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This presentation is not a recommendation to 
buy options (calls or puts) or stocks .

The purpose of this presentation is for 
discussion and review of a strategy under test.

Tell me if this strategy was previously tried but 
failed - - - how come?

DisclaimerDisclaimer
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Previous presentationPrevious presentation

1) Review First Cut of “ABT” by Carol Theine

2) Review SSG “ABT” by CV .

3) ManifestInvesting � PE and PAR .

4) Yahoo & Value Line for EPS estimates.

5) Use Jim Thomas spreadsheet …

• (a) “sustainable growth rate” & (b) Sharpe ratio

6) Calculate stock $value ~ approx 2 years.

Puget Sound Chapter

Previous presentation Previous presentation (continued)

7) LEAPS (Long-Term Equity AnticiPation Securities) ~ up to 

30 months

8) Calculate %-gain in 12 months (Annualized gain)

9) Options I acquired 

10) Update the Options prices from Sep ’10

11) What I learned
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(3) ManifestInvesting ���� PE and PAR
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(4) Finance Yahoo (4) Finance Yahoo –– short term EPS est.short term EPS est.
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(4) Value Line shows predictable EPS(4) Value Line shows predictable EPS
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(6) Calculate stock value ~ 2 years(6) Calculate stock value ~ 2 years

Avg P/E
= 15



3

Puget Sound Chapter

LEAPS (Long-Term Equity AnticiPation 
Securities)

Long Term CALLS (up to 30 months) – be “extra” conservative in 
calculations

Less capital at risk

More hands free than Covered CALLS

Stock price rise above “strike” price

� Buyer may exercise option buy shares below market price

� Buyer may sell LEAPS for profit

Risks:
� Stock may not make forecasted EPS

� P/E remains low

� Time decay (Theta) depletes value of CALL option
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Call Options Call Options Jan 20, 2012Jan 20, 2012
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Open IntASK

Strike
price
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(9) %(9) %--gain in 18 monthsgain in 18 months (Annualized gain)(Annualized gain)

% gain = ($63.59 - $50.00 ) / $5.90 = 230.3% in 18 months

(or 74.4% annually)
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$5.90
ASK premium

$50.00
Strike price

$63.59
Calculated
Using SSG

18 month
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(9) Options I acquired
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(9) Options I acquired (continued)
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(9) Options I acquired (continued)

On Tuesday October 12, 2010

No. Sym bol Com pany Call date Str ike

$/shr

Option

$/share

Date bought Open

Intr's t

Oct-12-10

$BID

% gain

(loss )

Tim e

(days)

1 ABT Abbott Labs 2012-01-20 50.00 4.60 2010-07-30 8230 6.00 30.4% 46

2 AFAM Alm ost Fam ily 2011-02-18 25.00 3.90 2010-07-28 14 6.60 69.2% 48

3 CYH Com m unity Health System s 2011-01-21 35.00 2.65 2010-07-20 498 1.40 -47.2% 54

4 GILD Gilead Sciences 2012-01-20 30.00 7.50 2010-07-23 1375 8.55 14.0% 51

5 RIG Transocean 2012-01-20 45.00 11.80 2010-07-23 1269 22.70 92.4% 51

6 WMT Wal-M art Stores 2012-01-20 50.00 5.10 2010-07-30 20402 6.75 32.4% 46
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(10) Update the Options prices

On Thursday February 25, 2011

No. Sym bol Com pany Call date Strike

$/shr

Option

$/share  

cost

Date  bought Open

Intr's t

Feb-25-11

$BID

% gain

(loss)

Closed

positions

1 ABT Abbott Labs 2012-01-20 50.00 4.60 2010-07-30 14142 1.75 -62.0%

2 AFAM Alm ost Fam ily 2011-02-18 25.00 3.90 2010-07-28 ? 11.80 202.6% Jan-18-11

3 CYH Com m unity Health System s 2011-01-21 35.00 2.65 2010-07-20 ? 0.75 -71.7% Oct-22-10

4 GILD Gilead Sciences 2012-01-20 30.00 7.50 2010-07-23 1378 9.70 29.3%

5 RIG Transocean 2012-01-20 45.00 11.80 2010-07-23 1039 36.90 212.7%

6 WMT Wal-M art Stores 2012-01-20 50.00 5.10 2010-07-30 20402 3.95 -22.5%
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(10) Update the Options prices (continued)

16

On Thursday February 25, 2011
No. Sym bol Com pany Call date Strik e

$/shr

Option

$/s hare 

cost

Date bought Ope n

Intr's t

Fe b-25-11

$BID

% gain

(loss)

Clos ed

pos itions

7 ABT Abbott Labs 2013-01-19 50.00 4.60 2010-11-23 3333 3.20 -30.4%

8 BAX Baxte r Inte rnational 2012-01-20 45.00 4.50 2010-08-31 ? 7.20 60.0% Feb-11-11

9 CEPH Ce phalon Inc. 2013-01-19 65.00 11.40 2010-12-20 40 7.40 -35.1%

10 CSCO Cisco Sys te m s Inc 2013-01-19 15.00 5.20 2011-02-15 12764 5.10 -1.9%

11 ESI ITT Educational Svcs 2012-01-20 80.00 24.20 2010-07-23 1321 10.25 -57.6%

12 HPQ He w le tt Packard 2013-01-19 35.00 10.90 2010-12-22 5620 11.03 1.2%

13 MRK Merck  & Co. 2013-01-19 30.00 4.75 2011-02-14 1238 4.15 -12.6%

14 RIMM Re search in Motion Ltd 2012-01-20 45.00 15.00 2010-10-14 171 28.45 89.7%

15 ZMH Zim m e r Holdings  Inc 2013-01-19 55.00 7.70 2010-12-15 1386 8.00 3.9%
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(10) Update the Options prices (continued)

On Friday March 18, 2011

No Symbol Company Call date Strike

$/shr

Option

$/share

cost

Date bought Open

Interest

March 18

$BID

% gain

(loss)

7 ABT Abbott Labs 2012-01-20 50.00 $4.60 2010-11-23 14,453   1.98       (57.94)

9 CEPH Cephalon Inc. 2013-01-19 65.00 $11.40 2010-12-20 65          7.40       (35.41)

10 CSCO Cisco Systems 2013-01-19 15.00 $5.20 2011-02-15 19,433   3.95       (24.87)

11 ESI ITT Educational Svc, Inc. 2012-01-20 80.00 $24.20 2010-07-23 340        6.75       (72.17)

12 HPQ Hewlett Packard 2013-01-19 35.00 $10.90 2010-12-22 5,998     10.20     (9.65)

13 MRK Merck & Co. 2013-01-19 30.00 $4.75 2011-02-14 7,072     4.20       (11.95)

5 RIG Transocean Ltd. 2012-01-20 45.00 $11.80 2010-07-23 1,035     32.00     185.05

14 RIMM Research in Motion Ltd. 2012-01-20 40.00 $15.00 2010-10-14 386        24.75     57.08

6 WMT Wal-Mart Stores Inc 2012-01-20 50.00 $5.10 2010-07-30 18,404   3.95       (23.41)

15 ZMH Zimmer Holdings Inc. 2013-01-19 55.00 $7.70 2010-12-15 12          8.00       25.44
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(11) What I learned
Long term Options, the Greeks (Delta, Gamma, Vega & Theta) 

(Theta = 0.0)

Evaluation of buying long term Options – use mainly Better 
Investing principals

� (1) Good company (up straight and parallel)

� (2) estimate EPS approx 2 years

� (3) estimate P/E ratio approx 2 years

Not completely sure when to sell – investigating use of …

� (1) technical analysis

� (2) moving averages, candle sticks & volume

� (3) support and resistance levels, MACD & stochastic

Calculate percentage return. Sell decision based on calculations
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(11) What I learned (continued)(continued)

Prefer long term options instead of short term options

Use more conservative P/E – Median P/E (median price / ttm EPS)

Find most conservative P/E from several sources:

� Avg P/E calculated by SSG

� Manifest P/E

� Value Line forecasted P/E

� Median P/E

� First call – Avg P/E by author

Use conservative EPS estimates:

� SSG – EPS start projection use judgment last annual or last quarterly data

� SSG – use conservative revenue growth
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(11) What I learned (continued)(continued)

Accelerated stock investment with less capital

� Instead of 5 year horizon, we have 2.5 year period

Best time to buy long term Call options:

� After depressed market similar to July, August 2010

� Buy Transocean (RIG) after the BP oil spill was plugged up

o min risk and max return and stock still fundamentally strong

� Buy Research in Motion (RIMM) after good news on their tablet PC

Need better way to keep track of a list of Option opportunities 
& a list of existing holdings

How to protect positions with substantial gains?

� Needs study ~ “delta neutral hedging”?
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