
Hi folks, this is a quick alert for a adjustment that we are going to be starting on our XLRE position. 
Today is Friday, March 29th. And this is going to be the first of maybe many different adjustments that 
we are going to make to this XLRE trade. Over the next two, to six weeks I would imagine. So, this trade 
is not necessarily time sensitive. Today is Friday, obviously. If you don't get to this adjustment today, by 
all means, you can do it on Monday or even Tuesday of next week. This is not something that is 
necessarily time sensitive. 

I also want to talk about Delta and Theta a little bit and come back to the equity curve that we have 
referred to as we get in to this. So, we're going to talk a little bit about Delta and it's role here in 
adjusting a trade. We've talked a lot about using Delta to adjust trades, how that works with Delta 
hedging. You're going to finally see a good example of that today. We have had some amazing amazing 
trades since the start of this program. Really haven't had a need to do a lot of Delta hedging. But we're 
going to get started with that here today on this trade. 

So just one quick thing that I did want to mention and come back to again, as we talk about getting in to 
this, is the equity curve. And we've talked about this a little bit, but I think it's just so critical to point out. 
You know, this is what we're seeing here in today's action, again, today's Friday. But what we're kind of 
seeing here today in our positions is what you're probably going to see every single day, every single 
week, every single month and year of your life. As you trade. And that is that we have on the day here, 
we have a lot of winners. 

And ... whoops, right down there's a winner. We have a winner right there. And we do have a little loser 
right here. Overall, on our positions, we've got a winner, we've got a winner, we've got a winner. And 
nothing really going on there. We've got a couple losers. And this is kind of what we see on a day in, day 
out, week in, week out basis. However, one of the things that we really want to keep focused on is this. 

And that's what we look at in terms of managing our equity curve. What's going on in the overall 
portfolio? What is the overall result that is taking place? And that's the real critical thing. We're going to 
have things jumping up and things crashing down every single day, but really, the question is, what's the 
overall result that is taking place in the account. And the reason that I want to stress that is because 
we're going to get in to here, and we're going to talk about Delta and how to use that to adjust these 
trades that are maybe not performing like we would like them to. 

And of course, again, I also want to touch on Theta. And what is the role of Theta in trading and how 
does that work to our advantage? So just quickly here with Theta, if we look in to our positions right 
now, let's just quickly look at our capital requirements. Now again, everybody's capital requirements are 
going to be different. I've tried to keep my overall example portfolio under 10,000 dollars. So that 
almost anybody with any size account can go trade these strategies. But of course you probably scale 
this to whatever is appropriate for your particular situation. 

But, if you look at the positions that we have going on right now, we've got one two three, four five six 
total positions. Six iron condors going on right now. In my example account, I've got about 11,000 
dollars. Just a little over 11,000 dollars. Of total capital committed to those trades. Well, my Theta is 
about 61 dollars a day. So if we just look at that real quickly, again remember what that means is that 
we've sold a bunch of options, and all of these options combined ... if you were to take all of these 
positions and add them up, they have a sum total of about 61 dollars a day in Theta. Meaning, 
theoretically, if all things being equal, I should have these options going down in value by about 61 
dollars a day, cumulatively. All together. 



And we know that we want our options to go to zero. That's how we make money by selling options. So 
61 dollars a day, that does account for the weekends. So we just times that by 20, which is the trading 
days, number of trading days in a month. And that's about 1,200 dollars in income. So, on a about 
11,000 dollar capital investment, I've got about 1,200 in cash flow coming in every single month. That 
doesn't guarantee us a profit of course. Because other things can effect our rate of return. But boy, 
that's a nice nice start. Right out of the gate for a solid investment plan. But we know, as we do this, that 
we are going to have the need for adjustments. And so I want to talk first of all about Delta. Let's give 
you just a quick refresher here on what Delta is, how it works, what it does, and then we're going to 
show you how to use a risk graph to model any changes that we may want to make XLRE trade. 

So let's talk quickly about Delta, what it is, how it works. So from a review stand point. I know that we've 
gone through this extensively in our training module, we've also talked about it sporadically over the last 
several months with different trades that we've done, but let's just do a review. Delta. It's one of the 
four main option Greeks. Any serious trader out there needs to really have a thorough understanding of 
Delta. Of this Greek. If they really ever hope to have any success in trading options. Because it really is 
one of the most critical ones. So we've got to make sure that we understand it. Let's read on and make 
sure that we want to understand how this works and what it does for us. 

So what is Delta? Well, the technical definition of Delta. Delta is the options sensitivity to changes in the 
underlying stock price. In other words, Delta measures how much is our options position going to 
change and move relative to a one dollar change in the underlying stock. So, that's the real key here. The 
Delta tells us, hey when a stock does this, my option is going to react like this. And that's obviously 
important to know. So just remember here, that call options have a Delta between zero and one. One 
would be a full corelation. One means, if your stock goes up by a dollar, your option goes up by a dollar 
as well. Okay? So zero to one on calls, puts zero to negative one. So puts work with negative Deltas, calls 
work with positive Deltas. 

Now, as we apply that, let's look at the calls first. Let's use an example here. Let's say that, let's assume a 
call option has a Delta of point five. What we're going to look in our quotes systems here, you're going 
to be able to see what the Delta of every option is. We always want to look at that Delta. Let's say that a 
call option has a Delta of point five. Or 50 cents. This would indicate that for every one dollar move in 
the underlying stock, the option price will change by 50 cents. That's what that would imply. So if a call 
option has a Delta of point two, then the option price will change by 20 cents for every one dollar move. 

Now, let's use an example of an XYZ stock that's maybe trading at 50 dollars a share. We look at a six 
month, 50 dollar strike price call option, that's trading at four dollars and 50 cents. And it has a Delta of 
point five. The next day, if XYZ rises from 50 to 51, the price of the option will have risen by five dollars. 
Because remember, 50 cents a share, it controls 100 shares. So note that in this example, it ignores any 
changes due to any of the other option Greeks. We still have Vega, Gamma, Theta. All of those things 
are working for or against us as well. Right now we're just looking at Delta. 

So let's use a live example here that I pulled from a past experience back in March of last year, 2017. 
And this is on Apple. When Apple was trading at 139 dollars and four cents. So, the April ... this was 
March ninth. The April 21st, 140 strike price call option had a Delta of point four, six, six, seven. And it's 
trading at two dollars, 62 cents. So you can see down here, there's the mid price, that's what it's trading 
at. It's a 140 strike price call. If Apple were to rise that very next day by one dollar, the price of that 140 
call option will rise from two dollars and 62 cents, to three dollars and nine cents. 



That is a function of that Delta. So, again, everything else being equal, we understand that all of the 
other option Greeks, Vega, Gamma, and Theta are going to effect it as well. So that's a call option. Put 
options work just the same way, only they have negative Deltas. So again, if XYZ was trading at 50 
dollars, and a six month, 50 dollar put option on it's trading for five dollars, and it has a negative point 
five Delta, a one dollar move up in the stock will see a 50 dollar decline in the put. From five dollars, 
down to four dollars 50 cents. So, back to our Apple example. On March ninth, the 140 put had a Delta 
of point five three five four. And it's trading at three dollars and 40 cents. If Apple were to move up by a 
dollar, we would see 140 dollar decline in that put. It would go from 340 down to 286. That's a reflection 
of the point five three Delta on that one dollar move. 

So, the key here is we can use these numbers. We can use Delta to hedge our account so that if we start 
pushing up too high or start falling down too low on a particular trade ... 
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... Too high or start falling down too low on a particular trade, we can alter that actual trade. So delta 
hedging again, it's a strategy that we use the aims to reduce, or in other words hedge, the price risk of 
an options trade. For example, traders that own a stock or own a long call option, for example, they 
have positive delta. They may choose to hedge some of that risk by selling stock. So if you own an 
option, you have positive delta, the only way you make money is if the stock goes up. Well, what if the 
stock goes down? Well to hedge that you could actually short this stock. The delta of a position tells us 
the approximate directional exposure, so we're going to look at what our directional exposure here is in 
XLRE, and see if we can change that. That's sometimes refer to as the underlying share equivalency. So 
let's take a look at our directional exposure, just real quickly here in XLRE. 

Okay, if we check back in on our current example trades that we have going on, there's a couple of 
things that you'll want to notice. Now again, my delta numbers on my positions are very well going to be 
different than yours, most likely will be different because everybody has scaled these traits to whatever 
level they felt comfortable with. That's fine, but I just want to point out quickly here, if we look at this 
IWM trade, if you look at the delta on IWM, it's almost exactly delta neutral. That is the ideal situation. 
That's exactly what we want, is delta neutral. Now, that's almost impossible to ever get. Even when you 
put a trade on initially, it's almost impossible to be exactly delta neutral. The reason that IWM is delta 
neutral right now, of course, is that it is expiring today. That trade's expiring completely profitable. 

You see 99.5% probability of profit on that trade, so there is no intrinsic or extrinsic value left in that 
trade. That trade is done, it will expire today fully profitable. If we look at though, our XLRE trade, in my 
example you can see that it has about $518 of negative delta. So it's negative in this case, because we 
are up above our $35 strike price. So, what would happen in this trade if XLRE were to fall by $1? Well, 
remember in my example, and yours may be different, in my example I've got 13 contracts working here 
on XLRE. So in my example, if XLRE were to fall by a dollar, I would make $518 profit, just on the delta 
change. So that's a far ways away from where we want to be. We want to try to bring this negative 
delta, meaning we're too high. We want to try to bring that back down. 

So again, as we are talking here about delta, we're going to try to bring that share equivalency down, so 
that we don't have that big a negative number. So again, taking our example of a XYZ as a underlying, 
and a call option with a delta of 0.5, this would be the equivalent to owning 50 shares of the underlying 
stock. So if we buy one call option, with a delta of 0.5, that would be equivalent to owning 50 shares of 
the stock. Because we take that 50 delta, we times it by a hundred shares per contract, and that would 



equal about 50 shares. So, it could be a way right here for us to hedge XLRE. We could go buy some call 
options to help us offset that trade. That would make sense, given that a $1 move higher in the 
underlying will see the call option gaining 50 cents. 

So that's something that we could do as well. However, remember that delta is fluid. It does change. So 
we're never ever, ever going to stay delta neutral. That's just not the way it works. There's a another 
option Greek called gamma, and that affects it and it's just, it's a number that we shew for but we never 
obtain. Some delta neutral traders, and that's what we are as iron condor traders, we are looking for 
delta neutral trades, and market makers, we choose to generally hedge our delta risk at the end of each 
day. So a lot of market makers, they will come in and they will alter their trades on a daily basis. Others 
can partially hedge their delta. However, this can start to become very expensive if we start to factor in 
commissions. So, rather than doing it on a daily basis, we're going to do it over time. 

We're going to do this in stages. There may be three to four stages here, just depending on what XLRE 
does, as we go out and try to get back to delta neutral. But, as long as we can stay delta neutral then, we 
just let theta do its job and that's what makes the money for us. So let's get into reintroducing ourselves 
to the risk graph, and let's see how we can visualize what may be buying or selling some options, buying 
or selling some stock, may do to the net result of our XLRE trade. So we're here inside of our example 
trade again, and we want to get into the risk graph. Now we've shown the risk graph before, we've 
never really modeled the risk graph, and I'm going to tell you as a professional trader, learning and 
understanding how to look at, and model, and alter a risk graph on a trade, is without a doubt, one of 
the most powerful things I've ever learned as a trader. 

It's almost magical when you see and learn that you can alter a trade, you can mold and manipulate a 
trade, you can change a trade so that the profit zone is different. And if you're in a losing trade, we can 
fix that trade. So I've already got XLRE loaded up here in my quote bar. If we click on the trade tab, I'm 
going to now go from this table view here, to the Kerr view. So I'm not going to use table, I'm going to 
click on Kerr, and there's our trade that we are currently in. So any active positions that we already have 
going on inside of XLRE, those will automatically pull up. And so, as you know here, let's back out of here 
quickly and let's look at the IWM, that is expiring today. 

If we were to just look at this trade, we can see here that this is a little bit more of a familiar risk graph. 
This is the risk graph of an iron condor. You can see that we've put a certain amount of capital into this 
trade. It looks like in this example, it was about 16 or 17 hundred dollars, was the capital committed to 
the trade. The maximum profit on the trade was about $300, and as long as the underlying state below 
this 165 level, and above this 145 level, all of this area, we captured all of that profit. Well, this trade is 
expiring today and so, there's a very high, high, high likelihood that we will capture all of that profit right 
there. So this risk graph should look somewhat familiar to you. However now, when we do look at the 
XLRE position, you'll see that our risk graph, it looks a little different. 

And the reason for that obviously, is simply because there is no downside leg in this particular trade, 
we've only put in the call leg. And so it's unlimited profit to the downside, but it is limited on the upside 
to about 35, 50. Now remember here, remember on our XLRE that we did sell the 35 strike calls, we 
bought back the 37s. So you would think that we would need to stay below 35 to be profitable on this 
trade. That's not the case. We actually really only need to be below about 35, 52, and that's of course 
because we brought in income, we brought in a bunch of money by selling this call leg. And so, that 
helps offset that actual $35 hard stop. But we only have one leg in here, into this trade, and the 



problem, of course, is that the stock is right where that little green flag is. It's up just above this range of 
where we need to be. 

So what could we do to either, A, mitigate any losses on this trade if XLRE were to just continue just 
trudging up and up and up. If it was just to keep going up and up and up and up and up and up and up 
and up and up, what could we do to actually turn maybe this losing trade, into a winning trade? Well, 
there's a lot of things that we could do here. What if we actually just went out and we bought some call 
options to change the delta on our trade? So let's just take a look at this quickly, let me remove that for 
just a second here. You can see down here my delta, so there's a lot of things that we can track on a risk 
graph. The thing that I want to make sure that we're tracking right now is delta. 

So make sure that that delta is enabled up there. We can track delta down here on the bottom. Again, 
you can see right there, if I put my cross hairs, our delta is about 500 and ... it looks like it's about $560 
or so. So, what does that mean? Well, if XLRE was to drop by a dollar, in my case, I'd make $560. That 
would get us almost, not quite, but almost back to our profit level that we need to be at. So how can we 
get that delta down? Well, one of the things that we could do here, I'm going to go up and just look at 
buying a call option, that would dramatically change our risk graph, if you will. Now, I've just got down 
here, I've got a the 21 day expirations. These are the April 18th. 
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The 21 day expirations I've got, these are the April 18th, 37 strike price calls. You can see that delineated 
right there is the April 18th 37 strike price calls. One contract. Let's move that quantity up and see here 
now what it starts to do to our risk graph. So there's a quantity of two, there's a quantity of three, 
there's a quantity four, five, six, seven, eight, nine. You can see here, by simply going out and adding a 
few call options to this, number one we've dramatically changed the delta. We have dramatically 
dropped that delta from a negative 500 to a positive 174. We could go back and even get that almost 
delta neutral if we wanted to right about there. Right about there would get us almost delta neutral 
again. Okay? 

But if we really thought that we were wrong in this trading, that XLRE is just gonna keep going up and up 
and up, by adding a bunch of call options, there's seven, there's eight, there's nine, as we continue to 
add call options now, now you say okay if this keeps going up here over time I could actually turn this 
losing trade into an incredibly profitable trade. Look at the potential profit here versus our current profit 
potential. You could ten times your profit potential in this trade. If you thought that it was gonna 
continue to go up. 

What's the problem with that? Well there's a couple of issues with going this route of delta hedging. 
Number one: I don't know that it's gonna continue to break above 39. It certainly could. It's obviously 
very strong right now and headed up, but we don't know that it's gonna do that. Number two: obviously 
by buying options, if we look at this, I'm gonna have to come up with another $190. Which, remember 
again, we did bring in 600 plus dollars on my example trade. So I'm okay spending a little of that on that 
but there's other things that we could do as well. So this might be something that we add into the trade 
here in the next leg. 

But what I really wanna look at doing right now is I want to look at adding that short put vertical into the 
trade. So I click on my short put vertical here, you're gonna see here that we're gonna look at adding a 



put leg to this. Let's go out to our current expiration. Remember our current expiration is these May 
17th, 50 days still left there to expiration. And I wanna look at these options quickly, I wanna look at 
them inside of the table view so I can look at the actual prices on them, okay? So if I click table I can see 
in here there is a very big spread on these. The 35 strike price put are bid 20, asked at 35. That's a big 
spread. I would hope that we could sell those for at least 25 cents. At least 25. And the spread down 
here on the ... Let's go to the 33's which we wanna maintain that same spread. That's a big spread. It's 
bid at five, it's asked at 30. 

So my goal, if we were to sell this put leg would be to get at least 25 cents up here on the call leg and 
maybe only pay 20 cents down here on this put leg down here. Excuse me, both of these are puts. So I'd 
like to maybe get at least 25 cents up here credit, only pay 15 cents down here. So I'd like to get at least 
ten cents if not 15 cents credit. If we could get a 15 cent credit on this trade. How many did we have? 
We wanna match our positions. We have 13 contracts of the calls. So I wanna do 13 down here. So let's 
go to a quantity of 13. And let's just look at that again. Let's come back, let's look at that in the curve 
here. Now you see that we have dramatically altered the risk graph. So what have we done here? Well 
we've pushed the top leg up a little bit. But we have also now added that bottom leg. And you can see 
now we have a very tight range that this needs to trade within. 

What would that look like if we could get that net credit of 15 cents? Well look at these numbers right 
here. We would bring in an extra $195, again this is on my example of 13 contracts, your numbers may 
be vastly different than mine, that's fine. It scales at whatever level you wanna do this at. But after 
paying commissions, we would bring in $171. We don't have to put up any money, there's no effect to 
our buying power because we've already put up the money to do the call side of this leg. All we've done 
is given us a little extra buffer. We've brought in an extra $171. Now you say, "Wait a minute. Wait a 
minute." $171 extra income, that's not going to be enough to offset the $900 loss that is showing right 
there. You're right, it's not. We do have $100 of extrinsic value in this trade right now. So really we're 
about $862, or $860 or so under water on this trade. 

So what else could we do? Number one: we can continue to hope that this comes back down. That it has 
overshot. All of our indicators are implying that. They are implying that this has gone up too far too fast 
and it is due for a turn around. But in addition to that, I wanna not care about that. I wanna bring in 
enough money so that we don't have to worry about this call leg. So we can do this in stages. We could 
add what's called an unbalanced leg to this condor. We could go sell three times, four times, the 
quantity. We could go do, instead of 13 of these contracts, we could do 26 of these contracts. What 
would that look like if we did 26? There's 26. Okay, well now we're bring in $362 but we have to start 
making an investment. 

We now have to start coming up with capital to do this transaction. So this is why we have just hounded 
and hounded and hounded on you to make sure you have dry powder. For that rainy day where we do 
need to go in and do a delta adjustment to a trade. And that's what we're gonna probably end up doing 
here. We could go even higher. We could go up to 39. And if you look at 39 now, now we got $554 net 
credit coming in. Are we willing to invest $4600? Which is the capital requirement here to bring in an 
extra $554? Well, to me, that's an amazing potential return. I'll put 4600 to make 550 all day long. So it 
makes sense economically, but you gotta have that dry powder to be able to do that. 

So for today, very, very first step in this. We're just going to do the 13 contracts that we've already put 
money up for, that we don't need to put any more money up for. So I'm gonna try to see, let's see if we 
can get 15. Net credit, let's review that trade. It'll bring in an extra $171. We don't put up any money to 



do that. I'm gonna send that order and it filled. I got 15 cents credit on that trade. So there we go. 
There's maybe the first of three or four steps to hedging this XLRE trade that we're gonna continue to 
work on over the next couple weeks. 

So number one: play around with your risk graph. Number two: get started on that adjustment trade for 
XLRE, it's not time sensitive. You can probably do that exact same trade today, Friday, on Monday, 
probably even Tuesday of next week would not be an issue. And then we'll continue to build on this to 
work our way into number one: getting some call positions up on this leg, so that if it continues to go up 
we actually turn the losses on the call side into a massive profit potential. Number two, bringing in some 
more income on the put side to offset that upside loss. And we will literally alter this trade. You'll see it 
move hopefully from a loss position to a profit position. 

So there's your alert. It's a long alert, I know folks. But go ahead get working on that. And we will talk 
with you with a summary review of all our positions on Monday. Thanks so much, have a great 
weekend. 
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