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

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
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:

MARKETS®

The Options Clearing Corporation® OCC® m FOR SECURE

The Options Industry Council (OIC)sM O I The Options N
Industry Council

© 2022 The Options Clearing Corporation. All Rights Reserved.
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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.

Core Functions

= 24O

Issuance + Guarantee Clearing + Settlement
of U.S. Listed Contracts

Risk Management

2021 Performance Highlights

993B $225B

CONTRACTS CLEARED MARGIN HELD AT YEAR END

39.4M $16.2B

AVERAGE DAILY VOLUME CLEARING FUND HELD AT YEAR END

Products We Clear

Securities

Lending

Participant Exchanges

6 | 2 ]

OPTIONS FUTURES
EXCHANGES EXCHANGES

STOCK LOAN ALT.
TRADING SYSTEM

As December 31, 2021

© 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®

© 2022 The Options Clearing Corporation. All Rights Reserved.
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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

* Calls & Puts Review

* Skew

* Opening & Closing Transactions
* Open Interest

* Exercise and Assignment

* Moneyness of Options

*Q&A

© 2022 The Options Clearing Corporation. All Rights Reserved.
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Calls and Puts

_cal | Put

LONG Right to Right to
(Buyer or Holder) Buy Sell

SHORT Obligation Obligation
(Seller or Writer) to Sell to Buy

* 100 shares of

the underlying

o At the strike

price

 Any time up to

and including

expiration

OIC



Call Buying Example

Buy 60.00 strike call at $3.00

Q Break-even at Expiration:
[ Longstock Strike Price + Call Premium Paid
| at$60.00 \ $60.00 + $3.00 = $63.00
! Maximum Loss:
0 + + + $3.00 Call Premium Paid
$300 { j T $300.00 Total
: BEP $63.00
5 =
S

o OIC.
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Call Selling Example

Sell 60.00 strike call at $3.00

5 Break-even at Expiration:
Strike Price + Call Premium Rec’d
S60.00 + $3.00 = $63.00

l . l Maximum Profit:
55 60 65 $3OO Call Premium Rec’d
S300.00 Total

Maximum Loss: UNLIMITED

Risks/Rewards with Covered Call substantially different!

. OIC.
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Cash Secured Put Example

Stock trading $50
Sell 1 XYZ 60-day 45 put at $2.00 1

-+ /’
Max profit = Premium received Mo, Profitt. ] B/E: $43 I'l >
Max loss = Substantial $2.007 T | l\‘ / /

|
B/E: Strike minus premium T 3 7 sl \55
T /

B Current Share
Price

*Max. profit does not take into account
long stock position, if assigned

Excludes transaction costs

% OIC
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Put Buying Example
Buy 35.00 strike put at $2.25

Break-even at Expiration:

©)

Short Stock at

s | $36.00 Strike Price — Put Premium Paid
: / $35.00 — $2.25 = $32.75
I Maximum Loss:

. : : : S2.25$Put Premium Paid

e .[ 0 A\ 4 225.00 Total

— BEPSE’{75‘

s |

©
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Skew — Definition and History




Skew: A Definition and Why it exists

* Skew is the difference between the Volatility level of the At-the-Money option
and the Volatility levels of the Out-of-the-Money Calls and Puts.

e Can be measured, quantified, and discussed in many different ways

e Skew is ultimately a function of Supply and Demand, meaning:
* It can be quite dynamic
* It can be unpredictable

* Equities and Indexes tend to have a Skew with higher OTM puts than OTM
calls — generally dictated by long term price history

« Commodities tend to have a Demand Skew — with higher volatility levels for
OTM calls than OTM puts — also generally dictated by long term price history

© 2022 The Options Clearing Corporation. All Rights Reserved. 15 O I ‘
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Skew - How it might look in practice

5 60.00 Volatility Skew
10 45.00 65
15 35.00
60

20 29.00
25 25.00 55
30 22.00
35 20.00 50
40 18.00 o 25
45 17.00 =
50 16.00 3 40

>
55 15.63 Z 5
60 15.75 B
65 16.00 S 30
70 16.75
75 17.50 25
80 18.00 - S
85 18.75
90 19.50 15 —
95 20.50 i,
20 21.25 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95 100 105
105 22.00 Strikes

= |mplied Volatility
© 2022 The Options Clearing Corporation. All Rights Reserved. 16 O I ‘
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Buy/Sell to Open/Close
BUY.

Open - An opening transaction is one that adds to or creates a
new trading position. It can be either a purchase or a sale. With
respect to an option transaction, consider both:

*An opening purchase is a transaction in which the purchaser's
intention is to create or increase a long position in a given series of
options. SELL
*An opening sale is a transaction in which the seller's intention is to
create or increase a short position in a given series of options. @

Close
*A closing purchase is a transaction in which the purchaser's
intention is to reduce or eliminate a short position in a given serles of
optl_?_ns This transaction is frequently referred to as "covering" a short
osition.
-pA closing sale is a transaction in which the seller's intention is to
reduce or eliminate a long position in a given series of options

e OIC
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Buy/Sell to Open/Close

When establishing new positions/increasing
existing ones:

* Buy to open—long position

* Sell to open—short position

When exiting or decreasing existing positions:

* Sell to close—exit or reduce existing long
position

* Buy to close—exit or reduce existing short
position

19
Public
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Open Interest




Open Interest

* Total number of open contracts carried over from the close of one business day
to the open of the next

 Some people use it to spot trends in Dealer Positioning

* (Can also be misleading

If Buy is: -m Open Interest then:

To Open + To Open Increases by 1
To Open +  To Close No change

To Close +  To Open No change

To Close +  To Close Decreases by 1

. OIC

Public



New Options Listings

By the standards established by the options exchanges, securities
meeting the following criteria can list options:

* Listed on a National Stock Exchange

* Must have a minimum share price of $3 for 5 consecutive trading
days

* There are at least 7 million publicly held shares outstanding (float)
* There are at least 2,000 shareholders.

* Generally, there would be a minimum of five trading days from the
IPO date before listing options on any stock

: OIC.
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Exercise and Assignment




have Option buyers exercise
their rights by exercising

RIGHTS the option contract
Se”erS have Option sellers fulfill the

terms of the contract via

OBLIGATIONS assignment

OIC.
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The Rights of the Option Buyer

* 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

s OIC
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A Potential Exercise Example

Example: XYZ trading $79.00
Investor buys 1 XYZ Nov 19, 2022 80 call paying $1.50
On Nov 19th, XYZ now trading $84.00 & buyer exercises

* Investor pays strike price x $100 (80 x $100) or $8,000 and takes delivery of 100
shares XYZ (valued at $8,400)

* Profitis $250 (58,400 - $8,000 - $150 premium)
* Investor now has risk/reward of being long 100 shares from $81.50
—OR—

* Option now worth $4.00 and investor sells back to market to close position (est.
profit $250)

" OIC.
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Exercise Process

—

Clearing Member Firm

Investor/Trader

THE FOUNDATION
FOR SECURE
MARKETS

27
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The Obligations of the Option Seller

* The option seller has the obligation:

 to sell (for a call) or buy (for a put) .
e 100 shares of underlying stock/ETF

, s of o
at the strike price per share ASS\*QWM

* 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

2 OIC
Public .



A Potential Assignment Example

Example: XYZ trading $79.00
Investor sells 1 XYZ Nov 19, 2022 80 call at $1.50
On Nov 19th, XYZ now trading $84.00 & seller is assigned

* |nvestor collects strike price x $100 (80 x $100) or $8,000 and
delivers of 100 shares XYZ (valued at $8,400)

* Loss is $250 ($8,000 + $150 premium - $8,400)
* |Investor now has risk/reward of being short 100 shares from $81.50

- OIC.
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Assignment Process

OIC
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Exercise Style

American European

* Long side can exercise at any time * Exercise and assignment can take
during the life of the option. place only at expiration —typically 3™

» Short side can be assigned at any time  Friday of the month for monthly
during the life of the option. contracts.

e *Weekly’s>™ expire more often

¢ January °®

31
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Settlement Styles
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Settlement Styles

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).

33 OIC
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Calls: In-the-Money, At-the-Money, Out-of-
the-Money (Moneyness)

Jan 40.00 call —

e Callisin-the-money (ITM) 000 e

* Strike price below stock price Jan 45.00 call
Feb 45.00 call

e Callis (ATM) Apr 45.00 call —

* Strike price as stock price | ATM
* Call is out-of-the-money (OTM) Jan 55.00 call —

— ITM

Feb 55.00 call

* Strike price above stock price Aprss.00cal | grm

Stock 151 60.00 call

$|ch80 Feb 60.00 call

Apr 60.00 call —

; OIC
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Puts: In-the-Money, At-the-Money, Out-of-
the-Money (Moneyness)

Jan 40.00 put —

. Feb 40.00 put
e Putisin-the-money (ITM) Apr 40.00 put oM
. . . Jan45.00 put |
» Strike price above stock price Feb 45.00 put
. Apr 45.00 put —
e Putis (ATM) _
. . . | ATM
 Strike price as stock price N
. Jan 55.00 put —
e Putis out-of-the-money (OTM) Feb 55.00 put
* Strike price below stock price Stock fapr: 2‘888 Eﬂi _ITM
$IZBC§0 Feb 60.00 put
: Apr 60.00 put —

) OIC
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Knowledge Check

AQWhen entering an order to exit an existing long position, the
trader will mark the order how? Sell to close

Qlf both buyer and seller are creating a new position, how will open
interest be affected? Increase

QTo avoid assignment, sellers can often decline by contacting their
broker ahead of time: T/F? False

QFor a call to be considered ITM, the strike price must be above the
stock price: T/F? False

; 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. 38 O I ‘
Public "



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.
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