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Introduction

The jade lizard is a multi-leg options strategy that many traders find appealing
because it attempts to profit in various market conditions. While the name might
sound exotic, this strategy combines simple building blocks that work together
to create unique trading opportunities.

What is the jade lizard strategy?

The jade lizard is a neutral to bullish options strategy that involves three separate
trades on the same underlying security:

1. Sell a put option (short put)
2. Sell a call option (short call) at a higher strike price

3. Buy a call option (long call) at an even higher strike price

This setup is essentially a bear call credit spread with a short put added. You're
collecting premium upfront by selling two options, but you're also buying one
option as insurance. The goal is to keep most, if not all, of the collected premium
if the stock price remains within a specified range at the option’s expiration.
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The Jade Lizard Strategy: Trading Sideways and Rising Markets

How does the jade lizard strategy work?

Let's use a simple example with Las Vegas Sands Corporation (LVS), currently
trading at $54.50. Suppose you are moderately bullish, given that the price has
bounced from support near $54.
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You do not expect it to rise above $60 before next month. To create the jade
lizard, you would:

1. Sell a $53 put option below support and collect $1.06 ($106 total)
2. Sell a $60 call option and collect $0.29 ($28 total)
3. Buy a $61 call option for $0.24 ($24 total)
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The total money collected upfront would be:
$106 + $28 - $24 = $110

The premium collected is the maximum profit potential. The trader realizes this
profit if the stock price stays between $53 and $60 when the options expire.
The downward breakeven price is the short put strike minus the premium
collected, or

$53 - $1.10 = $51.90
Thereisn'tan upside breakevensince the bear call spread’sriskis counterbalanced

by the premium collected. As long as LVS doesn't rise above the short call strike
of $60, the trade remains profitable.

Explore Strategies — Discover options strategies and
empower your trading with the knowledge and skills to
navigate dynamic market conditions.
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We chose options that expire 29 days from entry to maximize time decay for this
credit spread. The position also has negative Vega and benefits from a drop in
volatility.

To exit the position, the trader could
« Let the options expire,

« Buy the jade lizard to close it for a smaller profit or loss, or

« Use a stop loss order to mitigate losses if the stock price drops beyond
the breakeven price.

Let's examine the possible outcomes of this jade lizard example:

« LVSistrading between $53 and $60 when the options expire

o The premium collected becomes realized profit, minus any fees and
commissions.
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« LVSistrading above $60 at expiration

o The potential profit decreases as the stock price increases, but stabilizes
at $10.00 once LVS equals or is greater than $61.

« LVSistrading between $53 and $51.90 at expiration

o The potential profit decreases from the maximum as the stock
approaches the breakeven price.

« LVSistrading below $51.90 at expiration

o As LVS drops below $51.90, the short put losses increase up to the strike
mMinus the premium collected. In this case, $53 minus $1.10, $51.90 per
share, or $5190 total.

« If early assignment occurs

o Early assignment on either the short call or put is a possibility. The put
must be cash secured for this event; the long call limits the risk on the
upside.

When should you use the jade lizard?

The jade lizard is more effective when you think the underlying stock, ETF, or
index will stay relatively flat or move up slightly. It may be rangebound and
expected to remain that way. The underlying should also have high implied
volatility, which often means options are expensive. The objective is for the trader
to collect income while limiting their risk.

What are the benefits and risks of the
jade lizard?

Benefits

« Premium collection: As a credit spread, the jade lizard allows traders to
collect option premiums when establishing the trade. This cash flow can
be appealing to income-focused traders.
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- Versatility: The strategy can potentially profit in several market scenarios.
The strategy could generate profits if the stock price remains stable or
within a narrow range, moves up moderately, or even rises significantly
(though profits are limited).

- Wide profit range: When set up correctly, the jade lizard often has a good
chance of making money because you profit as long as the stock doesn't
fall too much. The risk profile of the position has a wide profit range.

Risks

« Limited upside profit: While you can’t lose money if the stock rises, your
profits are capped. If the stock skyrockets, you miss out on those gains.

- Significant downside risk: Since you are selling a naked, cash-secured
put, there is a significant downside risk. If the stock falls below your put
strike price (minus the money you collected), you start losing money.
These losses can be substantial.

« Complexity: The strategy is more sophisticated than some others. With
three different option positions, managing the trade can be complicated,
especially for beginners.

- Margin requirements: Brokers typically require you to have money set
aside as collateral for the naked put, which can tie up your trading capital.

Key management tips
Here are some ideas to help manage jade lizard option positions:

1. Set profit targets: Many traders close the position when they've captured
25-50% of the maximum profit rather than waiting for expiration.

2. Monitor the short put: If the stock starts falling toward your put strike
price, consider closing the trade early to limit losses. You can set a stop
loss on the put or the entire Jade Lizard.

3. Time decay is your friend: Options lose value as they approach their
expiration date. This time decay works in your favor since you sold more
options than you bought. Traders often select options with 30 days or less
to expiry to take advantage of accelerated time decay.

4. Watch implied volatility: If volatility drops significantly after you enter the
trade, you might be able to close the position early for a profit.
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Who should use this strategy?

Best suited for:

« Intermediate to advanced options traders
« Traders comfortable with complex position management
« Those with sufficient account size to handle margin requirements

« Investors with a neutral to slightly bullish market outlook
Not recommended for:

« Complete beginners to options trading
« Traders with very small accounts

« Those uncomfortable with substantial downside risk
Common mistakes to avoid:

1. Setting up the trade on low-volatility stocks: You won't collect enough
premium to make it worthwhile.

2. Ignoring the downside risk: The losses can be much larger than the
upfront credit received.

3. Poor timing: Entering the trade right before earnings or major news
events.

4. Not having an exit plan: Know when you'll take profits or cut losses
before entering the trade.

. . 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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Is the jade lizard right for you?

Thejadelizard can be an effective strategy togenerateincomein neutraltoslightly
bullish markets. However, it requires careful planning, active management, and
a solid understanding of options mechanics. The upfront income is attractive,
but the downside risk is real and significant.

Before trading with real money, practice using TradeStation’s Simulated Trading
mode. Testing your ideas will help you understand how the strategy works, and
any mistakes you make won't cost you real money.

Once you're comfortable with the jade lizard, you can try trading small positions
to limit your risk while gaining experience. Remember, successful options trading
requires not just understanding individual strategies but also knowing when and
how to use them effectively.
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Important information and disclosures

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.

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.
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