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Introduction

For options traders, these are the best of times. A “perfect storm” of technology and competition has eroded the traditional advantages of access, information, and cost enjoyed by market makers and other professionals. These changes in the industry have helped open the door to the individual to participate in the options market in ways that would have been practically impossible just a few years ago.

Options can now be priced, executed, and managed electronically using many trading platforms, and these same technological advances have allowed brokers to reduce their commissions dramatically. Penny pricing and portfolio-based margining may serve only to further level the playing field.

Innovations at the exchange level allowing the electronic matching and processing of complex orders have stimulated greater participation and thus greater liquidity in these types of structures. Strategies that were previously “untouchable” by the individual investor may now be within reach, allowing the individual to express complex market views involving direction or lack thereof, timing, magnitude, velocity, and volatility levels.

In our first book, The Options Workbook, 3rd Edition (Dearborn Publishing, 2004), we introduced the entire options strategy toolbox. In this book, we explore strategies that address a directionless or sideways market: the butterfly and its variations, including the iron butterfly, condor, broken-wing butterfly, and pterodactyl.

We introduce the basics of long butterfly spreads and long condor spreads, including structure, P&L diagrams, and various scenarios. We also take a look at the Greeks (delta, gamma, theta, and vega) to see how they are used to measure the sensitivity of an option to changing conditions—a key factor in understanding long butterfly and condor spread structures. In later chapters, we explore using the butterfly structure as a trading vehicle for more aggressive trading tactics.

A detailed discussion on strategy application and position management is offered for each structure. Numerous charts and graphs help illustrate key concepts throughout each chapter.

It’s one thing to read about these structures and strategies, but it’s quite another to implement them in your own trading. So, at the end of each chapter you will find exercises and a quiz to test your understanding of the concepts presented. There is a final exam in the back of the book to further test your comprehension of the material covered.

You may also wish to check out our website, www.itichicago.com, for additional option strategy discussions.




1

Strategies for the Directionless Market

Options continue to grow in popularity with investors. According to the Options Industry Council, volume in 2006 grew 34.8 percent over 2005, with more than two billion contracts traded. Investors are realizing that options can be profitable components of their portfolios and may offer some advantages over outright stock positions.

One of the many possible advantages of using options is the ability to build a custom strategy to fit a particular market view or situation. One does not need to be restricted to “bullish” or “bearish” in order to profitably participate in the marketplace. Market views encompassing direction (or lack thereof), magnitude, velocity, timing, and volatility all can be traded using option combinations or spreads that fit a specific market situation.

One of the most common market conditions that force the bulls and the bears to the bench is the “directionless” or “sideways” market. To a directional trader, a directionless market is a curse, where one continually gets whipsawed and forced out of the market as it bounces up and down but ultimately goes nowhere. However, to the option trader this situation can be quite profitable if the right strategy is applied.




WHAT IS A DIRECTIONLESS MARKET? 

A directionless market occurs when the forces of supply (selling) and demand (buying) are not powerful enough to push prices into a directional trend. The market then begins to move sideways for a period of time. There is no “standard” length of time a market needs to go sideways to be deemed directionless; it is subjective and up to the observer. These sideways periods may form from a consolidation phase, where the market decides to take a “rest” after a directional move (see Figure 1.1), a waiting period before important data are released, a prelude to a reversal of trend, or a seasonal condition where there is just not enough interest or activity to force the market into a particular direction (see Figure 1.2).

Figure 1.1 Consolidation

Source: Corona Derivatives, LLC
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Figure 1.2 Seasonal Sideways

Source: Corona Derivatives, LLC
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IDENTIFYING THE DIRECTIONLESS MARKET 

Directionless markets are identified by observing price action. Technical analysis tools can be especially helpful in identifying an underlying directionless stock or index. Bar charts, candlestick charts, Market Profile, and other types of graphic representation of price action over time can be used. In addition, technical indicators, particularly “strength of trend” indicators, can be employed to help identify situations where trend strength is low and a directionless market is likely to persist. One doesn’t have to be a technical wizard to spot a potentially directionless market. “Eyeballing” a price chart is usually sufficient, but there are a few basic concepts that should be understood.


Support and Resistance 

Support and resistance levels represent price levels or zones where demand (buying pressure) or supply (selling pressure) materializes and halts falling prices or rising prices, respectively. Support and resistance levels can form within uptrends, downtrends, or directionless markets.


• Support 

Support is a price level or zone located below the current market price where buyers become more willing to buy and sellers are reluctant to sell. The buyers overwhelm the sellers in or near these zones, forcing prices back up and preventing the price from falling below the support level. Support levels or zones are determined by connecting reaction lows or “valleys” of price action with a line. It takes at least two reaction lows near the same price to form a support level. The more reaction lows that occur in this area the stronger the support level is seen to be. Figure 1.3 illustrates this concept. The arrows identify the reaction lows which are then connected to form a support level.

Figure 1.3 Support

Source: Corona Derivatives, LLC
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• Resistance 

Resistance is a price level or zone located above the current market price where sellers become more willing to sell and buyers are reluctant to buy. The sellers overwhelm the buyers in or near these zones, forcing prices back down and preventing the price from rising above resistance. Resistance levels or zones are determined by connecting reaction highs or “peaks” of price action with a line. It takes at least two reaction highs near the same price to form a resistance level. The more reaction highs that occur in this area, the stronger the resistance level is seen to be. Figure 1.4  illustrates this concept. The arrows identify the reaction highs which are then connected to form a resistance level.

Figure 1.4 Resistance

Source: Corona Derivatives, LLC

[image: 006]


The Trading Range Market 

When the forces of supply and demand equalize, a stalemate occurs and the market moves sideways between support and resistance levels within a trading range until one side can build up enough strength to finally overwhelm the other. Visualize two opposing armies entrenched directly across the battlefield from each other with neither having enough strength to break through the front line of the other. Attacks by each side on the other’s front line are easily repulsed and neither side advances. The stalemate persists until one side finally builds up enough strength to break through the front line of the other. This is analogous to the classic directionless market (see Figure 1.5 below).

Figure 1.5 Trading Range

Source: Corona Derivatives, LLC
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The Trend Is Your Friend (Even When There Isn’t One) 

One of the oldest sayings in trading is “The trend is your friend.” In other words, it is best to trade in the direction of the prevailing price trend because even if the trader’s timing when entering a position is off a little bit, the underlying trend will eventually resume and come to the rescue. This, of course, doesn’t always happen because trends typically end. Markets may trend longer and further than most would believe; therefore, trading with the prevailing price trend generally may be a good idea. This also may be true of the directionless market. Even though it is sometimes referred to as a “trendless” market, the directionless market does have a price trend—sideways—and it is important to consider this trend as well. Indicators that measure the strength of a trend (or lack of it) also can be helpful in identifying or confirming directionless trade possibilities.


Using Technical Indicators 

There are almost as many technical indicators as there are stars in the sky—and certainly too many to attempt to cover here. However, a certain class of indicators, strength of trend indicators, can be used in conjunction with price charts to help identify markets that are directionless and have low trend strength (and, therefore, are likely to remain directionless).

Some of the better-known indicators include J. Welles Wilder’s Average Directional Index (ADX) and Average True Range (ATR). Bollinger Bands and other volatility-based indicators also can be helpful in identifying low-volatility (directionless) situations. These and many other technical indicators can be found in most off-the-shelf technical analysis software packages. As with all technical indicators, it is important they be used with price charts for purposes of confirmation rather than on their own.


Important Factors 

Regardless of what methods or tools are used to identify the directionless market, there are some important factors to consider when analyzing an underlying instrument for a possible directionless option strategy. Most important are the price levels involved. Support and resistance levels need to be identified, along with the point or area to where price tends to revert as it meanders up and down. These levels are of key importance for strike (exercise price) selection when constructing the strategy to be used. It also is important that the underlying instrument being analyzed appears likely to remain in the directionless mode for the period of time that corresponds to the time horizon the investor has chosen.




PROFITING FROM A DIRECTIONLESS MARKET 

So what type of option strategies will theoretically profit from a directionless market? If a market is directionless and is hovering around the same prices every day or floundering inside a trading range, then the only thing really changing on a day-to-day basis is the passage of time. So it follows that those option strategies that are neutral in terms of direction and benefit from the passage of time (strategies with positive time decay) are the best for taking advantage of a directionless market.


Time Decay 

The price of an option has two components: intrinsic value and extrinsic value. Intrinsic value is the amount by which an option is in-the-money. A call option is in-the-money if the price of the underlying is above the strike price. A put option is in-the-money if the price of the underlying is below the strike price. Any remaining value is extrinsic value. At-the-money options and out-of-the-money options are composed entirely of extrinsic value. The amount of extrinsic value in an option depends on many factors, including underlying price, interest rates, dividends, time until expiration, and implied volatility. The more uncertainty there is about the option’s possible value (for example, higher volatility, greater time to expiration), the greater the extrinsic value of the option. Conversely, the more certainty there is about an option’s value (for example, lower volatility, less time until expiration), the lower the extrinsic value of the option.

Figure 1.6 Time Decay

Source: Corona Derivatives, LLC
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Theoretically, an option loses a portion of its extrinsic value every day, and, over time, an option will lose all of its extrinsic value. This is referred to as “time decay.” Because of time decay, buyers of options theoretically lose money every day, while sellers of options theoretically gain money every day. Time decay is quantified by theta (see Figure 1.6).


Theta 

Theta is defined as the sensitivity of an option’s price to the passage of time. It is usually quantified as the loss in an option’s extrinsic value over one day’s time. Long options have negative theta, and short options have positive theta. Some other important characteristics of theta:• Theta of at-the-money options is greatest
• Theta of at-the-money options rises sharply as expiry approaches
• Theta of in-the-money and out-of-the money options falls as expiry approaches



Looking at Figure 1.7, one can see that the theta of an option or option position is highly dependent on the location of the strike(s) relative to the underlying price—the “moneyness” of the option(s)—as well as time to expiration. It is important to identify the boundaries of the directionless market as well as the area of mean reversion, in order to structure the position so it will have the greatest theta in the area where the underlying is most likely to trade.

Figure 1.7 Theta Over Time

Source: Corona Derivatives, LLC
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OPTION STRATEGIES TO ADDRESS THE DIRECTIONLESS MARKET 

An option strategy with positive time decay (positive theta) and a neutral directional bias theoretically will profit from a directionless market. As time passes and the underlying continues to move in a sideways motion, the options will lose some of their extrinsic value through time decay, making the position profitable. There are several different option strategies that fit this type scenario, some more aggressive than others. The long butterfly (and its variations) and the long at-the-money calendar spread are limited risk spreads, available for the individual investor. Calendar spreading can be a complicated endeavor that indeed merits a book of its own. In this book, we will focus on the simpler of the two strategies, the long butterfly.


Long Butterfly 

The long butterfly is a unique option strategy that can be used to address the directionless market. A long butterfly is constructed using three (usually) adjacent strikes, purchasing the lower strike option, selling two options at the middle strike, and purchasing the higher strike option. The long butterfly has several variations and can be constructed using calls, puts, or a mixture of both. We explore the structure of these variations, including iron butterflies, condors, pterodactyls, and others, in later chapters.

Strike selection is very important when addressing the directionless market with a long butterfly. The middle strike should be located in the middle of the expected trading range. Placing the middle strike of the long butterfly at-the-money creates a position that does not have a directional  bias and has a positive theta. Recall that at-the-money options have a higher theta than away-from-the-money options. Even though a long butterfly has an equal number of long and short options, locating the middle strike at-the-money gives the structure a positive theta.

The strength of the long butterfly is that it is a limited-risk strategy (see  Figure 1.8). If the market suddenly breaks out of the trading range and is no longer directionless, the investor will likely experience a loss, but is not exposed to unlimited risk.

Figure 1.8 Long Butterfly Payout

Source: Corona Derivatives, LLC
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The long butterfly can also be a great trading vehicle, offering trading opportunity and some flexibility. There are several option strategies embedded in this strategy. There is a bull spread, a bear spread, a short straddle, and a long strangle—all contained in the long butterfly! These embedded structures allow the investor the additional flexibility to trade in and out of a long butterfly strategy in stages, depending on market view. Components can be added or subtracted as one’s market view changes.

The following chapters are devoted exclusively to the use of the long butterfly and its many variations all of which attempt to take advantage of the directionless market.




SUMMARY 

A “directionless market” is a condition in which the price of a stock or index is moving sideways over time. Although there are daily up and down fluctuations, no sustained progress is made either to the upside or to the downside. Such a market is sometimes referred to as “trendless,” but in reality, the trend is sideways.

When a stock or index meanders in a directionless state, it usually will begin to form support and resistance levels, which tend to act as the boundaries of the directionless zone. Support and resistance levels may be detected by observing the price action or through technical analysis.

Options traders may take advantage of this type of market action by initiating positions with positive time decay and no directional bias. A position with positive time decay is a position that will theoretically increase in value every day through the erosion of the extrinsic value of the component options in the position.

There are several basic options strategies that have positive time decay and no directional bias, but with the exception of the long calendar spread, the long butterfly, long condor, and other long “winged” structures are the most flexible and most important, have limited risk, and therefore, are most appropriate for the individual investor.
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Long Butterfly Spread Basics

CONCEPT REVIEW

Vertical spread. The simultaneous purchase and sale of options with the same class and expiration, but with different strike prices. Depending on which strike is bought and which strike is sold, it can have either a bullish or bearish bias. For example: XYZ July 100/105 call vertical spread. If the trader were bullish, he would buy the 100 call and sell the 105 call; if bearish, he would buy the 105 call and sell the 100 call.

 

Bear spread. A vertical spread with a bearish bias where one purchases a higher strike option and sells a lower strike option of the same class and expiration. A bear spread using calls (also known as a short call spread ) will result in a credit, and a bear spread using puts (also known as a long put spread ) will result in a debit.

 

Bull spread. A vertical spread with a bullish bias where one purchases a lower strike option and sells a higher strike option of the same class and expiration. A bull spread using calls (also known as a long call spread ) will result in a debit, and a bull spread using puts (also known as a short put spread ) will result in a credit.

 

Credit spread. A vertical spread where the option sold has a higher value than the option purchased, resulting in a net credit. A call bear spread and a put bull spread are examples of credit spreads.

 

Debit spread. A vertical spread where the option purchased has a higher value than the option sold, resulting in a net debit. A call bull spread and a put bear spread are examples of debit spreads.



As explained in Chapter 1, a long butterfly spread can be constructed using calls, puts, or combinations of both calls and puts. When both calls and puts are used, the strategy is referred to as an iron butterfly. Regardless of how it is constructed, if the effective price is the same, the profit and loss profile will be the same. We will discuss these issues at length when we explore iron butterflies and trading tactics. First, the basics.




THE CALL BUTTERFLY 


Structure 

A long call butterfly incorporates three strikes all having the same expiration cycle. It is constructed by purchasing a lower strike (K1) call, selling two calls at a middle strike (K2), and purchasing one higher strike (K3) call. (See Figure 2.1). Typically the strikes selected are equidistant. If they are not, it is known as a broken-wing butterfly. We will discuss these and other variants in a later chapter.

Figure 2.1 Structure of the Long Call Butterfly Spread

Source: Corona Derivatives, LLC
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The +1/-2/+1 structure is the signature of the long butterfly position. Regardless of whether it is a long call butterfly, long put butterfly, or long iron butterfly, it will always have this structure. The long options at the outside strikes are commonly referred to as the “wings,” while the two short options at the middle strike are referred to as the “body,” or “guts.”

A quick inspection of Figure 2.1 reveals some interesting characteristics:• The long call butterfly can be viewed as a combination of two vertical spreads; it is a bull spread (long call spread or debit spread, combining the lower two strikes) overlapped by a bear spread (short call spread or credit spread, combining the upper two strikes). (See Figure 2.2.)
• Because the trader is buying the vertical call spread (the lower two strikes) and selling the vertical call spread (the upper two strikes), he usually has to pay for a long call butterfly, since, with calls, the lower two strikes typically will have higher premiums.
• There are an equal number of long calls and short calls in the position; therefore, the position has both limited risk and limited reward.



Figure 2.2 Long Call Butterfly Decomposition Diagram

Source: Corona Derivatives, LLC
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The P&L diagram in Figure 2.3 illustrates the risk, reward, and break-even points of the long call butterfly at expiration.

Figure 2.3 Long Call Butterfly P&L Diagram

Source: Corona Derivatives, LLC
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Example 

Buy the XYZ April 95/100/105 Call Butterfly:

• Buy 1 XYZ April 95 call at $7.00
• Sell 2 XYZ April 100 calls at $4.00
• Buy 1 XYZ April 105 call at $2.00

This creates a long XYZ April 95/100/105 call butterfly at a total cost of $1.00 (-$7 + $8 - $2).

Figure 2.4 P&L Diagram of the Long XYZ April 95/100/105 Call Butterfly Source: Corona Derivatives, LLC
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The previous example and Figure 2.4 illustrate the risk, reward, and break-even points of the long call butterfly at expiration. The point of maximum profitability is located at the middle strike at expiration; the maximum loss will be realized at or below the lower strike, or at or above the upper strike, at expiration. Therefore, at expiration the range of profitability extends from between the lower break-even point, K1 + debit, and the upper break-even point K3 - debit.

“What If?” Scenarios (Potential Outcomes at Expiration)



	Stock Price of 90.00 	Long 1 XYZ April 95 call value	=	$0.00
		Short 2 XYZ April 100 calls value	=	$0.00
	Long 1 XYZ April 105 call value	=	$0.00
	Net value of spread	=	$0.00
	Cost of spread	=	$1.00
	Net profit /loss 	= 	-$1.00 
	Stock Price of 96.00 	Long 1 XYZ April 95 call value	=	$1.00
		Short 2 XYZ April 100 calls value	=	$0.00
	Long 1 XYZ April 105 call value	=	$0.00
	Net value of spread	=	$1.00
	Cost of spread	=	$1.00
	Net profit/loss 	= 	$0.00 
	Stock Price of 100.00 	Long 1 XYZ April 95 call value	=	$5.00
		Short 2 XYZ April 100 calls value	=	$0.00
	Long 1 XYZ April 105 call value	=	$0.00
	Net value of spread	=	$5.00
	Cost of spread	=	$1.00
	Net profit/loss 	= 	$4.00 
	Stock Price of 104.00 	Long 1 XYZ April 95 call value	=	$9.00
		Short 2 XYZ April 100 calls value	=	-$8.00
	Long 1 XYZ April 105 call value	=	$0.00
	Net value of spread	=	$1.00
	Cost of spread	= 	$1.00
	Net profit/loss 	= 	$0.00 
	Stock Price of 110.00 	Long 1 XYZ April 95 call value	=	$15.00
		Short 2 XYZ April 100 calls value	=	-$20.00
	Long 1 XYZ April 105 call value	=	$5.00
	Net value of spread	=	$0.00
	Cost of spread	=	$1.00
	Net profit/loss 	= 	--$1.00 





THE PUT BUTTERFLY 


Structure 

The Put Butterfly uses three strikes of the same expiration cycle and is constructed by purchasing one lower strike (K1) put, selling two middle strike (K2) puts, and purchasing one higher strike (K3) put. (See Figure 2.5.) As with the call butterfly, typically the strikes selected are equidistant.

Figure 2.5 Structure of the Long Put Butterfly Spread

Source: Corona Derivatives, LLC
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An inspection of the long put butterfly structure in Figure 2.5 reveals some interesting characteristics of this spread:• The long put butterfly is a combination of two vertical spreads, a bull spread (short put spread or credit spread) combining the lower two strikes, overlapped by a bear spread (long put spread or debit spread) combining the upper two strikes. (See Figure 2.6.)
• Because the trader is buying the vertical put spread (the upper two strikes) and selling the vertical put spread (the lower two strikes), he usually has to pay for a long put butterfly, since, with puts, the upper two strikes typically will have higher premiums.
• There are an equal number of long puts and short puts in the position; therefore, the position has both limited risk and limited reward.



Figure 2.6 Long Put Butterfly Decomposition Diagram

Source: Corona Derivatives, LLC
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Figure 2.7 Long Put Butterfly P&L Diagram

Source: Corona Derivatives, LLC
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Figure 2.7 illustrates the risk, reward, and break-even points of the long put butterfly at expiration.


Example 

Buy the XYZ April 95/100/105 Put Butterfly:• Buy 1 XYZ April 95 put at $1.00
• Sell 2 XYZ April 100 puts at $4.50
• Buy 1 XYZ April 105 put at $9.00



This creates a long XYZ April 95/100/105 put butterfly at a total cost of $1.00 (-$1.00 + $9.00 - $9.00).

Figure 2.8 and the previous example illustrate the risk, reward, and break-even points of the long put butterfly at expiration. The point of maximum profitability is located at the middle strike at expiration, while the maximum loss will be realized at or below the lower strike or at or above the higher strike at expiration. So at expiration, the range of profitability extends from between the lower break-even point, K1 + debit, and the upper break-even point, K3 - debit.

Figure 2.8 P&L Diagram of the Long XYZ April 95/100/105 Put Butterfly Source: Corona Derivatives, LLC
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“What If?” Scenarios (Potential Outcomes at Expiration)



	Stock Price of 90.00 	Long 1 XYZ April 95 put value	=	$5.00
		Short 2 XYZ April 100 puts value	=	-$20.00
	Long 1 XYZ April 105 put value	=	$15.00
	Net value of spread	=	$0.00
	Cost of spread	= 	$1.00
	Net profit/loss 	= 	-$1.00 
	Stock Price of 96.00 	Long 1 XYZ April 95 put value	=	$0.00
		Short 2 XYZ April 100 puts value	=	-$8.00
	Long 1 XYZ April 105 put value	=	$9.00
	Net value of spread	=	$1.00
	Cost of spread	= 	$1.00
	Net profit/loss 	= 	$0.00 
	Stock Price of 100.00 	Long 1 XYZ April 95 put value	=	$0.00
		Short 2 XYZ April 100 puts value	=	$0.00
	Long 1 XYZ April 105 put value	=	$5.00
	Net value of spread	=	$5.00
		Cost of spread	=	$1.00
	Net profit/loss 	= 	$4.00 
	Stock Price of 104.00 	Long 1 XYZ April 95 put value	=	$0.00
		Short 2 XYZ April 100 puts value	=	$0.00
	Long 1 XYZ April 105 put value	=	$1.00
	Net value of spread	=	$1.00
	Cost of spread	=	$1.00
	Net profit/loss 	= 	$0.00 
	Stock Price of 110.00 	Long 1 XYZ April 95 put value	=	$0.00
		Short 2 XYZ April 100 puts value	=	$0.00
	Long 1 XYZ April 105 put value	=	$0.00
	Net value of spread	=	$0.00
	Cost of spread	=	$1.00
	Net profit/loss 	= 	-$1.00 


 




P&L BEFORE EXPIRATION AND UNDER CHANGING MARKET CONDITIONS 

One of the potential problems faced by investors new to option spread strategies is that most available educational materials use P&L graphs set to expiration day. These hockey-stick graphs can be misleading because they are applicable only at expiration day, when all extrinsic value has vanished. This can be very frustrating for the novice spreader who correctly forecasts the market direction or behavior, but does not realize the profit he or she was expecting because it occurred before expiration or under other market conditions that impacted extrinsic value. For that reason, at expiration  was heavily emphasized in the preceding P&L diagrams and what-if examples.

As we saw in chapter 1, there are many factors that can affect the extrinsic value of an option, including underlying price, implied volatility, time until expiration, interest rates, dividends, and other factors. The risks associated with these factors are quantified by what are commonly called “the Greeks.” To understand how the long butterfly—or any spread strategy—will behave prior to expiration, or under changing market conditions, it is necessary to study the Greeks. Chapters 4 and 5 will be devoted exclusively to understanding the Greeks of the long butterfly and long condor positions, and how they can change as market conditions evolve.




CALL BUTTERFLY OR PUT BUTTERFLY? 

It is evident from the preceding P&L diagrams and examples that the risk/reward profiles of the long call butterfly and the long put butterfly (same strikes, same expiration) are identical. Except for a few special situations involving the early exercise of American-style options, there is essentially no difference between the profit and loss scenarios (or risk/ reward) of a long call butterfly and a long put butterfly. We will add the long iron butterfly to this list later.

For those butterfly spreads that have identical risk/reward profiles, an investor considering initiating a long butterfly position can choose between buying a call butterfly and buying a put butterfly. Obviously, if they are trading at different prices, one would simply buy the cheaper of the two. Unfortunately, this is a rare occurrence because there are thousands of professional traders (and their computers) monitoring the markets looking for just these types of price discrepancies for possible arbitrage opportunities. The activities of these option arbitrageurs will usually keep the prices of such structures “in line.” Be that as it may, it is always a good idea to obtain quotes on both when looking to buy a butterfly, just in case.

Exiting from an existing long call butterfly or long put butterfly position by selling the opposing put or call butterfly may be a bit more problematic for the individual investor. Even though call and put butterflies with the same strikes and same expiration may have identical risk/reward profiles, selling a put butterfly to close an existing long call butterfly position, or selling a call butterfly to close an existing long put butterfly position, leaves a residual position that, though neutral, must be held until expiration.




SUMMARY 

In later chapters, we will explore using the butterfly structure as a trading vehicle for more aggressive trading tactics. Some of these tactics include legging into butterfly trades using the individual option or vertical spread subcomponents, incorporating directional or swing trading tactics, and assembling butterflies in stages. When one trades in this fashion the call, put, and iron butterflies may be used interchangeably greatly expanding the arsenal. Factors such as “moneyness” (i.e., whether the options or spreads involved are out-of-the-money, at-the-money, or in-the-money), liquidity, and width of the bid-ask spreads of the component options or spreads may offer a distinct advantage in choosing one butterfly structure over another.




CHAPTER 2 EXERCISE 

Consider the option prices in Figure 2.9 and use them to answer exercise questions 1 through 10.

• Note that call quotes are on the left and put quotes are on the right. 
• Buy on the ask and sell on the bid. Figure 2.9 Option Price Chain for XYZ

Source: LiquidPoint, LLC
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1. What is the composition of the long XYZ July 95/100/105 call butterfly?
2. What price would one pay to initiate the position?
3. What are the break-even points?
4. What is the maximum profit?
5. What is the maximum loss?
6. What does the P&L diagram look like?
7. What is the profit or loss with XYZ stock at 93 at expiration?
8. What is the profit or loss with XYZ stock at 101 at expiration?
9. What is the profit or loss with XYZ stock at 107 at expiration?
10. What is the profit or loss with XYZ stock at 96 at expiration?



CHAPTER 2 QUIZ 

1. The butterfly spread can be viewed as two overlapping vertical spreads with the short position sharing the same strike for both verticals. True or false?
2. The long call butterfly can be viewed as a bull call spread overlapped by a bear call spread. True or false?
3. If one is long the XYZ July 60/65/70 call butterfly, one is “buying the wings and selling the body.” True or false?
4. What is the formula to determine the maximum profit potential for a long call or a long put butterfly?For questions 5 through 10, refer to the XYZ Option Price Chain (Figure 2.9).


5. Construct the 75/85/95 long put butterfly and determine the prices of each contract.
6. What is the offer price of the 75/85/95 long put butterfly?
7. What is the maximum profit of the 75/85/95 long put butterfly?
8. What are the break-even points of the 75/85/95 long put butterfly?
9. What is the profit or loss at expiration of the 75/85/95 long put butterfly with the stock at 95?
10. What is your maximum risk?

Chapter 2 Exercise Answer Key 

1. Long 1 XYZ 95 call @ $6.80Short 2 XYZ 100 calls @ $4.00

Buy Long 1 XYZ 105 call @ $2.25


2. $1.05 (-$6.80 + $8.00 - $2.25)
3. $96.05 (K1 + debit); $103.95 (K3 - debit)
4. $3.95 (K3 - K1)/2 - debit
5. $1.05 (debit incurred to initiate spread)
6. [image: 021]


7. The 95 call is worth $0.00, the 100 calls are worth $0.00, and the 105 call is worth $0.00. Therefore, at expiration it would result in a loss of $1.05 (the price paid to initiate it).
8. The 95 call is worth $6.00, the 100 calls are worth $1.00 each, and the 105 call is worth $0.00. Therefore, at expiration it would result in a profit of $2.95 (+$6.00 - $2.00 + $0.00 - $1.05).
9. The 95 call is worth $12.00, the 100 calls are worth $7.00, the 105 call is worth $2.00. Therefore, at expiration it would result in a loss of $1.05 (+$12.00 - $14.00 + $2.00 - $1.05).
10. The 95 call is worth $1.00, the 100 calls are worth $0.00, and the 105 call is worth $0.00. Therefore, at expiration it would result in a loss of $0.05 (+$1.00 - $0.00 -$ 0.00 - $1.05).

Chapter 2 Quiz Answer Key 

1. True
2. True
3. True
4. (K -K1)/2 - debit
5. Long 1 XYZ July 75 put @ $0.15 Short 2 XYZ July 85 puts @ $0.55 Long 1 XYZ July 95 put @ $2.90
6. $1.95 (-$0.15 + $1.10 - $2.90)
7. $8.05 ($95 - $75)/2 - $1.95
8. $76.95 ($75 + debit), $93.05 ($95 - debit)
9. $1.95 (all puts expire worthless; a $1.95 debit was incurred to initiate the spread)
10. $1.95 (debit incurred to initiate the spread)[image: 022]






End of sample




    To search for additional titles please go to 

    
    http://search.overdrive.com.   
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+1 +1
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Long Put Pterodactyl

Put
PutButterfly .  PutButterfly PutButterfly _ Prerodacty!
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Stock Price of 95.00  Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 105 puts value = ~$20.00
Long 1 XYZ April 10 putvalue = $15.00
Net value of spread = -$500

Cost of spread

Net profit/loss = 8550
Stock Price f 100.50 Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 105 puts value = ~$9.00
Long 1 XYZ April 10 putvalue = $9.50
Net value of spread = 5050
Cost of spread = 5050
Net profit/loss = 5000
Stock Price f 10500 Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 105 puts value = $0.00
Long 1 XYZ April 10 putvalue = $5.00
Net value of spread = $500
Cost of spread = $050
Net profit/loss = s450
Stock Price 0f 109.50 Long 1 XYZ April 95 putvalue = §0.00
Short 2 XYZ April 105 puts value = $0.00
Long 1 XYZ April 110 put value = $0.50
Net value of spread = 5050
Cost of spread $0.
Net profit/loss = s000
Stock Price of 11500 Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 105 puts value = $0.00
Long 1 XYZ April 110 put value = §0.00
Net value of spread = $000
Cost of spread = 5050

Net profit/loss = 5050
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Long 1XYZ April 115 put value = $1.00
Net value of spread = .00
Cost of spread $1.00
Net profit/loss = $0.00
Stock Price of 11500 Long 1 XYZ April 95 putvalue = $0.00
Short 1XYZ April 105 putvalue = $0.00
Short 1 XYZ April 110 put value = $0.00
Long 1 XYZ April 115 putvalue = $0.00
Net value of spread = 5000
Cost of spread = $100

Net profit/loss = -s100
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Composition:

Max Profit:
Max Loss:
Breakevens:

Long 1K, put

Short 1 K, put

Short 1 K, put

Long 1K, put

Same expiry, same underlying
(K, K - debit

Debit

K, + debit; K, - debit
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Stock Price of 97.00

Stock Price of 100.00

Stock Price of 105.00

Stock Price of 108.00

Stock Price of 110.00

Long 1XYZ April 95 callvalue = $2.00
Short 1 XYZ April 100 call value = $0.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = %200
Cost of spread = 5200
Net profit/loss = 5000
Long 1XYZ April 95 callvalue = $5.00
Short 1 XYZ April 100 call value = $0.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = $5.00
Cost of spread. $2.00
Net profit/loss = $3.00
Long 1XYZ April 95 callvalue = $10.00
Short 1 XYZ April 100 call value = $5.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = $5.00
Cost of spread $2.00
Net profit/loss $3.00
Long 1 XYZ April 95 call value $13.00
Short 1 XYZ April 100 call value ~$8.00
Short 1 XYZ April 105 call value = $3.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = 5200
Cost of spread $2.00
Net profit/loss $0.00
Long 1 XYZ April 95 callvalue = $15.00
Short 1 XYZ April 100 call value = ~$10.00
Short 1 XYZ April 105 call value = $5.00
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+
95 100, 15
0

Composition: Long 195 put
Short 1105 put
Short 1110 put
Long 1115 put
Same expiry, same underlying
Max Upside Profit: ~ NA
Max DownsideProfit: (115 - 110) - 1.00 = 4.00
Max Downside Loss: ~ (100 - 95) + 1.00 = 6.00
Max Upside Loss: ~ 1.00
Breakevens:
Downside 100+ 1.00 = 101.00
Upside 115~ 1.00 = 114.00
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Stock Price of 95.00

Stock Price of 101.00

Stock Price of 105.00

Stock Price of 110.00

Stock Price of 114.00

Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 105 put value = —$10.00
Short 1XYZ April 110 put value = -$15.00
Long 1 XYZ April 115 put value = $20.00
Net value of spread = -$500
Cost of spread $1.00
Net profit/loss = -$6.00
Long 1XYZ April 95 putvalue = $0.00
Short 1 XYZ April 105 put value = ~$4.00
Short 1 XYZ April 110 put value = ~$9.00
Long 1 XYZ April 115 put value = $14.00
Net value of spread = 5100
Cost of spread = 5100
Net profit/loss = s0.00
Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 105 put value = $0.00
Short1XYZ April 110 put value = ~$5.00
Long 1 XYZ April 115 put value = $10.00
Net value of spread = $500
Cost of spread

Net profit/loss =

Long 1 XYZ April 95 put value =

Short 1 XYZ April 105 put value = $0.00
Short1XYZ April 110 put value = $0.00
Long 1 XYZ April 115 put value = $5.00
Net value of spread - 5500
Cost of spread = 5100
Net profit/loss = 5400
Long 1 XYZ April 95 put value = $0.00
Short 1 XYZ April 105 put value = $0.00

Short 1 XYZ April 110 put value = $0.00
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Bull Call Spread K, K, + Bear Put Spread K,K,

+ K,
-1 K, -1
K, +1
(Debit Spread) (Debit Spread)
EQUALS:
Long Guts Iron Butterfly
+ K,
-1 K, -1

K, +1
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Stock Price of 95.00

Stock Price of 96.10

Long 1XYZ April 95 call value = $0.00
Short 1XYZ April 100 call value = $0.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 115 call value = $0.00
Net value of spread = 5000
Cost of spread $1.10
Net profit/loss = -s110
Long 1XYZ April 95 call value = $1.10
Short 1 XYZ April 100 call value = $0.00
Short 1XYZ April 105 call value = $0.00
Long 1 XYZ April 5 call value = $0.00
Net value of spread = 5110
Cost of spread = 5110
Net profit/loss = 5000
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Bear Call Spread K, K,

-1
+1
(Credit Spread)

EQUALS:

+ Bull Put Spread K, K,

Classic Long Iron Condor

-1
+1

K, +1
K, -1
Ky
Ky

(Credit Spread)
K, +1

K,
G
K,
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Composition:

Max Profi
Max Loss:
Breakevens:

Downside:
Upside:

Long 195 put
Short 1100 put

Short 1110 put

Long 1115 put

Same expiry, same underlying
(100 - 95) = 3.00 = 2.00

3.00

95 + 3.00 = 98.00
115 -3.00 = 112.00
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Stock Price of 104.00

Stock Price of 110.00

Cost of spread = 5100
Net profit/loss = 8400
Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 100 puts value $0.00
Long 1 XYZ April 105 putvalue = $1.00
Net value of spread = 100
Cost of spread = 100
Net profit/loss = 000
Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 100 puts value = $0.00
Long 1 XYZ April 105 putvalue = $0.00
Net value of spread = 5000
Cost of spread = $100
Net profit/loss = 100
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%0

9% 100 105

110

Composition:

Max Profit:
Max Loss:
Breakevens:

Long 195 put
Short 2 100 puts

Long 1105 put

Same expiry, same underlying
(105 - 95)/2 - 1.00; or 4.00
1.00

96.00;104.00





OEBPS/sali_9780470885222_oeb_038_tab.gif
Call

1

Strike
50
55
60

Put

+1






OEBPS/sali_9780470885222_oeb_070_r1.gif





OEBPS/sali_9780470885222_oeb_116_r1.jpg





OEBPS/sali_9780470885222_oeb_011_r1.jpg





OEBPS/sali_9780470885222_oeb_059_r1.gif
Bull Call
Spread KK,
+1
-1

Bull Put
Spread K, K,
+1
-1

+

+

Bear Call
Spread K, K,

-1
+1

Bear Put Spread
KK,

+1






OEBPS/sali_9780470885222_oeb_084_r1.gif
100 105 Jo 115

Composition: Long 195 call
Short 1100 call
Short 1105 call
Long 1115 call
Same expiry, same underlying
Max Upside Profit: (100~ 95)=1.10 = 3.90
Max Downside Profit: NA
Max Downside Loss:  1.10
Max Upside Loss: (115 -110) + 1.10 = 6.10
Breakevens:
Downside 95 +1.10 =
Upside 110-1.10
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Stock Price of 90.00

Stock Price of 96.00

Stock Price of 100.00

Stock Price of 104.00

Stock Price of 110.00

Long 1 XYZ April 95 callvalue = $0.00
Short 2 XYZ April 100 calls value = $0.00
Long 1 XYZ April 105 call value = $0.00
Net value of spread = 5000
Cost of spread = 100
Net profit /loss = -s100
Long 1 XYZ April 95 callvalue = $1.00
Short 2 XYZ April 100 calls value = $0.00
Long 1 XYZ April 105 call value = $0.00
Net value of spread = $L00

Cost of spread

Net profit/loss = 5000
Long 1 XYZ April 95 callvalue = $5.00
Short 2 XYZ April 100 calls value = $0.00
Long 1 XYZ April 105 call value = $0.00
Net value of spread = $5.00
Cost of spread = $100
Net profit/loss = 8400
Long 1XYZ April 95 callvalue = $9.00
Short 2 XYZ April 100 calls value = ~$8.00
Long 1 XYZ April 105 call value = $0.00
Net value of spread = .00
Cost of spread = $100
Net profit/loss = 5000
Long 1 XYZ April 95 call value =

Short 2 XYZ April 100 calls value = -$20.00
Long 1 XYZ April 105 call value = $5.00
Net value of spread = 5000
Cost of spread = $100
Net profit/loss = —$1.00
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Composition:

Max Profit:
Max Loss:
Breakevens:

Long 1K, call
Short 2K, calls

Long 1K, call

Same expiry, same underlying
(K, ~ K2 - debit

Debit

K, + debit; K, - debit





OEBPS/sali_9780470885222_oeb_039_r1.gif
PaL

e

100
Stock Price

105

R





OEBPS/sali_9780470885222_oeb_027_tab.gif
Stock Price of 100.00

Stock Price of 105.00

Stock Price of 112.00

Stock Price of 115.00

Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 100 putvalue = $0.00
Short 1 XYZ April 110 put value = ~§10.00
Long 1 XYZ April 115 put value = $15.00
Net value of spread = 8500
Cost of spread = 8300
Net profit/loss = 5200
Long 1XYZ April %5 putvalue = $0.00
Short 1 XYZ April 105 putvalue = $0.00
Short 1 XYZ April 110 putvalue = ~$5.00
Long 1 XYZ April 115 put value = $10.00
Net value of spread = 5500
Cost of spread = 8300
Net profit/loss = 5200
Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 105 putvalue = $0.00
Short 1 XYZ April 110 putvalue = $0.00
Long 1 XYZ April 115 put value = $3.00
Net value of spread = 8300
Cost of spread $3.00
Net profit/loss = 000
Long 1XYZ April %5 put value = $0.00
Short 1 XYZ April 105 putvalue = $0.00
Short 1 XYZ April 110 putvalue = $0.00
Long 1 XYZ April 115 putvalue = $0.00
Net value of spread = 5000
Cost of spread = 8300
Net profit/loss = -$3.00
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Composition:  Long 1K, put
Short 1K, call; short 1 K, put
Long 1K, call
Same expiry, same underlying
Max Profit: Credit
Max Loss: (K=K )2 - credit
Breakevens: K, + max loss; K, - max loss
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Composition:

Max Profit:
Max Loss:
Breakevens:

Long 1K, call

Short 1 K, call

Short 1 K, call

Long 1K, call

Same expiry, same underlying
(K, — K) - debit

Debit

K, + debit; K, - debit
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K = strke price; x-axis = the underlying price at exgiration

Strategy: Long 1 call at K,; short (sell) 2 calls at K ; long 1 call at K,
(same expiration)

Direction basis: ~ Stable

Profit potential: (K, ~ K /2 - debit

Loss potential:  Debit (net premium paid)

Breakevens: K, + debit; K, - debit
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050,
0
95 100 10
Composition: Long 195 call
Short 2 100 calls
Long 1 110 call

Same expiry, same underlying
Max Upside Profit: (100~ 95) + 0.50 = 5.50
Max Downside Pr 0.50
Max Downside Loss:  N/A
Max Upside Loss: (110~ 105) - 0.50 = 4.50
Breakevens:

Downside N/A

Upside 105 +0.50 = 105.50

110
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Stock Price of 100.00

Stock Price of 105.50

Stock Price of 110.00

Long 1 XYZ April 95 call value = $5.00
Short 2 XYZ April 100 calls value = $0.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = $5.00
Cost of spread (credit) = 5050
Net profit/loss = $550
Long 1 XYZ April 95 call value $1050
Short 2 XYZ April 100 calls value = -$11.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = 5050
Cost of spread (credit) = $050
Net profit/loss = 5000
Long 1 XYZ April 95 call value = $15.00
Short 2 XYZ April 100 calls value = ~$20.00
Long 1 XYZ April 110 call value = $0.00
Net value of spread = -$5.00
Cost of spread (credit) = 5050
Net profit/loss = 5450
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Long Put . _ShortPut  _ Broken-Wing Put

Strike Condor K, K, KK, Spread K K, Condor K, K, KK,
« “ “
K, +1 -1
K, -1 -1
K, -1 -
K, + +
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Stock Price of 95.00

Stock Price of 98.00

Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 100 putvalue = -$5.00
Short 1 XYZ April 110 put value = -$15.00
Long 1 XYZ April 115 put value = $20.00
Net value of spread = 5000
Costof spread 0
Net profit/loss = -$3.00
Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 100 putvalue = ~$2.00
Short 1 XYZ April 110 put value = -$12.00
Long 1 XYZ April 115 putvalue = $17.00
Net value of spread = $3.00

Cost of spread =

Net profit/loss =
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SINCE:
Bull Call Spread K, K,

+1
-1
(Debit Spread)
AND:
Bear Call Spread K, K,

-1
+
(Credit Spread)
THEN:
Long Call Butterfly K, KK,
+1
-2
+1

Bull Put Spread K, K,
1
-1
(Credit Spread)

Bear Put Spread K, K,
El
+1
(Debit Spread)

Long Put Butterfly K KK,
+1
-2
+1
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95 100 105 N\ 110
200 —

Composition:  Long 195 call

Short 1100 call

Short 1105 call

Long 1110 call

Same expiry, same underlying
Max Profit: (100~ 95) - 2.00; or 3.00
Max Loss: 200

Breakevens: 97.00; 108.00
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Long Call Short Call Long Call Strike

Spread KK, + Spread KK, = ButterflyK KK,
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-1 -1 -2 K,
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Stock Price of 108.00

Stock Price of 110.00

Long 1 XYZ April 95 putvalue = $0.00
Short 1 XYZ April 100 putvalue = $0.00

105 putvalue = $0.00
Long 1 XYZ April 110 putvalue = §2.00
Net value of spread = 5200

Cost of spread

Net profit/loss = 5000
Long 1 XYZ April 95 put value = $0.00
Short 1XYZ April 100 putvalue = $0.00
Short 1XYZ April 105 putvalue = $0.00
Long 1 XYZ April 110 putvalue = $0.00
Net value of spread = 5000
Cost of spread = 5200
Net profit/loss = -$200
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Composition:

Max Profit:
Max Loss:
Breakevens:

Downside:

Upside:

Long 195 call
Short 1100 call

Short 1110 call

Long 1115 call

Same expiry, same underlying
(100-95)-2.10= 2.90

210

95 +2.10 = 97.10
115-2.10= 11290
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longCall . ShortCall  _ Broken-Wing Call Strike
Condor KKK, K, Spread K, K, Condor K, K, K, K,
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Stock Price of 95.00

Stock Price of 97.10

Long 1 XYZ April 95 call value = $0.00
Short 1 XYZ April 100 call value = $0.00
Short 1 XYZ April 110 call value = $0.00
Long 1 XYZ April 15 call value = $0.00
Net value of spread = 5000
Cost of spread = $210
Net profit/loss 5210
Long 1 XYZ April 95 callvalue = $210
Short 1 XYZ April 100 call value = $0.00
Short 1 XYZ April 110 call value = $0.00
Long 1 XYZ April 15 call value = $0.00
Net value of spread $2.10
Cost of spread = 5210
Net profit/loss = 5000
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Long 1 XYZ April 110 call value $0.00

Net value of spread $0.00
Cost of spread $2.00
Net profit/loss = 5200
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Long 1K, call
Short 1K, call
Short 1 K, call
Long 1K, call
Same expiry, same underlying
Max Upside Profit: (K, - K,) +(-) credit (debit)
Max Downside Profit: Credit (f any)
Max Downside Loss: ~ Debit if any)
Max Upside Loss: (K, - K,)~(+) credit (debit)
Breakevens:

Downside K, + debit (f any)
Upside K, ()+ (debit) credit
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Stock Price of 90.00

Long 1 XYZ April 95 call value

Short 1 XYZ April 100 call value
Short 1 XYZ April 105 call value
Long 1 XYZ April 110 call value

$0.00
$0.00
$0.00
$0.00

Net value of spread

Cost of spread

$0.00
$2.00

Net profit/loss

-$2.00
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Breakevens:

Long 195 call
Short 2 100 calls

Long 1105 call

Same expiry, same underlying
(105 -95)/2 - 1.00; or 4.00
1.00

96.00; 104.00
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95 100 105

Composition:

Breakevens:

Long 195 put

Short 1100 call; short 1100 put
Long 1105 call

Same expiry, same underlying
395

(105-95)/2-3.95 = 1.05
96.05;103.95
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Stock Price of 100.00

Stock Price of 105.00

Stock Price of 108.90

Stock Price of 115.00

Long 1XYZ April %5 call value = $5.00
Short 1 XYZ April 100 call value = $0.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 5 call value = $0.00
Net value of spread = $5.00
Cost of spread = §110
Net profit/loss = 5390
Long 1 XYZ April 95 callvalue = $10.00
Short 1 XYZ April 100 call value = -$5.00
Short 1 XYZ April 105 call value = $0.00
Long 1 XYZ April 5 call value = $0.00
Net value of spread = 500
Cost of spread = §110
Net profit/loss = 590
Long 1XYZ April95call value = $13.90
Short 1 XYZ April 100 call value = -$8.90
Short 1 XYZ April 105 call value = ~$3.90
Long 1 XYZ April 115 call value = $0.00
Net value of spread = s110
Cost of spread $1.10
Net profit/loss = $0.00
Long 1 XYZ April 95 callvalue = $20.00
Short 1 XYZ April 100 call value = $15.00
Short 1 XYZ April 105 call value = ~$10.00
Long 1XYZ April 5 call value = $0.00
Net value of spread = -$5.00
Cost of spread = s110
Net profit/loss = 8610
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Debit (-2.00)

Composition:  Long 195 put
Short 1100 put

Short 1105 put

Long 1110 put

Same expiry, same underlying
(110~ 105)-2.00; or 3.00
200

Breakevens: 97.00; 108.00
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Stock Price of 90.00

Stock Price of 96.00

Stock Price of 100.00

Long 1 XYZ April 95 putvalue = $5.00
Short 2 XYZ April 100 puts value = ~$20.00
Long 1 XYZ April 105 putvalue = $15.00
Net value of spread = 5000
Cost of spread = 5100
Net profit/loss = -s1.00
Long 1 XYZ April %5 putvalue = $0.00
Short 2 XYZ April 100 puts value = ~$8.00
Long 1 XYZ April 105 putvalue = §9.00
Net value of spread = $100
Cost of spread = 5100
Net profit/loss = 5000
Long 1 XYZ April 95 putvalue = $0.00
Short 2 XYZ April 100 puts value = $0.00
Long 1 XYZ April 105 putvalue = $5.00
Net value of spread = $500
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Long Put Condor
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Composition:

Max Upside Profit:
Max Downside Profit:
Max Downside Loss:
Max Upside Loss:
Breakevens:
Downside
Upside

Long 1K, put
Short 2 K, puts

Long 1K, put

Same expiry, same underlying
Credit (f any)

(K, - K) +0) credit (debit)

(K, - K) ~(+) credit (debit)
Debit (i any)

K, (+)- (debit) credit
K, - debit (if any)
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Composition:

Max Profit:
Max Loss:
Breakevens:

Long 1K, put

Short 2K, puts

Long 1K, put

Same expiry, same underlying
(K, - K,)/2 - debit

Debit

K, + debit; K, - debit
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