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Opportunities in Up
and Down markets

Whether you are looking to go long in the gold market or short the S&P 500, futures
allow traders to access markets when and where they want, responding to changing
conditions regardiess of market direction. In addition, futures trading combines fast
execution and accurate reporting to trade effectively in volatile economic times

Diversify the products you trade. Express your true market opinion using contracts
covering all major asset classes. When you include leverage, hedging opportunities,

and tax benefits, it's easy to see why sophisticated traders utilize futures contracts
to maximize profit potential and help reduce risk associated with trading

Explore more at tda.futuresnewstoday.com

How the world advances
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thinkorswim

Bring out the option trading
machine in you.

Stay on top of the option market with thinkorswim® platform tools.

You eat iron condors for breakfast. You straddle the market like it’s nobody’s business. When it comes to option trading, you think
you know it all, right? Think again. There’s a world of option opportunity out there. And we keep bringing you the innovative tools
to help take it on. Slice and dice data like never before with option statistics. Scan thousands of optionable stocks in seconds with
dynamic scanning. It’s no wonder why Barron’s named us among the “Best for Options Traders” five years in a row.”

E Ameritrade Learn more at tdameritrade.com/options

Market volatility, volume, and system availability may delay account access and trade executions.

Options are not suitable for all investors as the special risks inherent to option trading may expose investors to potentially rapid and substantial losses. Option trading privileges subject to TD Ameritrade
review and approval. Before trading options, carefully read the previously provided copy of the options disclosure document: Characteristics and Risks of Standardized Options. See our website or
contact us at 800-669-3900 for additional copies.

*TD Ameritrade was among the firms listed in the category of “Best for Options Traders” in Barron’s Online Broker Review for five years in a row (2009-2013). Barron’s is a trademark of Dow Jones, L.P.
All rights reserved. Reprinted with permission.

TD Ameritrade, Inc., member FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. © 2013 TD Ameritrade IP Company, Inc.
All rights reserved. Used with permission.
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Theinvesting paradigm has
changed. Fundamental analy-
sisis stillimportant as ever,
but neglecting probability and
volatility in today's market can
put you behind the curve.
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« BRING THIS
PAGE
TO LIFE

WITH THE FREE
AURASMA APP

TD Ameritrade Mobile Trader is the app that’s powerful enough

to do it all. Trade equities, multi-leg options, exchange-traded
funds (ETFs), futures, and forex. Plus, get research and market

analysis no matter where you are.

Ameritrade

Market volatility, volume, and system availability may delay account access and
trade executions.

Access to real-time market data is conditioned on acceptance of the exchange
agreements. Professional access differs and subscription fees may apply. For details, see
our Professional Rates and Fees listing.

The risk of loss in trading securities, options, futures, and forex can be substantial. Clients
must consider all relevant risk factors, including their own personal financial situation,
before trading. Option, futures, and/or forex trading privileges subject to TD Ameritrade
review and approval. Not all account owners will qualify. Futures and forex accounts are not
protected by the Securities Investor Protection Corporation (SIPC).

Multiple-leg option transactions, such as iron condors, will incur contract fees on each leg.

Download Aurasma from the app
store on your device—and hold
your phone up to the image on this
page for an interactive experience.

Learn more at

Third-party research and tools are obtained from companies not affiliated with
TD Ameritrade, and are provided for informational purposes only. While the information
is deemed reliable, TD Ameritrade does not guarantee its accuracy, completeness,
or suitability for any purpose, and makes no warranties with respect to the results to
be obtained from its use. Please consult other sources of information and consider
your individual financial position and goals before making an independent investment
decision. Past performance does not guarantee future results.

TD Ameritrade, Inc., member FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly
owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. © 2013
TD Ameritrade IP Company, Inc. All rights reserved. Used with permission.
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thinkorswim Support:

800-672-2098
thinkorswim@tdameritrade.com

Platform Feedback:
thinkorswimfeedback@tdameritrade.com
Tech Support:
thinkorswimtechsupport@tdameritrade.com
paperMoney Support:
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For all other inquiries:
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Trading
Backwards

There are two camps in the
stock market today—
investors and traders. And
while the differences
between them has been
better summed up in vol-
umes of books on the sub-
ject, it’s really the style that
separates the two.
Investors tend to be more
risk averse, and “in it” for
the long haul. While
traders are looking to make
a quick buck on a short-
term move using market
momentum as a guide.

But readers already
know this. After all, just by
receiving this, you're likely
a very active trader. So
moving past the mundane
finance lesson, the point is
that investors can be
traders, and traders can be
investors. However, as the
investing paradigm shifts,
and the markets become
more short-term obsessed,
the lines have become
blurred as to which disci-
pline you might use to
uncover investment

ideas—i.e. PE ratios and
dividend yields, or proba-
bilities and volatility. The
answer—perhaps both.

Doing your due dili-
gence to unearth your next
hidden gem doesn’t stop at
fundamental analysis. If
you’re skipping over the
things you’ve learned as a
trader—i.e., probabilities
and volatility analysis—
you’re missing out on
some valuable informa-
tion. Our cover feature,
“You're Not an Investor
Anymore,” on page 10,
helps break down where
you can go to blend it all,
right on the thinkorswim®
trading platform.

And while we’re look-
ing through the active
investor lens for a
moment, you might want
to think about dusting off
the ‘ol covered call strategy
and rethinking why it may
not just be for retirement
accounts and conservative
investors. Traders can ben-
efit as well. On page 18,
you’ll find strategy enlight-
enment in “The Truth

Got Feedback?
Talk tous about
thinkMoney! Take our
survey and you'll qualify for
infinite brownie paints.
tdameritrade.com/
tmsurvey or write to

us at thinkmoney@
tdameritrade.com

About Covered Calls.”
And finally, if you’ve
ever thought about creat-
ing your own tool on
thinkorswim before the
developers beat you to it,
you ought to learn about
scripting in this issue’s
special focus on page 34.
As they say, if you can
dream it, you can build it.
Give it a whirl and share
your ideas with us if you
create your own tool you
just can’t live without.
Who knows. It just might
end up on the platform!

Happy Trading!
TD Ameritrade
Trader Group

If you're an astute proponent of the Black-Scholes pricing model, then
you may have noticed an error in the "d2” formula on page 20 of "It's
the Math, Stupid” in the Fall 2013 issue of thinkMoney. The image
below is the correct version. Fortunately, this error doesn't affect the

lessons contained in the article.
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e The information presented in this publication does not
consider your personal investment objectives or financial
situation, therefore, this publication does not make per-
sonalized recommendations. This information should
not be construed as an offer to sell or a solicitation to buy
any security. The investment strategies or the securities
may not be suitable for you. Any and all opinions
expressed in this publication are subject to change with-
out notice.

e Options transactions involve complex tax considera-
tions that should be carefully reviewed prior to entering
into any transaction.

e The risk of loss in trading securities, options, futures
and forex can be substantial. Clients must consider all
relevant risk factors, including their own personal finan-
cial situations, before trading. Options involve risk and
are not suitable for all investors. See the Options Disclo-
sure Document: Characteristics and Risks of Standard-
ized Options. A copy accompanies this magazine if you
have not previously received one. Additional copies can
be obtained at tdameritrade.com or by contacting us.

e Trading foreign exchange on margin carries a high level
of risk, as well as its own unique risk factors. Before con-
sidering trading this product, please read the Forex Risk
Disclosure, available at http://www.nfa.futures.org
/NFA-investor-information/publication-library/forex. pdf.
e A forex dealer can be compensated via commission
and/or spread on forex trades. TD Ameritrade is subse-
quently compensated by the forex dealer.

e Futures and forex accounts are not protected by the
Securities Investor Protection Corporation (SIPC).

TD Ameritrade, Inc. Member SIPC FINRA NFA

TD Ameritrade is a trademark jointly owned by

TD Ameritrade IP Company, Inc. and The
Toronto-Dominion Bank. ©2014 TD Ameritrade IP
Company, Inc. All rights reserved. Used with permis-
sion. Product and company names mentioned herein
may be trademarks and/or registered trademarks of
their respective companies.

e Neither Investools® nor
its educational sub-
sidiaries nor any of their
respective officers, person-
nel, representatives,
agents or independent
contractors are, in such
capacities, licensed finan-
cial advisors, registered
investment advisors or
registered broker/dealers.
Neither Investools nor
such educational sub-
sidiaries provide invest-
ment or financial advice
or make investment rec-
ommendations, nor are
they in the business of
transacting trades, nor do

they direct client futures
accounts nor give futures
trading advice tailored to
any particula r client’s sit-
uation. Nothing contained
in this communication
constitutes a solicitation,
recommendation, promo-
tion, endorsement or offer
by Investools or

others described herein,
of any particular security,
transaction, or invest-
ment. Investools Inc.

and TD Ameritrade, Inc.
are separate but affiliated
companies that are not
responsible for each
other’s services or policies.

Transaction costs (com-
missions and other fees)
are important factors and
should be considered
when evaluating any
options trade. For sim-

plicity, the examples in
these articles do not
include transaction costs.
At TD Ameritrade, the
standard commission for
online equity orders is
$9.99, online option
orders are $9.99 + $0.75
per contract. Orders
placed by other means
will have higher transac-
tion costs. Options
exercises and assign-
ments will incur a $19.99
commission.

TD Ameritrade won the Gold Pearl for Best Overall Magazine Design (for circula-
tion over 250,000), as well as tied with one other firm for the Bronze Pearl for
Best Overall Editorial for circulation more than 250,000, at the Custom Content
Council 2013 Pearl Awards. For more information, http://bit.ly/tmpearls13.
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You're

Not

a Imvestor
Anymore

THE OLD WORLD LOOKED AT PE RATIOS AND DIVIDEND YIELDS AS ABASIS
FORINVESTMENT STRATEGY.
TODAY, IF YOU'RE SKIPPING VOLATILITY AND
PROBABILITY, YOURE MISSING IMPORTANT INFORMATION,

SAVVY TRADERS DO THIS..
AND GRANNY CAN DO THIS, TOO.

WORDS BY CHESLEY SPENCER
PHOTOGRAPH BY FREDRIK BRODEN
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BUY AND HOLD MAY NOT BE DEAD.
But it’s no longer the straightforward process it was
made out to be. It is in fact a brave new world—with
short-term holdings, hedging, and derivatives becoming
ever more a part of the regular person’s financial lexi-
con. There’s a cultural perception that the cutting-edge
in trading is defined by high-speed quantitative analysis,
algorithmic risk modeling, and a barrel-full of ten-sylla-
ble words that hardly existed twenty years ago. The
technicians are rising it would seem, and the fundamen-
talists are starting to be seen as, well, fundamentalists.

But this perception has a lot of holes. While it’s
true a simple unmonitored portfolio can be a recipe for
disaster, the idea that fundamental analysis has been
replaced by technical and probability analysis is
mostly false. Let’s face it, when all you have is a ham-
mer, all your trades look like nails. So using probabil-
ity tools in conjunction with a grounding in
fundamentals can groom you to become a well-
rounded, seasoned market crusader.

Let's take a deeper look at how you can add both
fundamental and probability tools into a comprehen-
sive toolkit, without going cross-eyed.

WHAT’S GOOD FOR THE GANDER

As an options trader, fundamental analysis can prove a
solid complement to the decisions you’re likely to
make. But the reverse is equally true. A solid under-
standing of probability analysis through the lens of
option volatility is invaluable, even if you trade only
stocks. Options may seem like voodoo to the uniniti-
ated. But since their worth is tied to the value of the
represented stock, options prices can be quite useful
to someone trading an underlying security.

Implied volatility (IV) is the foundational building
block of most probability analysis. Without pummel-
ing you with the math, expressed on an annualized
basis, IV is a percentage representing the market’s
expectation of a security’s price range in the future.
Notice I didn’t say which direction. Whereas company
financials and price charts help determine a stock’s
trend, IV helps determine magnitude, or how big the
price move might be. So IV and its siblings, “expected
move” and “market-maker move,” can be invaluable
tools regardless of your trading vehicles. Let’s break
down how they work and where to find them.

1—Vol Index is the composite IV for an underlying in
the thinkorswim® platform. When in thinkorswim’s
Analyze tab, the probable range of a security’s price
can be determined for any given date—meaning you
can see the expected stock range between any present
and future time you select. You can find the Vol Index
in a Watchlist column (Figure 1), as a snapshot within
the Probability Analysis section, or on a day-by-day
basis within the Risk Profile section (both on the Ana-
lyze tab of the thinkorswim platform).

Keep in mind the Vol Index is a statistical model
of price expectation and not a crystal ball. As an
equity holder, high vol can reveal when the market
expects big stock moves and how big they might be.
These date-specific values can potentially be used
to help you time portfolio rebalancing, hedging, or
trade exits.

Marker Maker Move

i weai s

Volindex

(D

Expected Move

FIGURE 1: Triple Play. Three ways to track volatility and probabilities
on thinkorswim are the Vol Index, Expected Move, and the Market Maker
Move. For illustrative purposes only.

2—Expected Move can show you, the equity trader,
the dollar value of an expected move by a specific
options-expiration date. This is the non-percentage
value shown on the far-right side of each options
series header. While the expiration date doesn’t affect
you directly, this kind of benchmark is a great forward-
looking indicator to complement traditional charting
methods.

3—Market Maker Move (“MMM?”) is a displayed
value when the volatility of the front-month options
expiration is higher than the vol of the next expiration.
If displayed, you’ll find the MMM at the top right of
the Trade All Products page in a yellow box when an
equity is loaded. If you don’t see the MMM, it is proba-
ble that the security is not displaying a MMM value at
that time.

When MMM is present, it implies there’s some
event in the near term, such as earnings or an
announcement, which can shift the price of the under-
lying security. The MMM is a derived figure that sepa-
rates the volatility implicit to time from the “extra”
volatility attributed to the upcoming event—poten-
tially giving you the amount of movement the market
anticipates the event to cause.

Again, none of these figures are tied to a move’s
direction. They are merely estimated ranges for a secu-
rity, given a certain period of time. A stock trader can
often use these values to determine when a security
might encounter a bumpier ride, thus signaling a time
to hedge, a time to build a position, or signal a time to
expect a potential reversal.
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WHEN ALL YOU HAVE IS A HAMMER,
ALL YOUR TRADES LOOK LIKE
NAILS. SO USING PROBABILITY
TOOLS IN CONJUNCTION WITH
FUNDAMENTAL DATA CANGROOM
YOU TO BECOME A WELL-ROUNDED,
SEASONED MARKET CRUSADER.

SEE
GLOSSARY
PAGE 42

STRANGLE THAT STRADDLE

Let’s look at probability analysis in action by taking a
look at high-volatility earnings trades. Picking a direc-
tional trade like a long-option strategy, or a neutral trade
like a short straddle, using probability tools can comple-
ment your fundamental analysis to give you the most
complete picture of a potential trade.

Whether your stock moves up or down, vol in near-
month options often drops dramatically after an earn-
ings announcement. So overall, option prices tend to
move down once vol is removed. This can work to your
advantage if you sell premium or work against you if
you’re buying. How do you counter this effect? Look at
volatility to help determine if the price movement might
be large enough (if you’re a buyer) or small enough (if
you’re a seller) so that a correct assumption on direc-
tion doesn’t turn into a Pyrrhic victory.

The Market-Maker Move above, along with the price
of an at-the-money straddle, will help you get a sense of
an expected range post-announcement. Since a long
straddle is a trade that is profitable when a movement
in the underlying is larger than the cost of the trade, it
will be priced at or near the value that the market
“thinks” the underlying is likely to move.

Reading this value is straightforward. On the Trade
page of thinkorswim, set the “Spread” dropdown above
the options chain to “Straddle” and look at the price of
the strike that is closest to the current market price of
the underlying. If the front-month price of this straddle
suggests a smaller movement than expected, a long
straddle is more likely to pay off than a short straddle if
your assumption is validated. If the move inferred by
the prices seems improbably large, the short-straddle
premium will overshadow delta loss from a movement

smaller than that range. Just remember that if you
decide on a directional trade, keep in mind that a net-
short position will benefit from a vol-drop post
announcement and a net-long position will need a
larger gain to offset that drop.

TRUST THE FUNDAMENTAL CLUES

Now that's all well and good once you have a trading
idea. But how does one establish an assumption in the
first place? Traders can take a look at fundamentals “by
the numbers” in the new Fundamentals screen under
the Analyze tab of thinkorswim (Figure 2, below). It’s a
good way to start hunting for ideas. (See “Trader Trio”
on page 22 for more on this tool.) Looking at previous
quarters’ earnings is pretty straightforward. But you
should also consider other valuation metrics to get con-
text for that history. For example, a company with a
history of beating analyst estimates might be a market
darling. But if this rising popularity has caused a price-
to-earnings ratio to skew, it may be a sign that expecta-

Important Information
For more information
on the risks of investing
and option spreads,

see page 43, #1-2.
Spreads, Straddles, and
other multiple-leg
option strategies can
entail substantial
transaction costs,
including multiple
commissions, which
may impact any poten-
tial return. These are
advanced option strate-
gies and often involve
greater risk, and more
complex risk, than
basic options trades.

tions are unrealistically
sunny. On the other hand, if a
company in a slumping
industry has been showing
growth in market share
(viewable in the Company
Profile), beating earnings esti-
mates by even a modest
amount might provoke a sur-
prising gain because of a per-
ceived flight to quality.

REGARDLESS OF THE SPE-
CIFIC SCENARIO, COMPARE
a security's earnings history
to the price history of the
security in that same period to
get a sense of established
trends. Use your own judg-
ment, along with customized
projections in the Company

Profile, to plan the move you expect. Finally, compare
your analysis to market assumptions using probability
analysis, to decide how to best capitalize on your expec-
tations, while keeping your risk at acceptable levels.

FIGURE 2: The Fundamental Page on thinkorswim is a smart tool for
Traders who want to use traditional metrics. Forillustrative purposes only.
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A hodgepodge of
stuff we thought you

should know.
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Ask The

Alittle Q&A with
Nicole Sherrod,
Managing Director,
Trader Group

at TD Ameritrade

A:Irecently started a blog too, Karl.
And I’'m pretty sure that means that
blogs have officially jumped the
shark. But I continue to be amazed
at the power of social communica-
tion on the “interweb.” A few
months ago, I'joined Twitter
(@TDANSherrod) and I'm fasci-

nated by how many smart, opinion-
ated traders and thought leaders are

out there every day sharing their
perspective. I have a lot of very
young, sharp technologists on my
team who are way more current

than I am. Over a year ago, they
started building a new capability in
thinkorswim that is going to change
the way you interact in the Chat
rooms, on Twitter, and on your
blogs. It’s revolutionary. It’s called:

Yup, that’s not a typo. Our mar-
keting department told us we could
not name it yet. But since you might
see little “Share it!” messages all
over this issue, here’s what it does.
< this space intentionally left
blank > allows you to easily share
images of thinkorswim capabilities.
But not only that, it also allows you
to easily share your personal set-
tings with other traders. You may

hot realize this, but thinkorswim

has over 2,000 settings that can be
customized. With just three clicks
you can share settings for entire
workspaces, grids, charts, watch-
lists, order-entry templates, alert
templates, and even...wait for
it...scripts. Yes! Math nerds rejoice!

How will you access it? Easy, Hit
the “share” button in the upper left
corner of any capability that is
sharable.

In the window that pops up,
simply hit the copy button next to
the short link to copy it to your
clipboard.

FOLLOW THE SUIT
Read more of Nicole’s
musings on her own
blog at tickertape-
monthly.com/blog.

Next you can paste that link into
an email, your blog, Twitter, Face-
book, the thinkorswim chat
rooms. ..virtually anywhere.

Now your friends who have
TD Ameritrade accounts (and I sin-
cerely hope they all do—or what’s
the point in hanging out with
them?) will be able to easily apply
your settings to their instance of
thinkorswim.

Not since Snapchat has an
image sharing technology been
launched that has so dramatically
altered the way that we share with
one another. I can’t wait to see all
the creative ways you guys start
using this new technology in the
coming weeks and months. See
you on the interweb!

—The Suit
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Phantom
of the
OPRA

..0r the scare
that brings an
options price-
system Tix?
Words by

Rachel Koning
Beals

[llustration by
Joe Morse

Nope, it’s not
Andrew Lloyd
Weber’s masked
anti-hero sneaking
around the under-
belly of the Paris
Opera House. We're
talking about the
technical gremlins
in the options-quote
system, as a fast-
expanding market
strains multiple-
exchange link-ups.
OPRA is the Options
Price Reporting
Authority, the
national market sys-
tem that connects
all exchange data in
nanoseconds by
recording quote-
message traffic. Crit-
ics say OPRA and
the exchanges need
to beef up a price-
quote back-up sys-
tem and increase
testing in real time,
under realistic mar-
ket conditions.

A 12-exchange
price freeze in Sep-
tember (the

exchanges pointed
fingers at OPRA)
may just be the
reality check that
tips reform into
high gear. In fact,
the snafu was a
blip, and its impact
on volume limited,
as orders were
quickly executed
by hand. But the
options-market
glitch hit only

three weeks after
Nasdaq OMX’s
stock-price distri-
bution also hic-
cupped. To add
insult to injury, a
spring 2013 soft-
ware upgrade at the
Chicago Board
Options Exchange
shut down its CBOE
VIX pricing for a
few hours, and a
large, unintentional
Goldman Sachs
Group Inc. options
order sent system
administrators
scampering to find
the mistake. Securi-
ties regulators, still
in high gear to
police and prevent a
repeat of the 2010
“flash crash”,
weren’t amused.

After the Sep-
tember incident,
the Securities and
Exchange Commis-
sion quickly gath-
ered reps from U.S.
stock and options
exchanges, the
Financial Industry
Regulatory Author-
ity, Depository
Trust & Clearing
Corp., and Options
Clearing Corp.

The SEC told these
respective bodies to
“provide compre-
hensive action
plans that address
the standards nec-
essary to establish
highly resilient and
robust systems for
the securities infor-
mation proces-
sors,” according to

an SEC statement.
That includes
“testing standards
and disclosure
protocols.”
Translation:
build out price-feed
back-ups and put
them through
tougher tests. Soon.
For their part,
exchanges are wary
about extra, mis-
guided steps that
add to cost and
complexity. Remem-
ber, glitches so far
are typically
smoothed by man-
ual-order fills of lit-
tle consequence to

traders and
investors. So far.
The bottom line?
Any breakdown in
quotes, no matter
how limited, no
matter how quickly
filled by other
means, risks the
reputation of a pop-
ular and increas-
ingly crowded
options market.
After all, it’s com-
forting to know that
the figure lurking
behind the scenes
has the market’s
back. Even if we

never see it.
Important
Information

For important
information on the
risks of investing
and options, see
page 43, #1-2.

Toys for
Traders

Our latest
trading
platform faves

thinkorswim®

FUTURES NOW!
Watch the skinny on
futures trading from
the experts, regard-
less of the time of day.
In conjunction with
CNBC, the platform
now offers the
Futures Now webcast
to all users on a 24-
hour basis. In the
Gadgets tools, choose
Trader TV. Then
Futures Now from the
dropdown box.

TRADE FROM

THE CHARTS

Find a chart and pick
it up. All day long, try
to make a buck...from
the chart, that is. To
load a trade from
thinkorswim Charts,
just right click on the
chart itself and select
BUY or SELL, or cus-
tomize the order with
the BUY Custom or
SELL Custom. This
will bring up an order
ticket with your
default quantity stock
order (typically 100,
unless you’ve
changed it).

GADGET REDUX

In case you missed
the release notes, it’s
worth repeating that
thinkorswim Gadgets
have gotten cooler
and easier to use. Be
sure to play with the
menu at the bottom
of the gadgets pane
on the left sidebar of
thinkorswim. You
can now add, move
and scroll through
the gadgets, or make
them disappear,
without pulling your
hair out.
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IT ALLABOUT THIS STAPLE STRATEGY, ALONG
COMES ANEW REASON FOR TRADERS TO
RETHINK THIS OLD DOG.
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rom newbie traders to retirees, covered calls are
becoming an important strategy to consider for both
margin and IRA accounts. And because they’re so pop-
ular, you probably think you’ve got it nailed down—
i.e., buy 100 shares of stock then sell a call. Sounds
simple, but is there more? In thinkMoney fashion, we’ll
explore a different way to think about covered calls.

COVERED CALLS 101

First, let’s nail down a definition. A covered call is a
bullish strategy that’s always long stock, and short an
at-the-money or out-of-the-money (OTM) call, where
you have 100 shares of stock for every call you sell
short. That’s the case for the majority of equity options
in the U.S. that deliver 100 shares of stock. On the other
hand, if you sell, say, 2 calls against 100 shares of
stock, that’s a different strategy, not a covered call, and
that extra short call would be “uncovered.”

Covered Call

+

BREAKEVEN

Short
Strike

Stock Price

FIGURE 1: Covered Call Profit Curve The covered call can limit your
upside, but the additional premium you collect will lower your cost basis
and canincrease the duration of the trade. Forillustrative purposes only.

To create a covered call, you short an OTM call
against stock you’ve bought or already own. If it
expires OTM, you keep the stock and maybe sell
another call in the next expiration.You can keep doing
this expiration after expiration, unless the stock moves
above the call’s strike price. In that case, you can
either let the now in-the-money (ITM) call be assigned

and deliver the long shares (that’s why the short call is
considered “covered”), or you can buy back the short
ITM call before expiration, take a loss on that call, and
keep the stock. Check out the Strategy Roller on
thinkorswim. It lets you automate the rolling process
based on time, strike, delta, and expiration.

NOW, FOR TRADERS...
Traditionally, the covered-call strategy has been used to
pursue two goals:

1) Generate income
2) Act as a hedge against a stock price’s drop

And while those two things may occur, they’re not
the primary reasons a savvy investor might use cov-
ered calls. For starters, generated income implies con-
sistency—something in fact the market can’t promise.
In theory, income from a covered call comes from your
credit when you sell the call (minus commissions). But
the price for which you can sell an OTM call is not nec-
essarily the same from one expiration to the next,
mainly because of changes in implied volatility. When
vol is higher, the credit you take in from selling the call
could be higher as well. But when vol is lower, the
credit for the call could be lower, as is potential income
from that covered call. That’s why if you’re using the
covered-call strategy to pay bills, you might want a
backup plan.

A covered call can act as a hedge for long stock if
the stock price drops, the short call expires OTM, and
the short call’s profit offsets the long stock’s loss. But if
the stock drops more than the call price—often only a
fraction of the stock price—the covered-call strategy
can begin to lose money. In fact, the covered call’s
maximum possible loss is the price at which you buy
the stock, minus credit(s) from short calls. The bottom
line? If the stock price tanks, the short call potentially
offers minimal protection at best.

Okay. So what'’s the lure for traders?

Lower cost basis. In a covered-call strategy, the stock’s
cost basis is the price you paid for the stock, minus
your credits from covered calls. If you buy stock for
$50, and sell an OTM call for $1.00, your stock’s cost
basis is $49. If that first OTM call expires worthless and
you sell another call for $.75, the stock’s cost basis
goes down to $48.25.

Now, this definition of cost basis has nothing to do
with tax reporting. Consult your tax expert for that.
This particular definition is how a trader might see it.
And that’s important. Because theoretically, if the cur-
rent stock price is greater than your long stock’s cost
basis, the position should be profitable. The lower your
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Automate Your Rolls

To"roll"a callis to buy back your short call and sell the
next month out, while leaving your stock position
alone. With thinkorswim’s Strategy Roller (pictured
below), found in the Monitor page, you can automate
your rolls each month according to the parameters
you define. Just click the Monitor tab and select Strat-
egy Roller at the top of the page. For more informa-
tion, go to the Learning Center at
tlc.thinkorswim.com and search for “Strategy Roller”

ROLLING

sinmagy Saltngs

For illustrative purposes only.

cost basis, the lower the stock
price has to be for it to be
higher than the cost basis.
Imagine the scenario if your
stock’s cost basis is $0. (That
might sound unlikely but it can
happen in certain stock-com-
pensation plans.) Because the
stock price can’t go below $0,
as long asit’s $.01 or higher,
that position can be profitable.
So think of covered calls as
pushing a long stock’s cost
basis lower and lower. Maybe
not to $0. But potentially lower
than the stock’s current price.
The advantage of a lower
cost basis comes down to the
likelihood of the long stock
position being profitable. If you
bought 100 shares of ABC at
$50, and another 100 shares of
ABC at $51, which 100 shares
would have a better chance of
being profitable? The shares
you bought for $50 only have to
be above $50 to be profitable,
while the shares you bought for
$51 have to be above $51. Think
of cost basis as the long stock’s
breakeven point. The lower the
breakeven point, the less the
stock has to go up in order to be
profitable. And the less the
stock has to go up, the higher
the likelihood of it making that

move. A 1% move is more likely than a 10% move.

SEE
GLOSSARY
PAGE 42

Longer duration. Covered calls can also increase the

duration of how long you might hold a long stock posi-
tion by hedging against losses. Reducing the cost basis
by selling calls against the stock means you can move
the price of a stop loss lower (either a mental stop or

stop order).

If you wanted to stop the loss of 100 shares of stock
at $300, the stop price would be $48 for 100 shares,
with a cost basis of $51, and $47 for 100 shares, with a
cost basis of $50. If the current stock price is $50.50,
there is a greater chance it would hit a $48 stop than a
$47 stop. That extra downside room means you might
hold that stock position longer and give it more of an

opportunity to rally.

TAXES SCHMAXES

Some people are concerned their stock will be called
away with a covered call and trigger a taxable event.

The logic is that if the stock gets called away, the price
has moved up higher than the strike price of the short
call, and is either profitable or has a smaller loss.

For long-term investors, this may not be desirable.
But from a trading perspective, this is a good thing.
Profit is profit. And that’s the name of the game. A
long-term investment means you’re speculating that
the particular stock will outperform, which may or
may not happen. When viewing covered calls as a
trading strategy, not an investing strategy, the goal
becomes whittling down the cost basis, while increas-
ing the probability of profit and duration—things over
which you have a lot more control. The process over
time should become almost mechanical, which could
grow your confidence in your trading decisions. That’s
good for newbies, retirees, and even traders like you
and me.

Important Information

For more general information, see page
43, #1.A covered call strategy can limit
the upside potential of the underlying
stock position, as the stock would likely
be called away in the event of substan-
tial stock price increase. Additionally,
any downside protection provided to the
related stock position is limited to the
premium received. (Short options can
be assigned at any time up to expira-
tion regardless of the in-the-money
amount.)

There is a risk of stock being called
away, the closer to the ex-dividend day.
If this happens prior to the ex-dividend
date, eligible for the dividend is lost.
Income generated is at risk should the
position moves against the investor, if
the investor later buys the call back at a
higher price. The investor can also lose
the stock position if assigned.

The maximum risk of a covered call
position is the cost of the stock, less the
premium received for the call, plus all
transaction costs.

Rolling strategies can entail substan-
tial transaction costs, including multi-
ple commissions, which may impact
any potential return. You are responsi-
ble for all orders entered in your self-
directed account.
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Three thinkorswim tools you didn't know you should know

® You say nice things about our tools and we blush. But we know
thinkorswim can also feel like a gnarly beast. The platform has so many
detailed features and tools that even its developers occasionally overlook
some of its more interesting and useful bells and whistles. Combine that
with the never-ending work we do to expand and enhance these tools and
you could publish a whole magazine comprised of nothing but descrip-
tions of what thinkorswim is capable of. Ego-stroking aside, here are three
features that could make you happy this particular gnarly beast exists.

FUNDAMENTALS TAB
EVEN TRADERS CAN LOVE PE

As we mentioned earlier this issue, fundamentals mat-
ter—even to traders. And thinkorswim has taken a leap
forward by integrating the grand tradition of fundamental
analytics alongside existing probability and technical-
analysis tools, making the platform more useful to
traders than ever. In a word, the new Fundamentals tab
brings to the table a company’s traditional tear-sheet data
points, as well as other functions unique to thinkorswim.

Without entering a symbol, the page will load the
major industry sectors to start you off. When a particular
industry is selected, its listed securities are then dis-
played. Click on any of these symbols to load the infor-
mation on a particular security. This is a good way to do
a quick market browse, or to compare companies in sim-
ilar industries.

When you select a company, either
directly with the symbol selector or
from an industry list, the platform
loads the available security into the
tool. The tool’s primary section, “By
the Numbers,” displays a tear sheet
with a company’s core fundamentals,
including both an annualized and per-
quarter historic view. You’ll find key
indicators like per-share earnings and
dividends, return on equity or assets,
tax rates, profit margins, asset turnover,
and more.

Also included are symbol details from
the previous Company Profile tool,
whose functionality has been expanded.
Don’t worry—the Company Profile page

you know and love
is still on the

All Products page,
but has been
expanded in context
of the Fundamentals
tab as well.

The revenue and
market-cap visuali-
zation is likewise
displayed next to the
Trefis expected price,
and any custom pro-
jection you might
make. Click a rev-
enue stream to view its components’ forecasts. If you
select individual forecasts, you can adjust the graph
charting that element’s expectation to match your pro-
jections.

For you Company Profile veterans, a number of
new revenue parameters have been added as well, for
an in-depth analysis of each division (click on the
Division Overview tab top-right). Finally, overall com-
pany analyst reports, and each of a firm’s major busi-
ness lines, are also available on the Company Details
screen. Much like the All Products tab, you can indi-
vidually activate or arrange the Fundamentals tab’s
components using the Wrench button at the top-right.
This tab delivers vital corporate reporting data to jump
start your research for a potential trading vehicle, as
well as help you make better-informed projections.

FIGURE 1: The Fundamentals page featuring the company profile tool.
For illustrative purposes only.



SINGLE-OPTIONS SCREENER

IN SEARCH OF THE PERFECT OPTION

A more recent platform expansion is a screener
built into the Scan tab that lets you scan for specific
options contracts based on your selected criteria
(Figure 2). It also lets you search for underlying
symbols that have options meeting those criteria,
or a combination of the two.

If you’re familiar with the Stock Hacker feature, the
layout of this tool should be familiar. The tool’s upper
portion provides the various scanning parameters, start-
ing with which watchlist the
tool should begin its search.
Immediately below are buttons
to help you add filters like stock,
options, and study filters (note:
study filters are only available in
Live Trading).

1. The Stock Filter button adds
a criteria field that allows you to
choose parameters you require
in the underlying symbols, such
as price, volume, beta, etc.

2. The Option Filter button
adds a criteria field that specifies
parameters of the particular
options you seek such as delta,
days to expiration, or strike
price.

purposes only.

3. The Study Filter allows you
to choose or create any technical
study to define which symbols
to return, such as

symbols with a given MACD, or
those experiencing a moving-
average Crossover.

posesonly.

Combine any of these filters with up to ten unique crite-
ria. Settings to specify the number of results, their sort-
ing criteria, and a selection to include stocks, options,
or both, are available in the dropdown menus below
your list of criteria. Once you click the “Scan” button
and results are returned, the resulting watchlist can be
saved using the Disk button at the top-right of the
results on either a static or dynamic basis.

FIGURE 2: Single-Options Screener. for illustrative

FIGURE 3: Dynamic Watchlist. For illustrative pur-

DYNAMIC WATCHLISTS
NEW IDEAS. ALL THE TIME,

Though this oldie-but-goodie has been around a while,
it’s a useful function that often gets overlooked. The
basic idea is simple. When you create a new watchlist,
whether from the Scan tab or the Watchlist gadget, you
can save the watchlist as a “query” rather than as a
watchlist based on your own parameters. By doing so,
the watchlist automatically updates every three min-
utes, rather than asking you to
manually re-run the scan for
current results. So, for example,
if you’d like to know what secu-
rities are experiencing unusual
option volume at a given
moment, or have a moving-
average crossover in the last ten
minutes, a dynamic watchlist
will continually update with the
symbols that meet your criteria.
Looking at Figure 3, here’s how
it works:

1. From the Scan > Stock
Hacker tab, create a scan as if
you were creating a static watch-
list. Select the Scan button to the
right. If you don’t know how

to create a scan watch the video
at the Learning Center
(http://bit.ly/tosscantab).

7

Use either of these
tosave your results,
as adynamic WL

2. To create a Dynamic Watch-
list, click “Save Scan Query” in
the action menu at the top-right
of the Stock Hacker tool. A box
will let you name the query. Click “Save.” It will now be
available anywhere in the platform where a watchlist
can be viewed.

3. To tell the difference between your static and dynamic
watchlists, look for the small sonar icon to the left of the
watchlist name. If the icon’s there, that list is dynamic.

Important Information
For more information on the risks of
investing and options, see page 43, #1-2.
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IF YOURE TRADING VIX OPTIONS BASED
OFFA VIXCHART, YOUR COMPASS IS OFF. NOW
THAT YOU HAVE ACCESS TO VIXFUTURES,
NOT ONLY ARE YOU AMONGST APRIVILEGED
FEW, YOURE IN YOUR HAPPY PLACE.

WORDS BY THOMAS PRESTON PHOTOGRAPH BY FREDRIK BRODEN
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CBOE Volatility

Index (VIX)

The de facto market
volatility index used to
measure theimplied
volatility of S&P 500 index
options. Otherwise known
o the public as the “fear
index,"itismost often
used to gauge the level of
fearor complacencyina
market over a specified
period of time. Typically, as
the VIXrises, option buy-
ing activity increases, and
option premiums on the
S&P 500 index increase as
well. As the VIX declines,
option buying activity
decreases. The assump-
tioniis that greater option
activity means the market
is buying up hedges, in
anticipation of a correc-
tion. However, the market
canmove higher or lower,
despite arising VIX.

was happy when CBOE VIX

futures were added to
TD Ameritrade’s thinkorswim®
platform. So,it's not running with
the bullsin Pamplona. ButI'ma
trader and excitable. VIX futures
on aretail-trading platformare a
kind of game changer and can
help to further level the playing
field between retail and profes-
sional traders. With the VIX
index, V/IX options, the VVIX
(volatility of the VIX), and now
VIX futures, you canincrease
market awareness and make
more informed trading decisions,

THE SOUP AND THE NUTS

In a word, SPX options drive the VIX. The VIX (or
anticipation of what the VIX might be) drives VIX
futures. VIX futures drive VIX options. And VIX
options drive the VVIX.

The VIX measures the implied volatility (“vol”) of
the S&P 500 index (SPX) options. The VIX at 14.00
should be interpreted as 14 %, and is the market’s col-
lective estimate of how much the price of the S&P 500
might move up or down over a succeeding 30 days.
The VIX is calculated from the prices of out-of-the-
money (OTM) SPX options. So when the prices of SPX
options go up, say, because traders expect a price
move upward, the VIX goes up. When the prices of
SPX options go down, the VIX goes down. The VIX
formula does a weighted average of the first two expi-
rations of SPX options to arrive at a hypothetical con-
stant 30-day-to-expiration volatility. Some investors
only watch the VIX relative to the S&P 500. But that’s
only half the picture. VIX futures are the other half.

The symbol for VIX futures is /VX. On the Trade
page of thinkorswim, you’ll find the available futures

out five or six expirations with different prices at each
(Figure 1). When the prices of the further-expiration
futures are higher, that’s called “contango.” When the
prices of the further-expiration futures are lower, that’s
called “backwardation.” In most financial-futures
products, contango and backwardation are deter-
mined from the “cost of carry”—the cost incurred by
owning the underlying stocks or bonds.

VIX futures don’t have a cost to carry. Their con-
tango, or backwardation, is determined by the mar-
ket’s anticipation of what vol might be. For example, if
you’re speculating on the VIX, don’t just look at the
VIX index. Look at VIX futures, too. Market uncertainty

FIGURE 1: VIX futures on thinkorswim's Trade page. Forillustrative
purposes only.

can create contango in VIX futures where expectation
of future market vol exceeds the level of the VIX index.

Back in late 2008, when the VIX spiked higher due
to market fear, VIX futures were in backwardation,
indicating there might be less vol in coming months.
Investors who don’t want to trade the VIX may use
VIX futures to anticipate higher or lower vol in the
near term, and adjust strategies accordingly.

CONNECTING THE DOTS
Retail traders can’t trade the VIX itself, so they often
speculate using VIX options. But you can’t look at VIX
options alone. When you’re looking at the VIX options
on the Trade page, you’ll see expirations out roughly to
six months (Figure 2). VIX options are European-style
and cash-settled, with Wednesday expirations 30 days
prior to the third Friday of the calendar month follow-
ing the expiration of VIX options. (To see the VIX set-
tlement value, use the symbol “VRO.”) Confusing, so
it’s a good thing the expirations are clearly labeled for
you in the option chain of each series itself.
Sometimes VIX option prices don’t make sense rel-
ative to the VIX. Why? Because of the golden rule of

FIGURE 2: VIX options come from the \/IX futures, not the popular
index itself. Forillustrative purposes only.
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market making—price options off your hedge. As mar-
ket makers buy and sell options, they hedge trades to
avoid directional (delta) risk. If you make markets in
VIX options, and you can’t trade the VIX itself, what’s
your hedge? Bingo—VIX futures.

That’s why VIX options look at the prices of VIX
futures to determine pre-expiration value, not the VIX
index. And that’s why seeing VIX futures easily is
exciting. thinkorswim is one of the few retail trading
platforms to offer VIX futures—which help to make
VIX option pricing more transparent. Here’s how.

Recently, the VIX was 14.25. The 16 put with 19
days to expiration was trading for 1.70, and the 16 put
with 54 days to expiration was trading for 1.55. Aren’t
options at the same strike with more days to expiration
supposed to have a higher value than options with
fewer days to expiration? Yes, if you're looking at
equity options. VIX options in a particular expiration
are priced off the VIX futures with the same expiration.
If you’re looking at March VIX options, those are priced
off March VIX futures. And because of the contango or
backwardation in VIX futures, the VIX options may
look mispriced if all you're looking at is the spot VIX.

While the VIX was at 14.25, the VIX futures that
expired in 19 days were 15.00, and the futures that
expired in 54 days were 16.10. Because the VIX futures
with 54 days to expiration were trading higher than
the futures with 19 days, the VIX puts with 54 days to
expiration were trading lower (1.55) than those with
19 days (1.70).

THE KNEE BONE, SHIN BONE, AND
VVIX

THE GOLDEN RULE OF
MARKET MAKINGISTO
PRICE OPTIONS OFF
YOUR HEDGE. BUT YOU
CAN'T TRADE THE VIX
ITSELF, SO WHAT'S
YOU'RE HEDGE? BINGO-
VIX FUTURES.

larger VIX price changes. A VVIX chart will show it
oscillating up and down, with some mean reversion,
like the VIX itself. While some traders might use the
VVIX as an indicator for future VIX price changes,
and/or corresponding price changes in the S&P 500
you could use it as a measure of the amount of VIX-
options premium, and consider whether credit or
debit strategies might be preferable.

Think about the S&P 500. If the S&P 500 has been
rallying and pushes the VIX lower, a contrarian trader
might believe the VIX is due to bounce. Two bullish
strategies to consider might be a short put or a long-
call vertical.

Take a look at the VVIX as an indication
of whether VIX option premiums are rela-

Without VIX futures, it’s hard to make Important Information tively high or low. If the VVIX is high, a
sense of VIX option prices. Seeing the price  For more on the bullish VIX strategy might be a short OTM
of the VIX futures that have the same expi-  risks of investing, put. If the VVIX is low, a bullish strategy

ration as the VIX options, you can tell
which VIX options are considered in the
money (ITM) and out of the money (OTM).
This helps determine the strike prices you
choose for VIX option strategies.

Just as SPX drives the VIX, you can plug VIX
options into the same formula to get the overall volatil-
ity of the VVIX. If the VVIX is low, the market antici-
pates that vol specifically, and the VIX might not
experience large changes up or down in the weeks fol-
lowing. If the VVIX is high, the market anticipates

options, and futures,
see page 43, #1-3, S.

might be a long VIX at-the-money (ATM)
call vertical whose debit is relatively low
compared to high VVIX markets.

Then look at the /VX futures prices to
determine which VIX options are ITM, OTM, or ATM,
and choose the strikes for your strategy accordingly
should you decide to proceed. Overall, this has been a
simple example. But it shows how a basic knowledge
of VIX, VIX futures, VIX options, and VVIX interact,
which might make volatility-strategy selection poten-
tially simpler and more straightforward.

IMX: The Other
Sentiment
Index

Investor Movemant indax® [IMX) 542 & 0.3 [ +8.90% 9
i e |
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INVESTOR MOVEMENT INDEX (IMX): For illustrative
purposes only.

If the VIXis the de facto
sentiment index for gaug-
ing market fear and com-
placency through the
options market, what
would be a great comple-
ment to that? How about
measuring portfolio activ-
ity of millions of your
peers. The Investor Move-
ment Index (IMX) does just
that.Inaword, the IMXis a
sentiment indicator of
sorts that uses real port-

folios of over six million
clients to give you a better
idea of what investors are
actually doing, versus
what they're thinking of
doing.

While the IMX doesn't
predict anything like mar-
ket direction, it's useful
when viewed over time in
suggesting bullish and
bearish sentiment by retail
investors. It's often been
said thatit's the "big
money” that moves the

markets. Butlet's face it.
We as retail traders don't
invest like the institutions
do. The IMX gives you a
truer sense of what areal
human investor is thinking.

ToaccessIMX, just
typein SIMXin any symbol
box on thinkorswim, or go
to tdameritrade.com/IMX
for more info, monthly
commentary, and to sign
up for email alerts.
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Ask the
Trader Guy

Rescuing traders,
one questionatatime.

L]
Photograph by
Fredrik Brodén

Q: Hey, Trader Guy!
What does “vol
crush” mean?

A: That’s short-hand
for “volatility
crush,” and it refers
to when implied
volatility drops sud-
denly after, say, a
news event like an
earnings announce-
ment. A lot of times
you’ll see the
implied volatility of
options increase
ahead of upcoming
news when there’s a
lot of uncertainty
about what might
happen. When the
news comes out, the
uncertainty is
reduced, and vol
gets crushed.

Important
Information

For information
on options and
multi-leg option
strategies, see
page 43, #1-2.

Q: Hey, Trader Guy!
Sometimes I hear
traders talk about
“odds” and “proba-
bilities.” What’s the
difference?

A: Odds are a ratio of
numbers, like2to 1,
or 3 to 1. Odds refer
to the number of
times you can lose
before you win one
time, or the money
you can be paid if
you win a bet. So,
guessing the day of
the week could be
described as having
6to 1 odds against.
If you “take” the
odds, you’re betting
1, to win 6, that you
can guess the day of
the week correctly.
“Laying” the odds is
a bet where you bet
6to win 1. Odds and
probabilities are the
same concept, but in
different forms.
Probabilities are a
percentage of the
times something
occurs, over the total
number of occur-
rences. So, the prob-
ability of guessing
the day of the week
is1/7,0r14.28%.
You can convert
odds to probabilities,
and vice versa. To
convert a probability
to odds, take the
probability and
divide it by 1, minus
the probability. To
convert odds to
probability, divide
the odds by 1, plus
the odds.

Q: Hey, Trader Guy!
When I'm working
a limit order for an
option spread at the
mid-price and not
getting filled, how
long should I keep
working it before I
change the price or
just give up?

A: It’s hard to give
real guidelines
about how long you
should work a limit
order because each
case is unique. But
assuming two
things—one, you’re
trading a liquid
option that has a
decent level of trad-
ing activity, and
two, the price of the
underlying hasn’t
changed which
would change the
value of the option
spread, I think a
good rule of thumb
is to give a limit
order about 60 min-
utes to see if it gets
filled at the mid-
price, which is just
the average of the
bid and ask prices.
If it’s not filled by
that time, you could
change the limit
price either higher
(for a buy order) or
lower (for a sell
order) but not by too
much, maybe .01 if
the options are trad-

ing in penny incre-
ments. You don’t
want to give up too
much slippage to
fair value. If chang-
ing the limit price by
.01 doesn’t get it
filled in a few min-
utes, I'd cancel and
look for a new trade.
Sometimes you
need to take your
ball and go play in a
different field.

Q: Hey, Trader
Guy! Stock A is $50
and pays a divi-
dend, stock B is
$50 and doesn’t
pay a dividend. All
things being equal,
why are Stock A’s
calls cheaper than
Stock B’s?

A: These 3 words—
cost of carry—will
answer 99 % of the
toughest questions

in the world.
“What’s for din-
ner?” Cost of carry.
Where’s the dog?”
Cost of carry. “Does
this make me look
fat?” Cost of carry.
And it answers this
one, too. Think of a
call as an alternative
to long stock. If you
buy stock, there’s a
cost to carry it in the
form of interest paid
to borrow money to
buy it, or interest
lost on the cash you
use to buy it. A call
has to factor that
cost of carry into its
value as an alterna-
tive to the long
stock. If the stock
pays a dividend, the
amount of the divi-
dend may partially
offset, wholly offset,
or more than offset

the interest part of
the cost of carry. So,
the call on a divi-
dend-paying stock is
a little bit less
expensive because
of the reduced cost
of carry.

Q: Hey, Trader Guy!
I’m betting my col-
lege roommates a
case of beer on this
answer. If Super-
man can make the
Earth spin in
reverse and make
time decay on long
options positive,
could Flash get
decay negative
again by speeding
up the expiration
cycle?

A: Yes.
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Welcome to FX Options From NASDAQ OMX

Now individual investors can diversify their portfolios with FX Options from

NASDAQ OMX. They're easy to trade and easy to understand, and they're
settled in U.S. dollars.
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Keep the market where you want it—in sight.

Trade Architect® Keep up with the turns and trends in the market with Trade Architect® an intuitive,
Web-based trading platform you can access anytime, from any computer. It puts the tools
and features you need front and center—making it easier for you to identify strategies,

helps put your

Strategy into focus. monitor market action, and be ready to strike whenever potential opportunities arise.
E Ameritrade Explore Trade Architect at
tdameritrade.com/tradearchitect

Market volatility, volume, and system availability may delay account access and trade executions.

Access to real-time market data is conditioned on acceptance of the exchange agreements. Professional access differs and subscription fees may apply.

Past performance does not guarantee future results.

TD Ameritrade does not make recommendations or determine the suitability of any security, strategy, or course of action for you through the use of TD Ameritrade trading tools. Any

investment decision you make in your self-directed account is solely your responsibility. Please consult other sources of information and consider your individual financial position
and goals before making an independent investment decision.

TD Ameritrade, Inc., member FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank.

© 2013 TD Ameritrade IP Company, Inc. All rights reserved. Used with permission.
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Associate Spotlight

A chat witha TD Ameritrade
VIP making things happen

Interview by
Kira Brecht

llustration by
Joe Morse

spot

e Before his girlfriend put the kabosh on the
dare-devil thing, David Kier—better known
within TD Ameritrade's Trader Group as
“Mr. Script”—used to speed through
Chicago’s morning traffic dodging cars and
buses and people on an old Italian road bike
he rebuilt himself.

Still a man on a mission, David devotes
his professional focus to fixing things—hav-
ing trained his mind on Nebraska farms in
his youth where challenges rose daily. David
likes solving puzzles and finding answers.
And every day he helps clients get the most
out of the thinkorswim platform.

David joined TD Ameritrade in 2007,
working in client-tech support and with the
trade-desk team. On the trade desk, he
earned a reputation as the go-to fix-it guy.
Today, he spearheads charting development
for thinkorswim, and also hosts a weekly
chat in the thinkScript® Lounge (see side-
bar). How did this boy from a low-key farm
community become a savvy computer pro-
grammer and part-time options trader? We
sat down with David to find out.

So, how did you become Mr. Script?

In 2009, I came up to Chicago and met with
Guido Espinosa—a very passionate individ-
ual who developed thinkScript—the script-
writing tool that turned thinkorswim into a
totally customizable trading platform. I
started playing with it. I was a math major
in college, so I gravitated toward
thinkScript. And I like to problem solve,
which is what writing code is all about.
was working on the tech-support team with

Meet the Fix-It Man

David Kier wants to make every trader's
life easier—with scripts

clients who wanted to use the feature to
write their own scripts. There wasn't a big
knowledge base for it. So I became the
expert. Clients liked it and I started support-
ing it—hence my nickname.

Why are scripts so popular?

For one, they allow you to manipulate tradi-
tional technical analysis. ThinkScript allows
you to develop something in thinkorswim
that’s not preconceived or predefined. You
can expand into any direction.

What happens in the thinkScript chat
room?

We have a dedicated group of users who
know the software inside out. Because
thinkScript is so customizable you see
unique personalities who really want to do
their own thing. We do some pretty intense
research that can be enhanced through

Meet Mr. Script, for Real
Chat with David "Mr. Script”
Kierin the thinkScript
lounge Tuesdays, after the
market close. Click the Chat
icon at the top of thinkor-
swim (2nd fromright), then
click the Chat tab,and
select "thinkScript Lounge!

thinkScript. I show
clients unique
aspects of the
thinkorswim plat-
form that can be
enhanced through
thinkScript or only
accessed by
thinkScript. Clients
have questions and
we can build the
answers in the
thinkScript Lounge.
It's essentially on-
demand develop-
ment.

What's the coolest
script you've ever
seen?

Oh, wow. [ have
thousands of scripts
on my computer. My
buddy in Omaha
wrote a script that would draw a snowman
on a chart for the holidays.

Got it. So what about a script that relates
to the markets?

One client requested something called
Angle Swing Count. It defines angles of
moving averages and then puts in logic-
counting conditions, above and below price.

What's the bigger goal ahead for

TD Ameritrade scripts?

To make sure everyone can take full advan-
tage of thinkorswim’s true power.
thinkScript helps unlock that potential.

Do you miss biking to work in the snow?
Of course. But, I do help my neighbors fix
their bikes through the winter. My house is
now a bike shop. And my girlfriend’s happy
I’'m not at the center of my own video game!
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Coach’s Corner

Pulling pearls from your
favorite trading instructors.

Words by

Brandon Chapman, CMT
Investools Instructor

® When you compete, it’s typically a good
thing to be the last person standing. But in
trading, the last person standing is the
greater fool because the psychology of greed
and fear continually play out by missing bot-
toms and buying tops. If you can relate to
this, you may find adding market-breadth
indicators into your trading habits may help
you break the buy-high-and-sell-low cycle.

Market breadth measures the degree to
which a majority of stocks are participating
with a market’s trend. For example, the
S&P 500 may have an up day. But, if a
majority of stocks are down, or there is
more volume on stocks that declined, you
might interpret this as bad news. Breadth is
typically used to identify possible diver-
gences in the market, rather than confirm-
ing the strength or weakness seen in an
underlying market trend.

ADVANCING VS. DECLINING ISSUES
The New York Stock Exchange (NYSE) is
one popular exchange to monitor for
breadth because of its strict listing require-
ments, size, and diversity. If you follow a
capitalization-weighted index like the S&P
500, you’ll find certain stocks will count
more than others because of their size. By
considering the number of stocks advanc-
ing (moving up), versus the number of
stocks declining (going down), you’ll be
equally weighting each stock. This elimi-
nates the potential bias of a few large stocks
carrying the index. You’ll find lots of ways
to view this information. But, for our dis-
cussion we’re going to be using a ratio of
advancing-to-declining issues.

In the upper chart in Figure 1, you’ll see
the NYSE Advancing Issues ($ADVN) plot-
ted against a relative-strength study of
Declining Issues ($DECN). The left scale is

Finding Strength

in Numbers

With market-breadth indicators, could buying
high and selling low be a thing of the past?
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FIGURE 1: Searching for Divergence. Market-breadthindicators don't necessarily confirm strengthin
atrend. They're better for finding divergence, or early warning signs (like “90%" days) that a trend could be
reversing soon. Chart Source: thinkorswim®. For illustrative purposes only.

the value for the rel-
ative strength line
and represents a
ratio of advancing-
to-declining issues.

Chart Share!
Todownload the chart

settings above, just copy The area highlighted
the followinglink to tracks the market
your browser. swoon following the

http://bit.ly/toschartRSI
For how to use the share
function, see page 16.

last debt-ceiling
negotiation, and
subsequent debt
downgrade in 2011.
This is a key area for
some traders, but before we get to that, let’s
talk about volume.

UP VS. DOWN VOLUME
You may have heard volume precedes
price. This idea is that volume will typi-
cally increase ahead of a significant price
move. From our breadth perspective,
using the volume of the advancing and
declining issues on the NYSE may give
you a heads up when a trend changes. Or
it might at least confirm the trend. Up vol-
ume is comprised of the aggregate total of
volume across all advancing issues on the
NYSE for a given period, and vice versa
for down volume.

The lower chart of Figure 1 is similar to
that of the upper chart—except that the
NYSE Advanced Volume ($UVOL) is used

instead of $ADVN, and NYSE Declined
Volume ($DVOL) replaces $DECN in the
study. You can arrange both charts for
bearish indications by reversing the order
of the symbols.

THE PUNCHLINE

You may have heard traders use the term
“90% day (Figure 1).” A bullish 90% day is
when there is nine times the volume of
advancing to declining stocks, and 9 times
the amount of up volume to down volume.
The opposite would be true for bearish 90%
days. You’'ll notice that between August 9th
to the 15th, three out of five days were 90 %
days. This may have provided an early bull-
ish signal that breadth was improving.

WHILE THESE TYPES OF DIVERGENCES
should not be your sole trading signal, as
a technician it’s important to approach the
market systematically and know what
your market posture is. Using breadth
indicators may give you more confidence
to know that you’re not alone.

Important Information

For more important information about the

risks of investing, see page 43, #1. Past per-
formance of a security or strategy does not

guarantee future results or success. It is not
possible to invest directly in an index.


http://www.thinkmoney-digital.com/thinkmoney/winter2014/TrackLink.action?pageName=32&exitLink=http%3A%2F%2Fbit.ly%2FtoschartRSI

FROM OUR EXPERTS T0 YOUR
INBOX: OPTION ADVICE YOU

CAN ACTUALLY USE.

The RED Option advisory service applies your choice of
strategies to make option trade recommendations. We send
those recommendations to your inbox. You make the trade,
or if you are a qualified TD Ameritrade client, you can elect
to have TD Ameritrade do it for you automatically. It's easy—
and RED Option provides knowledgeable trade advice paired

with comprehensive option education.

When you subscribe, you can take advantage of:

o Opening, adjusting, and closing trade recommendations based on
your choice of nine risk-defined option trade strategies

o Aninside look at the step-by-step analytical methods that veteran
floor traders apply when making trade recommendations

o The free Autotrade” feature, available to TD Ameritrade clients,
which allows TD Ameritrade to act on a third-party newsletter
recommendation by placing a trade on your behalf to your
designated account

To learn more about RED Option, call 877-733-6786
or visit redoption.com today. R E E

REDOPTION Wit 00t com g

enter C0upon coge
th’nkn**

‘Autotrade is a service of TD Ameritrade, Inc., available to select TD Ameritrade accounts at no additional fee. All trades initiated via Autotrade are subject to your individual commission rates and fees as a TD Ameritrade client. Please contact

a TD Ameritrade Option Specialist at 800-669-3900 for more information, including eligibility requirements.

**When the two free months have passed, keep the service for just $20 per strategy per month.
Options are not suitable for all investors as the special risks inherent to option trading may expose investors to potentially rapid and substantial losses. Option trading privileges in a TD Ameritrade account subject to TD Ameritrade

review and approval. Before trading options, carefully read Characteristics and Risks of Standardized Options. Contact TD Ameritrade at 800-669-3900 or your broker for a copy. RED Option Advisors, Inc. and TD Ameritrade, Inc.
(member FINRA/SIPC/NFA) are separate but affiliated firms. Advisory services are provided exclusively by RED Option Advisors, Inc., and brokerage services are provided exclusively by TD Ameritrade, Inc. A subscription to RED Option
Advisors will include a monthly fee. Please contact RED Option at 877-733-6786 for more information, including eligibility requirements. © 2012 TD Ameritrade IP Company, Inc.
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Special Focus:
Scripting

tdameritrade.com

CODE
FOR SMART
TRADERS

YEARNING FOR A CHART
INDICATOR THAT DOESN'T
EXISTYET? WHY NOT WRITE
ITYOURSELF ANDNO, YOU
DON'THAVE TOSPORT A
POCKET PROTECTORTODO
IT.YOUJUST NEED TOKNOW
YOUR THINKSCRIPT ABCS.

WORDS BY

THOMAS PRESTON
PHOTOGRAPH BY
FREDRIK BRODEN
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BaCkin thinkorswim’s® early days, traders clamored

for more charting tools like technical studies and strategy testing.
Originally, the development team wrote these individual tools in
the platform’s rather complex programming language. That was
great for performance, but clunky for simpler ideas like “subtract
the 10-day moving average from the 30-day moving average.”

Today, our programmers can still do it. But why not
give traders the ability to do it themselves, while creat-
ing their own custom chart data using a simple lan-
guage? With this lightning bolt of an idea, thinkScript
was born.

No, thinkScript is not an add-on, plug-in, or some-
thing to download. And best of all, you don’t need to
be a computer geek to learn it. That means ordinary
traders like you and me can learn enough about
thinkScript to make our daily tasks a little easier. At
the closing bell, this article is for regular people. Not
programmers.

LET’S GET CRACKIN’

thinkScript is most frequently used on the Charts and
the MarketWatch tabs. Think of accessing it the same
way you’d add a technical study, because the
thinkScript editor that lets you write the thinkScript
code exists inside the Chart studies and Quotes page.

For Charts

1. Click on the Studies button.

2. Select “Edit Studies” in the new window that opens
up (Figure 1).

3. Click on the “New” button in the lower-left-hand
corner. That opens up a thinkScript editor with a
default thinkScript code—“plot Data = close;”—
inside it. You can delete that code and start typing
your own in that field.

Note the menu of thinkScript commands and func-
tions on the right hand side of the editor window.
That’s a thinkScript library with quick definitions of
each of the functions.

FIGURE 1: thinkScript Editor in thinkorswm Charts.
For illustrative purposes only.

For Quotes
1. On the MarketWatch tab click Quotes in the top
menu.
2. From the Quotes page, click on the small dot in the
upper-left-hand corner next to the word “Symbol.”
3. Select “Customize” from the drop-down menu.
4. Scroll down the list of “Available Items” and click on
one of the numbered “Custom” columns.
5. Double click to open the same thinkScript editor
window that’s on Charts (Figure I).
6. When you’re done writing your thinkScript code, hit
“Apply” to display it on a chart or see it as a column on
the Quotes page.

As I mentioned, you can script just about anything
you want that’s not in the platform (within reason, of

FIGURE 2: Once you've scripted your personal indicator in thinkor-
swim, you can view it in Charts. The chart above is from the script in
Figure 1. Forillustrative purposes only.

course). To get started, let’s look at a few cool exam-
ples you might want to try.

1. Technical Indicator: Moving-Average Crossover
Above all, thinkScript was created to tackle technical
analysis. This is the code for a moving-average
crossover shown in Figure 1, where you can see 10-day
and 30-day simple-moving averages on a chart. Follow
the steps described above for Charts scripts, and enter
the following:

1. def tenday = reference simplemovingavg
(length=10);

2. def thirtyday = reference simplemovingavg
(length =30);

3.plotdatal = tenday;

4. plot dataZ = thirtyday;

Huh? Let’s back up and clarify terms.
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thinkScript Help!

If you're stuck or just want
toexplore all that
thinkScript has to offer,
there are a couple of places
togo forhelp.

1. The Learning Center
Forabevy of tutorials on
all things scripting, follow
the click path to
tlc.thinkorswim.com>
Charts> thinkScript.

2. thinkScript Lounge
Hear live chatter from David
"Mr. Script” Kier himself
(interviewed on page 30 of
this issue). From thinkor-
swim, click the Chaticon at
the top (¢ndicon from
right). Then click the Chat
taband select "thinkScript
Lounge” A great place to
mingle with other scriptors,
ask questions, share ideas,
and meet your potential
soul mate.

“def”—Defines something in thinkScript. It says
“define this thing named ‘tenday’ as referencing the
study ‘simplemovingavg, which uses 10 days of data.”
“def” also defines “thirtyday” as a simple-moving
average that uses 30 days of data.

“reference”—A command of sorts that pulls studies
into your code already written in thinkScript. As you
know, developers have already created hundreds of
studies. Save yourself time and use “reference” when-
ever you can. Here, thinkScript is pulling in a study
called “simplemovingavg.” You can find “simple-
movingavg” in the studies list on thinkorswim Charts.
Once you find a study, reference it in your code. In this
moving-average crossover code, the “tenday” is telling
the simplemovingavg study to use “length = 10.” That
means use 10 days of prices in the moving-average cal-
culation. The “length = 30” tells the “thirtyday” sim-
ple-moving average to use 30 days of price data.

“plot”—Once you’ve defined the things for your chart,
display them with the “plot” command. In this mov-
ing-average crossover, we’re plotting two lines—a 10-
day moving average, and a 30-day moving average.
So, we’ll need to create two plots and call them differ-
ent things. I just created “plot datal” and “plot data2,”
and told them to display what we just defined. “plot
datal = tenday” means “the plot command will dis-
play this thing called ‘datal, which we defined above
as ‘tenday.” “plot data2 = thirtyday” does the same
thing for the 30-day simple-moving average.

By the way, at the end of each line of thinkScript
code you’ll notice a semicolon (“;”). That tells
thinkScript that this command sentence is over. Also,
a trained programmer could write a thinkScript code
for colors and all sorts of other things on a moving-
average crossover. Don’t worry about that for now.
Learn just enough thinkScript to get you started. You’ll
go bonkers trying to figure it all out at once.

2. Custom Volatility: IV Percentile

If you want options data that doesn’t currently exist
as a platform feature, why not create it yourself?
Another handy trick of thinkScript allows the Market-
Watch tab to display a metric for a stock list on a
Quotes page. You may already be familiar with the
“Current IV Percentile” in the Trade page’s “Today’s

Options Statistics” section. That number shows the

FIGURE 3: Custom Vol Percentile. Don't want 12 months of
volatility? Write a script to get three.. For illustrative purposes only.

current overall implied volatility of a stock’s options,
relative to its past year’s high-to-low range. But what
if you want to see the IV percentile for a different time
frame, say, 3 months? (See Figure 3)
Following the steps described for the Quotes scripts,
enter this:
1.defivol = if lIsNaN(imp_volatility)
thenimp_volatility else ivol[1];
2. def lowvol = lowest(ivol, 60);
3. def highvol = highest(ivol, 60);
4. def currentvol = imp_volatility;
5. plotdata = ((currentvol - lowvol)/
(highvol - lowvol)*100);

This thinkScript code defines four things—*“ivol,”
“lowvol,” “highvol,” and “currentvol,” and bases
them on the value of “imp_volatility.” “imp_volatility”
is a study that gives you the platform’s “Vol Index”
number, which is a stock’s options’ overall implied
volatility. The “if !IsNaN” returns zero if the Vol Index
is unavailable for a symbol. The “lowest” and “high-
est” are commands that order thinkScript to find the
lowest or highest “ivol” over the previous 60 days. The
“plot” command displays the results of a formula
using the things we’ve defined.

You can change “60” to whatever number for
which you want to see the range. Keep in mind that
each month has about 20 trading days, so 60 trading
days is about three months. If you want to show a
yearly number, use “262,” which is approximately a
year’s trading days. To get this into a Watch List, fol-
low these steps on the Market Watch tab:

1. Click on the Quotes sub-tab.

2. Click on the dot to the left of the word “Symbol,” in
the upper-left-hand corner of the Quotes tab.

3. Select “Customize” from the drop-down menu.

4. When the “Customize Quotes” box opens, click on
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FIGURE 4: Backtest with thinkScript. You can turn your indicators into a strategy
backtest. With the script for the 10- and 30-day moving averages in Figures 1 & 2, for
example, you can plot how many times they cross over a given period. For illustrative

purposes only.

one of the “Custom” choices in the list of “Available
Items.” That opens the “Custom Quote Formula” box,
where you can click on the thinkScript editor tab and
write in the code. Remember to name your thinkScript
code so you can add it to your Quotes list.

3. Backtesting

thinkScript is also used on thinkorswim charts as a
technical analysis back-testing tool. With this feature
you can see the potential profit and loss for hypotheti-
cal trades generated on technical signals. Bear in
mind, this does not include commission costs, which
will affect your true P/L.

Let’s review strategy results that get long (buy a
stock or option) when a 10-day moving average
crosses above the 30-day moving average; and get
short (sell a stock or option) when a 30-day moving
average crosses above a 10-day moving average. To do
this, we have to write two scripts and separate them.

Script 1:
1.def smal0 = simplemovingavg(close, 10);
2.def sma30 = simplemovingavg(close, 30);
3. AddOrder(Order Type.Buy_Auto,smal0 >
sma30, tickColor = GetColor(6), arrowColor =
GetColor(6));

Script 2:
1.defsmal0 = simplemovingavg(close, 10);
2.def sma30 = simplemovingavg(close, 30);
3. AddOrder(OrderType.Sell_Auto, sma10
< sma30, tickColor = GetColor(5), arrowColor =
GetColor(5));

To combine the two and add this backtesting script
to a chart, do the following:
1.Right click on a chart, and select “Studies,” then
“Edit Studies.”
2. This time, click the “Strategies” tab in the upper-
left-hand corner.
3. Then click “New” in the lower-left-hand corner.
When the thinkScript Editor tab opens, enter the code
under thinkScript 1 above.

4. Give it an easy name like Movin-
gAvgBuy.

5. Click “OK” button in the lower-
right-hand corner to close the
thinkScript editor.

6. Click “New” again.

7. Enter a name like MovingAvgSell.
8. Click “OK.”

9. Look for the thinkScripts you just
created in the Strategies list. Double
click to see them in the “Added Studies
and Strategies” window.

10. Hit “Apply.”

As in Figure 4, on the chart you’ll
see buy-and-sell signals. To see
profit/loss, carefully right click one of the chart’s trade
signals. Then, select “Show Report” from the drop-
down menu. The thinkScript code does this through
the “AddOrder” command. This code specifies
“Buy_Auto” when the “smal0” is greater than
“sma30,” and “Sell_Auto” when “smal0” is less than
“sma30.” Together, they create the chart’s hypothetical
buys and sells. thinkScript also has commands for
opening and closing buy-and-sell orders so you can
create specific testing scenarios.

The “tickColor,” “arrowColor,” and “GetColor” are
commands thinkScript uses to add color to buy-and-
sell signals. The numbers “5” and “6” refer respec-
tively to red and green.

BONUS SCRIPT: SCRIPT ALERTS

Being tied into the markets doesn’t mean being tied to
your computer. If you’re out and about, and don’t have
time to watch the SPUs on TD Ameritrade’s mobile trad-
ing apps, the alert functionality on the thinkorswim®
platform lets you write custom technical indicators and
have messages sent to your phone or mobile device
when the indicator reaches a certain level or value.

1. On the Market Watch tab, click on the Alerts sub-tab.
2. Click the Study Alert button in the upper-right-hand
corner.

3.When the Study Alerts box opens, click the
thinkScript editor tab.

4. You’ll be presented with “SimpleMovingAvg( )” to get
you started. Delete that if you don’t want to be alerted
on a moving average. But as an example, this is the code
you would write to be alerted if the 30-day moving aver-
age moves above the 10-day moving average.

For example:
plot data = simplemovingavg(30) >
simplemovingavg(10)
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There are other controls in the Study Alerts
box, like the “Aggregation” period at the
top that lets you choose intraday, daily,
weekly, or monthly data. There’s also the
“Trigger if” drop-down menu that alerts
you if the value of your thinkScript study
meets certain conditions. When you’re
done, click on the Create Alert button in
the lower right, and you’re almost done.

To make sure you get messages with trig-
gered alerts:
1. Click on Application Settings in the plat-
form’s upper-right corner.
2. Click the “Notifications” sub-tab.
3. In the “Notify about” list, choose “Alert
is triggered.”
4. Check a notification method under
“Alert settings” such as email or SMS.
You’ll need a confirmed email address or
phone number for SMS to set up alert noti-
fications, which you’ll do at the top of the
“Notifications” sub-tab.

There you have it. Use thinkScripts for
alerts, and you’ll never have to miss a trad-
ing signal again!

OKAY, WE COULDN’T HELP BUT GET A
little bit geeky on that last script, but we’ve
only scratched the surface of what
thinkScript can do. If you have an idea for
your own proprietary study, or want to
tweak an existing one, thinkScript is about
the most convenient and efficient way to do
it. And you just might have fun doing it.

Important Information

For more information on the
risks of investing and options,
see page 43, #1-2.

Backtesting is the evalua-
tion of a particular trading
strategy using historical data.
Results presented are hypo-
thetical, they did not actually
occur and they may not take
into consideration all transac-
tion fees or taxes you would
incur in an actual transac-
tion. And just as past per-
formance of a security does
not guarantee future results,
past performance of a strategy
does not guarantee the strat-
egy will be successful in the
future. Results could vary sig-
nificantly, and losses could
result.

_|_
R

L

Q: Where can I learn
more about thinkScript?
Az This link takes you to a
well-organized thinkScript
resource. You'll find every-
thing from beginner tips
and help getting started, to
more advanced topics for
experienced programmers.

Q: If I create a propri-
etary thinkScript indica-
tor, can anyone else gain
access?

Az No. The thinkScript
code is associated with
your log in and can’t be
accessed by another user,
even if on your computer
that person has logged into
his or her account.

Py

Q: If I find thinkScript
code online written by
someone else is it safe to
use?

A: As long as you enter
the code yourself and
don’t copy files to your
computer, thinkScript code
won’t harm your com-
puter, or give someone
else access to your trading
account or personal infor-
mation. That said, we
can’t verify the accuracy or
validity of any thinkScript
code not written by our
development team.

Q: Does running
thinkScript code slow
down the thinkorswim
platform?

A It’s possible for a
thinkScript code that
accesses live data across
underlying symbols—Ilike
thinkScript applied to a
Watch List—to run slowly.
If it happens, try applying
the code to a shorter
Watch List. Generally,
thinkScript code doesn’t
slow down quotes or order
routing.

ORDINARY
TRADERS
LIKE YOU
AND ME

CAN LEARN
ENOUGH
ABOUT
THINKSCRIPT
TOMAKE
OUR DAILY
TASKS A
LITTLE EASIER.

: Can I use thinkScript
to create live orders
based on technical indi-
cators?

A It’s possible, but be
careful. An error in
thinkScript code can either
enter live orders you don’t
want, or create a large
number of orders that
would generate huge com-
mission costs.

If you create an order
on the Trade page, you’ll
see a small “gear” icon in
the lower-right-hand cor-
ner of the Order Entry sec-
tion. If you click on that
icon, you’ll open up the
Order Rules box. There,
click the “Method” drop-
down menu and choose
“Study.” That will let you
route an order based on
the value of a study you
already defined.
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Pearls froma
veteran floor trader

Words by
Thomas Preston

® You know how it rolls. You hit a certain
age and think back to the old days when
times seemed better. Canolis were made
with heavy cream (no low-fat allowed).
Cool guys drove Camaros or Trans-Ams or
maybe even Corvettes, instead of today’s
minivans with DVD players in the back.
And a Prius? Please. But despite the walk
down memory lane, I've been a trader for
30 years and I must confess times are better
now to trade options.

YOU'RE SKEPTICAL?

Consider this. Back then, there were no
streaming quotes on computers or mobile
phones. Getting trade-execution reports
took minutes instead of milliseconds. And
market makers like me kept the bid/ask
spreads high, wide and handsome. In fact,
one of the biggest factors in bid/ask spreads
being narrower, or tighter, today is elec-
tronic trading.

You want proof? Take a look at SPX
options in two expirations—the weekly-
expiration options and the options in the
regular expiration cycle. The “regular” SPX
options are still traded in open outcry at the
CBOE. The weekly SPX options are traded
electronically, and open outcry in the
hybrid system. The weekly and regular
expiration options are both cash-settled, are
both based on the S&P 500 cash index, and
have the same contract size. The only differ-
ence is that one is trading only in open out-
cry, while the other is open outcry plus
electronic.

The Weekly Deal

For bigindices like SPX, weekly options
can pinch a better penny

CLOSING THE GAP

Look closely at the bid/ask spreads of both
types of options. The bid/ask spreads of
the weekly SPX options are narrower.
They’re up to 1/2 the width of the spreads
of the regular SPX options. The weekly
SPX options have spreads .50 wide, while
the regular SPX options have spreads over
1.00 wide.

So, why is this? You have to understand
how market makers think about bid/ask
options spreads. When I was a market
maker, a sheet told me the theoretical
value of an option for a given index price.
I'd look at the index price, look at the theo
value, then make a bid price lower than
the theoretical value and an ask price
higher. That difference around theo value
was my “edge.” Butif the index changed
without me looking, I'd be making a mar-
ket off an inaccurate theo price. So I made
my bid/ask spreads wider to give me room
in case the index did move, especially a big
index like the SPX. I didn’t want to get

You can view all SPXand
other weekly options

under the Trade tabin
thinkorswim®. Just enter a
symbolin the fill-in boxin
the upper left, andif they
are listed, the weeklies will
show up in the Option Chain
in the center of the page.

picked off by making an
inaccurate bid/ask off an
old index quote.

But with electronically
traded options, computers
don’t get caught not look-
ing at the index price.
With electronically traded
options, the quotes are
electronically generated
as well. So when the
quotes are generated by a
computer using an
option-pricing model, the
quotes can be updated
with every tick in the
index price. The comput-
ers don’t have that prob-
lem, and are less
concerned about getting picked off. So,
their bid/ask spreads can be a bit tighter.

Electronically traded options have been
with us for years, and the resulting nar-
rower bid/ask spreads can mean reduced
slippage when retail traders like us execute
limit orders. The options traded in penny
increments wouldn’t be possible without
electronic trading. But sometimes you for-
get how nice it is to trade them and need to
be reminded of the way it was in the old
days. But I still miss my Trans Am.

Important Information

For important information on options, see
page 43, #1-2. Because they are short-lived
instruments, weekly options positions
require close monitoring, as they can be
subject to significant volatility. Profits can
disappear quickly and can even turn into
losses with a very small movement of the
underlying asset.
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27

Long Call VVertical Spr-e’ad

e A defined-risk, bullish spread strategy, composed
of along and a short option of the same tylp))e

(i.e. calls). Long verticals are purchased for a debit
at the onset of the trade. The risk of a long vertical
is typically limited to the debit of the trade.

13

Short Straddle

¢ A market-neutral strategy with unlim-
ited risk, composed of an equal number
of short calls and puts of the same strike
price, resulting in a credit taken in at the
onset of the trade. The strategy assumes
the underlying will stay within a certain
range, in which case, as time passes
and/or volatility drops, the options can
be bought back cheaper than the credit
taken in, or expire worthless; resulting
in a profit.

pJrd
SHORT PUT ™

¢ A bullish, directional strategy with
unlimited risk in which a put option is
sold for a credit, without another option
(of a different strike or expiration) or
instrument used as a hedge. The strat-
egy assumes that the stock will stay
above the strike sold; in which case, as
time passes and/or volatility drops, the
option can be bought back cheaper or
expire worthless, resulting in a profit.

13, 20,23 & 27

Delta

e AMEASURE OF AN OPTION'S
SENSITIVITY TOA ST CHANGE IN THE
UNDERLYING ASSET. ALL ELSE BEING
EQUAL, AN OPTION WITHA 50 DELTA
(ALSOWRITTEN AS .50) FOR EXAM-
PLE, WOULD GAIN 50 CENTS PER S1
MOVE UP IN THE UNDERLYING. LONG
CALLS AND SHORT PUTS HAVE POSI-
TIVE (+) DELTAS, MEANING THEY
GAIN AS THE UNDERLYING GAINS IN
VALUE. LONGPUTS AND SHORT
CALLS HAVE NEGATIVE (=) DELTAS,
MEANING THEY GAIN AS THE
UNDERLYING DROPS IN VALUE.

13
Delta/Market Neutral

* A strategy that begins with no specula-
tive (directional)bias. All combined deltas
between each leg of an option spread that
is delta neutral equal zero.

CBOE VOLATILITY INDEX (VIX)

e The de facto market volatility index used to measure the implied volatility of S&P 500 index options.
Otherwise known to the public as the “fear index,” it is most often used to gauge the level of fear or complacency
in a market over a specified period of time. Typically, as the VIX rises, option buying activity increases, and
option premiums on the S&P 500 index increase as well. As the VIX declines, option buying activity decreases.
The assumption is that greater option activity means the market is buying up hedges, in anticipation of a cor-

rection. However, the market can move higher or lower, despite a rising VIX.

13,20 & 27

AT THE
MONEY

e An option whose
strike is “at” the price
of the underlying
equity. Like out-of-
the money options,
the premium of an
at-themoney option
is all “time” value.

20 & 27

IN THE
MONEY

¢ An option whose
premium contains
“real” value, i.e. not
just time value. For
calls, it's any strike
lower than the price
of the underlying
equity. For puts, it's
any strike that's
higher.

20 & 27

ouT
OF THE
MONEY

¢ An option whose
premium is not only
all“time” value, but
the strike is away
from the underlying
equity. For calls, it's
any strike higher
than the underlying.
For puts, it's any
strike that's lower.
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important

info

1/ GENERAL DISCLAIMER

The information contained in this article is not

intended to be investment advice and is for illustrative
purposes only. Be sure to understand all risks involved
with each strategy, including commission costs, before
attempting to place any trade. Clients must consider all

relevant risk factors, including their own personal
financial situations, before trading. Past performance
of a security or strategy does not guarantee future
results or success.Transaction costs (commissions and
other fees) are important factors and should be consid-
ered when evaluating any options trade. Options
involve risk and are not suitable for all investors. Sup-
porting documentation for any claims, comparisons,
statistics, or other technical data will be supplied upon
request. It is not possible to invest directly in an index.

2/ OPTIONS STRATEGIES
Mini-options do not reduce the per
share cost or price of options.

Spreads, condors, butterflies, strad-
dles, and other complex, multiple-leg
option strategies can entail substantial
transaction costs, including multiple
commissions, which may impact any
potential return. These are advanced
option strategies and often involve
greater risk, and more complex risk,
than basic options trades. Be aware
that assignment on short option strate-
gies discussed in this article could lead
to unwanted long or short positions on
the underlying security.

The naked put strategy includes a
high risk of purchasing the correspon-
ding stock at the strike price when the
market price of the stock will likely be
lower. Naked option strategies involve
the highest amount of risk and are only
appropriate for traders with the highest
risk tolerance.

Naked option strategies involve the
highest amount of risk and are only
appropriate for traders with the highest
risk tolerance.

The risk of loss on an uncovered call
option position is potentially unlimited
since there is no limit to the price
increase of the underlying security.

Option writing as an investment
strategy is absolutely inappropriate for
anyone who does not fully understand
the nature and extent of the risks
involved.

A covered call strategy can limit the
upside potential of the underlying
stock position, as the stock would
likely be called away in the event of
substantial stock price increase. Addi-
tionally, any downside protection pro-
vided to the related stock position is
limited to the premium received. (Short
options can be assigned at any time up
to expiration regardless of the in-the-
money amount.)

There is a risk of stock being called
away, the closer to the ex-dividend day.
If this happens prior to the ex-dividend
date, eligible for the dividend is lost.

Income generated is at risk should the
position moves against the investor, if
the investor later buys the call back at a
higher price. The investor can also lose
the stock position if assigned.

The maximum risk of a covered call
position is the cost of the stock, less the
premium received for the call, plus all
transaction costs.

Rolling strategies can entail sub-
stantial transaction costs, including
multiple commissions, which may
impact any potential return. You are
responsible for all orders entered in
your self-directed account.

3/ FUTURES

Futures trading is not suitable for all
investors as the risk of loss in trading
futures is substantial. Futures trading
privileges are subject to TD Ameritrade
review and approval. Not all account
owners will qualify. Futures accounts
are not protected by the Securities
Investor Protection Corporation (SIPC).
Equity options trading involves risks
and are not suitable for all investors.
Spreads and other multiple-leg option
strategies can entail substantial trans-
action costs, including multiple com-
missions, which may impact any
potential return.

Futures and futures options trading
is speculative, and is not suitable for
all investors. Please read the Risk
Disclosure for Futures and Options
prior to trading futures products
(https://www.tdameritrade.com/
retail-en_us/resources/pdf/
TDAG631.pdf).

Futures accounts are not protected
by the Securities Investor Protection
Corporation (SIPC).

4/ PROBABILITY ANALYSIS
Probability analysis results are theoreti-
cal in nature, not guaranteed, and do
not reflect any degree of certainty of an
event occurring. The probability pro-
jections in the Analyze page assume
the underlying stocks follow a lognor-
mal distribution. The results are
derived using the Black-Scholes for-
mula for delta, consisting of the current
stock price, number of days in the
future, current volatility of the stock,
and the risk-free rate of return.

5/Investor Movement Index
Historical data should not be used
alone when making investment deci-
sions. Please consult other sources of
information and consider your individ-
ual financial position and goals before
making an independent investment
decision. The IMX is not a tradable
index, and should not be used as an
indicator or predictor of future client
trading volume or financial perform-
ance for TD Ameritrade.
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The risk of loss in trading securities, options, futures, and forex can

be substantial. Clients must consider all relevant risk factors, including
their own personal financial situations, before trading. Options involve
risk and are not suitable for all investors. See the Options Disclosure
Document: Characteristics and Risks of Standardized Options. A copy
accompanies this magazine if you have not previously received one.
Additional copies can be obtained at tdameritrade.com or by contacting
us. Trading foreign exchange on margin carries a high level of risk,

as well as its own unique risk factors. Please read the following

risk disclosure before considering trading this product: Forex

Risk Disclosure (www.nfa.futures.org/NFA-investor-information/
publication-library/forex.pdf). A forex dealer can be compensated

via commission and/or spread on forex trades. TD Ameritrade, Inc.,
member FINRA/SIPC/NFA.TD Ameritrade is a trademark jointly owned
by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank.

© 2014 TD Ameritrade IP Company, Inc.

All rights reserved. Used with permission.
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Swipe, drag, and tap your
way through the market.

Our mobile trading apps are optimized for the iPad®.

TD Ameritrade Mobile

This easy-to-use app is packed with trading essentials and innovative
functionality. Place trades, discover potential investments with SnapstockTM,
and access enhanced third-party research.

TD Ameritrade Mobile Trader

Act on your most sophisticated trading strategies with this technologically
advanced app. Trade equities, multi-leg options, futures, and forex; view
live, streaming international CNBC feeds and premium video content from
tastytrade®;* and test-drive theories with paperMoney®.

- Choose your app at
E Ameritrade tdameritrade.com/mobileapp.

*TD Ameritrade and tastytrade, Inc. are separate, unaffiliated companies. TD Ameritrade is not responsible for any third-party content or opinions presented.
iPad® is a registered trademark of Apple, Inc.

The paperMoney software application is for educational purposes only. Successful virtual trading during a one-time period does not guarantee successful investing of actual funds during a later time
period —market conditions change constantly.

Market volatility, volume, and system availability may delay account access and trade executions.

The risk of loss in trading securities, options, futures, and forex can be substantial. Clients must consider all relevant risk factors, including their own personal financial situation, before trading. Option,
futures, and/or forex trading privileges subject to TD Ameritrade review and approval. Not all account owners will qualify. Futures and forex accounts are not protected by the Securities Investor
Protection Corporation (SIPC).

TD Ameritrade, Inc., member FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. © 2013 TD Ameritrade IP Company,
Inc. All rights reserved. Used with permission.
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