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Disclaimer

This document is provided strictly for educational purposes. It does not constitute financial, investment,
or trading advice. Trading involves substantial risk and is not suitable for every individual. Past
performance is not indicative of future results.
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SECTION 01

Introduction

Proprietary trading firm challenges, commonly referred to as prop firm evaluations, are structured
assessments designed to identify traders capable of managing capital responsibly. Candidates are
typically required to reach a defined profit target while operating within strict drawdown and risk
parameters.

These evaluations are not designed to test how aggressively a trader can grow an account. They are
designed to test discipline, consistency, and risk control. The traders who succeed are rarely those
with the most complex strategies — they are those who can execute a simple plan repeatedly without
violating the rules.

Why discipline matters more than edge

A modest, well-defined strategy executed with strict risk management will outperform a sophisticated
approach paired with emotional decision-making. Evaluation rules are deliberately structured to expose
impulsive behaviour: a single oversized loss can end a challenge that took weeks to build.

How to use this guide

This document outlines a structured framework you can adapt to your own trading style. It covers risk
parameters, a simple confirmation-based strategy, common psychological pitfalls, sample trade
breakdowns, and a step-by-step approach to the evaluation phase.

Educational notice

Nothing in this guide should be interpreted as a recommendation to buy, sell, or hold any financial
instrument. All examples are illustrative and intended to support learning.
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SECTION 02

Risk Management Framework

Risk management is the foundation of every prop firm evaluation. Before considering entries, exits, or
strategy, a trader must internalise the rules that define failure — and operate well inside them.

Daily drawdown

Most prop firms enforce a daily loss limit, commonly around 5% of the starting or current balance.
Breaching this limit typically ends the challenge immediately, regardless of overall performance. A
practical approach is to cap personal daily risk at roughly half of the firm's limit, leaving a buffer for
slippage and execution.

Maximum drawdown

The overall drawdown limit, often around 10%, defines the absolute floor of the account. This figure
should be treated as untouchable. Plan account growth so that even a sequence of losing trades cannot
approach this level.

Position sizing

Risk per trade should remain consistent and small. A widely used range is 1-2% of account equity per
trade. Position size is then derived from the distance between entry and stop loss — never the reverse.

— Define the stop loss based on market structure, not on desired risk.
— Calculate position size from the stop distance and fixed risk percentage.

— Reduce size during losing streaks; never increase to recover losses.

Capital preservation

In an evaluation, not losing is more valuable than winning. A trader who finishes the day flat preserves
the ability to perform tomorrow. A trader who breaches a rule has no tomorrow in that challenge.
Preservation of capital is the primary objective; profit is the by-product of consistent execution.

Rule of thumb
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If a single trade can put you within reach of a daily or maximum drawdown breach, the position is too
large — regardless of how compelling the setup appears.
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SECTION 03

Core Strategy Overview

A strategy suited to evaluation conditions should be simple, repeatable, and rule-based. Complex
systems with many indicators tend to produce conflicting signals and encourage discretionary overrides.
The framework below uses trend context combined with a structural confirmation.

Step 1 — Identify the trend

On a higher timeframe (for example H4 or D1), determine directional bias using price structure: a series of
higher highs and higher lows indicates an uptrend; lower highs and lower lows indicate a downtrend.
Trade only in the direction of this bias.

Step 2 — Mark key levels

Identify clear support and resistance zones, prior swing points, and obvious structural areas where price
has previously reacted. These zones define where a trade may occur. Avoid entries in the middle of a
range with no nearby reference level.

Step 3 — Wait for confirmation

Entries should require a confirmation signal at the level — for example, a structural break on a lower
timeframe, a clean rejection candle, or a retest of a broken level. Confirmation reduces false entries and
enforces patience.

Step 4 — Exit with a fixed risk-to-reward

A fixed target such as 1:2 risk-to-reward removes ambiguity. The stop loss is placed beyond the
invalidation point of the setup; the take profit is set at twice the stop distance. This produces a positive
expectancy with a win rate as low as 40%.

— Use no more than two indicators if any are used at all.

— Define every rule in writing before the trading session begins.

— If a setup does not meet every criterion, it is not a trade.

For educational purposes only. Not financial advice. 05



Al FUNDED FLOW TRADING PROP FIRM CHALLENGE STRATEGY GUIDE

SECTION 04

Common Mistakes to Avoid

The most frequent reasons traders fail evaluations are behavioural, not analytical. Recognising these
patterns is the first step toward eliminating them.

Overtrading

Taking trades outside of the defined plan to satisfy boredom or recover small losses. Overtrading inflates
transaction costs and introduces low-quality setups into an otherwise selective process.

Revenge trading

Re-entering the market immediately after a loss with the intent of recovering it. Revenge trades are
typically oversized, taken without confirmation, and frequently result in the daily drawdown breach that
ends the challenge.

Breaking risk rules

Increasing position size after losses, removing stop losses, or adding to losing positions. Each of these
actions converts a controlled loss into an uncontrolled one. Risk rules exist precisely for the moments
when the temptation to break them is strongest.

Emotional decision-making

Acting on fear, frustration, or excitement rather than the trading plan. A predefined checklist — executed
before every entry — is the most effective defence against emotional execution.

Pre-trade checklist

Trend aligned - Level identified - Confirmation present - Risk calculated - Stop and target defined. If any
item is missing, the trade is skipped.
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SECTION 05

Example Trade Breakdowns

The following scenarios are illustrative only. Numbers, levels, and instruments are generic and intended to
demonstrate the decision process — not to recommend any specific trade.

TRADE EXAMPLE 01

Trend Continuation Long at Support

Instrument  EUR/USD (illustrative) Bias Bullish (H4 uptrend)
Entry 1.0850 (broken resistance retest) Stop loss 1.0820 (below swing low)
Take profit ~ 1.0910 (prior swing high) Risk : Reward 1:2

Reasoning. Higher timeframe shows a clean uptrend with successive higher highs. Price
breaks above 1.0840 resistance, retraces, and forms a bullish engulfing candle on the retest.
Stop is placed below the swing low; target is set at twice the risk distance, aligning with the
previous high.
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TRADE EXAMPLE 02

Trend Continuation Short at Resistance

Instrument ~ GBP/JPY (illustrative) Bias Bearish (D1 downtrend)
Entry 188.20 (broken support retest) Stop loss 188.70 (above resistance)
Take profit ~ 187.20 (next demand area) Risk : Reward 1:2

Reasoning. Daily structure prints lower highs and lower lows. Price breaks below 188.30
support, rallies to retest the level, and rejects with a clear lower-timeframe break of structure.
Risk is defined above the rejection wick; reward targets the next visible demand zone.

TRADE EXAMPLE 03

Range Rejection at Key Level

Instrument ~ XAU/USD (illustrative) Bias Neutral / range
Entry 2,340 (top of established range) Stop loss 2,348 (above range high)
Take profit 2,324 (mid-to-lower range) Risk : Reward 1:2

Reasoning. Price has respected a defined range for several sessions. At the upper
boundary, a pin-bar rejection with declining momentum forms. Entry is taken on
confirmation; stop sits beyond the range high to absorb noise; target is the mid-range — a
conservative objective consistent with range conditions.
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SECTION 06

Evaluation Phase Strategy

Approach the evaluation as a project with a defined plan, not as a race to a profit target. Consistency
compounds; aggression breaches rules.

Week 1 — Establish rhythm

Trade conservatively. Focus on executing the plan exactly as written, regardless of outcome. The
objective is to build a clean baseline and confirm that the strategy behaves as expected under live
conditions.

Weeks 2-3 — Build steadily

Maintain the same risk per trade. Avoid the temptation to scale up after a winning streak. A reasonable
weekly objective is in the region of 1.5-2.5% account growth, depending on the firm's profit target and
timeframe.

Final stretch — Protect progress

As the profit target approaches, reduce position size further. Preserving accumulated gains is significantly
more valuable than the marginal upside of larger trades. Many evaluations are lost in the final 10% of
progress because risk was increased to finish faster.

— Define a maximum number of trades per day and per week.
— Stop trading for the day after two consecutive losses.
— Review every trade against the plan at the end of each session.

— Treat profit targets as a result of process, not a deadline.

Consistency over aggression

A trader who averages 2% per week with disciplined risk will pass most evaluations comfortably. A
trader who chases 10% in a single week typically does not.
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SECTION 07

Conclusion

Passing a prop firm evaluation is fundamentally a test of behaviour. The strategy itself need not be
elaborate; the execution must be deliberate. Traders who succeed do so because they treat each session
as an exercise in following a plan, and each trade as one instance of a much larger sample.

Three principles underpin every successful evaluation:

— Discipline. The plan governs every action — not the market, not emotion.
— Patience. The best trades require waiting; the worst trades require forcing.

— Structured execution. Repeatable processes produce repeatable results.

Approach the challenge as a professional engagement. Define the rules, respect the limits, and let the process
produce the outcome.
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This document is provided for educational purposes only and does not constitute financial advice. Trading involves
significant risk.
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