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Disclosure

Options involve risks and are not suitable for all investors. Prior to buying or selling an option,
an investor must receive a copy of Characteristics and Risks of Standardized Options. Copies
are available from your broker, by calling 1-888-OPTIONS, or from The Options Clearing
Corporation at www.theocc.com. The information in this presentation is provided solely for
general education and information purposes. No statement within this presentation should be
construed as a recommendation to buy or sell a security or to provide investment advice. Any
strategies discussed, including examples using actual securities or price data, are strictly for
illustrative and educational purposes only. In order to simplify the computations,
commissions, fees, margin interest and taxes have not been included in the examples used in
this presentation. These costs will impact the outcome of all transactions and must be
considered prior to entering into any transactions. Multiple leg strategies involve multiple
commission charges. Investors should consult with their tax advisors to determine how the
profit and loss on any particular option strategy will be taxed. Supporting documentation for
any claims, comparisons, statistics or other technical data in this presentation is available from
CBOE upon request. CBOE and Chicago Board Options Exchange are registered trademarks
and Execute Success, SPX and The Options Institute are service marks of Chicago Board
Options Exchange, Incorporated (CBOE). S&P 500® is a registered trademark of Standard &
Poor's Financial Services, LLC and has been licensed for use by CBOE. CBOE's financial
products based on S&P indices are not sponsored, endorsed, sold or promoted by S&P and
S&P makes no representation regarding the advisability of investing in such products. CBOE is
not affiliated with Interactive Brokers. This presentation should not be construed as an
endorsement or an indication by CBOE of the value of any non-CBOE product or service
described in this presentation.

Copyright © 2014 CBOE. All rights reserved.
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Short Term Trading with Weeklys LB

Outline

> Introduction / Review of Weeklys Options
> Time Decay

> Short Term Diagonal Spreads

> Credit Spreads

> Summary / Q&A
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Weeklys Options LA

Overview

> Short dated or weeklys options were introduced on stocks and
ETFs about four years ago

> Weeklys options based on the S&P 500® (SPXs™) have actually
been around since 2005, however volume did not really catch
on until 2010

> Now short dated options represent close to one third of daily
option volume
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Time Decay

> A big factor that has contributed to the popularity of short dated
options is time decay

> For at the money options, time decay accelerates as expiration
approaches

> Depending on how deep in the money a contract is, an in the
money options may have very little time value remaining
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Weeklys Options

Time Decay

AAPL @ 542.00 — Wednesday Morning
Time

3 Day Value
AAPL 530.00 Call 12.55 0.55

AAPL 542.50 Call 2.65 2.65
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Time Decay

20 Trading Days of ATM Time Decay —
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Time Decay

5 Trading Days of ATM Time Decay —
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Time Decay

Friday March 28, 2014 — SPX @ 1857.60 — ATM Time Decay

SPX 1 Week SPX 1 Week
Weeks 1855 Put Theta* 1860 Call Theta*
1 12.35 12.35 11.70 11.70
2 17.35 5.00 16.00 4.30
3 20.55 3.20 18.55 2.55
4 24.05 3.50 22.40 3.85
5 28.10 4.05 26.10 3.70
6 31.50 3.40 27.95 1.85
7 35.10 3.60 29.80 1.85
8 38.10 3.00 32.90 3.10
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Short Term SPX Trading

Time Decay

Friday March 28, 2014 — SPX @ 1857.60 — ITM Time Decay

SPX 1 Week SPX 1 Week
Weeks 1875 Put Theta* 1840 Call Theta*
1 22.70 5.30 25.15 7.55
2 27.20 4.50 29.00 3.85
3 29.75 2.55 31.60 2.60
4 33.30 3.55 35.30 3.70
5 37.30 4.00 39.05 3.75
6 40.90 3.60 40.80 1.75
7 43.90 3.00 42.10 1.30
8 46.90 3.00 45.10 3.00
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Diagonal Spread

> Thursday March 27, 2014 — S&P 500 at 1850

> Trader with a bullish outlook for the S&P 500 initiates the
following trade

Buy 1 SPX Apr 11th 1845 Call @ 20.90
Sell 1 SPX Mar 28th 1865 Call @ 0.70

Net Cost = 20.20
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Diagonal Spread Payoff

On March 28t Expiration —
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Diagonal Spread

> April 11th option has 11 trading days while the Mar 28t option
has 1 trading day remaining until expiration

> On March 28 the S&P 500 closed at 1857.62 so the March 28th
Call expired with no value and the April 11" Call was bid at
24.70 on the close — unrealized profit of 4.50

» Trader may choose to sell another short dated call option, leave
the position on, or close out the position

Let's take a look at the April 4th Calls...
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Diagonal Spread

March 28, 2014 — SPX @ 1857.62

Bid Ask
SPX Apr 4t 1860 Call ~ 11.20 12.20
SPX Apr 4t 1865 Call  8.60 9.50
SPX Apr 4t 1870 Call  6.40 7.10
SPX Apr 4th 1875 Call  4.60 5.20

Sell 1 SPX Apr 4t 1865 Call @ 8.60
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Diagonal Spread

Current Position —

Long 1 Apr 11th 1845 Call @ 24.70
Short 1 Apr 4t 1865 Call @ 8.60

Net Running Cost = 13.60
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Diagonal Spread Payoff

On April 4th Expiration —
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Diagonal Spread

> S&P 500 closed at 1865.09 — Short SPX 1865 Call was in the
money

> The result was a debit of $9 (0.09 x $100) based on short call
position
> Trader still long a SPX Apr 11th 1845 Call at 24.90

> They can choose to sell that option, just hold it, or sell another
call option

Let's take a look at the April 11t Calls...
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Short Term SPX Trading

Diagonal Spread

April 4, 2014 — SPX @ 1865.09
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Bid Ask
SPX Apr 11t 1865 Call 15.20 16.70
SPX Apr 11t 1870 Call 9.40 10.70
SPX Apr 11t 1875 Call 7.30 8.00
SPX Apr 11t 1880 Call 5.30 5.80

Sell 1 SPX Apr 11th 1865 Call @ 15.20
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Diagonal Spread

Current Position —

Long 1 Apr 11th 1845 Call @ 24.90
Short 1 Apr 11th 1865 Call @ 15.20

Net Running Income = 1.60
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Diagonal Spread Payoff

On April 11t Expiration —
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Diagonal Spread

> Rolling trade consisted of long in the money call combined with
at or out of the money calls

> Net result was four trades that resulted in a credit of 1.60

> One of the short calls was slightly in the money and resulted in
a cash settlement debit for the trader
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Overview

> Credit spreads are a good method for traders to take advantage
of option time decay

> Often the maximum potential gain from a credit spread is not
realized until right at expiration

> This makes short dated options excellent candidates for credit
spreads
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Vertical Spread

» The S&P 500 is at 1857 and we have a neutral to bearish outlook
over the next few weeks

> Based on this outlook we check out selling a 20-Day SPX 1860
Call and buying a 1870 Call

Sell 1 20 Day SPX 1860 Call @ 21.90
Buy 1 20 Day SPX 1870 Call @ 17.40

Net Credit = 4.50
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Vertical Spread

Payoff Diagram —

6.00 -

4.00 -

2.00 -

0.00

-2.00

-4.00 -

-6.00 -

THE OPTIONS INSTITUTE at CBOE

Max Profit = 4.50

@ 1860 or lower

SPX @
1857.60

1850 1860 1870 1880

Max Loss = 5.50
@ 1870 or higher

24



CBOE =0PTIONS

Credit Spreads LA

Vertical Spread

Weeklys Expiration Comparison —

SPX 1860 SPX 1870
Call Bid Call Ask Credit
5 Day 11.20 7.10 410
10 Day 15.50 11.30 4.20
15 Day 18.00 13.70 4.30
20 Day 21.90 17.40 4.50

Why do a 20 Day spread when you can do a 5 Day?
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Credit Spreads

Vertical Spread

5 Day vs. 20 Day Payoff Diagram —
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Credit Spreads

Iron Condor

> The S&P 500 is at 1857 and we have a neutral outlook for the
equity market for the next four weeks

> Based on this outlook we check out putting on an iron condor

Buy 1 SPX 20 Day 1840 Put @ 19.30

Sell 1 SPX 20 Day 1850 Put @ 21.60

Sell 1 SPX 20 Day 1865 Call @ 19.10

Buy 1 SPX 20 Day 1875 Call @ 15.00
Net Credit = 6.40
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Iron Condor

Payoff Diagram —

8.00 -
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Iron Condor
Weeklys Expiration Comparison —
SPX 1840 | SPX 1850 | SPX 1865 | SPX 1875

Put Ask Put Bid Call Bid Call Ask Credit
5 Day 8.20 11.10 8.90 5.30 6.10
10 Day 12.80 15.00 13.00 9.00 6.20
15 Day 15.70 18.10 15.40 11.50 6.30
20 Day 19.30 21.60 19.10 15.00 6.40
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Iron Condor

5 Day vs. 20 Day Payoff Diagram —
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Spreads and Time Decay

> Short dated SPX options offer flexibility in addition to more time
decay benefits

> Traders may actually pin point their timing on trades using
various SPX expiration dates

> Traders may also have more opportunities to execute trades
around different outlooks
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Summary

> Short dated or Weeklys options have experienced tremendous
volume growth in the past few years

> These options give traders the ability to manage time decay —
either from the long or the short side

> Even if atrader has an outlook that has alonger time frame
than just a week or two, short dated options should be taken
under consideration
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CBOE Weeklys Microsite
www.cboe.com/weeklys

CBOE Blog Site
www.optionshub.com

Russell Rhoads
rhoads@cboe.com
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