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Action Now!
XTO Energy (XTO)

We have just experienced a correction in
the oils, natural gas and shipping markets.
We believe they are going higher. This is an
opportunity to increase positions. We like
XTO Energy and recommend the February
35 Calls at 2.50. These calls are not
expensive, with a market implied volatility
under 30.

Buy XTOBG Feb 35 call at 2.50

Companhia Vale do Rio Doce
or CVRD for short (RIO 21.35)

This Brazilian company is the largest iron
ore supplier in the world. There is a short-
age of steel; China and other developing
countries can’t get enough. CRVD is
searching for more projects that will help it
expand and increase capacity. This is a
global growth plan that is likely to continue
for the foreseeable future. Brazil devalued
its currency recently, so it has some com-
petitive advantages and is the market maker
for iron ore. We recommend the March 20
Calls at 2.85. While the market implied
volatility is in the mid thirty range, they atre
undervalued relative to the stock price,
which currently has a statistical volatility of
53.

Buy RIOCD Mar 20 Call at 2.85
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Results from Last Issue

For October we did not close any option positions.
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Special Situation
Newmont (NEM) $46.12

The most noteworthy development in the last week is the
decline of the US dollar below its support at 87 on the
US dollar index cash. Last January and February it de-
clined to the 85 level before rebounding all the way back
to the 92 level. The support at 87 has been tested 4
times since then, but has now given way and seems to be
heading lower. We have been amazed that the dollar has
held up so long, given the eroding balance of trade and
current account that has been accumulated over the last
six months. In fact we suspect that the dollar has been
supported by the central banks, who hope to postpone
the inevitable revaluation of their respective cutrrencies
and their loss of competitiveness in the US consumer
market.

US DOLLAR INDEX CASH - daily OHLE plot

WMH wfh :
by i Nem

7 o 2 TR T b T T 05 &g Iz S5 T 2 7T HTE T I BT T I3 “A?F

OO DR 1aK-N4 FFR KAR PR rAY IR i Al SFR

MNEWROMT MIMNG .. doity OHLE plat

We know that the Japanese and Chinese central banks
have been buying Treasury bonds, and we suspect that
other central banks have been active in the futures mar-
ket selling gold futures contracts. Since gold is considered
the antithesis of the dollar, they hope that by keeping
gold in a trading range they will influence the dollar’s de-
cline. We know that the commercial gold miners, who
would be the natural sellers of gold futures against future
production, have been closing their short positions. This
means that there are only two other sellers of gold fu-
tures, the hedge funds and the central banks. We believe
the hedge funds are on the right side of the market and
expect a lower dollar in the future, so this leaves just the
central banks. After all, they can sell futures contracts
against their long physical gold stocks. So we think they
are two different groups working for a common goal of
supporting the US dollar in order to affect trade competi-
tiveness. The Asians are buying bonds and the Europe-
ans are shorting gold. The Japanese want to continue
selling overpriced Lexus and the Germans want to con-
tinue selling overpriced Mercedes-Benzes. Due to the
natural seasonal tendency for gold to rise in the fall in
anticipation of the holiday selling period, we believe that
gold will continue its rise despite central banks selling.
We also know that it is not wise to trade against the cen-
tral banks, as their resources are larger than ours. This
means we need a strategy that gives us the upside if we
are right, and limits our downside in the event that the
central banks turn this market lower in the near term.
(Continued on page 3)
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(Continued from page 2)

We think they are acutely aware that we are about to have
an election, and we suspect that it has been suggested that
a weak dollar before the election would not be very desir-
able. Chances are this charade will come to an end after
the US elections. Here is the limited risk trade. Buy the
Jan 45 Newmont calls at 3.60 and sell the Jan 50 New-
mont calls at 1.40. Our risk is 2.20 to make 5.00, the dif-
ference between the strike prices. While the risk reward
ratio does not look that favorable, our strategy will be to
adjust the position if Newmont breaks out above the
Dec-Jan highs of 50.

Buy NEMALI at 3.60
Sell NEMA]J at 1.40

Special Situation Il
Fannie Mae (FNM 67.65)

We believe that the house of cards is starting to fall apart.
Momentum is likely to pick up after the elections are
over. New administrations want to get all the bad news
out quickly so they can avoid blame later in their term.
The Securities and Exchange Commission has converted
its inquiry into a formal investigation. We think the worst
is yet to come. The open interest in the put options is
very large, but not yet expensive. The market implied
volatility, now around 30, will rise with each announce-
ment. Buy the Jan 65 puts at 3.00.

Buy FNMMM Jan 65 put at 3.00

Current Portfolio

We continue to hold our LNG short put position. While the price has advanced in our favor the volatility has
remained quite high. We will hold this position until the volatility declines or the stock breaks out to the
upside.

Short LNG Mar 17.5 put @ 2.40  Current market 1.75 Unrealized gain .65
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