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Sample Leveraged Trades Discussion 
 
Introduction 
 
There are two sample trades shown in the OSPREY advert, viz a CBA ‘long’ trade and a BHP 
‘short’ trade. In each case an option trade and CFD trade have been shown. Options and 
CFDs are two of the leveraged instruments that are available to obtain leverage out of short-
term movements in stock prices.  
 
In this discussion we will examine: 

1. why and how short -term traders use leverage to grow their capital. 
2. how relatively small price movements in a stock can be used to rapidly grow short-

term trading capital. 
3. some of the differences between options and CFDs. 

 
CBA trade: 23 May 2003 to 4 June 2003 
 
The OSPREY Methodology signaled an entry to the CBA ‘long’ trade at $27.67  on 23 May 
2003. At this stage there are a number of alternatives open to the short-term trader. If the 
appropriate accounts have been set up, an option, warrant, CFD or physical stock position 
can be opened.  
 
From the in-depth OSPREY research it is known that CBA ‘long’ trades signaled by the 
OSPREY Long B/O signal are profitable in 53.6% of all trades and average .524% profit over 
an average of 2.7 days, net of all loss trades. The Profit Ratio is 1.8 meaning that, on 
average, the profit trades are 1.8 x larger than the loss trades. For short-term  trading these 
results represent an acceptable ‘probabilistic edge’  from which profits can be generated , 
although other stocks, whose price action over the 17 year research period, have price 
movement traits that result in a far better ‘probabilistic edge’ . 
 
CBA Physical Stock Trade: 
 
Before looking at the leveraged trades, let’s examine the alternative of trading the physical 
stock. To generate sufficient profit after brokerage over a large sample of CBA trades a 
position in excess of $60,000 would need to be traded. $60,000 * .524% = $314.40 average 
profit per trade less brokerage at .11% of $132.50 (buy and sell). This leaves an average net 
profit of $181.50 per trade. Is this sufficient for the amount of: 

1. capital being put at risk?  
2. brokerage being paid? 
3. effort being put into generating profits? 

 
This is at the lowest brokerage rates available. Imagine if .55% or 1.1% brokerage rates are 
being charged!! I think that you would agree not. This is one of the reasons why leveraged 
instruments exist, to allow sufficient profits to be gained from relatively small price movements 
in stocks and indices with minimal capital put at risk.  
 
Understanding that a single trade position shouldn’t exceed 15% of total short-term trading 
capital and that between 5% and 10% should be used for a single short-term position, you 
would need to have a short-term trading bank in excess of $600,000. If this sort of capital is 
being used for short-term trading then the investor would require at least 4 x this amount as 
their total i nvestment capital directly in the market besides other investment asset classes. 
 
The details of this OSPREY short-term trade in the physical stock would be: 
 
Stock :   CBA   
Entry Date:  23/5/03   Exit Date: 4/6/03   
Entry Price :  $27.62   Exit Price: $28.5 0 
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# of shares:  2170  
Brokerage @ .11%: $65.93   Brokerage: $68.03 
Purchase Price:  $60,001.33  Sell Price: $61,776.97 
 
Net Profit:   $1,775.64 
Net Profit %:    2.96% 
 
The actual price movement in CBA from $27.62 to $28.50 is a 3.19% move. The difference in 
this to the net profit % is brokerage. 
 
CBA option trade: 
 
When the CBA OSPREY Long B/O signal occurred on 23 May at $27.62 , a short-term 
directional option trader would have had a number of alternatives to trade: 

• $26.00 June Call 
• $26.50 June Call 
• $27.00 June Call 
• $27.50 June Call 
• $28.00 June Call 
• $28.50 June Call 

 
Indeed, all of these exercise prices for the July Calls where also alternatives. The July Calls 
where further from expiry meaning that there would be more time value in the July Calls. Each 
exercise price in each of the June and July calls carry a different level of leverage and risk for 
the directional option trader. Which one you trade will depend on your personal risk profile 
and what your trading objectives are. 
 
The $27.50 June Call was closest to being ‘at the money’ so the $28.00 and $28.50 June 
Calls were ‘out of the money’ and the $26.00, $26.50 and $27.00 were ‘in the money’. 
ShareFinder trains our customers to trade OSPREY with ‘in the money’ Calls and Puts but 
provides explanations of the risks involved with trading ‘at & out of the money’ options so that 
these can be traded knowing the potential outcomes. Tools are also provided to measure the 
risks involved and the performance that is achieved over time. 
 
Let’s examine the trade mentioned in the advert, trading the ‘in the money’ $26.50 June Call. 
OSPREY short-term traders with capital around $20,000 and a medium risk profile would 
have traded as such: 
 
Entry Date:  23/5/03   Exit Date: 4/6/03   
Entry Price:  $1.40    Exit Price: $2.09 
# of contracts:  1 (1000 shares / contract) 
Online Brokerage: $39.57   Sell Brokerage: $39.57 
Purchase Price:  $1,439.57  Sell Price: $2,050.43 
 
Net Profit:   $610.86 
Net Profit %:    42.4% 
 
At time of entry, using a formula that estimates leverage BEFORE doing the trade, an 
OSPREY trader would have estimated leverage for this trade to be around 15.8:1 excluding 
brokerage. The outcome of the trade was 15.5:1 leverage excl. brokerage and 13.3:1 incl. 
brokerage. 
 
Trading the $27.00 June Call would have resulted in an 18:1 leverage and hence a larger 
percentage profit of around 50.2%. How many contracts should be purchased, which strike is 
better for a particular trade, which expiry month should be chosen etc? The answers to these 
questions depend on how much risk to wish to take. OSPREY helps you understand how to 
set your risk level and then how to trade according to your chosen risk profile knowing all 
along how that can affect your capital both positively and negatively. 
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CBA CFD Trade: 
 
A CFD trade with dealforfree.com requires that 5% margin be put up for a particular position 
in a stock trade. This means that 20:1 leverage is obtained. OSPREY short-term traders with 
capital around $20,000 and a medium risk profile would have traded as such using CFDs: 
 
Entry Date:  23/5/03   Exit Date: 4/6/03   
Entry Price:  $27.62   Exit Price: $28.50 
# of shares:  1160  
CFD Interest Fee: $0   Interest Fee: $55.52 
Purchase Margin: $1,601.96  ‘Sell Price’ : $2,567.24 
 
Net Profit:   $965.28 
Net Profit %:    60.3% 
 
Discussion points: 

1. To be able to generate an absolute profit trade using CFDs or options similar to the 
trade in the physical stock, i.e. $1,775, you would need around $37,000 short-term 
trading capital. This is a far cry from the $600,000 required to short-term trade  the 
physical stock within sensible money management bounds. 

2. The CFD trade was able to utilize the full position size of $1,600 for a portfolio value 
of $20,000 because the minimum trade unit is 1 single share whereas the options are 
traded in units of 1 contract which is equivalent to 1000 shares. This makes capital 
allocation with CFDs more flexible. 

3. Leverage works in both directions. You need to be aware of the maximum downside 
that is possible when trading options and CFDs. The OSPREY methodology provides 
detail of what the maximum drawdown can be depending on the amount of leverage 
you are trading. This is how you customise the amount of risk that you are prepared 
to take. 

4. The amount of your trading capital that you invest into each trade depends on a 
number of variables including your portfolio value, the leverage ratio of a trade and 
how much risk you are prepared to take. OSPREY has tools that assist in getting this 
right for your trading personality.  

5. The above ‘Sell Price’ for the CFD is used to refl ect the initial purchase margin + the 
profit. In reality the net profit is calculated from the market exposure, i.e. 1160 * 
$27.62 = $32,039.20 and 1160 * $28.50 = $33,060; $33,060 - $32,039.20 = 
$1,020.80 - $55.52 = $965.28. 

 
BHP Trade: 14 May 2003 to 21 May 2003 
 
The BHP trade is a ‘short’ trade meaning that profits can be gained from a fall in the physical 
stock price.  
 
BHP option trade: 
 
When the BHP OSPREY Short B/O signal occurred on 14 May at $8.63, a short-term 
directional option trader would have had a number of alternatives to trade: 

• $9.26 June Put 
• $9.02 June Put 
• $8.78 June Put 
• $8.54 June Put 
• $8.31 June Put 

 
OSPREY short-term traders with capital around $20,000 and a medium risk profile would 
have traded as such: 
 
Entry Date:  14/5/03   Exit Date: 21/5/03  
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Entry Price:  $0.435   Exit Price: $0.68 
# of contracts:  3  (1053 shares / contract for BHP due to stock split) 
Online Brokerage: $39.57   Sell Brokerage: $39.57 
Purchase Price:  $1,413.74  Sell Price: $2,108.55 
 
Net Profit:   $694.81 
Net Profit % :    49.2% 
 
Other alternatives would have been to trade the May $8.78 Put with 15 days to expiry buying 
at 25.5 cents and closing the trade at 51.5 cents. At the outset of this option trade we would 
have known that the estimated leverage from the trade would have been 20.6:1. The actual 
leverage gained would have been 24.4:1, which is more than the leverage gained from the 
CFD trade. 
 
BHP CFD Trade: 
 
A CFD trade with dealforfree.com requires that 5% margin be put up for a particular position 
in a stock trade. This means that 20:1 leverage is obtained. OSPREY short-term traders with 
capital around $20,000 and a medium risk profile would have traded as such using CFDs: 
 
Entry Date:  14/5/03   Exit Date: 21/5/03  
Entry Price:  $8.63    Exit Price: $8.27 
# of s hares:  3710  
CFD Interest Fee: $0   Interest Fee: -$23.03 
Purchase Margin: $1,60 0.87  ‘Sell Price’: $2,959.50 
 
Net Profit:   $1,358.63 
Net Profit %:    84.9% 
 
Discussion Points: 

1. This resulted profit resulted from a 4.17% move down in the BHP’s stock price. 
2. When you do a ‘short’ trade with CFDs your account is credited with an interest fee, 

hence the negative number above which is added onto your profit for the trade. 
 
 
Summary 
 
These examples show some of what is involved in short-term trading. Most of the  pitfalls can 
be eradicated through knowing what the variables are that can bring you down and how to 
handle them. At first glance it may seem complex, however, the first glance that you take at 
most things seem complex. When you gain knowledge and obtain understanding it becomes 
a lot simpler. OPSREY will educate you. OSPREY will simplify and improve your short-term 
trading endeavours. 
 
ShareFinder has completed the necessary detailed research to determine what the 
‘probabilistic edge’ is for the most liquid stocks that trade on the ASX. 
 
If CFDs are your preference then we teach you how to manage your risk with the 20:1 
leverage that results from the 5% margin. If exchange traded options or warrants are your 
preference then we teach you how to determine your leverage before you do the trade and 
which options offer the highest rewards and the highest risks, also before you do the trade.  
 
Furthermore, you will learn how much capital to place in each trade based on the risks that 
you personally are prepared to take. As your short-term trading skills improve you will be able 
to adjust the risk that you take thereby increasing your potential to grow your short-term 
trading capital. 
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Other considerations 
 

1. Short-term traders of other leveraged markets, such as the S&P 500 Index futures 
contract , have average profits per trade of .3% and have a winning rate of around 
30% - 40%. With this probabilistic edge they are able to generate large profits 
because of the leverage that the futures contract offers, a high Profi t Ratio in excess 
of 3  and their money management rules. 

2. A ‘probabilistic edge’ that is at the lower threshold for consideration when short-term 
trading leveraged instruments is a combination of 40% winning rate, 1.5 Profit Ratio 
and an average price movement in the physical stock of .4%. 

3. An acceptable ‘probabilistic edge’ for consideration when short-term trading 
leveraged instruments is a combination that exceeds all of a 45% winning rate, 1.8 
Profit Ratio and an average price movement in the physical stock of .5%. 

 


