
PROGRN1M I NG THE I SEC 250 

The ISEC 250 is an analog computer designed to solve one type of equation related 
to stock market values. It helps resolve the problem of the relative merits of 
individual securities in the context of the current market climate. it helps to 
set price objectives, stop loss points, relative risk I~vels and can be used to 
study the effect of earnings estimates. The computer has been designed with a 
sound fundamental approach to the market in mind and provides the needed objec­
tivity to maximize capital gains. 

The Information required to program any security consists of: 

1. The current Do", Jones Average obtainable from the Hall 
Street Journal or many other publications. 

2. The price earnings ratio and latest 12 months earnings 
for the Dow Jones Average. These are published in 

3. 

Barrons or in the Monday issue of the Hall Street Journal. 

The current price, the approximate high price during the 
last three months and the approximate 10\1 price during 
the last three months of the stock to be programmed. 
These can be obtained from back issues of Barrons, by 
observation of a stOCK p'rice chart or other sources. 

4. The current 12 months earnings and the 12 months earnings 
for the previous reporting period. These can be obtained 
from various services; Barrons, stock guides, etc. 

input A is calculated once a week and is the same for all calculations during the 
"ee~The calculation is made as follows: 

Determine the 00\1 Jones Average price earnings ratio from the Hall Street 
Journal. Look up the value for input A in the Table of Values for input 
A. Subtract 1 from .this value for each 1% gain in the earnings of the 
Average over the last 3 months. Add 1 to the input A value for each 1% 
decline in earnings over the last 3 months. 

Example: Price Earnings reported in the Monday Hall Street Journal 
is 15.9 and the latest 12 months earnings for the Dow is 
$53.45. 



Calculation: Input A value in ihe table is 89. Three months ago 
the earnings \'iere listed as $51.75, therefore, there has 
been a gain of $1.70 in the period or about 3%. As a 
result, the Input A value of 89 should have 3 subtracted 
from it to give an Input A dial setting of 86. 

Input A value 

Dia I sett i ng 

= 89 
3 

=8b 

Current Earnings 
3 mo. ago earnings 
difference 

53.45 
51. 75 

1.70 or 3% 

Input B is calculated for each security being programmed as follows: 

The percentage change from the prior 12 months earnings reported last 
quarter to the current 12 months earnings reported this quarter is 
ca I cui a ted. Fo r examp Ie: 

12 mos. earnings 
Old 12 mos. 1.10 
New 12 mos. J.. 30 

J.g, 
.20 

2Q 
-:25 

3Q .!!.~ 
.30 .35 

1.10 

New Q 
T­. 10 

1.30 

If this change is positive, one point for each 2% gain is added to 125. 
If the change is negative, one point for each 2% drop is subtracted from 
125. The result is the dial setting for Input B. 

Example: Current earnings are 2.15, whi Ie prior 12 months earnings 
are 1.92. The percentage gain is about 12%, therefore, 
six points should be added to 125. This gives an Input B 
dial setting of 131. 

The Input B value for deficit earnings is calculated in a similar manner 
with the percentage gain or loss being determined by dividing the 
difference bet"leen the old and new earnings by the old earnings value. 
It is recommended that a maximum of 100% gain be used as large values 
tend to be the results of distortions. 

Input Cis calculated for each securi ty bei ng programmed as foIIO\'is: 
I 

Using the current 12 months' earnings calculate the price earnings 
ratio for the highest price in the last three months and the 10~lest 
price in the last three months, Subtract the 100'iest value from the 
highest and look up Input C in the Input C table. 
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Example: The highest price of the securi ty ~/as 32 1/2, the earnings 
are $2. la, therefore, the price earnings ratio is 15.5. 
The lowest price was 26 1/4 which gives a price earnings 
12·5. When these are subtracted (15.5 - 12.5 ; 3.0) and 
the value looked up in the table under the column headed 
by the earnings (2.10) the value for the Input C dial 
setting is 158. If the earnings ~Iere between 2.10 and 
2.20 the value for the dial setting can be easily approx­
Imated bet"/een the figures in the two columns. 

For example, if the earnings were 2.15 and the difference 
between price earnings ratios was 3, the value of the dial 
setting would be 154. 

With deficit earnings, the Input C value; 1000 and the Price Earnings 
d i (ference ; 15. 

The volatility number which is used for price projections and stop loss points 
is calculated by taking the same difference in price earnings ratios used in 
the Input C calculation and looking up the figure to use in the volatility table. 

Example: Using the previous price earnings difference of 3 and an 
Input C of 158, the table for volatility gives a value 
of 3. 

When reported earnings are a deficit an Input C of 1000 is used and 
the volatility number is calculated as though the PIE difference 
was 15. 

The basic calculation that the computer does can be represented as foIIO\"s: 

Input B 
10 

I npu t A x DO\'I Jones 
1000 

• 

Input C x Stock Price 
1000 

The Input B calculation can be expressed as: 

Input B = 125 = 50 x (New Earnings - Old Earnings) 
Old Earnings 

= SPIN or Relative 
value 
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PROGRM1MING THE ISEC 250 

(Manual Addendum) 

Input B. This value can be weighted to express more exactly the 
psychology of earnings and future market behavior of an individual 
stock price. The procedure is as follo\1s: 

If the difference in the Price Earnings Ratios 
calculated for the Input C is less than 2.25 
(example: 13.55 - 11.40 ~ 2.15), and the 
earnings are growing, use the full percentage 
increase in earnings added to 125 instead of 
1/2. The reason for this is non-volatile 
stocks should have high growth rates magnified. 

If the difference in the Price Earnings Ratio 
is less than 1.75 and the earnings are grO\·ling, 
the full percentage increase multipl ied by 4 
(to annualize the gain) can be added. 

When earnings are in declining trend, the full 
percentage drop should be subtracted from 125. 
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GRAPH FOR INPUT C AND DAllY ADJUSMENT DETER~jINATION 

, , 

100 150 

2 3 

To determine the proper value for Input C, 
move across the line representing the current 
stock price until the solid curved line is 
reached. Then go down the page to the Input 
C sca I e and -read the va 1 ue. 

To determine the amount of the daily adjust­
ment, move across the line representing the 
current sfock price unti 1 the dotted curved 
line is reached. Then go down the page to 
the daily adjustment scale and read the value. 
If the price has moved up, add this value to 
I npu t B, if the pr ice has moved d0\1rl, sub­
tract this value from Input B. 

1 I. 

200 250 300 350 400 
INPUT C SCALE 
45678 

DAllY ADJUSTMENT SCALE 

450 

9 

500 

10 11 12 13 



HOW TO GET QUOTES ON CBOE OPTIONS 

Since many brokers are still not famil iar with the CaOE, you may have to give him 
the symbol of an option ~Ihen you wish a quote. , 

The procedure below will, after you know which system he is on, enable YOll to 
specify the symbols on most issues, except for the Ultronics Stockmaster. 

For Ultronlcs Vldeomaster's prefix all options with "Q". No prefix is requi red on 
other systems. Suffix ".Q" on Quotron units. On Bunker Ramo suffix "." enough times 
to make the symbol 5 characters long. 

After any required prefix, give the stock symbol. These are: 

Alcoa M';t~ Gulf & Wstrn Gil' Merck MRK 7. AT&T T !~::-..:: Ha 11 i burton HAL MMM MMM 
At!. Richfield ARC . Homestake HM Monsanto MTC 
Avon Prod. AVP IBM IBM Nil' Ai rllnes NWA 
Beth Steel BS INA INA Pennzoll PZL 
Bruns\~1 ck BC IT&T ITT Polaroid PRD 
Cltlcorp FNC Int. Minerals IGL RCA RCA 
De 1 ta Air DAL Int. Paper IP Sea rs Roebuck S 
Dow Chern. DOW I nt. Ha ryes ter HR Sperry Rand SY 
Eas t Kodak EK Johnson & Johnson JNJ Syntex SYN 
Exxon XON Kennecot t KN Tesoro Pet TSO 
Fed Nat Mtg FNM Kerr McGee K~lG Texas Instr TXN 
Ford F Kresge KG Upjohn UPJ 
Gen Elect GE Loews LTR Weyerhaeuser WY 
Gen Motors GH ~1cDona 1 d's MCD Xerox XRX 
Grt Ws trn FI n GWF 

Next you specify the expiration month: 

A = January 
B = Apri 1 
C = July 
D = October 

Next you speci fy the striking price of the opt i on, as follows: 

A = The 1 st striking pri ce authorized 
B = The 2nd striking price authorized 
C = The 3rd striking prl ce authorized, etc. 

Since options are usually 1 ist,ed on the Wall Street Journal In the order authorized, 
simply count dO\~n A, B, C, etc. till you come to the one you want. Then add any 
.required suffix. 

"'"1< ,;~ . 
''<4.41 

/) 
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USING THE ISEC 250 COMPUTER TO CALCULATE 

ANNUALIZED PERCENTAGE YIELD 

Fi rst set the DO~I Jones Dial at 1000, the "A" Dial at 100 and the "B" 
dial at 100. Next set in the Stock Price on the Stock Price Dial. 
N0\1 reset the "B" Dial to read the value of the option premium x 10 + 
100. An option sell ing at $2 would cause· you to set the "B" Dial at 
120 ($2 x 10 = 20. 20 + 100 = 120.) For an option selling at $7, 
7 x 10 + 100 = 170. Be sure to take the full price of the option, 
even if the stock is over the striking price. 

Now, whi Ie holding the Push to Read button in, adjust the "c" Dial so 
that the meter reads O. The "C" Di al now reads at 10 times the per­
centage yield to expiration. Thus, a value of 40 on "G" represents a 
yield of 4% I'lhi Ie a reading of 120 would be 12%. 

To find the annualized yield, read the nearest percentage yield off 
the table down to the number of weeks to expiration. The value at the 
intersection of these two points is the annual ized yield of a given 
transaction. 

9 
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ANNUAL! ZED YlELD TABLE 

5 BASle ytELD TO EXPlRATtON IN PERC"NT 
,0 
~ Q.,L 1.0 .LcL.hL hL ~ J.cL ~.O ,u __ .2.:2.... hl- fuL u... ]-.0 1.:2... §..,.Q.... §..:.L ~ i,L .!Q..,.Q. 

I 26 52 78 
2 13 26 39 
3 8.7 17.3 26 

lOll 130 156 
52 65 78 
34.7 43.3 52 

182 208 234 
91 104 117 
60.7 69.3 78 

260 286 312 
130 143 156 
86.7 95.3 104 

338 
169 
113 

364 
182 
121 

390 
195 
130 

416 
208 
139 

442 
221 
147 

468 
234 
156 

~9~ 
2~7 
165 

520 
260 
173 

4 
5 
6 

7 
8 
9 

10 
11 
12 

13 
I~ 
15 

16 
17 
18 

19 
20 
21 

25 
~6 
27 

28 
29 
30 

31 
32 
33 

3h 
35 
36 

37 
38 
39 

6.5 
5.2 
~.3 

3.7 
3.3 
2.9 

2.6 
2,~ 
2.2 

2.0 
1.9 
1.'7 

1.6 
1.5 
1.4 

13 
10.4 
8.7 

7.4 
6.5 
5.8 

5.2 
4.7 
4.3 

4.0 
3.7 
3.5 

3.3 
3. I 
2.9 

19.5 26 
15.6 20.8 
13 17.3 

II. I 14.9 
9.8 13.0 
8.7 11.6 

7.8 IO.~ 
7,1 9.5 
6.5 8.7 

6.0 8.0 
5.6 7.4 
5.2 6.9 

32.5 
26 
21.7 

18.6 
16.3 
1~.~ 

13.0 
11.8 
10.8 

10.0 
9.3 
8.7 

4.9 6.5 8.1 
~.6 6.1 7.6 
4.3 5.8 7.2 

1.4 2.7 4.1 
1.3 2.6 3.9 
1.3 2.5 3.7 

5.5 6.8 
5.2 6.5 
5.0 6.2 

1.2 
1.1 
1.1 

1.0 
1.0 
1.0 

.9 

.. 9 

.'1 

.8 

.8 

.8 

.8 

.7 

.7 

.7 
.. 7 

.7 

2.4 
2.3 
2.2 

2.1 
2.0 
1.9 

1.9 
1.,8 
1.7 

1.7 
1.6 
1.6 

3.5 
3.4 
3.3 

3.1 
3.0 
2.9 

2.8 
2.] 
2.6 

2.<; 
2.4 
2.4 

1.5 2.3 
1.5 2.2 
1.4 2.2 

~.7 
1,,5 
~.3 

~.2 
~.O 
3.9 

3.7 
3,6 
3.5 

~;4 
3.3 
3.2 

5.9 
5.7 
5.4 

5.2 
5.0 
4.8 

4.6 
4,5 
4.3 

4.7 
4.1 
3.9 

3.1 3.8 
3.0 3.7 
2.9 3.6 

1.4 2.1 2.8 3.5 
1.4 2.1 2.7 3.4 
1.3 2.0 2.7 3.3 

39 
31. 2 
26.0 

22.3 
19.5 
17·3 

15.6 
14.2 
13.0 

12.0 
11. 1 
10.4 

45.5 52 
36.4 41.6 
30.3 34.7 

26.0 29.7 
22.8 26.0 
20.2 23.1 

18.2 20.8 
16.5 18.9 
15.2 17.3 

14.0 16.0 
13.0 14.9 
12.1 13.9 

58.5 65 71., 78 84.5 91 97.5 104 
46.8 52 57.2 62.4 67.6 72.8 78 83.2 
39.0 43.3 47.7 52.0 56.3 60.7 65.0 69.3 

33.4 37.1 40.9 44.6 48.3 52.0 ".7 59. 11 
29.3 32.5 35.8 39.0 42.3 45.5 48.8 52.0 
26.0 28.9 31.8 34.7 37.6 40.4 43.3 46.2 

23.4 26.028.6 31.2 33.8 36.4 39.0 41.6 
21.3 23.6 26.0 28.4 30.7 33.1 35.5 37.8 
19.5 21.7 23.8 26.0 28.2 30.3 32.5 3~.7 

18.0 20.0 22.0 24.0 26.0 28.0 30.0 32.0 
16.7 18.6 20.~ 22.3· 24.1 26.0 27.9 29.7 
15.6 17.3 19.1 20.8 22.5 2~.3 26.0 27·7 

110 117 
88.4 93.6 
73.7 78.0 

63.1 66.9 
55.3 58.6 
49.1 52.0 

44.2 46.8 
40.2 ~2.5 
36.8 39.0 

34.0 36.0 
31.6 33.4 
29.5. 11.2 

12~ 
98.8 
82.3 

70.6 
61.8 
5~.9 

~9.~ 
~II.9 
~1.2 

38.0 
35.3 
32.9 

130 
104 
86.7 

74.3 
65.0 
57.8 

52.0 
47.2 
43.3 

40.0 
37.1 
34.6 

9.8 11.~ 13.0 14.6 16.3 17.9 19.5 21.1 22.8 24.~ 26.0 27.6 29·3 30.9 32.5 
9.2 10.7 12.2 13.8 15.3 16.8 18.~ 19.9 21.~ 22.9 2~.5 26.0 27.5 29.1 30.6 
8.7 10.1 11.6 13.0 14.4 15.9 17.3 18.8 20.2 21.7 23.1 24.6 26.0 27.4 28.8 

8.2 9.6 10.9 12.3 13.7 15.1 16.4 17.8 19.2 20.5 21.9 23.3 24.6 26.0 27.4 
7.8 9.1 10.4 11.7 13.0 1~.3 15.6 16.9 18.2 19.5 20.8 22. I 23.4 24.7 26.0 
7.4 8.7 9.9 11.1 12.4 13.6 14.9 16.1 17.3 18.6 19.8 21.0 22.3 23.5 24.7 

7.1 
6.8 
6.5 

6.2 
6.0 
5.8 

5.6 
5.4 
5.2 

8.3 
7.9 
7.6 

7.3 
7.0 
6.7 

6.5 
6.3 
6.1 

9.5 10.6 
9.0 10.2 
8.7 9.7 

8.3 9.4 
8.0 9.0 
7.7 8.7 

7.4 8.4 
7 .. 2 8.1 
6.9' 7.8 

11.8 13.0 14.2 
11.3 12.4 13.6 
10.8 11.9 13.0 

10.4 11.4 12.5 
10.0 11.0 12.0 
9.6 .10.6 11.6 

9.3 10.2 11.1 
9..11 9..,9. 111.8 
8.7 '1.5 10.4 

15.4 
14.7 
14.1 

13.5 
13.0 
12.5 

12.1 
11.] 
11.3 

16.5 
15.8 
IS.? 

14.6 
tll.O 
13.4 

13.0 
12 .. 6 
12.1 

17.7 
17.0 
16.2 

15.6 
15.0 
14.4 

13.9 
13,4 
13.0 

18.9 20.1 21.3 22:5 
18.1 19.2 20.3 21.5 
17.3 18.4 19.5 20.6 

16.6 17.7 18.7 19.8 
16.0 17.0 18.0 19.0 
15.4 16.4 17.3 18.3 

14.9 15.8 16.7 17.6 
14 . .3 15.2. 16.1 17.0 
13.9 14.7 15.6 16.5 

), 
,.'0 

22.6 
21. 7 

20.8 
20.0 
19.3 

18.6 
17 ·.9 
17.3 

<;.0 

4.9 
4.7 

<;.0 ~.7 
5.7 6.5 
5.5 6.3 

7.5 8.4 
7.3 8.1 
7.1 7.9 

9.2 10.1 10.0 11.7 1?~ 13. h tll.3 15.1 15.~ 16.~ 
8.9 9.8 10.6 11.~ 12.2 13.0 13.8 1~.6 15.4 16.2 
8.7 9.5 10.2 11.0 11.8 12.6 13.4 14.2 15.0 15.8 

4.6 5.4 
4.5 5.2 
4.3 5.1 

4.2 ~.9 
4.1 4 .. 8 
4.0 IL] 

6.1 6.9 
5.9 6.7 
5.8 6.5 

7.6 
7.4 
7.2 

5.6 6.3 7.0 
5.5 6.2 6.8 
5.3 6.0 6.7 

8.4 
8.2 
7·9 

9.2 
8.9 
8.7 

7 . .7 8.4 
7.5 8.2 
7.3 8.0 

9.9 10.7 11.5 12.2 13.0 13.8 1~.5 15.3 
9.} 10.4 11.111.912.613.4 14.1 1~.9 
9.4 10.1 10.8 11.6 12.3 13.0 13.7 1~.4 

9.1 9.8 10.5 11.2 11.9 12.6 13.3 14.0 
8.9 9.6 10.3 10.9 11.6 12.3 13.0 13.7 
8.7 9.3 10.0 10.7 11.3 12.0 12.7 13.3 

til --Elt~fl!!C 



Calculating Option Premiums 

Til)1e premiums· carry a precise mathematical defini tion and it is 
important to know how to calcuJate them exc:ctly. 

I. When the stock price is belo\~ the striking price for a 
given option, then the option price equals the option 
premium. 

2. When the stock price is above the striking price for a 
given option, then the premium is equal to the striking 
price plus the option price less the stock price. 

Examp Ie: I. Apri 1100's 
Stock price 
Premium 

@ $ 3 1/2 
@ $97 
= $3 1/2 

2. Apri 1100's @ $8 1/2 
Stock price @ $102 
Striking price (100) plus Option Price 
(8 1/2) less Stock Price (102) equals 
Premium (6 1/2) 

USING THE OPTION TRADER 

There are five basic reasons for writing 01' buying options: 

I. Arb it rage 
2. Buying for price appreciation 
3. Writing or buying for portfolio protection 
4. Writing options for portfolio yield 
5. Writing naked op,tions in anticipation of market and 

stock price declines. 

17 
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1. Arbitrage is the simultaneous purchase and sale of the same or 
similar securides from \'Ihich one can profi t due to minor price 
differences bet\'leen the securities. Individuals I~ith considerable sums 
to invest can, for example, buy a stock \'Ihich is about to split and 
sell the ''when issued" stock kno\'ling that any price difference \'Ii II be 
reso I ved \'Ihen the 0 Ids tock stops trad i ng. 

Smaller investors can use the CBOE options to earn the same kind of 
"safe" prof its. 

Writing options for arbitrage is an extremely 10\'1 risk method of 
producing small consistent gains in capital. H0I1ever, gains can approach 
1% per day over short periods. Successful arbitrage depends on the 
price of an option further from expiration rising unusus,l.!.Y.. high relative 
to a nearer term option of the same striking price. The absolute price 
spread required bet\'leen the 2 options \'Iii I depend on your capital and 
your broker's capital requirements. If you \'Iish to invest only a fe\'l 
thousand dollars, you should probably have a spread of 4 points or more. 
With $10-30,000 perhaps 2 or 3 points is enough. 

JJNo rma I JJ P rem i urns 
More distant options usually carry a higher price or premium than 

options 11hich are nearer term and closer to expiration. For example, 
if Ford April 45 1 s are selling at $4, one \'Iould normally expect the 
'July 45 1 s to sell at about $5, the difference being the additional time ',,','.',) 
premium paid for an option further from expiration. " 

HO\'lever, "Ihen one looks at the time premium on a ~,day basis, the 
picture is reversed. Here \'Ie find that the option furthest from expira­
tion carries a lower daily premium. This daily premium usually runs from 
I to 10~ per day. except 11hen an option has less than 3 \'Ieeks to run. 

Distortions 
Occasionally, the time premium for a nearer term option falls belo\,l 

that for the next furthest out option. When this occurs the investor 
can take advantage of this arbitrage-like situation. This situation 
occurred in Xerox on the 11eek ending 12/7173. The July 140's had started 
trading that "/teek and closed at $11 1/4. The April 140's closed at 
$6 3/4. ,lith 165 days to run on the July option, the daily time premium 
\'las $.071 vs. $.068 for the April 140. Here \'Ie have the ingredients for 
successful arbitrage 

1. A I O"le r dai Iy time premium on the JJneare r" opt i on 
2. A large absolute spread in the 2 prices ($4.50) . 

, 
This is a distortion that is usually corrected \'Ii thin 3 or 4 \'leeks. In 
this case it took on I y a \'Ieek. 
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Examples: A 0011 Jones setting of 31\0 S .038 dai ly premium 
A Dow Jones setting of 1040 = $.104 dai ly premi um 
A DOVI Jones setting of 50 $.005 dai ly premium 

Using the Computer to Find 
Potential Arbitrage Situations 

1. Find an option where there is potential Arbitrage by scanning all 
the current option prices; that is, "Ihere the option further from 
expiration is at least 3 or more points above the nearer term. 

2. Compute the premium for the nearer term option as explained above. 

3. Set the Input A dial for the number of days to expiration of the 
further option. Keep "c" at 50 and "Stock Price" at O. 

4. If the stock is above the striking price of the option, set the 
premium only on the 8 Input Dial. "If the stock is below the 
striking price,set in the entire option price. Leave the Dow 
Jones dial at the setting of the nearer term option premium pre­
viously calculated. 

5. Depress the Push to Read button. A reading in the green area 
represents a potentially good arbitrage opportunity. A reading in 
the red or white area indicates a relatively poor arbitrage 
opportunity. 

[) 

Example: The ,.eek ending February 1, 1974, Texas Instruments Apri 1 
lOa's were at 13 1/2. The July laO's were at 19 3/4 and the stock 
was at 109. The 6 1/4 price differential between the April and '"J 
July options is ample for arbitrage. Since the stock is over the 
striking price, we deduct the amount over the striking price (9 
points) from the two options and get 4 1/2 and 10 3/4 dollar time 
premiums respectively. 

Set "A" at 62 (the number of days to exp i rat i on for the Ap r i I opt ion) , 
"8" to 45 (10 times 4 1/2), "C" to 50, "Stock Price" to O. Depress 
the "Push to Read" button and adjust "001'1 Jones to get a zero read­
fng on the meter. l1ith the meter at zero, read the "Dow Jones" 
setting. It should be near 700, indicating about a 7¢ per day premium 
for the April lOa's. 

Without resetting any other dials, set the "A" dial to 127 (the days 
to expiration for the Julys) and the "8" dial to 107.5 (the July 
premium times 10). 

Push the lip ress to" Read" button and read the me te r. 
green area Indicates a good arbitrage situation. In 
reading should be about +18. 

A rating in the 
this case the 

If you novi wish to determine the premium for the July 100's, simply 
adjust the "00"1 Jones to get a zero meter reading and read the 
premium off the Om. Jones di al. 

o 



The follovling \1eek the position could be closed out \'/ith a tidy 
profit, The July 100'5 were 10 1/2 and the Aprl I 100'5 at 7 for 
a $325 profit, less commissions, 

When comparing two premiums, any plus reading on the meter in con­
Junction with a price spread of about 3 or more points indicates a dis­
tortion and an arbitrage opportunity, However, the higher the reading 
on the meter the greater the distortion and the more lucrative the 
potential, 

2. Buying for price appreciation, This is potentially the fastest way 
to make your capi tal grow--also the highest risk method. The purchase 
of naked options is for those who pay attention and act quickly. There 
are enough opportunities in the option market so that one can use short 
swift rises and then go to stop losses on the purchased options, take 
additional gains, if they come or get out if the stop is hit. 

The weekly ratings can be used to evaluate potential purchases in 
several ways. A good cautious strategy is to purchase options \1hen the 
stock's iSEC rating makes a higher bottom, Successive weekly ratings of 
6, 1, 10, 6, 5, 14 illustrate this, These are the actual ratings for 
Brunswick as shown on the chart on the following page. The up\~ard arrow 
marks the vleek the "buy" vias signa 1 ed. 

A higher bottom nearly ah~ays precedes a 5-15 day move in the stock 
price, even in bear markets. Study of the weekly charts will suggest 
the vlay you will want to work with the ratings; A higher bottom \1hich 
occu rs afte I' a strong one week pri ce move in the stock shou 1 d be ignored. 
If a buy si!jnal is given after a stock is up even moder8fery-for-2--or:r­
weeks the signal should also be ignored, The charts will help you assess 
this. At the end of 5-10 days if you do not wish to take profits (in 
soft markets, YOll almost ah~ays should, hOl~ever), we strongly urge the 
use of stop losses to protect your position. 

A second, some\1hat less cautiolls strategy, which can be used during 
stronger-markets is to buy on higher bottoms and sell when the stock 
rating forms a lovler top. This is marked vlith a d0l1nward arr0l1 on the 
Brunswick chart. 

One can also use weekly ratings or dai ly updating and whenever the 
weekly is over +10 or the daily rating for a stock is +12 or over, the 
various options for that security can be purchased. If there are a number 
of ratings over +12, the ones with the highest values will be better buys 
and \1ill tend to outperform lovler rated options. Using this strategy a 
sell signal is given \1hen the \'Ieekly ratings go below -10 or reach -12 
if you are using dai ly updating. In the case of Bruns\'Iick, this signal 
was given the firs t week of Novembe I' and is marked \'1 i th a daub 1 e dOl'inward 
arrow. Note that using dai ly adjustments would have given a sell about 
3 weeks earlier (the weekly rating reached -9) at somewhat more favorable 
prices, 
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To sunmarize, options can 
be purchased "Ihenever the 
ratings go over +10 weekly (+12 
dai ly) or form a higher bottom 
and the-Stock is not up more 
than I vleek. The options should 
be sold, depending on the way 
you wish to work, after: 

I. 5 to 15 days 

2. The ratings form a lower top 

3. The ratings fall be 10\,1 -10 
on a "Ieek I y basis or below 
-12, if you use daily updating. 

, I n each s tack there wi II be 
at least three options trading. 
The potential price changes 
affecting all of the options are 
based on the under I y i ng stock 
activity. The ISEC system wi 11 
highlight stocks for further 
attention but does not tell you 
l'Ih i ch of severa I opt ions to buy. 
~/heneve r a stock is sa II i ng unde r 
the striking price the potential 
percentage move of an option l'iill 
vastly exceed that of the stock 
i tse I f. The refore, when a stock 
is bullish it is better to buy an 
option than the stock. 

I n gene ra I, a £lea r<:.r t~rm oe,.t i on ~.~~~~te r::...£.l0"ch'!.s_~'2.il.!~ a m~ 
distant one. The reasoning is that better volume and a more I iquid market 
exists in these options. The major exceDtion to this would be if the 
nearer term had less than 40 days to run. Also, the premium being paid 
for time is a smaller percentage of the price. I t is also better to buy 
an option I'lith a striking price a fel'l points above the price of thestOck. 

, 
For example, in early July 1973 there were tl'IO October options for 

Brunswick; one with a striking price of 20 and the other with a striking 
price of 15. On July 2, 1973 the stock closed at 14 7/8, the October $15 



option closed ,it I 3/4 I·,h i Ie the OGtober $20 closed at 1/2. In the next 
t"IO l'leeks the stock price went to 18 3/1, for a 26 percent gain, the 
October $15 went to 4 1/2 for a 157 percent gain, while the October $20 
went to I 7/8 for a 275 percent gain. By July 36, 1973 Brunswick was 
at 24 3/4, the October $15 at 9 1/2 and October $20 at 5 1/4 for percentage 
gains of 66%, 443%, 950% respectively. 

Remember, however, that a move of only 2 or 3 "leeks I"ould not have 
moved the higher priced option, Ivhereas the lower striking price began to 
move a I mos t the firs t Vleek. 

There are a number of strategies which can be employed in placing 
orders. One can go in at the market and purchase an option im~ediately. 
If a fel" options are involved the price wi II probably be very close to 
the last trade. HOI'Iever, for larger positions a limit should be placed 
on the price one is willing to pay, so that the option price is not 
inflated by your 01"" orders. It is probably better to take a position on 
a scale-down buying program "lith purchases being made of successively 
larger quantities at lower levels. An example I',ould be to place an order 
for October $40 Sperry Rand options starting at 4 1/2 on a 1/4 point 
scale-dol·in. Such as: 4 at 4 1/2,6 at 4 1/4, 10 at 4. This keeps your 
average cost 101" and lets you take advantage of temporary weakness. If 
your purchase or sale Ivi 11 account for more than 10% of the dai Iy volume 
on an option, your transaction will be a major factor in setting the price 
of the op t ion. 

Options should be sold ",henever the dai Iy rating gets below -12. A 
second opportunity to sell vlOuld be after a major gain to preserve profits 
(part of a position could be sold). A third reason for selling is when 
the option is about to expire. 

Time Factor--one very important feature of options should not be 
overlooked. This is the option premium paid for time. The longer the 
option has to run, the higher the premium. All of the premium wi II 
disappear by the time the option expires. It is desirable to realize 
gains quickly and minimize the p_remium dro~. 

A second factor in favor of short holding periods is that most big 
stock market moves are over very quickly. Ten to fifteen days will usually 
encompass a major move and then the 5 tack I"i II react, and move into a 
consolidation pattern for a month or two before a new buying opportunity 
occurs. To option holders, this side",ays period means a gradual loss of 
prof its as the p rem i um is reduced as time passes. ' The refore, be qu j ck to 
sell. However, it is possible to preserve profits Tn-trYlng--h)r long 
term capital gains. This can be attempted by the use of stop loss orders 
once an option has be'come profi table. These stop losses are orders placed 
to sel I an option position if the option price drops to a certain level. 
The exact price for the order should be just belm" the price the option , 
reached when the unde r I y i ng 5 tack was at a low. 

----.,: 
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1. 

Da i I 'L_l!pdat i no us i ng the compute r 

Set Dial "A" "lith the number following "Input A" at the 
top of your latest Input Data Sheet. 

2. Set the Dow Jones Di a I to the val ue of the cu r ren t Dow 
Jones Industrial Average which you \.i II find I isted in 
the Wall Street Journal, New York Times or other dai ly 
paper. 

3. Set the market trend switch in the Up position. 

You have nm. camp I e ted the gene ra I steps. These firs t th ree steps 
need not be repeated when evaluating additional stocks. 

4. Pick a stock you wish to evaluate, set Dial "B" to the 
number shown on the ISEC Option Index for the specific 
stock. 

5. Se t the "C" Range s.1i tch in the 1000 pos i t i on if "C". on 
the Data Sheet is bet",een 101 and 1000. Set the "C" 
Range sl.itch in the 100 position if "C" is betl.een 0 and 
lOa. Now set Dial "G" to the number shown on the ISEG 
Index for the stock. 

Example I. 
Example 2. 

(Picture I) (Picture 2) 

In Picture #1, the "e" setting is equal to 45. 
In Picture #2, the "G" setting is equal to 135. 

.J 



RELAT I VE STRENGTH PROGRAH 

The concept of relative strength is I'lell knO\·m to stock market 
analysts. The basic idea is that a stock that is stronger than the 
market is a better stock to own than one that is not as strong as 
the market. Furthermore, when the market is in a downtrend a stock 
that is stronger' wi II be the one to do better after the market turns 
up. Since many market theories have some.basic truth to them, a 
study of relative strength and its use for timing the purchase and 
sale of securities could help portfolio performance. 

What is relative strength? Very simply it is a method of des­
cribing how an individual stock is performing relative to the market. 
For examp Ie: I f the 001'1 Jones Ave rage goes from 820 to 861 in one 
~Ieek, it has appreciated by 41 points or 5%. At the same time, if 
Exxon has moved from 80 to 88 it has appreciated by 8 points or 10%. 
This is a 5% better move than the Dow Jones managed and would certainly 
be a worthwhi Ie stock to continue to hold if the price can be counted 
on to move up 5% faster than the market in the future. In any case, 
the relative strength for this one week would be +5% for Exxon. 

The next ~Ieek if the Dow Jones average drops from 861 to 820, a 
41 point drop or 5% from low to high and Exxon drops from 88 to 83 3/4, 
a I} 1/4 point drop or 5% from low to high, the stock's relative strength 
wou I d be O. Th is is because both the Dow Jones and Exxon dropped 5%. 
If Exxon had remained unchanged while the 001'1 Jones dropped, the rela-
t i ve strength I'IOU I d have been +5%. Th i sis because re I at i ve I y Exxon 
was 5% stronger than the market. ------

I t is obvious that many market factors can influence one week's 
re I at i ve strength. A news even t, a fund pu rchase of a stock or even a 
rumor can cause a major transient price move. Therefore, most students 
of re·lative strength use a longer history than one week to determine 
whether the stock is truly stronger than the market. Several different 
time periods appear to offer enough history for significant validity. 

Selecting the t.ime span. 
There are ~ number of studies of price activity in the stock market 

which seem to confi rm that some regular periodic price movement can be 
detected. One of these indicates prominent cycles of 6.5 weeks, 13 weeks, 
26 weeks and 39 weeks among others. I Examination of the sample charts 
show several possible time spans Ivhich seem to confirm this. if many 
charts are studied much periodic action appears to. be evident. in any 
case, the important thing t~ be derived from these studies is that signi­
ficant relative strength §ig~als coincide with these periods. Therefore, 
when selecting a time period to study relative strength, if the time period 

IJ,M. Hurst, "The Profit ~\agic of Stock Transaction Timing", Prentice Hall ,Inc. 
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Is picked which seems to coincide with possible cyclic activity, the 
market results should be·substantially better than if some intermed­
Iate period Is picked. 

Three relatively short time spans seem to have a fairly reliable 
correspondence to many individual stock price movements. These are 6 
weeks (30 trading days), 6 months (26 weeks) and 200 days. The 6 week 
period appears to be in line \~ith minimum significant market moves. The \ 
6 month period represents the current capital gain minimum holding period. .) 
The 200 day period represents a standard price average. Some of the 
published literature indicates strategies which apply to changes In 
relative strength. 2 These include: 

I. Buy the 5% strongest stocks on a long term basis and 
hold them until their relative strength reaches O. 

2. Buy volatile stocks with strong relative strength. 

3. Buy strong relative strength stocks \·,hen the market 
Iss t rong. 

4. Sell short on short term raIl ies stocks ~,hich have 
very weak long term relative strength. 

2Robert Levy, "The Relative Strength Concept of Common Stock Price 
ForecastIng", Investors Intell igence, Inc. 
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The sample charts illustrate a particularly strong relative strength 
situation and are based on a 6 month or 26 week time period. During the 
March 1973 to Augus t 1973 pe r i ad, the DO\~ Jones Average was ina ve ry 
strong downtrend. Allied Chemical, on the other hand, traded in a very 
narrO\~ range through most of this period and indicated great relative 
strength. At the market low point in August the relative strength values 
indicated the stock was still 10% stronger than the market. This.residual 
stock price strength was proven on the subsequent move Into January 1974 
when the price moved up 15 points against a continuing weak market. 
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On the other hand, in October as the market made a new recovery 
high and the relative strength of Allied Chemical continued very strong, 
Honeywell had a relative strength showing exceptional weakness. While 
the stock price was near its rally high point the ~Ihole rally movement 
was weaker than the market over the 6 month period. The subsequent 
price action with a drop to the 69-70 area ~Ias correctly forecast by the 
relative strength action. These illustrations occur often enough in 
stock price analysis to make the relative strength calculations signi­
ficantly useful as a money management tool. 



US I NG THE I SEC COMPUTER TO CALCULATE RELAT I VE STRENGTH. 

For all calcul~tion$ the Market Trend Switch is left in the up 
position. 

STEP I. 

STEP 2. 

STEP 3. 

STEP 4. 

STEP 5. 

STEP 6. 

STEP 7. 

STEP 8. 

STEP 9. 

Determine the length of time you wish to calculate relative 
strength for and then set the old Dow Jones Average on the 
Dow Jones dial. If the time period selected is 200' days 
set the Dow Value for that date. 

Set the Input A dial at 100. 
\, 

Set the Input B d i a I at 120. 
,,' 

Set the stock price for the same day as the DO\,1 Jones Average 
value on the Stock Price dial. 

Turn the Input C dial with the Push to Read button pushed in, 
until the meter reads O. The C dial will read under 100 if 
the stock price is relatively high and over 100 if the stock' 
price is under 20. The exact value is not as important as 
gett i n9 the meter to read O. The computer is now set up 11i th 
all the historical values for the time period desired. The 
next few steps put in the current situation and calculates 
the relative strength. 

Set in the current Dow Jones Average. 

Set in the current Stock Pri ceo 

Reset Input B to the value indicated in the accompanying 
tables. 

. .. 
Read the relative strength from the meter in % by pushing the 
Press to Read button. 

PROGRAM DISCUSSION. 

Before starting Step}1 It is obvious that a 'time period consistent 
with"'the type of portfolio operations desired must be selected. Longer 
term objectives should use the 200 day time periods or the 6 month 
period. Shorter term trading should use the 30 day period. It is also 
obvious that any other time period can be used. You should carefully 
decide on the characteristics desired in your 0\'111 portfolio management 
before selection of a specific time period. 
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After deciding on a desired time period, for example a 6· month 
period, the Dow Jones average at the start i.s entered. In the follow­
Ing example, the figures are as follows: 

Dow Jones Average / Allied Chemical 

March 16, 1973 
September 17, 1973 

963.05 
892.99 

33 7/8 
36 3/4 

Step I. 

Step 2. 

Step 3. 

Step 4. 

Step 5. 

Step 6. 

Step 7. 

Step 8. 

Step 9. 

Set 963 on the Dow Jones Dial. 

Set Input A dial at 100. 

Set Input B dial at 120. 

Set the Stock Price dial at 33 7/8 

Turn the Input C dial to get a 0 reading when the Push to 
Read button Is depressed. The C dial should read between 
64 and 70. 

Move the Dow Jones dial to 893. 

Move the Stock Price dial to 36 3/4. 

Move the Input B dial In accordance with the table of values to 
131. The table shows that a 30 dollar stock calls for adding 
4 points to the Input B value for each I point gain In stock 
price. Since the total gain ~Ias a little less than 3 points, 
II points was added to the starting Input B value of 120. 

When the Press to Read button is pushed, the meter should read 
about +16 in the green area. This indicates that Allied 
Cheml ca I was about 16% s t ronge r than the ma rket on September 17, 
1973. 

Three montlis later on December 14, 1973 the situation would have been' 
programmed wi th these numbers: 

June 15, 1973 
December 14, 1973 

Dow Jones Average / Allied Chemical 

888.55 
815.65 

33 
44 3/4 

Progranrning the computer, exact Iy as before" wi th Step #8 ca IIIn9 
for adding 48 points [4 x (44 3/4-33)] to the Input B value of 120, 
results in a RelatIve Strength figure off the scale to + green side of 
the meter. This is in excess of 30% stronger than the market. 



() 

Three months later on March 15, 1974 the sl~uation ~/ould be repro­
g rammed as fo II ows : 

September 17, 1973 
March 15, 1974 

Dow Jones Averag~ / AI lied Chemical 

892.99 
887.83 

36 3/4 
44 7/8 

Again after setting up the computer as before and using an adJust­
ment for Input B of 3.5 points for each I point gain In the price of the 
stock, \1hich results In a 26 point addition to 120, the Relative Strength 
reads about +20. 

The relationships of the various relative strength 
ratings are summarized below: 

September 17, 1973 
December 14, 1973 
March 15, 1974 

DO~I Jones / Allied Chemical / Relative Strength 

892.99 
815.65 
887.83 

36 3/4 
44 3/4 
44 7/8 

+16 
+30 
+20 

During this six month period the 001'1 Jones Average ended up almost 
unchanged ylhi Ie Allied Chemical ended up about 20% higher. At the end of 
the period the relative strength in Allied appeared to be ebbing and 
several strategies could be followed to protect profits. A stop 1055, 

could be placed, the stock could be sold because over 1/3 of the relative 
strength had dissipated, the stock could be held until the relative 
strength reaches 0 or below and weekly or dai ly monl toring of the 6 month 
relative strength characteristic could be corrfflenced to pinpoint the 
necessary action. 

ADDITIONAL TECHNIQUES 

There are some potential added benefits to plotting the relative 
strength figures on a chart. There are times when a higher bottom or 
lower top will be significant signals \1hich forecast major moves. This 
is particularly true when shorter time periods are used. The longer 
time periods ~Iill be sigrlcificant \1hen the absolute direction changes. In 
all cases results should be significantly improved if all positions are 
taken in line with the general market direction. Once such a position is 
taken, use of various relative strength strategies to decide when to close 
out the position provides help in logical decision making. 
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TABLE OF INPUT B ADJUSTMENTS 

The values indicated should be added to an Input B value of 120 If 
the stock price Is higher and subtracted if the stock price Is lower. 
Each adjustment is for a 1 point change Ih stock price and fractional 
changes can be rounded off unless such a fractional price change is a 
significant percentage of the stock price. Most of the time, a simple 
Interpolation will give adjustment values within the accuracy of the 
dial settings. If a $50 stock has a 2 point gain over the selected time 
period 2.5 is added to the 120 Input B value for e~ch point the stock 
has gained, making the new Input B setting 125 (120 + 2 x 2.5). 

STOCK INPUT B STOCK INPUT B 
PRICE ADJUST.I$ PRICE ADJUST ./$ 

4 31. 95 1.5 
6 21. 100 1.25 
8 15.5 110 1.0 

10 12.5 120 1.0 
15 8.5 130 1.0 
20 6.0 140 1.0 
25 5.0 150 1.0 
30 4.0 160 .75 
35 3.5 170 .75 
40 3.0 180 .5 
45 2.75 190 .5 
50 2.5 200 .5 
55 2.25 220 .5 
60 2.0 240 .5 
65 2.0 260 .5 
70 2.0 280 .5 
75 1.5 290 .5 
80 1.5 300 .5 
85 1.5 350 .5 
90 1.5 400 .25 
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