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This presentation is not an advertisement or solicitation for new customers. It is intended only as an educational presentation.
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Disclosures

Options involve risk and are not suitable for all investors. For information on the uses and risks of options, you can obtain a copy
of the Options Clearing Corporation risk disclosure document titled Characteristics and Risks of Standardized Options by calling
(312) 542-6901.

Futures are not suitable for all investors. The amount you may lose may be greater than your initial investment. Before trading
futures, please read the CFTC Risk Disclosure. For a copy visit interactivebrokers.com.

Security futures involve a high degree of risk and are not suitable for all investors. The amount you may lose may be greater than
your initial investment. Before trading security futures, please read the Security Futures Risk Disclosure Statement. For a copy visit
Interactivebrokers.com.

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange trades can vary due to time
zone differences and bank holidays. When trading across foreign exchange markets, this may necessitate borrowing funds to settle
foreign exchange trades. The interest rate on borrowed funds must be considered when computing the cost of trades across
multiple markets.

The Order types available through Interactive Brokers LLC’s Trader Workstation are designed to help you limit your loss and/or
lock in a profit. Market conditions and other factors may affect execution. In general, orders guarantee a fill or guarantee a price,
but not both. In extreme market conditions, an order may either be executed at a different price than anticipated or may not be
filled in the marketplace.

There is a substantial risk of loss in trading futures and options. Past performance is not indicative of futureresults.

Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to portray
recommendations.

Interactive Brokers LLC is a member of NYSE FINRA SIPC



http://www.optionsclearing.com/about/publications/character-risks.jsp
https://www.nfa.futures.org/members/member-resources/files/security-futures-disclosure.pdf
http://www.nyse.com/
http://www.finra.org/
http://www.sipc.org/
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Disclaimer

Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions
until they have read and understood the risk disclosure document, Characteristics and Risks of Standardized
Options, available by visiting theocc.com or by contacting your broker, any exchange on which options are traded,
or The Options Clearing Corporation at 125 S. Franklin St., #1200, Chicago, IL 60606.

In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, interest
and taxes have not been included. These costs will impact the outcome of any stock and options transactions and
must be considered prior to entering into any transactions. Investors should consult their tax advisor about any
potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative
and educational purposes and should not be construed as an endorsement, recommendation, or solicitation to
buy or sell securities. Past performance is not a guarantee of future results.

The Options Industry Council is not affiliated with Interactive Brokers LLC, or any other FINRA broker-dealer.

Copyright © 2020. The Options Clearing Corporation. All rights reserved.
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Presentation Outline

* Motivations

* Buy vs Sell

e Strike Selection

* Expiration Selection
e Order Types

e Account Balances
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Calls and Puts
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Why Options?

* Options give you more ways to implement your market research

* Options make it possible to target a variety of investment objectives:
* Risk Reduction
e Speculation
* Income Generation
e Stock Acquisition
* Leverage

e Options offer FLEXIBILITY!
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Equity Call Options

* An equity call buyer:
e Owns the right to buy underlying stock/ETF
e Bullish on underlying
* Needs stock movement > time decay

* An equity call seller:
e Has the obligation to sell underlying stock/ETF
 Likely already owns shares
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Equity Put Options

* An equity put buyer:
e Owns the right to sell underlying stock/ETF
* |f speculating, is bearish on underlying
* |f shares are already owned, is buying protection

* An equity put seller:
e Has the obligation to buy underlying stock/ ETF
e Generate income while waiting for share price drop
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Choosing Strike and Expiration




Strike selection

In, At, & Out-of-the Money

Options pricing has two components:

e |Intrinsic Value: Difference between strike price and share price

e Extrinsic (Time) Value: Comprised of time to expiration, implied
volatility, dividends and interest rates

ITM options have intrinsic value and MAY have extrinsic as well
ATM/OTM options have extrinsic value ONLY
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The “Moneyness” of an Option

In-the-Money (ITM)
At-the-Money (ATM)
Out-of-the-Money (OTM)

Moneyness == Profit

e Used to determine intrinsic
value of the contract

e Stock price movements
influence intrinsic value

e All ATM/OTM options have
ZERO intrinsic value

Call Options

Moneyness

In-the-Money
At-the-Money
Out-of-the-Money

Relationship to Stock

Strike price < Stock price
Strike price = Stock price

Strike price > Stock price

Moneyness

In-the-Money
At-the-Money
Out-of-the-Money

Relationship to Stock

Strike price > Stock price
Strike price = Stock price

Strike price < Stock price
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Strike selection

In, At, & Out-of-the Money

In-the money strikes

e Higher total premium than ATM/OTM strikes of same expiry
e Premium will have intrinsic and extrinsic value

 Greater likelihood of contract having intrinsic value at expiry

At/Out-of-the money strike

e Lower premium than ATM/OTM strikes of same expiry

e More aggressive choice for buyers

e Less likelihood of contract having intrinsic value at expiry

OIC‘SEMINAR
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Expiry selection

Weekly’s, Monthly’s, and LEAPS®
TIME IS MONEY!!!

As time is a component of options pricing (extrinsic value), more time
will translate into higher premiums

Ex. 50 strike: LEAPS > Monthly > Weekly

Remember forecast? Where is the stock going to go and how long will
it take to get there?
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Option Theta and Expiry

Time At-the-Money

Value —— Option
$$$ wimd” Theta
Amounts

In-the-Money
Option

Time »

Overall rate of time decay is exponential (accelerates towards expiry)
ATM = decay exponential = volatility is key decay factor

ITM = decay linear = cost-to-carry is key decay factor
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Order Types
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Order Types

Buy to Open: Purchase transactionto | \_I . —
create or add to a long options |

position

Buy to Close: Purchase transaction to
exit or reduce a short options position
Sell to Open: Sale transaction to
create or add to a short options
position

Sell to Close: Sale transaction to exit
or reduce a long options position

- OIC‘SEMINAR



Order Types

Market Order: An order
placed with a broker to
immediately buy or sell a
stock or option at the best
available price.

Limit Order: An order
placed with a broker to buy
or sell stock or options at a
specific price.
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How Does Your Trade Affect Your Account
Balance? (Buying Example)

Account

Cash Position Balance
Sept 90 call quoted
$1.20b/$1.30a -$130 +1 Sept 90c -$10
Buy 1 Sept 90 call at $1.30 (51.30x1x5100) | ($1.20x 1 x $100) $130)
After a market rally, the quote for the -$130 +1 Sept 90c
Sept 90 call is $3.50b/53.70a ($3.50 x 1 x $100) $130)
The market weakens and you sell the No option
Sept 90c for $3.00 position $130)

Excluding commissions, fees, etc.
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How Does Your Trade Affect Your Account
Balance? (Selling Example)

June 35 put quoted
S2.75b/S2.85a
Sell 1 Jun 35 put at $S2.75

Three weeks later, the market for the
Jun 35 putis $1.55b/S1.65a

June options expire and the 35 put
expires out of the money & worthless

Excluding commissions, fees, etc.

Account
Cash Position Balance

-1 Jun 35p -$10
(52.85 x 1 x $100) $285)

-1 Jun 35p
(51.65 x 1 x $100) $165)

No option

position

se
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About OIC

 FREE unbiased and professional options education
 OptionsEducation.org

 Online courses, podcasts, videos, & webinars

e |nvestor Services desk at options@theocc.com

O I The Options THE FOUNDATION
Industry Council MARKETS
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