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Main Objectives of
this Taurex Guide

What are the main objectives and scope of this
guide?

The main objectives of this guide are to:

Provide you with a comprehensive overview of CFD trading and risk management
- Explain the concepts, benefits, challenges, and risks of CFD trading
*Introduce you to the tools and strategies of risk management in CFD trading

Present you with some real-world examples and case studies of CFD trading and risk
management

- Give you some tips and recommendations for CFD trading and risk management

The scope of this guide is limited to:

- The basics of CFD trading and risk management

 The general principles and practices of risk management in CFD trading
* The common tools and techniques of risk management in CFD trading

- The illustrative examples and case studies of CFD trading and risk management

This guide is not intended to:

-Provide you with specific or personalized advice or recommendations for CFD trading
-and risk management

-Endorse or promote any particular broker, platform, or instrument for CFD trading
and risk management

Guarantee or promise any results or outcomes of CFD trading and risk management
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Introduction

What are CFDs, and how do they work?

A contract for difference (CFD) is a type of financial derivative that allows you to trade on
the price movements of various financial instruments without actually owning the underlying
assets. CFDs, including stocks, indices, commodities, currencies, and cryptocurrencies, are
popular in financial markets.

When you trade CFDs, you enter into a contract with a broker to exchange the difference in
an asset’s value between the contract’s opening and closing. You can go long (buy) or short
(sell), depending on whether you expect the asset’s price to rise or fall. The profit or loss you
make depends on the size of your position, the amount of leverage you use, and the asset’s
price change.
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What are the Benefits and
Challenges of CFD Trading?

CFD trading offers several advantages over traditional trading, such as:

v Access to global markets and liquidity: You can trade CFDs on various financial
instruments from different markets worldwide with low commissions and

spreads.

v No ownership of assets: You don’t have to worry about the costs and
responsibilities of owning and storing the underlying assets, such as taxes, fees,

maintenance, or delivery.

v Leverage: You can trade CFDs with a small amount of capital and control a
larger position, magnifying your potential profits and losses.

v Short selling: You can profit from falling prices by selling CFDs on assets you
don’t own and repurchasing them later at a lower price.

v Hedging: You can use CFDs to hedge your exposure to other investments, such
as stocks or commodities, by taking an opposite position to reduce your risk.

However, CFD trading also involves significant challenges and risks, such as:

v Leverage: While leverage can increase your profits, it can also amplify
your losses, especially if the market moves against your position. You may
lose more than your initial deposit and face margin calls from your broker,
which require you to add more funds to your account or close your position.

v Market risk: CFDs are subject to market fluctuations, which various
factors, such as supply and demand, news, events, regulations, or
sentiment, can influence. You need to have a good understanding

of the market conditions and trends before trading CFDs.
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Counterparty risk: CFDs are not traded on a regulated exchange but through a
broker, who acts asthe counterparty to your contract. Thismeans you are exposed
totherisk of the broker defaultingonitsobligationsorfailingtoexecuteyourorders.

Liquidity risk: CFDs may have low liquidity, meaning there may not be enough
buyers or sellers to execute your orders at your desired price. This can result in
slippage, which is the difference between your trade’s expected and actual price.

Holding cost risk: CFDs are subject to holding costs, the fees paid to your broker
for maintaining your position overnight or over the weekend. These costs can

vary depending on the interest rates, the asset, and the direction of your trade.

Account close-out risk: CFDs are subject to account close-out, which
is the automatic closure of your position by your broker when your
account balance falls below a certain level. This can happen if your
position incurs significant losses, or the market becomes voldtile.




tavrex

Why is Risk Management
Critical in CFD Trading?

Risk management identifies, measures, and controls the risks of trading CFDs.
Protecting your capital, minimizing your losses, and maximizing your profitsis essential.
Without proper risk management, you may expose yourself to excessive risk and lose
more than you can afford.

Risk management involves setting your trading objectives, planning your trading
strategy, choosing your tradinginstruments, and applying various tools and techniques
to manage your exposure and limit your downside. Some common risk management
tools and techniques are money management, position sizing, leverage adjustment,
stop-loss and take-profit orders, technical and fundamental analysis, portfolio

diversification, and hedging.

What are the Main Types
of Risk in CFD trading?

As mentioned above, CFD trading involves various types of risks, such as:

v Market risk: The risk of losing money due to unfavourable price movements of

the underlying asset.

v Counterparty risk: The risk of losing money due to the broker’s or platform’s

failure or default.

v Liquidity risk: The risk of losing money due to the inability to execute orders at

the desired price or time.

v Holding cost risk: The risk of losing money due to the fees charged by the broker

for maintaining the position.

v Account close-out risk: The risk of losing money due to the broker’s forced

closure of the position.
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Money Management

What is money management, and how can it help traders control their exposure and
protect their capital?

Money management is the process of managing your trading capital and allocating it
to your trades to maximize your profits and minimize your losses. Money management
can help you control your exposure and protect your capital by:

- Setting a trading budget and sticking to it
- Determining the optimal amount of capital to risk per trade
- Balancing the risk-reward ratio of your trades

- Avoiding overtrading and emotional trading

Position Sizing

What are the position sizing methods and leverage adjustment, and how do you
calculate them?

Position sizing is determining the size of your trade or the number of units or contracts
you buy or sell based on your risk tolerance and trading objectives. Position sizing can
help you optimize your profits and limit your losses by:

- Aligning your trade size with your risk appetite and trading goals
- Adjusting your trade size according to the volatility and liquidity of the market
*Reducing your trade size when you face a losing streak or increasing it when you have

a winning streak
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Leverage Adjustment

Leverage adjustment is changing the amount of leverage you use in your trades, or
the ratio of your position size to your account balance, based on your risk tolerance
and trading objectives. Leverage adjustment can help you enhance your profits and
limit your losses by:

‘Increasing your leverage when you have high confidence and conviction in your trade
- Decreasing your leverage when you have low confidence and trust in your trade
Maintaining a moderate level of leverage that suits your trading style and experience

To calculate your position size and leverage, you can use the following formulas:

Position size = (Account balance x Risk per trade) / (Stop-loss distance x Price per
unit)

Leverage = (Position size x Price per unit) / Account balance

For example, suppose you have an account balance of $10,000 and want to trade
CFDs on gold. You decide to risk 2% of your account per trade and set a stop-loss
order at 50 pips below your entry price. The current price of gold is $1,800 per ounce,
and the price per unit is $0.01 per pip. How much should you buy or sell, and what is
your leverage?

Position size = ($10,000 x 0.02) / (50 x $0.01) = 4,000 units

Leverage = (4,000 x $0.01) / $10,000 = 0.004 or 1:250

10
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Stop-Loss & Take-Profit
Orders

What are stop-loss and take-profit orders,
and how do you set them according to market
conditions and trading styles?

Stop-loss and take-profit orders are types of orders that automatically close your
position when the price reaches a predetermined level. Stop-loss and take-profit
orders can help you manage your risk and lock in your profits by:

- Limiting your losses if the market moves against your position
- Securing your profits if the market moves in your favour
Reducing your emotional stress and allowing you to trade with discipline

To set your stop-loss and take-profit orders, you need to consider the following
factors:

v Your risk-reward ratio: This is the ratio of your potential profit to your potential
loss. A common rule of thumb is to aim for a risk-reward ratio of at least 1:2,

meaning that for every $1you risk, you expect to make $2 in return.

v Your trading style: This is the way you approach the market and execute your
trades. Different trading styles have different time frames, objectives, and risk
profiles. For example, scalpers trade on short-term price movements and aim for
small profits, while swing traders trade on medium-term price trends and aim for
more significant profits. Your trading style will determine how far or close you set

your stop-loss and take-profit orders from your entry price.

v Your market analysis: This is how you use technical and fundamental analysis to
identify the market direction, strength, and signals. Your market analysis will help
you determine the optimal levels for your stop-loss and take-profit orders based

on the support and resistance levels, trend lines, chart patterns, indicators, and

news events.
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For example, suppose you are a swing trader and want to trade CFDs on EUR/USD.
You use technical and fundamental analysis to identify a bullish trend and a buy signal.
You enter long at 1.2000 and expect the price to reach 1.2200. You also identify the
nearest support level at 1.1900 and the closest resistance level at 1.2100. How should
you set your stop-loss and take-profit orders?

v Your risk-reward ratio: Assuming you want a risk-reward ratio of 1:2, you need to
set your stop-loss order at a distance that is half of your take-profit order. Since
you expect the price to rise by 200 pips, you must place your stop-loss order at
100 pips below your entry price, or 1.1900.

v Your trading style: As a swing trader, you must set your stop-loss and take-profit
orders at levels that allow the price to move in your favour without being affected
by minor fluctuations. It would be best to consider the holding costs and the
market volatility. Therefore, you must set your stop-loss and take-profit orders
at levels beyond the nearest support and resistance levels, or 1.1880 and 1.2220,
respectively.

v Your market analysis: Using technical and fundamental analysis, you can confirm
or adjust your stop-loss and take-profit orders based on the market conditions
and signals. For example, if you see a bullish breakout above the resistance level
of 1.2100, you can move your stop-loss order to0 1.2000 to secure your profits and
reduce risk. Alternatively, if you see a bearish reversal below the support level of
1.1900, you can close your position manually to cut your losses and avoid further
damage.

12



tavrex

Portfolio Diversification &
Hedging Methods

What are the portfolio diversification and hedging
methods, and how do we apply them to reduce
market and correlation risks?

Portfolio diversification is allocating your capital to different types of assets, markets,
or strategies with a low or negative correlation. Portfolio diversification can help you
reduce your market risk and correlation risk by:

- Spreading your risk across different sources of returns
Reducing your exposure to a single market or asset
- Enhancing your overall performance and stability

Hedging is taking an opposite or offsetting position to your existing position to reduce
or eliminate your exposure to a particular risk. Hedging can help you reduce your
market risk and correlation risk by:

- Protecting your profits or losses from adverse price movements
- Neutralizing your net position or exposure to a particular market or asset
*Increasing your flexibility and opportunities in the market

To apply portfolio diversification and hedging, you need to consider the following:

v Your risk tolerance and trading objectives: These will determine how much risk
you are willing to take and how much return you are aiming for. Based on these,
you can decide how diversified or hedged your portfolio should be. For example,
if you are a conservative trader, you may want a more diversified and hedged
portfolio than an aggressive trader.

v Your market analysis and outlook: These will help you identify the potential
risks and opportunities in the market and the best ways to diversify or hedge
your portfolio. For example, suppose you expect the market to be volatile and
uncertain. In that case, you should diversify your portfolio across different asset

classes, sectors, or regions or hedge your portfolio with options, futures, or CFDs.

13
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v Your portfolio performance and evaluation: These will help you monitor and
adjust your portfolio diversification and hedging strategies based on the results
and feedback. For example, if your portfolio is underperforming or overexposed
to a particular risk, you may want to rebalance your portfolio or change your
hedging strategy.

For example, suppose you have a portfolio of CFDs on stocks and want to diversify
and hedge your portfolio. You have the following positions:

-Long 100 units of Apple at $120 per unit
- Long 100 units of Microsoft at $200 per unit
-Long 100 units of Tesla at $600 per unit

Your portfoliois $92,000, and your risk is high, as you are exposed to the same market
and sector (technology). How can you diversify and hedge your portfolio?

Portfolio diversification: You can diversify your portfolio by adding CFDs on different
asset classes, sectors, or regions, such as commodities, healthcare, or Europe. For
example, you can add the following positions:

-Long 100 units of Gold at $1,800 per unit
-Long 100 units of Pfizer at $40 per unit
Long 100 units of SAP at €100 per unit

Your portfolio value is now $152,000, and your portfolio risk is lower as you have
reduced your correlation and exposure to the technology sector and the US market.

Portfolio hedging: You can hedge your portfolio by taking opposite or offsetting
positions to your existing positions, using options, futures, or CFDs. For example, you
can add the following positions:

-Short 100 units of Apple at $120 per unit

- Short 100 units of Microsoft at $200 per unit
- Short 100 units of Tesla at $600 per unit

Your portfolio value is still $92,000, and your risk is lower as you have eliminated your
exposure to the price.

14
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How Taurex Helps Your Risk
Management Strategy

Effective risk management is a critical element in navigating the unpredictable nature
of financial markets, especially in online trading. In this dynamic environment, where
outcomes are uncertain, implementing a robust risk management strategy becomes
imperative. As a trader, acknowledging the inherent volatility and establishing a
comprehensive risk management plan is pivotal for safeguarding investments and
optimizing trading performance.

A well-rounded risk management strategy comprises various components, such as
stop losses, asset allocation, position sizing, and more; each playing a crucial role in
mitigating potential losses and enhancing overall portfolio resilience.

With Taurex’s tools and resources, traders can set precise stop-loss points,
diversify assets strategically, and optimize position sizes using our advanced tools.
Beyond execution, we offer educational resources for traders to enhance their risk
management skills. Our analytics tools support historical performance analysis,
allowing continuous refinement of strategies. By integrating these components into
a coherent risk management strategy, traders can navigate the complexities of the

financial markets with greater confidence and resilience.
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Taurex+ Tools

Taurex+introduces apremiumtrading experience by providinguserswith sophisticated
tools designed to elevate their trading strategies. With a one-month free trial, traders
can access exclusive features that cater to diverse needs. To unlock unlimited access,
users can seamlessly transition by registering for a live trading account.

In addition, if you still feel unsure how to set your stop loss or take profit levels, Taurex+
has different trading signal tools to help you make informed trading decisions and
provide technical support and resistance levels to help you identify potential entry
and exit points for your selected assets.

Signal Centre: Signal Centre by Acuity stands as a pivotal feature within Taurex+,
delivering comprehensive trade insights, real-time signals, and dynamic live financial
market analysis. Its graphical representation of entry and exit levels, coupled with
additional support and resistance insights, provides traders with a visually intuitive
platform. This functionality not only complements trading strategies but also serves
as a practical tool for enhancing overall risk management strategies.
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Technical Views: This tool, provided by Trading Central, facilitates the analysis
of diverse instruments in global markets. Offering position management tools,
it empowers traders to identify precise price targets, pivot lines, and alternative
scenarios. Access to advanced technical indicators and chart patterns simplifies the
identification of crucial supports and resistances, making it an invaluable resource for
understanding relevant price movements and market trends.

Al ForexIdeas

Search the results

USDICAD 10258 USD/CAD may fall 12-32 pips
© Intraday: key resistance at 13595
1 1355081
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USDPY %

Long positions above 15120 wth targets at 151.55 & 151.70 n extension.
EURIUSD #

bove 1 1.0865.&1

AUDIUSD *
Qintraday: the upside

EURICHE

Market Sentiment Analysis: Unlocking market sentiment insights, Taurex+
incorporates tools like Al News Sentiment, Featured Ideas, and Economic Insights.
These features allow users to gauge the mood of the market, spot emerging trends,

and align their strategies accordingly, adding a valuable layer to their decision-
making process.

Acuity

EURUSD.
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Market Analysis - Swiset: Swiset is a comprehensive tool within Taurex+ that facilitates
detailed market analysis. Traders can delve into intricate market dynamics, gaining a
deeper understanding of potential opportunities and risks.
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Most Relevant Insights for All accounts

Get Insights, by upgrading to Pro gy

Economic Calendar: Keeping traders informed about critical market events, the
Economic Calendar is an essential component of Taurex+. Providing a timely overview
of economic releases and announcements, this tool enables users to anticipate market
movements and adjust their strategies accordingly, ensuring a proactive stance in the
trading landscape.

You can try out all these tools by registering
for a Taurex+ account here

SIGN UP TO TAUREX+
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Real-World Examples and
Case Studies

How to apply risk management strategies in CFD
trading

Toillustrate how risk management strategies can be applied in CFD trading, let’s look
at some hypothetical examples and case studies. Example 1: Buying CFDs on ABC plc

Suppose you want to buy 1,000 share CFDs on ABC plc, a technology company
trading at a sell/buy price of £1,599/£1,600. You expect the price to go up and have
an account balance of £10,000.

v Money management: You decide to risk 2% of your account per trade, which
means you are willing to lose £200 if the trade goes against you. You also set a
trading budget of £2,000, which means you will not invest more than 20% of your
account in this trade.

v Position sizing and leverage adjustment: You calculate your position size and
leverage using the formulas given in the previous section. Your position size
is 4,000 units, and your leverage is 1:250. This means you are using 5% of your
account balance as a margin and controlling a position worth £6,400.

v Stop-loss and take-profit orders: You set your stop-loss order at £1,590, which
is ten pips below your entry price, and your take-profit order at £1,610, which is
ten pips above your entry price. This gives you a risk-reward ratio of 1:1, meaning
you are risking £40 to make £40. You also use technical analysis to confirm or
adjust your orders based on market signals and trends (remember, you can also
use Signal Centre and Technical Views to help you set your technical levels).

v Portfoliodiversification and hedging: You diversify your portfolio by adding CFDs
on different asset classes, sectors, or regions, such as commodities, healthcare,
or Europe. You also hedge your portfolio by taking opposite or offsetting positions
to your existing positions, using options, futures, or CFDs. For example, you can
buy put options on ABC plc to protect your downside risk or sell CFDs on XYZ plc,

a competitor of ABC plc, to benefit from the relative price difference.
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Case Study 1: A profitable trade

Your prediction was correct, and the price of ABC plc rose to £1,610, triggering your
take-profit order. You close your position and make a gross profit of £40. You also pay
a commission of £16.25 to open and close your position and a holding cost of £0.80
for keeping your position overnight. Your net profit is £23.15, a return of 1.15% on your
margin and 0.23% on your account balance. Your portfolio diversification and hedging
strategies also pay off as you make additional profits from your other positions.

Case Study 2: A Losing Trade

Unfortunately, your prediction was wrong, and the price of ABC plc dropped to £1,590,
triggering your stop-loss order. You close your position and make a gross loss of £40.
You also pay a commission of £16.25 to open and close your position and a holding cost
of £0.80 for keeping your position overnight. Your net loss is £57.05, a loss of 2.85%
on your margin and 0.57% on your account balance. Your portfolio diversification and
hedging strategies also help you as you reduce your losses from your other positions.

What have we learned about risk management
so far?

This section shows real-world examples and case studies of CFD trading and risk
management. We have learned how to apply the risk management strategies
discussedinthe previous section, such as money management, position sizing, leverage
adjustment, stop-loss and take-profit orders, portfolio diversification, and hedging.
We have also seen how these strategies can affect the outcome and performance of
our trades and help us achieve our trading objectives and protect our capital.

Some of the key takeaways from this section are:

-Risk management is essential for successful CFD trading, as it can help us control our
exposure, limit our losses, and maximize our profits.

- Risk management involves setting our trading objectives, planning our trading
strategy, choosing our trading instruments, and applying various tools and techniques
to manage our risk.

- Risk management requires constantly evaluating our trades and portfolios and
adjusting our strategy accordingly.

* Risk management is not a one-size-fits-all solution but a personalized and flexible
approach that suits our risk tolerance, trading style, and market conditions.
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Conclusion

What are the main points and findings of
this guide?

In this guide, we have covered the following topics:

‘What are CFDs, and how do they work? We have defined CFDs as contracts that allow
traders to speculate on the price movements of various financial instruments without
owning the underlying assets. We have also explained the benefits and challenges of
CFD trading, such as access to global markets, leverage, short selling, hedging, and
the associated risks and costs.

- What are the tools and strategies of risk management in CFD trading? We have
infroduced the concepts and methods of money management, position sizing,
leverage adjustment, stop-loss and take-profit orders, portfolio diversification, and
hedging. We have also demonstrated their application in different market conditions
and trading styles.

- What tools does Taurex have that can complement and boost my trading? Signal
Centre and Technical Views are powerful tools that provide technical analysis insights,
entry and exit levels, trend analysis, chart analysis and patterns to help you identify
price targets.

- What are some real-world examples and case studies of CFD trading and risk
management? We have presented some hypothetical examples and case studies.
We have shown how to use the risk management strategies discussed in the previous

section and how they can affect the outcome and performance of our trades.
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Whatarethekeytakeawaysandrecommendations
for CFD trading and risk management?

Some of the key takeaways and recommendations from this guide are:

‘CFD tradingis a versatile and flexible form of investment, but it also involves significant
risks and challenges. To be successful in CFD trading, it is important to have a clear
understanding of the underlying assets and market conditions and to employ a well-
defined risk management strategy.

- Risk management is essential for protecting our capital, minimizing losses, and
maximizing profits. Risk management involves setting our trading objectives, planning
our trading strategy, choosing our trading instruments, and applying various tools
and techniques to manage our exposure and limit our downside.

- Risk management requires constantly evaluating our trades and portfolios and
adjusting our strategy accordingly. Risk management is not a one-size-fits-all solution
but a personalized and flexible approach that suits our risk tolerance, trading style,
and market conditions.
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Have a question?

Our knowledgeable support staff are available 24/5
via telephone, live chat, email, or a support ticket.

africasupport@tradetaurex.com +23233996965

tradetaurex.com

Zenfinex is the trading name of the Zenfinex Group of companies.

Taurex (Take Charge of Your Trading - Taurex) is is owned and operated within the Zenfinex related of
companies. The Zenfinex related companies consists of:

Stochastic Africa (SL) Limited, trading as Taurex (Take Charge of Your Trading - Taurex ), is a company
registered in Sierra Leone with Company Number: SL270319STOCHO05271 and is licensed by the Bank of
Sierra Leone under license number BSL/SAL/2023 and with the registered office at 148D Wilkinson Road,
Freetown, Sierra Leone.

Zenfinex Global LLC is a company registered with the Financial Services Authority in Saint Vincent and the
Grenadines under registered number 138 LLC 2019. Its registered office is Hinds Building, Kingstown, Saint
Vincent, and the Grenadines.

Zenfinex Global Limited is a company registered in Seychelles with registration number: 8428731-1, and is
regulated by the Financial Services Authority of Seychelles with License number: SD092. Its registered office
is F20, 1st Floor, Eden Plaza, Eden Island, Seychelles.

Clients must be at least 18 years old to use the services of Zenfinex.

Risk Warning: Trading Foreign Exchange and Contracts for Difference (CFDs) is highly speculative and may
not be suitable for all investors. The company offers to trade on margin. The leverage created by trading on
margin can work against you as well as for you, and losses can exceed your entire investment. Only invest
with money you can afford to lose and ensure that you fully understand the risks involved. Seek independent
advice if necessary and review our Risk Disclosure and Privacy Disclosure before opening an account. CFDs
are complex instruments and come with a high risk of losing money rapidly due to leverage.

You are strongly advised to obtain independent financial, legal, and tax advice before proceeding with any
currency or spot metals trade. Nothing in this site should be read or construed as constituting advice on the
part of Zenfinex or any of its affiliates, directors, officers or employees.

Residence: The information on this site is not directed at residents of the United States, Canada, North Korea,
Iran, Belgium, Japan, South Africa, or any particular country and is not intended for distribution to, or use
by, any person in any country or jurisdiction where such distribution or use would be contrary to local law or
regulation.

Taurex is a trading name of Stochastic Africa SL Ltd, registered in Sierra Leone.

Registered Office Address:148D Wilkinson Road, Freetown Sierra Leone

Licensed and Regulated to operate a CFD trading Platform: by the Bank of Sierra Leone

Registration No: SL270319STOCHO05271
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