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Adjustment strategies. See also

specific trades

basics of, 100–104
planning for, 10–11
SCORE and, 24–25

Art of War, The (Sun Tzu), 14
At-the-money (ATM) options

defined, 30
Theta and, 40–41

Barings Bank, 5
Bear call spread:

basic strategy, 77
bull put spread and, 340
rolling long call into, 271–272

Bear put/bull call spread, 317–339
convert to butterfly, 336–339
convert to ratio spread, 323–336
protective puts/protective calls,

318–323
Bear put spread:

basic strategy, 78
rolling long put into, stock moves

higher, 295–297
rolling long put into, stock moves

lower, 294–295
rolling put calendar spread into,

347
Bear put spread, long stock, 114–115

rolling from protective put into,
116–118

rolling to protective put from,
118–120

Black-Scholes option-pricing model.
See Option pricing

Breakeven points:
calculating before trading, 4
risk management and, 11

Bull call/bear put spread, 317–339
convert to butterfly, 336–339
convert to ratio spread, 323–336
protective puts/protective calls,

318–323
Bull call spread:

basic strategy, 75–76
rolling long call into, stock moves

lower/call repair, 269–270
rolling long call into, stock moves

higher, 267–269
Bull put spread:

basic strategy, 76–77
bear call spread and, 340
rolling long put into, 297–298

Business, treating trading as,
16–21

Butterfly. See also Iron butterfly
converting bear call spread to,

338–339
converting bull call spread to,

337–338
converting spread to, 336–337
long butterfly, advances strategies,

86–87
long butterfly to long condor,

348–351

Calendar spread, 340–351
call calendar spread, 341–345
put calendar spread, 345–348
rolling long call into, 276–278
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Calendar straddle, long straddle,
359–361

Calendar strangle:
converting call calendar spread to,

355–345
long strangle, 367
rolling put calendar spread into, 348

Call calendar spread:
converting to calendar strangle,

344–345
rolling into bull call spread, stock

moves higher, 341–342
rolling into diagonal ratio spread,

stock moves higher, 342–343
rolling into lower strike bull call

spread, 343–344
Call calendar spread, long stock,

193–200
opening position, 195–196
stock moves higher, 196–200

Call ratio backspread, advanced
strategy, 84–85

Call ratio spread, advanced strategy,
82–83

Call ratio spread, long stock, 179–193
opening position, 182–186
stock moves higher, 186–191
stock moves lower, stock repair,

191–193
Call repair strategy, long call, stock

moves lower, 281–285
Call replacement, long call, 264–267
Call replacement, long stock, 120–123

protective put versus, 123
stock moves higher, 121–122
stock moves lower, 122–123

Calls and puts, 259–260
long calls, 260–285
long puts, 288–311
short calls, 285–288
short puts, 311–315
synthetic, 68–71

Collars, long stock, 134–139
opening position, regular collar,

134–136
stock moves higher, profit collar,

137–139

Combinations:
long straddle, 353–365
long strangle, 365–368
short straddle, 368–373
short strangle, 373–374

Covered calls, selling against long
stock, 123–134

in-the-money calls, 128–131
scaling-out strategy, 132–134
stock moves higher, 125–127
strike selection, 127–128
time to expiration, 131–132

Covered puts, short stock, 228–234
stock moves lower, 229–234

Deep-in-the money options,
Delta/Gamma, 46–49

Delta/Gamma, 43–49
deep-in-the money options, 46–49
spread trades, 91–92
Valuable Derivative Traders

Programs, 96–97
Diversification, trade management

and, 15–16
Dividends, option pricing, 33

Emotions, controlling of, 21
Exit strategy:

gains and, 9–11, 26–27
losses and, 6–9, 26–27

Flexibility, trade management and,
15–16

Greeks:
basic strategies, 71–74
Delta/Gamma, 43–49
implied volatility (Vega), 49–65
risk management and, 34
spread, advanced, 82–90
spread and combinations, basic,

75–82
spread trades, 90–93
synthetic positions, 65–71
time decay (Theta), 34–42
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trade adjustments, 100–104
Valuable Derivative Traders

Programs, 93–100
Growth phase, of trading “business,”

19–20

Implied volatility (Vega), 49–65
early assignment, 63–65
General Principles of, 57–59
spread trades, 92–93
strategy choice and, 23
Valuable Derivative Traders

Programs, 94–96
ING, 5
Interest rates, option pricing, 33
In-the-money (ITM) calls, 128–131
In-the-money (ITM) options:

defined, 30
Delta/Gamma and, 43–46
Theta and, 39

Intrinsic value, 30–31
Iron butterfly:

diagonal, long straddle, 363
diagonal, long strangle, 365–366
partial, 363–365
rolling long straddle into, 361–362
rolling short straddle into, 371–373

Journal, of trading history, 25, 26, 27

Leeson, Nick, 5
Long butterfly, advanced strategy,

86–87
Long calendar spread, advanced

strategy, 88–89
Long call, 260–285

basic strategies, 71–72
call repair strategy, stock moves

lower, 281–285
call replacement, 264–267
long call/long put adjustments, long

strangle, 367–368
protective put, stock moves lower,

262–264
protective put, stocks moves higher,

260–262
rolling into bear call spread, 271–272

rolling into bull call spread, stock
moves higher, 267–269

rolling into bull call spread, stock
moves lower/call repair, 269–270

rolling into calendar spread, 276–278
rolling into ratio spread, 278–281
rolling into synthetic straddle,

274–276
short stock, 272–274

Long condor, long butterfly to, 348–350
Long put, 210–212, 288–311

basic strategies, 73–74
long stock/synthetic straddle,

298–302
protective call, stock moves higher,

290–292
protective call, stock moves lower,

288–290
put calendar spread, 302–305
put ratio spread, stock moves

higher, 308–311
put ratio spread, stock moves lower,

305–308
put replacement therapy, 292–294
rolling into bear put spread, stock

moves higher, 295–297
rolling into bear put spread, stock

moves lower, 294–295
rolling into bull put spread, 297–298

Long stock, 105–200
basics of, 105–106
bear put spread, 114–120
call calendar spread, 193–200
call ratio spread, 179–193
call replacement, 120–123
collars, 134–139
protective puts, 106–120
ratio write, 139–156
sell covered calls, 123–134
short straddle/short strangle,

156–179
synthetic, 66–67

Long straddle, 353–365
basic strategy, 78–79
calendar straddle, 359–361
diagonal iron butterfly, 363
long call/long put adjustments, 365
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Long straddle (Continued )
modified straps/strips, 357–359
partial iron butterfly, 363–365
rolling into iron butterfly, 361–362
straps/strips, 354–356

Long strangle:
basic strategy, 79–80, 365
calendar strangle, 367
diagonal iron butterfly, 365–366
long call/long put adjustments,

367–368
Long-term Equity Anticipation

Securities (LEAPS), 46–49
Losses:

exit strategies, 6–9, 26–27
not taking personally, 21

Margin requirements, short positions,
201–203

Mature phase, of trading “business,” 20
Modified straps/strips, long straddle,

357–359
“Moneyness,” 30–31

Naked options, 4–5, 259, 287–288

Option pricing, 31–33
dividends, 33
interest rates, 33
stock price, 31–32
strike price, 32
time to expiration, 32–33
volatility, 33

Options, importance of understanding
mechanics of, 17–18

Option value, 30–31
Out-of-the-money (OTM) options:

defined, 30
Delta/Gamma and, 43–46
Theta and, 39–40, 42

Portfolio, developing theme of, 14–15
Pretrade planning, 24–25
Profit:

exit strategies and, 9–11, 26–27
time required to realize, 5–6

Protective call, long put:
stock moves higher, 290–292
stock moves lower, 288–290

Protective call, short stock,
203–223

opening position, protective call,
203–208

opening position, protective call
spread, 208–210

put replacement versus, 227–228
rolling between protective calls

and protective call spread,
219–221

short stock + protective call + long
put, 210–212

stock moves higher, 221–223
stock moves lower, protective call,

212–214
stock moves lower, protective call

spread, 215–219
Protective put, long call:

stock moves higher, 260–262
stock moves lower, 262–264

Protective put, long stock, 106–120
bear put spread, 114–115
call replacement versus, 123
rolling from, into bear put spread,

116–118
rolling to, from bear put spread,

118–120
stock moves higher, 109–111
stock moves lower, 111–114

Protective puts/protective calls:
bear put spread, protective call,

321–322
bear put spread, protective call

spread, 322–323
bull call spread, protective put,

318–320
bull call spread, protective put

spread, 320–321
Put calendar spread, 345–348

long put, 302–305
rolling into bear put spread, stock

moves lower, 345
rolling into calendar strangle, 348
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rolling into diagonal ratio spread,
stock moves lower, 345–347

rolling into higher strike bear put
spread, 347

Put ratio backspread, advanced
strategy, 85–86

Put ratio spread:
advanced strategy, 83–84
long put, stock moves higher,

308–311
long put, stock moves lower,

305–308
Put ratio spread, short stock, 250–258

opening position, 250–253
stock moves higher, short repair

strategy, 256–258
stock moves lower, 253–256

Put ratio write, short stock, 239–250
opening position, 240–243
stock moves lower, regular ratio

write, 243–248
stock moves lower, variable strike

ratio write, 248–250
Put replacement, short stock, 223–228

protective call versus, 227–228
stock moves higher, 226–227
stock moves lower, 224–226

Put replacement therapy, long put,
292–294

Ratio spread:
converting bear put spread to, stock

moves higher, 332–336
converting bear put spread to, stock

moves lower, 330–332
converting bull call spread to, stock

moves higher, 323–326
converting bull call spread to, stock

moves lower, 326–330
put calendar spread, rolling into,

345–347
rolling long call into, 278–281

Ratio write, long stock, 139–156
opening position, 140–143
stock moves higher, regular ratio

write, 143–149

stock moves higher, variable strike
ratio write, 149–153

stock moves lower, ratio
write/variable strike ratio write,
153–156

Reward. See Profit
Risk management, 1–2

exit strategies and, 6–9, 26–27
philosophy of risk and, 2–5
SCORE and, 24–25
time required to realize rewards, 5–6

Risk/reward concept, 3–5
“Roll up and out” strategy, naked calls,

287–288

Scaling out strategy, covered calls,
132–134

SCORE, 21–27
Select the Investment, 22–23
Choose the Best Strategy, 23–24
Open the Trade with a Plan, 24–25
Remember Your Plan and Stick to It,

26
Exit Your Trade, 26–27

Self-assessment, of trading theme,
goals, and style, 11–14

Sell covered calls, long stock, 123–134
in-the-money calls, 128–131
scaling-out strategy, 132–134
stock moves higher, 125–127
strike selection, 127–128
time to expiration, 131–132

Short butterfly, advanced strategy,
87–88

Short calendar spread, advanced
strategy, 89–90

Short call, 72–73, 285–288
Short collar/short stock, 234–239

opening position, regular collar,
235–237

stock moves lower, profit collar,
237–239

Short put, 74, 311–315
Short stock, 201–258

basics of, 201–203
covered puts, 228–234
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Short stock (Continued )
long call, 272–274
protective call, 203–223
put ratio spread, 250–258
put ratio write, 239–250
put replacement, 223–228
short collars, 234–239
synthetic, 67–68

Short straddle, 368–371
rolling into iron butterfly, 371–373

Short straddle/short strangle, long
stock, 156–179

opening position, short straddle,
156–160

opening position, short strangle,
160–162

stock moves higher, short straddle,
163–168

stock moves higher, short strangle,
168–172

stock moves lower, short
straddle/stock repair, 172–176

stock moves lower, short strangle,
176–179

Short strangle, 81–82, 373–374. See

also Short straddle/short strangle,
long stock

Spreads, advanced:
call ratio backspread, 84–85
call ratio spread, 82–83
long butterfly, 86–87
long calendar spread, 88–89
put ratio backspread, 85–86
put ratio spread, 83–84
short butterfly, 87–88
short calendar spread, 89–90

Spreads, basic:
bear call, 77
bear put, 78
bull call, 75–76
bull put, 76–77
long straddle, 78–79
long strangle, 79–80
short straddle, 80–81
short strangle, 81–82

Spread, Greeks and, 90–93

Start-up phase, of trading “business,”
16–19

Stock price, option pricing, 31–32
Stock selection, 22–23
Straps/strips, long straddle, 354–356
Strategies, basic:

long call, 71–72
long put, 73–74
short call, 72–73
short put, 74

Strike price, option pricing, 32
Strike selection, selling covered calls,

127–128
Sun Tzu, 14
Synthetic positions, 65–71

call replacement, 68–70
long stock, 66–67
put, 70–71
short stock, 67–68
summarized, 71

Synthetic straddle:
long put/long stock, 298–302
rolling long call into, 274–276

Themes, developing of trading, 11–16
Theta (time decay), 34–42

trading lessons of, 41–42
Valuable Derivative Traders

Programs, 97–99
Time decay (Theta), 34–42

trading lessons of, 41–42
Valuable Derivative Traders

Programs, 97–99
Time to expiration:

covered calls, 131–132
exit strategies, 9
option pricing, 32–33
strategy choice, 24

Time value, 30–31
Tools, 29–104

basic strategies, 71–74
Delta/Gamma, 43–49
Greeks and risk management, 34
Greeks and spread trades, 90–93
implied volatility (Vega), 49–65
option pricing, 31–33
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option value, 30–31
spreads, advanced, 82–90
spreads and combinations, basic,

75–82
synthetic positions, 65–71
time decay (Theta), 34–42
trade adjustments, 100–104
Valuable Derivative Traders

Programs, 93–100
Trade management, 1–2

diversification and flexibility,
15–16

portfolio theme, 14–15
SCORE and, 24–25
trading theme, 11–14
treating trading as business, 16–21

“Unlimited risk,” 5

Valuable Derivative Traders Programs,
93–100

Delta and strike selection, 96–97
Theta and, 97–99
using of, 99–100
Vega and, 94–96

Variable strike ratio write, long stock:
stock moves higher, 149–153
stock moves lower, 153–156

Vega (implied volatility), 49–65
early assignment, 63–65
General Principles of, 57–59
spread trades, 92–93
strategy choice and, 23
Valuable Derivative Traders

Programs, 94–96
Volatility, option pricing, 33. See also

Implied volatility (Vega)
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