
Wal-­‐Mart	
  (WMT)	
  reached	
  all	
  0me	
  highs	
  in	
  
January,	
  since	
  then	
  it	
  has	
  seen	
  a	
  20%	
  decline	
  
over	
  the	
  past	
  five	
  months.	
  This	
  is	
  a	
  sizeable	
  
down	
  move	
  for	
  a	
  blue	
  chip	
  stock.	
  
	
  
As	
  a	
  contrarian	
  play,	
  we	
  are	
  seeking	
  some	
  
long	
  deltas	
  in	
  Wal-­‐Mart.	
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Currently,	
  the	
  WMT	
  Implied	
  Vola0lity	
  Rank	
  is	
  71%.	
  
This	
  allows	
  us	
  to	
  execute	
  a	
  short	
  premium	
  strategy	
  
with	
  a	
  high	
  probability	
  of	
  profit.	
  
	
  
With	
  a	
  bullish	
  assump0on	
  in	
  WMT,	
  we	
  will	
  look	
  to	
  
enter	
  a	
  Laddered	
  Calendarized	
  Super	
  Bull	
  Strategy.	
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The	
  Trade:	
  
WMT	
  is	
  trading	
  for	
  $72.20	
  
	
  

Buy	
  Jul	
  70/72.5	
  Call	
  spread	
  &	
  Sell	
  Aug	
  67.5/70	
  laddered	
  puts	
  	
  	
  
	
  	
  	
  	
   Posi-on	
   Quan-ty	
   Expira-on	
   Price	
  

70/72.5	
  Call	
  
Spread	
  

+1	
   July	
   $1.58	
  db.	
  

67.5	
  Put	
   -­‐1	
   Aug	
   $0.69	
  cr.	
  
70	
  Put	
   -­‐1	
   Aug	
   $1.34	
  cr.	
  

Total	
   $0.45	
  cr.	
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Buy	
  July	
  70/72.5	
  call	
  spread	
  &	
  Sell	
  Aug	
  67.5/70	
  laddered	
  puts	
  
Direc0onal	
  bias	
   Bullish	
  

Max	
  profit	
   $295	
  
Buying	
  power	
  reduc0on	
  (BPR)	
   $2,355	
  

Days	
  to	
  expira0on	
  (DTE)	
   30/65	
  
Breakeven	
  prices	
   n/a	
  

Probability	
  of	
  profit	
  (POP)	
   n/a	
  
Max	
  return	
  on	
  capital	
  (ROC)	
   13%	
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DISCLAIMER:	
  The	
  purpose	
  of	
  this	
  material	
  is	
  to	
  demonstrate	
  	
  market	
  trading	
  techniques	
  and	
  strategies	
  designed	
  to	
  give	
  you	
  the	
  skills	
  and	
  confidence	
  	
  
to	
  manage	
  your	
  own	
  investments.	
  	
  
	
  
The	
  risk	
  of	
  loss	
  in	
  trading	
  securi0es,	
  op0ons,	
  futures	
  and	
  forex	
  can	
  be	
  substan0al.	
  You	
  must	
  consider	
  all	
  relevant	
  risk	
  factors,	
  including	
  your	
  own	
  	
  
personal	
  financial	
  situa0on,	
  before	
  trading.	
  Op0ons	
  involve	
  risk	
  and	
  are	
  not	
  suitable	
  for	
  all	
  investors.	
  	
  
	
  
You	
  are	
  assuming	
  the	
  en0re	
  risk	
  of	
  any	
  and	
  all	
  trades	
  placed	
  in	
  the	
  stock	
  market.	
  Due	
  to	
  the	
  0me-­‐	
  cri0cal	
  nature	
  of	
  trading,	
  the	
  varying	
  fees	
  charged	
  by	
  
brokerages,	
  and	
  the	
  ac0vity	
  of	
  other	
  market	
  par0cipants,	
  we	
  cannot	
  guarantee	
  that	
  similar	
  trades	
  you	
  place	
  will	
  mirror	
  the	
  exact	
  performance	
  of	
  our	
  porbolio.	
  	
  
	
  
dough,	
  Inc.	
  is	
  the	
  copyright	
  and	
  trademark	
  holder	
  of	
  all	
  tastytrade	
  branded	
  proper0es.	
  dough	
  is	
  not	
  a	
  licensed	
  financial	
  advisor,	
  registered	
  investment	
  advisor,	
  
registered	
  broker-­‐dealer	
  or	
  FINRA|SIPC|NFA-­‐member	
  firm.	
  dough	
  does	
  not	
  provide	
  investment	
  or	
  financial	
  advice	
  or	
  make	
  investment	
  recommenda0ons.	
  
dough	
  is	
  not	
  in	
  the	
  business	
  of	
  transac0ng	
  trades,	
  nor	
  does	
  dough	
  agree	
  to	
  direct	
  your	
  commodity	
  accounts	
  or	
  give	
  trading	
  advice	
  	
  
tailored	
  to	
  your	
  par0cular	
  situa0on.	
  Nothing	
  contained	
  in	
  our	
  porbolio	
  demonstra0on	
  cons0tutes	
  a	
  solicita0on,	
  recommenda0on,	
  promo0on,	
  or	
  endorsement	
  
of	
  any	
  par0cular	
  security,	
  other	
  investment	
  product,	
  transac0on	
  or	
  investment.	
  	
  
	
  
BY	
  USING	
  THE	
  TASTYTRADE	
  WEB	
  SITE	
  AND	
  ACCESSING	
  THE	
  TASTYTRADE	
  MATERIALS,	
  YOU	
  AGREE,	
  AT	
  ALL	
  TIMES,	
  TO	
  INDEMNIFY,	
  DEFEND,	
  AND	
  HOLD	
  	
  
DOUGH	
  (INCLUDING	
  ANY	
  OF	
  ITS	
  AFFILIATES,	
  OR	
  ITS	
  RESPECTIVE	
  SUCCESSORS	
  AND	
  ASSIGNS,	
  OR	
  ANY	
  OF	
  ITS	
  RESPECTIVE	
  OFFICERS,	
  DIRECTORS,	
  	
  
EMPLOYEES,	
  AGENTS,	
  REPRESENTATIVES,	
  LICENSORS,	
  OPERATIONAL	
  SERVICE	
  PROVIDERS,	
  ADVERTISERS,	
  OR	
  SUPPLIERS)	
  HARMLESS	
  FROM	
  AND	
  	
  
AGAINST	
  ANY	
  AND	
  ALL	
  CLAIMS,	
  ACTIONS,	
  DEMANDS,	
  SUITS,	
  LOSSES	
  AND	
  COSTS	
  (INCLUDING	
  ATTORNEYS’	
  FEES)	
  RESULTING	
  FROM	
  TRADES	
  YOU	
  PLACE	
  	
  
IN	
  THE	
  MARKET.	
  DOUGH	
  SHALL	
  NOT	
  BE	
  LIABLE	
  FOR	
  ANY	
  LOSS	
  OR	
  DAMAGE,	
  OF	
  ANY	
  KIND,	
  DIRECT	
  OR	
  INDIRECT,	
  IN	
  CONNECTION	
  WITH	
  OR	
  ARISING	
  	
  
FROM	
  USE	
  OF	
  EDUCATIONAL	
  SERVICES	
  PROVIDED	
  AS	
  PART	
  OF	
  THIS	
  PORTFOLIO	
  DEMONSTRATION.	
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  express	
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  permission	
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  prohibited	
  under	
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  of	
  law.	
  

	
  
	
  



With	
  the	
  FOMC	
  mee0ng	
  concluding	
  later	
  today,	
  there	
  
have	
  been	
  a	
  number	
  market	
  pundits	
  that	
  have	
  been	
  
making	
  their	
  predic0ons.	
  	
  	
  
	
  
While	
  many	
  believe	
  that	
  you	
  should	
  be	
  paying	
  
alen0on	
  to	
  whether	
  the	
  Fed	
  increases	
  the	
  Federal	
  
Funds	
  Rate	
  or	
  not,	
  does	
  this	
  really	
  maler?	
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FOMC:	
  Bet	
  on	
  Vola0lity,	
  not	
  Direc0on	
  
Over	
  the	
  past	
  five	
  years,	
  how	
  has	
  the	
  market	
  reacted	
  around	
  these	
  
mee0ngs?	
  	
  Why	
  are	
  these	
  mostly	
  non-­‐events?	
  



Deciphering	
  how	
  Fed	
  policy	
  will	
  impact	
  the	
  market’s	
  
direc0on	
  can	
  prove	
  challenging.	
  The	
  mean	
  rever0ng	
  nature	
  
of	
  implied	
  vola0lity	
  however,	
  can	
  give	
  us	
  an	
  edge	
  in	
  a	
  binary	
  
type	
  event	
  such	
  as	
  a	
  Fed	
  announcement.	
  
	
  

To	
  illustrate	
  this,	
  we	
  sold	
  a	
  strangle	
  in	
  TLT	
  and	
  SPY	
  (the	
  day	
  
before	
  the	
  release	
  of	
  FOMC	
  minutes)	
  with	
  roughly	
  1	
  week-­‐
un0l-­‐expira0on	
  and	
  also	
  45	
  days-­‐un0l-­‐expira0on	
  and	
  
examined	
  the	
  results.	
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*	
  all	
  FOMC	
  mee0ngs	
  2009	
  to	
  present	
  (47	
  observa0ons)	
  

Sold	
  a	
  1	
  SD	
  strangle	
  in	
  TLT	
  
(with	
  less	
  than	
  1	
  week-­‐
un0l-­‐expira0on)	
  and	
  held	
  
un0l	
  expira0on	
  

Sold	
  a	
  1	
  SD	
  strangle	
  in	
  TLT	
  
(with	
  45	
  days-­‐un0l-­‐
expira0on)	
  and	
  held	
  un0l	
  
expira0on	
  

Average	
  	
  
profit/loss	
   $12.8	
   $33.5	
  

Probability	
  of	
  	
  
profitable	
  trade	
   85.4%	
   82.9%	
  

Sum	
  of	
  profit/loss	
   $586	
   $1579	
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*	
  all	
  FOMC	
  mee0ngs	
  2009	
  to	
  present	
  (47	
  observa0ons)	
  

Sold	
  a	
  1	
  SD	
  strangle	
  in	
  SPY	
  
(with	
  less	
  than	
  1	
  week-­‐
un0l-­‐expira0on)	
  and	
  held	
  

un0l	
  expira0on	
  

Sold	
  a	
  1	
  SD	
  strangle	
  in	
  SPY	
  
(with	
  45	
  days-­‐un0l-­‐

expira0on)	
  and	
  held	
  un0l	
  
expira0on	
  

Average	
  	
  
profit/loss	
   $1.5	
   $35.7	
  

Probability	
  of	
  	
  
profitable	
  trade	
   82.3%	
   74.5%	
  

Sum	
  of	
  profit/loss	
   $72	
   $1692	
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  on	
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Takeaways:	
  
• Even	
  if	
  we	
  were	
  to	
  know	
  the	
  outcome	
  of	
  the	
  mee0ng,	
  it	
  would	
  
be	
  difficult	
  to	
  predict	
  the	
  direc0on	
  of	
  the	
  market	
  	
  –	
  instead	
  as	
  
premium	
  sellers,	
  we	
  make	
  money	
  off	
  of	
  a	
  retrac0on	
  of	
  implied	
  
vola0lity	
  
	
  
• As	
  with	
  many	
  binary	
  events,	
  implied	
  vola0lity	
  tends	
  to	
  overstate	
  
actual	
  vola0lity	
  (IV	
  retracted	
  aser	
  63%	
  of	
  FOMC	
  mee0ng	
  with	
  
an	
  average	
  drop	
  of	
  7%	
  aser	
  the	
  mee0ng)	
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DISCLAIMER:	
  The	
  purpose	
  of	
  this	
  material	
  is	
  to	
  demonstrate	
  	
  market	
  trading	
  techniques	
  and	
  strategies	
  designed	
  to	
  give	
  you	
  the	
  skills	
  and	
  confidence	
  	
  
to	
  manage	
  your	
  own	
  investments.	
  	
  
	
  
The	
  risk	
  of	
  loss	
  in	
  trading	
  securi0es,	
  op0ons,	
  futures	
  and	
  forex	
  can	
  be	
  substan0al.	
  You	
  must	
  consider	
  all	
  relevant	
  risk	
  factors,	
  including	
  your	
  own	
  	
  
personal	
  financial	
  situa0on,	
  before	
  trading.	
  Op0ons	
  involve	
  risk	
  and	
  are	
  not	
  suitable	
  for	
  all	
  investors.	
  	
  
	
  
You	
  are	
  assuming	
  the	
  en0re	
  risk	
  of	
  any	
  and	
  all	
  trades	
  placed	
  in	
  the	
  stock	
  market.	
  Due	
  to	
  the	
  0me-­‐	
  cri0cal	
  nature	
  of	
  trading,	
  the	
  varying	
  fees	
  charged	
  by	
  
brokerages,	
  and	
  the	
  ac0vity	
  of	
  other	
  market	
  par0cipants,	
  we	
  cannot	
  guarantee	
  that	
  similar	
  trades	
  you	
  place	
  will	
  mirror	
  the	
  exact	
  performance	
  of	
  our	
  porbolio.	
  	
  
	
  
dough,	
  Inc.	
  is	
  the	
  copyright	
  and	
  trademark	
  holder	
  of	
  all	
  tastytrade	
  branded	
  proper0es.	
  dough	
  is	
  not	
  a	
  licensed	
  financial	
  advisor,	
  registered	
  investment	
  advisor,	
  
registered	
  broker-­‐dealer	
  or	
  FINRA|SIPC|NFA-­‐member	
  firm.	
  dough	
  does	
  not	
  provide	
  investment	
  or	
  financial	
  advice	
  or	
  make	
  investment	
  recommenda0ons.	
  
dough	
  is	
  not	
  in	
  the	
  business	
  of	
  transac0ng	
  trades,	
  nor	
  does	
  dough	
  agree	
  to	
  direct	
  your	
  commodity	
  accounts	
  or	
  give	
  trading	
  advice	
  	
  
tailored	
  to	
  your	
  par0cular	
  situa0on.	
  Nothing	
  contained	
  in	
  our	
  porbolio	
  demonstra0on	
  cons0tutes	
  a	
  solicita0on,	
  recommenda0on,	
  promo0on,	
  or	
  endorsement	
  
of	
  any	
  par0cular	
  security,	
  other	
  investment	
  product,	
  transac0on	
  or	
  investment.	
  	
  
	
  
BY	
  USING	
  THE	
  TASTYTRADE	
  WEB	
  SITE	
  AND	
  ACCESSING	
  THE	
  TASTYTRADE	
  MATERIALS,	
  YOU	
  AGREE,	
  AT	
  ALL	
  TIMES,	
  TO	
  INDEMNIFY,	
  DEFEND,	
  AND	
  HOLD	
  	
  
DOUGH	
  (INCLUDING	
  ANY	
  OF	
  ITS	
  AFFILIATES,	
  OR	
  ITS	
  RESPECTIVE	
  SUCCESSORS	
  AND	
  ASSIGNS,	
  OR	
  ANY	
  OF	
  ITS	
  RESPECTIVE	
  OFFICERS,	
  DIRECTORS,	
  	
  
EMPLOYEES,	
  AGENTS,	
  REPRESENTATIVES,	
  LICENSORS,	
  OPERATIONAL	
  SERVICE	
  PROVIDERS,	
  ADVERTISERS,	
  OR	
  SUPPLIERS)	
  HARMLESS	
  FROM	
  AND	
  	
  
AGAINST	
  ANY	
  AND	
  ALL	
  CLAIMS,	
  ACTIONS,	
  DEMANDS,	
  SUITS,	
  LOSSES	
  AND	
  COSTS	
  (INCLUDING	
  ATTORNEYS’	
  FEES)	
  RESULTING	
  FROM	
  TRADES	
  YOU	
  PLACE	
  	
  
IN	
  THE	
  MARKET.	
  DOUGH	
  SHALL	
  NOT	
  BE	
  LIABLE	
  FOR	
  ANY	
  LOSS	
  OR	
  DAMAGE,	
  OF	
  ANY	
  KIND,	
  DIRECT	
  OR	
  INDIRECT,	
  IN	
  CONNECTION	
  WITH	
  OR	
  ARISING	
  	
  
FROM	
  USE	
  OF	
  EDUCATIONAL	
  SERVICES	
  PROVIDED	
  AS	
  PART	
  OF	
  THIS	
  PORTFOLIO	
  DEMONSTRATION.	
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