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A

The Abolition of Man, 43
assignment, early, 188–190
at-the-money, 73
automatic system, 2

B

backup plan, horizontal spreads as,
179

base after pullback, 154–156
basing channels, 78–80
bear call spread, 166–168
bear put spread, 139
bearish moving average crossover,

142–144
bell curve, 28–30
beta weighting, 41
Bollinger Band

breakout, 126–129
squeeze, 127
tightening, 214–215

bottom shadow, 21
break-even

cash-secured puts, 150
straddles, 122–123
strangles, 124

bull call spread, 135
bull flag, 98–99
butterfly spreads

about, 208–210
applying, 213–215
using, 210–212
managing, 212–213

buy-write, 70

C

calendar stop, 64–66
candidates, horizontal spreads,

178–179
candle body, 21–22
candle pattern, 20–23
candlestick chart construction, 20–22
capital requirements, cash-secured

puts, 152
cash settlement, physical delivery

versus, 199–200
cash-secured puts

about, 145–147
applying, 153–157
managing, 149–153
using, 147–149

channels, 77–78
basing, 78–80

Chesterton, G. K., 51
closing price, 13
closing with a loss

straddles, 123–124
strangles, 125

closing with a profit
straddles, 123
strangles, 125

collars, 110–111
composite trend score, 26
composite volatility score, 41–42
concentration, 56–57
contract size and cost, 203
contract size, index options, 198–199
covered calls

about, 68–70
applying, 76–80
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covered calls (Continued )
managing, 71–76
using, 70–71

credit spreads
about, 160
applying, 168–170
managing, 162–168
using, 160–162

D

debit spreads
about, 132–135
applying, 141–144
managing, 136–141
using, 135–136

Dell, 152–153
delta analysis

covered calls, 75
diagonal spreads, 186
horizontal spreads, 176–177
long puts, 106–107
speculative puts, 109

Deming, W. Edwards, 1
detachment, emotional, 203
diagonal spreads

about, 184–190
applying, 193–196
managing, 191–193
using, 190–191

dispersion, 31–32
dividends and the put seller, 151–152
double top reversal, 113
double top, long puts, 112–114
Dow Jones Industrial Average, 12, 17,

36

E

early assignment, 188–190
EMA. See exponential moving average
emotion, risk management and, 44–45
emotional detachment, 203
ETF. See exchange-traded fund
exchange-traded fund, 145, 190
exit price, 49–50
exit strategy, cash-secured puts,

150–151

expected market volatility, 39–41
expiration, 201–202

closing the spread before, 186–187
no-man’s land, 138–139, 163

exponential moving average, 25

F

Fibonacci retracement, 96–98
final settlement, 202
fixed stop, 63–64
follow-through, gaps with, 168–170
Fooled by Randomness: The Hidden

Role of Change in Life and in the

Market, 53
fundamental analysis, technical

analysis versus, 4–7
fundamentals, 203

G

gap risk, reduced, 203
gaps with follow-through, 168–170
Gauss, Johann Carl Friedrich, 28

H

Hamilton, Laird, 9
hedging, 153
historical market volatility, 34–38
historical market volatility score, 38
historical stock volatility, 39
horizontal spreads

about, 173–175
applying, 179–181
as backup plan, 179
managing, 176–179
using, 175–176

I

in-the-money, 72–74
index options

about, 198–203
executing, 204–205
using, 204

intuition, 2–3
iron condors

about, 218
applying, 223–226
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managing, 221–223
steps to, 222–223
using, 218–221

K

Kahneman, Daniel, 45

L

LEAPS. See long-term equity
anticipation securities

Lewis, C. S., 43
limit, market stop versus, 63
liquidity, 202–203
Little League story, Shawn,

132–133
location, 30–31
long calls

about, 81–84
applying, 95–99
managing, 91–92
using, 85–91

long puts
about, 101–102
applying, 111–115
managing, 104–107
using, 102–104

long-term average above short-term
average, 16

long-term equity anticipation
securities, 52, 92–95

long-term moving average, 14
loss

closing with, 123–125
taking, 186–187

M

MACD. See moving average
convergence/divergence

managing risk, 54–63
market indexes, market sentiment,

11–13
market sentiment, 11–19
market sentiment score, 19
market volatility, expected,

39–41
Marshall, Jim, 1

maximum gain
straddles, 123
strangles, 125

maximum loss
cash-secured puts, 150
straddles, 123
strangles, 124

maximum profit, cash-secured puts,
150

Minnesota Vikings, 1
moving average

convergence/divergence,
194–196

N

Nasdaq 100, 12, 18, 37
no-man’s land, expiration in, 138–139,

163
Nudge: Improving Decisions About

Health, Wealth, and Happiness, 2

O

OBV. See on-balance volume
on-balance volume, 24–25
options style, 200–201
options, adjusting position size for,

61–63
out-the-money, 73–74

P

physical delivery, cash settlement
versus, 199–200

position size
adjusting for options, 61–63
calculating, 60–61

position sizing, 57–63
post-earnings lull, 180–181
probability, adjusting spread for,

139–141
profit target, 48–49
profit

closing with, 123, 125
taking, 186

protective put, 103
pullback, base after, 154–156
put seller, dividends and, 151–152
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R

range-bound index chart, 219
rate of return, cash-secured puts,

149–150
real estate story, Shawn, 171–172,

183–184
reflective system, 2
representative market indexes, market

sentiment, 11–13
reward, risk versus, 55–56
Rhoads, Russell, 40
risk amount, determining, 57–58
risk management success, keys to,

44–54
risk management

dynamics of, 51–52
emotion and, 44–45
negotiability of, 54
probability and, 52–53
stock selection and, 50–51
technical analysis and, 47–50
trading and, 45–47

risk per share, determining, 58–60
risk

managing, 54–63
reward versus, 55–56

role reversal support, 156–157
roll down, 188
roll out, 75
roll out

horizontal spreads, 177–178
roll up, 75–76, 187
rolling the spread, 187–188
rolling up and out, 188
Russell 2000, 13, 18, 38

S

S&P 500, 12, 18–18, 37
S&P MidCap 400, 12, 18, 37–38
San Francisco 49ers, 1
score

composite trend, 26
historical market volatility, 38

scoring guide
closing price, 14–16
expected market volatility, 40–41
historical market volatility, 35–36

scoring metric
candle pattern, 22–23
expected market volatility, 39–40
historical market volatility, 35
market sentiment, 13–14

scoring template
candle pattern, 23
expected market volatility, 41
historical market volatility, 36–38
historical stock volatility, 39
market sentiment, 17–19
stock sentiment, 19
volume, 25–26

Sharpe, William F., 165
Shawn

Little League story, 132–133
real estate story, 171–172, 183–184

Shewart, Walter A., 27
short-term average above long-term

average, 15
short-term moving average, 13–14
speculative puts, 107–110
spread

adjusting for probability, 139–141
closing before expiration, 186–187
rolling, 187–188

standard deviation, 33–34
Statistical Method from the

Viewpoint of Quality Control,
27

stock replacement strategy, long-term
equity anticipation securities as,
93–95

stock selection, risk management and,
50–51

stock sentiment, 19
stops, setting, 63–66
straddles

about, 118–119
applying, 125–129
managing, 122–124
using, 119–122

strangles
about, 118–119
applying, 125–129
using, 124–125

strike intervals, 203
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strike selection, 120–121
Sunstein, Cass, 2

T

Taleb, Nassim Nicholas, 53
technical analysis

fundamental analysis versus, 4–7
risk management and, 47–50
role of, 3–8

Thaler, Richard, 2
theta analysis

covered calls, 74–75
diagonal spreads, 186
horizontal spreads, 176
long puts, 107
speculative puts, 110

three dimensions, trading in, 163–166
top shadow, 20–21
trade, reason for entering, 48

traders’ ages, 28–30
trading hours, 202–203
trading in three dimensions, 163–166
trading plan, horizontal spreads, 177
Trading VIX Derivatives: Trading

and Hedging Strategies Using

VIX Futures, Options, and

Exchange Traded Notes, 40
trading, risk management and, 45–47
trailing protection, 114–115
trailing stop, 64
trend-scoring system, 10–26
Tversky, Amos, 45

V

volatility, 28–34
volatility effect, 121–122
volatility scoring system, 34–42
volume, 24–26
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