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Abnormalities in marketplace, 91-93
Accounting. See Certified Public
Accountant (CPA)
Account numbers, 102
ACH (anything can happen), 338
Acquisitions. See Mergers/acquisitions
Advanced concepts:
average true range (ATR), 330-331
basis, 314-315
cheap vs. expensive, 327-330
conclusion, 336
interest rates, 312-314, 315-316
introduction, 311
standard deviation, 332-333
statistical chances, 333-334
synthetics/put-call parity, 316-224
volatility, 324-327, 331-332, :34-336
Advanced option spreads:
butterflies vs. condors; “81-285
conclusion, 309-310
iron butterfly vs' iron condor, 286-309
iron spreads. 265-286
market neutrai/volatility/earnings
spread strategies, 273-281
Advance Durable Goods Report, 35
Advantages and precision, 113-114
Allocations, controlling your, 98-101
All-or nothing options, 137
American options expiration, 126
“Analysts expectations,” 53
Anchoring, 342-343
Arbitragers, 65
Art of War, The (Tzu), 159, 160
Assignment. See Exercise/assignment
ATR. See Average true range (ATR)
“At the money” options, 120, 162-163,
335

Attorney. See Legal entity, setting up
Average true range (ATR):
concept/calculation, 87, 88, 167
defined, 248, 331
for finding stors*faigets, 87, 88
options exainp’e, 89
related measarements, 330-331
swing{rae stock example, 88
volatiliiy.and, 70, 125

Backwardation, 15

“Baked in” term, 57

Bands. See Bollinger bands

Barron’s, 44

Basics. See Option basics

Basis, 314-315

BEA. See Bureau of Economic Analysis
(BEA)

Bear call spread. See under Credit
vertical spreads

Bearish call credit spread, 215-216

Bearish debit put spread, 216

Bearish/reversal of trend, 84-85

Bear market, EMA and, 377

Bear put spread. See Put spread (bear
put spread), buying

Beige Book, 34

Best-case scenario, 102

Beta, 80, 104

Bias, 92, 341, 344

Bid-ask spreads, 192-193, 218-219

“BIKB”(but I know better) trades,
350-351

Binary options, 127, 136-137

Black-Scholes model, 121, 137, 338

blink (Gladwell), 356

Bloomberg, 50
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BLS. See Bureau of Labor Statistics
(BLS)
Boeing (BA), 250-253
Bollinger, John, 79
Bollinger bands, 79-82, 92, 166
Borrowing money, 323-324
Breakaway gap, 83
Bridge strategy, 178
“Broad” market, 10, 92
Broker’s platform, 102
Budgetary tips/formulas, 364-366
Buffet, Warren, 55, 111
Building permits, 33
Bull call spread. See Call spread (bull call
spread), buying
Bullish debit call spread, 215
Bullish put credit spread, 214-215
Bullish/reversal of trend, 85-86
Bull market, EMA and, 377
Bull put spread. See under Credit vertical
spreads
Bureau of Economic Analysis (BEA), 39
Bureau of Labor Statistics (BLS), 27, 30,
40,41, 43
Business development. See Trading
business, development of
But I know better. See “BIKB” (but I
know better) trades
Butterflies:
defined, 273-274
long butterfly calls.or puts, 275
Butterflies vs. condcrs:.
long (call or puv) condor Greek
attributes’s=niiment, 283
long condoz, 281
losses, 281-283, 284
profitability, 281, 283-284
short (call or put) condor Greek
attributes/sentiment, 284-285
short condor, 283
Buying/selling, right time for, 7-8
“Buying to open,” 162
Buy-write vs. covered call:
basics, 175-176
covered call/short put, 177
definitions, 173-175
Delta, 179-180
exiting, 181
finding the trade, 179
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practical application, 176-177
technical analysis, 180-181
volatility/covered call, 177-179

Calls and puts, 116-117
Call spread (bull call spread), buying:
academics, 243-244
behavior of bull call spread, 255-256
characteristics, sentiment, risk of, 242
example, real bull call, 246
exiting/expiration, 256
Greek attributes, 242-243
practical applications, 244-246,
250-253
rationale, 247
return on, ration=lizing, 248-249
stops, setting, 249-250
strike price</w dth of spread, 254
volatility/cther risk and, 253-254
Call spread example, 133
Case-Chiller indexes, 33, 34, 383
CB(E. See Chicago Board Options
Exchange (CBOE)
CBOT. See Chicago Board of Trade
(CBOT)
CCI. See Consumer confidence (CCI)
Certified Public Accountant (CPA), 369
Charting package system, 89
Charts:
head and shoulders, 84-85, 86
reverse head and shoulders, 85-86
screen setup, 72
using, 70, 71
Cheap:
vs. expensive, 327-330
vs. value, 61-64
ChecKlist, 344
Chicago Board of Trade (CBOT), 114
Chicago Board Options Exchange
(CBOE), 114, 328
Chicago Board Options Exchange
Market Volatility Index (VIX or
VXX), 325, 327-329
Chicago Mercantile Exchange (CME),
147
CME. See Chicago Mercantile Exchange
(CME)
Cohen, Abby, 57
Coincident economic indicator, 23
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Collar:
characteristics, sentiment, risks for,
196-197
getting hurt, 197-198
Greek attributes, 198
introduction, 195-196
practical application, IBM, 199-200
practical application, PLL, 203-207
risk characteristics of, 198-199
Commissions, 102, 364, 365
Commodity-based ETFs, 13-14
Company. See also Trading business,
development of
being acquired, 64-65
fundamentals of, 103
“wild card” of, 58
worth, determining, 6-7
Condors. See Butterflies vs. condors;
Iron butterfly vs. iron condor; Iron
condors
Confidence, 350
Confirmation, 343
Consensus estimate, 53
Consistency in issue types, 105
Consolidation. See Mergers/acquisitions
Consumer confidence (CCI), 38
Consumer Discretionary SPDR, 212-214
Consumer income. See Personal
income/outlays
Consumer Price Index (CPL), 27-29, 30,
31
Consumer sentiment (1C3-MCSI),
38-39
Consumer spending nabits, 36
Contango, 14-15
Contrarian position, 105, 186-187
Conversion, 324
Conversion rate, 314
Cook, Kevin, 146-147
Corporate bonds, 375-377
Correlations, 58-61
Cost. See Premium (cost)
Covered call, 205
Covered call (buy-write):
buy-write/covered call defined,
173-175
Greek attributes, 171-172
Cox, Christopher, 185
CPI. See Consumer Price Index (CPI)
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Cramer, Jim, 57
Credit spread, 379
Credit spreads vs. debit spreads:
bid-ask spreads, 218-219
credit spreads, behavior of, 217
introduction, 216
upside-down risk/reward vs. increased
probability, 217
Credit trade, 231
Credit vertical spreads:
academics, 222-223
bear call spread academics, 231-233
bull put spread, 110-111, 214-215, 225,
227
example, practical, 234-236
exiting trade before expiration,
228-229
reason to tr: de‘example, 223-225
selling a call spread (bear call spread),
229-231
selling a put spread (bull put spread),
219y-221
scntiment, 225-226
trade analysis, 226-227
trade management, 227-228
vertical put spread sale, 224
Crowd, The (Le Bon), 65, 66
Crowd mentality, 65-67
Crude food chain, 60
Cyclical companies/stocks, 9

Data:
conclusion, 4344
economic indicators, 21-27
economists/predictions/indicators,
18-21
introduction, 17-18
key indicators and, 27-43
overload, 108-109
overreacting to, 11
sentiment and, 18
Days to expiration (DTE), 149, 168, 191,
192, 202. See also Options expiration
Death cross, moving averages, 75
Debit spreads. See Credit spreads vs.
debit spreads
Debit trade, 240, 244
Debit vertical spreads, 236-237
Debt-to-Equity ratio, 62
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Delta:
all options have a, 140
buy-write vs. covered call, 179-180
delta neutral positions, 146
“in the money,” probability of, 141-142
introduction, 139-140
measured in dollars, 140-141
other functions of, 141
underlying stock and, 142-143
Derivatives, 107
Digital options, 137
“Directional” trade, 209
Diversification, 104
Douglas, Mark, 337
Dow Jones, 112, 340
Downdraft/slump, 350-351
Downside puts (bearish option bets), 65
Drunkard’s Walk, The (Mlodinow), 71,
311
DTE. See Days to expiration (DTE)
Durable goods, 35

Early exercise. See Exercising an option
early
Earnings announcements/expectations.
52-54, 103
Earnings per share (EPS), 203, 334
Eastman Kodak (EK), 187-188
Economic cycles, 20, 24-26
Economic data, miscellareous, 39
Economic indicators: Sze-:lso
Indicator(s); Key indicators
analysis of data, steps, 21-23
bigger picture, 25, 24
data calenaar, 22
GDP, charting of, 26-27
types of, timing and, 23, 24
Economists/predictions/indicators:
Harvard/MIT grads, 19-20
introduction, 18-19
looking around/simplifying headlines,
20-21
Education, 362—-363
Elder, Alexander, 139
EMAs. See Exponential Moving Averages
(EMAs)
Emotions, 3, 68-69, 340-341, 353-354
Employment. See Unemployment rate
Entry/exit rules, 97
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EPS. See Earnings per share (EPS)
Equity market, 11, 58, 101
Equity options, expiration and, 126
ETFs. See Exchange Traded Funds
(EFTs)
European-style options expiration, 104,
126
Exchanges. See Options exchanges
Exchange Traded Funds (ETFs):
backwardation, 15
commodity-based, 13-14
contango, 14-15
expiration of, 127
futures-based, 13-14
leveraged-risk amplified, 16
pros/cons of, 12-13
Exchange-traded options, 115-116
Exercise/assignn ent:
assignmer.t. 129-130
dange:s, 130
intradi.ciion, 128-129
ortions expiring unexercised, 130
triple/quadruple witching, 135-136
lixercising an option early:
advanced education on, 130-131
call spread example, 133
dividends (call exercise), 132-133
interest (put exercise reasoning),
133-134
“Experts,” 19-20. See also Professionals
Expiration. See Options expiration in
detail
Exponential Moving Averages (EMAs),
74, 377

F.A.D. (fear, anxiety and doubt), 349

False signals, 78

Fear, 90-91, 328, 329, 349, 351

Fear, anxiety and doubt. See F.A.D. (fear,
anxiety and doubt)

Federal meetings/rate decisions, 34

Federal open market committee
(FOMCO), 34

Federal Reserve Bank, 34

Feelings. See Emotions; Fear

Fibonacci sequence, 70-71, 301, 302-303

Fiscal policy, 34

5 Must-Have Metrics For Value
Investors (article), 62
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Fixed return options (FROs), 137
“Flash crash,” 90, 91
FOMC. See Federal open market
committee (FOMC)
Foreign inflows, 372-373
Forward looking, 47, 156, 201, 313-314
Frame of mind. See Psychological capital
Framing, 342
Free cash flow, 63
FROs. See Fixed return options (FROs)
Fundamental analysis:
defined, 45-46
earnings announcements, 52-54
finding “value,” 47
flaws in, 54-55
hype, 56-57
influences on price, other, 54
introduction, 46-47
macro thesis and, 45, 47
P/E (price-to-earnings), 47-52
sectors, judging value in, 52
uncertainty and, 54-56
Fundamental indicators, 52
Fundamental/technical stock
analysis/tools:
cheap vs. value, 61-64
conclusion, 106
digesting the news, 57-61
fundamental analysis, 46-57
mergers/acquisitions, 64—55
new trader tips, 101-104
overview of, 45-4€
plans of attaclr; 3-101
professionals, habits of, 104-106
technical aralysis/tactics, 67-93
wisdom of crowds (or lack thereof),
65-67
Futures-based ETFs, 13-14

GAAP. See Generally Accepted Account
Principles (GAAP)
Gamma:
defined, 144
Kevin Cook’s comments on, 146-147
long gamma, 144-145, 147-150
short gamma, 145-146, 150-153
theta and, 143, 144
Gaps, 83
GDP. See Gross domestic product (GDP)
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GDP, charting of, 26-27
Generally Accepted Account Principles
(GAAP), 334, 371
Gladwell, Malcolm, 356
Goals/objectives, 351-352, 357-358
Good-to-cancel (GTC) order, 195
Google (GOOG), 164, 165, 167-168, 186,
225-229
Government bonds, 3756-377
Great Recession of 2008, 373
Greed, controlling, 68, 69
Greeks, the:
conclusion, 156-157
delta, 139-143
gamma, 143-153
intrinsic value ard, 121
rho, 155-156
theta, 143, 114
vega, 154-155
Gross dcmestic product (GDP), 10,
1£-19, 23, 25, 26-27, 39
GT{ See Good-to-cancel (GTC) order
(aiidance, 54

H&S. See Head and shoulders (H&S)
Halo Effect, The (Rosewig), 109
Head and shoulders (H&S), 84-85, 86
Hedging your bets, 104, 153

Herd mentality, 90, 343

HFT. See High frequency trading (HFT)
High frequency trading (HFT), 91
Hirsch, Jeffrey, 58

Historical volatility (HV), 325
History, 24, 96-97, 114-115
Home/housing data, 32-34

House money effect, 343-344

HUD, 34

HV. See Historical volatility (HV)
Hype, 5, 56-57

“Hyper information age,” 57

IBD, 44

ICS-MCSI. See Consumer sentiment
(ICS-MCSI)

“If, then” attitude, 147-148

“Illusion of Control,” 339

Implied volatility (IV), 154, 155, 201-203,
207, 325-327, 330

Impulse vs. intuition, 356-357
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Index options, expiration, 126
Index Participation Shares (IPS), 12
Indicator(s). See Economic indicators;
Economists/predictions/indicators;
Key indicators
foreign inflows, 372-373
fundamental, 52
gauging position with, 372
junk bond market, 375-377
LIBOR, 373-374
stock market as, 10, 23
technical indicators, 377-379
TED spread, 374-375
unemployment rate, 39-40, 375
Industries. See Sectors/industries
Initial public offering (IPO), 4-6
Institute for Supply Management (ISM),
37
Insurance premiums, 330
“Intangibles,” 2
Interest (put exercise reasoning),
133-134
Interest rates, 156, 312-314, 315-316
Internet, 108-109
“In-the-money” options, 118, 119, 120. 1£%
Intra-period movements, 87
Intrinsic value (moneyness), 118-11Y
Intuition vs. impulse, 356-357
Investment bank, 5
Investment properties compaiison, 94-95
Investor’s Business Daaiy', 362
IPO. See Initial public ofiering (IPO)
IPS. See Index P=1tic pation Shares (IPS)
Iron butterflies, 275-274
Iron butterfly s. iron condor:
breakevens, 287, 289, 290, 294, 305
buyers, 294-295
commissions, 293
desired outcomes, 291-292
Greek sentiment/considerations, 288,
290-291
iron condors (see Iron condors)
legging in vs. all in, 306
long butterfly, 288-291
losses, 290
max risk/max reward, 292-293
outcome, had expiration be held to,
307-309
probability calendar and, 305-306
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profitability, long iron butterfly, 289
risk in this trade, 287-288
sellers, 296-300
short iron butterfly, 286288
short iron condor, example, 300-303
strike selection, 303-305
structure/composition, 292
trade update, SPX iron condor,
306-307
visualization of iron condors, 293-294
Iron condors:
basics, 291
breakevens, 294, 305
buyers, 294-295
buy/sell rules, 380-381
commissions, 292
desired outcornes, 291-292
legging in v¢. al'in, 306
max risk/1aax reward, 292-293
probabiliy calendar and, 305-306
risk graph for, 378
sellers, 296-300
siiort iron condor, example, 300-303
strategies similar to, 273-274
strike selection, 303-305
structure/composition, 292
visualization of, 293-294
Iron spreads, 285-286
ISM. See Institute for Supply
Management (ISM)
ISM PMI index, 37

“January effect,” 58

Journaling your trades, 104

JP Morgan Chase (JPM), 189, 190-191
Junk bond market, 375-377

Key indicators. See also Economic

indicators; Indicator(s)

conclusion, 43-44

consumer confidence (CCI), 38

Consumer Price Index (CPI), 27-29

consumer sentiment (ICS-MCSI),
38-39

deeper look into numbers, 40-43

durable goods, 35

economic data, miscellaneous, 39

federal meetings/rate decisions, 34

personal income/outlays, 32—-34
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PMI index, 37
Producer Price Index (PPI), 29-32
retail sales, 35-36
unemployment rate, 39-40, 375
Keynes, John Maynard, 339
Knight, Frank, 339

Labor force, 41
Lagging economic indicator, 23
Large psych cap balances. See also
Psychological capital
echoes “backstory,” 354-356
getting a grip, 357
getting clear-headed, 352-353
goals and objectives, 357-358
impulse vs. intuition, 356-357
keeping records, 358-359
superficial feelings and, 353—-354
Leading economic indicator, 23
LEAPS (long-term equity anticipation
securities), 127, 162
Le Bon, Gustave, 65, 66
Legal entity, setting up:
attorney Q&A, 366-369
conclusion, 381
CPA Q&A, 369-371
guidelines/indicators/birds of prey,
371-381
Legging in vs. all in, 306
Lending money, 323-324
Leveraged ETFs, 16
LIBOR (London-Intesbank Offered Rate),
373-374
Limit order, 124,123
LLC business entity, 364, 366, 367-368,
369, 371
London-Interbank Offered Rate. See
LIBOR (London-Interbank Offered
Rate)
Long butterfly (long fly) calls or puts, 275
Long call:
characteristics, sentiment, risk of,
160-161
defined, 162-163
Greek attributes, 161
in the money, 162
at the money, 162-163
out of the money, 163
risk graph for, 161
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step 1: locate potential candidate,
163-164
step 2: fundamental analysis, 165—-166
step 3: technical analysis, 166
step 4: selecting appropriate option,
166-169
step 5: monitoring the trade, 169-170
Long gamma, practical application of,
147-150
Long iron butterfly:
basics, 288-289
breakevens, 289-290
Greek considerations/sentiment,
290-291
losses, 290
profitability, 289
Long iron condo::
characterist.cs/sentiments, 296-297
expiration risk graph, 295
Greek att 1butes, 297-298
sellevs, 232
s0ike positioning, 294
Long put:
at-the-money, 183
characteristics, sentiment, risk of, 181
defined, 182-183
Greek attributes, 181-182
in-the-money, 183
out-of-the-money, 183
short stock vs., 183-184
step 1: locate potential candidate,
184-187
step 2: fundamental analysis, 187-189
step 3: type of trade, 189
step 4: technical analysis, 189
step 5: appropriate put option, 189-194
step 6: monitoring and exit, 194-195
Long put, put options for:
average stock volume, checking your,
194
bid-ask spreads, 192-193
buying extra time, 192
expiration, choosing, 191-192
introduction, 189-190
open interest, 193-194
strike selection, 190-191
Long straddle:
academics, 259-260
betting on vega, 261
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Long straddle (Continued )
characteristics, sentiment, risk of,
257-258
Greek attributes, 258-259
paying theta, 260
reasons straddles are bought, 260
variations, 262-263
Long straddle vs. short straddle:
experiment in profitability, 267-268
long saddle trade, 269
monitoring/exiting trades, 270-271
practical comparison - RIMM, 268-269
results, 271
short saddle trade, 269
strike/expiration date, selecting,
268-269
Long-term equity anticipation securities.
See LEAPS (long-term equity
anticipation securities)
Loss(es):
extremes in, 98
learning from, 105
taking, 93-94, 96
Loss aversion, 342

MACD (moving average convergence;
divergence), 75-76, 77, 179, 377-278
Madoff, Bernard, 202
Maintenance margin, 380
Malkiel, Burton G., 1, 54-55
Mantras, 55, 104-106; 552
Margin Agreement, 380
Margin “calls,” 184
Market(s):
buying/selling, right time for, 7-8
company’s worth and, 6-7
diving into, 62-64
as forward-looking, 52
initial public offering (IPO), 4-5
overview of, 1-2
stock basics/pricing, 3-4
stocks, timing entries into, 8-9
varying opinions on, 2-3
Market basics/mechanics:
conclusion, 16
ETF's (exchange traded funds), 12-16
introduction, 1
markets, 1-9
sectors/industries, 9-11
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Market cycles, historical, 24
Market direction neutral spread:
long straddle, 257-263
long vs. short straddle, 267-271
short straddle, 263-267
Market neutral/volatility/earnings spread
strategies:
breakevens (profitable zone), 275
butterflies, 273-274
iron butterflies, 273-274
iron condors, 273-274

Market order, 122

Mathematical models, 121

Mergers/acquisitions, 64—65

Mind games. See Psychological capital,
Weather forecasting analogy

Mlodinow, Leonard, (1, 311

Monetary policy, 54

Money management:

exami les/techniques, 98-101
intradi.ciion, 97-98
profiloss extremes, 98

[/Morieyness. See Intrinsic value
(moneyness)

Moving average convergence/divergence.
See MACD (moving average
convergence/divergence)

Moving averages:

crossing, 75, 377-379
intermediate trends, 74
introduction, 73-74
long-term trend, 74
short-term trends, 74-75
spikes in, 82

“Multiple,” 47

NADA. See National Automobile Dealers
Association (NADA)

NAPCS. See North American Product
Classification System, The (NAPCS)

N.A.R.. See National Association of
Realtors (N.A.R.)

Nasdagq 100, 55

National Association of Realtors
(N.A.R), 33, 34

National Automobile Dealers Association
(NADA), 36

National Market System, 115

Necessity of options, 108
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Neckline, 85, 86
Neutral strategy. See Market direction
neutral spread
New Concepts in Technical Trading
Systems (Wilder), 87
News, digesting:
“baked in” concept, 57-58
correlations, 58-61
overreacting to, 11
past news stories, 65
rumors, 58
simplifying headlines, 20-21
New trader tips, 101-104
New York Mercantile Exchange
(NYMEX), 13
Noncyclical/defensive stocks, 9
Nonfarm payroll data, 40—43
Nonmanufacturing PMI, 37
Nontrending market, 79, 378
“Normalized volume,” 82
North American Product Classification
System, The (NAPCS), 36
NYMEX. See New York Mercantile
Exchange (NYMEX)

Objectives, bite-size, 351-352
OCO (“One Cancels the Other”) order;
124-125
Qil correlations, 60-61
‘Once in a lifetime trade’ svia:ome, 68
Open interest, 193-194
“Optionality,” 133
Option chain layout screen, 102
Options basics:
conclusion, 137-138
data overhead, 108-109
exercise/assignment, 128-131
exercising an option early, 132-134
expiration date, 118
history, 114-115
in-at-out of the money, 120
intrinsic value (moneyness), 118
introduction, 107
necessity for options, 108
options exchanges, 115-116
options expiration, 126-128
oracle of Omaha and, 111-114
pricing fact, 121
puts and calls, 116-117

risk control, 110-111
standardization, 116
stock vs. options, 109-110
strike price, 117-118
time value, 119-120
trading options-order types, 122-125
triple/quadruple witching, 134-137
worth, determining, 121
Options Clearing Corporation, 116
Option sellers, 117-118
Options exchanges, 115-116
Options expiration. See also Days to
expiration (DTE); Exercising an
option early
binary options, 127
equity options, 126
ETFs (exchange traded funds), 127
expiration crcles, 127
expiration dzte, defined, 118
index “ptions, 126
LLEAPS (1ong-term equity anticipation
securities), 127
tiine decay and expiration, 128
“time value,” 103-104
types of options expiration, 126
Options/investment properties, 94-95
Option spreads. See Advanced option
spreads
Options trades, basic:
buy-write vs. covered call, 175-181
conclusion, 208
covered call (buy-write), 171-173
introduction, 159-160
long call, 160-170
long put, 181-195
single options strategies, 160
stock and option spread, basic,
195-207
Oracle of Omaha, 111
Order types. See Trading options-order
types
OTM. See Out of the money call (OTM)
spread
Out of the money call (OTM) spread, 233
“Out-of-the-money” options, 119, 120,
163, 335
Overbought/oversold stock, 78
Overconfidence, 342
Overhedging, 153
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P&L. See Profit and loss (P&L)
Pall Corporation (PLL), 203-207
Panic selling/stops, fear factor, 90-91
“Paper trading,” 9, 124
“Parity,” 118, 175
Pattern recognition, 71, 73, 89, 97, 98, 341
P/E (price-to-earnings) ratio. See also
Price
defined, 11
as means to measure price, 47-48, 49
normalizing of, 53
of S&P 500, 50, 51-52
trailing P/E ratio, 51
using charts to track, 48, 49-50
PEG. See Price/Earnings to Growth ratio
(PEG)
Personal income/outlays, 32—-34
Phone numbers, 102
Plans of attack:
creating/sticking to plan, 93
following your plan, 103
money management, 97-101
options/investment properties, 94-95
questions to ask yourself, 95-97
taking losses, 93-94
thinking 3 steps ahead, 105
trusting yourself, 105-106
PMI index (Purchasing Managers lndex),
37
Portfolio risk, 101
Positive skew, 65
PPIL. See Producer Piice index (PPI)
Precision and adventages, 113-114
Predictions, S<e
Economicts/predictions/indicators
Premium (cost), 118
Pretrade research, 47
Price. See also P/E (price-to-earnings)
ratio
fluctuations, short-term, 66
forward price, 313-314
influences on price, other, 54
option pricing fact, 121
Price/Earnings to Growth ratio (PEG), 62
Price-to-Book ratio, 62-63
Price-to-earnings. See P/E
(price-to-earnings) ratio
Pricing fact, 121
Prime rate, 23
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Producer Price Index (PPI):
coverage, 31
data, use of, 31
data source, 32
defined, 29, 30-31
publication structures, 31
Professionals:
mathematical models and, 121
techniques/mantras of, 104-106
Profit, 98, 365, 372
Profit and loss (P&L), 98, 142, 255
Pro forma models, 52
Psychological capital. See also Large
psych cap balances
as asset/strategy, 344-345
bite-size objectives, 351-352
confidence in {rade, 350
control actions/reel feelings, 348-350
defined, 345
emotional awareness, 347-348
ke=ning account capitalized, 69,
345-346
rever trade when tired, 346-347
slumps/“BIKB” trades, 350-351
Purchasing Managers Index (PMI index),
37
Put-call parity:
characteristics and, 323
defined, 316-317
in history, 73
synthetics and, 322-324
using options to lend/borrow money,
323-324
Puts and calls, 116-117
Put spread (bear put spread), buying:
characteristics, sentiment, risk of;
237-238
components, 239-240
Greek attributes, 238-239
practical application, bear put,
240-241
vertical put spread purchase, 241
why to trade, 239
Put spread (bull put spread), selling,
219-221

Quadruple witching. See
Triple/quadruple witching
Questions to ask, 95-97, 106
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Randomness, 71, 109
Random Walk Down Wall Street, A
(Malkiel, Burton), 1, 54-55
Rationality, 341
Recession, key features of, 25-26
Recording your trades, 104
Relative value, 61
Renting stock out, 177
Repair vs. exit, 170
Research in Motion (RIMM), 147-150,
151, 152
Retail sales, 35-36
Return on risk (ROR), 137
Reuters/UofM reports, 39
Reversal, 324
Reversal or conversion rate, 314
Reverse head and shoulders formation,
85-86
Rho, 155-156, 315, 316
RIMM. See Research in Motion (RIMM)
Risk:
analysis of, examples, 98-101
“brain on risk,” 340
control of, 110-111
decision making and, 97-98, 339-340
planning ahead and, 104
upside, 215
Risk, Uncertainty and Profit (Kvight),
339
ROR. See Return on risk (ROR)
Rozeswig, Phil, 109

S&P 500, 50, 51-52, 6
Sage, Russel, 242
“Santa Claus 1ally,” 58
Scalping stock, 145, 148-150, 152
Scenarios, allocations and, 98-101
Screens, 72, 102
SD. See Standard deviation (SD)
Seasonality, 24
SEC. See Securities and Exchange
Commission (SEC)
Secondary offering, 4
Sectors, judging value in, 52
Sectors/industries:
“broad” market, timing and, 10
industry groups, 9-10
knowledge of, 7
news/data, overreacting to, 11
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sector examples, 10
value in, 52
Securities and Exchange Commission
(SEC), 5
Security. See Stock(s)
Selling:
call spread (bear call spread), 229-231
put spread (bull put spread), 219-221
Sell-stop orders, 123
Sentiment, 16, 18
“Settlement value,” 308
Short call, 174
Short gamma, 150-153
Short iron butterfly:
basics, 286-287
breakevens (profit zone), 287
Greek consideravions/sentiment, 288
risk in this tiaaz, 287-288
Short iron ccncor. See also SPX (S&P
500 ’ash Index)
buyers, 292
Characteristics, 298-299
expiration risk graph, 294
Greek attributes, 299-300
strike positioning, 293
Short position, 117
Short selling, 183-184
Short straddle. See also Long straddle vs.
short straddle
academics, 265
characteristics, sentiment, risk of,
263-264
expiration concerns, 266-267
Greek attributes, 264
reasons straddles are sold, 265-266
selecting strikes in, 266
Short-term price fluctuations, 65—-66
Shull, Denise, 69, 337-359
Simple Moving Average (SMA), 74, 166
Simulations of trades, 102-103
Single options strategies, 160
Slippage, 364-365
Slump/downdraft, 350-351
SMA. See Simple Moving Average (SMA)
Somes, Dean, 361-381
‘Spiders’ (SPY), 12, 50, 93
Spreads, four basic:
bearish call credit, 215-216
bearish debit put, 216
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Spreads, four basic (Continued )

bullish debit call, 215
bullish put credit, 214-215

Spread trades, basic:

call spread (bull call spread), buying,
242-256

conclusion, 271-272

credit spreads vs. debit spreads,
216-219

credit vertical spreads, 219-236

debit vertical spreads, 236-237

four basic spreads, 214-216

market direction neutral spread,
257-271

put spread (bear spread), buying,
237-241

verticals spreads in depth, 209-214

SPX (S&P 500 Cash Index):

breakevens, 305

daily chart of, 51, 303

implied volatility considerations,
302-303

P/E and, 50

range-bound, 300-302

“settlement value” and, 308

spread order ticket, typical, 305

strike selection and, 304

trade probability, 306

trade update, 306-307

as underlying index, 379

VIX and, 327

SPY (‘Spiders’), 12, 50,93

Standard deviatioi: (Y'D), 249, 332-333
Standardizatic«; 116

Statistical chances, 333-334
Stochastic oscillator, 77-79

Stock(s):

basics, 3—4

beta of, 80

buyback of, 4

“forward value” of, 312
hard to borrow, 184
“market value” of, 194
options and, 17, 109-110
overbought/oversold, 78
pricing of, 4

same group/sector, 164
“short interest” in, 186
timing entries into, 8-9

INDEX

trailing/forward earnings, 47
volatile, 372
“worst in breed,” 63
Stock and option spread, basic:
collar, the, 195-199
historical volatility and, 200-203
IBM practical application, 199-200
PLL, collar practical application,
203-207
strike selection, 200
Stock exchanges, 3
Stock market, 10, 23, 24
“Stock Traders Almanac” (Hirsch), 58
Stock vs. options, 109-110
Stop-loss:
moving up your stops, 169-170
orders, 123, 365,371
setting ston:, 7, 169
tip, 125
Strike piice, 117-118, 200
Swirg trzae, 46, 88, 96
Sviulicate, 5
Svrithetics:
breaking it down/risk graphs, 320-322
fun with, 319-320
introduction, 316-317
list of six, 317
synthetic position, example, 318-319
Synthetics/put-call parity, 316-324

Tactics. See Technical analysis/tactics
Takeover target, 65
Taking company public. See Initial public
offering (IPO)
Target gain, 372
T-bill (Treasury bill), 374
Technical analysis/tactics:
abnormalities in marketplace, 91-93
average true range (ATR), 87-89
Bollinger bands, 79-81
charts/technical analysts/tools, 70
formations in charts, 84-86
gaps, 83
indicators, 71-73
introduction, 67-68
kibbles and bits, 68-69
MACD (moving average
convergence/divergence), 75-77
moving averages, 73-75
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options, technical analysis and, 72-73
panic selling/stops, fear factor, 90-91
as self-fulfilling prophecy, 70-71
stochastic oscillator, 77-79
technical patterns, finding, 89
volume, 81-82
Technical indicators, 377-379
Technical patterns, finding, 89
TED spread, 20, 374-375
TFA (thinking, feeling, acting) loops, 353
Theta, 143, 144
Time value, 103-104, 119
Timing, buying/selling, 7-8
Tone. See Sentiment
Tools, 70, 201
Toronto Stock Exchange (TSE), 12
Total return swap, 16
TR. See True Range (TR)
Trade management/order types, 122
Trade restrictions, 2-3
Trade risk, 101
Trading business, development of: See
also Legal entity, setting up
budgetary success tips/formulas,
364-366
education, 362-363
formative process, 363-364
introduction, 361
learning the dollar, 362
Trading for a Living (Elder), 139
Trading in the Zone (Louglas), 337
Trading options-order vypes:
limit order, 122
market orde, 122
OCO order, 124-125
options order types, basic, 122
stop-loss orders, 123, 125
trade management and, 122
trailing-stop orders, 123-124
trigger order, 122-123
Trailing earnings, 47
Trailing-stop orders, 123-124, 170, 371
Transference, 356
Trend momentum, 78, 105
Trigger order, 122-123
Triple/quadruple witching:
binary options, 136-137
exercise/assignment, 135-136
security types, 134-135
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True Range (TR), 87

TSE. See Toronto Stock Exchange (TSE)
20-Day Jumps Above 200-Day SMA, 75
Types of options. See Puts and calls

Tzu, Sun, 159, 160

Uncertainty, 54-56
Unconscious pattern recognition (UPR),
341
Uncontrollable influences, 67
Underhedging, 153
Unemployment rate:
basics, 39
civilian noninstitutional, 42
facts about, 40
as lagging indic=tor, 23
numbers, dezper 1ook, 40-43
participation rate, 41, 42
United States Uil Fund NYSE: USO, 13,
14=32
UER. &<¢ Unconscious pattern
yecognition (UPR)
Upside calls (bullish option bets), 65
‘Upside-down risk/reward vs. increased
probability, 217
Upside risk, 215
U.S. Census Bureau, 33, 34, 36, 39
USO, 13, 14-15
U.S.-style options expiration, 104
U.S. Treasury, 374, 376, 377

Value, 47, 52, 62. See also Cheap
Vanilla options, 137
Vega, 154-155
Vertical put spread, 224, 241
Vertical spreads:
characteristics, 211
cushion/volatility reducer, 210, 212
diversification example, 212-214
four basic, 214-216
introduction, 209-210
volatility and, 213-214
Virtual trading/tools, 102-103
VIX. See Chicago Board Options
Exchange Market Volatility Index
(VIX or VXX)
Volatile stocks, limiting purchases of;
372
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Volatility: herding and, 343

basics, 329-330
covered call and, 177-179
implied (IV), 155, 178, 201-2083, 207
implied/historic, 200, 324-327,
331-332
seasonal, 330
time value and, 334-336
verticals and, 2563-254
Volume, 81-82, 194

hurricane analogy, 339
introduction, 338-339
loss aversion and, 342
overconfidence and, 342
psychological capital and, 344-345
rationality as overrated, 341
risk decisions, 339-340
strategy, biases and, 344
Whisper number, 53
Wilder, J. Welles, 87
Wall Street Journal, 43-44, 250 Wisdom of crowds (or lack thereof),
Weather forecasting analogy: 65-67

anchoring and, 342

“brain on risk,” 340

confirmation and, 343

expectations, yesterday and, 343-344
feelings and, 340-341

framing and, 342

Woods, Scott A., 369-371
Wordon family, 89
Worth of option, 121

Zeckhauser, Richard, 339
Zero-sum thesis, 109-110



