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All-or-none order, 469, 529
A.M. settlement, 368, 529
American-style exercise
covered call, 302
ETFs, 347-348, 357
futures, 347-348, 381, 419
index option, 347, 367-368
overview, 16, 419-421, 529
Ask. See Bid/ask spread
Assignment of option, 16. See also
Exercise/assignment
At-the-money option
bid/ask spread, 474
defined, 15, 88, 529
delta values, 48, 57-62, 66
implied volatility, 398-400, 404
long call, 92-93, 98-100
long put, 111, 116-117
long vs. short, 66-68
movement patterns, 104
probabilities, 6668
short call, 126-127, 132- 134, 140
short put, 142-143, 148-150, 157
strike price, 57, 88
vertical spread, 176

Automatic exercise/assignment, 423-425,

529

Backspread
call, 193, 197-200
ETFs, 491, 496
futures, 518, 522
index options, 505, 507-508
IRA, 198
margin in, 454, 455
overview, 83, 192-193, 197, 529, 541
put, 193, 200-201

Basis, 378-379, 529
Bear call spread, 81-82, 162, 168-171, 529
Bear put spread, 81-82, 162, 165-168, 529
Bid/ask spread

commissions, 252, 4714-476

index options: 3a5-351, 474-475

market orcer, 467

orders, placing, 472-474

overview, 26-27, 77, 5630

volaulity and, 461-462
Blacw-Scholes model, 46, 47, 530
Bizak-even point, 16-17, 530
3road-based indexes. See also Index options

overview, 530

risk management, 446
Bull call spread, 81-82, 162-165, 530
Bull put spread, 81-82, 162, 171-173, 530
Butterfly spread. See also Spread

assignment risk in, 239

broken wing, 240

call, 224, 225

commissions, 239-240

ETFs, 498, 500

exercise/assignment, 425

futures, 523-524, 526

index options, 509, 511-512

IRA, 226, 230, 233, 236

long, 223-225, 453

long call, 225-229

long put, 225, 229-232

margin in, 453, 455

overview, 83-84, 223-226, 240-241, 530

put, 225

selection of, 238-239

short, 223-225, 453, 498

short call, 225, 232-235

short put, 225, 235-238
Buy call defined, 8
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Buying strategy
bearish vs. bullish, 73
benefits of, 5
goal setting in, 6-7, 434
long vs. short options, 6668
margin in, 26
overview, 4, 20-22, 65-66, 76
principles, 69-70
rolling options, 73-76
spread. (See Spread)
term definitions, 13

Buy put defined, 8

Buy to close order, 20, 531

Calendar spread
assignment risk, 282
credit, 280-281
debit, 279-280
ETFs, 499, 501
futures, 524, 527
index options, 510, 512
IRA, 267, 270, 273, 276
long, 263, 279-282
long call, 265-269
long put, 265, 269-272
margin in, 283, 454, 455
overview, 83, 84, 263-264, 279, 283-234,
531
rolling, 281
short, 263, 279-281
short call, 265, 273-276
short put, 265, 276-279
skew, 409-410
strategy selection, 282-283
strike price, 282
valuation, factors affecting, 264-266, 284
vertical/diagonal vs., 264, 286-287
volatility, implied, 281-282
Call butterfly spread, 224, 225
Call credit spread
ETFs, 494-495
futures, 521
index options, 507
IRA, 169
overview, 80-82, 162, 168-171, 192, 541
put debit vs., 174-175
Call debit spread
ETFs, 489-490
futures, 517
index options, 504-505

Printer: Yet to come

INDEX

IRA, 163
iron condor. (See Iron condor)
outright position/risk, 177
overview, 80, 81-82, 162-165, 191-192, 541
put credit vs., 174
Call option
automatic exercise, 424-425
basis and, 378-379
bearish vs. bullish, 73
benefits of, 5, 11
bull vs. bear spread, 81-82
cash settlement, 422423
debit vs. credit spread, 79-80
delta values, 48-50, 57-59
exercise/assignment 2f, 16, 21-22, 418,
420-421
implied volatility, 4)1-403
income-generaiving, 156
long. See I.<ing call option
long vscuert, 66-68
naked,; .5
ovelview, 8-13, 531
rosponsibilites/obligations, 13, 22
rolling, 73-76, 139, 442
short. (See Short call option)
skew, 409-414
strike prices in, 27-28, 32-35
time decay in, 33-38
Cancel order, 470, 531
Cancel/replace order, 470, 531
Capitalization-weighted index, 364, 531
Cash-secured put, 155-156
Cash settlement
A.M./P.M,, 368, 529, 538
call option, 422-423
call/put options, 422-423
ETFs, 421-422
exercise/assignment, 419, 422423
index option, 422-423
Chicago Board Options Exchange, 46, 355,
464
Chicago Board Options Exchange (CBOE)
Volatility index (VIX), 38-39, 396, 400,
406, 415416, 541
Christmas tree. See Ladder
Collar
debit vs. credit, 332-333
dividends, 328, 329, 334
ETFs, 501
futures, 527
index options, 512
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index skew effects, 333-334
IRA, 330

overview, 327-332, 334, 531
protective put in, 327, 334
rolling, 333

short, 332

unbalanced, 333

values, call vs. put, 333

Combination spread. See also Straddle;

Strangle
call vs. put values, 321-322
covered, 335-342
debit vs. credit, 321
ETFs, 324, 491-492, 496-497
futures, 324, 519, 522-523
index options, 324, 506, 508
IRA, 316, 319, 339
long, 314-318
overview, 84, 313-316, 324-325, 531
rolling, 322-323
short, 314, 315, 319-321
synthetic position, 323-324
unbalanced, 322
uncovered vs. covered, 337-338

Commissions

bid/ask spread, 259, 474-476
butterfly spread, 239-240
condor spread, 259
controlling, 436-437

ETFs, 349-351, 361

futures, 349-351, 475-476
index options, 349-351
stocks, 349-351

Condor spread. See also Spread

assignment risk, 259
commissions, 259
ETFs, 498-501

futures, 524, 526

index options, 510, 512
IRA, 247, 250, 253, 256
ladder, 259-260

long call, 245-249

long put, 245, 249-252
margin in, 244, 453
overview, 84, 243-246, 260-261, 532
selection of, 258-259
short call, 245, 252-255
short put, 245, 255-258

Covered call/put

buy-write, 301
dividends, 306, 310-311

ETFs, 492, 497, 501
futures, 522, 527, 532
index options, 505, 508, 512
1RA, 302, 303, 319
margin in, 452-453
overview, 301-306, 310-311, 532
risks, 308-310
rolling, 308
selling, 307-308
uncovered vs., 85-86, 302, 306-307,
337-338

Covered combination
covered long strangle, 342
covered short strangle, 338-341
overview, 335-337, 242, 532
rolling, 342
strangle vs. stradd e, 338
unbalanced ccvered short strangle,

341

uncevered vs., 337-338

Credit dcdned, 13

Cred vspread. See Spread

Day order, 466, 532
Debit defined, 13
Debit spread. See Spread
Deep-in-the-money option
benefits of, 69
bid/ask spread, 474
defined, 15
delta, 57-60, 66
long call, 49, 92-95
long put, 111-113
movement patterns, 34, 35, 104
probabilities, 66—-68
short call, 126-130
short put, 142-146
strike price, 88
Delta
in expiration date, 60
as hedge ratio, 62
in implied volatility, 404-405
long vs. short option, 66-68
option chain, conversion to, 55-56
overview, 46-50, 56-57, 532
principles, 57, 58
probability and, 50, 66-68
strike price and, 57-59
volatility and, 60-62
Delta-neutral, 414-415, 443, 532-533
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Diagonal spread
calendar/vertical vs., 286287
double diagonal, 84, 298, 533
ETFs, 491, 496, 501
futures, 518, 522
index options, 505, 508, 513
long call, 286, 288-290
long put, 290-293
overview, 84, 285-288, 299, 533
rolling, 298-299
short call, 286, 293-295
short put, 286, 295-298

Dividends
collar, 328, 329, 334
covered call, 306, 310-311
ETFs, 353, 362
exercise/assignment, 427-428
futures, 375, 378, 379
in implied volatility, 394, 398
index options, 364
in option pricing, 33-34, 41, 345, 353, 394
as ownership benefit, 123, 302, 329
in stock selection, 476
strangle, 336, 337

Dow Jones Industrial Average
contract principles, 346
ETFs, 360, 361
index options, 365

E-Mini, 376, 377, 386, 533
Equity option
bid/ask spread, 26-27
buying, 20-22
exchange-traded, 12
expiration of, 302
margin on, 25, 72, 218
orders, placing, 467-470
overview, 11, 539
Equivalent positions, 124
ETFs. See Exchange-traded funds (ETFs)
European-style exercise
covered call, 302
ETFs, 347-348, 357
futures, 347, 348, 381
index options, 347, 367-368, 419-420
overview, 16, 421-422, 533
Exchange-traded funds (ETF's)
backspread, 491-492, 496
bid/ask, 349-351, 361
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butterfly spread, 498, 500

calendar spread, 499, 501

call credit spread, 494-495

call debit spread, 489—490

cash settlement, 421-422

collar, 501

combination spread, 324, 491-492, 496

commissions, 349-351, 361

condor spread, 498-500

covered call/put, 491, 496, 501

diagonal spread, 491, 496, 501

dividends, 353, 362

ETF Quarterlys, 357

exercise/assignment, 347-348, 357,
419-422

fixed-income, 362

instrument size, 24¢-347

inversely correiated, 359

TRA, 354, 250, 156, 462-464

iron couer, 497, 499

ladder;-199, 501

lisis o, 360, 361

long call, 357, 488

long put, 357, 492-493

margin. (See Margin)

option chain, 356-357, 361

options, 354-355

overview, 347, 353-354, 362, 487-488

product specifications, 356

put credit spread, 490-491

put debit spread, 495

ratio spread, 491, 496

short call, 357-358, 493-494

short put, 3568, 488-489

speculation on, 3—4

straddle/strangle, 497-498, 499-500

strategy overview, 358

strike prices, 14

taxation, 351

trading principles, 345-346

ultra (double), 3569-361, 492, 497

Exercise/assignment

American-style. (See American-style
exercise)

automatic, 423-425, 529

of call options, 16, 21-22, 418, 420-421

capital issues, 428-429

defined, 16

dividends/interest, 427-428

ETFs, 347-348, 357, 419-422
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European-style. (See European-style
exercise)

futures, 347-348, 381, 418420

index options, 347-348, 367-368, 419-420

likelihood of, 427-429

margin call, 460-461

notice of, 16

overview, 417-420, 431, 533

parity, 427

procedures, 430-431

of put option, 16, 418, 420-421

risk management, 429-430

settlement, 419, 422-423

spread, 425-426

stocks, 347-348, 419-421, 430431

taxation, 482

Exercise price. See Strike price
Expiration date

defined, 14, 534

delta values in, 60

in long call strategies, 105
in options pricing, 33-38

Far-out-of-the-money option

benefits of, 71

defined, 15

delta, 49, 57-60, 66

long call, 92-93, 102-103
long put, 111, 120-121
momentum trading, 69-70
movement patterns, 66
probabilities, 6668

short call, 126-127, 136-138
short put, 142-143, 152-154
SPX, 366

strike price, 57, 88

contract specifications, 375-381

covered call/put, 518, 522, 527

diagonal spread, 518, 522

dividends, 375, 378, 379

exercise/assignment, 347-348, 381,
418-420

expiration cycles, 380

hedging, 385

income-generating, 156

instrument size, 346-347

IRA, 375, 456, 462-464

iron condor, 523, 525

ladder, 524, 527

leverage on, 374, 379-380

long call, 383, 515-516

long put, 383, 519520

margin on, 25,72, 218, 373, 377, 381,
457459, 462

option chain, 381-382

optien piinciples, 379-385

orders, placing, 470-471

oveview, 13, 347, 373-375, 389, 534

ot credit spread, 517-518

put debit spread, 521-522

ratio spread, 518, 522

short call, 379, 383, 520-521

short put, 379, 383-384, 516-517

sizes of, 377

speculation on, 34

spread, 384

stock index list, 376, 377

straddle/strangle, 385-389, 499-500,
523

synthetic, 389, 540

taxation, 351, 385

trading halts, 461

trading principles, 345-346

Fill-or-kill order, 469470, 534
Front spread. See Ratio spread
Futures

valuation, 373, 378-379
volatility, 525, 527

backspread, 518, 522

bid/ask, 349-351

butterfly spread, 523-524, 526
calendar spread, 524-525, 527

call credit spread, 521

call debit spread, 517

collar, 527

combination spread, 324, 521, 522-523
commissions, 349-351, 475-476
condor spread, 524, 526

Gamma
movement patterns, 104
option chain, conversion to, 55-56
overview, 46, 48, 51-52, 534
Gaps
exercise/assignment, 429
risk management, 443
straddle/strangle, 220
Good-until-canceled order, 466-467, 534
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Greeks. See also specific Greeks
assumptions, 4647, 88
movement patterns, 104
option chain conversion to, 55-56
overview, 45-46, 62-63, 534
plus/minus signs, 4748
position, 54-55, 180
software, 46

Hedging, 443-444, 534
Horizontal spread. See Calendar spread

Implied volatility
at-the-money option, 398-400, 404
call, 401-403
comparisons, 398-399
comparison techniques, 399-401
delta in, 404-405
dividends in, 394, 398
in-the-money option, 405
market gauges, 406
out-the-money option, 401-404
overview, 393-398, 416, 535
put, 402-403
skew, 407-414
time decay and, 405
trading, delta-neutral, 414-415
volume and, 405-406

Index option
backspread, 505, 507
bid/ask spread, 349-351,474-475
butterfly spread, 509, 511
calendar spread, 510, 512
call credit spread, 507
call debit spread, 504-505
cash settlement, 422-423
collars, 512
combination spread, 324, 506, 508
commissions, 349-351
condor spread, 510, 512
contract specifications, 365
covered call/put, 504, 508, 512
diagonal spread, 505, 508, 513
dividends, 364
exercise/assignment, 347-348, 367-368,

419-420

instrument size, 346-347
IRA, 456, 462-463
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iron condor, 508, 510-511
ladder, 510, 512
long call, 368, 503-504
long put, 368, 506
margin. (See Margin)
option chain, 366-367
overview, 347, 363-364, 371-372, 535
put credit spread, 505
put debit spread, 507
ratio spread, 505, 508
short call, 369, 507
short put, 369, 503
spread, 369-370
straddle/strangle, 508, 511
taxation, 351, 370
time decay, 370-37
trading principle.. ©45-346, 364-365,
375-376
volatility, 270,510, 513
Weeklvs\Quarcerlys, 367
Interest raie
evel cise/assignment, 427-428
in.options pricing, 33, 40, 394
Lrihe-money option
automatic exercise, 423, 424
defined, 15, 88, 535
delta values, 49, 57-62
implied volatility, 405
long vs. short, 66—68
movement patterns, 104
rolling, 122
IRA
backspread, 198
butterfly spread, 226, 230, 233, 236
buying/purchasing power, 456, 462-464
calendar spread, 267, 270, 273, 276
call credit spread, 169
call debit spread, 163
collar, 330
combination spread, 316, 319, 339
condor, 247, 250, 253, 256
covered call, 302, 303, 319
ETFs, 354, 359
exercise/assignment, 428, 429
futures, 375, 463-464
index options, 456
iron condors, 181, 185
long call, 92
long put, 110
margin in, 156, 316, 319, 339
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options trading rules, 67, 74
put credit spread, 171
put debit spread, 166
ratio spread, 194
risk management, 436
short call, 126
short put, 142, 156
spread, 78
straddle, 207, 210
strangle, 213, 216, 386
strategy planning, 6, 435-436
taxation, 479-480

Iron condor. See also Spread
ETFs, 497, 499
futures, 523, 525
index options, 508, 510-511
IRA, 181, 185
long, 180-184, 497-498
margin in, 188-189, 454, 455
overview, 83, 179-180, 189, 5635
short, 180, 184188, 499

Ladder
condor spread, 259-260
ETFs, 499, 501
futures, 524, 527
index options, 510, 512
LEAPS (Long-term equity anticipztion
securities), 15, 536
Leverage
on futures, 374, 379-38(:
margin and, 25-26, 72
options and, 3, 11, 17, 21
Limit-on-close order, 469, 535
Limit order, 467, 535
Liquidity defined, 16
Long call option
at-the-money, 92-93, 98-100
cash settlement, 422
deep-in-the-money option, 49, 92-95
exercise/assignment of, 418, 420, 421, 426
expiration date effects, 105
far-out-of-the-money, 92-93, 102-103
fractions/probabilities, 66—68, 92-93
IRA, 92
margin in, 452
overview, 90-91
rolling, 104, 106-107
short vs., 66-68

551

slightly-in-the-money, 92-93, 95-98
slightly-out-of-the-money, 92-93, 100-101
strike vs. stock price, 104-105
vs. short, 66-68
Long put option
at-the-money, 111, 116-117
broad-based index, 124
cash settlement, 422423
deep-in-the-money, 111-113
exercise/assignment of, 418, 420-422, 426
far-out-of-the-money, 111, 120-121
IRA, 110
married, 123-124, 536
overview, 109-110, 124
probabilities, 66-68.-110-111
protective, 122-124
rolling, 122
slightly-in-the-money, 111, 113-116
slightly-cn-oi-the-money, 111, 118-119
Long-terin equicy anticipation securities
(LEZPS). See also LEAPS
Lons the option defined, 12

Maintenance margin defined, 26
Margin
in backspread, 454, 455
calendar spread, 283
in calendar spread, 283, 454, 455
comparison, 348-349, 459
in covered call/put, 452453
on equity options, 25, 72, 218
ETFs, 362, 450—454, 459
futures, 25, 72, 218, 373, 377, 381, 457-459,
462
index options, 371, 456457, 459
interest income, 437, 462
iron condor, 188-189, 454, 455
leverage and, 25-26, 72
maintenance, 348, 449
overview, 256-26, 348, 449-450, 464, 536
portfolio, 72, 218, 455459, 538
in ratio spread, 201, 454, 455
risk management, 439-440, 460-462
in selling, 71-72
short call, 126, 139, 450, 452-453
short put, 142, 156, 450, 452-453
SPAN, 72, 348, 457459, 461, 539
stocks, 450-454, 459
straddle/strangle, 218, 453, 455



P1: a/b
ind

JWBTO002-Mullaney

P2: c/d QC: e/f Tl: g

March 17, 2009 20:40

552

Margin (Continued )

trading halt, 461

vertical spread, 173-174

in vertical spread, 173-174, 453-455
Margin call, 26, 449-450, 460-462, 536
Market-on-close order, 469, 536
Market order, 467, 536
Married option, 123-124, 536
Momentum trading, 69-70

Naked option defined, 25, 536
NASDAQ 100 index
contract principles, 346
ETFs, 3569-361
futures, 375-377, 379, 384, 385, 443
hedging, 443-444
implied volatility, 399-401, 406
index options, 365
overview, 364, 365
taxation, 484

Offset, 20, 21, 536. See also Rolling options
One-cancels-other order, 469, 536
Opening/closing position, 19-20
Open interest defined, 16, 537
Option buyer defined, 12, 531
Option calculator, 42
Option chain

ETFs, 356-357, 361

futures, 381-382

Greeks, conversion to, £5-56

index options, 366-367

overview, 27-28, 537

in price forecasting, 42

S&P 500 futures, 381-382
Options

as derivative instrument, 13

pricing models, 537

types of, 8-12, 537

writing, 22-25
Options Clearing Corporation (OCC), 476,

537

Option seller defined, 12, 539
Options trading

benefits of, 3-4, 17

as business, 5-6, 433-438

capital protection, 7, 8

cycles, 14-15
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long vs. short, 66-68

momentum, 69-70

overview, 19, 299

premiums in, 11-12

rights/obligations, 13

term definitions, 12-17, 25, 26
Option strategies, 4. See also specific

strategies

Orders, placing. See Placing orders
Out-the-money option

call debit spread, 163

closing positions, 21

credit calendar spread, 280-281

defined, 15-16, 537

delta, 49, 57-62

implied volatility, 4))1-404

movement patteins 104

probabilities. 6C-68

put debit snireud, 165-166

ratio cviead. (See Ratio spread)

sellir'g § rinciples, 70-72

shaigcall, 126, 139, 140

chert put, 157

strike price, 88

vertical spread, 177

Paper trading, 8, 465-466

Parity
defined, 15, 537-538
exercise/assignment, 427
risk management, 445-446

Placing orders
all-or-none order, 469, 529
bid/ask spread, 472474
buy to close order, 20, 531
cancel order, 470, 531
cancel/replace order, 470, 531
commissions, 474-476
day orders, 466, 532
fill-or-kill orders, 469470, 534
futures, 470-471
good-until-canceled order, 466467, 534
limit-on-close order, 469, 535
limit order, 467, 535
market-on-close orders, 469, 536
market order, 467, 536
multistep strategy, 471-472
one-cancels-other order, 469, 536
overview, 4656-466, 476-477
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sell to close order, 20, 539
stop limit order, 468, 540
stop loss order, 8, 123, 467-468, 540
trades, clearing of, 476
trading hours, 470-471
trading platforms, 476
trailing stop limit order, 469, 540
trailing stop order, 468, 540
P.M. settlement, 368, 538
Portfolio margining, 72, 218, 4565-459, 538
Position delta, 49-50. See also Delta
Practice account, 8, 465466
Premium defined, 12
Pricing of options
dividends, 33, 41
expiration date in, 33-38
forecasting, 41-42
interest rate in, 33, 40
models, 46
overview, 31-33, 393-394
protective put in, 309
volatility in, 33, 38-39
Probability
at-the-money option, 6668
deep-in-the-money option, 66-68
delta and, 50, 66-68
far-out-of-the-money option, 66—-68
long call option, 66-68, 92-93
long put option, 66-68, 110-111
out-the-money option, 6668
put option, 66-68
risk management, 440
short call option, 126-27, 140
short put option, 142-143, 157
slightly-in-the-money option, 66-68,
92-93
vertical spread, 176-177
Protective put
in collar, 327, 334
in options pricing, 309
overview, 122-123, 538
selection of, 362, 372
Put credit spread
call debit vs., 174
ETFs, 490-491
futures, 517-518
index options, 505
IRA, 171
iron condor. (See Iron condor)
overview, 81-82, 162, 171-173

5353

Put debit spread
call credit vs., 174-175
ETFs, 495
futures, 521-522
index options, 507
IRAs, 166
iron condor. (See Iron condor)
overview, 80-82, 162, 165-168
Put option
automatic exercise, 425
basis and, 378-379
bearish vs. bullish, 73
bull vs. bear spreads, 81-82
debit vs. credit spread, 79-80
delta values, 48-50, 57-59
exercise/assignmenu of, 16, 418, 420-421
implied volatilit7, <02-403
income-generating, 156
leverage 2vd,; 11
long: (5<c Long put options)
nakog, 25
overview, 9-13, 538
probabilities, 66—68
responsibilites/obligations, 13, 22
rolling, 73-76
short. (See Short put option)
skew, 409-414
strike prices in, 27-28, 32-35
time decay in, 33-38

Ratio spread
call, 193-196
debit vs. credit, 201-202
ETFs, 491, 496
futures, 518, 522
index options, 505, 508
IRA, 194
margin in, 201, 454, 455
overview, 83, 191-193, 202-203, 534, 538
put, 193, 196-197
Rho, 46, 48, 54, 538. See also Interest rate in
options pricing
Risk management
automatic exercise, 424
bid/ask spread, 445
broad-based index options, 446
brokerage accounts, 435-436
business hours, 444
buying, 22
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Risk management (Continued )
capital protection, 439
contract number, 438-439
delta-neutral positions, 443
exercise/assignment, 429-430
exit strategies, 439
gaps, 443
hedging, 443-444
IRA, 436
margin, 439440, 460-462
opportunity cost, 447-448
overview, 5—6, 433-438, 448
parity, 445-446
probabilities, 440
rolling, 442
selling, 256
SPAN margining, 72, 348, 457-459
spread, 425-426, 441
stop loss order, 8, 440-441
strike price selection, 441
taxation in, 437
technical analysis, 446447
trading halt, 444-445

Rolling options
calendar spread, 281
collar, 333
combination spread, 322-323
covered call/put, 308
covered combination, 342
diagonal spread, 298-299
long call, 104, 106-107
long put, 122
overview, 73-76, 538
risk management, 442
short call, 139, 442
short put, 154-155
straddle/strangle, 219-220

Russell 2000 index
ETFs, 355, 357, 360, 361
implied volatility, 399, 406
index options, 365
risk management, 446
in spreads, 77
taxation, 484
trading principles, 446

Section 1256 contracts, 351, 370, 482-485,
538
Sell call defined, 8
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INDEX

Selling strategy
bearish vs. bullish, 73
benefits of, 5
goal setting in, 6-7, 434
long vs. short options, 66-68
overview, 4, 22-26, 65-66, 76
principles, 70-72
rolling options, 73-76
short call. (See Short call option)
short selling principles, 23-25
spread. (See Spread)
term definitions, 13
Sell put defined, 8
Sell to close order, 20, 539
Settlement. See Cash settlement
Short call option
at-the-money, 120-127, 132-134, 140, 157
cash settlemenu, 423
deep-in-the-money, 126-130, 157
exercise/assignment of, 418, 421, 426
far-out-f-the-money, 126-127, 136-138, 157
TIRA 126
long vs., 66-68
raargin in, 126, 139, 450, 452-453
out-the-money, 126, 139, 140, 157
overview, 125-126, 140
probabilities, 126-127, 140
rolling, 139, 442
slightly-in-the-money, 126-127, 130-132
slightly-out-of-the-money, 126-127, 134-136
vs. long, 66—68
Short option position, exiting, 24-25
Short put option
at-the-money, 142-143, 148-150
cash-secured, 155-156
cash settlement, 423
deep-in-the-money, 142-146
exercise/assignment of, 418, 421, 426
far-out-of-the-money, 142-143, 152-154, 156
income-generating, 156
IRA, 142, 156
margin in, 142, 156
overview, 141-142, 157
probabilities, 142-143, 157
rolling, 154-155
slightly-in-the-money, 142-143, 146-148
slightly-out-of-the-money, 142-143, 150-152
Short selling principles, 23-25
Short the option defined, 12
Simulated trading, 8, 465-466
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60/40 rule, 351, 370, 482483
Slightly-in-the-money option
delta, 57-60, 66
long put, 111, 113-116
probabilities, 66—68, 92-93

short call, 126-127, 130-132, 140
short put, 142-143, 146-148, 157

strike price, 57, 88
Slightly-out-of-the-money option

delta, 57-60, 66

long call, 92-93, 100-101

long put, 111, 118-119

probabilities, 66—68

short call, 126-127, 134-136

short put, 142-143, 150-152, 157

strike price, 57, 88

20:40

SPAN margining, 72, 348, 457-459, 461, 539

Speculation, 3—4
Spread
benefits of, 78
bid/ask. (See Bid/ask spread)

bull vs. bear, 81-82, 174, 529-530
butterfly. (See Butterfly spread)

buying vs. selling, 78-79

calendar. (See Calendar spread)

classification of, 286287

combination. (See Combination spreac)

condor. (See Condor spread)

covered. (See Covered call/put)
debit vs. credit, 79-80, 174, 532
diagonal. (See Diagonal spread)

exercise/assignment, 425—22¢
front. (See Ratio spread)
futures, 384

index options, 369-370

IRA, 78

margin in. See specific spreads
overview, 26, 77-78, 539

ratio. (See Ratio spread)

risk management, 425426, 441

unbalanced. See Backspread; Ratio spread

vertical. (See Vertical spread)
S&P 500 futures

in combination trading, 324

comparisons, 346-351

contract principles, 346

contract specifications, 380-381

exercise/assignment, 419-420
expiration cycles, 380
implied volatility, 401-403
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option chain, 381-382

overview, 373-376, 539

risk management, 446

short strangle, 387-389

skew, 407, 412-414

trading principles, 324, 446
S&P 500 index

in combination trading, 324

comparison, 346-351

ETFs, 346-351, 360, 361

implied volatility, 399, 405, 406

index options, 363-372

risk management, 446

skew, 407, 410-414

in spread, 77

taxation, 484

trading principles, 5, 156, 324, 446

valuation, 373,278
S&P 500 SPL.R (SPY)

comparisens, 346-351

exercii 2/assignment, 419

inc cx options, 363-372

margin, 451-454

overview, 354, 545

risk management, 446

trading principles, 324, 446
Standard deviation, 397
Stock indexes. See Index options
Stock index futures. See Futures
Stocks

bid/ask, 349-351

commissions, 349-351

exercise/assignment, 347-348, 419421,

430-431

instrument size, 346-347

IRA buying/purchasing power, 456, 462—463

margin. (See Margin)

overview, 347, 546

speculation on, 3-4

taxation, 351

trading principles, 345-346
Stop limit order, 123, 468, 540
Stop loss order

married put vs., 123

overview, 467-468, 540

risk management, 8, 440-441
Straddle. See also Combination spread

futures, 385-389, 523, 525-526

gaps, 220

index options, 509, 511
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Straddle (Continued )
IRA, 207, 210
long, 206-209, 222, 497-498
margin, 218, 453, 455

20:40

overview, 83, 205-207, 218-219, 222, 540

risk management, 221
rolling, 219-220

short, 206, 209-212, 499-500
strangle vs., 338
unbalanced, 221-222

Strangle. See also Combination spread

covered short, 335-342
dividends, 336, 337

futures, 385-389, 523, 525-526
gaps, 220

index options, 509, 511

IRAs, 213, 216, 386

long, 206, 212-215, 222, 497-498
margin, 218, 453, 455

overview, 83, 205-207, 219, 222, 540

risk management, 221
rolling, 219-220

short, 206, 215-218, 385-389, 499-500

straddle vs., 338
unbalanced, 221-222
Strike price
defined, 14, 88, 533, 540
delta and, 57-59
long vs. short option, 66-68
in options pricing, 33, 34, 400
risk management, 441
Synthetic futures, 389, 540
Synthetic position, 323-324

Taxation
capital gains/losses, 480-481
carryback/forward, 484
events, 480
exercise/assignment, 482
futures, 351, 385
index options, 370
long call/put, 481

overview, 351, 437, 479-480, 485

reduction strategies, 482-485

section 1256 contracts, 351, 370, 482-485,

538-539
short call/put, 482
short term vs. long term, 481
60/40 rule, 351, 370, 482-483
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INDEX

Theta. See also Time decay
movement patterns, 104
option chains, conversion to, 55-56
overview, 46, 47, 52-53, 540

Time decay in options pricing, 33-38, 394, 405,

540

Time spread. See Calendar spread

Trading halt, 444-445, 461

Trailing stop limit order, 469, 540

Trailing stop order, 468, 540

Underlying instrument, 13, 541
Uptick rule, 23

Value, intrinsic/extiinsic, 15, 34—-38, 534-535
Vega. See also Voiotility

movement vatcerns, 104

overview 40-48 53-54, 398, 541
Vertical s read. See also Spread

bic/a3k price, 472474

Yl vs. bear, 81-82, 174

calendar/diagonal vs., 264, 286-287

call credit. (See Call credit spread)

call debit. (See Call debit spread)

credit/debit, 82, 83, 162, 425

debit vs. credit, 79-80, 174, 177

margin in, 173-174, 4563455

outright position/risk, 177

overview, 81-83, 161-162, 177-178, 541

pricing/risk, 175-176

probabilities, 176-177

put credit. (See Put credit spread)

put debit. (See Put debit spread)
VIX index, 38-39, 396, 400, 406, 415-416, 541
Volatility. See also Vega

bid/ask spread, 461-462

delta and, 60-62

futures, 525, 527

implied. (See Implied volatility)

index options, 370, 510-513, 516

overview, 393-396, 416

pricing and, 33, 38-39

risk management, 446

short call, 126

short put, 142

skew, 407414, 541

splits in, 69-70

trading, delta-neutral, 414-415



