bar point still has value, especially
if vour opponent should reenter on
your one-point, your real objective
is to limit the possibility of his
reentering at all. Your priority
shifts from securing your bar point
to securing points in your home
table.

Diagram 11 illustrates this
point. Black's runners have es-
caped. White is considerably be-
hind in the race. White's only hope
is to hit and contain black long
enough to catch up. White rolls a
6-2. How should he play it?

For the 6, white should move
W11 to W5 and for the 2, W9 to
W7. White could have used this
roll to make his bar point. Had
black’s runners not escaped, this
would have been preferable. Since
black’s runners are no longer a fac-
tor, white should concentrate on
building points in his home table
rather than securing his bar point.

White could also have used the
6-2 to make his two-point. He
should, however, secure his high
points first, so that even if black
reenters, he will not escape easily.
If black is forced to reenter low,
white may get the chance to hit
him again (even if he must slot to
do so) before black escapes. For
these reasons, slotting to the five-
point, in the hope of securing it on
a subseguent turn, is the best
move.

Slotting two men can be advan-
tageous when there is no prospect
of your opponent opening up on his
next turn. In diagram 12, white has
rolled a 6-4. Here, slotting two men
simultanegusly is white's strong-
est move. There is no prospect of
black leaving a shot on his next
turn, and therefore white can af-
ford to build his home table as
quickly as possible—even if it
means leaving himself vulnerable.
White should move W9 to W3 for
the 6 and W8 to W4 for the 4.

With the distribution of white's
men, almost anything white rolls
on his next turn will allow him to
secure W4 and W3. This would
give white a four-point board with
which he is then ready to hit black.

In summary, knowledge of how
and when to slot is valuable, re-
gardless of the position of your op-
ponent’s runners. You now have
that knowledge. Good luck. 9

(Next month: Bearing Off)

The Mathematics

of Gambling:

Letters from Readers

& 1979 by Edward O. Thomp

by Edward O. Thorp

Q: I read and reread Beat the Mar-
ket and then proceeded to short
1,800 shares of Loews T warrants
at an average price of $17.18 per
share and buy long 600 Loews
Common at $46.10 per share. My
question is, are the principles still
applicable today? Also, I have a
gut feeling that you have a strate-
gy for options that is more exciting
than the warrant hedge.

LC

A: I wish that vou had read Beat
the Market more carefully. Loews
warrants has a senior security
which can be used at par to exer-
cise the warranis. I refer to the
ASE LTRW warrants expiring
11/20/80 with an exercise price of
$40. The senior security is the
6.875 percent bond of 1993. As of
July 16, the bond price was 378.
This gives an effective exercise
price of $31.54 and a tangible value
or conversion value for the war-
rants of $§18.21. The warrant price,
then, was $18.63. That means that
there was only about 42 cents of
premium in the warrant to capture,
and it would take more than a year
to do so.

The vield on the common was
about 2.4 percent. Therefore, the
expected yield on your position
was very low. If [ had the position
vou describe, I would have closed it
out at this time. Since I don’t know
when you entered the position and
don't have the corresponding bond
price, I can’t tell you if vou made a
good choice, initially. At the prices
I guote, [ see that you are losing
$1.45 per warrant, or a total of
52,610 on the short side. and you
are gaining $3.65 per share of com-
mon, or a total of $2,190 on the
commeon for a net loss before liqui-
dating commissions of $420.

You could avoid mistakes like
this by taking the Value Line Op-

tions and Convertible Service.
Each week, they give a summary of
the relevant warrant statistics, in-
cluding the information I quoted
you.

The principles of Beat the Mar-
ket are still applicable, and there
are warrant situations from time to
time which are attractive. It is also
true that options now offer much
greater opportunities than the war-
rants. However, this whole area
has come to involve considerable
specialized knowledge, and unless
you have considerable money and
knowledge of the financial mar-
kets, do not invest in this area. On
the other hand, for those who have
the prerequisites that | mentioned,
the rewards have been, and con-
tinue to be, impressive.

Q: I recently finished reading Beat
the Market and as always, I was
impressed by the quality of your
work, Perhaps you would consent
to enlighten me even more on a few
points.

What is the general equation for
the family of curves in figure 6.37
And what is the first derivative of
that function with respect to SE?
You see, I own a microcomputer,
and those two equations would
make it easier for me to compute
both W/E and the mix than to ob-
tain them from figure 6.3.

Hauve there been any important
changes since your book was writ-
ten?

And finally, do you have any ad-
vice for a beginning investor like
myself? My funds are limited, and
my ability is untested, but my en-
thusiasm is unbounded

K.F.

A: Please refer to my above letter

to L.C. 1 add that since Beat the
Market was written, the Black-
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