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“Which Trading
Software s
Best for Me?”

Whether you are a beginner
or a pro, we have a great
trading solution for you.

We provide affordable, reliable, real-time financial market
data and analysis for all levels of traders. Which one are you?

For position traders, &
we offer a low-priced |
and complete
analytical package in
eSignal OnDemand. |
For just $1.00 the
first month, and
$24.95 afterwards,
you'll receive the
information you need at an affordable price.

Only $1 forthe - * . '~ . =&
first month!™

Active traders
prefer to use the
professional-level,
feature-rich benefits = i
found only in :

eSignal. Our flagship
product has won
many awards voted
on by traders just like :
you, including the annual Technical Analysis of Stocks &
Commodities Readers’ Choice Awards.

Get your 2nd
month Free!™

Award-Winning Products
The eSignal suite of products
has consistently been
voted best by users worldwide
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Interactive Data:

“You guys are terrific. What a great company!
So responsive. And it's uncanny the way you're
anticipating traders’ needs.” — B. Martin

Experienced traders
appreciate the
predictive indicators
exclusive to eSignal,
Advanced GET
Edition, which
include the Elliott
waves, eXpert Trend
Locator, Profit-Taking B
Index and other proprietary indicators that others
simply don't offer.

Your trading styles and needs are unique. So are our
data solutions. Call us now, and we’ll help you choose
the right software for your trading style. Be sure to ask
about our 30-day, risk-free trials:

S|gnq| 800.575.2589

www.eSignal.com/offer/tm

eSignal is a registered service mark of Interactive Data Corporation.

*All fees will be refunded to you, minus any taxes and applicable add-on service/exchange fees, if you cancel within the first 30 days of service. Call for details.

**Only available to new eSignal subscribers. eSignal OnDemand data is not available with third party applications.

***This no-cost offer is not available online and is for new and returning subscribers to eSignal Premier and eSignal Premier Plus who call the number on this ad. ~ x14289
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Here We
Go Again

¢ Don’t be fooled by the title.
We’re not going to hit you
with chatter about double-
dip recessions or end-of-year
market postulations. We’ll
let the business media wran-
gle over those tidbits on
their own. After all, this is a
trading magazine! And
traders, who—for the most
part—are more concerned
with shorter time horizons,
probably care less about
where the markets will be
this time next year than
most long-term investors.
Besides, a market prediction
is just a number, not a mile-
stone. What matters more
than ROI to a trader is P/L.
In other words, when you
count up your trades at the

end of the day, month, or
year, do you win more than
you lose?

Although there are thou-
sands (maybe millions?) of
opinions about how to pre-
dict where markets are
going, most rely on funda-
mental and technical analy-
sis to evaluate ripe
opportunities for the pick-
ing. However, there’s a
school of thought that
largely dismisses both disci-
plines. Loyalists of “random
walk” believe that markets
cannot be predicted at all,
but they can be profitable—
even if the odds are no better
than a coin-toss. Our cover
story on page 10 reveals just
how.

Now, we know there’s a
chance you may be living a
double life both as a trader
and investor, and may actu-
ally own a few (gasp) long-
term stock holdings.
However, aside from the
plain-vanilla long put,
you’re befuddled as to what
the heck you can do to pro-
tect your stocks in the event
of a market collapse, or
worse, the return of another
flash crash. Well, you and

We want to hear
your feedback!
Please send your
comments to
thinkmoney@

tdameritrade.com.

your alter ego should find
plenty of nuggets in “Col-
lars, Conversions, and Clar-
ity” on page 22.

So, as someone who
thinks in hours, days, or
weeks, you might scoff at
the guy on TV talking about
a “stock-picker’s market”
(duh). There’s even a good
chance carpe diem defines
your philosophy. The
trader’s creed boils down to
this: Embrace volatility,
adapt quickly, and learn to
love the good, the bad, and
the ugly as it comes—when
it comes. But if you're still
looking for market advice,
perhaps the random-walk
guy says it best—the market
has as much of a chance of
moving up tomorrow as it
does down. What are you
going to do about it?

Happy Trading!
TD Ameritrade

PHOTOGRAPH: FREDRIK BRODEN
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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 personalized recommendations. This informa-
tion should not be construed as an offer to sell or a
solicitation to buy any security. The investment strate-
gies or the securities may not be suitable for you. We
believe the information provided is reliable; however,
TD Ameritrade, Inc., and its affiliated companies do
not guarantee its accuracy, timeliness, or complete-
ness. Any and all opinions expressed in this publica-
tion are subject to change without notice.

e [n respect to the companies or securities covered in
these materials, the respective person, analyst, or writer
certifies to TD Ameritrade, Inc., that the views expressed
accurately reflect his or her own personal views about
the subject securities and issuing entities and that no
part of the person’s compensation was, is, or will be
related to the specific recommendations (if made) or
views contained in this publication.

ice and education and
costs. thinkorswim topped
the list in 2006, 2007,
2009, and 2010 with the
highest weighted-average
score. Barron’s is a regis-
tered trademark of Dow
Jones & Company ©
2006-2010.

e thinkorswim, prior to
joining TD Ameritrade,
earned 4.9 stars, the top
score, in the category
“Trading Technology”, and
was rated #1 overall
online broker in Barron’s
ranking of online brokers,
3/15/2010. thinkorswim
was evaluated versus oth-
ers in eight total cate-
gories, including trade
experience, trading tech-
nology, usability, range of
offerings, research ameni-
ties, portfolio analysis and
reporting, customer serv-

e TD Ameritrade, Inc., and its affiliates, their employees,
directors, consultants, and/or their respective family
members may directly or indirectly hold positions in the
securities referenced in these materials. TD Ameritrade,
Inc., and its affiliates may, as principal or agent, buy
such securities from or sell them to clients.

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
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 accomparnies
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 mar-
gin carries a high level of risk, as well as its own unique
risk factors. Please read the following risk disclosure
before considering the trading of 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 is subsequently
compensated by the forex dealer. Funds deposited into
an account with a broker-dealer for investment in any
currency, or which are the proceeds of a currency posi-
tion, or any currency in an account with a broker-
dealer, are not protected by the Securities Investor
Protection Corporation (SIPC).

TD Ameritrade, Inc. Member SIPC FINRA NFA

2010 © TD Ameritrade IP Company, Inc.

firms, a five-star rating in
the Trading Tools category

e TD Ameritrade ranked #3
of 17 Discount (Online)
Brokers in SmartMoney
Magazine’s Annual Broker
Survey in the publication's
June 2010 issue.

TD Ameritrade was also
awarded a five-star rating
(the highest available) in
the Mutual Fund and
Investment Products cate-
gory along with two other

along with four other firms,
a five-star rating in the
Research category along
with two other firms, and a
five-star rating in the Cus-
tomer Service category
along with four other firms
in SmartMoney’s 2010 Bro-
ker Survey. SmartMoney is
a registered trademark of
Dow Jones & Company, Inc.
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THERE'S ACAMP OF TRADERS WHO THINK ASTOCK'S
NEXTMOVE IS ABOUT AS PREDICTABLE AS A

COIN TOSS, BUT THAT DOESN'T MEAN YOU CAN'T
MAKE CONSISTENT RETURNS, |UST TAKE YOUR STOCK-
PICKING HAT OFF FOR AMOMENT AND FOCUS,
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THE PRICEISRIGHT

is the perfect game show for traders. Not only is it
cheap entertainment for millions of couch potatoes;
it’s also an exercise in pure statistics. Essentially, each
pricing game leading up to the much-anticipated
“Showcase Showdown” relies primarily on the fact
that most contestants guess somewhere in the middle
on the price of a pack of gum or a new car—what’s
called a mean in statistical terms.

One “TPiR” favorite—Plinko—is a pricing game
based on the principles of “random walk,” which also
happens to be a popular school of thought among cer-
tain traders. This is the game where the contestant
drops a hockey puck-like “chip” down on a board of
nails that are evenly distributed. Each time the chip
lands on the top of a nail, the odds are 50/50 that it will
fall left or right before it lands on the next nail. Eventu-
ally, it hits the bottom. Once the contestant drops the
chip, nothing can influence where it will go next except
gravity itself, and nobody can predict where it will land.
Its path is said to be completely random. Over the
course of hundreds of chips dropped, they’ll cluster
around a mean in a shape that math geeks like to call a
bell curve, with 50% of the chips landing to the left of
the curve, and 50% to the right—essentially, a coin-
toss. This is the essence of random walk.

IT AIN'T PLINKO, BUTIT'S CLOSE

If there was ever a market moment when
random-walk die-hards get to have their
day in the sun, it’s right now, because tech-
nically—at least for the first 10 years of this
century—they’ve been right. On January 1,
2001, the S&P 500 was sitting at 1320. This
year, it’s been waffling on either side of
1100. So, it’s pretty safe to say that at least
the broad market has been random and it
really hasn’t gone anywhere. That’s not to
say there haven’t been some fantastic bulls
and bears in between, but you can’t really
argue with the math.

Random walkers typically disregard bal-
ance sheets and price charts altogether.
They assume that because of the market’s
said random-ness, your best guess for
where it will be tomorrow is where it is
today. Yup, income statements, MACD, and
volume are as reliable as a toilet-flushing
indicator when it comes to predicting mar-
ket direction (or so they say).

So, does this mean that all chartists and
value-investors should just pack up and go
home? Not exactly. There are plenty of suc-
cessful chartists, money managers, and
investors who are very good at using pre-
dictive tools. But if we’re in for another

decade like the last one (not saying we are), and you
haven’t exactly “beat the market,” you might consider
adjusting your game plan and stealing a nugget or two
from random-walk theory.

WHAT'S THE EDGE ON A COIN TOSS?
Random-walk theory really borrows from another set
of principles known as efficient market hypothesis
(EMH), which states that market inefficiencies,
anomalies, and other “-ies” exist, but they do not
persist. In human terms, this means that there are so
many millions of market participants that any infor-
mation that becomes known, which was previously
unknown, immediately gets absorbed and reflected
into the price of a market. Arbitrageurs close all the
pricing gaps, sellers sell what they need to sell, buyers
buy what they need to buy, and equilibrium is
achieved. Utopia, right?

Now, let’s assume for the moment the random-
walk crowd is right. If so, the crux of EMH states that if
markets are truly efficient, then nobody can actually
beat the market because technically, you can’t predict
its outcome. However, random walkers have given up
on the idea that you actually need to know where a
market will go next to make money. How? Good old-
fashioned sound money management and strategy
selection, that’s how. But before it starts to sound
dreadfully similar to recommending (yawn) a proper
diet and exercise to maintain a healthy lifestyle, let’s
touch on both, and give peace a chance.

Money Management Painting with broad strokes, if
random walk assumes a 50/50 chance of being right,
half of your trades will be winners, and the other half,

IT'SESSENTIAL TOKEEP

YOUR LOSSES IN CHECK,
POSITION SIZING SIMPLY
KEEPS YOU FROM LOSING
MORE THAN A SMALL PIECE OF
YOUR TRADING CAPITAL
TRADEMANAGEMENT KEEPS
YOU FROMLOSING 100% OF
THESMALL PIECE, SO YOU CAN
USEIT AGAIN AND AGAIN.
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losers. The trick is to keep more of the dollars you win
than you lose, and to do so time and time again. Here
are a couple of tips:

Position sizing (How much do you risk per trade?)—
Develop a system for consistently allocating the same
amount of risk in every trade. There’s no cherry-picking
here, and it doesn’t matter if you have a better “gut feel-
ing” about the next trade than the last one. Doubling
down is a no-no. Stick to the plan. If, for example, you
decide to risk 5% per trade, that’s what you risk every
time—no matter what your convictions.

Trade management (When do you get out?)—

If you’ve been trading long enough, you’ve probably
heard the tired advice, “Cut your losses short, but let
your winners run.” Boring? Yes. But that’s pretty much
what it boils down to, and there’s really no better way
to put it. The idea is to create some sort of risk-to-
reward scenario with each trade that looks something
along the lines of risking $1 to make, well, more than
$1—such as 1:2, 1:3, and so on—otherwise the whole
50/50 thing really doesn’t work. This could mean com-
mitting to stopping out of your option trade if you lose
$1 or exiting for a profit of $2—whichever comes first.
Or, if you're trading stock, it might mean stopping out
when the stock drops 2% or exiting for a profit if it
earns 4 %. These are oversimplifications, but you get
the idea.

If you must take away only one thing from this arti-
cle (you wouldn’t be the first), understand that it’s
essential to keep your losses in check. Position sizing
simply seeks to keep you from losing more than a small
piece of your trading capital. Trade management seeks
to keep you from losing 100% of the small piece, so you
can use it again and again.

Strategy Selection If you're a stock trader, there isn’t
much selection to be had—you either buy stock or you
sell it. But for option traders, it’s not that black and
white. s volatility too high? You should probably con-
sider avoiding long calls. Earnings around the corner?
Maybe forget about those short puts.

Assuming you’ve exercised your new and brilliant
money management plan, choosing the right option
strategy to trade is like accessorizing your outfit before
a date. You already look good, but those new jeans will
make you look great... (Okay, that was awkward.) The
point is that picking a good strategy doesn’t innately
guarantee success, but it can help to prevent bad things
from happening to a good trade.

Now, this is by no means a complete list, but here
are a couple of tricks:

Consider defined-risk strategies over those for which
the loss is uncertain, or worse, unlimited.

What happens when you’re short calls on a stock the
day blow-out earnings are announced? What if you’re
short puts the morning of the next flash crash? Avoid
the cowboy mentality. Slapping a hedge on your naked
shorts to turn them into short put verticals isn’t about

being unwilling to take risks, it’s about preserving capi-
tal. Sure, you might win on your next 10 trades, but
when lightning finally strikes, assuming you’ve exer-
cised good money management, you won’t blow up.

Consider strategies where time works for you, not
against you.

Time decay is the killer of long strategies, such as buy-
ing calls and puts, or buying at- or out-of-the-money
vertical spreads. Directional implications aside, strate-
gies with positive time decay are designed to profit as
time passes because the position you sell gets cheaper.
Markets can go up, down, or remain the same. Long
options and at- or out-of-the-money verticals lose in
two out of three of those situations, whereas an out-of-
the-money short put vertical, for example, can profit in
at least two, if not all three situations—so long as the
stock settles above the short put strike.

Strategies that follow rule #2 shouldn’t break rule
#1. Short puts and calls, for example, have positive
time decay, but their potential losses are incalculable
when things go terribly wrong. Spreads, such as short
out-of-the-money verticals, iron condors, and long but-
terflies not only have defined risk; they can also profit
as time passes.

IT’S IMPORTANT TO RECOGNIZE THAT THERE REALLY
is no single right or wrong philosophy when it comes
to trading the markets. Whether you buy into random-
walk theory or not, the reality is that markets do trend,
if even for just a little while. That said, if an unpre-
dictable market is 50/50, but you have a tool or system
that is designed to increase those odds, then all the
more power to you.

The fact is, despite the dismal returns of the broad
market over the past 10 years, there are many, many
successful technicians and fundamentalists who have
built predictive methods that consistently produce out-
standing returns. Your truth (and success) lies some-
where between what works for you now and how
quickly you adapt when things change. But if you still
want the quick answer to where the market will be
tomorrow—or 10 years from now—ijust flip a coin and
find out.

® The information contained in this article is not
intended to be investment advice and is for illustrative
purposes only. Multi-legged options transactions such
as spreads, straddles, iron condors, and butterflies will
incur contract fees on each leg of the order, which may
impact any potential return. Ancillary costs such as
commissions, carrying costs, and fees should be evalu-
ated when considering any advanced option strategy.
Be aware that assignment on short option strategies
could lead to an unwanted long or short position in
the underlying security. Clients must consider all rele-
vant risk factors, including their own personal finan-
cial situations, before trading. Options involve risks
and are not suitable for all investors. Supporting docu-
mentation for any claims, comparison, statistics, or
other technical data will be supplied upon request.



MPLIFY VOLATILITY,
DIVERSIFY POSITIONS, TRADE VIX.

In the past five years, the VIX® Index has moved opposite of the
S&P 500® Index more than 80% of the time.*
To take advantage of this market dynamic, trade options or futures on the VIX,

a pure play on implied volatility, and diversify your portfolio with a highly liquid asset
class like no other. Visit www.cboe.com/vix to learn more. va

.: : m®
*CBOE data and Bloomberg, choe.com. g

CBOE®, Chicago Board Options Exchange®, CBOE Volatility Index® and VIX® are registered trademarks of Chicago Board Options Exchange, Incorporated (CBOE). AccEPT Nﬂ sUB STITU
CFE® is a registered trademark and CBOE Futures Exchange is a servicemark of CBOE Futures Exchange, LLC (CFE). S&P 500% is a trademark of The McGraw-Hill
Companies, Inc. and has been licensed for use by CBOE. Copyright © 2009.
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Love Notes

A smattering of
think nothings from
our readers

Photograph by
Fredrik Brodén

¢ [ only have three wishes in
life—in order of importance:
1. Options trading 24/7

2. Be good friends with
Cameron Diaz and my wife
happy about me meeting new
friends

3. World peace

Jaimie

e CRS [Can’t Remember Stuff]
is a disease that affects people
my age and younger. How
does thinkorswim from

TD Ameritrade cure CRS?

Users are all setting alerts
daily, but for those of us suf-
fering from CRS, many times
when the alert fires off we
might not remember why we
set it in the first place.

The thinkLog tool cures
CRS for good. Now, whenever
I set an alert, I make sure to
also make a thinkLog entry to
remind me of why the alert
was set in the first place.
Thankfully, it dates these
entries, so [ am even reminded

of the date I had the epi-

phany. Thanks for all you do.
Bill

e [ am in a 3-hour “Core Vision
and Leadership” meeting. If
there were a sharp object in
this room, I might take my life.
Thank God for mobile trading.
Mike

e [ love the chats and the
way thinkorswim from
TD Ameritrade tries to make
us a success; kudos on all top-
ics and speakers.

I have one problem; if I
hear one more person say
“there is no holy grail,” I'm

T\ A8404

Got a quip? Good, bad,
and ugly, send your
best to thinkmoney@

tdameritrade.com
L]

going to jump through my
computer and strangle some-
one. I say you outlaw the
phrase.

I think there is a holy grail:

a trading discipline with posi-
tive expectancy that fits your
style and beliefs such that it
allows you to enter and man-
age trades in a like manner
each time.

Thank you for dropping
everything to address this
important matter.

Jim

e [In response to “Ask the
Trader Guy,” Spring 2010]

Actually, the average Amer-
ican intake of fiber is closer to
10-15 grams per day, with rec-
ommended intake of 25 grams
per day (in a 2,000 calorie
diet), not 100!

So, in fact, one only needs
to eat 2.2 pounds of bacon in a
day to satisfy their daily fiber
intake, not 8.8 pounds! Now if
only eating the right amount of
fiber meant we didn't have to
worry about the saturated fat
or cholesterol. Alas, one can
dream!
Michael

The comments here
are excerpts from
emails submitted by
thinkorswim from
TD Ameritrade

users as their

views and may not
reflect those from

TD Ameritrade. Testi-
monials may not be
representative of the
experience of other
customers and are no
guarantee of future
performance or suc-
cess.
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News+Views

L]

Ahodgepodge of
stuff we thought you
should know

Toys for
Traders

The latest
gadgetson
thinkorswim from
TD Ameritrade

Heat map gives you a
visual overview of
intraday market per-
formance. Bigger
boxes are larger
stocks, and brighter
colors are bigger
moves. Hover the cur-
sor to see data. Click
on a box to drill down
into more detail.

Global FX chat/
squawk brings you
live forex commentary
all trading day long.
Launch thinkorswim
from TD Ameritrade,
then click Support /
chat (upper left) >
Chat Rooms (in the
new window)

> Global FX Chat.

Lovers and losers
watch lists show you
current analyst
upgrades and down-
grades, plus pre- and
post-market movers.

11'WS.

INDUSTRY SPOTULIGHT

CBOE
goes
ublic...
What'sin
it for me?

by Thomas Preston

With most of the
financial news con-
centrating on bank
reform and a feeble
economy, it was
easy to overlook the
Chicago Board
Options Exchange’s
IPO this past June.
Since its inception
in 1973, the CBOE
was and still is the
largest options
exchange. And,
along with its near-
est rival, the Inter-
national Securities
Exchange, it domi-
nates the world’s
equity and index
option transactions.
But aside from
Mayor Daley cov-
ered with confetti
and the CBOE mem-
bers getting a nice

payday, does it
really mean any-
thing for the retail
trader? Here’s what
we’d love to see all
exchanges do, with
the CBOE leading
the way.

1 Increase trans-
parency in the way
they accept and
process orders, levy
fees and charges on
transactions, and
even disseminate
quotes. That’s not
to say that the
exchanges are
closed from public
view, but the more
people understand
what happens
when they hit the
“send order” button
on their favorite
trading platform,
the more confident
they’ll feel about
the whole industry.

2 Put the focus on
creating retail-ori-
ented products.
Weekly expiration
options and penny-
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To catchup on

all the new toys
and gadgets from
thinkorswim from
TD Ameritrade,
go to our Release
Notes archives at
tdameritrade.com
Ireleasenotes

wide bid/ask
spreads were
exchange-driven
innovations that
responded to what
traders, both profes-
sional and retail,
desired. These are
the sorts of things
that can increase
trading activity,
which is how

WERE AMOBILE NATION, AND WE HAVE FREEMOBILE
TRADING APPS FOR ALL YOUR ADVENTURES.FOR ANY

DEVICE-IPHONE, ANDROID, BLACKBERRY—IF YOU CAN
GETASIGNAL, YOU CAN GET AQUOTE, MONITORPOSI-
TIONS, ORFIREOFF A TRADE AMERICA, THIS APP S

YOUR APP. TDAMERITRADE.COM/MOBILETRADING

exchanges make
money. Finding the
next great trading
vehicle takes a lot of
swings—and
misses—before you
get a hit. A court
upheld the CBOE’s
exclusive trading
rights on popular
stock index options.
Don’t squander
that. Use that pro-
tection to come up
with new stuff.

3 Finally, enhance
the exchange-sided
technology to
deliver and receive
data at ever faster,
safer, and more con-
sistent rates. Make a
continuous effort to
build technology
that makes it easier
to develop connec-
tions to the
exchanges from out-
side, and accept the
more sophisticated
order types that
retail traders want
to route.

CAITRMS

Hey, if it were easy,
anybody could be
an option exchange.
But along with a
few more bucks in
their coffers, the
CBOE is in a unique
position right now
to do option traders,
and themselves, a
lot of good.

The information
contained in this
article is not
intended to be
investment advice
and is for illustrative
purposes only.
Clients must con-
sider all relevant risk
factors, including
their own personal
financial situations,
before trading.
Options involve risk
and are not suitable
for all investors.
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Ask The
Suit

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

So, how is the integration
between thinkorswim

and TD Ameritrade
progressing?

Awesome. With the progress
we've made, we're targeting an
early 2011 for the final step,
integrating the clearing opera-
tions, and moving forward as one
better, stronger, firm. As a man-
agement team, we feel strongly
that bath customer bases will
feel the synergies of this deal.
TD Ameritrade clients are already
seeing the benefitsin terms of
having access to new products
like the thinkorswim from

TD Ameritrade trading platform,
complex options, futures, and
forex. In addition, the thinkor-
swim clients are seeing new tools
like Widget 360 and heat-map-
ping from TD Ameritrade.

The guys from thinkorswim
are straight off the trading
floor. What's it like working
with them?

I'marose among thorns. But I've
learned alot from them. In partic-
ular, they've broadened my
vocabulary as I've picked up some
very “colorful” new language.

Who do you see as your
biggest competitive threat?
Competitors? What competitors?

What is your vision for the
future of the thinkorswim
from TD Ameritrade plat-
form?

Integrated flat racing wagering.
That way, | could trade futuresin
the pre-market, options during
the day, handicap the Santa Anita
horsesin the late afternoon, and
bet Australia A at midnight.

COMING SOONTO TD AMERITRADE!
e [rading app for iPad ® New event calendar ® FXin thinkBack e Flexible chart
study windows e New live market commentary

Pot Shots

Our traders’
solutions to
sweaty keyboard
syndrome.
KEY:
2 Buy Tickets =
St
1 Buy Ticket =
1 Sell Ticket =

&
2 Sell Tickets =

©

Perspiration. It’s
one of those unfor-
tunate bodily func-
tions that, while
inconvenient at
times, is necessary
for survival. If your
fingers keep slip-
ping on the mouse,
causing you to
click “buy” when
you wanted to
“sell,” here are
some solutions,

ranked from cheap-

est to most expen-
sive—and inverse
to their social
acceptance.

Panting:

VEVIVEHV

So cheap that even
dogs use it, and so
effective that it’ll
make you pass out.
Not good if you're
trading before a big
Fed announce-
ment.

Talc
(powdered form):

Botox:

Hyperhidrosis
surgery:

&H @

Stick to no-name
brands to save
money, but go easy
on the application.
Excess gets
clogged in key-
boards, and can be
confused for a cer-
tain contraband.

00

More expensive,
and temporary at
best. Plus, you
have to be in the
doc’s waiting room
with shriveled
socialites. Ick.

Very effective, and
not a do-it-yourself
thing, but it does
give you the “you
should see the
other guy” scars.



COMMODITIES \ INTEREST RATES \ EQUITIES \ FX \ ENERGY \ METALS

CME GROUP FUTURES AND OPTIONS

Our futures and options offer: Diversify and take advantage of current market
opportunities with contracts covering all major
asset classes, including forex, stock indexes,
agricultural commodities, energy and metals
and interest rates.

Gain access to product overview videos, inter-
active education courses and product-specific
collateral in one convenient location - the
CME Group Resource Center. Learn more at
cmegroup.com/resources.

& CME Group

CME Groupis atrademark of CME Group Inc. The Globe logo, CME, Chicago Mercantile Exchange and Globex are trademarks of Chicago Mercantile Exchange Inc. CBOT and Chicago Board of Trade are trademarks of
the Board of Trade of the City of Chicago. NYMEX, New York Mercantile Exchange and ClearPort are trademarks of New York Mercantile Exchange Inc. COMEX is a trademark of Commodity Exchange Inc.
Copyright © 2010 CME Group. All rights reserved.
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The Fearless
Technician

Brain candy
for chartists.

The Search
for the End
(of a Trend)

Thoughitis saidnoone can
pick tops and bottoms,
this could get you closer.

e Watching the finan-
cial media for advice
on when a trend is
ending is like having a smooth connecting
flight at the Atlanta airport—neither is
likely to happen. Analysts typically ana-
lyze what has long since passed. Once the
market has fallen 40%, only then do they
call it a bear market. So much for timely
advice. The trick is to utilize tools that
provide an objective bias for a trend
change while it is occurring, not well after
the fact.

The Setup

Although the following method is not fool-
proof by any means, it can at least give
you enough information to make an
informed decision. The setup involves
using two indicators from the thinkor-

Words by John Carter

Hungry for more indica-
tors? Login to your
thinkorswim from

TD Ameritrade
platform,and go to the
(Charts page under
Studies.

FIGURE 1: Using moving averages, such as the 8and 21 period, with the Helkin Ashibars can
help bring you closer torealizing the end of a trend. At the top of your chart, follow the click path
Style > Chart Type > Heikin Ashi. (For illustrative purposes only,)

swim from TD Ameritrade trading plat-
form: the 8-period (yellow line) and 21-
period (white line) exponential moving
averages (EMA), and the Heikin Ashi bars,
which are represented by the colors red
and green (see Figure 1). A red bar means
that the average closing price of the prior 6
bars is in the lower 50% of its range, indi-
cating a bearish bias. The opposite is true
of the green bars. What’s nice about this
indicator is it takes into context a group of
bars—not just a single bar. A group shows
a trend change, a rotation from a bullish
bias to a bearish bias and vice versa. A
single can be an anomaly.

The Secret Sauce
What I'm looking for are two opposite-col-
ored bars as my initial “heads up” that the
trend is over. Next, I look to the 8- and 21-
period exponential moving averages. If the
8-period starts to roll over, I'll tighten my
stop to just below the current price action.
For example, at point #1 in Figure 1, there
is a choppy trend up and we see two red
bars develop. Although there were other
red bars during this move higher, this is
the first time that the red bars also coin-
cided with an 8-period EMA that has
started to roll over. At this point I move up
my stop to 4% below the current price
action.

Once the 8- and 21-period EMAs cross
to the downside, I consider the trend over.
And if I haven’t been stopped out at this

point, I get out. This is useful because it
indicates an overall change in trend,
which is not an appropriate time to add to
a position or double down—it’s a time to
clamp down on money management tech-
niques.

At point #2 we see a new uptrend
beginning. Shortly after the 8- and 21-
period EMAs cross higher, confirming a
new uptrend has started, there are three
red bars in succession. Is this a heads up
that the trend is suddenly over? Note that
during this time the 8-period EMA does
not roll over, so there is no need to raise
your stop.

Only at point #3 do we get multiple red
bars and a rolling 8-period EMA. Again,
this is where the money management
techniques are initiated, and it’s pretty
much “rinse and repeat” from there.

John Carter is president of TradeTheMarkets.com.

He can be reached at jcarter@tradethemarkets.com.
TradeTheMarkets.com and TD Ameritrade are separate
and unaffiliated companies.

°

The information contained in this article is
not intended to be investment advice and
is for illustrative purposes only. Clients
must consider all relevant risk factors,
including their own personal financial sit-
uations, before trading. Past performance
does not guarantee future results.
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Helping you find your way
around thinkorswim
from TD Ameritrade

The Analyze
Page

Before you build that next
perfect trade, check the math
and look at the pretty picture.

¢ You don’t have to be' Nostradamus to get a
better sense of the potential for your trade to
be profitable. Let the numbers speak for
themselves. Unless you're a glutton for pun-
ishment, the Risk Profile tool on the Analyze
page will do the math for you and draw a pic-
ture of all the P/L possibilities—including the
odds of making a profit. This could be helpful
for figuring out what option strikes to buy,
which spreads to sell, or whether you want to
take the trade at all. And don’t let the cockpit-
like'dashboard fool you. She’s a pussycat.

® CHART AREA Letsyouseeapicture of your
trade anytime between now and expiration.
Once you've got your strategy picked out and
where you wantit on this page (see "How to
Analyze Your Trade" below the image), you get to
see the bird's eye view in the form of arisk graph.

® PRICESLICES Allows youtoset the vertical
red dash lines'on the chart to view what the
theoretical P/L and greeks would be at any stock
price just by dragging them across your screen,
without having to manually enter the prices.
Also allows you to see the estimated probability
of profit at expiration (see step 2 below, right).

e POSITIONS AND SIMULATED TRADES
Allows you to analyze one or more trades at
once. Add positions to create a theoretical port-
folio through the "Add Simulated Trades” tab
and check the boxes to the left of the positions
you'dlike to analyze. Or better yet, check all the
boxes to view arisk graph of your theoretical
portfolio.

Monitor Trade

Add Simulated Trades
symbol

.

DRAG CHART TO PAN

=+ 2000
=+ 1000

0

- 1000 i

- 2000

-3o000 . 8/18/10
- 4000

1070 1071 10

PRICE SLICES

1083.10- Lock

Analyze
Risk Profile

1073 1074 1075

MarketWatch c

thinkB
commissions plot lines
a2 EXCLUDE |+1 @ Expi

Scan

Probability Analysis

1076

27.45

POSITIONS AND SIMULATED TRADES

EALL |Show All

B SPX
|
V)|

J|Single Symbol

e This is not a trade recommendation and is for illustrative purposes only.

5 Steps to Analyzing Your Trade

1/Add Simulated Trades

Click this buttonin the top nav bar of the Analyze tab to cre-
ate anew position. Enter the symbolin the fill-in box and
right-click on any strike in the option chain. Choose the
strategy in the submenu and click the Risk Profile button to
getback to the screen shown above.

2/Set Slices

Select the click path Set Slices > Breakeven > [expiration
date]. Setting the slice at breakeven on expiration allows
you to view the estimated probability that the trade will
make a profit.



Hot Tip

If youneed more help )
of the page for more details and /|d@ox onusing the Amawgetjb

SEE
GLOSSARY

harts Tools Help & OnDemand
ack Reset /(@ ) Setup (¥

step prob mode prob range prob date
ation N/AZ |P/L OPEN | |Probability of expiring =

’RICES TO CHANGE SCALE

CLICK CHART,

PAGE 42

1082 1083 1084 1085

Add Slice Set Slices

-5.20 -3.81

ck > to set params Delete Simulated Trades
Model |Bjerksund-Stensland

INDEX
JPUT
JPUT

SEP 10
SEP 10

J1085
1080

.

N thinkorswim

-_from TD AMERITRADE |

3/Enter the Dates

Jlated Trades" section on theright,

ate. Then, at the top right of the

Set Slices To Charts

88 1089 1090 1091 1092 1093 1094 1095 1096 1097 1098

Reorder

($255.47) ($255.47)

Reset Parame

, Interest 0.25% =0 I

.00
] 1.90"@a
CREDIT

24.56%

4/View the Probablllty of Profit
N the Dmpr to th@ \Pftdnd m@

Re

23.34%
23.65%

Haven't tried
thinkorswim from

TD Ameritrade yet? We
don't bite.

Watch the demo at
tdameritrade.com
/demo, or just log into
your TD Ameritrade
account and click on
the Trading Tools

tab to download the
software.

]
Options involve risk
and are not suitable
for all investors.
Supporting docu-
mentation for any
claims, comparison,
statistics, or other
technical data will
be supplied upon
request. The infor-
mation contained
in this article is not
intended to be
investment advice
and is for illustra-
tive purposes only.
Clients must consid-
er all relevant risk
factors, including
their own personal
financial situations,
before trading.

N 8/18/10

.00
26.39=

5/What Do You See7

leftof the
of the chartis
trade look a
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Collars

tdameritrade.com

IFYOU OWN STOCK, AND DON'T WANT OUT, THERE ARE WAYS TOPROTECT YOURSELF
AND STILLPROFT ON THE UPSWINGS. BUT IF YOUREJUST LOOKING TOMAKE AFEW BUCKS
WITHOUT STOCK, STICK TOSOMETHING SIMPLER.

XXX

WORDS BY THOMAS PRESTON
PHOTOGRAPH BY FREDRIK BRODEN
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CHIU
IS JUST
MEAT,
SPICES,
AND
MAYBE
BEANS.

Simple, right? So how come some people win chili
contests and the rest of us just have stains on our
shirts?

In trading, if you take long stock, a short call, and a
long put, what position do you have? Well, it might be
a conversion, or it might be a collar. One is interesting
knowledge to have in your back pocket. The other is
handy in real, live trading. So, if the parts are the same,
how are the conversion and collar different?

GOOD CHILI BOILS DOWN TO STOCK

A conversion is long stock, a short call, and a long put.
The call and the put have the same strike price and
expiration. A collar is long stock, a short out-of-the-
money (OTM) call, and a long out-of-the-money put.
The call and put may have the same expiration, but, as
we’ll see later, not necessarily. The conversion is the
“nice to know” trade. The collar is the one that many
traders are more likely to put on.

Think about the conversion. The short call/long put
combo is synthetic short stock, in which the position
gains dollar for dollar when the stock moves down,
and loses dollar for dollar to the upside. Now if you're
long actual shares of stock and short synthetic stock,
what do you have? A trade whose P/L depends less on
whether the stock goes up or down, and more on inter-
est rates and dividends.

A conversion is a “cost-of-carry” trade; interest rates
and dividends determine the price of the synthetic
stock. So the position is great if its purpose is strictly
no-frills stock protection, but as a trade, it’s not some-
thing that individual investors would have much suc-
cess with. Transactions costs will more than likely eat
up any profit from dividends exceeding the interest rate
of holding the stock. In chili terms, it’s kind of bland
and not very satisfying.

THAT COLLAR LOOKS FAMILIAR

What makes the collar more practical is that its P/L
depends mainly on the direction of the stock price. The
stock profits up to the strike of the short OTM call. It
loses as it drops to the strike of the long OTM put, at
which point, losses in the stock are offset by gains in
the put. That’s why a collar is a position to establish if
you believe the stock might go higher.

Now, if you take the pieces of the collar—long
stock, short call, long put—and match them up differ-
ently, you can see them as other synthetic positions as
well. Take the long stock and match it with the long
put. You get a synthetic long call. And if you have a
synthetic long call and an actual short out-of-the-

money call, voila! You have a long call vertical spread.
Now, take the long stock and match it with the short
call to get a synthetic short put. And if you have a syn-
thetic short put and an actual long out-of-the-money
put, that’s a short put vertical. The long call vertical
and the short put vertical make money if the stock goes
up, and lose money if the stock goes down, just like the
collar—same risk, same reward. If that’s true, you’d be
indifferent trading either the collar and long call verti-
cal and short put vertical, right? Well, in real-world
trading, no.

If you are currently long a stock position, you just
might look to a collar to generate income and hedge
the long stock position. Selling the out-of-the-money
call generates the income, and buying the out-of-the-
money put provides the hedge. These options “collar”
their stock.

But if you don’t already own the stock, there isn’t
really any reason to trade into a collar as opposed to,
say, a long call vertical. The collar has three commis-
sion costs (long stock, short call, long put), while the
vertical spread has only two (long call, short call).
That, and the capital required for the collar, is the mar-
gin on the long stock—typically 50% of the value of the
stock in a margin account. For the long call vertical, it’s
just the price of the vertical.

Wait! What if the stock pays a dividend? Only long
stock positions are eligible to receive the dividend.
Long calls get nothing. That means the collar’s better
on a dividend-paying stock, right? Wrong. If you own a
long call, you don’t get the dividend unless you exer-
cise it before the ex-dividend date of the stock. Because
the call doesn’t participate in the dividend, its price is
somewhat lower than it would be for a non-dividend-
paying stock. A long call vertical on a dividend-paying
stock is a bit less expensive, too, so it doesn’t really
matter whether you buy the call vertical or the collar.

CREATING THE COLLAR

Whether you own the stock and want to collar it, or
don’t own the stock and want to trade a vertical, how
do you select the expirations and strikes of the
options? If you keep to the idea that the short call is
for enhancing returns (or income) and the long put is
for protection, it can help you decide which option
might be right for your strategy. The two main deci-
sions you’ll have to make have to do with how far
out-of-the-money (distance) and how far out in time
you want to go:

Distance With the collar or the vertical, selling the call
generates positive time decay, meaning time is working
in your favor as days go by. You sell it, take cash into
your account, and if it expires out of the money, you
keep that cash as profit on the short call (less applica-
ble commissions and fees, of course). The closer the
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COLLARS AND CONVERSIONS,

ONE ISINTERESTING KNOWLEDGE TO
HAVE IN YOUR BACK POCKET.

THE OTHER ISHANDY TO HAVE IN REAL,
LIVE TRADING.

There's a whole world of
options trading beyond
simply buying calls and
puts. Learn more about
which complex strategies
you can trade at

TD Ameritrade at
tdameritrade.com/
complex.
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strike price of the call is to the current stock price, the
larger the credit you get when you sell it. But it also
limits the potential profit on the long stock position if
you’re lucky and the stock goes higher. The stock’s
profit potential is capped at the strike price of the short
call. Place the short call strike too close to the current
stock price, and you’ll cap the profit on the stock pretty
quickly. Place the short call far away from the current
stock price, and you’ll take in a smaller credit. That’s
the trade-off.

Time Because the short call generates positive time
decay, the choice is a balance of the rate of decay and
the total amount of extrinsic value. The amount of

extrinsic value determines the maximum income you
can receive for selling the call. But the rate of decay
determines how quickly the position generates that
income. The more time to expiration, the more extrin-
sic value and the higher the credit for selling the call,
but the lower the rate of decay. The less time to expira-
tion, the less extrinsic value, but the higher the rate of
decay. Balancing those two things will help you deter-
mine in which expiration month to sell the call. The
strike also affects the rate of decay and the extrinsic
value.

HOW MUCH INSURANCE DO | NEED?

Because they are similar with regard to risk and poten-
tial reward, your approach to determining the strikes
for the options in the collar or the vertical is pretty
much the same. For the put on the collar, which is also
the strike of the long call in the long call vertical, you
determine how much protection you want. If you buy a
put further out of the money, it will be less expensive,
but your stock position will lose more before the long
put protection kicks in to offset the losses. Puts that are
closer to the money provide more protection, but they
also cost more.

One factor is how much you’re willing to pay to
hedge your long stock position. And, as mentioned ear-
lier, the long put doesn’t have to be in the same expira-
tion as the short call. You may want to buy a put in a
further expiration, because while it will cost more (all
other things being equal), it will have lower negative
time decay—as well as more positive vega (the meas-
ure of an option's sensitivity to changes in the volatility
of the underlying asset). If implied volatility rises when
the stock drops, that will drive the value of the higher
vega long put up that much more.

Collars and verticals are interesting ways to get
started in option trading; they are versatile, provide a
hedge, and can provide income. Now if we could just
find the perfect recipe for chili.

The information contained in this article is not
intended to be investment advice and is for illustrative
purposes only. Multi-legged options transactions such
as spreads, collars, and conversions will incur contract
fees on each leg of the order, which may impact any
potential return. Collar and conversion strategies
involves the risks of both covered calls and protective
puts. Ancillary costs such as commissions, carrying
costs, and fees should be evaluated when considering
any advanced option strategy. Be aware that assign-
ment on short option strategies could lead to an
unwanted long or short position in the underlying secu-
rity. Clients must consider all relevant risk factors,
including their own personal financial situations,
before trading. Options involve risks and are not suit-
able for all investors. Supporting documentation for
any claims, comparison, statistics, or other technical
data will be supplied upon request.
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ew traders would disagree
that stock markets have dra-
matically changed in the last
two years since the credit crisis
began to unfold in earnest. And
the rally off the March 2009
bottom that peaked in April
2010 was also very different.
How so?

For starters, never before in
history has so much money
been pumped into global mar-
kets by central banks inthe U.S.
and around the globeinan
effort tore-inflate economies.
Stock markets have been the
early major beneficiaries from
this tsunamiof cash.

So what factors are at work
this time, and how can knowl-
edge of what the Fed s doing
help traders?

THE NORM

Looking at the chart in Figure 1, there is an interesting
inverse relationship between stocks and interest rates.
In good economic times, rates generally rise as the
economy gathers momentum. As it starts to overheat,
rates are pushed even higher in an attempt to control
inflation.

However, as it becomes clear that the higher rates
are doing their job, the Fed stops increasing rates just
as the business cycle is peaking—and so are stocks
(see points 1 and 4).

As the economy begins to cool, the Fed lowers
rates (points 2 and 5). When it overheats again, rates

are raised again (point 3). You can see that interest
rate changes have had a measurable impact on
stocks—albeit with a delay.

HOW IS IT DIFFERENT THIS TIME?

But during the last recession (2001-02), the Fed
decided to leave rates low (around 1%) for more than
a year after the stock rally started. Their plan was to
ensure the economic recovery (and stock market
rally) would not be derailed by the rising cost of
money.

What happens when lowering interest rates
doesn’t have the intended effect on the economy?
Even after dropping the Fed funds rate to nearly zero
in November 2008 (point 6), the economy was still
deteriorating (and stocks were still falling). In an
attempt to counteract this drop, the Fed began pump-
ing more money into the economy in unprecedented
amounts, which caused the sum total of money in cir-
culation (as measured by the adjusted monetary
base) to more than double in a few short months (Fig-
ure 2). It was step two in what is euphemistically
called the “quantitative easing program.”

What’s important to understand is that quantita-
tive easing is nothing more than money creation. And
the Fed has two tools at its disposal to accomplish
this: (1) One way to create money is by lowering
interest rates, which makes loans cheaper and
encourages investment, borrowing, and consumer
spending. And (2) when this fails to work, the Fed
can add more cash to the system by going to the print-
ing press.

This is exactly the position in which the Fed now
finds itself—stuck between a zero interest rates rock
and a weak economic hard place (see point 7, Figure
1).

As Figure 2 shows, since the 1970s, the money in
circulation as indicated by the adjusted monetary
base (AMB) has grown at an increasing rate. In Sep-
tember 2008, when it became obvious that lower
rates alone would not be enough to combat the prob-
lem, the Fed began to increase the AMB. By January
2009, the AMB had more than doubled on a year-
over-year basis. By March 2010, it was up 146% as the
Fed struggled to find new ways to boost the economy.

An overnight rate near zero and more than double
the money in circulation (two powerful quantitative
easing tools) are inflationary, and stocks have
responded with a vengeance since March 2009. As
long as the U.S. Treasury can continue to sell unprece-
dented amounts of bonds to pay the rapidly growing
debt bills, rates could remain low for months and
even years, and stocks have the potential to enjoy this
powerful Fed-sponsored lift.
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FIGURE 1: Monthly chart of the S&P 500 Index and the Fed funds rate, which remained near zero at 0.013% in March. Note
numbers 1 through 6 on the lower chart, which we'll discuss in detalil. It is also interesting to note that the Fed funds rate was
lower in February than atany time in the last 60 years. Source: MetaStock by Thomson Reuters
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FIGURE 2: The Federal Reserve's chart showing the adjusted monetary base (monthly). Since the beginning of 2009, the
year-over-yearincrease in the money in circulation has averaged 76%. Since August 2008, when the adjusted money base
began to expand in earnest, money in circulation has grown a whopping 146%. Source: Federal Reserve Bank of St. Louis

2. Money supply, and more specifi-
cally, the adjusted monetary base.
These statistics will tell you when the
Fed is increasing or decreasing the
money in circulation. When more
money is put into circulation, it initially
can have a positive impact on stocks
because there is more money out there
to invest. The problem is that if this
continues for too long, it begins to
cause inflation, which means interest
rates will eventually have to rise—a sit-
uation that is generally bad for stocks.
The Fed can also reduce the money
in circulation, but this is relatively rare.
Still, it should be tracked carefully, as it
can warn of a weakening environment
for stocks. This data is published bi-
weekly at http://bit.ly/moneysupplyl.

3. M1 multiplier. This statistic tells us
how effectively money is circulating in
the economy. It dropped below 1 in
December 2008 for the first time since
records have been kept thanks to the
recent explosion in the adjusted mone-
tary base. This trend is cause for con-
cern, since it means money is not being
used as effectively to power our econ-
omy (and thus the stock markets). You
can track it at http://bit.ly/m1mult.

These indicators tell us when the
Fed is raising or lowering interest rates,
which may in turn have an impact on
stocks. And when rates have hit rock
bottom, as we’re seeing right now, the
Fed can still stimulate markets by print-
ing cash and using other means of put-
ting money into the economy, which
can have the same impact on stocks as
lowering interest rates.

You’ve probably heard the phrase,
“Never fight the Fed.” As many have
learned the hard way (particularly
traders), stepping in front of the Federal

Reserve to trade can be a painful experience. So, until

EYES ON THE RESERVE

So, what indicators can traders use to help measure
this push?

the day comes that the Fed no longer controls interest
rates and money supply mechanisms, traders should
follow agency actions carefully to pick up clues on

where stocks may be headed.

1. Fed funds rate. Otherwise known as interest rates, °
this is what media heads are referring to; though the
Fed, through its Federal Open Market Committee
(FOMC), merely sets “targets,” not the actual rate.
The rate itself is determined by the open market. As
long as the fed funds rate remains low, stocks will
enjoy a tailwind. The Fed funds target rate changes
monthly, and is published by the Fed at
http://bit.ly/fedfundstarget. The effective Fed funds
rate changes daily, and can be tracked at
http://bit.ly/fedfundsdaily.

The information contained in this article is not
intended to be investment advice and is for illustrative
purposes only. Clients must consider all relevant risk
factors, including their own personal financial situa-
tions, before trading. Past performance does not guar-
antee future results.
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Ask the
Trader Guy

Our resident guru
answers your tough
questions about
trading and beyond.

Photograph by
Fredrik Brodén

Q: Hey, Trader Guy!
How come the
options quotes
stunk during the
“flash crash™?

A: Anyone watching
quotes during the
“flash crash” on
May 6 saw the
bid/ask spreads of
options widen out
enough to drive a
truck through. That
made it harder to
execute trades at fair
value, because you
didn’t really know
where fair value
was! The reason the
market makers did
this is that, contrary
to popular opinion,
they are not all-
knowing market
prognosticators.
Option market mak-
ers typically don’t
take a lot of direc-
tional (delta) risk.
Let’s say an order
comes in to sell
calls. As a market
maker, you’d buy
those calls and sell
stock to hedge
them—which is the
key. If the option

market maker sees a
stock with a tight
bid/ask spread and
alot of trading vol-
ume around the cur-
rent price, he can
make his bid/ask
spreads tight, too,
because he knows
he can reliably exe-
cute his stock
hedge. But in the
flash crash, individ-
ual stocks were
dropping sharply,
and the confusion
made their bid/ask
spreads wider. The
option market mak-
ers responded by
widening out their
spreads because
they didn’t feel they
could hedge the risk
of their option
trades. They needed
more “edge” when
they bought on their
bids or sold at their
ask prices because
they might get a
lousy fill on their
stock hedge. From
their perspective,
they were just trying
to protect them-
selves.

Q: Hey, Trader
Guy! My doc says I
should walk my
dog to lose weight,
but my dog hates
me! Help!

A: I shudder to think
what caused your
dog to feel so nega-
tively about you, his
supposed mas-

ter. But trading can
be an efficient way
to burn calories.
Nervously bouncing
your legs, ultra-fast
mouse clicks, and
alternating fist
“pumps” with spins
on your office chair
from bell to bell will
get your body mov-
ing, and maybe
even draw your dog
closer to you out of

pity.

Q: Hey, Trader Guy!
Grandma says
shorting is un-
American. She
ain’t wrong, is she?
A: Let’s face it,
shorting is betting
the stock is not
going to do well,
which means the

company isn’t doing
well, which means
employees aren’t
doing well, etc.
That’s sort of nega-
tive. (If you’re not in
the know, selling a
stock you don’t own
is known as “short-
ing.”) But while a
short stock position
does have theoreti-
cal unlimited risk, it
isn’t creating fake
shares out of thin
air, as some would
have you believe.
No, short selling is a
speculative activity,
just like buying
stock. Active trading
adds liquidity to the
markets, which
means all-American
capitalists can get in
and out of a position
at a fair value
quickly, and gives
them confidence in

their ability to man-
age their risk. It’s
also important to
the process of “price
discovery,” or figur-
ing out what the
market value of a
particular security
is. That’s something
that was sorely
missing in the mort-
gage debacle.
Without the abil-
ity to short stock,
you could only buy
shares from some-
one who’s closing
out their long posi-
tion. That could be
mighty tempting to
a dodgy corporate
exec who can make
claims to pump up
the stock price and
sell the stock at an
inflated price before
the truth gets out.
Savvy short sellers
can enforce a certain
market discipline,
which is as Ameri-
can as apple pie.

Options involve risks
and are not suitable
for all investors. Sup-
porting documenta-
tion for any claims,
comparison, statis-
tics, or other techni-
cal data will be
supplied upon
request. The infor-
mation contained in
this article is for
illustrative purposes
only. Market volatil-
ity, volume, and sys-
tem availability may
delay account access
and trade execu-
tions. Price can
change quickly in
fast market condi-
tions, resulting in an
execution price dif-
ferent from the quote
displayed at order
entry. Execution
price, speed and lig-
uidity, and account
access are affected
by many factors,
including market
volatility, size and
type of order, and
available market
centers. The risk of
loss on a short sale is
potentially unlim-
ited since there is no
limit to the price
increase of a secu-
rity. There is no
guarantee the bro-
kerage firm can con-
tinue to maintain a
short position for an
unlimited time
period. Your position
may be closed out by
the firm without
regard to your profit
or loss.
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Capiche?

Lessons froma
veteran floor trader

Expiration
Horror Stories:
A.M.vsP.M.

Think you're in the clear on those
shortindex options? Think again.

® When I started trading

options way back when, the

S&P 500 futures were worth
’ $500 a point, I could eat five

of my mother’s cannolis
without gaining weight, and everything
expired on a Friday afternoon—stock and
index options, futures and futures options,
everything. Simple.

When interest rates were higher, there
was a lot more index arbitrage going on. Big
trading firms would try to make money on
cost-of-carry trades by taking positions in
the underlying stocks in an index and off-
setting them with index options and
futures. Only trouble was, at expiration,
they’d have to unwind their positions.
Because they’d hold on to them until the
bitter end, they’d do all of this trading on
the afternoon of expiration Friday. And
man, you can imagine what it was like.
Order imbalances to buy or sell, wild
swings in the indexes, market makers tak-
ing the other side of all the action. It was
great. But what was happening was that

Words by Tony Battista
Photograph by Fredrik Brodén

even though the arbs
weren’t really trying to
guess which way the mar-
ket was going—their posi-
tions were largely delta
neutral—it could create
huge changes in the prices
of the underlying stocks.
This was especially true at
what was known as
“Triple Witching,” which
happened in March, June,
September, and December
when the index futures
expired.

The exchanges eventu-
ally decided to make most
cash-settled index options,
like the SPX, NDX, RUT,
and DJX, expire on Friday
morning. In the old days,
the index settlement price
was based on the prices of
the individual component

SEE
stocks at the close of trad- CLOSSARY
PAGE 42

ing in the afternoon—p.m.
Now, the settlement price
is based on the opening
prices of the component stocks on Friday
morning—a.m. The idea was that some of
the heavy trading activity would be trans-
ferred to Friday morning, and reduce the
volatility in the market.

And that’s all well and good, but it
means you have to adjust a bit. Like, the
S&P 500 futures are now worth $250 a
point, and I can still eat five cannolis, but
then I'm not eating lunch for the next two
days. The trick is that because most cash-
settled index options stop trading on Thurs-
day afternoon, and settlement isn’t
determined until Friday morning, there’s a
whole Thursday night’s worth of risk if you
hold those expiring options. Let’s say you're
short a call vertical (spread) in one of those
cash-settled indexes, and it’s out of the
money at the close of trading on Thursday
afternoon. You may think you’re in good
shape to keep the profit on that trade, but
you might end up having that trade turn
into a max loss if there’s a rally overnight
into Friday morning.

What happens is that the settlement
price is based on the price that each stock
opens with, and all stocks don’t necessarily
have trades at the open of trading at 8:30
a.m. Central time. Some of them take a few
minutes, and in the case of the Russell 2000,
some stocks don’t have a trade until well
past the first hour. That can delay the calcu-
lation of the settlement price, which means
it can even be outside of the high or low

index price on Friday morning. Holding on
to that position for the one extra night can
be nerve-wracking and very costly.

So, just like my mother told me to wipe
my face after eating cannolis, consider
cleaning up your positions in those cash-
settled options as they approach expiration.
They represent nothing but risk, and even
though you’ll pay commissions, you won’t
be subject to any unpleasant mark-ups or
mark-downs in the a.m. settlements.

TD Ameritrade, Inc., and its registered
employee, Tony Battista, do not solicit or
recommend any form of trading in the indi-
vidual securities mentioned above. Please
do careful, independent research before
investing any money as well as weigh the
possible consequences on your particular
financial situation before doing so. The
risk of loss may be substantial. Options
involve risks and are not suitable for all
investors. Supporting documentation for
any claims, comparison, statistics, or other
technical data will be supplied upon
request. Spreads and other multiple-leg
option strategies can entail substantial
transaction costs, including multiple com-
missions, which may impact any potential
return. The information contained in this
article is not intended to be investment
advice and is for illustrative purposes only.
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thinkorswim from
TD Ameritrade
platform tips straight
from the Trade Desk

Words by
Todd McCarthy

® As atrade desk vet, I
enjoy getting the calls that
begin with, “I love you
guys and the software, but I can’t figure out
how to (fill in the blank).” Knowing that
Tom Sosnoff’s mother put an extra scoop of
“can do” in his oatmeal every morning as a
child gives me the confidence that when a
client hits a wall, we should be able to give
them the boost that they need to continue
on their way to successfully navigate the
thinkorswim from TD Ameritrade trading
platform. Here are two questions newbies
have that are easy to work around.

| brought up a spread order on the
Trade tab, but how do | get different
strikes than what is depicted on the
quote page?

Not a problem. If we’re living in an age
where you can choose your child’s eye color
and whether or not they get your father’s
ears (I shudder to think), customizing your
spreads to your liking is a cakewalk.

First, bring up a spread with one or
more of the strikes you’d like. To do this,
right-click on an option in the chain on the
Trade page and choose any spread in the
menu (butterfly, vertical, iron condor, and
so on). Then, once the order is open under
order entry, on the far left, under “Spread,”

SEE
GLOSSARY
PAGE 42

Spread Tricks & Treats

Confused about how to set up your spread

orders? Sure, we can help.

BIDLU

BIDU
BIGU

FIGURE 1: The softwareis set to change all strikes when only one leg is changed. Customizing,

however, is a snap.

FIGURES 2 & 3: Since your position statement (top) automatically displays each leg of a spread,
the trick is to hold down your control button to choose a spread to sell (bottom).

choose the dropdown and select “Custom”
(Figure 1). You’ll notice that you’ll be able
to manually change not only the strikes
and the quantity of contracts, but also the
buy and sells individually without chang-
ing the adjacent fields. As you make
changes, if you leave the price unlocked,
the price will automatically change to the
current mid-price.

How do | close positions as spreads
when they’re not next to each other in
my statement?

Suppose you're short two vertical call
spreads, say the Aug 30/40 as well as the
Aug 25/35. Your position statement would
appear as it does in Figure 2.

Now, if you wanted to bring up a closing
order for the 25/35 call spread, you would
simply hold down your control button
(CTRL) while you click on the 25 strike line
and then the 35 strike line. You will notice
that those will be the only two lines high-
lighted in the position statement (Figure 3).
Next, right-click on one of the lines to create
a closing order, and you’ve successfully cre-
ated a closing order for those specific
strikes.

The information contained in this article is
not intended to be investment advice and is
for illustrative purposes only. Multiple
option strategies such as those discussed in
this article can entail substantial transac-
tion costs, including multiple commissions,
which may impact any potential return. Be
sure to understand all risks involved with
each strategy, including commission costs,
before attempting to place any trade. Be
aware that assignment on short option
strategies discussed in this article could
lead to unwanted long or short positions on
the underlying security. Clients must con-
sider all relevant risk factors, including
their own personal financial situations,
before trading. Options involve risk and are
not suitable for all investors. Supporting
documentation for any claims, compar-
isons, statistics, or other technical data will
be supplied upon request.
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Futures Trading
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Having been shunned for decades by investors opting for the “safety” of buy-and-hold
strategies that haven't exactly panned out, futures' time has come. And withiit,
so has the technology to trade them. If you're new to futures, let's start with the basics.

words by Thomas Preston
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FOCUS:

Maybe it’s because the 1982 movie
Trading Places still has resonance in
popular culture, but futures trading still
has a certain boom/bust image. It’s
either, “Looking good, Louis!” on the
yacht, or down and out on the street.
The reality is somewhere in between,
and futures can be a valuable tool for
any retail trader or investor in different
scenarios. Futures can be used for
speculating, hedging a portfolio, or just
gauging the mood of the market. If
you’ve only heard stories about futures
trading—scary or otherwise—or know
a bit but want to know how to incorpo-
rate them into a trading strategy, read
on. You’ll make Billy Ray proud.

ITSTARTS WITHA TICK

Trading futures is less an objective in and of itself than
part of a larger plan of how you intend to make money
trading. Do you scan the markets for trends or rever-
sals? There are dozens of futures markets with different
market characteristics and volatility. Are you a stock
investor concerned about risk? Index futures can pro-
vide a fast and potent hedge. How about speculating
on interest rates, physical commodities, or even envi-
ronmental markets? Futures offer direct exposure to
things as diverse as eurodollars and sulphur dioxide
emissions.

On the other hand, futures can also wreak havoc on
your P/L if you don’t know what you’re doing. So
before you plunge in and start slinging, you have to
understand the nuances of the futures you intend to
trade. (And you thought orange juice was exotic!)

For example, what’s the minimum tick size? Most
stocks go up and down in penny increments. That’s not

to say that stocks don’t change by a
° full point at a time, but each $1 is
Don'thave a futures 100 pennies, or 100 minimum ticks.
accountopenvet?For 1 contrast, different futures prod-
more info, go to . ..
tdameritrade.com ucts have very different minimum
Itrade/futures.html.  ticks. Take the very popular e-mini

S&P 500. Its future has a minimum
tick size of $0.25, so you may see it move from 1100.00
to 1100.25, but not from 1100.00 to 1100.10. And the 0.25
move in the e-mini is worth $12.50 per contract, not
$25, as you might expect. Crude oil futures have a mini-
mum tick size of $0.01, and are worth $10 per contract.
Because the minimum tick size and dollar value of that
tick can be so important when hedging with futures, it’s
worth spending a bit of time familiarizing yourself with
the contract specifications. A quick check on the CME
Group’s website (www.cmegroup.com) can get you up
to speed with the basics.

HEDGING WITHFUTURES

Speaking of hedging, that’s a good place to start if
you’re new to futures. No, you’re probably not growing
5,000 acres of corn and looking to hedge the crop
(although there may be a few of you out there). But you
probably have a position in stocks, funds, or options,


http://www.thinkmoney-digital.com/thinkmoney/2010fallgreen/TrackLink.action?pageName=36&exitLink=http%3A%2F%2Ftdameritrade.com
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and maybe you will lose money if the market drops.
Stock index futures can be used to help reduce the loss
on an underlying portfolio—but understanding how it
works is critical before you actually put on the hedge.

The trick to hedging your portfolio is to estimate
how much money it would lose in some drop in a
benchmark index, and then how much a short futures
position in that benchmark index would make in the
same drop. In other words, you have positive deltas that
represent risk if the market drops. Short futures have
negative deltas that would make money if the market
drops. To hedge your portfolio, you balance the positive
deltas with the negative deltas.

Sound tricky? It doesn’t have to be with the
beta-weighting tools on the thinkorswim from
TD Ameritrade trading platform, which weighs the
deltas (a measure of an option's sensitivity to changes
in the price of the underlying asset) of the individual
parts of your portfolio for their different volatility and
sensitivity to changes in the overall market—i.e., their
beta. The beta-weighting tool adjusts the deltas of the
components stocks or funds by their beta to, say, the
S&P 500 Index or Nasdaqg, to name two possible bench-
mark indexes. Checking the box for “beta weighting,”
then typing in the symbol of the future (“/ES” for the e-
mini S&P 500 future and “/NQ” for the e-mini Nasdaq
future) converts the deltas of the parts of your portfolio

FUTURES TRADING
STILLHAS ACERTAIN
BOOM/BUST IMAGE.
THEREALITY IS SOME-
WHERE INBETWEEN,
AND FUTURES CANBE
AVALUABLE TOOL FOR
ANY RETAIL TRADER
ORINVESTOR.

into deltas of the benchmark
future. When you look at the
total deltas now, you’ll see your
portfolio’s risk in terms of the
future. You’re almost there!

The next step is really
important, and it gets to the
nuances mentioned earlier. The
beta-weighted delta indicates
how much money the portfolio
could theoretically make or lose
if the benchmark future moves
up or down one point. But you
need to know how many dol-
lars that future makes as it

moves. The e-mini S&P makes or loses $50 when its
price changes $1. If your portfolio’s beta-weighted delta
is equivalent to positive 250 e-mini S&P 500 futures,
then selling five e-mini S&P 500 futures would theoreti-
cally give you zero overall deltas.

But selling index futures as a hedge against a stock
portfolio takes discipline to execute. That includes get-
ting out if the market starts to rally—you don’t want
those short futures to eat up the profits that your under-
lying stock or funds should be making. Give yourself

either a specific time frame (“I’'m nervous about the
unemployment numbers coming out tomorrow, and I'll
hedge with futures, but I'll hold the short futures for no
more than a fixed number of days afterward”) or a spe-
cific dollar amount, like a stop loss (“I’ll hedge my
portfolio with short futures, but if the market rallies,
I'll buy them back if they lose more than a fixed
amount”). Hedging with futures can help reduce risk,
but it doesn’t mean that you can put them on and for-
get about them. Futures have a very specific role when
hedging a portfolio—and it’s usually short-term.
When the hedge has fulfilled its purpose, or isn’t
needed anymore, you should close it out.

STOPPING QUT

Because futures prices can move fast, you need to have
a trading plan in place ahead of time, whether you plan
to take advantage of the price movement or to get out of
a losing position. Futures are highly leveraged—you
don’t have to put up much money relative to the signifi-
cant risk they represent.

That leverage also means that losses can mount
quickly, but technology can help you manage the risk.
Stop-loss orders and trailing stop orders can be entered
at the same time you enter the long or short futures
positions. The thinkorswim from TD Ameritrade plat-
form lets you base stop orders a certain number of
points away from the current price, a certain number
of ticks away, or a percentage move away. The first is
the most often used—putting a sell stop, say, 2 points
lower than where you buy the futures. But the second
can be handy when you’re trading futures with a strat-
egy based on the number of ticks a product moves up
or down. For instance, if the e-mini S&P future rises
from 1100.00 to 1101.00, it can be seen as having
moved 1.00 point or 4 ticks. Some trading strategies
focus more on ticks.

THE MYTH OF CLAIRVOYANCE

One of the things you may hear is that index futures
predict the price of the market. That’s not entirely
true, but they can “lead” the market. The price of a
future is related to its underlying or cash product (as
the e-mini S&P 500 to the S&P 500 Index, or Treasury
bond futures to the actual 30-year Treasury bonds) by
a cost-to-carry relationship known as “basis.” It’s a
very specific financial calculation, and the difference
between the future and the underlying is kept near
that basis number through arbitrage. So, when you see
a futures price higher or lower than the cash product,
it doesn’t mean the cash product will rise or fall in the
future. But because futures are faster for executing
trades (as opposed to, say, all 500 stocks in the S&P
500 or a silo of grain), futures will also change their
prices more quickly than you might see in the basket
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of stocks. So, if you're a “tape reader”
watching the intraday up and down
ticks in the market, the futures can
provide a heads up to the short-term
market sentiment that will be trans-
lated into individual stocks a bit later.
To trade futures, you need to open
up a futures account, because these
trades are cleared and executed in a
different way from stocks. But
thinkorswim from TD Ameritrade lets
you trade futures on the same plat-
form that you’re trading your stocks
and options on. Your futures account
will be listed under the same login as
your equities account. That lets you
switch back and forth from equities
and options to futures just by select-
ing the active account in the upper
right-hand corner of the platform.
This makes managing your futures
positions more convenient than ever.

SO DON’T THINK OF FUTURES AS A
mysterious thing in the realm of bil-
lionaire speculators or something you
only hear about on TV. They’re trading
products that can be useful for real
traders, big or small. And the better
you understand them, the more useful
they can be.

[ ]

The risk of loss in trading futures and
forex can be substantial. Clients must
consider all relevant risk factors,
including their own personal finan-
cial situations, before trading. Trad-
ing foreign exchange on margin
carries a high level of risk as well as
its own unique risk factors. Please
read the National Futures Association
Understanding the Risks of Trading
in the Retail Off-Exchange Foreign
Currency Market risk disclosure
before considering the trading of this
product.

Futures Trading Tips

Options aren't the only game in town on thinkorswim from TD Ameritrade,
Here are three tips for trading futures with the Active Trader tool.

FIGURE 1: With the Active Trader screenin the Trade tab, you can (1) bracket your orders,
(2) Auto Send them without confirmation screens, and (3) trade like a market maker with
price ladders.

e Tip #1: Bracket
Your Orders:
If you're trading

futures, the Active

Trader screen under
the Trade tab on the thinkorswim from
TD Ameritrade platform can give you a lot
of flexibility with your orders. One of the
best features is the ability to create a
bracket order, which is an OCO (one-can-
cels-other) stop and limit order, to be
entered as soon as your original buy or sell
is filled.

A bracket order for a long futures posi-
tion, for example, would set a limit order
at a higher price and a stop order at a
lower price. Because it's an OCO order,
either the limit order or stop order would
be executed, not both. The limit price sets
a point where you would take profits, and
the stop price sets a point where you want
to limit the loss.

Associated with those brackets are the
trigger prices. The stops and limit orders

Don'thave a futures
account open yet?

For more info, go to
tdameritrade.com
Itrade/futures.html

can be based on a price change in the
futures price, a percentage change, or a
tick change. If you click the icon next to
the “link” field, you can control the order
to one of these three. The “offset” field
controls the number of points, percentage,
or ticks that the stop and limit orders will
be set away from the current price.

Once the bracket order is routed, you
can see the stop and limit orders displayed
on the chart, as well as the price ladder on
Active Trader. If you want to change the
stop or limit prices, you can simply drag
and drop the order right on the chart or
price ladder to the desired level, and a
cancel/replace order for either, or both the
stop and limit order, will be submitted.

Tip #2: The Little Wrench Thingy

Click the wrench icon at the top (right of
the “Flat” button) to see the choices for
order buttons such as Auto Send (routing
orders without the order confirmation dia-
log—fast, but potentially dangerous), flat-
ten (which closes any existing positions
and cancels any working orders), and
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reverse (which reverses the quantity of
your position from long to short or short to
long).

Tip #3: Price Ladders for Cool People
Finally, trading on the price ladder is
“market maker” style, where clicking on
the bid price routes an order to buy, and
clicking on the ask price routes an order to
sell. That’s different from the “All Prod-
ucts” tab on the Trade page. The idea in
the Active Trader tab is that you want to
work your orders for the best fill price, and
want to join other market participants to
buy on the bid price or sell on the ask
price. It’s tougher to get filled this way, but
with a product that’s actively trading, you
can get orders executed. Also, if you click
on the bid above the current market, it cre-
ates a buy stop order, and if you click on
the ask price below the current market, it
creates a sell stop order. Active Trader
assumes that you don’t want to pay above
or sell below the current bid/ask prices.

Market volatility, volume, and system
availability may delay access and trade
executions. A stop order does not guarantee
an execution at or near the activation price.
A stop limit order risks missing the market
altogether. Carefully review every order
placed with the Auto Send feature. You are
responsible for all orders entered in your
account. The risk of loss in trading futures
and forex can be substantial.Clients must
consider all relevant risk factors, including
their own personal financial situations,
before trading. Trading foreign exchange
on margin carries a high level of risk as
well as its own unique risk factors. Please
read the National Futures Association
Understanding the Risks of Trading in the
Retail Off-Exchange Foreign Currency Mar-
ket risk disclosure before considering the
trading of this product.

FUTURES TRADING

O+A:

Q: How is a future
different from
stock?

A A stock repre-
sents ownership in
a company. A future
doesn’t represent
ownership in the
underlying com-
modity, product, or
index; instead, it is
a legally binding
contract, an agree-
ment between the
buyer and seller to
accept or deliver a
specified quantity
of the underlying
asset (orange juice,
Treasury bonds,
etc.) by a set expira-
tion date.

Q: How are mar-
gins calculated on
futures?

A Margins on
futures are deter-
mined by the
exchanges, and are
based on the likely
dollar value that the
futures contract
may change in a
single trading day.
More volatile prod-
ucts have higher
margins. The sys-
tem that clearing
firms and
exchanges use to
determine the mar-
gin on futures posi-
tions is called SPAN
(standardized port-
folio analysis of
risk), and is stan-

dard throughout the
industry.

: What does
marked to market
mean?

A Futures are
marked to market
daily. That means
the cash from the
daily profit or loss
goes into (or out of)
your account at the
end of each day—
not just when you
close the position.
Contrast this with
stock trades, where
the initial debit for a
purchase is
deducted from the
cash in your
account, and the
cash proceeds from
the sale go into your
account only when
you close the posi-
tion and sell the
stock. At the end of
each trading day,
the exchange that
the future is traded
on posts an official
settlement price.
That determines the
daily profit or loss
for any positions
held overnight, and
that profit or loss is
added or deducted
from the cash in
your account.

Q: What is the
basis?

A Basis is the term

for the difference in
price between the
contract months of
the futures. It is the
cost of owning the
underlying prod-
uct—whether that’s
the S&P 500 Index,
Treasury bonds,
gold, etc.—from
one expiration date
to the next. The
cost is composed
mainly of interest
charges, but can
also include insur-
ance and storage
costs for physical
commodities.
Things like divi-
dends on stock
indexes and interest
payments on bonds
reduce the cost of
carry. Basis can also
reflect different sup-
ply and demand
relationships. Crop
cycles, shortages, or
excess supplies
expected in the
future can also
affect basis. Some-
times the futures in
further expirations
are more expensive;
other times they are
less so. The basis,
then, can be posi-
tive or negative.

Q:HowdolIgeta
quote on futures?

A Each future has
aroot symbol, such
as /ES for the e-mini
S&P 500 future, or
/ZB for Treasury
bonds. You can see
root symbols of all
the futures available
on the thinkorswim
from TD Ameritrade
platform by clicking
on the double drop-
down arrows on the

symbol field on the
Trade page. Then
click on the Futures
tab to see a list of
the symbols. In
addition to the root
symbol, each future
has a month and
year code. If you
type in the root
symbol on the Trade
page, you can see
the different expira-
tion months for that
future. The expira-
tion month is indi-
cated by a letter:

January F
February G
March H
April J

May K
June M
July N
August Q
September U
October V
November X
December Z

The expiration year
is indicated by 0 for
2010, 1 for 2011, 2
for 2012, and 3 for
2013.
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Cool things to do with
thinkorswim from
1D Ameritrade

Words by Nicole Sherrod

e Traders are (ahem) an odd lot. Some
people perceive us to be antisocial ...
introverted ... withdrawn ... socially awk-
ward. And although we’re almost never
the center of attention at happy hour, we
are great at exploiting an opportunistic
bend to place ourselves in the spot most
likely to see the highest pig-in-blanket
traffic. The reality is, we’d rather be home,
poring over charts, than risk social incon-
tinence.

But that’s about to change, grasshop-
per! Untether thyself with mobile trading,
get to your local water hole, and show
your buddies what “after-hours” is all
about! The launch of the TD Ameritrade
Mobile suite, along with the release of
futures and forex trading, will undoubt-
edly result in the new definition of the
“Renaissance Man.” Picture yourself.
You're the confident, dark, brooding type
at the corner of the bar. With your iPhone,
Android, or Web-enabled smart phone in
hand, you have access to more technical
studies and indicators than are offered by
most other brokerage apps. But here’s a
short list of a few:

After Hours
Trading

Putting the "Happy” Back in
Happy Hour with Mobile Trading

After-the-Close Earnings Updates

In the middle of earnings season, you can
get real-time updates of after-the-close
earnings releases. You can trade equities
in the after-hours market in addition to
futures and forex around the clock—all
right from the palm of your hand. You’ll
also have access to after-hours news sto-
ries from a variety of sources.

Research Trading Opportunities
Undoubtedly, people will approach you.
Remember, there is opportunity in conver-
sation. My girlfriends all started obsessing
about J.Crew in early 2009. While they
started amassing “tissue tees” and
“schoolboy blazers,” I amassed a bull call
spread as the stock took flight from $12 to
$45. Your friends are consumers and can

Talk, text, trade. To
access the Mobile
Suite, login toyour
TD Ameritrade
accountandgo to
Trading Tools >Mobile
Applications.

L]

provide a lot of insight as
to concentrations of
retail spending in core
demographics. Exploit
them! While they talk,
you can research trading
opportunities right from
your phone.

Alerts

Keep up with your port-
folio in the after-hours
by receiving earnings
alerts for any of your
holdings. In addition,
you can receive an alert
if there is a change in
earnings targets for any
of your holdings.

And while, sadly,
options don’t trade in
the after-hours, you can
certainly queue up some
opportunities for the
next trading day.

Now get out there and put the “happy”
back in Happy Hour!

Nicole Sherrod, Managing Director, Trader Group at
TD Ameritrade.

]

The information contained in this article is
not intended to be investment advice and
is for illustrative purposes only. Clients
must consider all relevant risk factors,
including their own personal financial sit-
uations, before trading.



| use my phone for work. Family. Everything.

Id like to add my
investments to that list.

TD Ameritrade Mobile for your iPhone, BlackBerry, Android or Windows phone
gives you instant account access and features like:

Customizable charts « Real-time quotes « Alerts « Trading ¢ paperMoney”

Find out more at tdameritrade.com/mobileapp.

E Ameritrade
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found on pages:
13&33 \

BUTTERFLY

e A defined-risk, long spread constructed of two short
options at one strike, one long option at a higher strike, and one long
option at a lower strike, all calls or puts. By putting on a “fly,” you
assume the underlying will remain in a range during the life of the
trade. As time passes, and/or volatility drops, the short legs decay
faster than the longs. The strategy is designed to profit when you can
sell the fly for more than you paid—which is your maximum risk.

found on page:

25

Delta
Neutral

e When the sum of all
deltas in all legs of a
trade equals zero (or
practically speaking,
near zero). At the
moment of delta neu-
tral, the position is
said to have virtually
no delta (directional)
risk, providing the
trader with a near-
perfect hedge.

Implied Volatility

e Affectionately referred to as “vol”
by floor traders and certain authors
of thismagazine, it's an estimate of
the volatility of an underlying stock or
index that is derived from the market
value of an option. The value of
implied volis plugged into one of the
inputs of an option pricing formula to
determine the value of the option.
Higher implied volatility typically
means higher premiums,

and vice versa.

Short Vertical

¢ A defined-risk spread constructed of a short option and a fur-
ther out-of-the-money option, both calls or puts. Short verti-
cals are put on for a credit. Short put verticals are bullish and
short call verticals are bearish. As time passes, and/or volatil-
ity drops, the short options decay faster than the longs. The

is designed to profit when you can buy back the

spread for more than you sold it for, or at expiration, the short
option is at- or out-of-the-money. Risk is limited to the differ-
ence between the strikes, minus the premium received.

found on pages:
Iron Condor / 13 & 33

o ADEFINED-RISK, SHORT SPREAD
STRATEGY, CONSTRUCTED OF A SHORT
PUT VERTICAL AND A SHORT CALL VER-
TICAL. YOU ASSUME THE UNDERLYING
WILL STAY WITHIN A CERTAIN RANGE
(BETWEEN THE STRIKES OF THE SHORT
OPTIONS). THE GOAL: AS TIME PASSES
AND/OR VOLATILITY DROPS, THE TRADE
CAN BE BOUGHT BACK FOR LESS THAN
CREDIT TAKEN IN OR EXPIRE WORTH-
LESS, RESULTING IN APROFIT. THERISK

found on pages:

13«33

Q
Spread

® An option position
or order that contains
two or more option
“legs” and includes at
least one long and
one short option.

found on pages:
24 & 36
SYNTHETIC
® A position that
mimics the

risk/reward profile of
another position, typ-

IS LIMITED TO THE DIFFERENCE ically using some
BETWEEN THE STRIKES, MINUS THE combination of stock
TOTAL CREDIT RECEIVED. and options. The syn-

found on pages:
1)/ L/ 20,24 & 36

e Profit and loss
of the aggregate total
of all gains and
losses over a specific
period of time, e.g.,
day, month, year.
Often confused with
ROI, which of course
is just the “return
on investment” of
a single trade or
position.

thetic call, for exam-
ple, is constructed of
long stock and a long
put. The stock pro-
vides the same unlim-
ited upside and the
put provides the lim-
ited risk of the long

cal
Veg d

¢ One of the “greeks"” used to determine what
will happen to an option'’s price. Vlega meas-
ures expected change in an option’s price per
1% change in implied volatility. For example,
if along call has a vega of .07, should the
implied volatility increase by 1%, the option
premium will increase by $7.

The information contained in this article is not intended to be investment advice and is for illustrative purposes only. Multi-legged options transactions such
as spreads, straddles, iron condors, and butterflies will incur contract fees on each leg of the order, which may impact any potential return. Ancillary costs
such as commissions, carrying costs, and fees should be evaluated when considering any advanced option strategy. Be aware that assignment on short
option strategies could lead to an unwanted long or short position in the underlying security. Clients must consider all relevant risk factors, including their
own personal financial situations, before trading. Options involve risks and are not suitable for all investors. Supporting documentation for any claims, com-
parison, statistics, or other technical data will be supplied upon request.
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RIGHT TOOLS MAKE

-ASIER TO SPOT.

When opportunity knocks, active traders need to be educated
traders. That's why over 500,000 of them have turned to Investools.
Our advanced tools include up-to-the-minute data on thousands
of stocks, options and currencies — information that until recently
was only available to industry professionals. What's more, traders
can create customizable charts, obtain in-depth technical analysis
and even hone their skills by practicing complex trades with
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