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Strangle Options: Your Tool for Unpredictable Markets

What is a strangle spread?

A long strangle is an options strategy that involves buying a call and a put option.
Both options are out-of-the-money, on the same underlying security, and with
the same expiration date. It is similar to a straddle except for the different strike
prices.

This versatile approach can allow traders to potentially benefit from significant
price changes without needing to predict the direction. As a debit spread, the
strategy may also benefit from increased implied volatility.

The intention is to profit from a large price movement from the underlying
security in either direction, with one of the options increasing in value above the
initial cost to enter the strangle.

A short strangle, on the other hand, is a far riskier strategy that should only be
attempted by experienced and well-funded traders. It involves selling an out-of-
the-money call and put on the same security and expiration.

Short strangles look to benefit from the underlying price remaining between
the short strikes until the expiration of the options. Due to the extreme risk of
the naked short options, traders may opt for an iron condor to limit the risk. For
more on iron condors, see our article in the TradeStation Options Education
Center.
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Why use strangle spreads?

Atrader may use a long strangle on a security with relatively low implied volatility
that is expected to have a large price movement. Events such as earnings
reports, court rulings, economic data releases, Federal Reserve announcements,
product launches, or regulatory updates could trigger the move. The strangle is
used to potentially profit from a large move in a stock’s price.

They can also be used to hedge from an index or ETF's reaction to economic
news. Other potential benefits of the strangle include limiting risk when there
is uncertainty about the direction a market may move and offering potential
profits from rising market volatility.

Risks of strangle spreads

'l The underlying price may not react and move as much as
needed to profit from the spread.

The price movement does not happen quickly enough, and
the time decay erodes profits or creates a loss.

There may be higher costs due to multiple legs or trades
(transaction fees).

N NN

Volatility drops, and the strangle may be closed for a loss.

. Discover options strategies and empower your trading
with the knowledge and skills to navigate dynamic market
. . conditions.
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How to create a long strangle

Buy a put option with a strike price below the underlying price.

Buy a call option with a strike price above the underlying price.

Both options should have the same expiration date.

Long strangle risk/reward profile

Maximum profit: Potentially unlimited.

Breakeven: The put strike minus the premium paid and the
call strike plus the premium paid.

Maximum Risk: The premium paid for the spread.
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Choosing the strike prices

The choice of strike price is important for the desired potential outcome of a
strangle. Here are some considerations:

'l The closer the strikes are to the underlying price, the higher
the initial cost.

2 The farther the strikes are from the current price, the larger
the price movement required for potential profit.

—1
—

The narrow 250/260 strangle costs $53.10. The breakeven prices are 196.90 and
313.10.

Watch the Webinar - “Strangles: Taking Advantage of
. . Price Swings and Volatility”. Discover how strangles can be
. . used to manage risk while trading a potentially large price
move without knowing which direction it may go.
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The wider 240/270 strangle costs $44.12, but the breakeven points are farther at
$195.88 and $314.12.

Your choice depends on your market outlook, expectation of price movement,
and risk tolerance.

Time decay and strangle spreads

Time decay, or theta, negatively impacts long strangles:

'l Short-term options lose value faster due to time decay, which
works against you as the strangle buyer.

2 Long-term options lose time value more slowly, so choosing

options with more time until expiration reduces the effects of

time decay. You may recoup much of the time value when you
close the strangle.

3 To minimize the effect of time decay, traders can buy longer-
term options with 60 to 90 days until expiration and sell to
close the strangle with at least 30 days remaining.
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Strangle Options: Your Tool for Unpredictable Markets @ 7

How volatility affects strangle spreads

'l Increasing volatility usually benefits strangles, as the long
options may gain value with a rise in implied volatility.

2 Decreasing volatility can hurt strangles, as a drop in implied
volatility may reduce the value of the options.

3 Consider entering the strangle when implied volatility is
relatively low, as volatility typically rises as an event approaches.

Strategy example - long strangle

Using the RadarScreen® in the Strangle workspace to filter for candidates,
Smartsheet Inc. (SMAR) appeared in the Implied Volatility % change-down
filtered list with earnings scheduled in 41 days.
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The daily chart reveals that the stock typically gaps following earnings releases,
and is experiencing lower-than-average volatility, which tends to rise as it
approaches the announcement.

0.06

The January 17 options expire in 113 days, meaning there will be 72 days left after
the earnings announcement. This extended timeframe means that the options
will experience very little time decay. In contrast, if we chose the November
options, the time decay would erode much of the premium as we approached
the earnings date.
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We selected the 55 and 60 strikes for the strangle, and there is a slightly bearish
bias since the 55 strike is closer to the current price. The 50/55 or 50/60 strike
strangles could also be suitable options. Traders should analyze the various
options and select the one that best meets their needs and risk tolerance.

Loading the strangle into the analysis tab of OptionStation Pro lets us see the
risk profile and potential theoretical outcomes. The yellow line represents the
profile on the options expiration date.

By adjusting the plot to the day after the earnings release, we can identify the
probable breakeven prices and maximum loss should the price fail to move past
the strike prices. Remember, there will still be time value left.

On November 6, the breakeven prices are $54.94 and $57.89. If the earnings
cause SMAR to move past either, we may be able to sell the strangle for a profit.
Conversely, if the price fails to move beyond either strike, we could sell and incur
a loss limited to the time value of approximately -$13.75 instead of the maximum
potential loss of $35.

Review options level - Ready to take your options trading to
the next level? Learn about your option level and make sure
it's right for you. Boost your trading potential!
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Monitoring and exiting a long strangle spread

Strangles are extremely sensitive to time and momentum, they need regular
supervision and possible adjustments throughout the trade. The strangle can
be held until expiration, although the time value would be lost. If one option is
in-the-money at expiration, it will be automatically exercised, and the trader will
be responsible for the new position in the underlying. Ensure your account is
well funded, and you are prepared to handle an exercise or assignment.

Strangles are commonly sold to close for either a profit or a loss before expiration.
If the underlying price moves to or beyond a certain level, traders can use the
activation rule tool to set a stop-loss or take-profit order. Explore the article and
video in the Options Education Center for more information on activation rules.

Additionally, the strangle can be closed after the expected event to recover the
time value and the possible intrinsic value gained.

Practice with simulated trading

You can log in to Simulated Trading mode within TradeStation to practice
placing, managing, and exiting strangles with various configurations without
the risk of loss. As you become more familiar with these strategies, you can
incorporate them into your live trading, starting with small positions.

Conclusion

Strangles can be an effective tool in an options trader's arsenal, providing
flexibility to hedge, and potentially profit from big market moves and increased
volatility. However, like all trading strategies, they come with risks. It's crucial to
thoroughly understand how strangles work before using them with real money.

Remember, successful options trading requires ongoing education and practice.
Start by paper trading strangles using tools like TradeStation’s Option Station.
As you gain confidence, incorporate these strategies into your live trading plan.

By understanding this versatile approach, you'll be better equipped to handle
various market conditions and potentially enhance your trading results.
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Important Information and Disclosures

This content is for educational and informational purposes only. Any symbols, financial instruments, or trading
strategies discussed are for demonstration purposes only and are not research or recommmendations. TradeStation
companies do not provide legal, tax, or investment advice.

Past performance, whether actual or indicated by historical tests of strategies, is no guarantee of future
performance or success. There is a possibility that you may sustain a loss equal to or greater than your entire
investment regardless of which asset class you trade (equities, options or futures); therefore, you should not invest
or risk money that you cannot afford to lose. Before trading any asset class, first read the relevant risk disclosure
statements on www.TradeStation.com/Important-Information.

Securities and futures trading is offered to self-directed customers by TradeStation Securities, Inc., a broker-
dealer registered with the Securities and Exchange Commission and a futures commission merchant licensed
with the Commodity Futures Trading Commission. TradeStation Securities is a member of the Financial Industry
Regulatory Authority, the National Futures Association, and a number of exchanges.

TradeStation Securities, Inc. and TradeStation Technologies, Inc. are each wholly-owned subsidiaries of
TradeStation Group, Inc., both operating, and providing products and services, under the TradeStation brand and
trademark. When applying for, or purchasing, accounts, subscriptions, products, and services, it is important that
you know which company you will be dealing with. Visit www.TradeStation.com/DisclosureTSCompanies for
further important information explaining what this means.

Options trading is not suitable for all investors. Your TradeStation Securities’ account application to trade options
will be considered and approved or disapproved based on all relevant factors, including your trading experience.
See www.TradeStation.com/DisclosureOptions. Visit www.TradeStation.com/Pricing for full details on the costs
and fees associated with options.

Margin trading involves risks, and it is important that you fully understand those risks before trading on margin.
The Margin Disclosure Statement outlines many of those risks, including that you can lose more funds than

you deposit in your margin account; your brokerage firm can force the sale of securities in your account; your
brokerage firm can sell your securities without contacting you; and you are not entitled to an extension of time on
a margin call. Review the Margin Disclosure Statement at www.TradeStation.com/DisclosureMargin.

Any examples or illustrations provided are hypothetical in nature and do not reflect results actually achieved and
do not account for fees, expenses, or other important considerations. These types of examples are provided to
illustrate mathematical principles and not meant to predict or project the performance of a specific investment
or investment strategy. Accordingly, this information should not be relied upon when making an investment
decision.
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