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Futures Options Secrets
 
Risk Disclosure Statement
The risk of loss in trading commodity futures and options can be substantial. Before trading, one should carefully consider their financial position to determine if futures trading is appropriate. One should realize that when trading futures and/or granting/writing options one could lose the full balance of their account. It is also possible to lose more than the initial deposit when trading futures and/or granting/writing options. All funds committed should be purely risk capital.
Past performance is not indicative of future results. David Rivera and deltaneutraltrading.com do not intend to give investment advice. The contents of this book are for informational purposes only.
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Back to Basics
Although the bulk of this book is intended for those with knowledge of futures options trading, I will go over some basic terminology.
 
Strike price
In options, the strike price is the pre-determined price at which the option may be exercised. Strike price is also known as the exercise price. Strike is the price at which an option begins to have a settlement value at expiration. The strike price is set at the time the option contract originates.
An option is "in-the-money" when the current market price of the underlying futures contract exceeds the strike price of a call or is below the strike price of a put. Similarly, an option is "out-of-the-money" when the current market price of the underlying futures contract exceeds the strike price of a put or is below the strike price of a call.
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Futures options can be confusing because some options contracts are priced differently than their respective underlying futures. There are 32 ticks to a point in a bond futures contract but 64 ticks to a point in a bond options contract. A point in both futures and options is $1,000. So, for the futures, each tick is $31.25 (1000/32). For the options, each tick is worth $15.625 (1000/64). The grains are priced in cents. The futures have 4, ¼ cent ticks for each cent. The options have 8, 1/8 ticks for each cent. So, there are more ticks in the options than in the futures. Keep this in mind when calculating profit and loss. Refer to the quotes in the previous 2 pages to see how there are more ticks in the options markets for these markets compared to their respective futures markets.
Placing orders
 
You can buy an option by placing orders like:
 
Buy 1 December 3.00 Corn call for 10
Buy 1 December Corn 300 call for 15
Your broker will tell you the best way to place the order. You can trade online as well. You will enter all the necessary information in an order form. None of this is hard to learn.
Now you know how to place option orders and the terms involved, you can now learn how to place spread orders. Spread orders are when more than one option is involved in the trade. A typical spread is a credit or debit spread. A debit spread is when you buy and sell an option for a debit. In other words, the option you buy costs more than the option you sell. A credit spread is a trade in which the option you sell cost more than the option you buy.
Next is an example of a debit spread followed by a credit spread.
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You can purchase a 112 call for -54 and sell a 113 call for -29. This is a debit spread since you are paying more for the option you are selling.
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You can sell a 480 put for 12 and purchase a 470 put for 7.50. This is a credit spread since you are paying less for the option you are  selling.
 
 
 
 
 
Introduction
There are many futures options techniques that can be profitable. They can range from buying and selling options based on volatility to trading ratio backspreads based on the technical analysis of the underlying futures market.
One way is to trade spreads that can profit from time decay. You can sell options which you believe will lose more time value than the options you buy.
The key is to find techniques that have an advantage when you put the trade on. What I will discuss are futures options trades that have this advantage. Trades that have a special quality that you can spot before you enter into it. You will be able to see what options are “cheaper” or more “expensive” compared to another option. Not by price or volatility necessarily but by the price per day. Even though an option might be more expensive than another, it might be cheaper in terms of volatility or price per day. Keep your eyes open to things other than the price of the option. Look at the deltas and theta as well.
Before I explain some techniques to use based on delta and theta, I would like to define the terms in case you are not familiar with them.
 
Delta
Delta is the amount by which the option changes compared to the underlying asset. It is a measure of the probability that an option will expire in the money. Call deltas can be interpreted as the probability that the option will finish in the money. Put deltas can be interpreted as -1 times the probability that the option will finish in the money.
An at-the-money option, which has a delta of approximately 0.5, has roughly a 50/50 chance of ending up "in-the-money". If an at-the-money wheat call option has a Delta of .5 and if wheat makes a 10-cent move higher, the premium on the option will increase approximately by 5 cents (.5 x 10 = 5), or $250 (each cent in premium is worth $50).
If you buy an at the money call, you will have a delta of +50. 
If you sell an at the money call, you will have a delta of -50.
 
If you buy an at the money put, you will have a delta of -50.
If you sell an at the money put, you will have a delta of +50.
Basically, the deltas will be determined by where you want the market to go. Think of it this way: If you sold an at the money call option, where would you want the market to move to? You would like it to go lower. So, you would have a delta of -50.
If you look at most at the money options, you will find that they are usually not at 50. That is because they are not exactly at the money. We still refer to these as the at the money options because they are the ones that are the closest to being there. It might have a delta of 47 or 53. Futures contracts have a delta of +100 for long contracts and -100 for short contracts.
Theta
Theta is defined as the change in the price of an option for a 1-day decrease in the time left for expiration. At-the-money options have the greatest time value and the greatest rate of time decay (theta). The further an option goes "in-the-money" or "out-of-the-money", the smaller is the theta. As volatility falls, the time value declines and hence theta also declines.
Theta is the rate at which an option loses its value as each day passes.
The inherent assumption is that options are a "wasting asset."
Long options have negative theta
Short options have positive theta
As time passes, the theta of at-the-money options increase, the theta of deep in-the-money and out-of-the-money options decrease.
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Refer to Dec. Gold options on the previous pages.
You will see that I circled the at the money options. Both the call and the put options have a delta of .50. For every dollar move in the December Gold Futures, the calls and puts will move 50 cents.
The theta in this example is the same for both the put and the call. Some charting companies put the theta as the daily decay of the option. The company I am showing, uses theta-7. This is the time decay for 7 days. So in one week, the time decay is estimated to be 1.086.
 
 
 
 
 
Delta Neutral Trading
Delta neutral trades are trades that consist of more than one contract. It could consist of futures and options or just options.
Delta neutral trades are trades in which the total delta of all the options is Zero or close to it.
If you purchased one at the money call and one at the money put, you would be delta neutral. The call will have +50 deltas and the put will have -50 deltas. The total is zero. This is a very simple delta neutral trade.
An example of a delta neutral trade that floor traders use is to buy 50 futures contracts and to buy 100 put options. The 50 futures contracts each will have a delta of 100. The 100 put options will each have a delta of -50. The futures delta will be 5000 and the put deltas will be -5000.
I will focus on delta neutral trades in this book. I will also be showing you my theta trades, which for the most part are delta neutral.
 
Theta Trading
The amount an option loses per day is important to know. Most traders that teach the buying and selling of options in different months, teach to sell the front month and buy the far month. This is a calendar spread. This is correct for many options but not all. I have found that it depends on the strike prices of the options. More specifically, how far they are from the money. The at the money close month options are more expensive per day than the at the money far month. It is best to sell the front month at the money and buy the far month at the money. For the out of the money strike prices, the reverse is true. The front months options are cheaper per day than the far months out of the money options. You have to check to see which strikes will give you the advantage.
If you look at the options on the next pages, you will see that this price per day advantage can be seen in the theta as well.
I will list a couple of examples. I am looking at how much an option costs per day compared to an option from a different month in the same futures market.
[image: ]
[image: ]
[image: ]
 
March T-Bond futures contract closed at 111-17.
You will notice that January options also follow the March futures contract. Not every option month has an underlying futures. If it does not, it will follow the next months traded futures.
January T-Bond options have 56 days left until expiration. March T-Bond options have 119 days left until expiration.
 
At the money comparison
January T-Bond 112 Call options settled at 1-11. 
March T-Bond 112 Call options settled at 1-54.
 
The March 112 Call is 1.57 times more expensive than the January 112 Call, but it has 2.13 times more time left.
January T-Bond 111 Put options settled at 1-10.
March T-Bond 111 Put options settled at 1-54.
 
The March 111 Put is 1.59 times more expensive than the January 111 Put, but it has 2.13 times more time left.
 
Out of the money comparison
January T-Bond 118 Call options settled at -03. 
March T-Bond 118 Call options settled at -18.
 
The March 118 Call is 6 times more expensive than the January 118 Call, but it ONLY has 2.13 times more time left.
 
January T-Bond 104 Put options settled at -04. 
March T-Bond 104 Put options settled at -16.
 
The March 104 Put is 4 times more expensive than the January 104 Put, but it ONLY has 2.13 times more time left.
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You will notice that in the example above, there are 2 different underlying futures markets involved. Each options market is following it’s own futures market. This is fine. Although the prices are not exactly the same, the markets generally move in the same direction. In this example, the out of the money options in the front month have another advantage. The strike prices are a little closer than in the far month options. Only the out of the money options will be looked at for this scenario.
December U.S. Dollar contract closed at 89.46 March U.S. Dollar contract closed at 89.19
December U.S. Dollar options have 42 days left until expiration. March U.S. Dollar options have 126 days left until expiration.
 
Out of the money comparison
December U.S. Dollar 94 Call options settled at .03. 
March U.S. Dollar 94 Call options settled at .35.
 
The March 94 Call is 11.7 times more expensive than
The December 94 Call, but it ONLY has 3 times more time left.
 
December U.S. Dollar 85 Put options settled at .05. March U.S.
Dollar 84 Put options settled at .29.
 
The March 84 Put is 5.8 times more expensive than 
the December 85 Put, but it ONLY has 3 times more time left. 
 
You can see that what most traders teach about selling the front month and buying the far month is correct for the at the money options. For the far out of the money options, you can see that the advantage is to buy the front month and sell the far month. Look at the price per day of the options as well as the theta of the options. You can easily see where the advantage is.
If you look at the price for out of the money options, you will notice the out of the money front month options are not worth much. You have to ask yourself the following question. If the theta for a Bond option is -1 per week and the option is only worth -3, then how much will it lose in 8 weeks (56 days). Of course it will not lose -1 every 7 days because it is only worth -3. That is the most it can lose. Buying cheap options like this are a great way to cover your self when selling options. Instead of selling options without protection, cover them with options in a different month.
Here is a supplement from my course that explains the price per day advantage.
I would like to take some time and go over the best way to know the price per day trades have an immediate advantage.
Below are three option months. All three months follow the same futures contract. This is the easiest way to see the advantage of the technique you learned in the book.
I want to compare the rate of decay between the option months. We will see how the option prices change from month to month.
Let’s start by looking at the 117 call.
The April 117 call is 4 ticks. The May 117 call is 17 ticks. The April option will expire in 32 days. If the market does nothing and stays steady, what will the April 117 call be worth. Zero, of course. What will the May 117 call be worth. Probably around what the April option is worth right now.
After 32 days, the May options will have 28 days left. So the May options will be priced roughly the same as what the April options are now. If they go from 17 ticks to 4 ticks, that is a loss of 13 ticks. Compare that to the April option losing 4 ticks. This is why I sell the out of the money further months and buy the out of the money close months.
Let’s look at the near the money options. The closest strike to the money is the 112 Call. The April 112 option is 1-02. If the market does nothing at the end of 32 days, this option will lose 1-02. The May 112 Call option is 1-36. After 32 days, the May should be worth roughly what the April is now, which is 1-02.
The April option will lose 1-02 (64 + 2) or 66 ticks. Compare that to the May 112 Call which will lose 34 ticks (1-36 minus 1-02). When it comes to the at the money options, the front month will waste more than the back month. The opposite of the out of the money options.
You can look at all the options and see this trend. For the calls, the higher you go, the more it makes sense to buy the front month. The more you are closer to the money, it makes more sense to sell the front month. The same goes with the put side.
For the put side, the lower the strike is away from the money, the more it makes sense to buy the front month. The more you are closer to the money, it makes more sense to sell the front month.
Let’s compare the April to the June as well.
To find out what the June options will be worth in one month, look at the May options. June 117 Call options are 30 ticks. After roughly 30 days, they will be worth 17 ticks (see May 117 Call). That is a loss of 13 ticks. Compare that to the 4 tick loss of the April 117 Call.
The June 112 Call option is 1-61. In roughly 30 days, the option should be worth roughly 1-36 (see May 112 Call). That is a loss of 25 ticks. Compare that to the loss of 1-02 (66 ticks) of the April 112 Call.
When the options follow different futures markets, it is a little more difficult to see all this but it is still the same reasoning. If you can understand this, then you understand the price per day technique.
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Directional Option Trading
To learn directional trading, you should take a look at a new user friendly software that provides you with reversal points in the markets. Click below to find out more:
Price & Time Secrets
When trading options, there might be times when you feel strongly about trading the direction of the market. You can sell a put option if you think the market will go higher and cover that put with a put in a closer month. This will protect the sold option in case of a big move.
If I believe the market is going to go higher, I could put on a credit spread. Many traders would put on a spread in which they sell a Dec. out of the money call and then buy one Dec. call even further out of the money. If the price moves lower, they will profit from the time value disappearing. The sold option has more to lose. If the market stays the same or even moves a little higher, they can still profit. As long as the market does not go past the strike of the sold option. The loss will be the difference between the sold and purchased options strike minus the credit received. This is a good trade. The problem is the potential loss.
What I do is use the price per day method. If I believe the market will go higher, I can sell an out of the money put in a far month and buy an out of the money put in a closer month for protection. Now if there is a big move lower, I can actually profit because the time value of both options will lose more and more when they are in the money. The downside is that I have to watch the front month options expiration. I don’t want to be left with only a sold option. I will exit the trade when the front month expires. The worst case is if the underlying futures slowly moves higher. I want a big move lower, a big move higher, or I want the market to stay steady so the sold option will lose more per day.
Below is an example with quotes and charts of 10 Year Note options. If I feel that the market will go higher, I could sell a March 10 Year Notes 106 put option. I can cover (protect) the option with a Dec. 10 Year Notes 106 put option.
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Ratio Backspreads
Another delta neutral trade is a ratio back spread. An example of this trade would be to sell an option that is at the money and buy a greater number of out of the money options. You might sell one call option at the money (delta-50) and buy 2 call options out of the money (delta +25 each). You would be delta neutral. You would want to put this on for a credit or at even. You can also put it on for a debit but then you would care a little about market direction.
If you put it on for a credit or even money and the market was lower at expiration of the options, you would break even or earn a small credit. If you put it on for a debit, you would lose the debit amount if the market was lower at expiration of the options. In either case, if the market went sharply higher, you have a chance for unlimited profit, because you have purchased more options than you sold.
Most traders teach that ratio back spreads should be done in the far months only. This is because you have more time to be correct with a big move. The problem that I have found is that you are giving up too much for the time advantage. The options you buy out of the money are not priced at an advantage compared to the ones at the money.
You can also see that in order to have a lot of time left in the trade, the difference in strike prices between the option you sell and the options you buy is too much. It will take a bigger move before you have unlimited profit potential.
If you are expecting a big move, think differently than the norm and start to look at options that have 20 - 40 days left. The options you buy compared to the options you sell, should be priced better. Everything is in relation to something else.
I go over this more in my main options course. So the next time you hear someone recommending the same old ratio back spreads, take a look at the different months to see where the real advantage is.
Final Word
As you can see, you can trade options to profit from time decay or trade them to profit from a big move in the underlying futures. There is not one perfect trade for every situation. At least I do not know of it. What I do know is that you need to have an advantage in the market.
In my course, I go over these trades in more detail. I have recently added video to the options package. Basic, Intermediate and Advanced techniques are covered in the videos. The videos are in addition to the main Option Secrets book, Q&A book, Supplements, Audio files, Software and a one year subscription to my Newsletter. To learn more about these techniques and how to trade futures options, please click below:
Futures Options Secrets
If you are interested at all in directional trading, then you should take a look at the Price and Time software mentioned previously. All you need to do is enter the prices and dates from previous highs and lows and the software will give you potential turning points in the markets. It is very simple. If I were asked “what are the best technical analysis techniques”, I would say they are Fibonacci and Gann. Click below to learn how to get this software that will help you easily spot potential turning points. You can also sign up for a Free 7 day e-mail course.
Price & Time Secrets
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