Index

o Symbols ®

%B, 98

o/ o

A/D (advance-decline) ratio, 70, 82-83
accelerated time decay, 167-169
adjusted option
asset protection, 178-181
defined, 331
detecting adjusted options, 181
dividends, 179-180
market conditions, 254-255
mergers, 179-180
spin-offs, 179-180
stock splits, 179
time horizon, 87
value of split-adjusted options, 181
Adv-Dec (advance-decline) line, 68-69
advancing, market move strength, 68-73
adverse excursion/move, maximum, 339
allocation, 3, 129, 224-225
Alps Dist, 218
American Stock Exchange (AMEX), 33, 144,
149, 218, 331
American style
defined, 331
index options, 150-151, 161-162
stock options, 148, 149, 151-154, 156-161
style risk, 148-151
AMEX (American Stock Exchange), 33, 144,
149, 218, 331
AMEX Select Utility Index (UUO), 144
analysis costs, 127-128
“analysis to paralysis,” 327

approach
neutral, 248-249
trend line approach, 101-102
trying new, 116-122
Arms, Richard, Jr. (tool creator), 71
Arms Index (TRIN), 71, 73, 228
ask, 128, 130, 331
asset allocation, 3, 129, 224-225
asset protection
adjusted option risks, 178-181
cost per day calculations, 170-171
hedging, 173-178
leveraging for risk reduction, 42-44,
183-190
long stock and long puts, 163-169
long-term protection, 169-171
short stock and long calls, 171-172
time and protection cost, 169-171
assignment, 31, 36, 156-158, 331
assignment value, 147, 331
at-the-money (ATM)
butterfly, 291-292, 296, 299, 301
butterfly positions, 299
defined, 331
deltas, 176, 249
expiration, 159, 160
gamma, 250
implied volatility (IV), 259-261, 263, 264
intrinsic value, 42
long position options, 158
ratio backspread, 279, 281
author assumptions in book, 2-3
authorized shares, 29
auto-exercise, 158-159, 335
average true range (ATR), 95-97
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backspreads, ratio
call ratio backspread, 272, 273-276,
280-281
defined, 272
put ratio backspread, 273, 276-279,
281-282
volatility, 272-282
backtest
defined, 331
to test drive options, 14
trend line approach, 101
trying new approaches, 117-121
bandwidth (BW), 98
Barclays ETF, 218
bearish strategies
bear call credit spread, 317
bear call spread, 196, 197, 200, 331
bear put spread, 192, 194, 195, 331
ETFs, 232-233
P:C ratio, 75
ratio spreads, 270-271
risk reduction, 184
sentiment analysis, 74
visualizing with supply and demand, 88
benchmarks for ETFs, 224-225
bias
directional bias, 17, 249, 270
market bias assessment, 67-74
volatility bias, 270
bid, 128, 332
bid-ask spread, 135
Black, Fisher (mathematician), 48, 263
Black-Scholes Option Pricing Model, 48,
263
Bollinger, John (tool creator), 97, 98
Bollinger bands, 97-98, 285
bonds, 22
book
about, 1-2
additional insights, 2

author assumptions, 2-3
conventions used in, 2
future directions, 6
icons used in, 5
organization of, 3-5
booked order, 37, 137, 332
Boston Options Exchange (BOX), 33, 332
breadth
advance-decline line, 68-69
Arms Index, 71, 73
defined, 68
tool application, 80-83
volume, 70
breakeven
butterfly positions, 299-301
combined positions, 190
defined, 332
long stocks and long puts, 165
options, 56-57
ratio backspread, 277
stocks, 56
straddle, 241, 244, 246, 253
strangle, 246, 253
vertical spread, 195
breakout direction and volume, 285
brokers
author assumptions regarding, 3
defined, 35
execution statistics, 138
exercise instructions to, 152, 155
short position creation, 158
trade execution, 34
trading approval required, 31
bullish strategies
bull call spread, 192-193, 194, 195, 332
bull put spread, 196, 198-199, 200, 332
ETFs, 232-233
leveraging assets for risk reduction,
184-185
P:C ratio, 75
ratio spreads, 270-272
risk reduction, 184
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sentiment analysis, 74

visualizing with supply and demand, 88
butterfly

call butterfly, 291, 292-296

defined, 332

iron butterfly, 301-304

long butterfly, 291-299

long call butterfly, 291

long put butterfly, 291

put butterfly, 291, 296-299

sideways markets, 291-304
BW (bandwidth), 98

oo

calendar spreads, 16, 208, 209-212, 332
call options
American-style stock options, 152,
157-158
breakeven, 56-57
call butterfly, 291, 292-296
call calendar spread, 209, 332
call credit spread, 197-198
call debit spread, 192-194
call diagonal spread, 212, 332
call moneyness, 155
call ratio backspread, 272-276, 280-281,
319, 333
call ratio spread, 270, 271, 333
defined, 20, 332
delta, 176
letters identifying, 25-26
market mood, 74-78
as right, 23, 29
risk and reward, 11-12, 54, 56-57, 59-61
short assignment, 157-158
short stock and long calls, 171-172
value of option, 22, 55, 147
call owner, rights of, 11, 20
cancel order, 132, 333
candlestick chart, 86
cash-settled index option, 146, 155

cash settlement, 150, 333
CBOE (Chicago Board of Options
Exchange), 33, 75, 149, 151, 333
central tendency, 82-83
change order, 132, 333
channels for price projections, 102-104
Characteristics and Risks of Standardized
Options (OCC), 1, 333
charts
candlestick chart, 86
daily bar chart, 242
line chart, 86
OHLC, 86, 340
risk graph (risk profile), 12, 57, 266, 342
skew chart, 264, 343
software for, 87
supply and demand with, 87-89
technical analysis, 85-89
time horizon adjustment, 87
visualizing supply and demand, 87-89
Chicago Board of Options Exchange
(CBOE), 33, 75, 149, 151, 333
closing order, 130
closing positions, 29-30
collar
defined, 61, 206, 333
ETFs, 220
long stock, 206
profiling, 206-207
for risk reduction, 205-207
as top strategy, 313
combined position
adjusted option, 180
bear call spread, 196, 197, 200
bear put spread, 192, 194, 195
breakeven, 190
bull call spread, 192-193, 194, 195
bull put spread, 196, 198-199, 200
call credit spread, 197-198
call debit spread, 192-194
collar, 205-207
covered call, 191, 202-205
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combined position (continued)
covered put, 191, 202-203
debit spread, 192-196
defined, 333
delta for, 249
exit, 139
naked option, 191
orders, 135-136
put credit spread, 198-199
put debit spread, 194-196
rewards, 61-63

for risk reduction, 190-200, 201-207

vertical spread, 191-200, 210
commission, 128, 220, 333
commodities, 21
conditional order, 138, 334
condor, 304-308, 334
construction of indexes, 145-146
contingent order, 138
contracts. See option contracts
contrarian strategies, 70
conventions used in book, 2
correlation, 174, 334
cost

cost per day calculations, 170-171

ETFs, 220, 225

options, 39-41

planning, 127-129
covered call

combined position, 202, 203-205

combined positions, 191

defined, 334

ETFs, 220

short, 203-205

sideways markets, 289

SUB, 61
covered options, 191, 334
covered positions, 202-205
covered put, 191, 202-203, 334
covered transaction, 31

credit spread
bear call credit spread, 317
call credit spread, 197-198
combined positions, 192-196
put credit spread, 198-199
vertical credit spreads, 16, 196-200,
301-302, 344
credit trade, 196-200, 334
crosshair tools, regression line, 104
current market, 130, 334
cycle identifying expiration, 26

o) e

daily bar chart, 242
day order, 334
debit spread
call debit spread, 192-194
combined positions, 192-196
put debit spread, 194-196
vertical debit spread, 16, 191-196, 210
debit trade, 191-196, 334
declining issues and market move
strength, 68-73
default values, 94
Dell Computer Corporation, 284-288
delta
asset protection, 176-178
defined, 334
delta neutral position, 252-253, 334
delta neutral straddle, 251-253
ETFs, 229-230
market conditions, 249-251
neutral approach, 248
as pricing factor, 44, 45
ratio spreads, 267
trade adjustments, 254
demand and supply, visualizing, 87-89
derivatives, 21, 335
detecting adjusted options, 181
DIA (Diamonds ETF), 293, 299-300
diagonal spreads, 16, 208, 212-213, 316, 335



Diamonds ETF (DIA), 293, 299-300
directional bias, 17, 249, 270
directional risk
limiting, and market conditions, 239-247
straddle, 240-247
strangle, 240, 245-247, 253
discipline, 32, 324-325
diversification, 16, 220, 223, 335
dividends, 179-180, 304
dollars, total at risk determination, 184-187
Dow Jones index Web site, 145
Dow Jones Industrial Average, 144
downtrends, 91, 101
downward trend, 88
drawdown, 117, 335
duration, 132, 134, 335

oF o

E/Q% (effective to quoted spread), 38
education costs, 127-128
effective to quoted spread (E/Q%), 38
electronic paper trades, 115
electronic review of execution quality, 138
EMA (exponential moving average)

as lagging indicator, 89

market move strength, 71-72

relative ratios, 91

support and resistance, 99-101
emotion

discipline, 32, 324-325

fear, 73, 78-80, 105

greed, 73, 105

market conditions, 171

practice and paper trading, 32, 115

price points, 126

removing, 32, 325-326

sentiment, 73-75

stops, 107

trading systems, 116

worst-case scenarios, 63
entry into new positions, 129, 134-136

entry point, 88
equal dollar-weighted index construction,
145
ETFs. See exchange-traded funds (ETFs)
ETN (iShares Exchange-traded Note), 232
European style
Black-Scholes Option Pricing Model, 48,
263
defined, 335
index options, 148-151, 156-156, 161
style risk, 148-151
exchange-traded funds (ETFs)
advantages, 16
butterfly positions, 298
defined, 215-216, 335
index options, compared to, 219-221
indexes, compared to, 216-218
investing with, 224-230
as investment, 21-22
portfolio tilt, 230-235
for portfolio volatility reduction, 221
put/call ratio, 76
rate of change (ROC) indicators, 92-94
ratio spreads/backspreads, 272
relative ratios, 90-92
sector investing with, 230-235
sideways markets, 289
volatility, 216, 221-223
exchanges, U.S., 33-34. See also specific
exchanges
execution. See order execution
execution delays, 137
exercise
exercise by exception, 158-159, 335
exercise date, 150, 335
exercise instructions, 28, 152, 335
exercise value, 24, 336
index and index options, 151-156
as option component, 147
option contracts, 36
time value calculation checks, 153-154

Index 349
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existing position
exit from, 138-140
risk, 154. See also asset protection
single contract option risk management,
138-139
exit
from existing position, 138-140
rules and cost management, 129
sideways markets, 284-289
support and resistance, 99
trend line approach, 101-102
exit point, 11, 88, 107-108
experience, author assumptions regarding
investor, 3
expiration
calls and puts, 11
cycle identifying, 26
decisions, 28
implied volatility (IV), 114
letters identifying, 25-26
long stock options, 159-161
options, 54
researching, 11
rights, 24
short stock options, 160
stock options, 158-161
tracking, 32
expiration date, 23, 336
expiration weekend
American-style, 156-159
assignment risk and short options, 281,
282, 294, 295, 303, 308
European-style, 161
exercise by exception, 335
selling a stock call option as an opening
transaction, 30-31
vertical spread, 198
exponential moving average (EMA)
as lagging indicator, 89
market move strength, 71-72
relative ratios, 91
support and resistance, 99-101

extensions, 105-106
extrinsic value, 41, 258, 336

ofFe

fast markets, 137, 336

favorable excursion/move, maximum, 339
fear and market mood, 78-80

Fibonacci, Leonardo (mathematician), 105
Fibonacci ratios, 105-106, 336

Fibonacci retracements, 105-106
Fibonacci series, 105, 336

fill, 135, 336

filter, 117, 336

financial option, 19

fixed delta security, 177

float, 29, 130, 336

forced time limits, 190

forward price skew, 263-264, 336

forward test, 118, 120, 336

futures, 21

oG o

gains and profits, 121-122, 125-126. See
also risk and reward
gamma
defined, 336
ETFs, 229
market conditions, 250-251
neutral approach, 248
good ‘til canceled order (GTC), 132, 336
“Greeks,” 44-45, 111-114

o/ o

hedge
asset protection, 173-178
complete protections, 176-178
defined, 337
delta neutral approach, 248
options contracts, 14-15
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partial protections, 173-176

perfect hedge, 173, 248

portfolio hedge, 177-178

portfolio hedge with index options,

174-176

stock hedge, 177

stock hedge with stock options, 173-174
historical volatility (HV)

defined, 337

ETFs, 221-223

Greek changes, 113

implied volatility (IV), 258-263

market mood, 78

pricing, 46, 47-49
HOLDRS, Merrill Lynch, 232

o]e
implied volatility (IV)
crush, 114
defined, 337
ETFs, 221-222, 229
Greek changes, 113-114
historical volatility (HV), 258-263
level analysis, 257-263
long stock and long call, 185
market mood, 78-79
pricing, 46-48
sideways markets, 287
smile, 263
straddle, 241-242
trade adjustments, 254
vertical spread, 208-209
volatility skew, 208-209, 263-266, 344
in-the-money (ITM)
breakeven, 56
butterfly, 284, 292, 299
defined, 337
deltas, 176
European-style index options, 161
exercise by exception, 158-159

expiration, 160
gamma, 250
intrinsic value, 42
long stocks and long puts, 165, 167
ratio backspread, 281
short, American-style stock options, 157
straddle, 240-242
trade adjustments, 254
Index SET, 154-155, 161
indexes and index options
components of, 147
construction, 145-146
defined, 19, 21, 143, 337
ETFs compared to, 216-218, 219-221
exercising, 151-156
level of, and value of option, 147
risk of, 10
style. See American style; European style
style risk, 148-151
types of, 144-146
value determination, 147, 148
indicator. See also exponential moving
average (EMA)
of market mood, 80-83
put volume indicator (PVI), 77-78
rate of change (ROC), 92-94
International Stock Exchange (ISE), 33, 337
Internet
author assumptions regarding, 3
benchmark ETFs, 225
electronic paper trades, 115
electronic review of execution quality, 138
exchanges, 33
index construction, 145
quote and trading data, 24
research on, 11
trade execution, 34
intrinsic value, 41-42, 258, 337
investment strategy, options in, 12-13
iron butterfly, 301-304, 337
iron condor, 304-308, 337

351
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ISE (International Stock Exchange), 33, 337
ISE Sentiment Index (ISEE), 75-76
iShares Exchange-traded Note (ETN), 232
ISL index option Web sites, 149
ITM. See in-the-money (ITM)
IV (implied volatility)

crush, 114

defined, 337

ETFs, 221-222, 229

Greek changes, 113-114

historical volatility (HV), 258-263

level analysis, 257-263

long stock and long call, 185

market mood, 78-79

pricing, 46-48

sideways markets, 287

smile, 263

straddle, 241-242

trade adjustments, 254

vertical spread, 208-209

volatility skew, 208-209, 263-266, 344

o/ o

last day to exercise, 28, 337
last trading date, 150, 338
last trading day, 28, 338
LEAPS (Long-term Equity AnticiPation
Security)
call option as top strategy, 315
defined, 338
leveraging assets for risk reduction,
185-187
sideways markets, 289-290
learning, importance of, 328-329
learning curve, education cost, 128
leg, 192, 203, 284, 338
legging in, 135
letters for options, 25-27
leverage with reduced risk, 42-44, 183-190
limit order, 131, 338

line, regression, 103
line chart, 86
liquidity, 40, 338
listed options, 19-20. See also indexes and
index options; stock options
long butterfly, 291-299
long call
butterfly, 291
condor, 305-308
defined, 338
straddle, 240-247
long iron butterfly, 302-304
long iron condor, 305-308
long put
butterfly, 291, 321
condor, 305-308
defined, 338
long put trader, 314
straddle, 240-247
long stock and long puts
accelerated time decay, 167-169
for asset protection, 163-171
for existing stock positions, 165-167
married put, 61, 164, 312
protection considerations, 164-165
protective put, 164
risk and reward, 52-53, 55, 58
long-term asset protection, 169-171
Long-term Equity AnticiPation Security
(LEAPS)
call option as top strategy, 315
defined, 338
leveraging assets for risk reduction,
185-187
sideways markets, 289-290
losses. See also risk and reward
as cost, 128, 129
as part of trading, 324
love of the game, 329
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MA (moving averages)
central tendency, 82-83
common settings, 89
exponential. See MA (moving averages)
market move strength, 71
sideways markets, 285
support and resistance, 99-101
magnitude prediction, market timing, 189
maintenance call, 338
maintenance requirement, 262, 268, 338
margin and margin requirement
cost, 128
as cost, 128
defined, 338
implied volatility (IV), 262
leveraging assets for risk reduction,
183-190
purchasing stock on, 52
market bias assessment, 67-74
market breadth, 68. See also breadth
market cap-weighted index construction,
145, 217
market capitalization, 144, 145, 338
market conditions
analysis of market, 13
combined position, 62
delta, 249-251
delta neutral straddle, 251-253
directional risk, limiting, 239-247
downturns. See asset protection
gamma, 250-251
neutral approach, 248-249, 340
neutral view, 247
straddle, 240-247
strangle, 240, 245-247, 253
top options strategies, 311-321
trade adjustments, 254-255
trading rules, 37-39
market maker, 35, 38, 137, 339

market mood
call activity, 74-78
fear and volatility, 78-80
indicators, 80-83
market bias assessment, 67-74
put activity, 74-78
market order, 131, 339
market participants, 35-36
market quote, 24, 339
market sentiment
analysis, 74
defined, 73
put-to-call (P:C) ratios, 75-76
tool application, 80-83
volatility, 78-79
volume, 77
market timing, 188-190
marketable order, 339
married put, 61, 164, 312
mastery, building toward
appropriate trade sizes, 125
initial focus, 122
longevity, 124
market condition-based strategies,
123-124
pacing, 122-123
profit-taking, 125-126
starting strategies, 123
maximum acceptable loss, 129
maximum adverse excursion/move, 339
maximum favorable excursion/move, 339
mean, 82-83, 339
median, 82-83, 339
mergers, adjusted option risks, 179-180
Merrill Lynch HOLDRS, 232
minimum account balance, 339
modeling option values, 47-49
money, total dollars at risk determination,
184-187
moneyness
calculating, 154
defined, 339

Index 353



354

Trading Options For Dummies

moneyness (continued)
exercise, 155
intrinsic value, 42, 148, 258
monthly stock options, 28
moving averages (MA)
central tendency, 82-83
common settings, 89
exponential. See MA (moving averages)
market move strength, 71
sideways markets, 285
support and resistance, 99-101
multiplier, 24, 147, 166, 339

o\ o

naked call, 31, 191, 202
naked option, 191, 339
naked put, 192

Nasdag-100 Index Tracking Stock (QQQQ),

21
Nasdag-100 (NDX), 144
NASDAQ as ETF resource, 218
National Best Bid and Offer (NBBO), 38,
133, 339
NBBO (National Best Bid and Offer), 38,
133, 339
NDX (Nasdag-100), 144
near month option, 171, 210, 340
neutral approach, 248-249, 340
neutral indicator areas, 81-82
neutral view of market conditions, 247
new approaches
backtests, 117-121
building toward mastery, 122-126
Greek changes, 111-114
paper trading, 114-116
trading systems, 116-122
New York Stock Exchange (NYSE/ARCA),
33, 340
New York Stock Exchange (NYSE)
Composite Index, 68

next month option, 171, 210, 340
Nuveen as ETF resource, 218

o () o

OCC (Options Clearing Corporation)
American-style stock options, 149, 152
Characteristics and Risks of Standardized

Options, 1, 333
defined, 35, 341
European-style index options, 150
exercise by exception, 158-159
option rules, 10
Web site, 35

OCO (one cancels others) orders, 133, 139

offer, 130

OHLC (open-high-low-close) bar chart, 86,

340
one cancels others (OCO) orders, 133, 139
open-high-low-close (OHLC) bar chart, 86,
340

open interest, 29, 30, 130, 340

open positions, 29-30

opening order, 130

option calculator, 44, 48, 340

option chain
cost of time, 40
defined, 340
ETFs, 229
identifying, 24-25
for risk reduction, 186-187, 191

option contracts
assigned call option contract, 31
assigned put option contract, 31
basics, 19-20
closing positions, 29-30
compared to other securities, 21-22
creating, 29-32
defined, 1
for hedging or speculation, 14-15
opening positions, 29-30
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selling a stock call option as an opening
transaction, 30-31
selling a stock put option as an opening
transaction, 31
trading rules, 37-39
unique transactions, 36-37
option cycle, 186, 340
option exchange linkage, 135
option orders. See orders
option package, 23, 176, 340
option pricing model, 47, 340
option root, 25, 340
Option Symbology Initiative, 181
Optionetics, 24, 115-116
Optionetics Platinum software, 197, 199
options
benefits, 41-44
breakeven, 56-57
call. See call options
combinations of, 15-16. See also
combined position
contracts. See option contracts
costs, 39-41
defined, 10, 340
do’s and don’ts, 323-329
expiring, 28
identifying, 24-27
in investment strategy, 12-13
in market analysis, 13
markets, 34-39
pricing dynamics, 14
pricing factors, 44-49
put. See put options
rewards, 56-57, 59-61
rights and obligations, 28-29
risk and risk management, 10, 12, 15-16
sideways markets, 289-290
styles of. See American style; European
style; indexes and index options
test driving, 13, 14
timeframes, 9-10
top strategies, 311-321

trading, 10-12
utilizing, 14-17
value of, 22-24
Options Clearing Corporation (OCC)
American-style stock options, 149, 152
Characteristics and Risks of Standardized
Options, 1, 333
defined, 35, 341
European-style index options, 150
exercise by exception, 158-159
option rules, 10
Web site, 35
Options Industry Council (OIC), 35, 47, 167,
341
Options Symbology Initiative, 25, 26
order duration, 132, 134
order execution
entering new position, 134-136
exit existing position, 138-140
option orders, 130-134
planning, 129-140
trade quality, 37, 38, 136-138, 335
order execution quality
booked order, 137
defined, 136, 335
electronic review, 138
fast markets, 137
trader-driven conditions, 137
trading rules, 37, 38
orders
basic rules for, 130-131
combination positions, 135-136
single contract option order, 134-135
stop orders, 133-134
types of, 131-133
organization of book, 3-5
oscillators on advance-decline line, 70
out-of-the-money (OTM)
breakeven, 57
butterfly, 295-296, 299
butterfly positions, 295, 299
defined, 341
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out-of-the-money (OTM) (continued)
deltas, 176
European-style index options, 161
expiration, 159, 160
extrinsic value, 42
intrinsic value, 42
long position options, 158
long stocks and long puts, 165
ratio backspread, 279, 281
short option positions, 159
straddle, 241, 245
strangle, 245, 247
trade adjustments, 254

outliers, 82

o e

paper trading
condor, 307
defined, 341
longevity, 124
for practice, 32
to test drive options, 14
trying new approaches, 114-116
parameter, 117, 341
partial hedge, 248, 341
past movements. See historical volatility
(HV)
patience, need for, 326-327
P:C put-to-call (P:C) ratios, 75-76
P:C (put-to-call) ratios, 75-76
peg, 206
penny increment trading, 135
%b, 98
perfect hedge, 173, 248
Philadelphia Stock Exchange (PHLX), 33,
149, 341
physical settlement, 341
planning
cost management, 127-129
focus on, 326
order execution, 129-140

portfolio
portfolio hedge, 174-178
portfolio tilt and ETFs, 230-235
volatility reduction and ETFs, 221,
230-235
positions
closing, 29-30
combined. See combined position
entry into new positions, 129, 134-136
existing. See existing position
opening, 29-30
practice. See paper trading
prediction and market timing, 188-189
premium
defined, 24, 341
measure tracking and Greek changes,
112-113
as option component, 147
trading rules, 37
price projections
channels, 102-104
extensions, 105-106
Fibonacci ratios, 105-106
probabilities, 107-109
resistance, 99-101
retracements, 105-106
support, 99-101
technical analysis, 99-109
trendlines, 101-102
price skew, 209, 263-265, 336, 341
price-weighted index construction, 145
pricing and pricing factors
determination, 44
dynamics, 14
Greeks, 44-45
historical volatility (HV), 46
implied volatility (IV), 46-47
modeling option values, 47-49
past and future, 46-49
trading rules, 37
probabilities and price projections,
107-109, 341
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profiling rewards, 57-63
profit-taking and building toward mastery,
125-126
profits, 121-122, 125-126. See also risk and
reward
protective put, 164. See also long stock and
long puts
proxy security, 341
put diagonal spreads, 212, 342
put moneyness, 155-156
put options
American-style stock options, 152
breakeven, 57
defined, 20, 342
delta, 176
ETFs, 220
letters identifying, 25-26
long. See long stock and long puts
market mood, 74-78
married put, 61, 164, 312
obligations, 23
put butterfly, 291, 296-299
put calendar spread, 209, 341
put credit spread, 198-199
put debit spread, 194-196
put ratio backspread, 273, 276-279,
281-282, 320
put ratio backward, 342
put ratio spread, 270, 271, 342
as right, 29
rights, 23, 164
risk, 61
risk and reward, 54-55, 57, 60-61
selling short, 31
short assignment, American-style stock
options, 157
stock option owner rights, 20
stock option seller obligations, 20
stock risk compared to option risk, 12
time risk, 11
time value calculation checks, 153-154
value determination, 55

value of option, 147
put volume indicator (PVI), 77-78
PVI (put volume indicator), 77-78

°0
QQQQ (Nasdag-100 Index Tracking Stock),
21
quality of execution
booked order, 137
defined, 136, 335
electronic review, 138
fast markets, 137
trader-driven conditions, 137
trading rules, 37, 38
quasi-derivative, 21

o R e

rate of change (ROC) indicators, 92-94
rate of return, 95
ratio backspreads
call ratio backspread, 272, 273-276,
280-281
defined, 272
put ratio backspread, 273, 276-279,
281-282
volatility, 272-282
ratio spreads
bearish strategies, 270-271
best conditions, 269-270
bullish strategies, 270-272
risk, 266-269
volatility, 266-272
regression channels, 102-104
regression line, 103
relative ratio, 90-92, 342
relative ratio lines, 91
relative strength, 91, 231, 342
replace order, 132
resistance, 88, 99-101
responsibility for results, 327-328
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results, responsibility for, 327-328
retracements, 105-106
reverse price skew, 263, 264, 342
reward, 55-63. See also risk and reward
rho, 44, 342
rights in option transactions, 28-29
risk and reward
adjusted option risks, 178-181
butterfly positions, 299-301
calendar spread, 210-211
collar, 203-207
combined positions, 61-63, 190-200
covered call, 202, 203-205
covered put, 202-203
defined, 342
diagonal spreads, 213
ETFs, 223
for existing position, 154. See also asset
protection
focus on managing, 323-324
iron butterfly, 302
leveraging assets for risk reduction,
42-44, 183-190
option overview, 10, 12, 15-16
option trades, 59-61
options, 56-57
profiling, 57-63
ratio spreads, 266-269
stock risks, 52-53, 55
stock trades, 58-59
straddle, 244-247
top options strategies, 311-321
trading risk, 51-54
vertical spread, 207-213
worst-case scenario, 63
risk graph (risk profile), 12, 57-61, 266, 342.
See also specific topics
ROC (rate of change) indicators, 92-94, 119
roll, 139, 342
roll out, 139, 290
Russell 2000 Growth Index, 144

oS e

Scholes, Myron (mathematician), 48, 263
SD (standard deviation), 46, 81-83, 343
SEC (Securities and Exchange
Commission), 31, 38, 138
sector
analysis of, 108-109
ETFs, 230-235
tools and volatility, 94-98
Securities and Exchange Commission
(SEQ), 31, 38, 138
security, underlying, 23, 112, 147, 295, 344
sell stop order, 134
selling. See also exit
selling short, 343
a stock call option as an opening
transaction, 30-31
a stock put option as an opening
transaction, 31
Semiconductor Sector Index (SOX), 144
sentiment
analysis, 74
defined, 73
put-to-call (P:C) ratios, 75-76
tool application, 80-83
volatility, 78-79
volume, 77
SET (settlement value), 147-148, 151,
161-162, 343
setting, 94
settlement date, 150, 343
settlement value (SET), 147-148, 151,
161-162, 343
short call, 203-205, 343
short position
American-style stock options, 153
creation of, 31, 158-159
obligation, 205
short stock and long calls, 171-172
sideways markets, 289
stock risk and reward, 53, 55, 58-59
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short put, 202-203, 343
sideways markets
butterfly, 291-304
condor, 304-308
directional positions, 188
existing position management, 284-289
option strategies, 289-290
options for, 17
winning positions, 283-289
simple moving averages (SMA), 89, 93,
97-98, 233
single contract option orders, 134-135,
138-139
skew chart, 264, 343
slippage, 40, 128, 343
SMA (simple moving averages), 89, 93,
97-98, 233
smile, implied volatility, 263
smoothing process, 101
software
for charts, 87
Optionetics Platinum, 197, 199
SOX (Semiconductor Sector Index), 144
S&P 500 Index ETF (SPY), 222-234
S&P 500 Index (SPX), 79-80, 144, 146,
225-229
SPDR S&P 500 Trust, 21, 232
specialist, 35, 38, 137, 343
speculation and options contracts, 14-15
spin-offs, 179-180
spread
butterfly positions, 291-304
defined, 40
spread credit order, 136
spread debit order, 136
spread orders, 136
spread trades, 136
spreads, ratio
bearish strategies, 270-271
best conditions, 269-270
bullish strategies, 270-272
risk, 266-269
volatility, 266-272

SPX (S&P 500 Index), 79-80, 144, 146,
225-229
SPY (S&P 500 Index ETF), 222-234, 224
stability, 117, 343
stagnant returns. See sideways markets
standard deviation (SD), 46, 81-83
standard volatility (SV), 46, 94, 343
stock. See also combined position; long
stock and long puts

bonds, compared to, 22

options, compared to, 22

rewards, 55

risk, 52-53

short stock and long calls, 171-172

splits in adjusted option risks, 179

trade rewards, 58-59
stock options

advantages and disadvantages, 20-21

defined, 19

owner rights, 20

risk of, 10

seller obligations, 20

stock option package, 150
stop-limit order, 131-132, 133
stop-loss order, 121, 131-132, 133
stop order, 131, 133-134, 343
straddle

defined, 343

delta neutral straddle, 251-253

market conditions, 240-247

as top strategy, 318
strangle

defined, 344

market conditions, 240, 245-247, 253
strike price

breakeven, 56

butterfly, 291-304

condor, 304-308

defined, 23, 344

implied volatility (IV), 114

letters identifying, 25-27

long iron butterfly, 301-304

moneyness, 155
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strike price (continued) time skew, 209, 263, 344
as option component, 147 time to expiration, 147
portfolio hedge with index option, 176 trend line approach, 102
researching, 11 time value, 42, 153-154, 344
selling a stock call option as an opening timeframes
transaction, 30-31 options, 9-10
selling a stock put option as an opening technical analysis, 87-89
transaction, 31 total dollars at risk determination, 184-187
value of option, 147 TR (true range), 95
style, 148-151 trade and trading
supply and demand, visualizing, 87-89 adjustment to. See adjusted option
support and technical analysis, 88, 99-101 allocation, 3, 129, 224-225
support lines, 87 costs of, 127-128
SV (standard volatility), 46, 94, 343 defined, 9
system, for trading evaluation of, 102
advantages, 116-117 management of, 102
backtest, 117-121 options, 10-12
defined, 116, 344 quality of, 37, 38, 136-138, 335
risk management, 121-122 size of, 129, 344
ROC review, 120-121 traded-through, 38
steps to backtest, 118 trader-driven conditions, 137
trying new approaches, 116-122 Trader’s Short-Term Index (TRIN), 71-72
trading halt, 37, 344
() T () trading risk, 51-54. See also risk and
reward
taxes as cost, 128 trading system
technical analysis advantages, 116-117
charts, 85-89 backtest, 117-121
price projections, 99-109 defined, 116, 344
rate of change (ROC) indicators, 92-94 risk management, 121-122
relative ratios, 90-92 ROC review, 120-121
sector volatility tools, 94-98 steps to backtest, 118
strong sector identification, 89-94 trying new approaches, 116-122
theta, 40, 44, 167-168, 344 trend analysis in technical analysis, 88-89
time trend lines
duration of order, 132, 134 price projections, technical analysis,
extensions and Fibonacci retracements, 101-102
106 relative ratios, 90-92
horizon adjustment, 87 support and resistance, 99-101
option costs, 40 triggers, single contract option orders,
time decay, 243 138-139

time risk, 11, 12
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TRIN (Trader’s Short-Term Index), 71-72
true range (TR), 95

o [f o

underlying security, 23, 112, 147, 295, 344
uptrends, 88, 91, 101
UUO (AMEX Select Utility Index), 144

o (/o

value
index and index options, 147, 148
modeling option values, 47-49
moneyness, 148
option premiums, 41-42
options, 22-24
settlement value (SET), 147-148, 151,
161-162, 343
of split-adjusted options, 181
variable delta security, 177
vega, 44, 344
vertical spread
butterfly positions, 291-304
calendar spread, 208, 209-212
changing profile, 208-209
condor, 304-308
defined, 191, 207
diagonal spread, 16, 208, 212-213, 335
floor trader appeal, 196
profile changes, 208-209
for risk reduction, 207-213
vertical credit spread, 16, 196-200,
301-302, 344
vertical debit spread, 16, 191-196, 210
visualizing supply and demand, 87-89
VIX (Volatility Index), 79-80, 226, 228-229
volatility
average true range (ATR), 95-97
Bollinger banks, 97-98
ETFs, 216, 221-223

fear and market mood, 78-80
implied. See implied volatility (IV)
indexes, 144
as key concept, 10
market analysis, 13
option costs, 40
ratio backspreads, 272-282
ratio spreads, 266-272
recognizing potential changes to, 262-263
sector tools, 94-98
sentiment, 78-79
standard volatility (SV), 46, 94, 343
value of option, 147
volatility bias, 270
Volatility Index (VIX), 79-80, 226, 228-229
volatility skew, 208-209, 263-266, 344
volume
breakout direction, 285
defined, 344
ETFs, 224-228
market move strength, 68-73
sentiment, 77
visualizing with supply and demand, 87

o (/o

Web sites
author assumptions regarding, 3
benchmark ETFs, 225
electronic paper trades, 115
electronic review of execution quality, 138
exchanges, 33
index construction, 145
quote and trading data, 24
research on, 11
trade execution, 34
weekend expiration
American-style, 156-159
assignment risk and short options, 281,
282, 294, 295, 303, 308
European-style, 161
exercise by exception, 335



362

Trading Options For Dummies

weekend expiration (continued)
selling a stock call option as an opening
transaction, 30-31
vertical spread, 198
weighted index construction, 145
weighting ETFs, 217

oyo

Yahoo, 24

o o

zero, options going to, 54



