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Calendar Call Ratio Spread Blackline (BL)
Earnings July 31%

Buy 16 of the 85’s in August for -$6.50
Sell 9 of the 80’s in July for $6.20

Net Spend

= (16X $6.50 X 100) = $10,400

+ (9 X $6.20 X 100) = $5,580 = -$4,820

Scenario 1 — Stock goes to $79 before July expiry - Both Contracts are Out The Money
Action? Cover the short at zero. Let it run off the book. Collect the full credit of $5,580

Now you have 16 contracts of the August $85 Strike for Earnings at a lower average price

Net Spend is $4,820 / 16 Contracts / 100 = $3.01 Average price

Let her rip!




Calendar Call Ratio Spread

Scenario 3 — Stock goes to $82.50 before July expiry

The $80 Strike is $2.50 In The Money

The $85 Strike is $2.50 Out The Money

You are short the $80 Strike Calls at $6.20 and you're buying them back at $2.50
Action? Buy back the short Calls at $2.50 and bank $3.70 profit

Collect the credit of $6.20-$2.50 = $3.70 X 9 X 100 = $3,330

Net price = $10,400 - $3,330 = $7,070 / 16 contracts / 100 = $4.41

Let her rip!



Scenario 2 — Stock goes to $89 before July 17 expiiry

Long $85 Strike Calls profit $4 intrinsic + approx $2 time value = ($6 X 16 X 100) - $10,400 = -800
Short $8[9 Strike Calls loss is intrinsic = $9 X 9 X 100 - $5,580 = $2,520
-$800 -$2,520 = $3,320

Action? Trade out of both legs of the trade and restructure if its right to do so.




Long
ZN GA =  (video games)
WING =  (chicken wings)

BL - (SaalS)
Short
COF (Sub Prime Consumer Finance)

F CX 3 (Copper Mining)
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ZNGA

* FEarnings are August 5%

* Buy 40 of the Dec. 10 Calls for $1.08 each. Total Debit of $4,320
* Sell 20 of the August 11 Calls for $.31 each. Total Credit of -$620.
* Total net premium ot $3,700.

* Best case scenario is stock stays below $11 till August expiration.

* Should the stock then go to $14 1n December, you make $12,300.
* (14 — 10(strike) x 40 x 100 - $3,700 = $12,300. 3.3 to 1 Risk Reward. ($12,300 / $3,700) — Scenatio 1

* It the stock goes to $10.925 on Dec. expiration, then you break even. ( $3,700 / 4000 = .925) — Scenario 2

* It the stock never goes up, then you lose your premium ot $3,700. — Scenario 3

* It the stock goes up a lot by August expiration to say $13, let’s examine that.




ZNGA- Continued

*  On the August Calls, you lose §3,380. {(13-11) X 20 x 100 - $620} = -$3,380.

*  On the December Calls, the option has an mntrinsic value ot $3 (13-10). The Calls will be worth §7,680 ($3 x 4000 -
$4.320 = $7,680 + some time value.

* So the net P&L between the two would be a minimum ot $4,300. — Scenario 4

* As you can see, there are many scenarios where the trade i1s profitable.

b
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WING

* Earnings are August 5%

* Buy 5 of the August 135 Calls tor $12.50 each. Total Debit of $6,250
* Sell 4 of the July 145 Calls tfor $3 each. Total Credit of -$1,200.

* Total net premium ot $5,050.

* Best case scenario is stock stays below $145 till July expiration.

* Should the stock then go to $170 by August, you make $12,450.
* (170 — 135(strike) x 5 x 100 - $5,050 = §12,450. 2.5 to 1 Risk Reward. ($12,450 / $5,050) — Scenario 1

* It the stock goes to $145.10 on August expiration, then you break even. (§5,050 / 500 = 10.1) — Scenatio 2

e It the stock never goes up, then you lose your premium of $5,050. — Scenario 3

* It the stock goes up a lot by July expiration to say $155, let’s examine that.




WING- Continued

* On the July Calls, you lose $2,800. (155 -145 X 400) - $1200 = -$2,800.

* On the August Calls, the option has an intrinsic value ot $20 (155-135). The Calls should have a time value of $2.
The Calls will be worth $4,750 ($22 x 500 - $6,250) = $4,750

* So the net P&L on the spread is $1,950. — Scenario 4

* Once again, there are many scenarios where the trade is profitable.
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COF

* Earnings are July 21

* Buy 6 of the December 60 Puts tor §9.40 each. Total Debit of $5,640
* Sell 3 of the August 50 Puts for $2.25 each. Total Credit of -$675.

* Total net premium ot $4,965.

* Best case scenario is stock stays above $50 till August expiration.

* Should the stock then go to $30 by December, you make $13,035.
* (60—-30)x6x 100 -%$4,965 = §13,035. 2.6 to 1 Risk Reward. ($13,035 / $4,965) — Scenario 1

* It the stock goes to $51.72 on December expiration, then you break even. ( $4,965 / 600 = 8.28) — Scenario 2

* It the stock never goes down, then you lose your premium of $4.965. — Scenario 3

* If the stock goes down a lot by August expiration to say $45, let’s examine that.




COF- Continued

* On the August puts, you lose -$825. (50 - 45 X 300) - $675 = -$825.

* On the December puts, the option has an intrinsic value ot $15 (60-45). The Puts should have a time value of $4.
The Puts will have a P&L of $5,760 ($19 x 600 - $5,640) = $5,760

* So the net P&L on the spread is $4,935. — Scenario 4

* As you can see, you can structure put ratios just as easily as call ratios and again there are many ways to make $.
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FCX

* Earnings are July 24th.

* Buy 30 of the November 11 Puts for $1.85 each. Total Debit of $5,550
* Sell 20 of the August 9 Puts for $.40 each. Total Credit of -$800.

* Total net preminm ot $4,750.

* Best case scenario is stock stays above $9 till August expiration.

* Should the stock then go to $5 by November, you make $13,050.
* (11 -=5)x30x 100 - $4,950 = $13,250. 2.8 to 1 Risk Reward. ($13,050 / $4,750) — Scenario 1

* It the stock goes to §9.42 on November expiration, then you break even. ($4,950 / 3000 = 1.58) — Scenario 2

e It the stock never goes down, then you lose your premium ot $4,750. — Scenario 3

* It the stock goes down a lot by August expiration to say $7, let’s examine that.
g y Augt P )




FCX - Continued

On the August puts, you lose $3,200. [(9 -7) X 20 x 100 - $800 ]= -§3,200.

On the November puts, the option has an intrinsic value ot $4 (11 - 7). The Puts should have a time value ot $0.50.
The Puts will have a P&L of $7,950 ($4.5 x 3000 - $5,550) = §7,950

So the net P&L on the spread is §4,750. — Scenario 4

Again, there are many scenarios where the trade 1s profitable.




