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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 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 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. Investors should consult with their tax advisors to determine
how the profit and loss on any particular strategy will be taxed. Supporting documentation for
any claims, comparisons, statistics or other technical data in this presentation is available
from CBOE upon request. Past performance is not indicative of future results. CBOE® and
Chicago Board Options Exchange® are registered trademarks and CBOE Options Institute is a
service mark of Chicago Board Options Exchange, Incorporated (CBOE). All other trademarks
and service marks are the property of their respective owners. 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. © 2017 CBOE. All rights reserved.
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Option Selling Strategies

Outline

> Time Decay

> Covered Call

» Cash Secured Put
> Summary / Q&A
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Time Decay

Intrinsic Value and Time Value

Intrinsic Value
The amount that an option is in the money

Time Value
The portion of an option price that is above
the intrinsic value
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Time Decay

Intrinsic Value and Time Value

XYZ at 55.00 — XYZ 50 Call at 8.00

Price of 50 Call 8.00

Time Value 3.00
Time Value 3.00

+ Intrinsic Value 5.00
Market Value 8.00

Stock Price 55.00

Intrinsic Value 5.00

Strike Price  50.00
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Time Decay

Intrinsic Value and Time Value

XYZ at 45.00 — XYZ 50 Put at 7.00

Strike Price 50.00

Time Value 2.00
+ Intrinsic Value 5.00
Market Value 7.00

Intrinsic Value 5.00

Stock Price 45.00

Time Value 2.00

Price of 50 Put 7.00
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Time Decay

Time Value

As expiration approaches the time value of an option decays.

A long option position has time working against it.

A short option position has time working for it.
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|
Time Decay
Time Value
XYZ at 60.00
30 Days | 25 Days | 20 Days | 15 Days | 10 Days | 5 Days |Expiration
55 Call 5.45 5.35 5.25 5.15 5.05 5.01 5.00
60 Call 2.05 1.90 1.70 1.45 1.20 0.85 0.00
65 Call 0.50 0.40 0.30 0.15 0.05 0.01 0.00
30 Days | 25 Days | 20 Days | 15 Days | 10 Days | 5 Days |Expiration
55 Put 0.50 0.40 0.30 0.15 0.05 0.01 0.00
60 Put 2.05 1.90 1.70 1.45 1.20 0.85 0.00
65 Put 5.45 5.35 5.25 5.15 5.05 5.01 5.00
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Time Decay

Time Value

XYZ at 60.00
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Covered Call

Overview

> A covered call is the combination of long stock and short a call
option
> The short call option results in an obligation to sell a stock

> This obligation is ‘covered’ by a long position in the underlying
stock

> There are two motivations when implementing a covered call —
exiting the stock and/or generating income
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Covered Call

Considerations

> Any option selling strategy is implemented in order to take
advantage of time decay

> Time decay is not consistent over all time periods or option
strike prices

CBOE OPTIONS INSTITUTE 11



OPTIONS
(20, N INSTITUTE

Covered Call

Example

> On March 18" IBM is trading at 132.50

> A holder of 100 shares of IBM decides they would be a willing
seller of shares over 135.00 in four weeks

» Standard April options expire on April 15t

Trade
Sell 1 IBM Apr 135 Call at 3.00

Covered Call Position
Long 100 IBM at 132.50
Short 1 IBM Apr 135 Call at 3.00
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Covered Call — Payoff at Expiration

Long 100 IBM at 132.50 + Short 1 IBM Apr 135 Call at 3.00

Stock Profit /| Call Value at Option
Stock Price Loss Expiration Income Profit / Loss
125.00 (7.50) 0.00 3.00 (4.50)
127.50 (5.00) 0.00 3.00 (2.00)
130.00 (2.50) 0.00 3.00 0.50
132.50 0.00 0.00 3.00 3.00
135.00 2.50 0.00 3.00 5.50
137.50 5.00 (2.50) 3.00 5.50
140.00 7.50 (5.00) 3.00 5.50
142.50 10.00 (7.50) 3.00 5.50
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Covered Call

Covered Call — Payoff at Expiration

Long 100 IBM at 132.50 + Short 1 IBM Apr 135 Call at 3.00

15

10

Covered

| (:a”/
0
125.00 135.00 140.00

Long IBM
at 132.50

-10

-15
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Cash Secured Put

Purchasing Stock

> A seller of a put option takes on the obligation to buy shares of
the underlying stock

> Berkshire Hathaway has used this method in the past to acquire
shares of companies they find attractive
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Cash Secured Put

Trading Example

> IBMis trading at $174.00 a share
> January expiration is in 40 days

> Berkshire Hathaway’s average cost in 2010 was just under
$170.00

> A 170 strike put option may be sold and the result is the
obligation to purchase shares

Sell 11IBM Jan 170 Put @ 2.25
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Cash Secured Put

Trading Example

Short 1 IBM Jan 170 Put at 2.25 — Payoff Table

Short 1

Jan 170 | Premium Profit /
IBM Put Received Loss IBM Position
160 -10.00 2.25 -7.75 Long 100
165 -5.00 2.25 -2.75 Long 100
170 0.00 2.25 2.25 Long 100*
175 0.00 2.25 2.25 No Position
180 0.00 2.25 2.25 No Position
185 0.00 2.25 2.25 No Position
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Cash Secured Put

Trading Example

Short 1 Jan IBM 170 Put at 2.25 — Payoff Diagram

4 4

178 180
No IBM Position
2.25 Profit

165

Brieak Even
67.75

Long 100 IBM @ 167.75*

-10 -

CBOE OPTIONS INSTITUTE 18



OPTIONS
msmuns

Option Selling Strategies

Questions / Links / Contact

Questions?

www.cboe.com/education
www.cboe.com/blogs

CBOE App

@RussellRhoads
rhoads@cboe.com

CBOE OPTIONS INSTITUTE 19


http://www.cboe.com/education
http://www.cboe.com/blogs
mailto:rhoads@cboe.com

	Option Selling Strategies   
	Disclosure 
	Option Selling Strategies  
	Time Decay 
	Time Decay 
	Time Decay
	Time Decay 
	Time Decay 
	Time Decay 
	Covered Call 
	Covered Call 
	Covered Call 
	Covered Call
	Covered Call  
	Cash Secured Put 
	Cash Secured Put 
	Cash Secured Put 
	Cash Secured Put 
	Option Selling Strategies  



