks associated with the use of any information

or other content in the model before making any decision based on such information. In exchange
for viewing this document, you agree not to hold altFINS j.s.a. its affiliates or any third-party service
provider liable for any possible claim for damages arising from any decision you make based on
information or other content made available to you. Under no circumstances should any of these
reports or any information herein be construed as investment advice, or as an offer to sell or the
solicitation of an offer to buy any securities or other financial instruments. By downloading,
accessing, or viewing any research report you agree to the following Terms of Use. You agree that
use of the research presented in any report is at your own risk. You (or any person you are acting
as agent for) agree to hold harmless altFINS j.s.a. and each of their affiliates and related parties,
including, but no limited to any principals, officers, directors, employees, members, clients,
investors, consultants, and agents (collectively, the “altFINS related Persons”) for any direct or
indirect losses (including trading losses) attributable to any information in a research report. You
understand and agree that altFINS does not have any investment advisory relationship with you or
does not owe fiduciary duties to you. Giving investment advice requires knowledge of your
financial situation, investment objectives, and risk tolerance, and altFINS has no such knowledge
about you.

INVESTMENT RISKS

There are risks associated with investing in cryptocurrencies, equities, and other financial
securities. Loss of principal is possible. A coin’s, token'’s, security’s or a firm’s past performance is
not a guarantee or predictor of future investment performance.
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