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Increase your potential to : N :
profit in any market when you FRER - . S
advance your option game. L N

Beyond calls and puts, there are straddles, strangles, collars, and condors. Beyond options on equities, there are options
on futures and even ways to trade options in your IRA. However you choose to trade options, you can learn to do it with
confidence—in bullish, bearish, or neutral markets. You've got tools, resources, and education to help you dial up your
skills and take advantage of tradable opportunities.

. Ameritrade Get started at tdameritrade.com/options

Market volatility, volume, and system availability may delay account access and trade executions.
Futures and futures options trading is speculative and is not suitable for all investors. Futures and futures options trading services provided by TD Ameritrade Futures & Forex LLC. Trading
privileges subject to review and approval. Not all clients will qualify.

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

Spreads, straddles, and other multiple-leg option strategies can entail substantial transaction costs, including multiple commissions, which may impact any potential return. These are advanced
option strategies and often involve greater risk, and more complex risk, than basic options trades.

TD Ameritrade, Inc., member FINRA/SIPC. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. © 2016 TD Ameritrade IP Company, Inc.
All rights reserved. Used with permission
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When It comes
to options trading.

you can never have
enough options.

If you buy and sell options in the capital markets, information is
critical to your success. You not only need to know the risks, but the
various ways you can execute your trades.

For two decades, NDX has been a popular hedging strategy for
ambitious traders. Depending on your circumstances, it may also
enjoy certain tax advantages over an investment in the underlying
index. For those concerned about market volatility in the coming
year, consider diversifying your portfolio by going straight to the
source: The NASDAQ-100 Index Option (NDX).

y

lgnite your ambition

This advertisement discusses exchange-traded options issued by The Options Clearing Corporation. Options involve risk and are not suitable for every
investor. Because they are cash-settled, investors should be aware of the special risks associated with options and should consult a tax advisor. Prior
to buying or selling options, a person must receive a copy of Characteristics and Risks of Standardized Options (“ODD"). Copies of the ODD are available
from your broker, by calling 1-888-OPTIONS, or from The Options Clearing Corporation, One North Wacker Drive, Suite 500, Chicago, IL 60606.

No statement in this advertisement is to be construed as a recommendation to purchase or sell a security, or to provide investment advice. The
information is provided AS IS solely for general education and information purposes and should not be considered complete, precise, or current. Neither
Nasdaq, Inc. nor any of its affiliates or subsidiaries, including Nasdag PHLX, assumes any responsibility for any errors or omissions.



ISSUE 31

CONTENTS/SPRING 2016

COVERSTORY

Popping the Cork With the Fed

Traders love volatility. And nothing stirs the pot more than speculating on interest rates.

But what do rising rates mean for the markets? What really happens when they go up?

Here are four things you should know and what you can do about them.

Going Off the Grid
(With Your Charts)
Unless you're trading under a rock,
most chartists already know about
moving averages and RSI. But have
you heard of a Schaff Trend Cycle?
Consider three “off the grid” yet
trade-worthy charting indicators
hiding in plain sight.

Beyond the Basics:
Calendar Spreads 3.0
What's a handy core options
strategy that leverages time? The
calendar spread. But even if you're
a seasoned trader, you may still
have questions. Not for the faint of
heart, are you trader enough”?
Letsdivein.

The Trader's Cure For the
Volatility Blues
When the market is stuffed after
gorging on a rally, you might wonder
if it will just meander along before
the next leg up or the bottom falls
out. Learn how to hedge a trader’s
version of “yield” with the newest
asset class—volatility.

Cover Photograph by
Fredrik Brodén
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Capiche? Twice the cash is twice the fun,
right? Not if you forgot about utility

Gear Head If you must go fundamental,
analyze the analysts with this tool.

Ask the Suit Nicole Sherrod speaks out
about options and TD Ameritrade biz.

Toys for Traders Nailing the coolest new
gadgets for traders—again.

The Vol Whisperer The three-minute primer
on volatility.

Ask the Trader Guy The confusion about
ex-dividend and how not to trade mayonnaise.
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6 A Quick Howdy

9 Love Notes

36 The Token Glossary
34 Associate Spotlight
Equal parts math whiz and
daredevil, TD Ameritrade’s
Philip Carava is just a phone
callaway for you to lean on.
35Futures 4 Fun

Don't be caught on the
wrong side of a major swing
shift. Consider certain
options spreads as a hedge.
38 TheBack Page

Having trader’s block on
where to go on your next
vacation? Take our quiz.

SKILLS
BAROMETER:
Seeadot. Read or
pass. If you've ever
been frustrated
spending your
precious few minutes
reading articles that
are too hot or too cold,
these little color dots
at the beginning of
each article willhelp

you skip tojust the
right temperature.
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@ SEASONED
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g stock charts can bring a
m of probability in which
ake trading decisions, but

t happens when you expect
charts to tell you something

that doesn't come true!™
Going Off the Grid
Page 20
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DISCLAIMERS

IMPORTANT INFORMATION YOU NEED TO KNOW

« The information presented in this
publication does not consider your per-
sonal investment objectives or financial
situation; therefore, this publication
does not make personalized recom-
mendations. This information should
not be construed as an offer to sell or

a solicitation to buy any security. The
investment strategies or the securities
may not be suitable for you. Any and all
opinions expressed in this publication
are subject to change without notice.

* Options transactions involve com-
plex tax considerations that should be
carefully reviewed prior to entering
into any transaction.

* Therisk 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 Standard-
ized Options. A copy accompanies this
magazine if you have not previously
received one. Additional copies can be
obtained at tdameritrade.com or by
contactingus.

* Trading foreign exchange on margin
carries a high level of risk, as well as its
own unique risk factors. Before consid-
ering trading this product, please read
the Forex Risk Disclosure, available at
httpy//www.nfa.futures.org/NFA-
investor-information/publication-

library/forex.pdf.

* Supporting documentation for any
claims, comparisons, statistics, or
other technical data will be supplied
upon request.

* A forex dealer can be compensated
via commission and/or spread on forex
trades. TD Ameritrade is subsequently
compensated by the forex dealer.

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

* Futures, futures options, and

forex trading services provided by

TD Ameritrade Futures & Forex LLC.
Trading privileges subject to review
and approval. Not all clients will qual-
ify. Forex accounts are not available to
residents of Ohio or Arizona.

TD Ameritrade, Inc. Member SIPC
FINRA

TD Ameritrade is a trademark jointly
owned by TD Ameritrade IP Company,
Inc. and The Toronto-Dominion Bank.
© 2016 TD Ameritrade IP Company,
Inc. Allrights reserved. Used with per-
mission. Product and company names
mentioned herein may be trademarks
and/or registered trademarks of their
respective companies.

« Investools Inc. and TD Ameritrade,
Inc. are separate but affiliated compa-
nies that are not responsible for each
other’s services or policies. Investools’
does not provide financial advice and is

not in the business of transacting trades.

Neither Investools nor its educational
subsidiaries nor any of their respective
officers, personnel, representatives,

agents or independent contractors are,

in such capacities, licensed financial ad-
visors, registered investment advisors,
or registered broker/dealers. Neither
Investools nor such educational subsid-
iaries provide investment or financial
advice or make investment recommen-
dations, nor are they in the business of
transacting trades, nor do they direct
client futures accounts nor give futures
trading advice tailored to any particu-
lar client’s situation. Nothing contained
in this communication constitutes a so-
licitation, recommendation, promotion,
endorsement or offer by Investools or
others described herein, of any particu-
lar security, transaction, or investment.

« Transaction costs (commissions and
other fees) are important factors and
should be considered when evaluating
any options trade. For simplicity,

the examples in these articles do

not include transaction costs. At

TD Ameritrade, the standard commis-
sion for online equity orders is $9.99;
online option orders are $9.99 + $0.75
per contract. Orders placed by other
means will have higher transaction
costs. Options exercises and assign-
ments will incur a $19.99 commission.
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Your friends are each worth $50 in cash, 5 commission-free
online equity and option trades,* or a $50 Amazon.com Gift Card**
when you refer them to TD Ameritrade.

Ameritrade

*Referral reward offer valid for existing clients who successfully refer a new TD Ameritrade account that is
funded with at least $2,000 within 90 days from the date of referral. Offer is not valid with internal transfers,
TD Ameritrade Institutional accounts, accounts using the Amerivest® service, or with other offers. Taxes related
to TD Ameritrade offers are your responsibility. Retail values totaling $600 or more during the calendar year will
be included in your consolidated Form 1099. Limit one offer per qualified referral. TD Ameritrade reserves the
right to restrict or revoke this offer at any time. This is not an offer or solicitation in any jurisdiction where we are
not authorized to do business.

$50 Cash—Please allow 1-2 business days from the time the referred individual has opened and funded their
TD Ameritrade account with the required $2,000 minimum to receive your $50 credit to your account. Offer is not
transferable. Offer not available to Individual Retirement Accounts (IRAs) or other tax-exempt accounts.

5 commission-free trades—Five commission-free Internet equity or option trades will be credited to your account
1-2 business days after the referred individual has opened and funded a new TD Ameritrade account with the
required $2,000 minimum. Commission-free trade award value based on $9.99 online commission pricing. Offer
limited to qualified Internet equity or option orders. Commission-free online trades are not transferable. Qualified
commission-free Internet equity or option orders must execute within 90 days of account funding. You are still
responsible for any contract, exercise, and assignment fees charged on option orders. Options involve risks
and are not suitable for all investors.

START REFERRING NOW AT
tdameritrade.com/friends.

$50 Amazon.com Gift Card—Please allow 4-6 weeks from the time the referred individual has opened and funded
their TD Ameritrade account with the required $2,000 minimum to receive your $50 Amazon.com Gift Card. $50
Amazon.com Gift Card offer is not valid for Individual Retirement Accounts (IRAs) or other tax-exempt accounts.
Clients must have valid U.S. mailing addresses. TD Ameritrade is not responsible for merchandise purchased with
this gift card. TD Ameritrade and Amazon.com are separate, unaffiliated companies and are not responsible for
one another’s services and policies.

**Amazon.com is nota sponsor of this promotion. Except as required by law, Amazon.com Gift Cards (“GCs”) cannot
be transferred for value or redeemed for cash. GCs may be used only for purchases of eligible goods at Amazon.com
or certain of its affiliated websites. For complete terms and conditions, see www.amazon.com/gc-legal. GCs are
issued by ACI Gift Cards, Inc., a Washington corporation. All Amazon ®, ™ & © are IP of Amazon.com, Inc. or its
affiliates. No expiration date or service fees.

TD Ameritrade, Inc., member FINRA/SIPC. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP
Company, Inc. and The Toronto-Dominion Bank. © 2016 TD Ameritrade IP Company, Inc. All rights reserved.
Used with permission.
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PHOTOGRAPH: FREDRIK BRODEN

LOVE NOTES

LITTLE QUIPS FROM YOU TO YOURS TRULY

Chat Room
Peal'ls... A sign for the door:

No pets, insects, dust,
ormore than one
human allowed on
Cleaned my glasses. the trading room.
The Monitor —BRIAN
tab still doesn’t
look any better.
—JUSTIN

Does AMTD accept
EBT food stamps?
—BEN

CHAT SWIMMER #1:
Do tech anal pat-
terns work on
TICK CHARTS?

CHAT SWIMMER #2:
Youw’ll have to ask
a technician about
that. Seems it’d be
hard to get his butt
on the screen, but
whatever.

CHAT SWIMMER #1:
One thing I hate
about stock market:
“You never know”

CHAT SWIMMER #2:
That’s the great
thing about the

stock market.
You never know.

Swim lessons chat room GETCHATTING
rules: Nofl ;a’tles. Head over to the
Nospeedo’s. thinkorswim® Chat

—BILLY Rooms for trading
education or to cure
boredom. In thinkorswim,
at the top left select
Support/Chat > Chat
Rooms. Then join the
party.

SPRING 2016 | tdameritrade.com | 9
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Investools

More expirations than

a bachelor’s fridge.

With shorter expirations, weekly options can help you
take advantage of fast-moving, tradable market events.
Enroll in Investools® FastTrack: Weekly Options to get an

accelerated education on how you might use weeklys as e

part of your trading plan. Thet s TG — comoe o Lz

Plus, get the support you need to help you learn these
advanced techniques, with access to online coursework
and coaching, professional-grade analysis tools, and a
virtual trading environment to test strategies risk-free.

Special offer for TD Ameritrade clients:

Only $499° s

Visit investools.com/weeklys to learn more
or call 800-240-7316 to enroll.

*Cost for the FastTrack: Weekly Options course for non-TD Ameritrade clients will be $699. Cost for the FastTrack: Weekly Options course for TD Ameritrade clients will be $499.

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

Because they are short-lived instruments, weekly options positions require close monitoring, as they can be subject to significant volatility. Profits can disappear quickly and can even turn into
losses with a very small movement of the underlying asset.

Options are not suitable for all investors as the special risks inherent to option trading may expose investors to potentially rapid and substantial losses. Please read Characteristics and Risks of
Standardized Options before investing in options. Option trading privileges in your account subject to TD Ameritrade review and approval. Not all account owners will qualify.

Spreads, straddles, and other multiple leg option strategies, such as butterflies and condors, can entail substantial transaction costs, including multiple commissions, which may impact any
potential return. These are advanced option strategies and often involve greater risk, and more complex risk, than basic option trades. Entering multi leg option orders requires the appropriate
level of option trading approval in your account.

The risk of loss in trading options can be substantial. Clients must consider all relevant risk factors, including their own personal financial situation, before trading.

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

TD Ameritrade, Inc., member FINRA/SIPC. This is not an offer or solicitation in any jurisdiction where we are not authorized to do business. TD Ameritrade is a trademark jointly owned by TD
Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. © 2016 TD Ameritrade IP Company, Inc. All rights reserved. Used with permission.
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A HODGEPODGE OF MARKET STUFF YOU SHOULD KNOW

« VISIONS OF SUGARPLUMS ain’t just for
fairytales. Maybe you’ve traded your
way to a much bigger account size. Or
IN TH E MON EY Uncle Milt left you a huge chunk of
change. Whatever the source, you've
come into serious money. Exciting? Sure.
But now what?

Some would consider doubling their
trade size after doubling their account. Af-
ter all, if you’re willing to risk $500 a trade
with $50,000, why not $1,000 a trade with
$100,000? No wrong answer here. But
again, perspective is crucial. Above all,
consider your capital’s “utility”...huh?

Simply put, utility measures how much
benefit you’ll get from the next dollar.
One dollar to someone whose net worth
is $100 is abig deal. One dollar to a
millionaire, not so much. In trading,
potential reward is always tied to risk.

If you want more reward, you typically
need to take on more risk. The utility you
have with that extra trading profit helps
determine whether you would in fact take
the extrarisk.

Twenty-somethings have plenty of
time before retirement, so their accounts
have time to potentially recover from
losses. In this scenario, the utility a
younger investor realizes for his poten-
tial trading profit might be high enough
to encourage more risk. Why? The dollar
today will likely buy less tomorrow. To
offset the cost of a more expensive future,
ayoung person may take more risk with
a profit “windfall.” For someone closer
to or already in retirement, taking extra
risk could cause a loss from which it may
be harder to recover. This could make
that potential and incremental profit less
attractive. Either way, younger or older,
there are potentially smarter ways to ad-
justincremental risk to fit your lifestyle
and trading goals.

CAPICHE? @ EASY

1Just Doubled My Account.
Now What?

sicioea: S TWICE THE CASH TWICE THE FUN?
NOT IF YOU TAKE UTILITY INTO ACCOUNT.

PHOTOGRAPH: FREDRIK BRODEN SPRING 2016 | tdameritrade.com | 11
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DOUBLE THE PLEASURE, TEMPER THE “FUN”
One possible solution suggests increasing
position risk incrementally as your account
grows. For example, instead of increasing
risk by 100%, maybe you go, say, 25% in-
stead, from $500 to $625, instead of from
$500 to $1,000. This could
mean doing more contracts,
. or simply adjusting spread
strikes so they’re wider.

TRADER
JARGON If you were, say, to sell
TURN TO four 100/102 put spreads
PAGE 36

for $0.75 credit, that would

have a max risk of $500, not
including commissions ($2 spread - $0.75
credit = $1.25 risk. $125 X 4 = $500). Ifyou
widened the strikes and sold three of the
99/102 put spreads for 0.95 credit, that
would have a max risk of $615, not including
commissions.

Ifyou're comfortable with a 25% increase
in risk, you may consider increasing risk by
another 25%, and work your way up over
time to doubling your risk. If you’re not
comfortable with a 25% increase in risk,
it’s easy to back off and try to avoid larger
losses. This way, your potential profit will
be delivering the appropriate balance of risk
and reward that makes the most sense for
your personal financial situation, without
throwing caution to the wind (never a good
idea). —Words by THOMAS PRESTON

Tom Preston is not a representative of

TD Ameritrade, Inc. The material, views and
opinions expressed in this article are solely those
ofthe author and may not be reflective of those
held by TD Ameritrade, Inc. For more information
on the general risks of trading and options, see
page 37, #1-2.

12 | tdameritrade.com | SPRING 2016

IN THE MONEY

COOL TOOLS

For the latest release
notes and thinkorswim
how-to videos, go to
tlc.thinkorswim.com.

Monitor  Trade

Add Simulated Trades

rch Team

S&P Capital 1Q

Credit Suisse

GEAR HEAD @ EASY

What are They
Thinking?

sicioea: VWHEN YOUR TRADING REQUIRES
SOME FUNDAMENTAL INSIGHTS,

TRY USING THIS TOOL TO ANALYZE
THE ANALYZERS.

* Today’s active trader is a jack of all, well, trades. She
knows how to scan for futures option trades and back-
test her regression strategies. She can beta-weight her
portfolio and stress the volatility to analyze her risk.
And, with thinkorswim®, she can button down and dive
into some classic fundamental analysis, including
digging into Analyst Ratings.

IMarketWatch Charts = Tools

5can
B' ¢ Profile 'Y Probability Analysis

Furn:lar-15r|1:alzo

135.40

ol: 3,620,149

NEUTRAL FROM
AVOID

For illustrative purposes only.

3-See the date when
the analyst last made an
update.

2 - View the current
ratings for each analyst in
the grid.

1-Tolocate the Analyst
Reports, click on the
Analyze Tab and Fun-
damentals. Enter the
symbol for the company
in which you are inter-
ested and the reports
are shown.

4 - Download any of the
reports to see all the
details each analyst
provides.
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siciea: A LI T TLE Q&A WITH NICOLE
SHERROD, MANAGING DIRECTOR,
TRADER GROUP AT TD AMERITRADE

« What suggestions do you have for stay-
ing informed when I’'m away from my
portfolio?

Umm, away from your portfolio? Thanks
to mobile, your portfolio now fits in your
pocket. It’s on your bedside table. It even
goes on vacation with you. So that’s your
first tip: install our thinkorswim® Mobile
app on your phone. It’s available on both
Android and iOS.

But now there’s more. Our development
efforts are focused on making sure that you
are always plugged into what you really
care about. And rather than seeking it out, it
should be pushed out to you. Like Facebook.
If someone posts a picture of me, I want to
be notified. Because if I don’t look pretty
in that picture, I'm totally taking it down.
(Which is why there aren’t many pictures of
me on Facebook.) I digress.

“Tech should
simplify your
life so that you
have more time
todo the things
inyour life that

really matter."

—NICOLE “THE SUIT” SHERROD
@TDANSHERROD

Tech should simplify your life so that you
have more time to do the things in your life
that really matter. Along that same vein, in
our most recent release on thinkorswim®,
we added a new capability which we are
calling Time and Event alerts—letting
you set alerts on virtually anything on the
thinkorswim calendar.

Maybe your portfolio is a little heavy in
housing. Now you can set an alert for when
the Mortgage Bankers Mortgage Applica-
tions number comes out. Or the Pending
Home Sales Index update. And not only can
you receive that alert on thinkorswim, but it
can also be sent via text or push notification
to your phone or Apple Watch.

In addition, you can receive alerts for any
ticker that you care about. Those alerts can
be for news stories, earnings announce-
ment, dividend announcements, etc.

What tools do you have to help me ana-
lyze my trading performance?
Obviously, I’d start with that little number
in the upper left hand quarter of the plat-
form that says Net Liq. Hopefully that’s up
from where you started the year — and not
because you made your IRA contribution.

SPOILER ALERT: Later this year, we're
releasing a host of new features designed

to help you understand your successes

and opportunities in trading. But for now,
we recently integrated Trade History on
Charts—allowing you to look at all of your
buy and sell executions plotted along a
historical price chart. Chartists are raving
about this feature because it allows them to
see if they were true to the signals that got
them in their trades. To enable this feature
within your thinkorswim Chart, click on the
Style, then Settings. From the Chart Settings
window remain on the General tab and
check the Show Trades box.

TOYS
FOR
TRADERS

FROM THINKORSWIM®

TRADE HISTORY

ON CHARTS

In our ongoing effort

to build graphic visual-
ization of portfolio and
trade data, we have intro-
duced the ability to show
your historical trades on
your thinkorswim Charts.
Once activated you can
see when and where
your previous trades
took place. To enable

the thinkorswim Chart,
click on the Style drop
down menu and select
Settings. From the Chart
Settings check the Show
Trades box.

INTERNATIONAL
INDEXES

In today’s interconnect-
ed economy, seeing

and understanding the
performance of foreign
markets is more import-
ant than ever before. To
help you better track the
performance of the mar-
kets around the world,
we have added a number
of new index symbols for
major foreign exchanges.
Toseealistopenupa
Watchlist and select the
International Indices list.

CUSTOMIZABLE
QUICK TIME FRAMES
The Quick Time frames
are found at the top right
of your thinkorswim
Chart in the same loca-
tion which you are fa-
miliar from the old quick
buttons. The Quick Time
Frames can be custom-
ized in two manners: You
can adjust your chart to
the time and aggregation
desired, then click on
the Quick Time Frames
button and choose ‘Add
Current To List.” You

can also customize your
entire list at once by
click on ‘Customize list....
From here you have the
ability to add new Time
Frames, Add the current
Time Frame, adjust the
order, edit the list,and
delete.

SPRING 2076 | tdameritrade.com | 13


http://www.thinkmoney-digital.com/thinkmoney/spring_2016/TrackLink.action?pageName=13&exitLink=http%3A%2F%2Ftdameritrade.com
http://www.thinkmoney-digital.com/thinkmoney/spring_2016/TrackLink.action?pageName=13&exitLink=https%3A%2F%2Ftwitter.com%2FTDANSherrod%3Fref_src%3Dtwsrc%255Egoogle%257Ctwcamp%255Eserp%257Ctwgr%255Eauthor

IN THE MONEY

THE VOL WHISPERER ® EASY

The V" Word: AThree-Minute

Volatility Primer

sicioea: EVERY THING YOU NEED TO KNOW ABOU T
VOLATILITY TO SOUND COOL AT A TRADING PARTY.

curve. Translation? Most
of the prices will cluster
around a median price.
Those are pretty big
assumptions. But they
help you turn volatility
into something concrete.
Something you can use.
Multiply a stock’s volatil-

With Today's
Options Statistics,
you can view volatility
data like Vol Index
(“Current IV Percentile”,
telling youwhere in
the annual range
volatility is
trading.

Last X, Nat Change |,

Traded at ASK
Between the M

Delta Berwee

FIGURE 1: Strategy is Key. By viewing “Today’s Options Statistics” in thinkorswim®, you can assess the optimal
strategy to use based on the current volatility against past volatility. Forillustrative purposes only.

* TRADERS TALK alot about “volatility” What does it really mean?
Loosely, stock or index volatility is the magnitude in which it moves.

Ttalso represents uncertainty about how much a stock or index price
might change in the future. Volatility doesn’t care if a price change is

higher or lower. Only if the change is big or small.

NUTS AND BOLTS

Putting those together, the higher the volatility, the more uncertainty
the market has about the future magnitude of a stock’s potential price
changes. For example, 30% vol is higher than 20% vol, and 50% vol is

higher than 30% vol. But let’s add some context.

Volatility is expressed as an annual percentage number. If a stock
has 30% volatility, historically the stock has shown that its price might
be 30% higher or 30% lower in one year. This stock price could change
more or less than 30%. But volatility suggests the price within plus/
minus 30% is the most likely scenario. Why? Volatility is also a stan-
dard deviation—which means if you believe a stock’s percentage price
change is normally distributed, there’s about a 68% chance the price
will be within plus/minus 30% in a year. (The 68% number comes from
the normal distribution—think bell curve—and is the probability of the
return of a stock price landing between -1 and +1 standard deviation.)

WHEN GEEK-SPEAK = STRATEGY

We assume volatility won’t change over the year, and that returns (a
price’s percentage changes) are normally distributed across a bell
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ity by its price to get the
one standard-deviation
price change, then add
and subtract that to the
price. This will give you
high-and-low stock
prices that comprise

the boundaries within
which, in a year, the stock
has a 68% probability of
landing. You can then
consider using these as
price targets, stops, or
even strike prices to sell
spreads with potentially
greater efficiency and
genuine strategy.

For example, if stock
XYZ was trading at $50
and had a 20% volatility,
you might target $60 and/or $40 as your
higher and lower price targets (50 x .20 =10)
with a 68% probability that the stock will
remain within that range for the year. One
item of note, this probability is theoretical in
nature and stocks may move outside of their
one standard deviation expectation. If qual-
ified, you could consider selling call and put
spreads with your short options strikes sold
at those respective targets. If a year is too long
to wait, you may use the thinkorswim prob-
ability cone on the Analyze page to help you
narrow the range within the same probability.
—Words by THOMAS PRESTON

Tom Preston is not a representative of

TD Ameritrade, Inc. The material, views and opin-
ions expressed in this article are solely those of the
author and may not be reflective of those held by
TD Ameritrade, Inc. For more information on the
general risks of trading and options, see page 37, 1-2.

ASK THE
TRADER

Q:1know astock’s
priceis supposed to
drop by the amount of
the dividend amount
on the ex-dividend
date. Sometimes it
drops more, some-
timesless. Why?

A: Astock drops onthe
ex-date because on that
date, you can't buy the
stock and be eligible to
receive the dividend. To
be eligible, you need to
buy the stock before the
ex-date. On the ex-date,
the price drop shows you
can't get the upcoming
dividend if you buy it.
Otherwise, an ex-dividend
dateis just a regular
trading day. Only part of
a stock’s price change is
because of a dividend.
Company news, industry
events, or the market
moving higher or lower,
candrive a stock price
up or down regardless
of dividends. When you
see a stock price drop
more or less than the
dividend amount on the
ex-date, you can blame
the discrepancy on other
influences.

Q: Iwas skeptical at
first. Butit seems that
mayonnaise holds a
solid position as the #1
domestic condiment.
With the 2014 avian flu
having hit the poultry
flock hard, | figured
mayo supplies would
drop. I filled my garage
with 2,000 gallons
expecting arally. But
it hasn’t happened.
What’s agood hedge?
A: Your problem is that
mayo is brand-depen-
dent,andisn't fungible.
Some brands work better
with pasta salad, while
others are ideally suited
totuna salad or turkey.
Without knowing what
brand you're long, | can
only make a general
suggestion. More eggs
would crash the mayon-
naise price. And these
eggs come from more
chickens.
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TO BUILD A PORTFOLIO FOR THE
LONG HAUL, YOU NEED A STRONG
FOUNDATION.
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iShares Core funds.
The essential building blocks for the heart of your portfolio.

Simple to invest in. Built on the expertise of BlackRock, OS R
Only 1/10th the cost of trusted to manage more money than any ]. hares
typical mutual funds." other investment firm in the world.? by BLACKROCK®

Start building at iShares.com/build
INSPIRED TO BUILD.

1. Morningstar, as of 9/30/15. Comparison is between the Prospectus Net Expense Ratio for the average iShares Core Series ETFs (0.12%) and

the average Open-End Mutual Fund (1.27%) available in the U.S. (excluding municipal bond and money market funds). 2. Based on $4.506T in AUM
as of 9/30/15. Visit www.iShares.com or www.BlackRock.com to view a prospectus, which includes investment
objectives, risks, fees, expenses and other information that you should read and consider carefully before
investing. Risk includes principal loss. The Funds are distributed by BlackRock Investments, LLC (together with its affiliates,
“BlackRock”). ©2016 BlackRock. All rights reserved. iSHARES and BLACKROCK are registered trademarks of BlackRock. iS-17226-0116
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WHAT REALLY HAPPENS WHEN RATES GO UP?
HERE ARE FOUR THINGS YOU SHOULD KNOW ABOUT RISING RATES, AND WHAT
YOU CAN DO ABOUT THEM. WORDS BY MARK AMBROSE

PHOTOGRAPHS BY FREDRIK BRODEN

THE CORN
WITH

CAN YOU THINK OF ANYTHING THE MARKET PAYS MORE ATTENTION TO THAN THE FEDERAL RESERVE TALKING
ABOUT INTEREST RATES? WELL, THEY FINALLY RAISED ‘EM. NOW WHAT? FOR TRADERS, THE WORK HAS JUST BEGUN.
The Fed’s rate decisions can reverberate through the global economy, and the gossip usually centers around Federal Open Market Committee
meetings. Here, the chair and governors hash out how best to meet the Fed’s dual mandate—maximizing sustainable employment while maintain-
ing price stability. When they release meeting minutes weeks later, the market dissects every sentence for clues about whether the Fed might raise,

lower, or keep rates the same. How can that information be useful to you? =

® EASY / TAKE AWAY: Practical trading strategies for rising interest rates.
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You can in fact react to, and approach, Fed
decisions in four different arenas.

Officially, the Fed sets the discount rate.
That’s the rate banks pay to borrow mon-
ey from the Fed. But the Federal Reserve
impacts interest rates most dramatically
through the Fed funds rate, for which targets
must be set. Banks need to hold a certain
amount of cash on hand to run their business-
es. That amount, the “reserve requirement,”
is set by the Federal Reserve. Big banks (think
Citigroup or JP Morgan) use the Fed funds
rate to charge each other for overnight loans.
The Fed also uses open market operations,
whereby the Fed buys and sells Treasury
bonds and notes, and sets the interest it pays
onbank reserves held at one of the regional

18 | tdameritrade.com | SPRING 2016

. F o
L ' My
ad

TRADER
GLOSSARY
TURN TO
PAGE 36

Federal Reserve banks to push Fed funds
to its target. To see the Fed funds rate, look
atthe /ZQ future. The rate is 100 minus the
futures price.

As abank’s cash moves in and out through
borrowing and lending, it may find at the end
of any given day it’s cash short to meet its
reserve requirement. No problem. It locates a
bank with a cash-reserve excess for that day,
and arranges an overnight loan. These Fed
fund loans are “unsecured,” meaning they
don’t require collateral. This is in part why
the Fed funds rate is more influential than the
discount rate. When a bank borrows money
from the Fed at a discount, the loan has to be
collateralized. The discount rate is also usu-
ally higher than the Fed funds rate, which is

why big banks prefer working with Fed funds.

HOW TO PROCEED: Banks and financial
companies hold lots of cash on which they
earn interest. When rates are higher, banks
earn more interest on that cash, and likewise
earn more on loans. That’s why higher inter-
estrates can be bullish for bank stocks. And
why the world pays attention to those boring
committee meetings. If you think rates might
rise and lift bank stocks, consider strategies
like covered calls or short puts.

BOND MATURITY AND
DURATION

When it comes to bonds, interest rates get all
the love. All things being equal, when interest
rates rise, bond prices fall. When rates fall,
bond prices rise. Rate and bond prices move
opposite to one another. Remember that.

But here’s the deal: a rate change doesn’t
affect all bonds equally. Bond prices with
varying maturities react differently to rate
changes. That unique sensitivity is called
“duration.” A bond’s duration indicates how
much its price changes if its yield (rate)
changes 1%. For most investors, it’s not im-
portant to know a bond’s calculated duration.
But you should know the more time to matu-
rity abond has, the higher its duration, and
thus its sensitivity to rate changes.

For example, if we look at the price of Trea-
sury notes and bonds with 5 years, 10 years,
and 30 years to maturity, and expect rates
will rise 1% for each of them, the price of the
30-year bond will drop the most, the 10-year
note will drop less than the 30-year bond, and
the 5-year note will drop the least. They’ll all
drop in price, but by different amounts. This
also suggests the 30-year Treasury is more
volatile than the 10-year, which is more vola-
tile than the 5-year.

Now, rates don’t usually change uniformly
for Treasuries across the various maturities.
The relationship between bond rates, or yields,
and time to maturity is known as the “term
structure.” But that’s a topic for another day.

HOW TO PROCEED: By way of example,
ifyou think interest rates might rise, and
Treasury prices might fall, keep in mind the
30-year Treasury future (/ZB)** could drop
more, or be more volatile, than the 10-year
Treasury future (/ZN), which could drop
more, or be more volatile, than the 5-year
Treasury future (/ZF). Work to align how
bearish you want to be with a product’s
sensitivity. If you have the appropriate

**Symbols only used for illustrative purposes. Not arecommendation.
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approvals, you can trade options in all these
futures, so bearish option strategies like
short call spreads, or long put spreads, offer
you ways to speculate on rate changes by
leveraging defined risk.

STOCH BUYBACKS

As the name implies, this scenario occurs
when a company buys back its own stock.
When a company issues stock, shares are
sold to individual investors or institutions.
The number of shares issued is referred to as
“shares outstanding.” A company can have
tens of millions of outstanding shares. To
calculate the company’s market value, mul-
tiply the number of shares outstanding by
the stock price. So, what does that have to do
with interest rates?

When rates are low, a company can borrow,
and not spend as much on interest payments.
On the other hand, a company holding a lot
of cash earns less interest on that cash when
rates are low. If a company thinks its share
price is low, it can either borrow money, or
spend cash, to buy back from investors some
of its outstanding shares. With less shares on
the open market, the earnings per share in-
creases, causing the stock price to increase in
most cases. A company’s overall market value
doesn’t change because of the buyback. But

buybacks and remove some of the market’s
upward bias, you might consider a short call
spread in the S&P 500 as a way to do this
using a defined-risk strategy.

IMPACT ON CURRENCIES

Under capitalism, money flows to higher
returns. And money thinks globally, cherry -
picking which country has better returns. In
practice, what does this mean?

Most industrialized countries have cen-
tral banks that offer guarantees on interest
and principal on certain investments like
Treasury bills. These banks set or influence
short-term rates in their countries. Rates can
differ widely, and some guarantees are more
sound than others. Germany, for instance,
is more stable these days than Greece. All
things being equal, the safer the investment is
considered, the lower the interest rate. That’s
why German short-term rates tend to be
lower than Greek short-term rates. In gener-
al, investors balance higher potential returns
with risk, and invest in countries they feel
offer the best risk-adjusted return.

To do that, you have to buy an interest-rate
product in a country’s own currency. When
you convert your native currency, in effect
you are selling your currency and buying the
other. That activity pushes down the price

FIGURE 1: Finding Fed Funds Rate. To calculate the Fed funds rate, subtract the futures price (yellow circle above)
from 100. Source: thinkorswim® from TD Ameritrade. For illustrative purposes only.

with fewer shares outstanding, you need to
multiply those shares by a higher stock price
to keep the company’s market price the same.

HOW TO PROCEED: Inrecent years, a

large number of buybacks is one reason the
market has rallied. And a threat of higher
interest rates can mean buybacks become less
attractive. If you think higher rates will slow

of your currency relative to the other. In this
way, higher domestic interest rates tend to
mean a stronger currency. So, when the Fed
signals higher U.S. rates, the dollar tends to
move higher, relative to foreign currencies.

HOW TO PROCEED: If you think rates
might rise and push the dollar higher, and
you're approved for forex trading, one option
to consider is to short a currency like the
euro against the dollar (EUR/USD on the
thinkorswim platform). If you’d like to stay

within the equity world, there are a number
of exchange-traded dollar-based currency
products that you could sell put spreads

on. Or you could sell call spreads on an ex-
change-traded foreign currency product.
(Please note that many of these currency
products are not investment companies
registered under the Investment Company
Act 0f1940, so be sure to carefully read the
particular product’s prospectus for amore
complete discussion of the applicable risk
factors before investing in or trading options
on these products.)

LEAVING THE CAVE

Think of the Fed like a bear waking up from
along slumber. With the Fed potentially in
rate-hike mode now after nine years with a
flat interest rate at zero, it might be time to
adjust your trading strategies if you're trying
to capitalize on rising rates. When, or ulti-
mately how much, rates change is anybody’s
guess. But if rates move higher, having a
strategy in place like the four discussed here
might help position you to keep pace with
potentially deep market shifts and emerging
opportunities.

International investments involve special risks,
including currency fluctuations and political and
economic instability. Forex trading involves lever-
age, carries a high level of risk, and is not suitable for
all investors. Please read the Forex Risk Disclosure
(httpy/www.nfa.futures.org/NFA-investor-informa-
tion/publication-library/forexpdf) prior to trading
forex products. Forex accounts are not protected
by the Securities Investor Protection Corporation
(SIPC). Forex trading services provided by

TD Ameritrade Futures & Forex LLC. Trading
privileges subject to review and approval. Not all
clients will qualify. Forex accounts are not available
to residents of Ohio or Arizona. A forex dealer can
be compensated via commission and/or spread on
forex trades. TD Ameritrade is subsequently com-
pensated by the forex dealer.

For more information on the general risks of trading
options and futures, see page 37, #1-3.
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eic inea: UNLESS YOU'RE TRADING UNDER A ROCK, MOST CHARTISTS
ALREADY KNOW ABOUT MOVING AVERAGES AND RSI.BUT HAVE YOU HEARD OF A
SCHAFF TREND CYCLE? THEY MAY NOT BE AS POPULAR AS
BOLLINGER BANDS, BUT CONSIDER THREE TRADE-WORTHY CHARTING
INDICATORS HIDING IN PLAIN SIGHT. WORDS BY DAVID KIER

PHOTOGRAPH BY FREDRIK BRODEN

GOIN
OFF THE
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PEOPLE AND NATURE

TEND TO BE PREDICTABLE.

Too bad the stock market isn’t. Using stock charts can bring a modicum of probability in
which to make trading decisions, but what happens when you expect your charts to tell
you something that doesn’t come true? Where do you go when your MACD and RSI
indicators keeping giving you false signals? You dig deep and go off the grid.  Thousands of charting
studies exist, while thinkorswim® lists over 300. For our purposes, and leaving aside traditional
indicators, we’ll cover three that are a bit different, yet worthy of attention—the Standard Deviation
Channel, Schaff Trend Cycle, and Simple Cloud. * Even if you don’t use them yourself,
consider this an exercise in learning to uncover hard-to-find studies, and how to use them to
anticipate the potential for market moves.

STANDARD DEVIATION
CHANNEL (SDC)

WHAT IT IS. This statistical-analysis tool
is normally overlaid on a price chart. To find
it (and others in this article), click the Charts
tab in thinkorswim. In the upper right corner
of any chart, follow the click path to Analy-
sis Tools >Add Study >All Studies. Choose
StandDevChannel from the “R-S” menu.
The SDC is composed
of amiddle “regression”
. trendline that’s automat-
ically plotted for you, as

HOW TO VIEW

STUDIESIN ;
SO RewIM well as two other lines
There are two plotted above and below
common ways to . .
view studies on itby one standard devia-

your charts. You can
overlay them on the
price or volume, or
put them on their own
graph. Each has ben-

tion (which, in statistical
geek-speak, means it
contains 68% of the price

efits and drawbacks, .

mostly related to data). See Figure 1.
legibility. So explore .

what works for you. Theoretically, 68% of

the price action falls into

the SDC if both upper
and lower lines are plotted one standard
deviation above and below the trendline. If
you increase that to two standard deviations,
statistically you'll get 95% of the price action
expected to fall into the channel.

HOW IT WORKS. Without getting into the
mathematical complexities used to plot the
middle-regression line, SDC is basically a
measure of how much the price has histor-
ically tended to move from one point to the
next. The study’s idea is that over time, pric-
es tend to regress toward that middle line,
which represents where buyers and sellers
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have agreed to a price the most amount of
times. If the price moves above the the top or
below the bottom line, that price is now out
of its statistically normal range. The thought
is that the price may likely fall back into that

normal range, or a new trend is being defined.

Referring again to Figure 1, the yellow line
is the regression line. Notice that the price
reaches the top line, which is two standard
deviations above the middle line, noted with
the pink arrow. Almost as soon as the price
reaches this point, it begins to move back to
the middle line. The price does this action
again at the green arrow, and nearly again at

FIGURE 1: Standard Deviati

the purple arrow. The idea is that because
price tends to regress back toward the cen-
ter line, bullish and bearish potential trade
opportunities may present themselves at
extreme points of the channel.

SCHAFF TREND
CYCLE (STC)

WHAT IT IS. While the name may be for-
eign to you, the Schaff Trend Cycle combines
two well-known indicators—MACD and Fast
Stochastics. Since these two indicators are
typically used together, the STC gives you the

I. This indicator makes it relatively

easy to spot when a stock’s price action hits extremes as well as a line that is
mathematically closest to all the charted prices. Source: thinkorswim from
TD Ameritrade. For illustrative purposes only. Past performance is no guarantee of future results.
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chance to see and learn the benefits of each
study, while looking at a single output.

The main idea is to combine the benefits
of trend and cycle indicators, and minimize
their drawbacks, such as lags or false signals.
The STC’s main goal is to estimate price di-
rection and potential market turning points.

Technically, the STC is an oscillator that
moves between 0 and 100, and is calculated as
adouble-smoothed stochastic of the MACD.
In trending markets, the STC is expected to
move up if the market uptrend is accelerat-
ing. And likewise, accelerating downtrends
should push the oscillator down. Likewise,
during sideways markets, the STC attempts
to identify potentially oversold conditions
when it reverses after falling below 25. Or
possibly overbought conditions, when it
turns down from above 75.

HOW IT WORKS. In short, many chartists
use the STC in trending markets to try to
determine if the trend is growing orisina
sideways market, and might indicate a break-
out. See Figure 2.

At the beginning of the chart, the price is
not trending in any particular direction. But
you see a pattern begin and the STC breaks
below the oversold line, shown with the
yellow arrow.

Once the indicator reverses and goes above
the oversold line at 25, a “buy signal” is trig-
gered (green arrows on the chart in Figure 2).
Next, after crossing above the top line (over-
bought line), the indicator crosses back below
that line, shown on the chart in Figure 2 with

FIGURE 2: Schaff Trend Cycle. Combining two popular indicators—
MACD and Stochastics—to give you a singe read on momentum.
Source: thinkorswim from TD Ameritrade. For illustrative purposes only.

the first red arrow. This indicates the trend-
ing market has run out of bullish acceleration,
and may be at a sell point. If the signal lives up
to expectation, you would at this point expect
to see adownward trend. While this chart
may indicate overbought and oversold con-
ditions, an equity can remain in these condi-
tions for quite a while. (And bear in mind, the
buy and sell signals are speculative in nature.)

THE SIMPLE CLOUD (TSC)

WHAT IT IS. A relatively unknown indica-
tor called the Simple Cloud can be overlaid
directly on your price chart. As the name
implies, the concept and application are, well,
simple (assuming you’ve had some experi-
ence reading charts). Referring to Figure 3,
TSC uses two separate simple moving averag-
es to define a trend. By default, the indicator
uses 20- and 50-period moving averages, with
shading between the lines. The color of that
shading is used to display trend direction.

HOW IT WORKS. You can see TSC recog-
nized the bull trend when price closed inside
the green cloud (indicated by the first green
arrow). We then saw a confirmed pullback,
indicated by the red arrow. If along position
would have been established after the first
arrow, this red arrow might indicate that the
trend could possibly be over. Then, TSC goes
back to work and confirms that a new bullish
trend may be beginning with the close price
indicated by the second green arrow.

As an aside, when you just can’t find what

you want with traditional indicators, you
can create your own using the thinkScript
tool in thinkorswim. The Simple Cloud
indicator was created by yours truly through
this feature. Since this one isn’t available
among the 300 other indicators, I can share
the study with you to import into your own
thinkorswim software. Just go to http://tos.
mx/NhPOsl and follow the instructions on
the page.

NATURALLY, THESE STUDIES ARE SIMPLY
guides to help determine direction. They are
not only theoretical and without a guarantee,
but they can’t predict the future. The idea of
any chart indicator is to simply help identify
high-probability chart points to help you take
action—i.e. enter, exit, and manage trades.
The market changes constantly. So it’s worth
evolving your charting chops with a mix of
traditional indicators and those that challenge
conventional wisdom. If these don’t fit your
style, the thinkorswim platform has plenty of
others to consider. Visit tle.thinkorswim.com
for more good stuff on this.

While this article discusses technical analysis, other
approaches, including fundamental analysis, may
assert very different views. For more information on
the general risks of trading, see page 37, #1.

FIGURE 3: The Simple Cloud. Taking matters into my own hands, | created this
simple indicator using thinkScript on thinkorswim to generate visible buy/sell

signals to consider when two moving averages cross over.

Source: thinkorswim from TD Ameritrade. For illustrative purposes only.

SPRING 2016 | tdameritrade.com | 23


http://www.thinkmoney-digital.com/thinkmoney/spring_2016/TrackLink.action?pageName=23&exitLink=http%3A%2F%2Ftlc.thinkorswim.com
http://www.thinkmoney-digital.com/thinkmoney/spring_2016/TrackLink.action?pageName=23&exitLink=http%3A%2F%2Ftdameritrade.com
http://www.thinkmoney-digital.com/thinkmoney/spring_2016/TrackLink.action?pageName=23&exitLink=http%3A%2F%2Ftos.mx%2FNhP0sl

eic ioea: WHAT'S AHANDY
CORE OPTION STRATEGY THAT
LEVERAGES TIME? THE
CALENDAR SPREAD.BUT EVEN
IF YOURE SEASONED WITH
THEM, YOU MAY STILL HAVE
QUESTIONS. IS THIS ONLY A
MARKET-NEUTRAL STRATEGY?
WHERE CAN YOU EXPECT

TO FIND PROFIT? AND WHAT
MATTERS MOST, TIME

OR VOLATILITY?NOT FOR
BEGINNING TRADERS OR THE
FAINT OF HEART, LET'S DIVE IN.

BEVOND
THE BASICS:
CALENDAR
SPREADS

WORDS BY THOMAS PRESTON

PHOTO ILLUSTRATION BY MAX BRODEN
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PRO / TAKE AWAY: There’s more to calendar spreads than buying and waiting. Your burning questions answered.

1‘.
Nl



HERE’S A QUESTION:

ME PASSING
TH

]|
ADULL MARKET?
NOTHIN

And that’s the point of a long calendar
spread—much ado about nothing, Well,
almost. While traditionally, the calendar
spread is a strategy designed to profit when
the market doesn’t move very much, it can be
as much abullish or bearish strategy as a
neutral one. And when market conditions
suggest low volatility (“vol”), it can be poten-
tially the ideal pick.

As pros know, calendar spreads in spir-
it only care about extrinsic (time) value.
And because a calendar spread is made up

of either calls or

puts, in different
expirations at the
TRADER JARGON:
The calendar spread

same strike price, if
is made up of a near-

LUHAT DO YOU
'?I“ UUHEN YOU CROSS

one optionisin the
money (ITM), the

month short option (call

or put), and a far month

long options (call or put
respectively). The trade is
profitable when the short

other is, too, by the
same amount. In
fact, any intrinsic

option decays more rapid- value for the Ca"len._

ly than the long options. dar’s short optionis
offset by the same
amount of the long

option’s intrinsic value. But the extrinsic
values of the options are in fact different.

So only extrinsic values matter when con-
sidering the value of calendar spreads. And
it’s this extrinsic value that’s most influenced
by volatility.

PEASIN PODS

A calendar’s debit is the price of the option
you're buying (i.e., June 100 put), minus the
price of the option you're selling (i.e., May 100
put), plus transaction costs. The max poten-
tial loss on along calendar spread is the debit

you pay.
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You may see more cal-
endar opportunities with
low vol because their debits
tend to be lower. The more
time to expiration, the
higher an option’s vega.
For example, the June
100 put will have a higher
vega than the May 100
put. When vol goes up, the
June put’s extrinsic value
increases more than the
May put, which increases
the calendar’s debit. When
volis lower, the June put’s
extrinsic value decreases
more than the May put,
which decreases the calen-
dar’s debit. And when the
calendar’s debit is lower, its
maximum risk is lower.

REDEFINING

EXPIRATION

Using this May/June cal-

endar as an example, if

you pay $0.80 debit for the

spread, the max loss is $80,

plus transaction costs. That
occurs at the expiration of the near-term
short option, when the stock is higher or
lower than the calendar’s strike price, and the
extrinsic value of the options is low or zero.
Let’s review along May/June 100 put calen-
dar for an 0.80 debit.

The further the option moves away from
the stock price, the lower the extrinsic value.
That’s true for both in-
and out-of-the-money
(OTM) options. If the
stock is at $150 at May
expiration, the short
May 100 put will expire
worthless, and the long
June put will be far OTM.
It may have alow extrin-
sic value, say, 0.10, and the
calendar is worth 0.10 at
that point (losing trade).
Ifyou hold it through
June expiration, and the
stock is above $100, the
June 100 put will expire
worthless, and the calen-
dar will have a max loss
0f 0.80.

Ifthe stock is at $50 at
May expiration, the short
May 100 put will be deep
ITM, and worth its $50

intrinsic value. The long June 100 put will be
deep ITM, too, and also have $50 intrinsic
value. The June 100 put might have some
extrinsic value. As with the stock at $150, the
calendar’s value would be the extrinsic value
of the June 100 put. If the extrinsic of that
June put s 0.10, the calendar would be worth
0.10.

In both cases, with the stock at $150 and
$50, the extrinsic values of the options are
low, which makes the calendar’s value low.
Ifits value is less than the debit you paid, it’s
aloser.

CONSIDER THE GAP

Calendar spreads have the largest value when
the difference between the extrinsic values

of the long and short options is the highest.
For any given expiration, the at-the-money
(ATM) options have the highest extrinsic val-
ue, and the option with more time to expira-
tion (the long June 100 put) will have a higher
extrinsic value than the option with less time
(the short May 100 put).

When the stock price is at $100 at expi-
ration, the 100 strike is ATM. The May 100
put will have zero extrinsic value because it’s
expiring, and the June 100 put will have more
value. That makes the difference in extrinsic
values (high vs. zero) higher—making the
value of the calendar higher, too.

A calendar is profitable, then, when its val-
ue is greater than the debit you paid. And its

Long Calendar

<<<<<<<<<<<< STOCKPRICE >>>>>>>>>>>>>

For illustrative purposes only.

FIGURE 1: Long Calendar Spread. The top peak of a calendar spread risk
curve is the strike at which you place the trade, which can be at, above, or
below the stock price, depending on where you think it will go.
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For illustrative purposes only.

PLACING
A CALENDAR
ON

THINKORSWIM®

The easiest way to place a calendar spread
order in thinkorswim is under the Trade tab.

1. Enter the Symbol
In the upper left of the Trade page, fill in the box
with the stock symbol and press Enter.

2. Pick the Strategy

Next, choose the expiration you want and right-
click the bid or ask of the option you want to
trade. In the menu that opens up, choose “BUY;
then “Calendar”

3. Adjust the Order

Under the Order Entry Tools screen at the bot-
tom of the page, you can change the quantity of
spreads, the strikes, expirations, etc.

il. Place the Order

When you're ready, click Confirm and Send.

max value (and max profit)
happens at the expiration
of the short front-month
option, with the stock
exactly at the calendar’s
strike price. This makes
the short option’s extrinsic
value zero, and maximizes
the long option’s extrinsic
value.

WHATSIT ALL
WORTH?

How high can the calendar
price rise? We can guess. As
implied vol moves up and
down, extrinsic values of
options do, too. If vol is low-
er when the stock is near
the calendar’s expiration
strike, the calendar will be
worth less, because the long
option’s extrinsic value is
also lower.

Even if the stock is at the
calendar’s strike price at ex-
piration, its value might be
lower than the debit paid. If
vol is higher when the stock
is near the calendar’s strike
at expiration, the calendar
will be worth more, making
the potential profit larger.
Because vol can go higher
and lower independently,
in different expirations, and
we can’t pinpoint when, the
max calendar spread profit
is always an approximation.

WHAT EVERY PRO
SHOULD KNOW
Even the most veteran trad-
ers have inquiring minds.
They take nothing for grant-
ed. But here are a couple of
nuggets even the pros may
notbe thinking about.

strike price.

e Ifneutral, buy a calendar at a strike that’s
close to the prevailing stock price. Naturally,
it’s hard to know when to use a calendar as a
directional trade.

ROLLING YOURLOSERS

So, what’s your calendar management strate-
gy once you have one on? If the stock is close
to the strike in the last week before expira-
tion, and the calendar has a profit, consider
taking whatever profits you have, even if the
calendar might still expand in value at expi-
ration. The stock might move away from the
strike price and turn the profitable calendar
into a loser. With less time to expiration, the
stock price might not come back to the strike.

Ifthe calendar
isalosing trade,
but you believe
the stock could

COOL CALENDARINFO: still go to the short
Need to go further back calendar strike in

on calendar spreads. Start X
from the beginning by the future, consider
visiting the thinkMoney :

archives at thetickertape. roll}ng the short
com/thinkmoney. Open option to the next
the search box and type in expiration (ina

“calendar spreads.”

multi-month cal-
endar), when the
short option has

little extrinsic value left, and can’t deliver

additional profit.

Yet, if the calendar is OTM, you can let it go
through expiration, and keep the long back-
month option as a speculative directional
trade. If the calendar is ITM, close the trade
before expiration to avoid the short option’s

assignment.

Tom Preston is not a representative of
TD Ameritrade, Inc. The material, views, and

TRADER
GLOSSARY
TURN TO
PAGE 36

The Question of Direction

A good place to start—are calendars bullish,
bearish, or neutral? While most learn them as
market-neutral, they can be all three. Simply
buy the calendar at the expected strike point—
better yet, the middle of an expected range.

e Ifyou’rebullish, buy a call calendar with a
strike higher than the prevailing stock price.

« Ifbearish, buy a put calendar at alower

opinions expressed in this article are solely those of
the author and may not be reflective of those held
by TD Ameritrade, Inc. For more information on

the general risks for trading and options, see page
37, #1-2.
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WHEN MARKET VOLATILITY IS LOW, THERE'S NOTHING TO DO.
ORIS THERE? LEARN HOW TO GENERATE A TRADER'S VERSION OF
“YIELD”WITHANEW ASSET CLASS. WORDS BY THOMAS PRESTON

PHOTO ILLUSTRATION BY MAX BRODEN
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STOCKS, BONDS, CASH. THESE ARE WHAT
INVESTORS CONSIDER TRADITIONAL
“ASSET CLASSES.” MORE ADVENTUROUS
ONES MIGHT TOSS IN COMMODITIES
LIKE PRECIOUS METALS, CRUDE OIL, OR
GRAINS.AND HERE’S ONE MORE THAT
MIGHT SURPRISE YOU: VOLATILITY.

OK. “Vol” as an asset class might sound
alittle esoteric, and a little hard to fitinto a
portfolio. But if we define an asset class as a
group of products that exhibit similar market
behaviors, that’s in effect what volatility is.
And we have the VIX, the CBOE’s volatility
index. And VIX futures. And VIX options. It’s
VIX options and futures that exhibit similar
market behavior.

When market temperament depresses
VIX, you may find fewer equity trading op-
portunities. Or you might be concerned that
amarket drop could spike vol. Keep read-
ing. You’ll soon understand how to treat
volatility as an asset class, and find potential
strategies for alow VIX. Once it’s all more
familiar, you may discover potential oppor-
tunities more often—when the VIX is high,
low, or in between.

In order to understand other volatility
products, let’s review the VIX itself.

THE VIX INDEX

The VIX is an index (think Dow Jones Indus-
trial Average, or S&P 500) that’s a weighted
average of out-of-the-money (OTM) SPX
options. It measures the overall implied vola-
tility of SPX options.

Remember that implied vol is derived
from the market prices of options. And when
plugged into an option pricing model, it’s the
vol that makes the option’s theoretical value
equal to the option’s market value. In a word,

30 | tdameritrade.com | SPRING 2016

the VIX is a single implied-volatility number
that represents all SPX options. Let’s see how
itworks.

The VIX is calculated from live SPX op-
tion price data. So, when you see a VIX at 15,
for example, it’s based on a snapshot of the
option prices. What happens if traders start
buying OTM calls or puts? Option prices are
set by the market’s buying and selling activity.
So, with more demand (buying), the price
goes up. And because OTM option prices are
made up entirely of extrinsic value (the value
of time to expiration and volatility), as their
price goes up and time to expiration stays the
same, their implied volatility goes up, too.

As SPX option prices rise, that translates
into a higher VIX. The traders might be
buying the SPX options as a hedge against a
big move in the market, or as a speculative
trade. It doesn’t matter. The buying pressure

on the SPX options increases their price. That
in turn increases the VIX. The VIX is some-
times called the “fear gauge” because it goes
up when traders think there might be a big
up-or-down change in an index.

Conversely, if traders think the market
might not make any large moves, they sell
their hedges, or sell options short. That sell-
ing pressure pushes SPX prices lower, which
in turn pushes the VIX lower. This is how the
VIX works as a handy snapshot of the mar-
ket’s expectation of the potential magnitude
of SPX price changes.

Butyou can’t trade the VIX index itself.
It’s just anumber. That’s where the VIX
futures come in.

You can see quotes and charts for VIX
futures on the thinkorswim® by
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TD Ameritrade platform using the symbol
/VX.VIX futures are cash settled, meaning
they deliver cash into your account equal
to $1,000 times the /VX settlement price at
expiration. You can even see the settlement

price on the platform with the symbol VRO.

Basically, the /VX future, and VIX index,
converge at expiration. Before expiration,
though, /VX futures move up and down as

Single

T - Chus - BE1ARHEIY Mol fhesdorsion [lnidd THLAT]

FIGURE 1: Beware the VIX versus /VX. The most common mistake trading VIXis confusing the options on VIX
with the VIX itself. The options are actually based on /VX; or VIX futures (#1above), which differs in price from the VIX
(#2 above). Source: TD Ameritrade’s thinkorswim platform. For illustrative purposes only.

market’s future volatility. When you see the
different expirations of /VX futures, the
basis between them is the market’s antic-
ipation of where vol will be. For example,
if you see the June /VX trading at 17, and
the September /VX trading at 18, that’s the
market’s way of telling you it anticipates
higher vol by the time September rolls
around. If the June /VXis trading at 20,
and the September /VX is trading at 19, the
market anticipates lower vol.

Near-term/VX futures tend to be more
volatile than further-term /VX futures. And
that usually means bigger, faster moves to the
upside. The mechanics of the VIX and /VX
can help explain why.

When the market starts to sell off quickly,
traders and investors panic. The first thing
they do is bid for OTM SPX puts, as either
protection, or as speculation on a crash.
That spikes the VIX index. The near-term
/VX futures rally in anticipation the VIX

might stay higher, and that the

vol might be higher or lower by
a future’s expiration.

Keep in mind there’s no
cost of carry for /VX futures
because there is no underlying
product like stocks, bonds, or
commodities. So, the differ-

traders speculate on whether

TAKE ACTION:

Open a Futures Account.
For qualified accounts,
you'll need Level 3 options
approval to trade futures.
Log in to your account

price of the front-month /VX
future will converge to a higher
VIX price. Further-term /VX
futures will rally, too. But not as
much if the market believes it’s
less likely the VIX will stay at a
higher price by those further /

ence you see between the VIX at tdameritrade.com. VX expirations. This explains
index, and the /VX future is Under the Trade tab, goto why /VX futures can go into

R Futures & Forex for more K R .
pure speculation on the information. backwardation, with the price

of the front month /VX higher than the
back-month /VX.

And don’tbe fooled by the relatively low
prices of /VX futures. The contract size of
the /VX futures is $1,000. So if you buy a /VX
future for 16, and it drops to 15, youwll be down
$1,000. The minimum tick size of /VXis 0.05,
which represents $50.

UIK OPTIONS

VIX options are interesting. They’re Euro-
pean-style, and cash-settled, meaning any
in-the-money (ITM) options deliver cash
equivalent to $100 times intrinsic value at
expiration. They settle to the same symbol—
VRO—to which the /VX futures settle. To see
VIX options, type in VIX on the Trade page of
the thinkorswim by TD Ameritrade platform.

But here’s the tricky part. VIX options are
priced off the /VX futures, not the VIX index.
(See Figure 1.) One concept in option pricing
is that the options are priced off their hedge.
For example, if you are short an XYZ call,
you could hedge with long XYZ stock. That’s
because the options deliver shares in XYZ,
and you can trade XYZ stock. So, you calcu-
late the theoretical value of XYZ options with
the price of XYZ.

At the closing bell, /VX basis trading
isn’t for the faint of heart. If you're already a
proficient futures trader, consider this an-
other tool in the strategy toolbox. But even
ifyou're not ready to trade it, /VX basis can
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certainly offer you clues as to how the mar-
ket is forecasting volatility.

Butyou can’t trade the VIX index. So,
what’s the hedge to a VIX option? The clos-
est thing is the /VX future. When a trader
has a short VIX call, he can hedge with long
/VX futures, even though both the VIX
call and /VX futures settle to cash. The key
is that both VIX options and /VX futures
settle the same symbol (VRO) on the same
expiration date. Because the VIX and /VX
converge at expiration, the /VX future can
act as a hedge to VIX options, and be the
underlying to calculate the “theo” value of
VIX options.

When you look at VIX options prices, they
may not always make sense. For example,
with the VIX at 16, the 17 put with 60 days to
expiration is only 0.20, and the 17 call is 1.20.
The OTM 17 call is trading for more than
the ITM 17 put because the 17 call only looks
OTM, and that call and put aren’t priced off
the VIX at 16. Rather, they’re priced off the
/VX future that expires 60 days out and is
priced at18.

When considering VIX options, you’ll
also need to look at the /VX future that
matches the options’ expiration. If you're
looking at June VIX options, you need to
look at the June /VX future, because those
VIX options are priced off the June /VX
future. The price of the /VX future will tell
you which calls and puts are ITM and OTM.

Now that you're more familiar with the
VIX, /VX futures and VIX options, let’s see
how you can use them as a volatility asset
class. If you think that vol is low at a given
point, and think it might go higher, consider
three strategies of varying risk and potential
profit.

UIN TRADING STRATEGIES
STRATEGY 1:

BUY /VXFUTURE

This is the most aggressive strategy if you
think vol will rise. It has the most risk and
profit potential. And you need to choose
the future expiration that matches your
speculation.
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Generally, the shorter term /VX future
will rise and fall more than the further-term
future. For example, if the S&P 500 crashes,
the June /VX may rise 3 points, the Septem-
ber /VX may rise 2 points, and the Decem-
ber /VX may rise 1 point.

If you think volatility might rise sharply
in the short-term, buying a near-term future
might be the one to pick. If you do, compare
its price to the price of the VIX. Remember,
the two will converge at expiration. If the
price of the near-term /VX is higher than
the VIX, and if vol doesn’t rise in time, the
price of the /VX could drift downward
toward the VIX. Longer-term /VX futures
have less problems with convergence, but
typically rally less should the market crash.
Balancing price sensitivity and expiration is
the key to trading /VX futures. (Just keep in
mind that short-term trading strategies can
incur high commission charges.)

STRATEGY 2:

BUY VIXCALL VERTICAL

Pricing VIX options can be complex. But
along VIX call vertical spread still has risk
limited to the debit you pay for it. And it’s still
arisk that the VIX could go higher. The same
decision you have about which expirations
to buy for a /VX future also applies to buying
a VIX call vertical. In addition, you need to
choose long and short strikes.

Take alook at the price of the /VX. That
determines the at-the-money (ATM) strike in
the VIX options. Buying a call one strike ITM
and selling a call one strike OTM based on
the price of the /VX creates a bullish strategy
with less risk, but also lower profit potential
than along /VX future. This creates amore
conservative strategy.

STRATEGY 3:

LONG/VX, SHORT VIX COVERED CALL
Covered calls on volatility is the same type of
strategy as covered calls on stock, but with
important differences. When you sell an
OTM call against long stock, you can collect
income and reduce the effective cost basis of
the long shares by the premium of the short,
in exchange for limited profit potential.

This can also work with along /VX future
and short VIX calls. Unlike covered calls

in stock, quantity and expiration are more
critical.

First, the value of the /VX future changes
$1,000 for every point. And VIX options
change $100 for every point. Because the
/VX changes 10x more than the VIX option,
you would sell 10 VIX calls against a single
/VX future to create a covered call. If the

VIX settles above the strike price of the
short VIX call, the loss on 10 of those calls
would equal the profit on the long /VX
future between the strike price and the
settlement price.

Second, you must match the expirations
of the /VX future and the VIX options.
Remember, the VIX options are priced off
the /VX future that expires at the same time.
Ifyou don’t sell the VIX calls in the same ex-
piration in which you’re buying the /VX fu-
ture, you’re taking the risk of the /VX basis
moving against you. For example, if you're
long the September /VX future, and short 10
June VIX calls, and the market crashes, it’s
possible for the June /VX to rise more than
the September /VX. Because your short VIX
calls are in June, they’re rallying along with
the June /VX. But your long September /VX
isn’t keeping up. Your short June VIX calls
can lose more than your long September VX
is profiting. Keep the expirations the same to
avoid the additional risk of changes in the
/VX futures basis.

THESE ARE THREE IDEAS OF AMONG MANY
if things are just mulling along and you
think volatility might rise. As long as you
understand volatility products and specific
risks, you can employ many of the same
strategies youw’d use for index or equity op-
tions to speculate on vol going higher, lower,
or staying the same.

Tom Preston is not a representative of

TD Ameritrade, Inc. The material, views, and
opinions expressed in this article are solely those
of the author and may not be reflective of

those held by TD Ameritrade, Inc.
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ASSOCIATE SPOTLIGHT

Doing the Math

EQUAL PARTS MATH WHIZ AND DAREDEVIL GUY,
DERIVATIVES EXPERT PHILIP CARAVA AND HIS TEAM
ARE ALWAYS JUST A PHONE CALL AWAY.

Interview by Kira Brecht / Illustration by Joe Morse

+ SOME SAY THE SECRETS of the world are solved through a math problem. Philip Carava might
agree. From learning multiplication tables at age four, to a college economics degree, Carava
talked his way into his first job on the CBOE trading floor by answering—you guessed it—a
battery of math questions. He joined TD Ameritrade in 2007. Carava’s team in the OneTrader
group are specialists in derivatives trading, and field they questions from the most active clients
at TD Ameritrade Carava’s claim to fame is twofold: a daredevil streak and legendary hair.

Everyone has always

used phones to mon-

itor the market. But

now clients are trad-
Enlighten us about ing there. About 16%
the OneTrader of our trades come
group. from mobile plat-
We work with the forms. 'm proud to
most active traders. say we're the indus-
The market moves try leader* It’s the
quickly. So we help fastest-growing part
folks understand of our business, and
every aspect of our we’ve spent a lot of
platform technol- time and resources
ogies. We're also a on efficient mobile
sounding board for applications. When
their trading ideas, the market opens at
and can talk them 8:30am CT, alot of
through various people are commut-
risk/reward strat- ing. Now they can
egies. Education is watch the market
our highest priority. wherever they are.

“Pve hitchhiked twice in my life. First,

Canyou detail in New Orleans and then in Paris.
some trends Both decisions proved to be among = -
yow're seeing now? the better choices I've made.” =

There’s a huge shift .
toward mobile. E f\ 5 l ’ ¢ 4, Sl

‘What makes your
team special?
The majority of our
team has between
10 and 30 years of
derivatives experi-
ence. Many of our
reps are former
floor traders who
worked in Chica-
go’s three major
exchanges. They
bring a special
combination of
experience and
efficiency I believe
isunmatched in

A\,

People are trading
on their smart- *Mobile leadership claim based on analysis of publicly available competitor data
phones and tablets. concerning number of mobile users and daily average revenue trade levels.
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the industry. As the
trend continues
toward complex
products and strate-
gies, having a former
trader on the phone
reassures clients
that they’re talking
to an expert. This
can only help the
education process.

What do you tell
traders who want
tobe more
successful?

One, you have to

be disciplined and
avoid letting emo-
tion drive decisions.
Two, in general
there are two kinds
of traders: those
who love the thrill,
and those who seek
to slowly grind out
profits and pursue
success over the long
term. Finally, trade
what you know. If
you don’tunder-
stand futures, don’t
take them on until
you learn about their
potential benefits
and risks. Start by
paper trading. Talk
to other traders.

Skydiving, running
with the bulls,
what’s next?
Maybe I'll get mar-
ried some day?
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FUTURES 4 FUN

Hedging Against Tsunamis

DON'T BE CAUGHT ON THE WRONG SIDE OF A MAJOR SWING SHIFT.
CONSIDER CALENDAR SPREADS TO HEDGE.

buying a contract with a near-term expira-
tion, and selling a second contract with a
longer-dated expiration. A short calendar
is the opposite. (Note: this is the opposite
convention for currency and equity-index
futures.)

For example, as of this writing, the
difference between the Feb’16 (/CLG6
$41.52) and Mar 16 (/CLH6 $42.66) crude
oil futures is -$1.14. (See Figurel, left.)

This spread has been widening for several
months, and is now wider than it’s been
over the past 12 months. If, at the time, you
believed the nature of price movement in
step2 the market was mean-reverting, you might
'EQEESLEEEE;"Q"S' conclude from this chart that buying this
"'::SEE’Z{;;% spread would be appropriate. To buy the
calendar spread, you’d buy the Feb’16
contract and sell Mar 16 contract against it.
You profit if the spread narrows. And you’ll
likely lose if the spread widens.

® PRO / TAKE AWAY: How to dampen risk in futures trading with spreads

STEP1
Chart a calendar
subtracting the
back month
contract from the
front month.

MANAGING RISK

Although spread trading can be less risky
s than an outright futures position, you’ll

opiniononthe still need to be cautious. Related markets

direction of

e generally move in the same direction based

Source: thinkorswim® by TD Ameritrade. For illustrative purposes only.

* TRADERS ARE attracted to the futures market because of its fast
pace, leverage, and flexibility. Yet, those benefits also come with the
risk of large, directional moves that can catch unprepared traders on
the wrong side of a trade. For instance, recent volatility in energy and
interest-rate futures reminds us to consider using spreads as a way to
keep along-term perspective while softening short-term risk.

FUTURES SPREADS

A futures spread is simultaneously buying one futures contract while
selling a related contract. This might be the same underlying contract,
but with a different delivery month. Or, it might be two different un-
derlyings whose price movements react in similar ways to the same
factors. The goal is to profit from changes in the differential of the
contracts, rather than the outright price change in only one contract.
Essentially, you’re removing the directionality of the trade. You’re
also limiting the risk of your trade—and your profit—to the widening
and narrowing of the spread. This can be a unique benefit.

CALENDAR SPREADS
A calendar spread is the buying and selling of the same futures con-
tract with different delivery months. Buying a calendar involves

Figure1:

Calendar Spreads:
Futures Style.

Not completely unlike
it’s equity-options
brethren, there are
some nuances in
futures calendars

to be aware of. For

one, charting them in
thinkorswim requires a
different type of sym-
bol. But the analysis is a
simple three steps.

on the same fundamental information. But
there are times when spreads can be equally
volatile. Positions should be monitored fre-
quently, even ifit’s considered a longer-term
investment or hedge. Likewise, positions
should be carefully sized to avoid putting too
much capital at risk. Always enter and exit
both sides of the spread trade at the same
time. Avoid exposing one side of the position
to more risk.

Traders should always have a stop-loss
point. The challenge in spread trading is
that stop-loss orders become more compli-
cated and are typically handled manually.
Yet, don’t be lulled into the idea that risk
might be small because it’s moving slowly.
Be disciplined to stop yourself straight out of
the trade. —Words by DEVIN EKBERG, INVESTOOLS®
CONTENT DEVELOPMENT MANAGER
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PAGE 18

* A limited-reward strategy constructed of long stock and a short call. Ideally,
you want the stock to finish at or above the call strike at expiration, in which
case, yowd have your stock “called away” at the short call strike. In this case, you
would keep your original credit from the sale of the call as well as any gain in the
stock up to the strike. Breakeven on the trade is the stock price you paid minus

the credit from the call.

PAGE 18,30

PAGE 12

Abullish, directional strategy with limited risk
in which an unhedged put option with a strike
that is lower than the current stock price is
sold for a credit. The strategy assumes that the
stock will stay above the strike sold; in which
case, as time passes and/or volatility drops,

the put option can be bought back cheaper or
expire worthless, resulting in a profit.

PAGE 32

A defined-risk, directional spread strategy,
composed of along option and a short call
option expiring in the same month. Long
verticals are bullish and purchased for a debit.
The risk of along vertical is typically limited to
the debit of the trade.
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A defined-risk, directional spread strategy,
composed of an equal number of short (sold)
and long (bought) puts in which the credit
from the short strike is greater than the debit
of the long strike, resulting in a net credit taken
into the trader’s account at the onset. Short put
verticals are bullish. The risk in this strategy

is typically limited to the difference between
the strikes less the received credit. The trade
is profitable when it can be closed at a debit

for less than the credit received. Breakeven is
calculated by subtracting the credit received
from the higher (short) put strike.

PAGE 26

A measure of an option’s sensitivity to a 1%
change in implied volatility. For example, if
along option has a vega of .04, a1% increase
inimplied volatility will increase the option
premium by $4

PAGE 30

The VIX measures the implied volatility
“vol”) of the S&P 500 index (SPX) option

PAGE 31

The difference in futures prices in different
expirations, or the cash (“spot”) price of the
underlying product and the futures price.

PAGE 26, 31

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

PAGE 26,30

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

PAGE 26, 32

An option whose strike is “at” the price of the
underlying equity. Like out-of-the-money op-
tions, the premium of an at-the-money option
isall “time” value.
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DISCLAIMERS

IMPORTANT INFORMATION YOU NEED TO KNOW

GENERAL DISCLAIMER
The information contained in this article is not intended to be investment advice and is
forillustrative purposes only. Be sure to understand all risks involved with each strategy,
including commission costs, before attempting to place any trade. Clients must consider
all relevant risk factors, including their own personal financial situations, before trading.
Past performance of a security or strategy does not guarantee future results or success.

Transaction costs (commissions and other fees) are important factors and should be
considered when evaluating any options trade. Options are not suitable for all investors as
the special risks inherent to options trading may expose investors to potentially rapid and
substantial losses. Options trading subject to TD Ameritrade review and approval. Please
read Characteristics and Risks of Standardized Options (http;//www.optionsclearing.
com/about/publications/character-risks.jsp) before investing in options.

It is not possible to invest directly in an index.

OPTION STRATEGIES
Trading options involves unique risks and
is not suitable for all investors.

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

Maximum potential reward for along
put is limited by the amount that the
underlying stock can fall. Should the long
put position expire worthless, the entire
cost of the put position would be lost.

When trading short option strategies,
there is arisk in getting assigned early
on the options sold, even if they go in the
money by $0.01, obligating you to deliver
shares youdon’t own (in the case of a
short call) or purchase shares (in the case
of ashort put).

Therisk of loss on an uncovered short
call option position is potentially unlim-
ited since there is no limit to the price
increase of the underlying security. Option
writing as an investment strategy is abso-
lutely inappropriate for anyone who does
not fully understand the nature and extent
of therisks involved.

The short naked put and cash-secured
put strategies include a high risk of
purchasing the corresponding stock at the
strike price when the market price of the
stock will likely be lower.

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

A covered call strategy can limit the
upside potential of the underlying stock
position, as the stock would likely be called
away in the event of a substantial stock
priceincrease. Additionally, any downside
protection provided to the related stock po-
sition is limited to the premium received.
(Short options can be assigned at any time
up to expiration regardless of the in-the-
money amount,)

FUTURES
Futures trading is not suitable for all
investors as the risk of loss in trading
futures is substantial. Futures trading
privileges are subject to TD Ameritrade
review and approval. Not all account
owners will qualify. Futures accounts are
not protected by the Securities Investor
Protection Corporation (SIPC). Equity
options trading involves risks and is not
suitable for all investors. Spreads and
other multiple-leg option strategies can
entail substantial transaction costs,
including multiple commissions, which
may impact any potential return.
Futures and futures options trading
is speculative, and is not suitable for
allinvestors. Please read the Risk
Disclosure for Futures and Options
prior to trading futures products
(httpsy/www.tdameritrade.com/retail-
en_us/resources/pdf/TDA631.pdf).
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THE BACK PAGE

TheTrader's Vacation Planner

sicioea: \WE'RE TRADERS NOT TRAVEL AGENTS. BUT WHY SHOULDN'T
WE TAKE ADVANTAGE OF SOME OF THE SPRING BREAK TRAVEL
DEALS LIKE EVERYBODY ELSE? IF YOURE CONFUSED ABOU T WHICH
DESTINATION IS BEST FOR YOU, TAKE THIS QUIZ TO FIND OUT.

How long can you go without

having Wi-Fi to trade while traveling?

A |cango afull day without
trading—theoretically, that is.
B Isit expiration week?
€ My longest bathroom break
was 15 minutes.

D The same time it takes bond futures

to tick up or down.

* Answer A, B, C, or D here =%

What would be your choice of
hedge for amargarita?

A Hip flask of scotch.
B Big bowl of chipsand a
quart of guac.
€ Agood lawyer.

D Two more.

When was the last time your skin
was exposed to the sun?

A Daily. Vitamin D gets my brain
to find trades faster.
B |can't get sweaty. Slippery fingers
make for sloppy trading.
€ | warm myself from the glow of
my trading screen.
D Only iflotion is involved.

Is amostly vegetarian menu okay with you?

A | cansuppress the gag reflex long
enough to choke down tofu.
B Leafy greens remind me of money.

c

If I can trade 'em, | eat ‘em.

Corn, soybeans, and wheat.
D Yes, as long as the vegetable is

If you answered mostly As

encased in a meatball.

How are you with crowds?

A |love mingling with non-traders to
hear their stories about normal lives:
B Theonly crowd | like is the trading pit.
€ Someone might see my secret

charting pattern!

D This cheese stands alone.

What are your thoughts on indoor plumbing?

A ['ve held onto trades that stink
worse than sewer gas.
B Commodes and put-call parity are
what separate us from animals.
€ Onehand on TD Ameritrade Mobile
Trader, the other taking care of business.
D Non-prickly bush or porcelain...
six of one, half dozen of the other.

If you answered mostly Bs

If you answeredmostly Cs

If you answered mostly Ds

Room at the closest hotel: Why risk
along trip? All you need for a break
from the routine is to trade at a differ-
ent desk and sit in a different chair in
the same hotel you drive by on your
way to the grocery store. Plus, there’s
room service and they change the
sheets daily. Paradise.
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Ft. Lauderdale: The confidence you
have in trading will serve you well in
the land where everyone else is one-
third your age and has shoulders
wider than their middles. Just make
sure you max on the SPF so you
don’t look like a 6-foot downtick, and
don’t say “groovy” when you make a
good scalp in /ES.

Puerto Vallarta: The slower pace
south of the border is the perfect
partner to time decay. You hit a few
bids in the morning and let the clock
do the work while you enjoy a bucket
of beer on the beach and a little grilled
mahi-mahi. Speaking of theta, if
you’re enterprising, you can sell calls
against the ubiquitous time shares.

Papua, New Guinea: You're a
self-directed vacationer. On this
equatorial island, the probability of
seeing anyone from your investment
club is almost nil. But the presence of
active volcanoes at this destination
increases its implied volatility and
boosts the odds of a hair-singeing
Black Swan event.

MONKEY ILLUSTRATION: RANDY WATSON
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Volatility is not to be feared. It is to be captured
and turned to your advantage. Harnessed to seek
diversification and hedge portfolio risk. Utilized to
drive income generation. Volatility does more
than create market uncertainty. It's the path to
uncovering new and powerful outcomes.

VOLATILITY IS POWER.

Trade it with CBOE VIX® options and futures.
CBOE.com/PowerfulQutcomesVIX

VIX | SPX RUT MSCI FISE

Options inv
by calling
from most equity
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thinkMoney from TD Ameritrade
200S.108th Ave
Omaha, NE 68154

Therisk of loss in trading securities, options, futures, and forex can
be substantial. Clients must consider all relevant risk factors, including
their own personal financial situations, before trading. Options involve
risk and are not suitable for all investors. See the Options Disclosure
Document: Characteristics and Risks of Standardized Options. A copy
accompanies this magazine if you have not previously received one.
Additional copies can be obtained at tdameritrade.com or by contacting
us. Trading foreign exchange on margin carries a high level of risk, as well
as its own unique risk factors. Please read the following risk disclosure
before considering trading this product: Forex Risk Disclosure (www.
nfafutures.org/NFA-investor-information/publication-library/forex.pdf).
A forex dealer can be compensated via commission and/or spread on
forex trades. TD Ameritrade, Inc, member FINRA/SIPC. TD Ameritrade
is a trademark jointly owned by TD Ameritrade IP Company, Inc.and The
Toronto-Dominion Bank.

2016 TD Ameritrade IP Company, Inc. All rights reserved.
Used with permission.
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GRMO

For movers,
shakers and all types
of risk takers.

thinkorswim® Mobile lets you trade
however you want, wherever you are.

Research, analyze and trade on your phone the same
way you do on your desktop with the

Explore thinkorswim Mobile now at

# Download on the GET IT ON

¢ App Store P Google play

thinkorswim

by D Ameritrade

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

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

Bank. © 2016 TD Ameritrade IP Company, Inc. All rights reserved. Used with permission.
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