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The Problem with Butterflies

* As time passes for a profitable butterfly it becomes more
sensitive to large price changes
* Doing nothing with a profitable butterfly has risks
* Gamma increases exponentially over time
* Delta is less reliable due to Gamma.

" What is Your Problem?
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P/L Line Becomes Less Flat Over Time
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What is the Solution?

* While there are no perfect adjustments, there are some
things you can do

* Before you can understand how to adjust, you must know
how time decay behaves
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Have You Seen This Chart?
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That Chart is Misleading

* The chart is the time decay for the at-the-money option.

* OQut-of-the-money options have a different time decay
chart.
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Time Decay is More Linear
for OTM and ITM Options
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Option Time Decay in 3D

From http://home.earthlink.net/~millerrisk/Papers/MathematicaOptions.htm
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Time Decay

* Time decay is more linear for OTM and ITM options

* The farther ITM or OTM an option is, the more time decay
happens farther from expiration. As you approach
expiration, these options have little time decay
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What Happens to a Butterfly
As It Makes Money?

* The wings are losing value quickly.

* Once the wings decay to a very low price, they are not
hedging the butterfly

* The positive gamma from the wings is reduced, causing
the T+o line to start becoming more curved
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What Can We Do?

* How can you capture profit, reduce risk and still retain the
potential for increasing your existing profit?
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Example
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SPX Butterfly Entry on Jul 31st
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SPX Butt

erfly Entry on Jul 31st

Profit/Loss by Change in SP¥ Index Price
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Profitab

le One Week Later on Aug 7th
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Profitable One Week Later on Aug 7th

Profit/Loss by Change in 5P¥ Index Price
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The Story

* Dan Harvey and Mark Sebastian were talking one day
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The Story

* Over time, as the butterfly became profitable, Dan Harvey
would buy in the short strikes of the butterfly and sell
them farther from the market price.

* Mark called this a "Standard Harvey”
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The Standard Harvey
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The Standard Harvey

Profit/Loss by Change in SPX Index Price
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The Standard Harvey Benefits

* The margin is reduced
* The option Greeks are reduced

* TheT+o line is smoothed

* This widens the T+o break even prices letting the
position absorb slightly larger moves.

* Mark suggested moving the longs in versus the shorts
out...or the reverse of what Dan Harvey was doing.
The "Reverse Harvey” was born
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The Reverse Harvey




How Does a Reverse Harvey Work?

* Wait until your Butterfly is profitable. The Reverse Harvey
IS @ money capturing adjustment, not a money saving
adjustment

* As the butterfly makes money, the wings are losing value
quickly.
* Once the wings decay to a very low price, they are not
hedging the butterfly

* Moving the wings in towards the center strike adds
more gamma while the shorts near the money are
maintaining most of their decay
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Reverse Harvey Steps

Step 1: Get profitable. Typically at least +5%
Step 2: Sell wings and buy new wings closer to
the market price

Step 3: Stay in the trade if the new trade is still
in the “tent”

Step 4: If the trade leaves the “tent”, it is normally wise to exit
the trade.

Step 5: When your profit target is reached, either exit the trade
or make the trade super tight

SSSSSSSSSSS



The Reverse Harvey
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The Reverse Harve

Profit{Loss by Change in SPX Index Price

>
Max Potential Profit Slightly Reduced

T+0 Break Even is Wider
e

0

-4500

-8000

-13500

}Iargj,u’]jrasticall}' Reduced
-

-

-18000

-22500 o
—_—

-27000 ‘

1880.40 190540 1930.40  1955.40  1980.40 05.40 2030.40 205540  2080.40 2105.40 2130.40 215540 2180.40 220540 223040 225540 2230.40
-9.5% -8.3% -7.1% -5.9% 4. 7% -3.5% -2.3% -1.1% +0. 2% +1.4% +2.6% +3.8% +5.0% +5.2% +7.4% +3.6% +5.8%




What Happened?

* The margin was reduced over 50%
* The option Greeks are reduced

* The T+o line is flattened and smoothed

* This widens the T+o break even prices letting the
position absorb slightly larger moves.

* Most of the profit potential is retained
* DOWNSIDE: Theta is temporarily reduced
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Where Else CanYou Use A
Reverse Harvey?

* Any Butterfly variation
* Broken Wing Butterfly
« M3
* Kevlar
* Bearish Butterfly

* Iron Condors and Weirdors
* Vertical Spreads

* Can reduce whip saw effects
by adjusting the threatened side
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lIron Condor Example
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A RUT Iron Condor
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T Iron Condor

Profit{Loss by Change in RUT Index Price
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Nine Days Later—RUT Down 10 Points

RUT Index
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Nine Days Later—RUT Down 10 Points

Profit/Loss by Change in RUT Index Price
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Reverse Harvey the Wings

Actuals RUT Index Legend
0 0 (] 0
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Reverse Harvey the Wings

ProfitfLoss by Change in RUT Index Price
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Five Days Later with the Reverse Harvey
RUT is Down Another 20 Points

RUT Index
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Still Profitable but
Delta is High!

Met Regmts Gross Regmts (ash Flow +34 670
Init $5.33 52 080 Gamma
Maint $5,33 Gain/Loss «  Theta
| Cash/Init Kt ' 5 $0.00 Vega 39
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Five Days Later with the Reverse Harvey
RUT is Down Another 20 Points

Profit{Loss by Change in RUT Index Price
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Five Days Later without
the Reverse Harvey

RUT Index
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Five Days Later Comparison

Profit{Loss by Change in RUT Index Price
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Comparison

With the Reverse Harvey

Met Regmis Gross Eegmis (Cash Flow
Init 5.3 Cur. Value
Maint 63 Gain/Loss

Cash/Init K1 Commis

Met Regmts Gross Regmts (Cash Flow +53 820
13,650

Init Cur. Value 53
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Summary

* Use ATM theta decay to your advantage

* Reverse Harvey is a great tool to use for
adjusting, but not the only tool

* Reverse Harvey's are not restricted to butterfly trades

* Reverse Harvey's can help retain profit and reduce whip
saw effects
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Download These Slides
http://cdurl.us/rh
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Announcing the Capital Discussions
Mentoring Program

* 12 Individual Mentoring Sessions. Take up to one year to complete.

* Includes OptionVue software for six months and an 8% discount if
you later decide to purchase OptionVue software (A $594 value)

* Includes one of our Expert’s services for six months so you can
earn from a professional trader (A $550 value)

* Includes our Covered Call class (A $347 value)
* Includes an annual Gold membership (A $125 value)

* Includes access to our member’s only forums

Visit http://cdurl.us/mentoring for more information or to sign up
pacZ CAPITAL Only $2997
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Brian Larson’s Rhino Trade Alerts

* This is a very popular broken wing butterfly strategy with a very flat
"+0 line with the ability to survive large market moves.

* The paid service starts in the first week of November.

* Sign up before November 1°t and receive special charter pricing:
* $100/month (will be $119/month)
* $250/quarter (will be $300/quarter)
* $465/six months (will be $550/six months)
* $8go/year (will be $1000/year)

Visit http://cdurl.us/rhino for more information or to sign up
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Questions??
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Tom Nunamaker

+1 210-200-8855

tom@CapitalDiscussions.com

Capital Discussions, LLC.
http://CapitalDiscussions.com/
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