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Sources: BlackRock and Bloomberg, 1890-2012. Calculated based on a monthly frequency.
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EXHIBIT 1: VOLATILITY HAS A
NEGATIVE CORRELATION WITH
COMMON PORTFOLIOS

Correlation Correlation
with VIX Index with VIX
(changes) futures

(1/90—-12/12) (long position)
(4/04—-12/12)

S&P 500 —70% —78%

60/40
Equity / —69% —78%
Bond

25/75
Equity / —589% —B69%
Bond

Barclays US

_ o) . (]
Aggregate e Saes

Sources: BlackRock and Bloomberg, as of 12/31/12.
Correlation is calculated with monthly data.
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Figure 5: US High Yield Bond Spread vs VIX
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Sources: CBOE, Moody's Analytics
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EXHIBIT 8: ALL THREE SHORT-VOLATILITY STRATEGIES HAVE OUTPERFORMED THE S&P 500

28

14

GROWTH OF $1 (LOG SCALE)

07
2004 200 2006 2007 2008 2009 2010 2011 2012 2013

CBOE S&P 500 Putirite Index == Short variance swap (net of est.t-costs) == Short VIX futures (net of est. t-costs) == S&P 500 Total Return =
collateralized with T-bills collateralized with T-bills

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 10



Short variance swap Short VIX futures

CBOES&P500  (net of est. t-costs) (net of est. t-costs) S&P 500

PutWrite Index  collateralized w/T-bills collateralized w/T-bills  Total Return
Cumulafi_\;té_return (annualized) 6.4% 5.4% 4.9%
Volatility 11.8% 11.0% 14.0% 15.2%
Sharpe ratio 0.39 0.33 0.20
Max drawdown -32.7% -36.8% -34.2% -50.9%
VaR 5% (6th percentile downside) -5.3% -2.6% -6.4% -7.8%
Skewness -1.9 -4.9 =25 -0.8
Excess kurtosis 8.7 27.5 12.8 2.0
Minimum monthly return -17.7% -19.4% -23.7% -16.8%
Maximum monthly return 9.0% 3.3% 7.8% 10.9%
Correlation with PutWrite Index 100% 65% 82% 87%
Correlation with variance swap 65% 100% 76% 62%
Correlation with VIX futures 82% 76% 100% 79%

Sources: BlackRock and Bloomberg, 04/04-12/12. Calculated with monthly returns.

Copyright © 2013 Zheng, Zhenlong & Chen, Rong
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Exhibit 2: Growth of One Dollar (June 30, 1986—December 31, 2011)

$14 -
$12 - PUT $12.53
$10 - BXM $9.30
38 - S&P 500 $9.07
$6 - BarAgg $5.98
¢4 | CLL $4.68
52 {
$' T T T T T T

[ c__ c__ c__ [ o c__ |

— [ - [ — — — [ — [ —

3 —_ - — — — 3

& o o o S S N

()] L] P o0 M (8] -

Exhibit 2: The growth in the value of a dollar invested on June 30, 1986. The BXY
Index is not included in Exhibit 2 because its data history begins in June 1988.
Source: Bloomberg.

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 12



Exhibit 1: Profit-and-Loss Diagram for SPX Stocks, BuyWrite,
Put-Write and Collar

$200 -
$150 -
$100 +

$50

$0

-$50 - i/ﬁ' SR P 500 Stocks
-$100 A sy SR P 500 PutWrite
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¢ S&P 500 Collar

Profit or Loss
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Index Value at Expiration
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{ Exhibit 3: Annualized Returns (June 30, 1988 - December 31, 2011)

PUT
BXY

BXM

S&P 500

BarCap Agg Bd 7.3%

oL | o

MSCI EAFE _ 4.3%
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Exhibit 4: Standard Deviation (June 30, 1988 - December 31

PUT _ 10.2%

BXM _ 10.7%

CLL _ 10.8%

BXY _ 12.5%
S&P 500 _

MSCI EAFE

Russell 2000

1 2011)
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Exhibit 5 : Return and Volatility (June 30, 1988 - December 31, 2011)
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01 200 2008 2004 205 2006 200 2008 2009 210 A1

B O TEE 104% 8% 2% 133% 66T 5% 5% T
BXY H&% -125% 2%% 97% dd% MLk 6.1% -312% 321% 98% 12
PUT 106% -06% 21.8% 9% 6% 102% 9% 31.5% 90% 6.2
CLL 38h H1% 17%% 4% 200 11.0% 09% -236% 176% 41% -850
S&P 500 -119% -221% 28.0% 109% 4% 108% o -o70% 2% 10.1% 21%




Exhibit 8a: BXM and S&P 500
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| The S&P 500 Index had
10 monthly declines of
more than 8%, with its
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Exhibit 8a: The frequency of the BXM monthly returns is significantly greater in the
—2.0% to +4.0% range highlighting the impact of the options. The distributions are
- tighter for the BXM reflecting cushion during declines and upside reduction.
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Exhibit 8c: BXY and S&P 500
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Exhibit 8c: The BXY chart shows greater frequency of higher returns than the BXM.
The BXY had 91 months of returns in the +2.0% to +6.0% range versus 75 for the

BXM.
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Exhibit 8b: PUT and S&P 500
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Exhibit 8b: The frequency of returns of the PUT are very similar to the BXM.
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R SIS LT E

Positive Returns (#)
Negative Returns (%)
Total (#)

Positive Returns (%)
Negative Returns (%)
Total (%)

Highest Month
Lowest Month

S&P500  BXM PUT BXY CLL
178 200 188 165
104 82 67 04 117
282 287 282 282 28
63% 71% 67% 59%
37% 29% 24% 33% 1%
100% 100% 100% 100% 100%
114%  100%  9.0% 114%  8.3%
168%  -154%  -177%  -157%  -8.0%

Copyright © 2013 Zheng, Zhenlong & Chen, Rong
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BBk M ARk

S&P 500 +N long monthly 30 defta VIX calls More protection from extreme negative retums than
VXTH The weight of VIX calls in the portfolio is a function of| "Cushion benchmarks® but also greater frequency
the forward value of VIX of moderate negative returns
A smoothed, less volatile version of VXTH: Smaller
LOVOL 60% VXTH + 40% BXM protection from extreme negalive returns but higher
frequency of moderately positive returns

Greatest frequency of exireme positive returns, high

VFD Money market + short VIX futures fraquency of exlreme negative retums
High frequency of extreme positive relums, caps
VPN Money Market + short VIX futures + long VIX calls | the nsk of extreme negative returns relative to

VXTH

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 22



Table 2. Summary Statistics Rolling One Month Returns 2006-2012

2006-2012 SPTR BXYY BXM PUT CLL VXTH LOVOL VPD VPN

Mean 0.39% 051% 0.33% 0.53% 0.05% 0.56% 0.48% , 0.78%
Median 141% 1.68% 1.26% 1.41% 047% 1.21% 1.25% | 2.06%  1.87%
Ann. Std. Dev 18.98% 15.86% 13.88% 13.67% 11.86% 15.20% 13.44% |25.15%  22.04%
Neg. Dev. 14.33% 12.08% 10.97% 10.74% 8.76% 10.28% 9.45% |20.39%  17.20%
Pos. Dev. 1247% 1040% 8.55% 8.63% 7.98% 11.34% 9.67% |14.96%  13.99%
Skew 1,00 132 <163 1.9 <£34 021 043 -2.39 -1.63
Kurt. 374 529 726 881 010 246  3.06 | 10.02 4.67

Return Frequencies

<=0, 3.76% 2.86% 2.33% 2.39% 137% 1.43%| 591% | 6.21%
>=1 and <=0 33.65% 30.73% 28.88% 26.19% 44.93% 36.10% 34.13% | 26.97% | 28.64%
Total Negative ~ 37.41% 33.59% 31.21% 28.58% 45.05% 37.47% 35.56%
>0 and <=.1 60.38% 65.16% 68.20% 70.94% 54.89% 60.74% 63.54% | 64.02% | 62.77%
> 1 2.21% 1.25% 0.60% 1.79% 0.89% | 3.10% | 2.39%
Total Positive 63% 66% 69% 71% 55% 63%  64% 67% 65%

Copyright © 2013 Zheng, Zhenlong & Chen, Rong
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Exhibit 6: Daily rolls of one week options - strikes: 95%, 98%, 100%, 102 & 105%

98%
3500 T ‘%
100%
3000 "o
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2500 AL _ g TEANG
) '\ 95%
2000 77 ' \ 105%
1500 — iy 0 — N SPTR
1000 | | | | |
Jul-02 Jul-04 Jul-06 Jul-08 Jul-10 Jul-12
e Q5 Strike e 08 Strike w100 Strike
w102 Strike 105 Strike e SPTR Index
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|
Exhibit 7: Daily rolls of one month options - strikes: 95%, 98%, 100%, 102 & 105%
3500 1 e e e 102%

/ 100% & 98%
3000 t--- oo oo e ; /
s 4+—

250 ‘....‘ T T & ¥, 'h ___. Y\

vl 95%
2000 "o WV /AW

1500 el e

105%

1000
Apr-02 Apr-04 Apr-06 Apr-08 Apr-10 Apr-12

e 05 Strike 08 Strike =1 (00 Strike
=102 Strike 105 Strike SPTR Index
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Exhibit 8: Comparlson of weekly, monthly, quarterly, and yearly tenor ATM
option premiums received on an annual basis’
120.0%

Average annual 1 week W average premium 1.2%, 62.7% per annum
100.0° 1 Average annual 1 month 1M average premium 2.4%, 28.5% per annum
o W Average annual 3 month  3M average premium 4.3%, 17.1% per annum B\ ¢

w Average 1 year 1Y average premium 9.40%

80.0% d B\

60.0% N

40.0% -

TR Y

1997 1998 1999 2000 2001 2002 2005 2007 2008 2010
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Exhibit 9: Sharpe ratios of systematic S&P 500 covered call strategies, Dec 0,

1996 to June 29, 2012, Sharpe ratio S&P 500 =0.13

gy [N
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twn[]22 1026 Btwn 0,13 and 018

Call Opton Stke
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Exhibit 10: Daily rolls of one week ATM options

A000 - mmmmmmmmmmm e —— oo B e THURSDAY
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3500 T T : 4 TUESDAY
) <4—— EQUAL

00 v+ — FRIDAY
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1500 . abdle®

1000 - | | | | |

Jul-02 Jul-04 Jul-06 Jul-08 Jul-10 Jul-12
Monday ~ ==Tuesday Wednesday ====Thursday

—— Friday w— Equal SPTR Index
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Exhibit 11: Daily rolls of one month ATM options

3500 -

3000 -

MID MONTH

& EQUAL
WEIGHTED

2500 -

2000~ :' _________ A

1500 o M N
1000
Apr-02 Apr-04 Apr-06 Apr-08 Apr-10 Apr-12
== 14th Business Day of the Month 15th Business Day of the Month
== 16th Business Day of the Month =215t Business Day of the Month
22nd Business Day of the Month == Fqual
== SPTR Index
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Figure 93. Near-Dated Implied Volatilities with Smirk (Skew and Smile)
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Figure 90. Moment 2 = Variance

Distribution for Constant Volatility
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Figure 78. Term Structure for Options of Different Strikes
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Figure 84. ATM Implied Volatility Moving in a Square Root of Time Manner
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Call & Put Average VIX Implied Volatility Plane as of 11/03/2011
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Figure 80. Skew for Options of Different Maturity
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Figure 83. Skew by Maturity (with same skew when multiplied by square root of time|

Maturity 3 Months 6 Months 1 Year 2 Years 3 Years 4 Years
Time (years) 0.25 05 1 2 3 .
Square root of time 0.5 0.71 1 141 1.73 .
90% implied 22.0% 214% 21.0% 20.7% 20.6% 20.5%
100% implied 18.0% 18.6% 19.0% 19.3% 19.4% 19.5%
Skew (per 10% move spot] 4.0% 2.8% 2.0% 1.4% 1.2% 1.0%
Skew x square root of time 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
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Figure 120. Upper and Lower Bound for Skew (given 25% volatility)
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Figure 98. Market and Theoretical Skew
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Position Details

Stock ak 50, 1 Short Call, 55 skrike, 30 daws, IV 33.33%, Option Price $0.45 =
Stock at 50, 1 Long Call, 45 strike, 30 daws, IV 33.33%, Opktion Price $5.392 =

Total Position = $494.00 DEEBIT

: Bull Call to compare to Modified Bullish Butterfly

$45.00 credit
$5392.00 debit
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Position Details : Bull Call {2 strikes down to 1 strike down)

Stock ak 50, 1 Long Zall, 40 skrike, 30 days, IV 33.33%, Option Price $10.08 = +1,003.00 dehbit
Stock ak 50, 1 Short Call, 45 strike, 30 daws, IV 33.33%., Opkion Price $5.39 = $5392.00 credit

Tokal Position = $469.00 DEEIT

----------------------------- ]] 21

0 Days
_________________________________________________________________________________________ 16 Days
A0 Drays

33.53%

-~ 469

B e T T
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Position Details : Bull Call (1 strike up to 2 strikes up)

Stock at 50, 1 Long Call, 55 strike, 30 daws, IV 33.33%, Option Price $0.45 = $45.00 dehit
Stock at 50, 1 Shork Call, 60 strike, 30 daws, IV 33.33%, Option Price $0.07 = $7.00 credit

Tokal Posikion = $35.00 DEBIT

L T T ! SEEEEEEREREERE EECEREREREEE

J0ny -
0 Days
15 Dayps
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Position Details : Bull Put {2 strikes down to 2 strikes up)

Stock ak 50, 1 Long Puk, 40 skrike, 30 daws, IV 33.33%., Option Price $0.02 =
Stock ak 50, 1 Shork Puk, 60 skrike, 30 davws, IV 33.33%, Option Price $9.96 =

Total Position = $994.00 CREDIT

42,00 debit

$995.00 credit

'l 2 n n e S L L L e L L e e e D D DL
—————————————————————————————————————————————————————————————————————————————— — -- 994
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Position Details : Bull Put (2 strikes down to 1 strike down)

Stock ak 50, 1 Long Puk, 40 strike, 30 daws, IV 33.33%, Option Price $0.02 =
Stock ak 50, 1 Shork Puk, 45 strike, 30 days, IV 33.33%:, Opkion Price $0.31 =

Total Position = $29.00 CREDIT

$2.00 debit
$31.00 credit
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Position Details : Bull Put (1 strike up to 2 strikes up)

Skock ak 50, 1 Long Puk, 55 skrike, 30 daws, IV 33.33%., Option Price $5.36 =
Skock ak 50, 1 Short Puk, 60 strike, 30 days, IV 33.33%:, Option Price $9.96 =

Total Position = $460.00 CREDIT

$536.00 debit
+995.00 credit
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Position Details : Bear Call (1 strike down to 1 strike up)

Stock at 50, 1 Long Call, 85 skrike, 30 days, IV 33.33%:, Opktion Price $0.45 =
Stock akt 50, 1 Shork Call, 45 strike, 30 days, IV 33.33%:, Option Price $5.39 =

Tokal Position = $494,00 CREDIT

$45.00 debit
$5392.00 credit
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Position Details : Bear Call {1 strike up to 2 strikes up)

Skock ak 50, 1 Long Zall, 60 strike, 30 days, IV 33, 33%:, Option Price $0.07 = +7.00 debit
Skock ak 50, 1 Short Call, 55 skrike, 30 daws, IV 33.33%, Opkion Price $0.45 = $45.00 credit

Tokal Position = $38.00 CREDIT
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Position Details : Bear Call (2 strikes down to 1 strike down)

Stock at 50, 1 Long Call, 45 skrike, 30 daws, IV 33.33%, Option Price $5.39 = $5392.00 debit
Stock at 50, 1 Short Call, 40 skrike, 30 daws, IV 33.33%:., Opkion Price $10.08 = $1,0038.00 credit
Tokal Position = $469,.00 CREDIT
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400 -3 ML N e T e
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Position Details :

A5

Skock at 50, 1 Long Puk, 60 skrike, 30 daws, IV 33.33%, Opkion Price $9.96 =
Skock at 50, 1 Shork Puk, 40 skrike, 30 days, IV 33.33%, Option Price $0.02 =

Total Position = $994.00 DEEIT

Bear Put (2 strikes down to 2 strikes up)

$995.00 debit

$2.00 credit
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Position Details : Bear Put (1 strike up to 2 strikes up)

Skock at 50, 1 Long Puk, 60 skrike, 30 daws, IV 33.33%, Option Price $9.96 =
Skock at 50, 1 Shork Puk, 55 strike, 30 daws, IV 33.33%:, Option Price $5.36 =

Tokal Position = $450.00 DEEBIT

$995.00 debit

$536.00 credit
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Position Details

Stock ak 50, 1 Long Puk, 45 strike, 30 daws, IV 33.33%:, Opkion Price $0.31 =
Stock ak 50, 1 Shork Puk, 40 skrike, 30 davys, IV 33.33%, Option Price $0.02 =

Total Position = $29.00 DEBIT

: Bear Put {2 strikes down to 1 strike down)

$31.00 dehit
$2.00 credit
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BRI X E NS AT R A
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Position Details : Butterfly with all Calls

Skock. ak 50, 1 Short Call, 50 strike, 30 daws, IV 33,33%:, Option Price $1.98 = $193.00 credit
Skock ak 50, 1 Short Call, 50 strike, 30 days, I 33,33%:, Option Price $1.98 = $193.00 credit
Skock ak 50, 1 Long Call, 55 skrike, 30 days, IV 33.33%:, Option Price $0.45 = 445,00 dehit
Skock ak 50, 1 Long Call, 45 skrike, 30 days, IV 33.33%:, Option Price $5.39 = 4$532.00 dehbit
Tokal Position = $188.00 DEBIT
1 | 1 S B el Uil i) sl Il ) 1
2[“] B . N
‘lun S S | S S U NS . "JRNP S A I:I Da'lrls
. 16 Days
30 Dayp=
n -
33.33%
T T — o vy . WS e Mg e
| e B o e -- -188
DR A D (Y R R
e Ll 45 a0 230 &0
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| ¢
Position Details : Butterfly with all Puts
Skock ak 50, 1 Shork Puk, 50 strike, 30 days, IV 33.33%:, Option Price $1.89 = +159.00 credik
Stock ak 50, 1 Shork Puk, S0 strike, 30 davs, IV 33.33%:, Option Price $1.89 = +£152.00 credit
Stock at 50, 1 Long Puk, 55 skrike, 30 daws, IV 33.33%., Opkion Price $5.36 = +536.00 debit
Stock at 50, 1 Long Puk, 45 skrike, 30 daws, IV 33.33%, Opkion Price $0.31 = +31.00 debik
Tokal Position = $189.00 DEEBIT
Fe 11 oo oo oot et I
| T e LA e T R 1
S S NN S N Y A S 0 D aps
15 Days
w a0 Daps
n Sy Sy R —— s ———— Rty Syt U P ——
23.33%
A0 - i S R RN Y iy —
T | TP ey S peesspepesepepe s ———— -- -1839
ST T T 11717 177" 17T"1T°1T1T° T 17T 17717
<} 4% a0 o0 151
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Position Details

: Reverse Butterfly with all Calls

Sktock ak 50, 1 Long Zall, 50 skrike, 30 dawys, IV 33.33%, Opkion Price $1.98 =
Stock ak 50, 1 Long Call, 50 skrike, 30 days, IV 33.33%:, Opkion Price $1.958 =
Stock ak 50, 1 Short Zall, 55 strike, 30 daws, IV 33.33%:., Option Price $0.45 =
Stock akt 50, 1 shork Call, 45 strike, 30 daws, IV 33.33%:, Option Price $£5.39 =

Tokal Posikion = $1585.00 CREDIT

P

| 4

$195,00
$195.00

445,00
$539,00

dehit
dehit
credik
credik

21000 -

20 -

30 -

———————————————————————— -- 312
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Position Details : Reverse Butterfly with all Puts

Stock at 50, 1 Long Puk, 50 strike, 30 daws, Iv 33,.33%:, Dption Price $1.89 = $139.00 debikt
Stock akt 50, 1 Long Puk, S0 skrike, 30 daws, IV 33.33%., Option Price $1.5392 = $159.00 dehit
Stock at 50, 1 Shork Puk, 55 strike, 30 days, IV 33.33%., Opkion Price $5.536 = $536.00 credit
Stock akt 50, 1 Shork Puk, 45 strike, 30 days, IV 33.33%, Opkion Price $0.31 = +31.00 credit
Total Position = $189.00 CREDIT
Pl LU fendteinimteinletiiiiniiinie sl ittt penlsilnil el it — -~ 1849
100 —{-—---—-—mmm == e G L o e
o - 0 Daps
15 Days
30 Drays
-1000 - e e e e e e
oo AN ] 33.33x%
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% #1 ( Calendar Spreads ) ZH&
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- REEHRAS (FFHEEK)
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Position Details : Calendar Call, AT™

Stock at 50, 1 Long Call, 50 strike, 65 days, IV 33.33%, Option Price $2.91 =
Stock at 50, 1 Short Call, 50 skrike, 30 davys, IV 33.33%, Option Price $1.958 =

Total Position = $93.00 DEBIT

$291.00 dehbit
$£195.00 credit
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Position Details : Calendar Put, ATV

Stock at 50, 1 Long Puk, 50 skrike, 65 days, IV 33.33%, Option Price $2.73 =
Stock at 50, 1 Shaork Puk, 50 skrike, 30 days, IV 33.33%, Option Price $1.89 =

Total Position = $84.00 DEBIT

$£273.00 debit
4£159.00 credit

100 -
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n -
-50 -
-100 -
TTTTT T T T T T TT T TTI T TTT
35 40 45 50
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Position Details : Calendar Call, OTM

Skock at 50, 1 Long Call, 55 strike, 65 daws, IY 33,33%, Option Price $1.16 =
Stock ak 50, 1 Shork Call, 55 skrike, 30 days, IV 33.33%, Option Price $0.45 =

Tokal Position = $71.00 DEBIT

$116.00 debit

445,00 credit

150 -

a0 -

50 -

=

T T T 17

40

T T T T

15

"T'T'T'T"T';W"TT'T"
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o
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Position Details : Calendar Put, ITH

Skock ak 50, 1 Long Puk, 55 skrike, 65 days, IV 33.33%, Option Price $5.96 =
Stock ak 50, 1 Short Puk, 55 skrike, 30 days, IV 33.33%, Option Price $5.36 =

$596.00 dehit
4$536.00 credit

Tokal Position = $60.00 DEBIT

- 161
1310 -
100 -
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50 - 15 Daps
30 Days
n -
33.33%
50 -
- 71
D R R A
= il 45 a0 23 &0 B3
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Position Details : Calendar Call, ITM

Stock at 50, 1 Long Call, 45 strike, 65 days, It 33.33%, Option Price $6.01 = $501.00 dehit
Stack at 50, 1 Short Call, 45 strike, 30 days, Iy 33.33%, Option Price $5.39 = $539.00 credit

Tokal Position = $62.00 DEBIT
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0 Days
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Position Details : Calendar Put, OTM

Stock ak 50, 1 Long Puk, 45 strike, 65 days, I 33.33%, Option Price $0,85 = 435.00 dehbit
Stock ak 50, 1 Short Puk, 45 strike, 30 daws, I 33,33%, Opkion Price $0.31 = $31.00 credit

Tokal Position = $54.00 DEBIT
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0 Drays
16 Days
30 Days
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33 440 43 20 23 60 63
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5t A ( Diagonal Spreads ) #414&

AAEET ( Diagonal Spreads )
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‘ PR AR A 4T JE @) X A 284 Profit

STRAAE
20 .
|in 0 :
 — !
20 '
20 st Sy st 9847 30
HRBENERNRES — HREBBENES HENERS
----- R A4 — T

BRI FTIERXNAES

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 129



F R BAAL A AL T B S AT A 284 Profit

Position Details : Bear Call Diagonalized by 2 months

Skock at $45.00, 1 Long Call, 55 strike, 93 daws, IV 33.33%, Option Price $0.51 = $51.00 dehbit
Stock ak $45.00, 1 Short Call, 50 strike, 30 days, IV 33.33%, Option Price $0.34 = $34.00 credit

Total Position = $17.00 DEBIT

100 - - 93
n -
_ 0 Daps
-109 15 Days
a0 Days
—200 -
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-- 376
—400 -
T rTrrrTrrrrrTrTrrrrrrrTrrrrrr T T TrTrT
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ILST 20 A

Position Details :

5 kLA T

Double Diagonal with short strikes different

Stock ak 50, 1 Shork Call, 55 skrike, 30 days, IV 33.353%:, Option Price $0.45 = $45.00 credit
Stock ak 50, 1 Shork Puk, 45 strike, 30 daws, IV 33.33%, Option Price $0.31 = $351.00 credik
Stock at 50, 1 Long Call, 60 skrike, 65 daws, IV 33,.33%, Opkion Price $0.38 = +33.00 debik
Stock at 50, 1 Long Puk, 40 skrike, 65 daws, IV 33.33%., Option Price $0.15 = %15.00 debik
Toktal Position = $23.00 CREDIT
VO -~y oo oo T T T I LTI TIITIIIIIIIIITII I I I TIIIIIIIIIIITIIIIIITIIITITIIICIITIIIINIIIIIN] L g
o- el
0 Daps
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ILST 20 A

Position Details

= 3k U A& 48 B

: Double Diagonal using same short strike

Stock ak 50, 1 Shork Call, S0 strike, 30 daws, IV 33,33%:, Option Price $1.95 = +195.00 credit
Stock ak 50, 1 Shork Puk, 50 strike, 30 daws, IV 33,3394, Opkion Price $1.89 = +£159.00 credit
Stock ak 50, 1 Long Call, 55 strike, 65 days, IV 533.33%:., Dption Price $1.16 = $115.00 dehic
Stock at 50, 1 Long Puk, 45 strike, 65 days, IV 33, 33%:, Option Price $0.55 = +55.00 debik

Tokal Position = $186.00 CREDIT
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130 -

150 -

30 -

T 1T T
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LT A 4hA: T AR 1)

Position Details : Double Diagonal, bullish

Stock ak 50, 1 Short Zall, 55 strike, 30 days, IV 33.33%, Option Price $0.45 =
Stock akt 50, 1 Short Puk, 50 skrike, 30 daws, IV 33.533%:, Opkion Price $1.89 =
Stock ak 50, 1 Long Call, 60 strike, 65 daws, IV 33.33%, Option Price $0.35358 =
Stock at 50, 1 Long Puk, 45 strike, 65 days, IV 33.33%, Option Price $0.35 =

Total Position = $111.00 CREDIT

$45.00 credit

$159.00 credit

435,00 debit
455,00 debit

15100 -

1310 -

=3k -
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Position Details : Double Diagonal, bearish

Stock ak 50, 1 Shart Zall, S0 strike, 30 davs, IV 33.33%:, Opkion Price $1.98 =
Stock ak 50, 1 Short Puk, 45 skrike, 30 dawys, IV 33.33%, Option Price $0.31 =
Stock ak 50, 1 Long Call, 55 strike, 65 daws, IV 33.33%:, Option Price $1.16 =
Stock at 50, 1 Long Puk, 40 skrike, 65 days, Iv 33.33%, Opkion Price $0.15 =

Tokal Posiktion = $95.,00 CREDIT

$195.00 credit
$31.00 credit
$116.00 debik
$£15.00 dehit

| e e e e e e

=20 -

X -

0 Days
15 Days
20 Drays

4333

Copyright © 2013 Zheng, Zhenlong & Chen, Rong

134



ke 5 HATY

- HARFHHRR——FRINERARNAES

- NE. HARR. 2=, MHERUMERSARE
- JREB/TRER—— 2 3k /= 3%

Copyright © 2013 Zheng, Zhenlong & Chen, Rong

135



EER X ZMABE: AKk+AH

Position Details : Butterfly, Bullish

Stock ak 50, 1 shork Zall, 55 strike, 30 days, IV 33.33%:, Option Price $0.45 = $45.00 credit
Stock ak 50, 1 Shork Puk, 55 strike, 30 days, IV 33.33%, Option Price $5.36 = $535.00 credit
Stock ak 50, 1 Long Zall, 60 strike, 30 daws, IV 33.33%, Option Price $0.07 = +7.00 dehik
Stock ak 50, 1 Lomg Puk, 50 skrike, 30 dawvs, IV 33.3353%:, Opkion Price $1.59 = $1592.00 debik
Total Position = $3585.00 CREDIT
B L oy St Sl S 305
E T e B i e EEE R R R
2““ e et e i e -t~/ |:| Dayg
15 Days
: 30 Daps
‘lnn_ _________________________________________________ IV " - R S e
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B X ZMmae: AiKk+A%

Position Details : Butterfly, Reverse

Stock ak 50, 1 Long Zall, 50 strike, 30 daws, I 33.33%, Option Price $1.95 = $195.00 debik
Stock ak 50, 1 Long Puk, 50 skrike, 30 daws, IV 33.33%:, Option Price $1.59 = $159.00 debit
Stock ak 50, 1 Shork Call, 55 strike, 30 daws, IV 33.353%:, Opkion Price $0.45 = $45.00 credit
Stock ak 50, 1 Shork Puk, 45 strike, 30 days, IV 33.33%:, Opkion Price $0.31 = $31.00 credit
Toktal Position = $311.00 DEBIT
L et o, ol A — 189
100 {7 e T e e
0 0 Days
15 Davs
30 Davs
100 -4---—--———— e e e e e e e
P b N ] a3.33%
f
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- AN : AR+ AH®

: Butterfly, Modified Bullish

Position Details

Skock ak 50, 1 Shork Call, 55 strike, 30 days, IV 33.33%:, Option Price $0.45 = $45.00 credit
Skock akt 50, 1 Shork Puk, 55 skrike, 30 daws, IV 33.33%:, Option Price $5.36 = $536.00 credit
Stock at 50, 1 Long Zall, 60 skrike, 30 days, IV 33,.33%., Opkion Price $0.07 = +7.00 dehit
Stock ak 50, 1 Long Puk, 45 skrike, 30 days, IV 33,.33%:, Opkion Price $0.31 = +31.00 dehit
Tokal Position = $543.00 CREDIT
L et S T
———————————————————————————————————————————————————————————————————————————————————————————— -~ 543
4““ e L .
200 - T Y e o aREEEEE R
0 Draps
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ZNHE (Straddle)
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Position Details : Straddle Purchase

Stack ak 50, 1 Long Call, 50 strike, 30 days, IV 33.33%, Option Price $1.98 =
Skock ak 50, 1 Long Put, 50 strike, 30 days, IY 33.33%, Opkion Price $1.89 =

Total Position = $387.00 DEBIT

$195.00 de
$159.00 de

bk
bik
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FINHE (Strip)

- HERHERLOE. HEHRA—MERENNEHDE K
HRA A 2H BY

> fjﬁ%’%&ﬁfﬁ?%ﬁﬂﬁ%ﬁﬁﬂ] RIS H SR, FEHRE

- BEAWRE, KEFNESHRAZWUNHMBLEHEKXR, B
TR AT sE KT Lk Al sERYIEHZ

/

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 141



wmIVAHAE ( Strap )
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mIETVAHE ( Strangle )
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Position Details : Strangle Purchase

Stock ak 50, 1 Long Call, 55 skrike, 30 davys, IV 33,33%, Option Price $0.45 = 445,00 debit
Stock ak 50, 1 Long Puk, 45 skrike, 30 days, IV 33.33%, Option Price $0.31 = 4$31.00 dehbit
Total Position = $76.00  DEBIT
T e e  Ta
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Any Questions ?
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Figure 11. Protection Strategies
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Figure1. Option Strategy for Different Market and Volatility Views
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Figure 3. Stock Replacing with Calls Stock Replacing with Puts
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Figure 17. Upside Participation Strategies

EFEH
. e 4y
BEHMR = Feal @¥gsx 000 KPHcall, LBfHcall, RARE

0% - ENES

r 1 T TR P T T T
Call spreads are cheaper than calls, but

only give partial upside exposurs

' Calls give upside exposure and the
maximum loss is the premium paid
B

ﬁ BE %% . T . r . . . . § 0% T T T T T T T T T 1
S0% 6% TR BO% o0% 100%: 11Uy€l‘:l¥. 130% 140%: 150% == B B 0% 0% 100% )' 1205 1 At 1

e D% o B - e

Bl

I A et e

T

— ] pread Sirlke

Retwrn
3% 7--

EE{Ecall, ZE{Hput, 0FA& X Ffrecall, £E{Eputficall, 04

Call spread vs put is often attractive in high wlatility emdronments,
as two OTM options are sold for every option bouwght

" "Risk reversals give upside exposure, but
are also exposed to the downside

TR -

B

100%  110%  120% 130% 140% 150% 0% 100%  110%  120%  130%  140% 150%

—Fsk reversal ke 5l spread vs put Strike

Copyright © 2013 Zheng, Zhenlong & Chen, Rong 150



BIL AP EEIT T B

Figure 24. Delta-Hedged Call
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Figure 25. Locking in Gains through Delta Hedging
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B+ © Equity Collar
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