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Disclaimer 
 
In order to simplify the computations, commissions have not been included in the 
examples used in these materials.  Commissions will impact the outcome of the stock and 
options transactions and should be considered.  
 
Options involve risks and are not suitable for everyone.  Prior to buying or selling an 
option, a person must receive a copy of Characteristics and Risks of Standardized 
Options. Copies which may be obtained from The Chicago Board Options Exchange (1-
800-OPTIONS) or from your broker.  The investor considering options should consult 
their tax advisor as to how taxes may affect the outcome of contemplated options 
transactions.  A prospectus, which discusses the role of the Options Clearing Corporation, 
is also available without charge upon request addressed to the Options Clearing 
Corporation; 440 S. LaSalle St., Suite 908, Chicago, Illinois  60605 or the CBOE;  
LaSalle at Van Buren, Chicago, Illinois 60605.  
 
ANY STRATEGIES DISCUSSED, INCLUDING EXAMPLES USING ACTUAL 
SECURITIES AND PRICE DATA, ARE STRICTLY FOR ILLUSTRATIVE AND 
EDUCATION PURPOSES AND ARE NOT TO BE CONSTRUED AS AN 
ENDORSEMENT, RECOMMENDATION, OR SOLICITATION TO BUY OR SELL 
SECURITIES.  
 
PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE.  
SUPPORTING DOCUMENTATION WILL BE SUPPLIED UPON REQUEST.  
 
© Copyright 2005 thinkorswim group, Inc. All rights reserved. 
 
Unauthorized duplication of this book is strictly prohibited. No part of this publication may be 
reproduced, stored into a retrieval system, translated into any language, or transmitted in any 
form or by any means, electronic, mechanical, recording or otherwise, without the prior 
written permission of thinkorswim Advisors. 
 
Option Planet 
3304 N. Lincoln Ave Suite 2 
Chicago, Il  60657 
866-318-5288 
www.optionplanet.com 
 
OPTION PLANET PRIVACY POLICY 
Option Planet recognizes the importance of maintaining its clients’ privacy. We treat all of the 
personal and financial information that you share with us as confidential and recognize the 
importance of protecting your information from disclosure. We do not disclose any nonpublic 
personal information about our clients or former clients to anyone, except as permitted by law. 
We restrict access to non-public personal information about you to those employees who need 
to know that information to provide advisory services to you. We maintain physical, electronic, 
and procedural safeguards to comply with federal standards to guard your non-public personal 
information. Nonpublic personal information includes substantially all the information about 
you that is collected by us. If you have any questions about our privacy policy or any other 
aspect of your relationship with us, please feel free to call us at 1-866-318-5288. 
 



 

 
 

 
Capital Allocation 
 
 

A. How much of my investment capital should I use for my trading 
account? 

 
 

-Approximately 25% - 40% depending on your individual risk tolerance 
 
 
 

B. How much of my trading capital should I allocate for each trade? 
 
 

-Approximately 2% - 5% per trade depending on your account size. Your 
dollar risk per trade should be consistent and you should adjust trade size 
to reflect risk, not contracts 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 

 
Using the Greeks to Manage Positions 
 
 

A. Definitions and Practical Applications 
 
 

1. Delta: How much money do I make or lose if the stock price changes? 
 
 
 
2. Gamma: Understanding how quickly the position delta can change. 
 
 
 
3. Theta: How much money do I make or lose as one day passes? 
 
 
 
4. Vega: How much money do I make or lose if volatility changes? 

 
 
 

B. What’s a simple and practical way to use delta? 
 
 

1.How many shares of stock would you be comfortable holding at any one 
time? Make sure that your position delta doesn’t exceed that figure.  
 
 
 
2. Understand that option deltas are not constant. They change over time, 
with changes in volatility and stock price. 

 



 

 
 

 
C. Understanding how the Greeks relate to each other. 

 
 

1. Graphic representations of how Delta, Gamma, Theta, and Vega change 
over time? 
 
 
 
2. Special considerations to what happens to the Greeks during expiration 
week? 
 
 
 
3. Is the position generating enough Theta given the risk you are taking? 
 
 
 
4. What happens to the delta of in-the-money and out-of-the-money 
options as volatility changes (i.e. how does my directional risk change as 
volatility changes?) 

 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 

 
Position Management, Delta Adjustments and Trade 
Allocation Techniques 
 
 

A. Adjusting multiple positions in one underlying. 
 

 
1. Adjusting positions based on time to expiration and relative stock price. 
 
 
 
2. Using OTM credit spreads to hedge delta risk 
 
 
 
3. Using opening trades to rebalance positions 
 
 
 
 
 

B. Managing risk across multiple products. 
 
 

1. What is beta-weighting? 
 
 
 

2. Choosing an appropriate index for beta weighting 
 
 
 



 

 
 

 
3. Beta adjustments using Delta analysis 
 
 
 
4. Using e-minis to adjust positions 
 
 
 
5. Hidden benefits from beta-weighted adjustments 
 
 
 

C. Closing and adjusting positions. 
 
 

Q: When would I close instead of adjust? 
 
 
 

A: Iron condors and verticals: when the current spread price is 
approximately 10% of the width of the strikes. Calendars and 
diagonals: when the near month options no longer have any 
premium or are trading for approximately 10% of the width of 
the strikes (of that product). 

 
 
 
Specific examples and criteria for rolling and closing in both equity and 
index products. 

 
 
 
 
 



 

 
 

 
Tricks of the ‘Trade’: Avoiding the Most Common 
Mistakes 
 
 

A. Be consistent and disciplined in your trading approach and size. 
 
 
 
 
 

B.Leave your ego out of this. Options don’t care. 
 
 
 
 
 

C.Define your risk because it will eliminate emotional attachments to 
bad positions. 

 
 
 
 
 



 

 
 

 
Implementation/Software Demo 
 
 

A. Executing and pricing various spreads using TOS trading 
platform 

 
 
 
 
 

B.Using the position management tools on the TOS platform 
 
 
 
 
 

C.Using the probability analysis tools on the TOS platform 
 
 
 
 
 

D. Wrap-up…Q&A 
 
 
 
 
 



 

 
 

 


