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Disclosure:

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 CETC 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
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



http://www.optionsclearing.com/about/publications/character-risks.jsp
https://www.interactivebrokers.com/Universal/servlet/Registration.formSampleView?file=registration_1/cftc_risk_disclosure.html
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. To obtain a copy, contact your broker or The Options Industry Council
at 125 S. Franklin St., Suite 1200, Chicago, IL 60606.

In order to simplify the computations 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.

Copyright © 2021. The Options Industry Council. All rights reserved.
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Presentation Outline

* Options Defined
e Calls and Puts

* Basic Strategies

* Contract Terms

* Exercise and Assignment
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Defining an Option

* Options are contracts that give:
* The buyer the right to buy or sell an underlying asset
* The seller the obligation to buy or sell an underlying asset

at a specified price, on or before

a given date in the future.

* Buyers have rights
* Sellers have obligations
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Why Options?

e Options give you more ways to implement your market research
* Options make it possible to target a variety of investment objectives:

* Risk Reduction

* Income Generation
* Stock Acquisition

e Speculation

* Options offer FLEXIBILITY!
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Long Stock vs. Short Stock

In a world without options, stock investors have limited choices.

Profit Profit

/ Stock \I Stock
/uy Price Sell k

Loss Loss

Long Stock Short Stock
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Flexibility

With options, these are some of the available choices.
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Long Call  gport call Long Put Short Put  Long Straddle Short Straddle
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Long S’trangleShort Strangle Long Call Short Call Long Put Short Put
Spread Spread Spread Spread
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Rgt":egi" RatioPut  Call Volatility Put Volatility — Long Split-  Collar
P Spread Spread Spread Strike Synthetic
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Calls and Puts

* There are two “types” of options:

e Calls
* Puts

* For equity or ETF options, the underlying
asset to be purchased or sold:

* 100 shares of underlying stock or

* 100 shares of an ETF (Exchange Traded
Fund)
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Equity Call Options
* An equity call buyer: BUY

e Owns the right to buy underlying stock/ETF
* Bullish on underlying
* Needs stock movement > time decay

* An equity call seller: | SELL |

* Has the obligation to sell underlying stock/ETF
* Likely already owns shares
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Outright Call Buying Example (Speculative)

Buying 140.00 strike call

paying $3.60 Break-even at Expiration:
®
[ Long Stock Strike Price + Call Premium Paid
i at $140.00  \,
. S$140.00 + $3.60 = $143.60
0 _ I l I
A I 1o Maximum Loss:
| e $3.60 Call Premium Paid
© $360.00 Total

Does not include commissions, fees, margin interest or taxes.
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Covered Call Example

Own 100 shares XYZ at $75.00 Break-even at Expiration:
Sell 1 XYZ 80 call at $1.80 Stock Price Paid —

Call Premium Received
S75.00-51.80=S573.20

-+

+680 BEP $73.20

Maximum Profit if Assigned:
20 90 Effective Stock Sale Price —
* Stock Price Paid
(580.00 + $1.80) — $75.00 = $6.80
* $680.00 Total

13 OIC‘WEBINAR
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Equity Put Options
|SELL |

* An equity put buyer:
* 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: | BUY |

* Has the obligation to buy underlying stock/ ETF
* Generate income while waiting for share price drop
* Small profit if stock rallies
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Outright Put Buying Example (Speculative)

Buy 200.00 strike put

paying $4.00 Break-even at Expiration:

©)

Strike Price — Put Premium Paid

Short Stock at

/szoo.oo $200.00 — S4.00 = $196.00

l Maximum Loss:
S4.00 Put Premium Paid
S400.00 Total

-$400

BEP $196.00

O,
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Protective Put Example

Long Stock at $120 o
Buy 100.00 strike put paying $2.00 Break-even at Expiration:
(180 Days until expiration, 25% Volatility) Initial Share Price + Put Premium Paid
® $120.00 + $2.00 = $122.00
Long Stock

Maximum Loss:
Difference between strikes + Put
Premium Paid

: at $120.00 \

$120.00 - $100.00 + $2.00 = $2,200.00

BEP $122.00
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Calls and Puts

Options contracts give...

Call Put
Long : :
Right Right

(buyer or to buy to sell

holder)

S:‘I”t Obligation Obligation
(se eror to sell to buy

writer)

* 100 shares of the underlying
 at the strike price
e any time before expiration
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Contract Terms / '
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Option Contract Terms

* Equity option contracts have standardized terms:
e Underlying stock/ETF
* Unit of trade
* Expiration date

 Strike or exercise price
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Option Components

XYZ Mar 18, 2022 45 call at $2.50

Underlying

* Typically, 100 shares of the stock/ETF on which the right or obligation
exists

* Example: XYZ Mar 18, 2022 45 call at $2.50

* 100 shares of XYZ is the underlying for this option
Expiration Date

* The day on which the option expires (last trading date)
* Example: XYZ Mar 18, 2022 45 call at $2.50

20 OIC‘WEBINAR
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Option Components

XYZ Mar 18, 2022 45 call at $2.50

Strike or Exercise Price

* Price at which the underlying may be bought or sold
* Example: XYZ Mar 18, 2022 45 call at $2.50
Premium

* The price of an option that is paid by the buyer and received by the
seller

* Example: XYZ Mar 18, 2022 45 call at $2.50
« $2.50* per share or $250* per option

*Not including commissions

21 OIC‘WEBINAR



U RN 'm

| -
o< S8 ‘o K
Y In dnbsay e
o ULTRT Y .
» 1 oea a2
ot WP ‘esy D
4 19 2

\\ 2 s

9SPo8;
869596 4

958sE]
A 0 oesss
a 0

-
. 95685T ’ :
L)

86 8 (LSS

5t L 59
= i ‘

v 3

89 + = . i

L8

6L E- £ z

R
3
©
w
Z

-y

-
g 2

i ;
i .S

’;.zﬂa@a'"

Iosy winxd; SUEIXRW 3530v0d *na
AN 33054y TN 150 09 s

Lnew sapaadug P ¢

I Yyqeu o

NS stsnpioe

1™ 10 duneg UBPIUN ey bipy SIHEPOS smau

88 SRSl

66 668095
Eradip sepa no sedidg 1o bipe satany SI0b oxqy seya o N 68 956867
euod e >uny s o ST Mdnsod ‘r;vru\.)‘tm

oy WEPOUN smuey ,"!PN.'I[‘) (S [RTTTEN B220) o 80

wavedr in SUSTW Ao >any tnaeyd e 1an Msdqoey ¥y s

52 ur Juasoery WA St wreredr wyry s 1BLI0) 3o ‘pesa -

SEL) Smuogas e i yow xa StieAuoD wningy




Exercise: Buy or Sell Underlying Stock

* The option buyer has the right:
* to buy (for a call) or sell (for a put)
* 100 shares of underlying stock/ETF
» at the strike price per share

* if he/she exercises a long contract

* To exercise, the buyer issues an exercise notice
to his/her brokerage firm (or Auto-ex)

* Only option buyers may exercise an option contract
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Exercise Process

f | I x
Clearing Member Firm Trading/Brokerage Firm
Investor/Trader

THE FOUNDATION
FOR SECURE
MARKETS"™
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Assignment: Buy or Sell Underlying Stock

* The option seller has the obligation:

 to sell (for a call) or buy (for a put)
* 100 shares of underlying stock/ETF
» at the strike price per share

* if he/she is assighed an exercise notice

* Assignment notice is received from seller’s
brokerage firm

* Only option sellers may be assigned on an
option contract

OIC‘WEBINAR
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Exercise Style

American European
* Long side can exercise at any time e Exercise and assignment can take
during the life of the option. place only at expiration —typically 3"
Friday of the month for monthly

* Short side can be assignhed at any time

during the life of the option. contracts.

 *Weeklys>™ expire more often

¢ January °
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Settlement Style

Physical Cash

e Securities credited to and cash * Investor receives or pays out the cash
debited from investor’s account difference between the in-the-money
(purchase transaction). strike price and the settlement value

e Securities debited from and cash of the index (intrinsic value).

credited to investor’s account (sale
transaction).

o swsrpenetor cf Has U ardfloarte povyrertly anetomseed
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For More Information

www.OptionsEducation.org
Investor Education: options@theocc.com
OIC YouTube Channel
LIKE us on Facebook

Follow us on Twitter @Options_Edu!
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About OIC

 FREE unbiased and professional options education
* OptionsEducation.org

* Online courses, podcasts, videos, & webinars
* Contact Investor Education at options@theocc.com

O I The O tlons THE FOUNDATION
Industry Council MARKETS"
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