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Exchange and Industry Sponsored Webinars are presented by unaffiliated third parties. Interactive Brokers LLC is not responsible for the content of these

presentations. You should review the contents of each presentation and make your own judgment as to whether the content is appropriate for you.

Interactive Brokers LLC does not provide recommendations or advice. This presentation is not an advertisement or solicitation for new customers. It is

intended only as an educational presentation.



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. Multiple leg strategies, 
including spreads, will incur multiple transaction costs.

Any discussion or mention of an ETF is not to be construed as recommendation, promotion or 
solicitation. All investors should review and consider associated investment risks, charges and expenses 
of the investment company or fund prior to investing. Before acting on this material, you should consider 
whether it is suitable for your particular circumstances and as necessary, seek professional advice. 

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. 

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 
future results. 

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

•IRS Circular 230 Notice: These statements are provided for information purposes only, are not 
intended to constitute tax advice which may be relied upon to avoid penalties under any federal, 
state, local or other tax statutes or regulations, and do not resolve any tax issues in your favor.

•Interactive Brokers LLC is a member of NYSE FINRA SIPC

Disclosure:

http://www.optionsclearing.com/about/publications/character-risks.jsp
https://www.interactivebrokers.com/Universal/servlet/Registration.formSampleView?file=registration_1/cftc_risk_disclosure.html
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 options disclosure document, Characteristics and Risks of Standardized Options, also known as the ODD, available by visiting 
OptionsEducation.org 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.

All content in this document is owned, or licensed, by The Options Clearing Corporation (‘OCC’). Unauthorized use is prohibited without 
written permission of OCC.  While reasonable efforts have been made to ensure that the contents of this document are accurate, the 
document is provided strictly “as is”, and no warranties of accuracy are given concerning the contents of the information contained in this 
document, including any warranty that the document will be kept up to date. OCC reserves the right to change details in this document 
without notice. To the extent permitted by law no liability (including liability to any person by reason of negligence) will be accepted by OCC or 
its employees for any direct or indirect loss or damage caused by omissions from or inaccuracies in this document.

© 2022 The Options Clearing Corporation. All rights reserved.
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Trademarks
The following trademarks, logos, and service marks displayed are owned by The Options Clearing Corporation: 

OCC®The Options Clearing Corporation®

The Options Industry Council (OIC)SM

© 2022 The Options Clearing Corporation. All Rights Reserved. 3
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The Options Clearing Corporation (OCC)
OCC is the world’s largest equity derivatives clearing organization. OCC provides financial stability 
and risk management to the U.S. listed-options marketplace.

© 2022 The Options Clearing 
Corporation. All Rights Reserved.4
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• FREE unbiased and professional options education
• OptionsEducation.org
• Online courses, podcasts, videos, & webinars
• Investor Services desk at options@theocc.com

About OIC

© 2022 The Options Clearing Corporation. All Rights Reserved. 5
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Presentation Outline

• Pricing
• Weekly’sSM

• Monthly’s
• LEAPS®

• Q&A
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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 

that may lead to:

• Risk Reduction
• Income Generation 
• Stock Acquisition 

• Options offer FLEXIBILITY!

8
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Option Pricing

Delta      Expected change in option value with changing underlying stock 
price

Gamma Expected change in option delta with changing underlying stock 
price

Theta    Expected change in option value with passage of time (time 
decay)

Vega Expected change in option value with changing implied volatility

Rho        Expected change in option value with changing risk-free interest  
rate (rate without credit risk)

9
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Nature of the Greeks

Meaningful only during option’s lifetime
• At expiration they are moot

Impact of any Greek is on an option’s value
• An expiring option is worth only intrinsic value (if any)

Greeks may affect each other
• Change in an options theta (time decay) may affect its delta

Impact of Greeks differ for each option contract
• In-the-money vs. at-the-money vs. out-of-the-money
• Near-term vs. far-term 

10
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Delta

Expected percentage change in option value
• With a short-term $1.00 change up or down in underlying
• All other pricing factors constant

In either decimal form (.50) or whole number (50)
• Both mean 50%

Deltas always range from 0 to |100| or 0 to 100%
• Each underlying share has a delta of 1.00

Delta: Value’s sensitivity to stock price 
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Gamma

• Expected percentage change in delta’s value
• With a short-term $1.00 change
• In underlying stock price up or down
• All other pricing factors constant

• In decimal form (e.g., .002)
• Adjustment to delta

• Only options have gamma, stocks do not

Gamma: Delta’s sensitivity to stock price 

12
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Gamma vs. Time
As expiration nears
• gamma of at-the-money 

calls and puts increases
• gammas of both in-the-

money and out-of-the-
money calls and puts 
decrease

XYZ $60.00 30% vol.
2% int.

1 week
1 month
3 month
6 month

13
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Theta

Expected time decay in option value
• With the passage of 1 calendar day
• Expressed in decimal form (-.080)
• Represents cash amount per option
• All other pricing factors constant

Calls and puts both have negative theta 
amounts

Theta: Option value’s sensitivity to time

14
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Time Decay Not Constant

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

Time ►

Time
Value
$$$►

At-the-Money
OptionIn-the-Money

Option

90 days
60 days

30 days
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Weekly’sSM - a Misnomer

• Introduced in 2005 to give investors more targeted trading opportunities 
(earnings, the Fed, etc.)

• Available on approximately 15% of listings

• Most are listed on Thursday’s with a Friday expiration up to five or more weeks 
away.

• Not listed if they would expire on a normal Monthly, Quarterly, or EOM expiry 
that already exists.

• Various expiration days (Mon/Wed/Fri—typically ETF and/or Indexes)

• Weekly options can have different contract specifications than their monthly 
counterparts (AM/PM, trade cut-off, etc.—typically ETF and/or Indexes)

16
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WeeklySM Options - Introduction
• Investor interest in WeeklySM and 

short-term options has grown. By 
some estimates, WeeklySM volume 
accounts for 20-30% of daily options 
volume.

• Please visit the OCC website for a list 
of available WeeklysSM under series 
and trading data.

• Weekly’sSM exist for some Index and 
Equity options. Using Index options 
can help to avoid early assignment.

17
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WeeklySM Options – Introduction
• WeeklySM options will settle in the same manner as standard options based on 

the same underlying index or equity. Therefore some Weekly’sSM have a last 
trading day of Thursday and will be AM settled, others may have a last trading 
day of Friday and will settle PM

AM and PM settlement have an impact on expiration risks

• AM settlement may add risk of overnight movement of the underlying before 
the settlement price is known

• Equity and ETF options are PM settled and allow for trading up to the close 
while some index products have AM settlement with the last trading day 
occurring a day earlier

• Nevertheless a short option position still has unknown assignment risk until 
clearing firm provides notification

18
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WeeklySM Options - Some Theoretical 
Issues
• Buyers seem to be attracted to “low relative cost” for hedging
• Sellers seem to be interested in the rapid time decay which occurs in 

the last days of an expiring option
• Short duration makes delta, gamma and theta very important in 

pricing and risk analysis. These terms, known as “Greeks,” 
respectively measure the sensitivity of the option price to a 
movement of the underlying and to the passage of time, while 
gamma is the second derivative of delta measuring the sensitivity of 
delta

19
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Longer dated 
options have 

more time 
value

Weeklys trade 
close to intrinsic 

Call 
Strike Bid Ask

1 day to 
expiry

20.0 1.00 1.01
21.0 0.19 0.20
22.0 0.01 0.02

7 days to 
expiry

20.0 1.11 1.14
21.0 0.43 0.44
22.0 0.10 0.11

15 days 
to expiry

20.0 1.24 1.27
21.0 0.61 0.63
22.0 0.25 0.26

22 days 
to expiry

20.0 1.36 1.39
21.0 0.75 0.77
22.0 0.36 0.38

Over Multiple Maturities ( Stock price = 21.00; vol = 50%)Stock Price = $21

XYZ Stock Call Prices

20
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Some Guidelines

• WeeklySM options generally see most of the volume in the nearest 
term expiry, unless there is a corporate action that week. Be aware of 
dividends and earnings announcements

• As most of the volume is in the 1 week to expiration period, both 
calls and puts can experience equal amounts of selling from investors 
trying to capture decay

• WeeklySM options take advantage of faster time decay, but also 
reduce the time for the investor to adjust to Gamma risk as near 
strike short calls and puts can quickly turn into short or long stock

21
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WeeklySM Options – Skew 

• Skew is the implied volatility for OTM calls 
vs puts. Frequently downside puts are 
relatively more expensive than calls

• Skew is defined as the difference in implied 
volatility (IV) between out-of-the-money, 
at-the-money and in-the-money options

• Also known as “vertical skew”

• Skew is affected by sentiment and 
supply/demand relationships

22



Business Sensitive

LEAPS® 101

• Long-term Equity AnticiPation SecuritiesSM

• Expiration dates up to 2 ½ years away
January 2021 & 2022 (2023 LEAPS® to be added 
Sep. 14th, 2020)

• Change to ‘normal options’ when there is < 9 

months to expiration

• Newly listed in the 3rd quarter

• All types of strategies

23
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LEAPS® 101

• LEAPS® options go out as far as about 28 months (January 

2022 is nearly 700 days away!)

• Available on ~1/3 of stocks

• Some stocks may have less LEAPS ® strikes than shorter-

term expirations

• Guidelines exist as to which strikes added

24
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LEAPS® Pricing

• Stock price
• Strike price
• Time to expiration
• Volatility
• Dividends
• Interest rate

The same inputs, but changes in 
the inputs have a different impact 
on the price of a LEAPS ® option

25
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Time Decay

• Option Time Decay is not linear

• Buying a little more time does not necessarily cost that much more

• There are times that buying the front month 
does make sense, but remember reduced 
cost comes with accelerated time decay

26
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Time Decay
LEAPS® Time Decay

0.00

5.00

10.00

15.00

20.00

25.00

30.00

36 33 30 27 24 21 18 15 12 9 6 3 0

*$100 stock, 100-strike call, 30% vol., 3% interest rate, no dividends
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What If the Stock Is Unchanged?
Compare prices of at-the-money calls.
50-strike calls with stock price at $50.

30 Volatility

Now: $3.06 $8.93

One month later: $2.49 $8.72

Two months later: $1.75 $8.52

Three months later: $0.00 $8.31

Three-month
Option

Jan 2022
LEAPS®

(19%) vs. (2%)
(30%) vs. (2%)

(100%) vs. (2.5%)

Note: stock price unchanged at $50
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What If You’re Right?

Stock at $50 $3.06 $8.93

Stock at $53.25

Today: $5.09 66% $11.00 23%

One month later:                          $4.55 49%                           $10.79 21%
Two months later:                                                     $3.90 27%                           $10.58 18%
Three months later:                                                  $3.25   6%                           $10.37 16%

Three-month
Option

Jan 2022
LEAPS®

Compare call prices if the stock rises $3.25

29
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What If You’re Wrong?
Compare call prices if the stock falls $2.50

Stock at $50 $3.06 $8.93
Stock at $47.50

Today: $1.88 (39%) $7.45 (17%)
One month later:                          $1.36 (56%)                    $7.25 (19%)
Two months later:                                                  $0.73 (76%)                    $7.05 (21%)
Three months later:                                               $0.00 (100%)                  $6.85 (23%)

Three-month
Option

Jan 2022
LEAPS®

‹#›
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LEAPS® Pricing
How will short-term interest rates or dividends change over the next 2 years? 

Increase in Interest Rates
Put Premiums Call Premiums

Increase in Dividends

Put Premiums Call Premiums

31
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LEAPS® Pricing

Get to Know the Greeks—at least a little!

Understand Where your Risk is with Each Type of Option:
• WeeklySM 

• Monthly
• LEAPS ®

32
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www.OptionsEducation.org

Investor Services: options@theocc.com

OIC YouTube Channel

LIKE us on Facebook 

Follow us on Twitter @Options_Edu

For More Information
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