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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.

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
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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 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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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 Options THE FouNDATION
Industry Council MARKETS®
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Cleared Contracts (Billions)

Annual Options Volume 2000-2021

OCC Annual Contract Volume by Contract Type
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Presentation Outline

- Long Straddle and Long Strangle

- Short Straddle vs. Iron Butterfly

- Short Strangle vs. Iron Condor

Choosing strikes and expirations

Profit and loss calculations, and managing positions at expiration

- Q&A

; OIC
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Long Straddle and Long Strangle
\




Long Straddle Characteristics

Can take advantage of a potential large market move
and/or rising implied volatility

* Combines naked long call with naked
long put (same month and strike)

* Limited risk up or down

* Unlimited upside reward / Limited
downside reward to zero

 Theta (time decay) is working against
you, as is decreasing levels of implied
volatility
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Long Straddle Defined

Buy one call option and Buy one put option
* Same underlying
* Same expiration dates
e Same strike prices (typically at-the-money)

Jan calls Jan puts
Buy| 8750 | | 87.50 |Buy
90 90

Buying 1 Jan 87.50 call and 1 Jan 87.50 put
3 OIC.
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Long Straddle Example

XYZ @ $87.50 45 Days to Expiration
Buying 1 45-day 87.50 straddle for $4.00

Maximum Gain: Upside theoretically unlimited / downside to zero
Maximum Risk: S400 (100% of investment)
Break-even: $83.50 and $91.50

Not including commissions

: OIC
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Long Straddle Example

e Buy 1 87.50 Call $1.90
e Buy 1 87.50 Put $2.10 —
Net Debit $4.00 ~ |sE: BIE:

Limited Max
Loss $4.00 |

Current share
price of $87.50

Not including commissions

1 OIC.
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Long Strangle Characteristics

Can take advantage of a potential large market move and/or
rising implied volatility

 Combines naked long OTM call with a naked long OTM put (different strikes
/ same month)

* May be profitable if the stock makes a sharp move up or down

* Limited risk up or down

* Costs less than the straddle but needs a greater move in the underlying to
be profitable

 Volatility is a BIG player
* Time ISN’T on your side (Decay)

" OIC.
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Long Strangle Example

XYZ @ $87.50 45 Days to Expiration

Buy 1 45-day 90.00 Call S 1.20
Buy 1 45-day 85.00 Put S 1.30

Maximum Gain:
Maximum Risk:
Break-even:

Not including commissions

]- Net Debit $ 2.50

Unlimited to Upside / Limited downside to zero
$250 (100% of investment)

$82.50 and $92.50

12
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Long Strangle Example

Buy 1 45-day 90.00 Call $ 1.20
Buy 1 45-day 85.00 Put S 1.30

Unlimited upside
potential

Max. Loss
$2.50
Not including commissions

13
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Current share
price of $87.50
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Short Straddle vs. Short Iro

n Butterfly
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Short Straddle Characteristics

Can take advantage of a neutral to range bound security
and/or falling implied volatility

* Combines naked short ATM call with a naked short ATM put (same
strike same month)

* May be profitable if the stock stays rangebound around the short
strikes

* Unlimited upside risk / downside risk to zero
* Income generation
* Time IS on your side (Decay) as is a decrease in IV

s OIC.
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Short Straddle Example

XYZ @ $87.50 45 Days to Expiration
Selling 1 45-day 87.50 call at $1.90 ]_ .

Selling 1 45-day 87.50 put for $2.10 Net Credit

e Maximum Gain: S400

* Maximum Risk: Unlimited upside risk / downside risk to zero
e Break-even: $83.50/91.50 (net credit minus / plus strike)

Not including commissions

1 OIC.
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Short Straddle Example

Sell 87.50 call at $1.90

]— Net Credit
Sell 87.50 put at $2.10

B/E: $83.50 B/E: $91.50

VAR VA

] | | |
— 80 85 90 95
Theoretically
Unlimited Loss | = \

k Current share
price of $87.50

7 OIC.
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What is a Long Butterfly?

Combination of either:
 Bull call spread + Bear call spread
e Bear put spread + Bull put spread

Consists of:

* 3 Options series

* Traditional butterfly either all calls or all puts
e Strikes equal distance apart

* Always a net debit

18
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Why Butterflies?

e Defined risk

(—
e Cost
e Delta neutral

* Positive theta (time decay)

* Ability to sell high IV with limited risk %‘ﬁ
* Bullish/ Bearish/ Neutral .
D

19 OIC
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Short Iron Butterfly Characteristics

Can take advantage of a neutral to range bound security
and/or falling implied volatility

 Combines a long OTM strangle and a short ATM straddle (same
month)

* Can also be viewed as selling a bull put credit spread and selling a
bear call credit spread

 Maximum profit achieved at short strikes at expiration

e Limited risk up / down

* Income generation

* Time IS on your side (Decay) as is flat or decreasing levels of IV

2 OIC.
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Short Iron Butterfly Example

XYZ @ $87.50 45 Days to Expiration
Selling 1 45-day 87.50 straddle at $4.00

N "
Buying 1 45-day 85/90 strangle for $2.50 } et Credit

e Maximum Gain: $1.50
* Maximum Risk: $1.00 ($87.50 — 85.00 - $1.50)
* Upper break-even: Short strike + credit received (87.50 + 1.50 = 89.00)

* Lower break-even: Short strike — credit received (87.50 — 1.50 = 86.00)
* Assignment risk at expiration

2 OIC.
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Short Iron Butterfly Example

Sell 87.50 straddle at $4.00

} Net Credit
Buy 85/90 strangle for $2.50

— B/E: $86 B/E: $89

_ o\

85 90
——————
Manggg i s50=— S0 / \ 95
Not including commissions grlféfgﬁ ;g?rgo
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Short Straddle / Short Iron Butterfly Greeks

Delta Varies If using ATM options / near neutral. Can also be structured directionally.

When the underlying price rises both positions become more short. When

Gamma Negative the underlying price falls both positions become more long.

The extrinsic value of options decreases over time, leading to decreasing

Theta Positive ) .
optlons prices.

Vega Negative A decrease in IV is beneficial as it leads to lower option prices.

z OIC.
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Risk vs. Reward

Short Straddle Short Iron Butterfly

Profit Potential Higher Lower
Max loss potential Higher Lower
Trading range to profit Wider Narrow
IV exposure Short Short

24
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Short Strangle vs. Short Iron Condor




Short Strangle Characteristics

Can take advantage of a neutral to range bound security
and/or falling implied volatility

* Combines naked short OTM call with a naked short OTM put
(different strikes / same month)

* May be profitable if the stock stays rangebound between the break-
evens

* Unlimited upside risk / downside risk to zero
* Income generation
* Time IS on your side (Decay) as is a decrease in IV

2 OIC.
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Short Strangle Example

XYZ @ $87.50 45 Days to Expiration

Sell 1 45-day 90.00 Call $ 1.20
Sell 1 45-day 85.00 Put S 1.30

Maximum Gain:
Maximum Risk:
Break-even:

Not including commissions

S250 Credit received

]- Net Credit

Unlimited upside risk / downside risk to zero

$82.50 and $92.50

27
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Short Strangle Example

Sell 90.00 call for $1.20

} Net Credit
Sell 85.00 put for $1.30

-1 B/E: $82.50 B/E: $92.50
] \ 85 90 /
| | | |
g | | | I
— 80 95
Theoretically

Unlimited | \

Loss
Current share
A price of $87.50

2 OIC.
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What is a Short Iron Condor?

A Short Iron Condor is: B N

* The sale of a call credit spread

— 85 90 95 100
and 7
* The sale of a put credit spread
The same underlying, the same expiration month, — e
y g p | | | |

both spreads employing out-of-the-money options

29 OIC
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Short Iron Condor Characteristics

Can take advantage of a neutral to range bound security
and/or falling implied volatility

* Combines long strangle with a short strangle (different strikes / same
month)

* May be profitable if the stock stays rangebound between the break-
evens

 Limited Risk / Difference in strikes less the credit received
* Income generation
* Time IS on your side (Decay) as is a decrease in IV

o OIC.
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Iron Condor Example

XYZ @ $88.50 28 Days to Expiration
Expected price range: $85 to $90

Sell the 90 — 95 call credit spread at $1.70
Sell the 85 — 80 put credit spread at $1.35

Net Credit

* Selling an inside strangle / purchasing an outside strangle
* This is a typical Iron Condor

3 OIC
Public "



Iron Condor Example

XYZ @ $88.50. Sell the 85-80 put credit spread and the 90-95 call
credit spread at $3.05

Maximum Gain: $305

Maximum Risk: S195 (Difference in strikes less the credit received)
break-even: S93.05 and/or $81.95

Not including commissions

. OIC
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Iron Condor P & L

Sell the 90-95 call credit spread and
the 80-85 put credit spread for a net credit of

IV

-1.95 - $81 95 $93 05

33
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Short Strangle / Short Iron Condor Greeks

If using strikes equally distant from stock / near neutral. Can also be

Delta Varies structured directionally.
: When the underlying price rises both positions become more short.
Gamma Negative : ) "
When the underlying price falls both positions become more long.
o The extrinsic value of options decreases over time, leading to
Theta Positive - . . £
decreasing options prices.
Vega Negative A decrease in IV is beneficial as it leads to lower option prices.

o OIC.
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Risk vs. Reward

Short Strangle Short Iron Condor
Profit Potential Higher Lower
Max loss potential Higher Lower
Trading range to profit Width of Strikes -/+ credit Narrower
IV exposure Short Short

35
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Characteristics of Spreads

Conclusions:

* Lower risk than selling naked short options
 Limited profit and loss potential

* More commissions

* Must have a specific time and price forecast
* Iron Condor - two chances to “get scared”

36
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Other Considerations -

+3.05 -

90 95
| |

80 85
* Commissions (in and out) 0 | N | / |
* Stock price between strikes at expiration s /st 69305\

e.g. XYZ at $92.50. Short call is assigned; long call expires
New position: Short 100 shares

or
e.g. XYZ at $81.00. Short put is assighed; long put expires
New position: Long 100 shares

* Iron Condor — either of above could happen

o7 OIC
Public ™



Key Points

* Long straddles and strangles are defined risk strategies used to take
advantage of an outsized move in the underlying

e Short iron butterflies and short iron condors are defined risk strategies to
sell high implied volatility or to take advantage of a range bound
underlying

* Short straddles and strangles are undefined risk strategies to sell high
implied volatility or to take advantage of a range bound underlying. There
is the potential for increased profitability, but there is increased risk.

* All can be constructed directionally (bullish/bearish/neutral)

e Early assignment can change the risk profiles of these strategies

OIC
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The Options Industry Council

OIC is dedicated to increasing the awareness, knowledge and
responsible use of exchange-listed options.

OCC Learning - a self-guided elLearning destination with coursework
= tailored to a variety of learning styles and experiences levels.

@ Download our podcasts and videos.

o)
17_%&'@ Attend webinars and learn from the pros.

l @' Live options help from industry professionals with Investor Services.

OptionsEducation.org

© 2022 The Options Clearing Corporation. All Rights Reserved. 39 O I ‘
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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!

O O 0 O

© 2022 The Options Clearing Corporation. All Rights Reserved.

» QIC.

Public





