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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 visiting ibkr.com/occ. 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
CFTC Risk Disclosure. For a copy visit your local Interactive Brokers Website.

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 visit copy your local Interactive Brokers Website.

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 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

Interactive Brokers Canada Inc - Is a member of the Canadian Investment Regulatory Organization (CIRO) and Member - Canadian Investor Protection Fund
Interactive Brokers (U.K.) Limited is authorised and regulated by the Financial Conduct Authority. FCA Register Entry Number 208159

Interactive Brokers Ireland Limited is regulated by the Central Bank of Ireland. CBI, reference number C423427

Interactive Brokers Australia Pty. Ltd. - ABN 98 166 929 568 is licensed and regulated by the Australian Securities and Investments Commission AFSL: 453554
Interactive Brokers Singapore Pte. Ltd. - Is licensed and regulated by the Monetary Authority of Singapore. MAS, Licence No. CMS100917

Interactive Brokers Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission, and is a member of the SEHK and the HKFE
Interactive Brokers India Pvt. Ltd. member: NSE, BSE, SEBI. Regn. No. SEBI Registration No. INZ000217730; NSDL: IN-DP-NSDL-301-2008

As with all investments, your capital is at risk
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Option Risk Management

* A successful trading system requires you to have an efficient and
robust risk management system

* Part of risk management is to know when you should exercise your
call and put options early to maximize your returns — also, to know
when you are likely to get assigned to minimize your risk

* In this webinar, we will go over the most common scenarios for early
exercise of a call and put option



Understanding Early Exercise of Options

When you exercise an option early:
* Your option contracts will convert into stock holding
* You will use the optionality benefit

* So, it is critical to make a cost-benefit analysis



When To Exercise A Call Option

* A common scenario to exercise a call option is right before ex-
dividend date

Why?
e A stockholder is entitled to a dividend

* An Option contract is not entitled to a regular dividend because it is a
contract between external third parties

* To receive the dividend the option holder, who bought the option,
you must decide if it makes economic sense to exercise and convert
the option into stock



What You Need To Consider Prior To Early
Exercise

» Before exercising a call option for a dividend, you need to analyze if it
is worth it

Factors to Consider:
 Call Option is deep in the money (the option and stock move 1 to 1)

* No more time premium in the option (if there is time premium, it is
always better to sell then to exercise - you do not want to lose out on
extra option premium)

* The dividend amount must be large enough to make economic sense
* What is your risk after you exercise (you lose the optionality)



When To Exercise A Put Option

* A common scenario to exercise a put is when the interest rate that
you can earn on short stock makes economic sense to exercise your
put option

Why?

* Short stock position results in net cash proceeds in your account
(amount you sold the shares)

* Net proceeds earn interest in an interest-bearing account
* Long Put option does not earn interest because it is a debit
* Debit is a cost of carry and opportunity cost to carry position



What You Need To Consider Prior To Early
Exercise

* Before exercising a put option for interest, you need to analyze if it is worth
it

Factors to Consider:

e Put Option is deep in the money (the option and stock move 1to 1
inversely)

* No more time premium in the option (if there is time premium, it is always
better to sell then to exercise - you do not want to lose out on extra option
premium)

* The interest amount you expect must be large enough to make economic
sense

 What is your risk after you exercise (you lose the optionality)



Other Early Exercise Scenarios

We will focus on the 2 most common scenarios but there could be
more reasons to exercise an option early such as:

* Hard-to-borrow situations
* Corporate Actions
 Special Deals



In Summary

As part of your risk management system, you may want to evaluate
early exercise candidates to help:

 Maximize Profits
* Mitigate Risk

Next, we will focus an actual real-life examples



