Like most weekly trades the Baby Rhino is essentially a Theta trade.  That is why we shall always try to control and sometimes neutralise the effect of Delta and Vega to better capture Theta.  The combination of a BWB and a Calendar extends the profit range (at least 30-40 points) however it is also affected by sensitivity to negative Vega on the down side (BWB) and positive Vega on the upside (Calendar).
It is typically a 40/30 wing bearish BWB on the RUT although a 50/40 wing alternative is also possible for traders who cannot monitor their positions frequently.  This 40/30 trade may require up to one adjustment per day.  It has not been tested on SPX yet.  Likewise, a Baby White could also be studied but it is likely to require different rules.
This trade needs some sort of a market view using a 30 minute or 1 hour chart.  If your outlook is market neutral, the profit range should cover at least one standard deviation, or 20 points (~2%), preferably 30 points (~3%) either side over the next 7 days.  Otherwise follow your bias up or down keeping in mind your quest for Theta !
Trade Complexity: Medium.  The principle is simple but the initial position crafting may mean a bit of trial and error through a number of possible variations.  Always keep the combo as simple as possible; weeklies do not offer the same liquidity hence it can make the entry / exit more difficult to execute.
Underlying: RUT
Planned Capital:
·  $10K (40/30 BWB)
·  $12K+ (50/40 BWB)
Actual used capital should be up to 2/3 of planned capital in most situations.  However it may require more in a bull market.
Entry:     14 DTE or more (not fully tested)
Exit:        7 DTE latest, exceptionally 4 or 3 DTE if well hedged and strictly under the tent.  T+0 sags far too quickly outside the tent unless upper long Puts are pulled back a little.
Time of entry/exit:   early afternoon (it may sometimes take 1 hour to get an acceptable fill)
Timing sensitivity:  medium to high
Profit Target:                                           5% on planned capital
Stop Loss:                                              max 5% on planned capital
Win / Loss Ratio:                                   ~ 80%
Average weekly return:                         2-3%
Worst-case scenario: 
· Sudden drop early in the position (e.g. sizeable weekend gap)
· Runaway bull market
·     And even worse: whipsaw market
General Weekly Trading Rule: Never fight the trade!  If the position is not well engaged, close it and wait for next week.  This may happen if the market does not go your way right after entry.  Also keep the Calendars more as a hedge than as an extension of the profit range on the upside; Theta is to be found under the BWB tent.
General guideline:
· Keep Delta/Theta below 25%
· Keep Vega/Theta preferably below 50%, max 100%.  As a note, Vega sensitivity is likely to be as much a vertical skew issue than a general volatility one.
As mentioned above, the rationale being that if Delta and Vega are under control there should be any reason to stress at adjustment time.  A word of caution though: keeping ratios constantly in check can lead to over-trading ! V/T ratio can be relaxed if the underlying is in the upper half of the BWB.
Guidelines are as much dependent on Greeks as on the market i.e. Technical Analysis.  Neutralising Delta and Vega, in an ideal world is the best way to capture Theta, so it is best to best somewhere under the tent.  The Delta/Theta ratio is more important than Vega/Theta that can be fairly volatile.
Construction:
BWB: Puts only, like the Big Daddy Rhino :-)
Size = 3
· Position the upper longs above the money, usually the next 10-point strike (bearish or the one above).
· In case of a bullish market, fills will be difficult.
· Only use 10-point strikes on weeklies.
Calendars / Diagonals: Calls only
Size = up to 3.
· Position Calendars roughly 30 points above the money as a Delta & Vega hedge.  If volatility is low, there may be more Delta to recover from the BWB.  
· Check Greeks with Diagonals one strike up or down.  
· Long Calls can be 1, 2 or 3 weeks out to "buy" more Vega, particularly if the BWB is more bearish (upper long Puts near the money).
Adjustments:  Anything is allowed providing that ratios are in check.  It will generally consist of:
· Commonly: Rolling one or more short Puts up or down, or rolling down one short Call (credit ).  If necessary, also adjust lower long Puts to keep margin in check.
· Occasionally: Rolling entire BWB if necessary and if possible once per trade.
· Sometimes: roll upper long puts down one strike to reduce exposure on the upside.
 
· In case of a sudden drop, check your Vega hedge and look for potential support at a certain price level not lower than halfway between shorts and lower long puts. Higher volatility is likely to impact your position harder than the model shows.  Roll your position back or close if too late in the trade.  Always check your margin.
· In case of a fast bull market, roll the BWB or entire position.  If that does not solve the problem, drop the BWB and salvage the position with Calendars only.  When volatility is really low, rolling calendars up costs little.
Legging in & out
In general, weeklies require more experience in negotiating orders.  Bad prices can really hamper profit potential.
Entries sometimes require adding a put spread at inception.  More complex combos will be more difficult to go through so you may want to enter both spreads separately (or the BWB then a Put spread).  If so, protect your bad side as prices may be volatile even in a fairly quiet market.
Monitoring:
Constant monitoring can lead to over-trading so it is advised to monitor only twice a day at 10 AM and 2PM Eastern.
OptionVue:
With P&L jumping up and down and little need for long-term projections, simple EIOIO model seems more realistic.  
Ratios can be checked in both EIOIO and Variable modes.
Typical Baby Rhino
It does not really matter if the second horn hardly surfaces.  In this trade, it is most of the time simply a hedge.  As a "Theta trade" it is more important to try and remain under the BWB tent.
[image: image1.jpg]File
Asset Specific

Edt View Window NetVue

Help

Ptiot Rhino Mar 4 16 v

Browse
e |z 8o|m|g @ |[ & |
Matr || e an | voy G| | Info | T.Log || tatus || sepors | e s | simer | opsan| | prob. | Trade | P

Number of Lines | 5 £

Step through dates
[ Step through volatilties

Max Proj Date

Short 2 Marl¥/4 1100 Calls, Long 2 Apr/2 1100 Calls, Long 3 MariV4 1010 Puts, Short 6 Mar\4 1050 Puts, Long 3 MariV4 1080 Puts

NV3 800

Mar 24, 2016 P, ProftLoss by Change n RUT Index Price
00 : +130%
Volty Chg
0.0% | Prs &0 +110%
Amount Provided s000
= Orig. Reqmt._v
L, 00
35.400
2000
Vertical Axis
ProfiLoss v 2000
Horiz Axis 1000
L—n—R
0
e —t
Resuits 1000
Target [CurBell]| 500
[er so0a
|4 1| o
ler. 7%
000 7%
Show BES . ™
Show ObjStp b g
Wand [ 1070.06 B P
000 9000 L0000 10000 12000 0000 104000 105000 06000 107000 1080.00 D90.00 10000 11000 L2000 1000 14000 LS0.00 116000
B4 TS 6% SS%  AT%  B7%  28%  -L9%  0S%  00%  H09% +L9% 8%  437% AT 4S6%  465%  415%  464%
L — — |
L 4 57D 300 20m LD %0 20 4 s WD 9 40 w0 3 W5 40 s 47 208 [
Des  5L74 6915  BaS5  9L63 B3 4L 524 WS 735 -2 244 B» WA ALSL 4L W07 G266 15 1966
Gmma 175 167 L1 03 07 A7 2% 25 22 1% -105  Am 4% 02 0B 04 06 07  os [D
| el a5 2 s 4 18 187 997 2BL2 225 Ls 029 59 B2 S0 229 354 4L6 414 %S
Ve 80 913 720 450 28 386 553 481 165 21 7.9 63 1231 M23 1475 151 151 186 %2
Mant 540 540 540 540 540 540 540 540 540 540 540 540 540 540 540 540 540 540 540





ADDITIONAL NOTES
A market view helps adjusting (or not!) with common sense.  In this example below, Delta may look a little too high.  However the 1100 support has been tested and a bounce is likely, thus cancelling the need for an adjustment.  Also keep in mind that the T+0 will flatten then provide negative Delta over the next few days.  Assuming you monitor the position twice a day, the profit range seems wide enough, even if the current bias doesn't prove right.
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