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key concepts of, 178
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synopsis, 177-178
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overview, 16-18
risk involved, 17-18, 128-130
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strangles, 279-295
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Raod Hat Inc. (RHAT), 275-276
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Risk. See also Potential profit/loss
with call options, 16
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with protective put strategy, 170
with put options, 17-18, 128-130
with straddles, 266-267
with strangles, 285
with synthetic calls, 103-106
with time (calendar) spreads,
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Rolling positions, 139-141
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157
in diagonal spreads, 259
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Scholes, Myron, 26

Sell-write strategy. See Covered put
(sell-write) strategy
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Short selling, defined, 147-148
Skewness, 30, 35-39
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in butterflies, 303-305
credit spread, 209, 220, 225
debit spread, 209, 220, 225
diagonal spreads, 2556-259 (See also
Diagonal spreads)
imaginary scenario, 222-224
overview, 207-208
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rolling put spread, 248
time (calendar) spreads, 233-253
(See also Time spreads)
and use of vega, 64—68
vertical spreads, 209-229 (See also
Vertical spreads)
Sprint (FON), 145-146
Standard deviation, 23
Stock:
borrowed, 105
and delta, 93-94
real vs. synthetic, 88-96
Stock price, 8-13, 33, 52, 120-129
Straddles, 261-277
break-even point, 267-271
construction of, 261-262, 276,
277
examples, 271-276
implied volatility and, 2€4-265
key concepts of, 270, 2717
long, 272-274, 276
overview, 271
potential profit/loss, 276, 277
price factors, 263-266
process of, 262-263
risks/rewards, 266-271
short, 274-276, 277
synopses, 276-277
time decay and, 265—-266
when to use, 276, 277
Strangles, 279-295
break-even point, 285288
construction of, 280-281, 294
delta and, 283
examples, 289-294
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protective put strategy, 165-178
rolling put spread, 248
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delta and, 42-46, 49
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and gamma, 74-79

key points, 79
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strategy, 191-192
time spreads, 253
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Time, effect on delta, 50-51
Time decay. See also Theta

vertical spreads, 230-232
Synthetic call:

long, 96-100

risk involved, 98-101, 103-106

short, 100-105
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Synthetic put (protective call)

strategy, 106-115, 179-192

compared to other strategies, 180

construction of, 191

down scenario, 181

examples, 187-191

key concepts of, 192

leaning, 183-184

long, 106-110

potential profit/loss, 192

risk involved, 108-110, 113-115

short, 110-113

stagnant scenario, 181

summary, 182-183

synopsis, 191-192
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when to use, 187187 191
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defined, 11
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and vertical spreads, 220-222
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effects of volatility on, 237-244
examples, 249-253

implied volatility and, 222, 244-246
key concepts of, 253

overview, 249

potential profit/loss, 253

rolling position, 246-249
synopsis, 253

when to use, 253

Synthetic stock, 87, 38-96 Trading sheets, 338-342
Trinomial model, 28-29
T-delta, 81 Trumpification, 50-51
Technical analysis:
breakout, 171-172
and synthetic put (protective call)
strategy, 185
T-gamma, 82-83
Theoretical value, 19, 21, 25
defined, 39
Theta, 68-79. See also Time decay
and butterflies, 308-309
and condors, 324-326

defined, 11, 41

Ulam, Stanislaw, 26

Value. See Extrinsic value; Intrinsic
value; Theoretical value
Value determination, 19
V-delta, 80-81
Vega, 41, 57-68. See also Greeks;
Implied volatility; Volatility
and butterflies, 308
and condors, 324-326
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Vega (Continued)

and spread trades, 64-68

and stock, 95-96

and straddles, 265

and strangles, 284

summary of, 238

and time, 60

and time spreads, 239-244

and vertical spreads, 221

volatility smile, 60—62

volatility tilt, 62—68

Vertical spreads. See also Butterfly;

Condor

bear spread, 209-210, 227-230,
231-232

bull spread, 209-210, 226-227,
230-231

construction of, 210-211, 230,
231

directional stock play, 209

examples, 225-229

imaginary scenario, 222-224

intrinsic value, 214-216

key concepts of, 231

overview, 224-225

potential profit/loss, 211-214,
231

price fluctuations, 217-218

rolling position, 218-220

synopses, 230-232

time decay and, 220-222

as volatility play. 22:-222

volatility skew, 218
when to use, 230-231
V-gamma, 81-82
Volatility, 12-13. See also Implied
volatility; Vega
defined, 12
and delta, 51-52
implied (See Implied volatility)
as input, 33
key points, 57
overview of, 238
in straddles, 264-265, 266
and time, 50
in time spreads, 237-244
V-delta, 80-81
V-theta, 83-84
Volatility sensitiv'ty. See Vega
Volatility skew, 218
Volatility sn ile, 29, 60-62, 330
Volatility :ilt, 62-68
Volatint - trading, in vertical spreads,
221-222
V' SEK. model, 37, 38
V-theta, 83-84

Wal-Mart (WMT), 174-175
Wynn Resorts (WYNN), 190-191

XILINX Inc. (XLNX), 293-294

Yahoo (YHOO), 202-203



