AAII San Diego Options Trading SIG

Saturday July 22, 2023 @ 9:00am PT

Calendar Spreads

Informal presentations to help you enhance your portfolio with options
For addition to email list: Bruce Ennis, vicepresident@aaiisandiego.com

Previous meetings: www.aaiisandiego.com/sub-groups/options-trading/




Flexible Meeting Fees

Voluntary contributions pay for our expenses.

Many generous, voluntary online contributions were made during COVID
Thank You.
Ways contribute:

= Cash or check

= https://www.paypal.com/donate/?hosted button id=2
MS5F9F7L4C2HU

= Use this QR code
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Outline

Review of Option Basics

Market Description

Relevant Market Statistics

SPY Calendar Spread




Options allow an investor to achieve a variety of
objectives:

Risk Reduction: protect stock holdings from a
decline in market price (long puts).

W hy O pt 10NS ? . Generate income (calendars, credit spreads).
Stock acquisition at a lower price (short puts).

Market speculation at lower risk and greater
reward (long calls).




What is an Option

* An option is a contract that 1s either bought or sold.

* One contract provides for buying or selling 100
shares of an underlying asset.

* The underlying asset is bought or sold at specified
price, on or before a specified date.

* The specified price 1s the Strike Price

* The date is the Expiration Date

* An option exists as either a Call or a Put
» Stock can be Called Away
* Stock can be Put up for sale



Underlying Assets

e Stock (TSLA, AAPL, AMZN)
« ETF  (SPY, QQQ, IWN)
e Index (SPX, VIX, RUT, NDX)
* Futures (/ES, /MES, /NQ)



The Market

Options are traded through your brokerage firm at Exchanges. Trade transactions are
cleared through the Options Clearing Corporation (OCC).

* Markets are fragmented, anonymous and 90% electronic.
* Every trade has a buyer and a seller, but one initiator.
* There is information in every quote and every trade.



Options Clearing Corporation (OCC)

Established in 1973

Owned by the CBOE, AMEX, PHLX, PSE

Regulated by the SEC

Main role: to act as a performance guarantor for all options

OCC increases option marketability and liquidity by enabling option buyers and sellers to

terminate their positions in the market at any time (by making an offsetting transactions).



Annual Options Volume 2000-2022

OCC Annual Contract Volume by Contract Type
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Market Activity

Contract Avg Daily Volume
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Volume & Option Statistics: SPY, SPX (7-19-23, 11:40am)

SPY

v Underlying

>

> Trade Grid

> Option Chain ter: Off |

v Today's Options Statistics
52 week IV High: 0.336
52 week IV Low: 0.131
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Volume & Option Statistics: AAPL, TSLA (7-19-23, 11:40am)

AAPL

v Underlying

>

> Trade Gnd

> Option Chain  Filter: Off ,

v Today's Options Statistics

52 week IV High:
52 week IV Low:

TSLA

v Underlying

>

> Trade Grid

> Option Chain Off

v Today's Options Statistics

52 week IV High:

52 week IV Low

ETF } Mg £23
A: 194.90 2 W' £1.523

194.90 Q

t- Position, Volume, Impl Vol, Theta, Delta ,

Trade Analysis
Total Volume

hat £20.671

t- Position, Volume, Impl Vol, Theta, Delta ,

Trade Analysis Calls
Total Volume: :

Total
1,756,627

Total
1,559,981




Market Activity 7-19-23, 11:40am, PT

SPY 45M 6.2M
SPX NA 2.4M
AAPL 59M 1.7M

TSLA 103M 1.eM



Differer

Types ot

Spreads

Vertical Spreads

Calendar (Horizontal)
Spread

Diagonal Spread



Calendar Spread

. Uses calls or puts with different expirations but same strike.

Sell the near-term option, buy the longer-term option.

e short strike in front month
* long strike in back month

. Both options are the same type (call or put).

. The calendar spread has a short and long position

« at the same strike
- different expirations

. Best used in a sideways market with low volatility.

. Profit from time decay and increased implied volatility.



Trade Setup Parameters

* Strike
* Front Month Expiration
* Calendar Width: time between expirations



SPY Option Statistics on 7-19-23, 10am
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SPY Option Chain
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SPY Option Chain (2AUG and 18AUG expanded)
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SPY 1 and 30 DTE, ATM Puts
SPY @455

Strike X ¢ . Volume , Impl Vol , Theta ,

Selected strikes for trade analysis

18 AUG
18 AUG

18 AUG 23



1, SPY Put Calendar at Start

Theta: 4.5

Expiration graph Date: 7-19-23,Day =0
Volatility adjustment = 0.00%
P/L=50.48

$50.00

T=0 graph
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SPY Put Calendar (at Day 10)

Theta: 13.15
Date: 7-29-23, Day = 10

Volatility adjustment = 0.00%
P/L =563.59 (132X)
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SPY Put Calendar (at Day 10 with volatility increase)

Theta: 14.09

Date: 7-29-23, Day = 10
Volatility adjustment = 0.80%
P/L =581.62 (170X)
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Calendar spreads profit from: 1) time decay and 2) increased volatility

if the underlying price remains between the BEPs.

Day =0 Day = 10 _ Day =10
Volatility = 0.00%  / Volatility = 0.00% Volatility = 0.8%

BEP /




Market Wizard Lessons*

There Is No Single True Path

Find a Trading Method that is Compatible with Your Personality
Keep a Trading Journal

Learn from Your Mistakes

Risk Management is Critical

Trade Small, Often and Consistently

If You Hope a Trade Will Work: Get Out (hopium is bad)

Emotions Are Detrimental to Trading

A S AR N

Aiming for Consistent Profitability Can Be Counterproductive
10. Successful Traders Love What They Do

* From Jack D. Schwager, Unknown Market Wizards



