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To view full screen in Adobe Acrobat, hold
down the control key on your keyboard and tap
the L key (Ctrl + L).

Think you can beat the options market?
First, make sure you can beat the option
market simulator.

Opti on m User

Welcome to the Option Market Simulatord
OptionMarketSim.

The simulator makes it easy for you to explore and

develop option-trading strategies. In a few minutes,
you can discover how much money a given strategy
might maked or lose. You can keep trying different
strategies until you find the one that works best for
you.

The simulator lets you use the learning technique we
always find most effective: trial and error. Unlike the
market itself, the simulator lets you learn without
putting your money at risk. Unlike playing the real
market with play money, the simulator lets you see
the results of months of trading in a few minutes.
After a few hours of exploring trading with the
simulator, you may feel I i
your own hedge fund.
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To see the kinds of simulations you can run with the
simul ator , i f you havenot
and run the free hedge-fund marketing demo files
from

s Gui dhttp://www.futureofhedgefundmarketing.com/downl

oad and save all files. The demo uses the
configuration of the simulator designed for
marketing presentations. It shows how a hedge fund
might buy and sell calls and puts and manage its
positions under different market conditions.

After you get an idea from the demo of what kinds

of simulations you canrun, t hi s guideenmilld s

show you how torunthem. The wuser 6s gui de
augments the information conveyed in the demo. If
the userd6s guide | eaves you
how to run trading simulations, review the demo.
You even can run the demo and the simulator
simultaneously.
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After you watch the demo, go to
http://www.optionmarketsim.com/download and sa
ve all files in folder near C drive

One by one, save all files to the same folder on your
computer. Save files to a location near your root or
C: drive or on your desktop.

If you bury the files deep within your hierarchy of
folders, the .exe will not run. You will get an error

rpegq?%ertlgat §a\ésasan§/eth{'n8 absogtda rprtoblem with

an .INI file and Pathname.
The simulator runs only on Windows. It requires a

d o nBINIIOYM sgreendesqiytion of §Qgd x 408 gixels.


http://www.futureofhedgefundmarketing.com/download_and_save_all_files
http://www.futureofhedgefundmarketing.com/download_and_save_all_files
http://www.optionmarketsim.com/download_and_save_all_files_in_folder_near_C_drive
http://www.optionmarketsim.com/download_and_save_all_files_in_folder_near_C_drive

If, when you try to open a file, you get an error
message, chances are youdve saved the files to a
location too far away from your C: drive. If, when
you try to save a file, you get an error message,
chances are youde trying to save the file to a
location too far away from your C: drive.

The softwareds open file and close file capabilities are
limited to combinations of file path and names that
contain a maximum of 126 characters.

Also, if you try to open a file that is already open in
another application, you will get an error message. If
you try to open a file that is selected in another
application, you may get an error message.
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File Edit View Tecls Help

@ Burn
- ot Mame Date medified
Folders v . Prefs 8/28,/2007 4:25 PM
B Desktop B MarlowlmpVolDisplayEng.dxr 8/28/2007 10:33 AM
ﬂ‘ jerrymarlow B MarlowOptionChainlVolCalculator.dxr 8/29/2007 11:18 AM
| Public OOptionMarketSim.exe 8/28/2007 1:05 PM
B Computer
2F Metwork
Control Panel
£ Recycle Bin

. FutureOfHedgeFundMarketing
& Marlow Modeling as Marketing
E OptionMarketSim
E OptionMarketSimDeme

- m '

Browse to the folder into which you saved all the
simulation files.

Double click the file [OptionMarketSim.exe].

Type
File Folder

Macromedia Direc...

Macromedia Direc...

Application

Size

1,640 KB
2,887 KB
17,730 KB



Think you can beat the
option market?

First, make sure you can
beat Option Market Sim!

Should you run into a problem or have
questions or comments or want to tell me
what you think of the simulations, give me
aring on my cellphone: (917) 817-8659.
(I'm on U.S.A. east-coast time.)

Jerry Marlow

www.jerrymarlow.com
jerrymarlow@jerrymarlow.com

The simulations adapt to the size and shape of your
computer screen. Drag the vertical yellow bar as far
to the right as it will go. Drag the horizontal yellow
bar as far down as it will go.

Il f youdbre going to be
and you want the rehearsal or presentation script

to appear at the bottom of the screen, turn on the
button| abel ed [ At bottom of |

This simulator requires a
minimum screen width of 1024
pixels and a minimum screen
height of 768 pixels. Currently the
simulation is set to run in the area
framed by the yellow bars. The
dimensions of that area are shown
in the fields below.

If you are happy with these
settings, click execute.

If hars are not visible, click here.

To change the simulation live
area, drag the yellow bars until
they frame the live area you wish
to use.

Or type your preferences into the
fields below.

Width Height

1024 76

& At bottom of live area, allow
pixels for rehearsal
script.

. Save preferences as cookies
on this computer.

Execute

To advance, <c¢click [Execut e]

Throughout your interaction with the simulator,
moving forward is a two-step process.

To see the results of your commands, click

runni ng[E@(ecﬁtQ]Yed simul ati on

ve areaé. ]



Think you can beat the
option market?

First, make sure you can
beat Option Market Sim!

Should you run into a problem or have
questions or comments or want to tell me
what you think of the simulations, give me
aring on my cellphone: (917) 817-8659.
(I'm on U.S.A. east-coast time.)

Jerry Marlow

www.jerrymarlow.com
jerrymarlow@jerrymarlow.com

This simulator requires a
minimum screen width of 1024
pixels and a minimum screen
height of 768 pixels. Currently the
simulation is set to run in the area
framed by the yellow bars. The
dimensions of that area are shown
in the fields below.

If you are happy with these
settings, click execute.

If hars are not visible, click here.

To change the simulation live
area, drag the yellow bars until
they frame the live area you wish
to use.

Or type your preferences into the
fields below.

Width Height

1024 76

& At bottom of live area, allow
pixels for rehearsal
script.

. Save preferences as cookies
on this computer.

Execute
Record

then [Record].

To make the results of the command permanent,
click [Record].

Record always brings you back to the main menu.



To set up initial conditions for simulations,
bringin current market data.

The simulator allows you to buy and sell European-
style puts and calls that have different strike prices
and times to expiration. All the puts and calls are
on the same underlying stock or index. (Future
versions of the simulator will add American-style
options.)

Option Chain | Vols
Risk-free Rate
Hist Prices, Yol

Display Chain Vols

Evolve Imp Vols
Initiate Universe
Longest Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock

Calculate Forecast
Your Forecast

Probability Bands

I Yol Curves at K

Trade New Option

Sim Underlying
Price Change

Rehearsal Script
Point in Time
Shove Past to Left
Shift Left
Burn
Review
Save Sim
Run Saved Sim
Start Over

To set up initial conditions, you bring into the
simulator:

> Option prices for all the options and LEAPS in an
option chain,

> U. S. Federal Reserve yield curve data, and
> The

Examples of these files are included with the

si mul adoevnldas files. If you like, you can use
those. The foll owing section
shows you how to download data files for the
options in which

under |l yingdés historical

youdre i1 nter



& CBOE - Delayed Market Quotes - Windows Internet Explorer E@gj

AN -—— W LY h W N
@@ = & http://www.cboe.com/DelayedQuote/QuoteTableDownload.aspx v |44 | K[| Live Search P -
Google |G~ [~ Go{.@ RS~ @~ B~ | % Bookmarksv G118 blocked | “ Check v % Look forMap v ‘= Zutofill [ Send tow (@ Settingsv
= »
W I@ CBOE - Delayed Market Quotes I l Mo~ ~ = v b Page v () Tools *

— The clarity of real-time Trade-Ideas®
ScottraderLiTE Like having a thousand pairs of eyes on the market

ROLLOVER TO!

CBOE 0rg/CBOE Membership | CBSX Site | CFE Site | Intl Stes | RMC Site | HedgeStreet Site | contact [ NI ==

The Definitive Source For Options Trading Information®

Member §1PC +CLICK HERE TO APPLY NOW.

Products | Trading Toole Strategies  Leaming Center About CBOE  Institutional Advisors

| -+ Delayed Quotes Beta Quote Table Download Intra-Day Volume

Delayed Quotes 72‘;: ’;‘?WN&:WS s

Classic e
Reports

Option Chains Svmbol Directory

Cetailed Quotes Options Calculator

Muttiple Quotes Big Charts

Weeklys Quotes
RUT| —
Futures/Singles Stock Scottradej:iiir"
i

Futures Quotes
| Download From

Symbol Look-up
Helo Scottrade

\ + Streaming Real- Trading Center CAPPLEMOW..  Member SIPC

Time Quotes ,
CHOOSE THE > 100 | Eroncianis

e 1 oo ,'_‘ 3 $4.95/hade S5

FREE TRADES FREE TRADES ki

EXTRALE sacurimias

Enter a Stock or Index symbol here to download a list of all options and LEAPS for the underlying in comma delimited text format:

Suggestions for Importing this data to Microsoft Excel

Some versions of Excel offer a built-in default formatting mechanism which can corrupt the raw data. These versions may express fractions as dates. Once

Done 7| € Internet | Protected Mode: Off H100% -

Where to get the data you need . How to
download it.

To download a file of option-chain prices, go to the
CBOE web site
http://cboe.com/DelayedQuote/QuoteTableDownloa

d.aspx .

Type in the underlyingbdbs trading symbol and
[ Downl oad]. I n this userds manual, wedll be

the Russell 2000 index, RUT, as an example.
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http://cboe.com/DelayedQuote/QuoteTableDownload.aspx
http://cboe.com/DelayedQuote/QuoteTableDownload.aspx

@ |g, http://choe.com/DelayedQuote/ QuaoteTableDownload.aspx - | 4 | X
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1-800-619-SAVE

Member NASD) SIPC

Trades*. S500 minimum.

¥ CLICK HERE TO APPLY NOW o ﬁwm&uﬁm [ » ROLL OVE A
File Download- 8 Int|Sites  AMC Site = HedgeStree

Do you want to open or save this file? The Definitive

CHICAGO BOARD {1

Name: QuoteData.dat
Type: data-file, 185KB

From: cboe.com

| My CBOE QGIVGEM Data | Products | Trading Tools | Strategies | Le

Quotes

~Delayed Quotes Beta. Quote Table Download | Open [ Sae | [ Cancel |

+ Delayed Quotes

Classic [¥] Aways ask before opening this type of file
Option Chains
Detaled Quotes Enter a Stock or Index symll| i While files from the Intemet can be useful, some files can potentially omma delimited text format
Multiple Quotes ¥ ham your computer. If you do not trust the source, do not open ar
save thisfile. What's the risk?

Week
eeklys Quotes RUT
Futures/Singles Stock

Symbol Look-up

Help

Click [Save].



Save As

———

mvli b jerrymarlow » Desktop » OptionMarketSim »

. - omo g
‘ Organize ~ gag Views ~ [ New Folder

Ma me, Date modified Type
L. Prefs

Favorite Links
[E Documents

More »

Folders
I] Desktop
1 FutureOfHedgeFundMarketing
& Marlow Modeling as Marketing
E OptionMarketSim
E OptionMarketSimDemo
L TestDownloads
|1y FutureOfHedgeFundMarketing zip

S L ARRUT 20070829 QuoteData. dat

Save as type: ’DAT File

# Hide Folders

Browse tothefolder where youdre going to keep
your simulation data. Give the file a name that you

will recognize. Preserve the .dat file extension.

Save the file.



@ (J IY! http://finance.yahoo.com/| v‘ + | »

Google [Gl+ [~ Go+ RS~ @~ @ 5~ | €7 Bookmarksw @_19 blocked | "% Check + 4 Autolink v = Zutofill [e Sendtov
T:? H'ﬁ? IY! Yahoo! Finance - Get stock quotes, market news, .. y_l @ A
Yahoo! | My Yahoo! | Mail | More w Make ¥! your home page New User? Sign L

YAHOO! FINANCE search:

Wednesday, August 23, 2007, 1:15PM ET - U.5. Markets close in 2 hour:

m INVESTING NEWS & OPINION PERSONAL FINANCE MY PORTFOLIOS

SRUT » Symbol Lookup » Finance Search

Market updates every hour from Fox Business Now and Yahoo! Finance. Click to watch.

|
Streaming Quotes: [onw

To obtain a file of historical prices for the

underlying, go to http://finance.yahoo.com .

Type in the symbol of the underlying. (At Yahoo,
index symbols are preceded by a N.)

Click [Get Quotes].

ADVERTISEMENT
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http://finance.yahoo.com/

inRUT:SummaryforRUSSELLMIN - Yahoo! Finance - Windows

@ O - |Y! httpe//financeyahoo.com/qls=%5ERUT - | 45| X

% Check ~ 4 Autolink + = utcFill e Sendtow -

Google“('_;v |E|Go+b@ RS~-@~ 9 K-~ | 7 Bookmarks~ 519 blocked
| &-

ﬁ ahe IY; ARUT: Surmmary for RUSSELL 2000 INDEX - Yaho...

¥ehoo! | My Yshoo! | Mail | More w Make ¥Y! your home page New User? Sign Up Sign In  Help
YAHO’O' FINANCE Search:l Web Search
b
Dow + 0.63%0 Masdag 4+ 0.9294% Wednesday, August 29, 2007, 1:26PM ET - U.5. Markets close in 2 hours and 34 minutes.

m NEWS & OPINION PERSONAL FINANCE MY PORTFOLIOS

! Enter Symbol(s) » Symbol Lookup » Finance Search

RUSSELL 2000 INDEX (A*RUT) at 1:05em T: T74.34 4 6.51 (0.85%)
SWItch to_ sarersive Trade Smart
E¥TRADE Scottrade ol Orada smarter
= FINANCIAL otraae ~ NO
B Summary and get up to S100 back maintenance fees
} Historical Prices Streaming Quotes: [ON¥ :
e RUSSELL 2000 INDEX {Chicago Options: ~RUT)
Basic Chart Index Value: 774.34 New! Try our new Charts in Beta
} F F “RUT 29-Aug 1:00pm (CO¥ahoo!
Techaisl Aasb=s Trade Time: 1:05PM ET 780 [T T T
I News & Info Change: + 6.51 (0.85%) 775 W\f“-«—\\ _
Headlines
| Prev Close: T67.83 o A
Ll 767.21 T e e
Day's Range: T67.54 -777.49 id 5d 2m &m 1iv 2v S5y max
I 52wk Range: 700 44 - 856.48 )
Market Updates Hourly from Fowx Business Now.
Watch.
MEW Add Quotas to Your Web Site 4 Add “RUT to Portfolio 4 Set Alert # Download Data

| Quotes delayed, except where indicated otherwise. For consolidated realtime quotes (including real-time pre/post market

Click [Historical Prices].
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v|¢’-’.|x

3= “¥? http://finance.yahoo.com/q/hpls=%5ERUT
F Y q/np

Google [G+ E|Go+»@j RS~ S~ P E ~ | ¥% Bookmarksw 5319 blocked | ¥ Check » 3 Autolink + | Sutofill [eb Sendtow
oy dbe Iw ARUT: Historical Prices for RUSSELLszINDEx-...]_] -
5Jun-07 85348 85348 84410 84825 0 84825
4-Jun07 B5263 BE613 B4926 85609 0 85609
1-Jun-07 84862 85639 84862 85345 0 85345
31-May-07 84419 84926 84371  B47.18 0 847.18
30-May-07 83649 84338 83118 84335 0 84335
29-May-07  831.24 838.58 83124  B837.53 0 837.53
25-May-07 82520 83175 82520 82993 0 82993

* Close price adjusted for dividends and splits.

First | Prev | Next | Last

% Download To Spreadsheet

&3 Add to Portfolio @ Set Alet = Email to a Friend

Get Historical Prices for Another Symbol: @] Symbol Lockup
= Stock Screener + Splits

= Mergers & Acquisitions

Copyright ® 2007 YYahoo! Inc. All rights reserved. Privacy Policy - Terms of Service - Copyright/IP Policy

Quotes delayed, except where indicated otherwise.
Delay times are 15 mins for NASDAG, 20 mins for NYSE and Amex. Sae also delay times for other exchanges.

Historical chart data and daily updates provided by Commeodity Systems. Inc. (511, Internaticnal historical chart data and daily
updates provided by Hemscott A&mericas. Fundamental company data provided by Capital IQ. Quotes and other information supplied by

Scroll to the bottom of the screen. Click [Download
to Spreadsheet].
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@Ov |Y! httpe//financeyahoo.com/q/hpls=%5ERUT v || X

Google (G~ E|Go+»@s RS~ &~ @ B~ | &% Bookmarksw 5319 blocked | % Check » 3 Autolink + | futcfill [eb Sendtow
* =£i’ IQ Connecting... ]_l @ B
5Jun-07 85348 85348 84410 84825 0 84825
4-Jun07 B5263 BE619 B4926 85609 0 85609
1-Jun-07 84862 85639 84862 85345 0 85345
31-May-07 84419 84926 84371  B47.18 0 847.18
30-May-07 83649 84338 83118 84335 0 84335
29-May-07  831.24 838.58 83124  B837.53 0 837.53
25-May-07 82520 83175 82520 82993 0 82993

* Close price adjusted for dividends and splits.
First | Prev | Next | Last
* Download To Spreadsheest

File Download ﬁ

Do you want to open or save this file?

I Name: table.csv
IHl Type: Microsoft Office Excel 97-2003 Worksheet

From: ichart.finance.yahoo.com

[ Open ] [ Save ] l Cancel I

Always ask before opening this type of file
Copyright

Delay times are 15 harm your computer. f you do not trust the source, do not open or

|@ While files from the Intemet can be useful, some files can potentially
save this file. What's the risk?
Historical chart data and daily

updates provided by Hemscott An

| chart data and daily
er information supplied by

Click [Save].

13



V|‘1||5£arth

, = mEn
Organize > 222 Views

- n Mew Folder

Date modified

r-
Mame

| Prefs

Favorite Links Type Size
E| Documents

More »

Folders v

E‘? Netwark
Control Panel

& Recycle Bin
.. FutureOfHedgeFundMarketing H
2 Marlow Modeling as Marketing

E OptionMarketSim

) Prefs -

File name:  RUTHistericalPrices20070829table.csv|

Save as type: | Micresoft Office Excel Comma Separated Values File

“ Hide Folders

Browse to the folder where
your simulation data. Give the file a name that you
will recognize. Preserve the .csv file extension.
Save the file.

youor e
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Calculate implied volatilities for all options in
the chain.

Now vy o uddydo caleudate implied volatilities for
all the options in a chain. Click [Option Chain I
Vols].

15

Option Chain | Vols
Riskfree Rate
Hist Prices, Yol

Display Chain Yols

Evolve Imp Vols
Initiate Universe
Longest Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands
| Yol Curves at K
Trade New Option

Sim Underlying
Price Change

Rehearsal Script
Pointin Time
Shove Past to Left
Shift Left
Burn
Review
Save Sim
Run Saved Sim
Start Over
Exit Program




To price options,
use specified,
constant implied
volatilities.

Calculate and
import option
chain implied
volatilities.

Cancel

Click [Calculate and import option-chain implied
volatilities. ]

Open Option Chain
| Yol Calculator
Before yon can import an option-chain implied volatility file, Close | Yol
yon first mmst create it with the option-chain implied wvolatility
calculator. After yom create the file, close the i-vol calcunlator.

Calculator

Import option-
To import the file, click execute. chain implied
volatility file

Execute
Cancel

The simulator includes an option-chain implied
volatility calculator.

Click [Open Option Chain I Vol Calculator].

16



American European Market Implied Zero-Yol Get Fed Data Calendar | CBOE File
Black Scholes Merton Model oo ficeS__ Volatilities 3 Values | Start | . mG | 29 A

Cox, Ross and Rubinstein Call Bid

Z A-Z
Equal Probabhilities Model Fined Sat after Third Fri m -

General Additive Model el 2SSO ERS IIEI!I]IIME Il ® Use H.15 Data | MM

: Display Div

Binomial N Call Ask --- Schedule

| S
Put Bid i i iration. Div Yield

: No
Strike Price p ¢ pig-ask Average e | Dividends

Put Ask
Calculate Bid-Ask Averages
Calculate Implied Vols
Marlow Negative Imp Vols
Calculate Option Values

On the far right, click [CBOE File].

¢ Open U - T — - B 5ok File
'ﬁ’ 3 JE!I'}fI"I"IEﬂDW 3 Desk‘top 3 OptlonMarketSlm 3 = v |44 =arch el

‘ Organize v @Em Views -~ New Folder &)

|
Nameﬁ Date modified Type
J Prefs
RUT20070829uctelata.dat

ﬂ:' Documents
B Desktop

5| Recent Places
More »

Folders

) DBXImports ive one to your
I Desktop download a
J FutureQfHedgeFundMarketing

£ Marlow Modeling as Marketing
ﬂ OptionMarketSim
ﬂ OptionMarketSimDemo

load.aspx

File pame: RUT20070829CGuoteData dat - |CBOE dat Files

[ Qe ||

Navigate to the CBOE.dat file that you saved.
Open it.

17



American Market
Prices

Call Bid

European
Black-Scholes-Merton Model
Cox, Ross and Rubinstein

Equal Prohabilities Model -
General Additive Model Call Bid-Ask Average

Binomial N E Call Ask
33

Put Bid

Implied Zero-Yol
Yolatilities $ Values

Strike Price ¢ gig-ask Average

T76.70

Put Ask

Calculate Bid-Ask Averages
Calculate Implied Vols
Marlow Negative Imp Vols
Calculate Option Values

Year|Month| Day | Calendar
 Start | 2007| AuG | 29 A
Ep Z| A-Z
(G0

Hour [Minute AM/PM | b LU
Open 9 | 30 | mr || ]

RUT (RUSSELL 2000
INDEX)
Aug 29, 2007
@ 14:17 ET
£776.70

2007 Sep 500.00

Cep 520,00

No Divs

Display Div
Schedule

Enter
Div Yield
No

Dividends 7 2007 Sep 580.00

You must indicate manually whether these options
are European- or American-style and choose a
model.

If the underlying pays dividends, you must enter the
dividend information manually.

| f y o udinegtoobtain Federal Reserve H.15
yield-curve data, click [Get Fed Data].

If you prefer to download an H.15 file manually, to

do so, go to

http://www.federalreserve.qgov/releases/h15/Updat

e/h15upd.txt . Save the file to the same location
where you keep your other simulation data files.
Make certain that it is a .txt file that you download.
The simulator cannot read data in other formats.

|l f youdbve saved an
instead of downloading a new one.

H. 15 file

18
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http://www.federalreserve.gov/releases/h15/Update/h15upd.txt
http://www.federalreserve.gov/releases/h15/Update/h15upd.txt

American European Market Implied Zero-Yol Get Fed Data Calendar | CEQE File Run All

Black-Scholes-Merton Model Prices Volatilities $ Values EEI m A RUT (RUSSELL 2000

Cox, Ross and Rubinstein Call Bid Z A-Z INDEX)

- % Aug 29, 2007
Equal Probabilities Model ;

- s @ 14:17 ET
General Additive Model Call Bid-Ask Average : O Norton 360 o = $776.70

% Di¥| 1 2007 Sep 500.00

Binomial N Call Ask . Ale 2 2007 Sep 520.00
1 Norton 360 Alert 3 2007 Sep 540.00

= 4 2007 Sep 550.00

Put Bid Help Support [jH 5 2007 Sep 560.00

6 2007 Sep 570,00

Strike Price p,¢ gid-ask Average (1} Aprogramis attempting to access the internet 7 2007 Sep S80.00

T76.70

Put Ask & Should Norton 360 allow this access?
Show Details
Calculate Bid-Ask Averages

Calculate Implied Vols i i i . i

Marlow Negative Imp Vols
Calculate Option Values

After you click [Get Fed Data], you may have to tell
your Internet security software to allow the
calculator to access the Fed data.

Get Fed Data Calendar | CEOE File Run All

To calculate the geometric risk-free rate that corresponds to A :
a given option's time to expiration, the calculateor will m Z A-Z RUT!'RUSSEII_:;?;(C)I
interpolate among the rates displayed below. They were m LT 2 ELLE
obtained either from the Federal Reserve's H.15 Daily Update @ Use H.15 Data [JERAEEED e ;‘;:::;
at & Display Di¥| 12007 sep 500.00
http://www.federalreserve.gov/releases/hl5/Update/hl5upd. txt Schedule 2 2007 Sep 520.00
or from the H.15 file you opened. & | 3 2007 Sep 540.00
Enter 4 2007 Sep 550.00
After you have reviewed these rates, click OK. If you Div Yield ;323; ?Epi:';"i:
obtained the rates via the Internet, you will be prompted to Divi::nds ?;}:H ;Zg;a:]::}:]
save the report.

00.00

Save the file so you can import it into the Option Market
Simulator.

The calculator uses the Federal funds rate as a one-day rate.
Sometimes the Federal funds rate is screwy. If you don't like
theoFederal funds rate or any other rates and want to modify
thenm, "edit 'the release. Save the release to your hard drive.

To see the interest rates that the calculator
imported, scroll to the bottom of the report.

19



Get Fed Data | | Calendar | CBOE File Run All
Simple Risk-free Rates _

Abort m A RUT (RUSSELL 2000
INDEX)

Federal funds 5.27% m e Aug 29, 2007
@ Use H.15 Data AL @daTEr

1-month 4.74% : : - 20T
] Display Div 1 2007 Sep 500.00

Schedule 2 2007 Sep 520.00

— 3 2007 Sep 540.00
Enter 4 2007 Sap 550.00

6-month 4.69% Div Yield 5 3007 Sep 560.00

3-month 4.63%

Mo 6 2007 Sep 570.00

l-year 4.55% Dividends 7 2007 Sep 530.00
00.00

2-year 4.28%

3-year 4.28%

5-year 4.39%

Tryaar 4.47%

In the Fed Data column of the calculator, click
[OK].
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American European Market Implied  Zero-Yol [ear|Month | Day | [FGetFed Data)| [[Calendar | CBOE File Run All
Black-Scholes-Merton Model Pm_:es Volatilities $ Values Eﬁlmm A RUT (RUSSELL 2000
Cox, Ross and Rubinstein Call Bid m--- Z A-Z INDEX)
Equal Probabhilities Model = Find Sat after Third Fri EpEpELD
= No Divs @ 14:17 ET
General Additive Model Call Bid-Ask Average Hour |Minute [AM/PM $776.70
% Open| 9 | 30 | aM | L NIEGUEIREIO | Display Div| 12007 Sep 500.00
Binomial N Call Ask Schedule 2 2007 Sep 520,00
33 o 3 2007 Sep 540.00

b 2007 Sep 550.00
Put Bid 8 2007 Sep 560.00

M e D07 Sep 570,00
A m

007 Sep 580.00

Strike Price Put Bid-As
176.70 File name: H1520070829|

Put Ask

Save as type: ’Tent Files

Calcula

i ~ Browse Folders
Calc

Marlow Neg I
Calculate Option Values

The calculator prompts you to save the H.15 file

| ocal |l y. Do so. Soon youol |l need to Iimport this same
file into the simulator.

If here or anywhere else, when you try to save a

file, you get an error message, chances are youodve
given the file too | oniggta name or youodre try

save the file farther away from the C: drive of your

computer than this software can cope with. The

softwareds open file and close file capabilities are
limited to combinations of file path and names that

contain a maximum of 126 characters.

Also, if you try to open a file that is already open in
another application, you will get an error message.
If you try to open a file that is selected in another
application, you may get an error message.
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American @ European Market Implied Zaro-Yol Marlow Negative Implied Volatility n CBOE File Run All

@ Black Scholes-Merton Model B IF;';C:S Volatilities 3 Values We all know there’s no such thing as negative RUT (RUSSELL 2000
Cox, Ross and Rubinstein altst volatility. Even so, you may find Marlow negative INDEX)

. & - — Aug 29, 2007
Equal Probabilities Model implied volatility to be a useful measure. ® 14:17 ET

General Additive Model _‘_ When you examine implied-volatility smiles and the $776.70
term structure of implied volatility, the notion of 1 2007 Sep S00.00
Call Ask 2 2007 Sep 520,00

negative volatility can salvage data points you 3 2007 Sep 540.00

otherwise might lose. 4 2007 Sep 550.00

Put Bid When you calculate an option's value, the greater :igs; 55:” ::ﬁ'aﬁ

- the expected volatility of the underlying, the e 52; oo
776.70 Put Bid-Ask Average greater the theoretical value of the option. Going in
- % the other direction, when you calculate an option's

Put Ask implied volatility, the higher the market price of the
option, the greater its implied volatility. The lower
Calculate Bid-Ask Averages the market price of an option, the lower its implied
volatility. Fine.

Calculate Implied Vols
Marlow Negative Imp Vols
Calculate Option Values

But what do you do when you want to look at the
differences between the implied volatilities of bid
prices and ask prices and you cannot calculate an

At the top left, specify whether the options in the
chain are American-style or European style.

Even though the simulator treats all options as if
they are European style, you can bring in and work
with implied volatilities of American-style options.
In effect, the simulator transforms American-style
options to European style.

Also at the top left, choose an option-valuation
model. The Black-Scholes-Merton model is accurate
only for European-style options (options that may
be exercised only at the time of their maturity or
expiration).

Click [Marlow Negative Imp Vols]. For an

explanation of how the simulator uses fANegativeo
implied volatility, click [?]. To make the explanation

go away, click [?] again.
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American European Market Implied Zaro-Yol Year Month | Day Cet Fed Data Calendar | CBOE File Run All
Black-Scholes-Merton Model Pm_:es Volatilities  $ Values | Start | 2007 aue = Abort A RUT (RUSSELL 2000
Cox, Ross and Rubinstein Call Bid Exp

. = Z |A-7 INDEX)
Equal Probabilities Model Find Sat after Third Fri Edit | Open Aug 29, 2007

- at; Mo Divs @ 14:17 ET
General Additive Model Call Bid-Ask Average . Hour Minute | AM/PM Use H.15 Data

£776.70
Mkt Symbol Open| 9 E]] aM Display Div

1 2007 Sep 500.00
Binomial N'| EESN| call Ask Data 14 17 M Simple R-f Rate | Schedule 2 2007 Sep 520.00
33

o 3 2007 Sep 540.00

close = L o Enter 4 3007 Sep 550.00

Current Put Bid Find time to expiratien. | [ Calculate Geo || Div Yield | 52007 sep s60.00
Index or

Geometric No 6 2007 Sep 570.00
Asset Price | Strike Price |p . Bid-Ask Average Trading days Years to exp  Risk-free Rate Dividends TN I} S B
176.70 @ 3

% oo, 00
Put Ask

Calculate Bid-Ask Averages
Calculate Implied Vols
Marlow Negative Imp Vols
Calculate Option Values

To test for data and logical integrity, on the right

click one of the options. In the example, we click
[30 2007 Sep 810.00].
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American @ European Market Implied  Zero-Vol ' Year|Month | Day | Calendar | CBOE File Run All
@ Black Scholes-Merton Model Pric_:es Volatilities $ Values mmm A RUT (RUSSELL 2000
Cox, Ross and Rubinstein |[SENSI _ o _Exp 2007 SEP | 22 Z A-Z LIy
Equal Probabilities Model 7.20] 23.9903%] s0.0000 mm = Aul_: ii’;:'g
General Additive Model Call Bid-Ask Average 'Hour |Minute | AM/PM | ® No Dive ) $776.70
7.4000 23.5985% 50.0000 m“m @ Manual Entry Display Di¥| 27 2007 Sep 780.00
H Call Ask Data 14 17 2w Schedule 222007 7000
{RUSSELL -

2
Binomial N 2
33

. o 2007 Sep 8
usse 7.60 23.9050% 00000 (Close & | 15 | mw || 868 | ey | 2200w
bR Put Bid Find time to expiration. Calculate'Geg || | Div Yield | 31 2007 sep 820.00

40.70 27.3076% §30.8165 No 32 2007 Sep 830.00
i i 5 i 33 2007 Sep 340.00
Strike Price ot gig-ask Average N EEEEEED s
LA 0 41.000 27.7437% §30.8165 | 16:2914 | 0.0646 00.00 | 302007 Sep 810.00
call: (RUZ 18)
Put Ask |Labor Day, SEP 3, Bid: $7.20
41.30 28.1778% $30.8165 Ask: $7.60
Calculate Bid-Ask Averages it ;‘1‘;_3;5“3
Calculate Implied Vols Ask: $41.30
Marlow Negative Imp Vols ESEiEnE

Calculate Option Values
P Clear

If everything is in order, the calculator will fill in the
required data fields and calculate implied volatilities
for this strike price and time to expiration. It will
calculate implied volatilities for call bid, call bid-ask
average, call ask, put bid, put bid-ask average and
put ask prices.

If the calculator produces any negative implied
volatilities, you will see that the corresponding
market price of the option is lower than theoretical
price would be if the volatility estimate for the
underlying were zero.
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[Year|Month | Day | [’GetFeaData)| [[Calendar | CEOE File Run All
| Start [ 2007 ave | 29 | A RUT (RUSSELL 2000
Expected mm“ INDEX)

- Aug 29, 2007
Dollar Amount f @ 14:17 ET

of Dividend Dollar Amount — $776.70
Given Current | | as Percent of 5 e . 27 2007 Sep 780.00
Asset Price Asset P Ml b EEEERe Schedule | 28 2007 Sep 790.00
10 2 MAR 20 2007 Sep B
Enter 30 2007 Sep 810.

Div Yield 31 2007 Sep 820.00

Present 32 2007 Sep 830.00

Yalue Div 33 2007 Sep 340.00

o= B VEC 3
176.70 0 e LT5% 20 2007 Sep 810.00

Call: (RUZ 1B)
Bid: $7.20
Ask: $7.60
Put: (RUZ UB)
Bid: $40.70
Ask: $41.20

Days to Exp: 16.29

If (and only if) the underlying pays lumpy
dividends, click [Display Div Schedule].

Enter estimates of future dividends as a percentage
of asset price.

Click [For optiondés time to exp, calcul ate present
value of dividend stream].

(If you have not successfully tested an option
before you enter the dividends, clicking this button
will produce error messages.)
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[Wear|Month | Day | [fGetFedData)| [Calendar | CBOE File Run All
| Start | 2007| AU | 29 | A .
Abort RUT (RUSSELL 2000

— exp 2001 s gz | AbOTt —— L2000
Dollar Amount Find Sat after Third Fri Mo DI “"I_: '1;9“2:'2;
of Dividend Dollar Amount , "Hour | Minute | AM/PM o Divs @ $?.7 7

w o - Ex-Div Dates e oo 0 6.70
Given Current | | as Percent of © Divs as % of - - Manual Ent i i
Sven Current 1 o e oo || Wonin Day AssetPice ||[Open| 9 | 30 | mr g 2 | Dispiay Div

Schedule
MAR

Enter 30 2007 Sep
Div Yield 31 2007 Sep 820.
Present 32 2007 Sep 830.00
value Div 32 2007 Sep 840.00

T16.70 e LTh% 510.0194| 20 2007 Sep 810.00

Call: (RUZ 1B}

Bid: $7.20

Ask: $7.60

Put: (RUZ UB)
Bid: $40.70

Ask: $41.20
Days to Exp: 16.29

schedule

The present value of the dividend stream will If, instead of paying lumpy dividends, the

appear in the dividend present value field. underlying pays a dividend yield, click [Enter Div

Click [Close Dividend Schedule]. Yield]. Type the continuous dividend yield into the
field at the bottom of the dividends column of the
calculator.
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American European Market  Implied  Zero-Yol [Year|Month | Day | [fGetFedData)| [Calendar | CBOE File Run All

Black.ScholesMerton Model Prices Volatilities 3 Values

stan 2001 we | 29 A o
callBia Bp 207 s o S

Cox, Ross and Rubinstein Z A-Z

TP T.20 23.2903% 0.0000 F 0 : Aug 29, 2007
Equal Probabhilities Model : # Find Sat after Third Fri mm No Divs IJ.:; 14:17I I;T
General Additive Model Call Bid-Ask Average 'Hour|Minute | AM/PM | ¢ $776.70
7.400 23 .5985% 50.0000 m“m @ Manual Entry Display Di¥| 27 2007 Sep 780.00
BinomialN | Rur | call ask Daa 1a 11 o Schedule | 2007 s e
= G o 109 2007 Sep 300.00
55 || @ussmn| " v 2a.swsee so.omo [Closel & g5 | e || a8es| [ gmer | uoSnin
THDEX Put Bid Find time to expiration. Calculate Geo')| | Div Yield | 312007 sep 820.00
) 40.70 27.3076% §30.8165 No 007 Sep 830.00

Strike Price py¢ gig.ask Average Dividends 3

7
]
9

MMM NENN

007 Sep 840.00

LA §10.00 41.000 27.7437% $30.8165 | 16.2914 ELCUR| 202007 Sep 510.00
call: (RUZ 1B)
Put Ask Labor i 7 7 Bid: %7.20
41.30 28.1778% $30.8165 Ask: $7.60
Calculate Bid-Ask Averages it ;‘:%_Z;CJF)
Calculate Implied Vols Ask: $41.30
Marlow Negative Imp Vols EeraimEnE oy

Calculate Option Values
P Clear

If a single option tested successfully, at top right,
click [Run All].
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American @ European Market Implied Zero-Yol Calendar | CBOE File Run All
- =Te o HoH g -

P o ar

g g g S e ]

¥R} ,52.4000,54.6000,0.0000,1.3146,331.2914,0.901,24.3344% 24 7337% ,25.1314% ,30_5656%,30. 9473%, 3132502, 4.3682%,

3,2008 Dec,750.00, (YOV LW),119_60,122.60,68. 5568, (YOV
W) ,68.5000,74.2000,0.0000,1.3146,331.2914,0.966,23.8641%,24.3362%,24.6074%,29.3177%,29.7367%,30.1554% ,4.3682%,

3,2008 Dec,500.00, (YQV LB} ,92.20,95.00,21.3473, (YQV ¥E} ,58.0000,90.7000,0.0000,1.3146,334.3944 1 030,23.2092% ,23.6146% 24 0201% 28.1794% 28_5712%,26.9632%, 4 36323,
3,2008 Dec,505.00, (YOV LA} ,89.50,92_40,16.6263, (YQV ¥A) ,90.0000,92.9000,0.0000,1.3146,331.3944 1 036,23.0897%,23.5074% ,23_.9251% 28.0291% 28_4480%,26. 86713, 4 36323,

3,2008 Dec,850.00, (YQV LG} ,68.70,70.70,0.0000, (YQV
#G),111.4000,113.2000,25.8623,1.3146,331.2914,1 094,22 $528% 22 . 7643% ,23.0457%,27.2243%,27_4750%,27. 73172, 4. 3682%,

3,2008 Dec,300.00,(YOV LL),43.00,50.70,0.0000, (YQV
#L} ,138.2000,140.2000,73.0748,1.3146,334 2944 1. 159 91 6572% 3

3,2008 Dae,950.00, (YOV LU} ,32.70,35.00,0.0000, (YOV

'0 Save As

¥UU) ,168.8000,171.4000,120.25814,1.3146,331.2914,1_223 20.6271% N N N 1

i . . . . . . () [B « Desktop » OptionMarketSim » - | 44 || search bl
3,2008 Dec,1010.00, (YOV LC),18.80,20.50,0.0000, (YOV
¥C) ,211_4000,213.8000,4176.9328,1_3146 331 .2914 1 300,13 _5663% .

File name: RUTImpVols20070829 -

3,2008 Dec,1050.00, (YOV LE),12.80,14_50,0.0000, (YOV
¥E),242.3000,244.6000,214.7005,1.3146 331.2914,1.352,19_1163% Save as type: ’File of CSV Values v]
2,11,
1,RUT (RUSSELL 2000 INDEX},776.70 + Browse Folders fom— ] [ — ]
2CAuE 29 Jzuud [ len7 ET

The calculator calculates implied volatilities for all
the options in the chain. It prompts you to save the
results as a .csv (comma-separated values) file.
Save it with your other simulator data.
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Before yon can import an option-chain implied volatility file,
you first mmst create it with the option-chain implied wvolatility
calcunlator. After yom create the file,

To import the file, click execunte.

close the i-vol calculator.

Open Option Chain
| Yol Calculator

Close | Vol
Calculator

Import option-

chain implied

volatility file
Execute
Cancel

a From Fed data and a CBOE file, the cption-chain implied-volatility calculator creates and saves an initial file of implied velatilities, You then open the file in the opticn market sim,., EEECES

Market
Prices

Call Bid
T.20 23.2903%

Call Bid-Ask Average
7.400 23.598

Call Ask
7.60

Put Bid
40.70 27.307

Put Bid-Ask Average
41.000 27.743

Put Ask
41.30 28.1718% 530.8165
Calculate Bid-Ask Averages
Calculate Implied Vols
Marlow Hegative Imp Vols
Calculate Option Values

@ European
Black-Scholes-Merton Model
Cox, Ross and Rubinstein
Equal Probabilities Model
General Additive Model
Mkt Symbol
Binomial N RUT
33 {RUSSELL
2000
IHDEX)

American Implied Zaro-Yol

Yolatilities $ Values | Start | 2007
Exp 2007

50.0000

§0.0000 open| o

Data 14
Close 4

23.905 50.0000

Current

Index or

Asset Price | Strike Price
T76.70 £10.00

$30.8165

530.8165 16.2914

Year Month

Find Sat after Third Fri
Hour Minute AM/PM

Find time to expiration.

Trading days Years to exp

Day Get Fed Data
Abort
Edit | Open

Use H.15 Data

AUG 29
SEP

oM

A Simple R-f Rate
PM 4.86%

Calculate Geo
Geometric
Risk-free Rate

0.0646 4.75%

Calendar
A

Z A-Z
No Divs

Display Div
Schedule
Enter
Div Yield
No
Dividends
00.00

X

CBOE File Run All

RUT (RUSSELL 2000
INDEX)

Aug 20, 2007
@ 14:17 ET
$776.70

2007 Sep 800.00
2007 Sep 810.00

8

007 Sep 840.00
007 Sep 850.00
2007 Sep 860.00

i
i
i
i

i
3
3
3
3
=

[ I R R R~

[

30 2007 Sep 810.00

Call: (RUZ 1IB)

Bid: %7.20

Ask: $7.60

Put: (RUZ UB)
Bid: $40.70

Ask: $41.30
Days to Exp: 16.20

Clear

To close the option-chain implied volatility
calculator, click [Close I Vol Calculator].
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Before yon can import an option-chain implied wvolatility file,
you first mmst create it with the option-chain implied wvolatility
calcunlator. After yom create the file, close the i-vol calculator.

To import the file, click execunte.

Import the implied volatilities.

To import the option-chain implied-volatility file into
the simulator, click [Execute].

30

Open Option Chain
| Yol Calculator

Close | Vol
Calculator

Import option-

chain implied

volatility file
Execute

Cancel




Open Option Chain

| Vol Calculator
Before yon can import an option-chain implied volatility file, Close | Yol
you first mmst create it with the option-chain implied wvolatility
calculator. After yom create the file, close the i-vol calculator.

Calculator

Import option-
click execute. chain implied
volatility file

To import the file,

Execute

4 Open

) ) |ﬂ b jerrymarlow » Desktop » OptionMarketSim » v|"¢||55:':-"

‘ Organize ~ &m Views - § Mew Folder

Namef Date modified Type Size
J Prefs E2L) RUTHistoricalPrices20070829table.csv

[ Documents
L] RUTImpVols20070829. csv

B Desktop

Recent Places

More »
Felders hd
D Desktop o

) FutureCfHedgeFundMarketing
= Marlow Modeling as Marketing
ﬂ OptionMarketSim
| Prefs
E OptionMarketSimDemo -

File name: RUTImpVols20070829.csv A |JM csv ImpYolFiles ~ |

[ Open ] | Cancel |

Browse to the option-chain implied volatility file you
wish to open.

Open it.
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Open Option Chain
| Vol Calculator
RUT (RUSSELL 2000 INDEX) 5776.70 Close | Yol
Aug 29, 2007 @ 14:17 ET

Calculator
call Put
Days Bid/Ask Bid/Ask Import option-
to Averge Call Ask Put Bid Average chain implied
Exp Strike Imp Vol Inp Vol Inp Vol Imp Vol volatility file
16. 500.00 0. -102.83% -98.14% Execute
16. 520.00 0. -95.46% -91.11%
16. 540.00 O. -87.70% -83.58% } Cancel
16. 550.00 0. -54.19% -79.58% . Record
16. 560.00 0. -80.18% -75.65%
16. 570.00 0. -76.77% -72.43%
16. 580.00 0. -73.65% -67.35%
16. 590.00 0. -68.79% -65.48%
16. 600.00 O. -66.26% -61.20%
16. 610.00 O. -62.52% -56.99%
16. 620.00 O. -58.60% -54.02%
16. 630.00 O. -54.29% -49.36%
16. 640.00 O. -50.28% -44.73%
16. 650.00 O. -45.63% -39.40%
16. 660,00 O. -41.51% -36.13%
16. 670.00 O. -35.93% -29.59%
16. 680.00 O. -25.39% 22,39%
16. 650.00 O. -16.31% 27.69%
16. 700.00 0. 27.06% 28.54%
16. 710.00 O. 28.29% 29.33%
16. 720.00 O. 28.73% 29.66%
For every option in the chain, the simulator displays The simulator import s implied volatilities, not
its days to expiration, strike price, ratio of strike option prices.

P rI i.lf: e to . under | yi nlg _cl}psricec u rkr ent y&'midghhavethbtfted that the simulator does not
volatility, bid-ask-average price volatility and ask- import option prices. It imports implied volatilities

price volatility. and calculates option prices from the implied
For those options whose market prices were less volatilities.

than the theoretical prices would be with zero As the price of the underlying changes over time,

volatility, the simulator dispdeihdatdl&dhl fatloP the strike price to
volatilities. the price of the underlying to adjust strike prices
To make these implied volatilities the active implied relative to the price of the underlying, adjust
volatilities in the simulator, click [Record]. implied volatilities and calculate new option prices.

Whenever you import and record a new option-
chain implied volatility file, it rules. As time passes,
the simulator modifies it.
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Option Chain | Vols
Risk-free Rate
Import Federal Reserve yield - curve data.

To import yield-curve data for the risk-free rate,
click [Risk-free Rate].

Use constant
risk-free rate
Import and use
Federal Reserve

yield-curve data

Cancel

Click [Import and use Federal Reserve yield-curve
data].
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& Import local
Fed H.15
Release
.txt file

Execute

Cancel

If you want to obtain the data via the Internet from
the Fed, select that button.

If you want to open the file you saved locally with
the option-chain implied volatility calculator, select
the [Importlocal FedH. 15¢é] button.

Click [Execute].
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& Import local

e - Fed H.15
@ Q | B « Desktop » OptionMarketSim » - | | Search Release
- . .txt file
Organize > g22 Views = Mew Folder
Name Date modified Type
. Prefs

[ Documents
|| H1520070829.txt

Bl Decsktop
Recent Places

More »

Folders
D Desktop
. FutureOfHedgeFundMarketing
% Marlow Modeling as Marketing
E OptionMarketSim
. Prefs
H OptionMarketSimDemao

File name: H1520070829 b - IText files

Execute

Cancel

To open a local H.15 Release, browse to it and open
it.
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To calculate the geometric risk-free rate that corresponds to a given

option’s time to expiration, the calculator will interpolate among the rates

displayed below. They were obtained either from the Federal Reserve's

H.15 Daily Update at

http:ffwww.federalreserve.govireleases/h15/Update/h15upd.txt or from the @& Import local
H.15 file you opened. Fed H.15

Release
After you have reviewed these rates, click Close Rate Report. .txt file

The calculator uses the Federal funds rate as a one-day rate. Sometimes Close Rate Report
the Federal funds rate is screwy. If you don't like the Federal funds rate or

any other rates and want to modify them, you can edit the release itself

(not this extraction). After you edit the release, save it locally and then

import it.

Calculate
Alternatively, you can save the entire H.15 release to your hard drive. risk-free rate for
Open it in your word processor. Edit it. Save and close the file. Then =
import it into the simulator. 15

@ Trading days

To edit the rates, under Federal funds and Treasury constant maturities/

nominal, change the right-most rate for any time-periods you want. Simple

Simple Risk-free Rates Risk-free Rate

Federal funds 5.2T% Geometric
Risk-free Rate

1-month A.74%
Execute

J-month 4.63% Cancel
6-month 4.69% Record
1-year 4.55%
2year 4.28%
J-year 4.28%

S5-year 4.39%

The simulator displays the yield-curve data it will
use to calculate option values.

A calculator appears with which, if you wish, you
can calculate simple and geometric risk-free rates
for the time horizons of your choice.

Click [Record].
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Option Chain | Vols

Riskfree Rate
Hist Prices, Yol

| mport underlying’s historical prices from
which simulator will calculate historical
volatilities.

To import the file of historical prices that you
downloaded from Yahoo, click [Hist Prices, Vol].

Use constant
historical volatility

Import and use
historical prices
from which
to calculate

historical volatility
for reach-back
periods of
different lengths

Cancel

Click [I mport and use historical pricesé.]|]
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Maximum
Reach-back

ReachBack Annualized Prob Dist Period
Trading 78R

Days Years Hist Vol Geo Return Av Return @ Trading days

Date Adj. Close

From a comma-separated-value (.csv) file of =]
an underlying's price history, the simulator
calculates the underlying's historical price
volatility and its annualized geometric rate of
return. The simulator calculates these

measures for a range of reach-back periods.

The simulator may use the relationship
between historical volatility and implied
volatility to simulate possible evolutions of
expected volatility and, thereby, option prices
into the future.

To develop your option-trading strategies and
to make decisions about which options to buy
and which to sell, you may want to examine
the relationships between historical and
implied volatilities.

. Reach Back, , , Anmmalized, Prob Dist
Date, Adj. Close, Trading Days, Years, Hist Vol, Geo Return, Av
Return

When you want to calculate historical
volatility or historical return, you have to
decide how far back ip history yvou want to

Execute
Cancel

When you imported the file of option-chain If you accept that default, when it imports historical
volatilities, the simulator noted the longest time to price data, the simulator will reach that far back.
expiration of the longest-dated option. It put that
number of days in the field at top left of this
screen.

If you put some other number of days or years in
that field, youdre on your oWl

Click [Execute].
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....... Maximum

Reach-back

ReachBack Annualized Prob Dist Period
Trading 78R

& Open ' @ Trading days

(B « Desktop » OptionMarketSim » - | +¢| From a comma-separated-value (.csv) file of =]
an underlying's price history, the simulator
calculates the underlying's historical price
volatility and its annualized geometric rate of
return. The simulator calculates these

measures for a range of reach-back periods.

Organize = Views™ = Mew Folder

Name Date modified
Prefs

E54) RUTHistoricalPrices20070829table.csv

L) RUTImpYols20070829. csv

Type
”.—' Documents

Bl Desktop
5l Recent Places

The simulator may use the relationship
between historical volatility and implied
volatility to simulate possible evolutions of
expected volatility and, thereby, option prices
into the future.

Maore »
Folders

DEXImports
[l P

m Desktop
FutureOfHedgeFundMarketing
2 Marlow Madeling as Marketing
E OptionMarketSim
Prefs

To develop your option-trading strategies and
to make decisions about which options to buy
and which to sell, you may want to examine
the relationships between historical and
implied volatilities.

- When you want to calculate historical
volatility or historical return, you have to
de ge Now 14 UaCK 1] 1] O O Wall

o=n

File name:  RUTHistorical Prices2007082%able csv v [esv Hist Prics File ~|

| Open | | Cancl | Execute

Cancel

Browse to the file of historical prices that you
downloaded from Yahoo.

Make sure you open a file of historical prices.
Opening any other type of file may cause the
software to crash.

Open the file.
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Maximum
Reach-back
Annualized Period

ReachBack Trading

Date Adj. Close Days Years Hist Vol Geo Return 736
2007-08-28 $767.83 0 0.000 a* b= @ Trading days
2007-08-27 $789.45 1 0.004 a* -699.76%

2007-08-24 $798.93 2 0.002 17.77% -500.28% From a comma-separated-value (.csv) file of =
2007-08-23 $788.25 3 0.012 33.01% -220.47% an underlying's price history, the simulator =
2007-08-22 $798.56 4 0.016 27.17% -247.22% calculates the underlying's historical price i
2007-08-21 $788.38 5 0.020 28.49%  -133.12% volatility and its annualized geometric rate of
2007-08-20 $787.45 6 0.024 25.83%  -105.97% return. The simulator calculates these
2007-08-17 $786.03 7 0.028 23.83% -84.34% measures for a range of reach-back periods.
2007-08-16 $768.83 8 0.032 20.31% -4.10%

2007-08-15 $751.54 9 0.036 27.43% 50.04% The simulator may use the relationship
2007-08-14 $762.87 10 0.040 27.29% 16.33% between historical volatility and implied
2007-08-13 $779.81 11 0.044 28.06% -35.47% volatility to simulate possible evolutions of
2007-08-10 £788.78 12 0.048 27.14% -56.53% expected volatility and, thereby, option prices
2007-08-09 £784.87 13 0.052 26.18% -42.55% into the future.

To develop your option-trading strategies and
to make decisions about which options to buy
and which to sell, you may want to examine
the relationships between historical and
implied volatilities.

. « Reach Back, , , Annmalized
Date, Adj. Close, Trading Days, Years, Hist Vol, Geo Return
2007-08-28, §767.83,0,0.000,a%, b*

2007-08-27, 5789.45,1,0.004,a%*, -699,76%

2007-08-24, $798.93,2,0.008,17.77%, -500.28%

2007-08-23, $788.25,3,0.012,33.01%, -220.47% When you want to calculate historical
2007-08-22, $798.56,4,0.016,27.17%, -247.22%

2007-08-21, $788.38,5,0.020,28.49%, -133.12%

2007-08-20, $787.45,6,0.024,25.83%, -105.97%

2007-08-17, §$786.03,7,0.028,23.85%, —B4.34%

2007-08-16, $768.83,8,0.032,26.31%, -4.10% et
2007-08-15, §751.54,9,0.036,27.43%, 60.04% Cancel
2007-08-14, §762.87,10,0.040,27.29%, 16.33% Record

2007-08-13, 5779.81,11,0.044,28.06%, -35.47%
2007-08-10, 5788.78,12,0.048,27.14%, -56.53%
2007-08-09, 5784.87,13,0.052,26.18%, -42.55%
2007-08-08, 5795.66,14,0.056,25.66%, -64.00%
2007-08-07, §774.13,15,0.060,27.61%, -13.73%

The simulator calculates historical volatilities and
geometric rates of return for a range of reach-back
periods from a few days up to a reach-back period
of the number of days in the field at top right.

If you like, you can export these calculations as a
.csv file. To do so, click [Export].

Click [Record].
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Option Chain | Vols
Risk-free Rate

Hist Prices, Vol

Display Chain Vols

Analyze implied v olatilities against realized
volatilities in implied - volatility display engine.

Once youbve cal echdimimpligd opti on
volatilities and historical volatilities, you can
analyze them visually.

Click [Display Chain Vols].

Display option-
chain implied
and realized
volatilities

Execute

Cancel

Click [Execute].
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The implied-volatility display engine makes it easy are the ratios of the strike price to the current price

to compare implied volatilities for puts and calls of of the underlying. In our example simulation, the
different strike prices and of different times to current asset price is $776.70. Hence, at $777, the
expiration. ratio of strike price to current asset price is 1.0.

On the left, the volatility smiles for puts and calls of To see volatility smiles for different times to

a particular time to expiration appear. The red knob expiration, use the arrow keys on your keyboard or

and highlight band on the right tell you the time to drag the red knob back and forth.

expiration of the optionso Whgs 3 udeaFow'kBys Bo'niold the Khdh,

are displayed on the left. In the illustration, on the first click the top of the dis

left, we are looking at the implied volatilities of

keep the display from disappearing when you click
options with 36.3 days to expiration. P play PP g Y

on the simulatoros main displ.
The dollar amounts at bottom left are the strike top frame.
prices of the different options. The ratios at top left
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In the illustration above, the red knob is at 140.3 The yellow dot on the left is the realized or

days. The implied volatilities on the left are for historical volatility for a reach-back period equal to
options that expire in 140.3. the optionsd time to expirati
On the right is the term structure of volatility. It the yellow dot shows the realized volatility for a

shows how implied volatility \I/iesggf;/fbgcgp%ipqqf14(9.p3tdqy8§9§)%around

times to expiration. If effect, the smiles on the left

are slices or transections of the graphs on the right. The yellow line on the right shows the realized

You may have seen volatility surfaces. The implied- voIat!Iities for the range of rgach-back periods that
volatility display engine displays the same the simulator calculated earlier.

information but with multiple two-dimensional If you want any display graph line to come to the
images instead of one three-dimensional image. A fore, mouse over its button. If you want a graph
volatility surface cannot simultaneously display well line to appear or disappear, click its button.

implied volatilities for call-bid, call-ask, put-bid and
put-ask prices.
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implied
alized
ities

“Xecute

Record

To move the yellow indicator line and its call-out To see how you can use the implied-volatility

box up and down, drag the call-out box. display engine to analyze options and make trading

To make the implied-volatility display engine deci si ons, if you havenot done
appear and disappear, click its icon at bottom right free hedge-fund marketing demo

of the main display. http://www.optionmarketsim.com .

Whenever you make the display engine reappear, Click [Record].

click its top frame to keep it from disappearing.
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As realized vol  atility changes, how do you
want implied volatilities to change?

We imported implied volatilities for the entire
option chain. The simulator will use those implied

volatilities to price options before any time elapses.

But as time passes, we can expect implied
volatilities to change. If realized volatility goes up,
we might reasonably expect all the implied
volatilities to go up. Likewise, if realized volatility
goes down, we might expect all implied volatilities
to go down.

To model or simulate how the market prices of
options change, we have to model how implied
volatilities might change as realized volatilities
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change. The simulator uses a simple approach: As
the realized volatility for a specified reach-back
period moves up and down, all the implied
volatilities move up and down by the same amount.

You have to decide how long a reach-back period
you want to use to govern how implied volatilities
evolve relative to realized volatilities. The shorter
the reach-back period you specify, the more
sensitive the evolution of implied volatilities will be
to changes in realized volatility. The longer the
reach-back period you specify, the less sensitive
the evolution of implied volatilities will be.



o

Il n the user 6s g 6wdaleok atdleemp| e,
volatility smiles and term structure of volatility for

a reach-back period of 36.3 days, we see a
relationship between realized volatility and volatility
smiles that one might call reasonabled maybe

even normal. For at-the-money calls, implied
volatility is slightly higher than realized volatility.

For at-the-money puts, implied volatility is about

5% points higher than realized volatility.

On the right, we see how stable realized volatility is
for reach-back periods of different lengths. A reach-
back period of 36.3 days is in a steep part of the
curve, but not in a jagged part of the curve.
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il n

g mitheg t o
trad

the trading weodre
userd6s guide dehemploemmgest
likely to make will be in the vicinity of 36.3 days.
Hence, for those purposes, using a reach-back
period of 36 days to govern how implied volatilities
evolve is a reasonable choice. We use a whole
number of days because one cannot directly
calculate realized volatility for fractional days from
daily prices.

As you look at the option-chain implied volatilities

for the data you import and as you think through

the simulations youdre going
may want to make a different
researched how implied volatility changes as



realized volatility changes, you may want to take

are easy enough to program, but calibrating them

i nto account what youodve | ear toendarket data requires data and data manipulation

A shortcoming of simply letting implied volatilities
float up and down is that the shape of the term-
structure of implied-volatility remains the same. A
better way to model how the term structure of
implied volatility might evolve might be to adapt
models that simulate how the term structure of
interest rates might evolve. Some of those models
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techniques that are beyond the scope of this
simulator. If you have a formula for how implied
volatilities change as realized vol changes that you
would prefer to use and a way to calibrate its initial
conditions to market data, I can plug your formula
into the software for you.



e red ot LEES)| Option Chain | Vols
Riskfree Rate
0 7= 1001 - . : Hist Prices, Vol

Close Chain Vols

Evolve Imp Vols

Initiate Universe
Longest Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands
| Yol Curves at K
Trade New Option

Sim Underlying
Price Change

Rehearsal Script
Pointin Time
Shove Past to Left
Shift Left
Burn
Review
Save Sim
Run Saved Sim
Start Over
Exit Program

Click on the option-chain implied volatility display
engineds top frame. Drag the engine to the | eft

Click [Evolve Imp Vols].
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——
eft are slices of term structures of wolatility highlighted on right. To change days to expin = |eft- right-arrow keys or red knob.  (1E2-5)

7o 100

Realized

Type in the number of days in the realized-volatility
reach-back period you wish to use to govern how
implied volatilities evolve as realized volatility
changes.

Click [Execute].
Click [Record].
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As an underlying's realized volatility
changes, we can expect the implied
volatility of options written on that
underlying to evolve. If you have a
formula for how you expect implied
volatilities to evolve as realized vol
changes, Jerry Marlow can plug that
formula into the simulator for you.

For now, to evolve an option chain's
implied vols, the simulator floats all
the chain’s implied vols up and down
as the realized vol for a particular
reach-back period changes.

In the option-chain implied volatility
display, identify a realized-vol reach-
back period for which you think the
relationship between realized and
implied vol is reasonable. Pick a
reach-back period to which you think
implied vols are sensitive. Enter
below the number of days in that
reach-back period.

Number of Days in Period
36
Execute
Cancel
Record




To simulate the trading you want to do, h ow
many worlds do you need in your trading
universe ?

When you ran the free hedge-fund marketing demo
www.futureofhedgefundmarketing.com, you saw a

trading universe divided into seven trading worlds.
Each different time to expiration requires its own
world. To make things easier to see, you can
establish more than one world for a given time to
expiration.

The more worlds you establish, the smaller
everything is. The fewer worlds you establish, the
more things pile up on top of one another. You can
create a maximum of eight trading world.

|l f youdbdbre going to do somet hin
sell a straddle and dondt pl an
interventions before the options expire, one or two

To initialize the trading universe, click [Initiate Universe].

Type in the number of worlds you wish to create.

Type in the number of trading hours into which you
want the simulated trading day divided. For each
Ahour, 06 the simulator
position values.

Il f youdbre going to be
planning on making few interventions, you may

buyi ng

worl ds might be enough. | f you
complex positions and manage them closely, you
might want to set up seven or eight worlds.
Option Chain | Vols
Risk-free Rate
Hist Prices, Yol
Close Chain Vols
Evolve Imp Vols
Initiate Universe
Number Of Worlds
g
Ht:;urs,;m[dayI
Trading [_)ays
er‘l’ear
Execute
Cancel
want to specify only one trad

you want to simulate day trading, you may want to

specify many more fihourso per

r ecal cu lThketsiensilatammbkes albcplousatians dn the basis of

a 252-day trading year. You cannot change this

AP s el 1 ing LEAPS
Click [Execute].

and


http://www.futureofhedgefundmarketing.com/

Number Of Worlds
E

Hours per day

Trading Days

er Year

Execute
Cancel
Record

The simulator divides the universe into the number
of worlds you specify plus one world at the bottom
that it will use to graph aggregate position values.

Click [Record].
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What is the longest time to expiration with
which you’ re going to want

Different traders tend work with different ranges of
times to expiration. The first time to expiration you
set up is the longest one with which you might
want to work.

Click [Longest Expiry].

To make the option-chain implied volatility display
engine appear, click its icon at bottom right. Click
its top frame. Drag it down the screen.

t o
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wor k ?

Option Chain | Vols
Risk-free Rate
Hist Prices, Vol

Close Chain Vols

Evolve Imp Vols

Initiate Universe

Longest Expiry



;*

a
1050

In World

To indicate in which world you want the simulator
to draw the longest expiry, you can type the
number in the field or you can click the screen in

that world. Click somewhere to the left of the stack
of buttons on the right. Click above the world at the
bottom of the screen. Click in the top world. See if

1 appears in the in-world field.

Current Price of Underlying

When you import the option-chain implied
volatilities, the simulator automatically fills in the
current price of the underlying.

In World

Current Price

of Underlying
577670

Highest Ann Vol

[:":1

Start sim

I icels

, from left

| Trading Days
and Hours to
Longest Expiry

Days

Hours [EEEIPAN

Stop sim
o T

from right

Largest Expected
Paosition, Net
Position or
Portfolio Value
(Will be used

to scale dollar-

value graphs
$2,000,000.00

T
Y/ [ —"

Al EEEEN Conesl
5 56 &n

331

Highest Ann Vol

Whatever percentage you enter into the Highest
Ann Vol field, the simulator will use to scale price
axes and probability distributions. In our example,
the highest at-the-money implied volatility is for
options that have 16.3 days until expiration. It is
around 30%. In the example, we use an annual
volatility of 30% to scale everything.

Start Sim ___ Pixels from Left

You can control how far from the left edge of the
screen the longest expiry begins. One hundred
pixels usually works well.



In World

Current Price

of Underlying
577670

Highest Ann Vol

_: %

Start sim

pixels
» from left
| Trading Days
and Hours to
Longest Expiry

Days
Hours [FEEIPAN

Stop sim
s

from right
Largest Expected
Position, Net
Position or
Portfolic Value
(Will be used

to scale dollar-

T T

D | .
DR ...
Execute
[ [

Trading Hours to Longest Expiry Stop sim _____ pixels from right

When you import the option-chain implied volatilities, You can control how close the expiry axis is drawn to
the simulator fills in the nhumber of hours and partial the right edge of your computer screen. Oft times
hours remaining in the trading day from which the position elements appear to the right of the axis.
implied-volatility data was taken. If you wish to They are often over 200 pixels wide. Hence 245
synch your trading simulation with the market data, works well in this field.

leave this field as is. The first time it simulates price

) _ _ Largest Expected Position, Net Positio n or
paths, the simulator will use up any partial hour. Portfolio Value
Trading Days to Longest Expiry As you saw in the hedge-fund marketing demo
Type in the number of whole days in the longest www.futureofhedgefundmarketing.com , the
time-t o expiry youdre going t o siabator graphsttiheavdlee of éaoh poditeon and the
example, the longest time to expiration of the net value of your trading portfolio. Type in here the
options weodll be trading is Jdatges vaurysu. exped ary of thoserpositiores to
example, we enter 36 in the days field. reach. The value you enter will determine the scale

and labels of the graphs.
54


http://www.futureofhedgefundmarketing.com/

To make the implied-volatility display disappear, click Click [Execute].
its icon.

Effects on i - i f- 1% Time to Exp -1 Day Risk-free R +/- 1% pt I Vols +/- 1% pt VYalues Using
Long/ -Short Net: $0.00 £50.00 $0.00 /$0.00 $0.00 $0.00 /$0.00 k7 i Market Data In World
$1092.91 Current Price

5921.34 of Underlying
§776.70

§776.70

Highest Ann Vol
s N

§551.98 Start sim

I ixels

from left
Trading Days
and Hours to
Longest Expiry

Days NETE
Hours IEEEIZII

Stop sim
s

from right

Largest Expected

Position, Net
Position or
Portfolic Value
(Will be used
to scale dollar-

value graphs!
$2 000 000.00

Execute
Blot
Cancel
52,000,000 Record
51,000,000
50
-51,000,000
-52,.000,000
Allocs/ -wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
$0.00 $0.00 F0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
If you wish to change anything, click [Blot]. Make the beginning, you dragged the yellow bars to
the changes. Click [Execute] again. different dimensions than we did fortheus er 6 s

guide example. The user-guide example is scaled

When everything is as you wish, click [Record]. : : Rt \
primarily for easy viewing in a browser window.

If your screen looks a little different than the
screen in the example, it looks different because, in
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WYalues Using A A
. Option Chain | Vols

51092, Risk-free Rate
5921, 34 Hist Prices, Vol
5776, Close Chain Vols
5654. Evolve Imp Vols

Effects on Underlying +/- $1 Underlying IVvels +/-
Long/ -Short Net: 0.0 a kil ki $0. I F0.0 3

5551. Initiate Universe

Add New Expiry

Add New Expiry
Click [Add New Expiry].
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Underl - - 1% Time to Exp -1 Day Risk-fre - 1% Values Using
ff:gc:s-g::m-t Net: 50 0 § 50,00 :1;|:|,|:ul:3| Y $0.0 o0 0.0 0 Market mm:J In World
5109291 Trading Days
$921.34 and Hours to
Expiry
e Days
ey Hours

$551. 98
Execute

Cancel

2,000,000
1,000,000
50
-$1,000,000

-52,000,000
Allocs/ -Wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
£0.00 £0.00 $0.00 $0.00 §0.00 $0.00 $0.00 £0.00 $0.00

Here, inworldtwo, wedére going to add an expiry
with the same time to expiration as our longest
expiry.

Click in world two to the left of the interactive stack
on the right.

In the Days field, type 36.
Click [Execute].
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Lono/ -on st I Vols +f- 1% pt Values Using
Long/ -Short Net: 00 $0 ¥ i 0 marketnata 10 World  [IEN
51092, Trading Days
5921, 34 and Hours to
Expiry
176.
: Days
$694. (TP 0 5512000

$551.
51092,

§921. 3¢ Blot

$776. Cancel

Execute

5654, Record
§551.

2,000,000
1,000,000
50
-$1,000,000

-52,000,000
Allocs/ -wWds -Short -Tran Fees Acct Balance Profit/ -Loss
$0.00 ] 1] %0.0 %0.00 £0.00 il

If you wish to make any changes, click [Blot]. Make
the changes. Click [Execute] again.

Click [Record].
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Effects on
Long/ -Short Net:

2,000,000
1,000,000
50
-$1,000,000

-52.000.000

Y% pt IVols +f-

F0.1

Int Inc/ -Exp
30

Values Using
Market Data
51092,
§921. 34
5776.
5654

$551.
51092.

$921. 34
§776.
5654,
5951,

Option Chain | Vols

Risk-free Rate
Hist Prices, Vol
Close Chain VYols
Evolve Imp Vols

Initiate Universe

Add New Expiry

Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands
| Yol Curves at K
Trade New Option

Sim Underlying
Price Change

Rehearsal Script
Point in Time
Shove Past to Left
Shift Left
Burn
Review
Save Sim
Run Saved Sim
Start Over
Exit Program

-Tran Fees Acct Balance

F0.00

§0.00

Add two expiries that have 16 whole days until
expiration.
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Underlyin

Effects on
Long/ -Short Net:

Simulate Preliminary Prices

The simulation of preliminary prices is purely
cosmetic. In some situations, cosmetics matter.

Click [Sim Prelim Prices].

Effects on Underlying +/- $1 1% pt
Long/ -Short Net: $0. ao

Click [Sim preliminary prices from forecast].

I Vols +/- 1% pt

I Vols +/-

60

WYalues Using
Fi Market Data
51092,
5921, 34
§776.
$654.

§551.
51092,

5921. 34

Yalues Using
Market Data
51092,
5921, 34
§776.
$654.

§551.
51092,

Option Chain | Vols
Risk-free Rate
Hist Prices, Vol
Close Chain Vols
Evolve Imp Vols
Initiate Universe
Add New Expiry
Sim Prelim Prices

Sim preliminary
prices from
forecast

Use prices
in imported
price-history file

Cancel




Effects on Underlying +/- $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% pt I Vols +/- 1% pt VYalues Using

T an 0 0 Market Data In Worlds
51092.91 @& One @ Six
$921. 34 & Two
$776.70 @ Three
$654.77 @ Four

Long/ -Short Net: $0.00/ %0.00 0.00 $0.00 $0.00 ¢ $0.00 $0.00 / §0.00

§551. 98
5109291 Forecast Av Ret

- o
§921.34 DO
[ Forecast Volatility
5776.70 20E8
5654. 11
14 17 15 132 11 = 7 5 3 : $551.98
51092.91
5921.34
$776.70
§654. 717

$551. 98
$1092.91

§921.34
$776.70
$654. 77
5551, 98

Lock Random Seed

Execute
Cancel

In Worlds Forecast Av Ret

Whenever you bring up some commands, the Because preliminary prices are purely cosmetic, you
simulator guesses in which worlds you want the can enter whatever forecast you think will draw the
command to take place. When it guesses wrong, price path you want to illustrate. If you want to
turn on or off the buttons for the worlds that are draw a price path coming down dramatically, enter
wrong. In the example, the simulator will simulate a large negative number. Here we enter -400%.

potential preliminary price paths in worlds one,

Forecast Volatilit
two, three, four and six. d

Type in a forecast volatility that will draw the
potential price path you want. In the example,
because recent short-term volatility has been
around 30% we enter 30%.

Click [Execute].
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Effects on Underlyi +f- $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% pt I Vols +/- 1% pt Values Using
Long/ -Short Net: $0.00 £ $0.00 §0.00 7 $0.00 §0.00 $0.00/%0.00 $0.00 1 $0.00 Market Data In Worlds
$1092.91 @& One @ Six
§921.34 & Two

$776.70 & Three

5654. 77 & Four

5551. 98
$1092.91 Forecast Av Ret
5921.34 100
§654. 17 "
19 17 15 13 11 g 5 3 1 5551, 98
51092,
5921, 34
$776.
5654.

§551.
51092,

§921. 34
$776.7
5654,

$551. 98

Lock Random Seed

Execute
Blot
Cancel
Record

$2,000,000
$1,000,000
I \'“v.z'\__&
-51,000,000

-52,000,000
Allocs/ -Wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss

F0.00 F0.00 F0.00 $0.00 $0.00 0.00 F0.00 F0.00 F0000

Lock Random Seed repeats same sequence of Click [Lock Random Seed].
price -path perturbations.

You probably have no reason to use lock random
seed here. If you like, you can play with it and see Click [Execute].
what it does.

Double forecast volatility to 60%.
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Effects on Underlying +/- §1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/-1%pt I Vols +/- 1% pt Values Using
: - 0 1] Market Data In Worlds

51092.91 & One @ Six
$921.34 & Two

$776.70 & Three

5654. 77 & Four

Short Net: $0.0 o.o0 $0. 0.00 $0.00 $0.0 0.00

19

51092,
5921.34
§776.70
5654. 71

$551. 98
5109291

$921.34
$776.7
5654,

$551. 98

52,000,000

§1,000,000
v,

sy 5 '\-'-\.5& 7
-§1,000,000

-52,000,000
Allocs/ -Wds Long -Short Long/ -Short Net Int Inc/ -Exp

F0.00 $0.00 F0.00 $0.00 $0.00 F0.00

With random seed locked, you get the same
sequence of random perturbations but the
magnitude of the price movements reflects the
forecast average return and volatility.

Obtain the preliminary price path you want.
Click [Unlock Random Seed].
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$551. 98
$1092.91 Forecast Av Ret
$921.34 -400ED
Forecast Volatility

§776.70
5654. 71

$551. 98 Unlock Random

Seed
Execute
Blot
Cancel
Record

-Tran Fees Acct Balance Profit/ -Loss
%0.00 %0.00 $0.00

If ever the simulator appears to acting really, really
weird, it may be because you inadvertently have
left lock random seed turned on.

Click [Record].



What

Your Forecast:
like?

In the trading demo
www.futureofhedgefundmarketing.com , you saw

is it ? What does it look

one way to approach option trading: Formulate
superior forecasts over different time horizons.
Exploit differences between those forecasts and the
forecasts implied in

options?o

64

To support that approach, the simulator allows you
to draw your forecast as a bell-shaped curve and as
probability bands or cones. For a given trading
horizon, your forecast consists of estimates of
forecast average return and volatility.

mar ket prices.


http://www.futureofhedgefundmarketing.com/

Effects on
Long/ -Short Net:

-

T s

19 17
$1092.91
$921.34

Click [Your Forecast].
Click the implied-volatility display icon.

Yopt IVols +/- 1% Values Using i .
) Market Data Option Chain | Vols

51092, Risk-free Rate
§921. 34 Hist Prices, Vol
5776. Close Chain Vols
5654, Evolve Imp Vols

5551. Initiate Universe
51092,

5921, 3
$776.7
5654.
$551.

Add New Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast

Your Forecast
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In Worlds
$ One
$ Two
$ Three
$ Four

Forecast Av Ret
20EA

Forecast Volatility
258

J Solid PD

i

i J Std Devs

INNEEEEE
DU | o oo

Execute
Cancel

Realized

In worlds the traderodos forecast 1is dr aw
Turn on the worlds in which you wish to draw your distribution. Forecasts implied by market prices are
forecast. drawn as outline probability distributions.

Forecast Av Ret and Volatility Std Devs or Deciles

Letbébs say that, over your tr adourcgn divide solidopnobability disttidutiomkinto

the RUT will come back from its recent decline. You either standard deviations or deciles (tenths).

enter an annualized forecast average return of Choose.

20%. Label PD

You think volatility over your trading horizon will be You can label the breakpoints of the standard

near the 25% realized volatility over the last 36 deviations or deciles or not. Choose.

days. For forecast volatility, you enter 25%. Execute

Solid PD or Outline PD Click the implied-vol ati |l ity displ ayds
You can draw your forecast as either a solid or an disappear.

outline probability distribution. In all the examples, Click [Execute].
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Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% pt
$0.00 §$0.00 $0.00 $0.00 f $0.00

Effects on /- 51
Long/ -Short Net* 0o
51057

10 17
$1092.91
$921.34
$776.70
5654. 77

$551. 98
$1092.91

§921.34
$776.70
$654. 77
5551, 98

When you draw your forecast as standard
deviations and label them, the bell-shaped curves
are marked off in standard deviations. In our
example, the middle of the forecast for a 16.3-day
horizon is $785.22. Other prices mark off one, two
and three standard deviations up and one, two and
three standard deviations down.

Going down, this bell-shaped curve tells us that,
according to our forecast, at the end of 16.3 days,
there's

a 50% chance that the RUT will be below $785.22;
a 16% probability that it will be below $736.86;

a 2.5% probability that it will be below $691.48;
and

less than 2 chances in a 1,000 that the price will be
below $648.89.

I Vols +/- 1% pt
$0.00 7 $0.00
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WYalues Using

Market Data
51092._91
5921.34
§776.70
$654. 71

§551.98
51092.91

5921.34
§776.70
5654. 77
§551.98

In Worlds
@& One

# Two
& Three

& Four

Forecast Av Ret

20%

Forecast Volatility
2558

& Solid PD

& Std Devs

& Label PD
Execute

Blot
Cancel
Record

To see what forecasts divided into deciles look like,
click [Blot].

Change Std Devs to Deciles.
Click [Execute].



Effects on Underlying +/- $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% pt I Vols +/- 1% pt

$0.00 FO0 0.00 F0.0 o

Values Using
Market Data

$1092.91
5921.34
$776.70
5654. 77

$551. 98
51092.91

$921.34
§776.70
$654. 71
19 17 15 13 11 g 7 5 3 g $551.98
51092,
5921.34
$776.70
5654. 717

$551. 98
5109291

$921.34
$776.7
5654,

$551. 98

Long/ -Short Net- 0.0 0.00

$2,000,000
$1,000,000
-‘.\"‘"-i'\--—-—&
-51,000,000

-52.000.000
Allocs/ -Wds

F0.00

-Short
$0.00

Cash
$0.00

Long
$0.00

Long/ -Short Net
§0.00

-Tran Fees
$0.00

Int Inc/f ;E)EI':!
When you divide probability distributions into
deciles, thereds one chance i
underlying will finish the trading horizon in any
particular band. We canét | abel the
end of the probability distributions with decile
markers because probability distributions trail off
into infinity going up and negative infinity going
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Acct Balance
$0.00

In Worlds
& One

# Two
& Three

# Four

Forecast Av Ret

Forecast Volatility

2558

& Solid PD

" Deciles

& Label PD
Execute
Blot
Cancel
Record

Profit/ -Loss
$0.00

down. (When your investment earns a geometric

mate o retutntofinegativednfinity, you lose all your

money.) In the simulations, we draw probability

t o gistributiobsoouttt® tinree standard deviations. That
range encompasses 99.73% of likely outcomes.

Click [Record].



Effects on Underlying +/- §1 Underlying +/- 1% Vo pt Values Using

Long/ -Short Net: g 1] .00 s a o Market Data Option Chain | Vols

51092, Risk-free Rate

5921, 34 Hist Prices, Vol
5776. Close Chain Vols
5654. Evolve Imp Vols

$951. Initiate Universe
51092.

§921. 3¢
5776.
5654.
5551,

Add New Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands

Probability Bands
Click [Probability Bands].
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Effects on
Long/ -Short Net:

F0.0 0.0 F0. 0.00 $0.00 F0. 0.00

19

51092,
5921, 34
$776.70
5654. 71

$551. 98
5109291

$921.34
$776.7
5654,

$551. 98

$2,000,000
$1,000,000
-‘.\"‘"-i'\--—-—&
-51,000,000

-52.000.000
Allocs/ -Wds Cash Long -Short Long/ -Short Net
$0.00 $0.00 $0.00 $0.00 $0.00

In worlds
Turn on the worlds in which you wish to draw the

bands.

Forecast Av Ret and Volatility
For the bands you wish to draw, enter the forecast
average return and volatility.

Std Devs or Deciles
Choose standard deviations or deciles. You

Underlying +/- $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% pt I Vols +/- 1% pt
0 oo 0 $0.0 0

Int Inc/ -Exp
$0.00
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Values Using
0 Market Data

$1092.91
5921.34
$776.70
5654. 77

$551. 98
51092.91

$921.34
§776.70
5654. 71
§551.98

In Worlds
& One

# Two
& Three

# Four

Forecast Av Ret
2084
Forecast Volatility

2558

" Deciles

& Label PD
Execute
Cancel

-Tran Fees Acct Balance Profit/ -Loss

$0.00 $0.00 $0.00
probably want to use the one you used to draw the
bell-shaped curves.

Label PD

When you draw probability bands, the bands draw
over the labels of the bell-shaped curves. If you
wish to redraw those labels, turn on this button.

Execute
Click [Execute].



Effects on $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/-1%pt I Vols +/- 1% pt Values Using
Long/ -Short Net; $0.00 £$0.00 0. 0.00 $0.00 F0.L 0o 0.0 0 Market Data In Worlds

51092.91 & One
$921.34 & Two
$776.70 & Three
5654.17 & Four

$551. 98
$1092.91 Forecast Av Ret

$921.34 El %
$776.70 Forecast VD|atII|Ity'

258
$654. 71

i
21 19 17 15 13 11 g 7 5 3 g §551.98 i
51092, @& Deciles

5921, 34 & Label PD
§776.70 Execute
5654. 717 Blot

$551. 98
5109291

$921.34
$776.70
5654, 71
$551. 98

Cancel
Record

52,000,000

§1,000,000

-,
.

T e S

-%1,000,000
.;Islg;:g'}u—':]\":ins Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
$0.00 $0.00 F0.00 $0.00 $0.00 $0.00 $0.00 $0.00 F0.00
The probability bands show where you expect the The bands widen rapidly initially and then less
price of the wunderlying to be rapidly.iThey dosotbecausevdlatility maries with
to expiration. Where the probability bands meet the the square root of time.

expiration axes, they map out the same zones that
the bell-shaped curves map out. If effect, the
probability bands show how the wave front of the
bell-shaped curves expand through time.

Record
Click [Record].
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How to buy low and sell high I f the area of your forecast
In modern financial theory, every forecast is a price is different from that of the forecast implied
' by the market price of the call, then you give that

probability distribution. To value an investment is :
to evaluate a probabil i ty distribution. Cpladiffgrgns yalue than does the marketplace. If

worked with the simulator and read the book y oku ore ril %h t d'a ndd the marketpl.
Option Pricing: Black -Scholes Made Easy by Jerry ma efmoney%hln t ?:tra Ingk emo at
Marlow, you know how forecasts for underlyings www.futureofhedgefundmarketing.com, you saw

translate into option prices. You know that the this procedure at work.

value of a European-style call option is the area of The si mul at o4vddility-oupves a¢-&

the probability distribution above the strike price. command lets you make these comparisons quickly
You know that the value of a European-style put is and easily. K stands for strike price.

the area of the probability distribution below the

strike price.

Effects on = /- - 1% Time to Exp -1 Day Risk-fre f-1%pt I Vols o Values Using
0o Market Data
51092, 91 Risk-free Rate

- el x w— - Option Chain | Vols

Long/ -Short Net: $0 i $0.00 $0.
5921.34 Hist Prices, Vol
§776.70 Close Chain Vols
5654. 11 Evolve Imp Vols

$551.98 Initiate Universe
51092, 91

5921.34

$776.70

Add New Expiry
Sim Prelim Prices
e Make Alloc or Wd
il i ! i ) ] ] _ T Trade Stock
$1092.91 Calculate Forecast
$921.34 Your Forecast
$776.70 Probability Bands
5654, 11 I Yol Curves at K

| Vol Curves at K
Click [T Vol Curves at K].
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http://www.amazon.com/exec/obidos/ASIN/0471436410/ref=nosim/blackscholesm-20
http://www.futureofhedgefundmarketing.com/

Effects on Underlyin - $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/-1%pt I Vols +/- 1% pt Values Using .
Long/ -Short Net: $0.00 § $0.00 0. 0.00 $0.00 0. 00 0.0 0 Market Data Draw in Worlds

$1092.91
5921.34
$776.70
5654. 77

$551. 98
51092.91

$921.34
$776.70
$654. 11
19 17 5 13 1 3 7 5 3 1 §551.98
51092,
5921, 34
5776.
5654. . Euro

§551.

$1092.
§921. 34 # oOutline PD
$776.7
5654, " Deciles
$551. 9%
Execute
Cancel

$2,000,000

51,000,000
w""m.u....&

-%1,000,000

.;Islg;:g'}u—':]\":ins Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss

$0.00 $0.00 F0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

The si mul at o4vddility-oupves a¢-& Right now, our forecast is an average return of
capability allows you to draw the bell-shaped curve 20% and a volatility of 25%. With that forecast in
that the bid or ask price any call or put implies. To mind, we can shop for options whose implied
use it effectively, you need to have in mind your forecasts differs from ours.

forecastos average return andyfdaihdimbifed-volatility display reappear,
click its icon.
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$2,000,000
$1,000,000
T e S
-51,000,000

-52.,000, 000
Allocs/ -wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp
$0.00 $0.00 $0.00 $0.00 $0.00 $0.00

=
r Draw in Worlds

& Euro

" Qutline PD

" Deciles

Execute
Cancel

-Tran Fees Acct Balance Profit/ -Loss
%0.00 %0.00 $0.00

Click the displayés top fr ame Alloftheimplied volatilities for puts are greater
Use your keyboardds | eft arr okt volatlity ofquyforecagt. Themarketplace

16.3 days to expiration.
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thinks all these puts are more valuable than we
think. We can draw the difference.

On the left, click in the gray area under the K/S
ratio 0.9.



=| Draw in Worlds

& Four

strike R

Put Bid

. Euro

& Outline PD

" Deciles

The strike price at a K/S ratio of 0.9 is roughly $699. Option style

In world four,let 6s draw t he i mpla ed Optionseor the RUTdndextale European-style. We
bid price of the put with a strike price of $700 and select European.

16.3 days until expiration. Solid PD or Outline PD

Draw in Worlds In the examples, we draw all implied forecasts as
Turn on the worlds in which you wish to draw the outlines. We select outline.

i mplied forecast. Wedre goli ngLaﬁequDdr aw the forecast

only in world four. In the examples, we label only our forecasts. We

Strike leave this button turned off.
Type in the strike price of the option whose implied
forecast you want to draw. In our example, the
strike price is $700.

Which price _ _ _ Execute
Select call bid, call bid-ask average, call ask, put bid, Click [Ex
putbid-ask average and/ or put ask.
want to sell this put. Hence we select put bid.

Implied - volatility display icon
To make the implied-volatility display disappear,
click its icon.

ecute]. _
WeoOre goling to
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Effects on - $1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/-1%pt I Vols +/- 1% pt Values Using

Long/ -Short Net: $0.00 50,00 0. 0.00 $0.00 $0.1 0o $0.0 0 Market Data Draw in Worlds
51092, 91
5921.34
$776.70
5654.77 @& Four
5551. 98
s
$776.70
56594, 71
21 51;092 13 11 - 7 3 ! §551.98 ® PutBid
5921.34
§776.70
5651.77 & Euro
5591. 98
51092.91
§921.34 # oOutline PD
$776.70
5654. 77 # Deciles
5551, 98
Exzecute
Blot
Cancel
Record
52,000,000
51,000,000
w‘\"‘v.i\.._._\sn_
-%1,000,000
-52,.000,000
Allocs/ -Wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
!Ii 0.00 !Ii 0.00 !Ii 000 !}i 0.00 !Ii 0.00 !}i .00 !Ii 0.00 !Ii 0.00 !Ii 000
In world four, the simulator draws the outline bell- The implied forecast has more area below the strike
shaped curve implied by the bid price of the put price than does our forecast. The marketplace
option with a strike price of $700 and 16.3 days thinks this option is more valuable than we think it
until expiration. The horizontal line is drawn at the is. We will sell lots of them to the marketplace.

strike price of $700. Record

Click [Record].
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Effects on Underlying +/- $1 Underlying +/-

Long/ -Short Net: ¥ i} 1.00

Trade New Option
Click [Trade New Option].

77

Values Using

Market Data Option Chain | Vols

51092, Risk-free Rate

§921.34 Hist Prices, Vol
§5776.7 Close Chain Vols
5654, Evolve Imp Vols
Initiate Universe
Add New Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands
I Yol Curves at K

Trade New Option




Effects on

f- %1 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1%
Long/ -Short Net: 0o

50, 0.00 $0.00 FO.0

21 19 17

$1092.91
$921.34

$776.70
5654.77

$551. 98
$1092.91

§921.34
5776.70
$654. 77
5551, 98

In world

Click in or type in the number of the world in which
you wish to buy or sell the option. In the example,
we want to trade in world 4.

Sell or Buy
Turn on buy or sell. We choose sell.

Call or Put
Turn on call or put. We choose put.

Euro or Amer

Turn on European-style option. Simulator is not yet
programmed to simulate trading of American-style
options.
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WYalues Using

Market Data
51092._91
5921.34
§776.70
$654. 71

§551.98
51092.91

5921.34
§776.70
5654. 77
§551.98

In World
& sel

" Put
.' Euro

Strike $700.00

How Man Otions

Fees: |[ENEY plus
FIUN(UN per contract

Calculate Values

Strike
If it is not there already, type in the strike price of
the option you wish to buy or sell. We type in 700.

How Many Options

Type in the number of options (not contracts) you
wish to buy or sell. As a preliminary number, we
type in 1000.

Fees: plus ___per contract
Type in the transaction fees you customarily pay for
your option trades. We type in $10 plus $0.10.

Calculate Values
Click [Calculate Values].



- $1 Underlyi - 1% Time (p -1 D isk-free (- 1% - 1% ; i
Ef:t?;:s—g::ortl‘iet: $0.00 £ $0.00 ' J“d:;rgl. Y +f S to:i;E.)Eul::: o RISk;;.u R+__1 . Iv?ls+ 1_ ' ‘:\::::;Uns:f In World
51092.91 & sel
$921.34 & Put
$776.70 #® Euro

$654.77 UGl 5700.00

$551. 98 How Many Options
$1092.91 mﬂﬁh

$921.34 Fees: [EIINNY plus
PNVl per contract

$776.70
5654, 77 Calculate Values
21 19 17 15 13 11 g 7 5 3 - $551.98 Bid Ask
§1092.
5921, 34 | Vol @ K
s';';ﬁ .70
5654. 77 | Vol @ K 5Ds
$1092.91 | Vol @ K delta
5921.34 _-0.112 | -0.115 |
$776.70 Finish in lu'lone
0 8a Trade Amount
Bid/Ask Av Value
$2,000,000
51,000,000 Execute
R S0 Cancel
-§1,000,000
-52.000.000
Allocs/ -Wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
$0.00 $0.00 F0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
The simulator calculates bid and ask values for accounting, positions are carried forward at their
several measures. If you are selling options, the bid-ask average values.

trade amount is the bid price times the number of
options. If you are buying options, the trade
amount is the ask price times the number of
options.

When you sell an option, the bid-ask average value
is always higher than the trade amount. When you
buy an option, it is always lower. Hence, in mark-
to-market accounting, every trade shows an initial
The simulator reports the bid-ask average value of loss. The amount of the loss depends on the

the trade. I n the -te-imarkdtat or 6 s numsberkof options and the spread between bid and
ask prices.
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What if you want to trade a specific dollar The simulator has an invisible feature that lets you
amount of options? do that.
Often you may wish to trade not a specific number

Let 6s sa ou want to sell a
of options but a specific dollar amount of options. v P

worth of puts.

Effects on i /- 51 Underlying +/- 1% Time to Exp -1 Day Risk-free R +/- 1% f- 1% Values Using

Long/ -Short Net: $0 0.0 $0.00 ¢ §0.00 $0.00 $0.00 7 $0.00 $0.00 / §0.00 Market Data In World “
51092, 91 & sel

5921. 34 # Put
$776.7 . Euro

$654. UGl 5700.00

§551. 98 How Man Otions
5109291

5921.34 Fees: [N} plus
oD LIV ("B per contract

§5654. 77 Calculate Values

10 17 15 ek 11 g 7 5 2 1 5551, 98 Bid Ask
51092, $3.89 $4.29
5921, 34 | Vol @ K
$776.7 35.93% 36.71%
5694, 1 Vol @ K SDs

vt

51092, 91 | Vol @ K delta

5921.34 -0.112 0116

Finish in Mone

5654. 77 Trade Amount
$551.98 300000

Bid/Ask Av Value

-54,140.00

52,000,000

51,000,000 Execute
R S0 . Cancel
-51,000,000

-52.000,000
Allocs/ -Wds Cash Long -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss

$0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

In the trade amount field, fill in 300000. Click
[Trade Amount].
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Effects on

f- 1 Underlying +/- 1°% Time to Exp -1 Day Risk-free R +/- 1%
Long/ -Short Net: 0o

$0. 0.00 $0.00 F0.0

24 1@ 47
§1092.91
$921.34
$776.70
5654.77

$551. 98
§1092.91

$921.34
$776.70
$654. 17
$551. 98

$2,000,000
$1,000,000

The simulator changes the number of options to the
number that will produce the trade value closest to
the one you specified. In our example, the
simulator changed 1,000 options to 75,200 options
which gives a trade value of $300,048.00.

F) < ; F) >

When you watched the trading demo from
www.futureofhedgefundmarketing.com, you saw
how we used increases in the probability that
options would finish in the money to limit losses
and close out dangerous positions. Here is where
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Values Using

Market Data
$1092,.91
$921.34
§776.70
5654. 71
$551.98
$1092.91
$921.34
§776.70
5654. 717
§561. 98 Bid Ask

| Vol @ K

In Werld
& sel

& Put
& Euro

Strike $700.00

How lu'lan Oti ons

Fees: [ERRNLY plus
[ (Y per contract

Calculate Values

| Vol @ K SDs

-1.13
| Vol @ K delta

-0.112 -0.116

Finish in lu'lone

Trade Amount

-$300,045.00

Bid/Ask Av Value

-$311,325.00

Execute
Cancel

we set the p trigger or tri
run a simulation of potential underlying price paths,
you can activate the triggers or not.

In our example, based on market prices and
implied volatilities, the probability that this option
will finish in the money is currently somewhere
bet ween 0.130 and 0.136.
our strategy, we will want to close this position if
the probability of it finishing in the money roughly
doubles to .27 or goes higher.

gg

Let 6


http://www.futureofhedgefundmarketing.com/

Effects on /- $1 Yo Yopt I Vols +/- 1 Values Using

Long/ -Short Net: i 0 i | F0.00 ki 0. Market Data In World
51092, & sen
5921. 34 # Put
5776. #® Euro

5654, SOl 5700.00

$551. How Many Options
51092, ﬁﬁh

5921, 34 Fees: ERINIIY plus
5776 PNVl per contract

5654, Calculate Values
$551. Bid Ask

$3.99 §4.25
| Vol @ K
35.93% 36.71%
| Vol @ K SDs

| Vol @ K delta

Finish in lu'lone

Trade Amount

-$300 ,045.00

Bid/Ask Av Value
-§311,325.00

Halt price sim if

52,000,000 & - BEEEIE
51,000,000 Execute
R S0 Cancel
-%1,000,000
-52,000, 000

Allocs/ -Wds -Short Long/ -Short Net Acct Balance Profit/ -Loss
£0.00 $0.00 0 $0.00 £0.00 0 $0.00 $0.00

We turn on the p > button. We type in 0.27.

Execute
Click [Execute].
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Effects on
Long/ -Short Net:

.od
1sd2h, 75,200 700 Puts
744 32 Pl 0.133,
pelta: -0.114,

$2,000,000
$1,000,000
w‘\"‘v.i\.._._\sn_
-51,000,000

-52,000, 000
Allocs/ -Wds hort Long/ -Short Net

0
The position appears in the world in which you
instructed the trade to be made. The position
displays current summary information.

Values Using
Market Data

51092,
5921, 3
5776.
5654.

$551.
51092.

$921. 34
§776.
5654,
5951,

In World

& sel

& Put
& Euro
Strike

How Man Otions

Fees: [EJIY plus

[N (" per contract

Calculate Values
Bid Ask

5389 54.29
| Vol @ K
35.93% 36.71%
| Vol @ K 5Ds
| Vol @ K delta

Finish in lu'lone

Trade Amount

| -5300045.00 |

Bid/Ask Av Value
-§311,325.00

Halt price sim if

L
Execute

Cancel
Record

Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss

$0

Record

Click [Record].

Mouse over p

osition

Mouse over the position.
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Effects on Underlying +/- $1 Underlying +/- 1% Time -1 Day Risk-free R +/- 1% pt
Long/ -Short Net: = 1

short 75,200
2 501d 8 $3.99,
currently @& $4.14,
opening I W 2 K
current I vol @ K:
Current delta:

pF in M: 0.1332,

$2,000,000
$1,000,000
w‘\"‘v.i\.._._\sn_
-51,000,000

-52.000.000

Allocs/ -Wds -Short Long/ -Short Net Int Inc/ -Exp

§0

When you mouse over a position, it displays a more
detailed history of the position.

Summary measures appear at bottom of
screen.

Summary measures of your aggregate position

IVvols +f- Values Using

3

$0

84

. Option Chain | Vols
51092, Risk-free Rate
5921, 34 Hist Prices, Vol
§776. Close Chain Vols
5654. Evolve Imp Vols

$951. Initiate Universe
51092.

$921. 34
§776.
5654,
5951,

Add New Expiry
Sim Prelim Prices
Make Alloc or Wd
Trade Stock
Calculate Forecast
Your Forecast
Probabhility Bands
| Yol Curves at K
Trade New Option

Sim Underlying
Price Change

Rehearsal Script
Point in Time
Shove Past to Left
Shift Left
Burn
Review
Save Sim
Run Saved Sim
Start Over
Exit Program

-Tran F Acct Balance Profit/ -Loss
K

appear at the bottom of the screen. With only one
position, much of that information is identical to the
information for the one position. As your trading
progresses, the measures at the bottom of the
screen will track your overall position.



Effects on i £ = oz Time = isk- - pt IVols +/- 1% VYalues Using

Option Chain | Yols
Long/ -Short Net: B 6,3 § 17 30,172 F4 48 g By &, Market Data F

51092, 91 Risk-free Rate

§921.34 Hist Prices, Vol
§776.70 Close Chain Vols
5654. 11 Evolve Imp Vols

$551.98 Initiate Universe
51092.91

5921.34
§776.70
5654. 77

21 19 17 12 11 g 7 2 - 5551, 98
51092_91 Calculate Forecast

Add New Expiry

Sim Prelim Prices

Make Alloc or Wd
Trade Stock

5921.34 Your Forecast
$776.70 Probability Bands
$654. 77 I Yol Curves at K

§551. 98 Trade New Option
$1092.91

§921.34
5776.70
$654. 77
5551, 98

Sim Underlying
Price Change

Rehearsal Script
Point in Time
Shove Past to Left
Shift Left

Sensitivity measures appear at top of screen. A Optionsd times to expiration
At the top of the screen, measures tell you how the day.

yalue of your Iong/short net pos_ltlon would change A The risk-free rate increases or decreases by 1%

if the values of different determinants changed point.

instantaneously and in isolation. You saw these - o L _ _

sensitivities in use in the trading demo from A The implied volatilities of the options increase or
www.futureofhedgefundmarketing.com. decrease by 1% point.

The measures show you the effect on the value of Values Using Mark et Data _

your long/short net position if: The values and other measures discussed thus far

are based on the forecasts implied by market prices
of options. To see what those values are based on
your forecast, mouse over or click on [Values Using
A The price of the underlying increases or Market Data].

decreases by 1%. Click on [Values Using Market Data].

A The price of the underlying increases or
decreases by $1.

85


http://www.futureofhedgefundmarketing.com/

i - 5 = = Time to Exp - - 1% = t Wal Usi g A
Effects on me to Bx i E LS SN gution Chain | Vols
Long/ -Short Net: 3 3 -47 4% E.308 A74 51,20 0 Our Forecast
51092.91 Riskfree Rate

5921.34 Hist Prices, Vol
$776.70 Close Chain Vols
5654. 77 Evolve Imp Vols

$951. 98 Initiate Universe
51092.91

Add New Expiry
$921.34

Sim Prelim Prices
Make Alloc or Wd
Trade Stock

§776.70
$654. 71
21 19 17 15 13 11 g 7 5 3 g $551.98

51092, Calculate Forecast

5921, 34 Your Forecast

5776.7 Probability Bands
5654, | Yol Curves at K
1 $351. Trade New Option
$1092. Sim Underlying
5921, 34 Price Change
§776.7 Rehearsal Script
5694. 717 Point in Time
: §591.9% Shove Past to Left
curr enlt_: I [ Shift Left
-;l_:;r_le_z:thlln::le'l ta: 0. 085, Burn
Open: . 300,04 Review
-;i:t;e:ant. 45 Save Sim
2,000,000 g::llg 2 Run Saved Sim
iy $1,000,000 Exp in Start Over
B 3 Exit Program
-%1,000,000
-52,000, 000
Allocs/ -Wds -Short Long/ -Short Net Int Inc/ -Exp -Tran Fees Acct Balance Profit/ -Loss
0 52 63 -F45 I1 20 -F45 |'1 20 50 -5as §i2s 145 5 &
Values Using Our (your) Forecast In modern financial theory and practice, to value an
Mouse over the open position. investment is to value its probability distribution.

Since your forecast is different from the market-
equilibrium implied forecasts, your forecast gives
your position a value different from its value under
market data. Based on your forecast, this one trade
produces not a mark-to-market loss of $11,365 but
a hypothetical gain of $254,843.

When you mouse over or click on Values Using
Market Data, the simulator switches to Values
Using Our (your) Forecast. Your forecast appears in
the Average Return +/- 1% point and Volatility +/-
1% point labels. The simulator takes your forecast
to be the forecast you most recently used to draw
either your forecast or probability bands.
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More to come. Send your comments to
jerrymarlow@jerrymarlow.com

The simulator and user manual are works in
progress. If and when I put more work into them
depends in large part to how people respond to
what Idre created thus far. So email me your
thoughts.

I look forward to hearing from you.

Jerry Marlow
jerrymarlow@jerrymarlow.com

www.jerrymarlow.com
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