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The risk of loss in trading commodity futures and options can be substantial.
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Back to Basics

Although the bulk of this book is intended for those with knowledge of
futures options trading, I will go over some basic terminology.

Strike price

In options, the strike price is the pre-determined price at which the option
may be exercised. Strike price is also known as the exercise price. Strike is
the price at which an option begins to have a settlement value at expiration.
The strike price is set at the time the option contract originates.

An option is "in-the-money" when the current market price of the underlying
futures contract exceeds the strike price of a call or is below the strike price
of a put. Similarly, an option is "out-of-the-money" when the current market
price of the underlying futures contract exceeds the strike price of a put or is
below the strike price of a call.
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DECEMBER 05 WHEAT - CBOT OPTIONS

10/28/05 days to exp: 28 int. rate: 3.91% calc. imp vol of *: 20.14%
strike last imp vol delta gamma theta-7 vega prem iv-skew
W Z05 317-6

1000-0C 217-6s 200.00 0.04 0.0005 1-3 0-1 217-6

700-0C 0-1s 104.10 0.00 0.0001 0-1 0-0 0-1 +83.96
500-0C 0-1s 64.45 0.01 0.0003 0-1 0-0 0-1 +44.31
480-0C 0-1s 59.38 0.01 0.0004 0-1 0-0 0-1 +39.24
460-0C 0-1s 54.10 0.01 0.0005 0-1 0-0 0-1 +33.96
440-0C 0-1s 48.44 0.01 0.0006 0-1 0-0 0-1 +28.30
430-0C 0-1s 45.46 0.01 0.0006 0-1 0-0 0-1 +25.32
420-0C 0-1s 42.38 0.01 0.0007 0-1 0-0 0-1 +22.24
410-0C 0-1s 39.26 0.01 0.0008 0-1 0-0 0-1 +19.12
400-0C 0-1s 35.94 0.01 0.0010 0-1 0-0 0-1 +15.80
390-0C 0-1s 32.52 0.01 0.0012 0-1 0-0 0-1 +12.38
380-0C 0-1s 29.00 0.01 0.0014 0-1 0-0 0-1 +8.87
370-0C 0-1s 25.24 0.02 0.0018 0-1 0-0 0-1 +5.11
360-0C 0-2s 23.80 0.03 0.0034 0-1 0-1 0-2 +3.67
350-0C 0-5s 23.24 0.07 0.0066 0-3 0-1 0-5 +3.10
340-0C 1-4s 22.80 0.15 0.0115 0-5 0-2 1-4 +2.66
330-0C 2-7s 20.86 0.26 0.0178 0-6 0-2 2-17 +0.72
325-0C 4-2s 20.63 0.36 0.0205 0-7 0-3 4-2 +0.49
320-0C 6-0s 20.12%* 0.46 0.0224 0-7 0-3 6-0 -0.02
310-0C 11-3s 19.75 0.68 0.0204 0-6 0-3 3-5 -0.39
300-0C 18-6s 18.59 0.87 0.0127 0-3 0-2 1-0 -1.55
290-0C 28-0s 19.85 0.95 0.0055 0-1 0-1 0-2 -0.29
700-0P 382-2s 100.00 0.99 0.0001 0-0 0-0 0-0 +79.86
380-0P 62-2s 25.00 0.99 0.0007 0-0 0-0 0-0 +4.86
370-0P 52-3s 28.56 0.97 0.0027 0-1 0-1 0-1 +8.43
360-0P 42-5s 27.05 0.95 0.0044 0-2 0-1 0-3 +6.91
350-0P 33-0s 24.96 0.91 0.0071 0-3 0-1 0-6 +4.82
340-0P 23-6s 23.12 0.84 0.011e6 0-5 0-2 1-4 +2.98
335-0P 19-2s 21.76 0.80 0.0145 0-5 0-2 2-0 +1.62
330-0P 15-1s 20.99 0.73 0.0177 0-6 0-2 2-17 +0.85
325-0P 11-4s 20.70 0.64 0.0204 0-7 0-3 4-2 +0.56
320-0P 8-2s 20.14%* 0.54 0.0223 0-7 0-3 6-0 +0.00
315-0P 5-6s 20.19%* 0.43 0.0220 0-7 0-3 5-6 +0.05
310-0P 3-5s 19.67 0.31 0.0205 0-6 0-3 3-5 -0.47
300-0P 0-7s 17.58 0.11 0.0124 0-3 0-1 0-7 -2.56
290-0p 0-2s 18.77 0.04 0.0049 0-1 0-1 0-2 -1.36
280-0P 0-1s 21.97 0.02 0.0022 0-1 0-0 0-1 +1.83
270-0P 0-1s 27.34 0.01 0.0015 0-1 0-0 0-1 +7.21
260-0P 0-1s 32.81 0.01 0.0011 0-1 0-0 0-1 +12.67
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Futures options can be confusing because some options contracts are priced
differently than their respective underlying futures. There are 32 ticks to a
point in a bond futures contract but 64 ticks to a point in a bond options
contract. A point in both futures and options is $1,000. So, for the futures,
each tick is $31.25 (1000/32). For the options, each tick is worth $15.625
(1000/64). The grains are priced in cents. The futures have 4, %4 cent ticks
for each cent. The options have 8, 1/8 ticks for each cent. So, there are more
ticks in the options than in the futures. Keep this in mind when calculating
profit and loss. Refer to the quotes in the previous 2 pages to see how there
are more ticks in the options markets for these markets compared to their
respective futures markets.

Placing orders
You can buy an option by placing orders like:

Buy 1 December 3.00 Corn call for 10
Buy 1 December Corn 300 call for 15

Your broker will tell you the best way to place the order. You can trade
online as well. You will enter all the necessary information in an order
form. None of this is hard to learn.

Now you know how to place option orders and the terms involved, you can
now learn how to place spread orders. Spread orders are when more than one
option is involved in the trade. A typical spread is a credit or debit spread. A
debit spread is when you buy and sell an option for a debit. In other words,
the option you buy costs more than the option you sell. A credit spread is a
trade in which the option you sell cost more than the option you buy.

Next is an example of a debit spread followed by a credit spread.
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DECEMBER 05 30-YEAR T-BOND - CBOT OPTIONS

10/28/05 days to exp: 28 int. rate: 3.91% calc. imp vol of *: 7.63%
strike last imp vol delta gamma theta-7 vega prem iv-skew
Usz05 111-26

134-00C 0-01ls 25.78 0.01 0.0022 0-01 0-00 0-01 +18.15
130-00C 0-01s 21.88 0.01 0.0029 0-01 0-00 0-01 +14.25
129-00C 0-01ls 21.09 0.01 0.0033 0-01 0-00 0-01 +13.47
128-00C 0-01s 19.92 0.01 0.0034 0-01 0-00 0-01 +12.29
127-00C 0-0ls 18.95 0.01 0.0038 0-01 0-01 0-01 +11.32
126-00C 0-01s 17.97 0.01 0.0043 0-01 0-01 0-01 +10.34
125-00C 0-01s 16.80 0.01 0.0046 0-01 0-01 0-01  +9.17
124-00C 0-01s 15.82 0.01 0.0053 0-01 0-01 0-01  +8.19
123-00C 0-01s 14.84 0.01 0.0062 0-01 0-01 0-01  +7.22
122-00C 0-01s 13.67 0.01 0.0069 0-01 0-01 0-01  +6.04
121-00C 0-01s 12.50 0.01 0.0079 0-01 0-01 0-01  +4.87
120-00C 0-01s 11.33 0.01 0.0093 0-01 0-01 0-01  +3.70
119-00C 0-01s 10.16 0.01 0.0112 0-01 0-01 0-01  +2.53
118-00C 0-01s  8.98 0.02 0.0141 0-01 0-01 0-01  +1.36
117-00C 0-01s  7.81 0.02 0.0187 0-01 0-01 0-01  +0.18
116-00C 0-02s  7.32 0.04 0.0346 0-01 0-02 0-02  -0.30
115-00C 0-06s  7.47 0.09 0.0693 0-03 0-04 0-06 -0.16
0-14s  7.47 0.18 0.1120 0-05 0-05 0-14 -0.16

Q=299 7.50 0.31 0.1513 0-07 0-07 0-29 -0.13

Q-549 7.58* 0.47 0.1690 0-08 0-08 0-54 -0.05

1-27s  7.85* 0.63 0.1541 0-08 0-07 0-39  +0.22

110-00C 2-10s  8.23 0.76 0.1197 0-06 0-06 0-22  +0.60
109-00C 2-63s  8.45 0.86 0.0830 0-04 0-05 0-11  +0.82
108-00C 3-58s  9.08 0.92 0.0537 0-03 0-03 0-06  +1.45
107-00C 4-55s  9.67 0.95 0.0337 0-02 0-02 0-03  +2.04
106-00C 5-53s 10.16 0.97 0.0203 0-01 0-01 0-01  +2.53
105-00C 6-52s  6.25 1.00 0.0003 0-00 0-00 0-00 -1.38
104-00C 7-52s  6.25 1.00 0.0000 0-00 0-00 0-00 -1.38
103-00C 8-52s 12.50 0.99 0.0059 0-00 0-00 0-00  +4.87
101-00C  10-52s 12.50 1.00 0.0013 0-00 0-00 0-00  +4.87
100-00C  11-52s 12.50 1.00 0.0005 0-00 0-00 0-00  +4.87
121-00P 9-12s 12.50 0.99 0.0079 0-00 0-00 0-00  +4.87
120-00P 8-12s  6.25 1.00 0.0001 0-00 0-00 0-00 -1.38
119-00P 7-12s  6.25 1.00 0.0003 0-00 0-00 0-00 -1.38
118-00P 6-12s  6.25 1.00 0.0017 0-00 0-00 0-00 -1.38
117-00P 5-12s  6.25 0.99 0.0068 0-00 0-00 0-00 -1.38
116-00P 4-14s  7.76 0.95 0.0391 0-01 0-02 0-02  +0.14
115-00P 3-18s  7.67 0.90 0.0707 0-03 0-04 0-06  +0.04
114-00P 2-26s  7.54 0.82 0.1118 0-05 0-05 0-14 -0.08
113-00P 1-41s  7.52 0.69 0.1510 0-07 0-07 0-29 -0.11
112-00P 1-02s  7.58*  0.53 0.1690 0-08 0-08 0-54 -0.05
111-00P 0-39s  7.82* 0.36 0.1545 0-08 0-07 0-39  +0.20
110-00P 0-22s  8.17 0.23 0.1201 0-06 0-06 0-22  +0.54
109-00P 0-11s  8.30 0.13 0.0827 0-04 0-05 0-11  +0.67
108-00P 0-06s  8.84 0.08 0.0523 0-03 0-03 0-06  +1.21
107-00P 0-03s  9.18 0.04 0.0306 0-02 0-02 0-03  +1.55
106-00P 0-01s  8.98 0.02 0.0139 0-01 0-01 0-01 +1.36
105-00P 0-01s 10.35 0.01 0.0109 0-01 0-01 0-01  +2.72
104-00P 0-01s 11.72 0.01 0.0088 0-01 0-01 0-01  +4.09
103-00P 0-01s 13.09 0.01 0.0072 0-01 0-01 0-01  +5.46
102-00P 0-01s 14.45 0.01 0.0061 0-01 0-01 0-01  +6.82
101-00P 0-01ls 15.82 0.01 0.0052 0-01 0-01 0-01  +8.19
100-00P 0-01s 17.19 0.01 0.0045 0-01 0-01 0-01  +9.56
99-00P 0-0ls 18.36 0.01 0.0038 0-01 0-00 0-01 +10.73
98-00P 0-01s 19.92 0.01 0.0035 0-01 0-00 0-01 +12.29
97-00P 0-01ls 21.09 0.01 0.0029 0-01 0-00 0-01 +13.47
96-00P 0-01ls 22.66 0.01 0.0027 0-01 0-00 0-01 +15.03
95-00P 0-01s 23.83 0.01 0.0024 0-01 0-00 0-01 +16.20
94-00P 0-01s 25.39 0.01 0.0022 0-01 0-00 0-01 +17.76
93-00P 0-01ls 26.56 0.01 0.0019 0-01 0-00 0-01 +18.93
90-00P 0-01s 30.86 0.00 0.0015 0-01 0-00 0-01 +23.23

You can purchase a 112 call for -54 and sell a
113 call for -29. This is a debit spread since
you are paying more for the option you are
buying than the one you are selling.
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You can purchase a 112 call for -54 and sell a 113 call for -29. This is a debit spread since you are paying more for the option you are buying than the one you are selling.
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JANUARY 06 GOLD - COMEX OPTIONS

10/28/05 days to exp: 60 int. rate: 3.91% calc. imp vol of *: 14.65%
strike last imp vol delta gamma theta-7 vega prem iv-skew
GCGO06 478.6

520.0C  1.90s 17.00  0.12 0.0061 0.378 0.404 1.900 +2.35
510.0C  3.00s 16.49  0.18 0.0081 0.485 0.518 3.000 +1.84
500.0C  4.60s 15.84  0.26 0.0104 0.582 0.632 4.600 +1.19
495.0C  5.70s 15.53  0.31 0.0116 0.623 0.683 5.700  +0.89
490.0C  7.00s 15.18  0.36 0.0127 0.652 0.726  7.000  +0.53
485.0C  8.70s 14.99  0.42 0.0134 0.674 0.757 8.700 +0.34
480.0C  10.60s 14.65* 0.49 0.0139 0.670 0.769 10.600  +0.00
475.0C  13.10s 14.65* 0.56 0.0138 0.660 0.760 9.500  +0.00
470.0C  16.00s 14.71  0.63 0.0131 0.630 0.730 7.400 +0.06
465.0C  19.20s 14.73  0.69 0.0122 0.579 0.679 5.600 +0.08
460.0C  22.80s 14.88  0.75 0.0108 0.519 0.616 4.200  +0.23
455.0C  26.60s 14.90  0.80 0.0094 0.443 0.540 3.000 +0.25
450.0C  30.70s 15.01  0.85 0.0079 0.367 0.461 2.100 +0.36
445.0C  35.00s 15.11  0.88 0.0064 0.292 0.383  1.400 +0.46
440.0C  39.50s 15.31  0.91 0.0051 0.227 0.312 0.900 +0.67
520.0P  43.10s 17.16  0.87 0.0061 0.356 0.409 1.700  +2.52
510.0P  34.20s 16.49  0.82 0.0081 0.462 0.518 2.800 +1.84
500.0P  25.90s 15.89  0.74 0.0104 0.569 0.633 4.500 +1.25
495.0p  22.00s 15.54  0.69 0.0116 0.612 0.684 5.600  +0.89
490.0P  18.40s 15.28  0.63 0.0126 0.649 0.727  7.000  +0.63
485.0P  15.00s 14.91  0.57 0.0135 0.666 0.757 8.600  +0.26
14.66* 0.50 0.0139 0.670 0.769 10.600 +0.01
475 0P 950s 14.61* 0.43 0.0138 0.661 0.760 9.500 -0.03
(7.509) 14.78 0.37 0.0131 0.640 0.730  7.500  +0.13
465.0P ~705 14.75  0.30 0.0121 0.590 0.680 5.700  +0.10
460.0P  4.30s 14.85  0.24 0.0109 0.532 0.615 4.300 +0.20
455.0p  3.10s 14.80  0.19 0.0094 0.455 0.538 3.100 +0.15
450.0p  2.20s 14.83  0.14 0.0079 0.379 0.456 2.200 +0.18
445.0p  1.60s 15.07  0.11 0.0064 0.315 0.381 1.600 +0.42
440.0p  1.10s 15.16  0.08 0.0051 0.248 0.306 1.100 +0.51

You can sell a 480 put for 12 and purchase a
470 put for 7.50. This is a credit spread since
you are paying less for the option you are
buying than the one you are selling.

10/30/2005 5:24 PM


David
485.0P
480.0P
475.0P

David
475.0P
470.0P
465.0P

David
15.00s
12.00s
9.50s

David
9.50s
7.50s
5.70s

David
You can sell a 480 put for 12 and purchase a 470 put for 7.50. This is a credit spread since you are paying less for the option you are buying than the one you are selling.


Introduction

There are many futures options techniques that can be profitable. They can
range from buying and selling options based on volatility to trading ratio
backspreads based on the technical analysis of the underlying futures
market.

One way is to trade spreads that can profit from time decay. You can sell
options which you believe will lose more time value than the options you
buy.

The key is to find techniques that have an advantage when you put the trade
on. What I will discuss are futures options trades that have this advantage.
Trades that have a special quality that you can spot before you enter into it.
You will be able to see what options are “cheaper” or more “expensive”
compared to another option. Not by price or volatility necessarily but by the
price per day. Even though an option might be more expensive than another,
it might be cheaper in terms of volatility or price per day. Keep your eyes
open to things other than the price of the option. Look at the deltas and theta
as well.

Before | explain some techniques to use based on delta and theta, I would
like to define the terms in case you are not familiar with them.

Delta

Delta is the amount by which the option changes compared to the underlying
asset. It 1s a measure of the probability that an option will expire in the
money. Call deltas can be interpreted as the probability that the option will
finish in the money. Put deltas can be interpreted as -1 times the probability
that the option will finish in the money.

An at-the-money option, which has a delta of approximately 0.5, has roughly
a 50/50 chance of ending up "in-the-money". If an at-the-money wheat call
option has a Delta of .5 and if wheat makes a 10-cent move higher, the



premium on the option will increase approximately by 5 cents (.5 x 10 =5),
or $250 (each cent in premium is worth $50).

If you buy an at the money call, you will have a delta of +50.
If you sell an at the money call, you will have a delta of -50.

If you buy an at the money put, you will have a delta of -50.
If you sell an at the money put, you will have a delta of +50.

Basically, the deltas will be determined by where you want the market to go.
Think of it this way: If you sold an at the money call option, where would
you want the market to move to? You would like it to go lower. So, you
would have a delta of -50.

If you look at most at the money options, you will find that they are usually
not at 50. That is because they are not exactly at the money. We still refer to
these as the at the money options because they are the ones that are the
closest to being there. It might have a delta of 47 or 53. Futures contracts
have a delta of +100 for long contracts and -100 for short contracts.

Theta

Theta is defined as the change in the price of an option for a 1-day decrease
in the time left for expiration. At-the-money options have the greatest time
value and the greatest rate of time decay (theta). The further an option goes
"in-the-money" or "out-of-the-money", the smaller is the theta. As volatility
falls, the time value declines and hence theta also declines.

Theta is the rate at which an option loses its value as each day passes.
The inherent assumption is that options are a "wasting asset."

Long options have negative theta

Short options have positive theta

As time passes, the theta of at-the-money options increase, the theta of deep
in-the-money and out-of-the-money options decrease.
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DECEMBER 05 GOLD - COMEX OPTIONS

10/28/05 days to exp: 25 int. rate: 3.91% calc. imp vol of *: 14.56%
strike last imp vol delta gamma theta-7 vega prem iv-skew
GCzZ05 474.8

580.0C  0.10s 31.25  0.01 0.0006 0.080 0.030 0.100 +16.69
570.0C  0.10s 28.86 0.0l 0.0007 0.079 0.032 0.100 +14.30
560.0C  0.10s 26.42  0.01 0.0008 0.078 0.035 0.100 +11.86
550.0C  0.10s 23.88 0.0l 0.0009 0.077 0.037 0.100 +9.32
540.0C  0.10s 21.29  0.01 0.0011 0.077 0.041 0.100 +6.73
530.0C  0.10s 18.60  0.01 0.0014 0.076 0.047 0.100  +4.04
525.0C  0.20s 19.02  0.02 0.0023 0.139 0.075 0.200 +4.46
520.0C  0.30s 18.71  0.03 0.0032 0.196 0.101 0.300 +4.15
515.0C  0.40s 18.01  0.04 0.0042 0.247 0.126 0.400  +3.45
510.0C  0.60s 17.69  0.06 0.0057 0.339 0.166 0.600 +3.13
505.0C  0.90s 17.40  0.09 0.0076 0.458 0.214 0.900 +2.84
500.0C  1.30s 16.96  0.13 0.0098 0.587 0.267 1.300 +2.40
495.0C  1.80s 16.31  0.17 0.0124 0.712 0.322 1.800 +1.76
490.0C  2.60s 15.92  0.23 0.0153 0.863 0.384 2.600 +1.36
485.0C  3.70s 15.50  0.31 0.0182 0.996 0.439  3.700  +0.94
480.0C 5.20s 15.11  0.4Q_ 0.0205 1.084 0.480 5.200 +0.55
14.56% 0.0220 0.494 7.100  +0.00
470.0C  9.80s 14.54* 0.61 0.0211 1.032 0.476 5.000 -0.02
465.0C  13.10s 14.67  0.71 0.0186 0.905 0.426 3.300  +0.11
460.0C  16.80s 14.62  0.80 0.0153 0.708 0.353  2.000 +0.06
455.0C  20.90s 14.50  0.87 0.0115 0.491 0.268 1.100 -0.06
450.0C  25.40s 14.75  0.92 0.0080 0.327 0.195 0.600 +0.19
445.0C  30.10s 15.08  0.95 0.0053 0.203 0.135 0.300  +0.52
440.0C  34.90s 15.19  0.97 0.0032 0.099 0.085 0.100 +0.63
435.0C  39.80s 12.50  0.99 0.0007 0.000 0.000 0.000 -2.06
430.0C  44.80s 12.50  1.00 0.0002 0.000 0.000 0.000 -2.06
425.0C  49.80s 12.50  1.00 0.0001 0.000 0.000 0.000 -2.06
420.0C  54.80s 12.50  1.00 0.0000 0.000 0.000 0.000 -2.06
415.0C  59.80s 12.50  1.00 0.0000 0.000 0.000 0.000 -2.06
410.0C  64.80s 25.00  0.99 0.0010 0.000 0.000 0.000 +10.44
405.0C  69.80s 25.00  0.99 0.0006 0.000 0.000 0.000 +10.44
400.0C  74.80s 25.00  0.99 0.0004 0.000 0.000 0.000 +10.44
395.0C  79.80s 25.00  1.00 0.0002 0.000 0.000 0.000 +10.44
390.0C  84.80s 25.00  1.00 0.0001 0.000 0.000 0.000 +10.44
385.0C  89.80s 25.00  1.00 0.0001 0.000 0.000 0.000 +10.44
580.0P 105.20s 0.00  1.00 0.0000 0.000 0.000 =-0.000

570.0P  95.20s 0.00  1.00 0.0000 0.000 0.000 =-0.000

560.0P  85.20s 0.00  1.00 0.0000 0.000 0.000 =-0.000

550.0P  75.20s 0.00  1.00 0.0000 0.000 0.000 =-0.000

540.0P  65.20s 0.00  1.00 0.0000 0.000 0.000 =-0.000

530.0P  55.30s 21.22  0.97 0.0022 0.101 0.080 0.100 +6.66
525.0P  50.30s 19.51  0.97 0.0025 0.100 0.082 0.100 +4.95
520.0P  45.40s 18.95  0.96 0.0033 0.174 0.105 0.200 +4.39
515.0P  40.50s 18.07  0.95 0.0042 0.220 0.127 0.300 +3.51
510.0P  35.70s 17.65  0.93 0.0057 0.310 0.165 0.500 +3.09
505.0P  31.00s 17.30  0.91 0.0075 0.427 0.212 0.800 +2.74
500.0P  26.40s 16.83  0.87 0.0098 0.557  0.265 1.200  +2.27
495.0P  22.00s 16.49  0.83 0.0124 0.713 0.325 1.800 +1.93
490.0p  17.80s 16.03  0.77 0.0153 0.862 0.385 2.600  +1.47
485.0p  13.90s 15.57  0.69 0.0181  0.994 0.440 3.700  +1.01
480.0P  10.40s 15.14  0.&Q 0.0205 1.083 0.480  5.200  +0.58
14.56* 0.0220 0.494  7.100  +0.00
470.0p  5.00s 14.51* 0.39 0.0212 1.034 0.476 5.000 -0.04
465.0p  3.30s 14.61  0.29 0.0187 0.907 0.426 3.300 +0.05
460.0P  2.00s 14.50  0.20 0.0153 0.709 0.351  2.000 -0.06
455.0p  1.20s 14.67  0.13 0.0115 0.522  0.272 1.200  +0.11
450.0P  0.60s 14.37  0.07 0.0078 0.317 0.186 0.600 =-0.19
445.0p  0.30s 14.39  0.04 0.0049 0.185 0.120 0.300 -0.17
440.0P  0.20s 15.28  0.03 0.0033 0.133 0.087 0.200  +0.72
435.0p  0.10s 15.48  0.01 0.0019 0.073 0.053 0.100  +0.92
430.0P  0.10s 17.24  0.01 0.0016 0.074 0.048 0.100  +2.68
425.0p  0.10s 18.99  0.01 0.0013 0.075 0.044 0.100  +4.44
420.0p  0.10s 20.75 0.0l 0.0011 0.075 0.041 0.100 +6.19
415.0p  0.10s 22.51 0.0l 0.0010 0.076 0.038 0.100 +7.95
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Vol & Ol Stochastic Rel Strength Dir Indicator His Volatility
Con Specs Daily Prices Daily Chart Weekly Chart Monthly Chart
Symbol Open High Low Last Chge Volume Open-Int
GCz5 - 10/28/05 4756 4766 4712 4748 -8 55809 346637
----Trend---- ----Start Date---- ----Start Price--
Bullish 10/27/05 4756
————— Trend ends below—----
4625
—————— Moving Average------ -—-——-—-—----Momentum---------
Day 09 18 40 Day 09 18 40
4708 4731 4673 -18 +55 +283
———————— Stochastic-——-——-——-—-—--—- ---Directional Indicator--
Day 09 14 20 Day 09 14 20
Sto 81.01 60.66 60.66 ADX 21.78 23.58 24.38
sk 69.37 53.92 54.80 -DI 15.96 16.32 16.24
% 56.48 47.13 49.41 +DI 21.18 22.36 23.40
————— Relative Strength---- -—---Historic Volatility----
Day 09 14 20 Day 09 14 20
55.80 56.16 57.02 15.80% 14.09% 12.92%
Date Open High Low Last Chge ----52 Week----
10/28/05 4756 4766 4712 4748 -8
10/27/05 4731 4778 4719 4756 +26 —-——--—- High----
10/26/05 4750 4761 4727 4730 -17 10/12/05 4831
10/25/05 4672 4758 4663 4747 +77 = Low——--—
10/24/05 4684 4708 4652 4670 -21 05/31/05 4210
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Refer to Dec. Gold options on the previous pages.

You will see that I circled the at the money options. Both the call and the put
options have a delta of .50. For every dollar move in the December Gold
Futures, the calls and puts will move 50 cents.

The theta in this example is the same for both the put and the call. Some
charting companies put the theta as the daily decay of the option. The
company | am showing, uses theta-7. This is the time decay for 7 days. So in
one week, the time decay is estimated to be 1.086.



Delta Neutral Trading

Delta neutral trades are trades that consist of more than one contract. It could
consist of futures and options or just options.

Delta neutral trades are trades in which the total delta of all the options is
Zero or close to it.

If you purchased one at the money call and one at the money put, you would
be delta neutral. The call will have +50 deltas and the put will have -50
deltas. The total is zero. This is a very simple delta neutral trade.

An example of a delta neutral trade that floor traders use is to buy 50 futures
contracts and to buy 100 put options. The 50 futures contracts each will have
a delta of 100. The 100 put options will each have a delta of -50. The futures
delta will be 5000 and the put deltas will be -5000.

I will focus on delta neutral trades in this book. I will also be showing you
my theta trades, which for the most part are delta neutral.



Theta Trading

The amount an option loses per day is important to know. Most traders that
teach the buying and selling of options in different months, teach to sell the
front month and buy the far month. This is a calendar spread. This is correct
for many options but not all. I have found that it depends on the strike prices
of the options. More specifically, how far they are from the money. The at
the money close month options are more expensive per day than the at the
money far month. It is best to sell the front month at the money and buy the
far month at the money. For the out of the money strike prices, the reverse is
true. The front months options are cheaper per day than the far months out of
the money options. You have to check to see which strikes will give you the
advantage.

If you look at the options on the next pages, you will see that this price per
day advantage can be seen in the theta as well.

I will list a couple of examples. I am looking at how much an option costs
per day compared to an option from a different month in the same futures
market.
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JANUARY 06 30-YEAR T-BOND - CBOT OPTIONS
int.

10/28/05 days to exp:

ke last imp vol

111-17

122-00C 0-01s
121-00C 0-01s
120-00C 0-01s
119-00C 0-02s
18-00C

117-00C 0-06s
116-00C 0-10s
115-00C 0-18s
114-00C 0-31s
113-00C Q=49

i

0
;

;
:

1TT=00C -47s
110-00C 2-21s
117-00P 5-35s
116-00P 4-39s
115-00P 3-47s
114-00P 2-60s
113-00P 2-15s
112-00P 1-41s

;
:

110-00P 0-51s
109-00P 0-34s
108-00P 0-23s
107-00P 0-15s
106-00P 0-10s

05-00P 0=-06s
04-00P
103-00P 0-03s
102-00P 0-02s

0
@

9.96
9.08
8.30
8.30
7.86
7.91
7.71
7.76
7.86
7.89
8.02*
8.14*
8.37
8.23
7.86
7.81
7.86
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8.03*
8.13*
8.31
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8.84
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10.60
10.94
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rate:

3.91%

gamma theta-7

0.0068
0.0076
0.0090
0.0155
0.0222
0.0356
0.0515
0.0715
0.0907
0.1059
0.1124
0.1100
0.0985
0.0375
0.0522
0.0715
0.0907
0.1054
0.1122
0.1101
0.0991
0.0832
0.0656
0.0497
0.0365
0.0254
0.0179
0.0131
0.0090

0-00
0-00
0-00

g

C)C)?)CJ.

calc.

vega

0-01
0-01
0-01
0-02
0-03
0-04
0-05
0-07
0-09
0-10
0-11
0-11
0-10
0-04
0-05
0-07
0-09
0-10
0-11
0-11
0-10
0-09
0-07
0-06
0-05
0-03
0-03
0-02
0-01

prem

0-01
0-01
0-01
0-02
0-03
0-06
0-10
0-18
0-31
0-49
1-11
1-10
0-51
0-05
0-09
0-17
0-30
0-49
1-11
1-10
0-51
0-34
0-23
0-15
0-10
0-06
0-04
0-03
0-02

http://www.barchart.com/mri/mrusopf6t

imp vol of *:

8.08%

iv-skew

+1.
+1.
+0.
+0.
-0.
-0.
-0.
-0.
-0.
-0.
-0.
+0.
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March T-Bond futures contract closed at 111-17.

You will notice that January options also follow the March futures contract.
Not every option month has an underlying futures. If it does not, it will
follow the next months traded futures.

January T-Bond options have 56 days left until expiration.
March T-Bond options have 119 days left until expiration.

At the money comparison

January T-Bond 112 Call options settled at 1-11.
March T-Bond 112 Call options settled at 1-54.

The March 112 Call is 1.57 times more expensive than
the January 112 Call, but it has 2.13 times more time left.

January T-Bond 111 Put options settled at 1-10.
March T-Bond 111 Put options settled at 1-54.

The March 111 Put is 1.59 times more expensive than
the January 111 Put, but it has 2.13 times more time left.
Out of the money comparison

January T-Bond 118 Call options settled at -03.
March T-Bond 118 Call options settled at -18.

The March 118 Call is 6 times more expensive than
the January 118 Call, but it ONLY has 2.13 times more time left.

January T-Bond 104 Put options settled at -04.
March T-Bond 104 Put options settled at -16.

The March 104 Put is 4 times more expensive than
the January 104 Put, but it ONLY has 2.13 times more time left.



You will notice that in the example above, there are 2 different underlying
futures markets involved. Each options market is following it’s own futures
market. This is fine. Although the prices are not exactly the same, the
markets generally move in the same direction. In this example, the out of the
money options in the front month have another advantage. The strike prices
are a little closer than in the far month options. Only the out of the money
options will be looked at for this scenario.

December U.S. Dollar contract closed at 89.46
March U.S. Dollar contract closed at 89.19

December U.S. Dollar options have 42 days left until expiration.
March U.S. Dollar options have 126 days left until expiration.

Out of the money comparison

December U.S. Dollar 94 Call options settled at .03.
March U.S. Dollar 94 Call options settled at .35.

The March 94 Call is 11.7 times more expensive than
The December 94 Call, but it ONLY has 3 times more time left.

December U.S. Dollar 85 Put options settled at .05.
March U.S. Dollar 84 Put options settled at .29.

The March 84 Put is 5.8 times more expensive than
the December 85 Put, but it ONLY has 3 times more time left.



You can see that what most traders teach about selling the front month and
buying the far month is correct for the at the money options. For the far out
of the money options, you can see that the advantage is to buy the front
month and sell the far month. Look at the price per day of the options as well
as the theta of the options. You can easily see where the advantage is.

If you look at the price for out of the money options, you will notice the out
of the money front month options are not worth much. You have to ask
yourself the following question. If the theta for a Bond option is -1 per week
and the option is only worth -3, then how much will it lose in 8 weeks (56
days). Of course it will not lose -1 every 7 days because it is only worth -3.
That is the most it can lose. Buying cheap options like this are a great way to
cover your self when selling options. Instead of selling options without
protection, cover them with options in a different month.

Here is a supplement from my course that explains the price per day
advantage.



Directional Option Trading

To learn directional trading, you should take a look at a new user friendly
software that provides you with reversal points in the markets. Click below
to find out more:

Price & Time Secrets

When trading options, there might be times when you feel strongly about
trading the direction of the market. You can sell a put option if you think the
market will go higher and cover that put with a put in a closer month. This
will protect the sold option in case of a big move.

If I believe the market is going to go higher, I could put on a credit spread.
Many traders would put on a spread in which they sell a Dec. out of the
money call and then buy one Dec. call even further out of the money. If the
price moves lower, they will profit from the time value disappearing. The
sold option has more to lose. If the market stays the same or even moves a
little higher, they can still profit. As long as the market does not go past the
strike of the sold option. The loss will be the difference between the sold and
purchased options strike minus the credit received. This is a good trade. The
problem is the potential loss.

What I do is use the price per day method. If I believe the market will go
higher, I can sell an out of the money put in a far month and buy an out of
the money put in a closer month for protection. Now if there is a big move
lower, I can actually profit because the time value of both options will lose
more and more when they are in the money. The downside is that [ have to
watch the front month options expiration. I don’t want to be left with only a
sold option. I will exit the trade when the front month expires. The worst
case is if the underlying futures slowly moves higher. I want a big move
lower, a big move higher, or I want the market to stay steady so the sold
option will lose more per day.

Below is an example with quotes and charts of 10 Year Note options. If
feel that the market will go higher, I could sell a March 10 Year Notes 106
put option. I can cover (protect) the option with a Dec. 10 Year Notes 106
put option.



Ratio Backspreads

Another delta neutral trade is a ratio back spread. An example of this trade
would be to sell an option that is at the money and buy a greater number of
out of the money options. You might sell one call option at the money (delta
-50) and buy 2 call options out of the money (delta +25 each). You would be
delta neutral. You would want to put this on for a credit or at even. You can
also put it on for a debit but then you would care a little about market
direction.

If you put it on for a credit or even money and the market was lower at
expiration of the options, you would break even or earn a small credit. If you
put it on for a debit, you would lose the debit amount if the market was
lower at expiration of the options. In either case, if the market went sharply
higher, you have a chance for unlimited profit, because you have purchased
more options than you sold.

Most traders teach that ratio back spreads should be done in the far months
only. This is because you have more time to be correct with a big move. The
problem that I have found is that you are giving up too much for the time
advantage. The options you buy out of the money are not priced at an
advantage compared to the ones at the money.

You can also see that in order to have a lot of time left in the trade, the
difference in strike prices between the option you sell and the options you
buy is too much. It will take a bigger move before you have unlimited profit
potential.

If you are expecting a big move, think differently than the norm and start to
look at options that have 20 - 40 days left. The options you buy compared to
the options you sell, should be priced better. Everything is in relation to
something else.

I go over this more in my main options course. So the next time you hear
someone recommending the same old ratio back spreads, take a look at the
different months to see where the real advantage is.



Final Word

As you can see, you can trade options to profit from time decay or trade
them to profit from a big move in the underlying futures. There is not one
perfect trade for every situation. At least I do not know of it. What I do
know is that you need to have an advantage in the market.

In my course, I go over these trades in more detail. [ have recently added
video to the options package. Basic, Intermediate and Advanced techniques
are covered in the videos. The videos are in addition to the main Option
Secrets book, Q&A book, Supplements, Audio files, Software and a one
year subscription to my Newsletter. To learn more about these techniques
and how to trade futures options, please click below:

Futures Options Secrets

If you are interested at all in directional trading, then you should take a look
at the Price and Time software mentioned previously. All you need to do is
enter the prices and dates from previous highs and lows and the software
will give you potential turning points in the markets. It is very simple. If |
were asked “what are the best technical analysis techniques”, I would say
they are Fibonacci and Gann. Click below to learn how to get this software
that will help you easily spot potential turning points. You can also sign up
for a Free 7 day e-mail course.

Price & Time Secrets





