
O P T I O N S  W O R K S H O P
S p r i n g  ’ 1 8





B R A I N T E A S E R

Yo u  c a n  p l a y  a  g a m e  w h e r e  y o u  r o l l  a  d i c e  
a n d  s i m p l y  r e c e i v e  t h e  d o l l a r  a m o u n t  o f  
w h a t e v e r  n u m b e r  y o u  r o l l e d  ( 5 $  f o r  a  5 ) .  

W h a t ’ s  t h e  m a x  a m o u n t  y o u ’ d  p a y  t o  p l a y ?

H o w  m u c h  w o u l d  y o u  p a y  f o r  t h e  g a m e  i f  y o u  
a l s o  h a d  t h e  o p t i o n  t o  r e - r o l l  a n d  t a k e  
w h a t e v e r  t h e  s e c o n d  r o l l  i s  i n s t e a d ?



S O L U T I O N  

1 / 6 * ( 1 + 2 + 3 + 4 + 5 + 6 )  =  3 . 5

R e - r o l l  i f  x  <  3 . 5 ,  k e e p  i f  x  >  3 . 5

I f  y o u  k e e p ,  y o u r  e x p e c t e d  v a l u e  i s  

1 / 3 * ( 4 + 5 + 6 )  =  5

I f  y o u  r e - r o l l ,  y o u  j u s t  g e t  a n o t h e r  f a i r  d i c e  r o l l

3 . 5  f r o m  a b o v e

5 0 %  c h a n c e  o f  k e e p i n g

5 0 %  c h a n c e  o f  r e - r o l l i n g

0 . 5 * 5  +  0 . 5 * 3 . 5  =  4 . 2 5



Market Update
• Stock Market woes

• Volatility

• Inflation fears

• Steeper yield curve

• Role of Risk Parity and CTA’s

• Crypto falling



W E L C O M E !
Options 101 

A few things before we start….



Option Definition: 
An option is a contract which gives the buyer (the owner or 

holder of the option) the right, but not the obligation, to buy or sell 

an underlying asset or instrument at a specified strike price on a 

specified date.



OKAY,
LET’S BREAK DOWN THIS 

DEFINITION…

Right – I don’t have to buy or sell the asset if I don’t want to (i.e. option is not exercised)

Underlying Asset – What is the option on? Is it on AAPL Stock?

Strike Price – Parties will agree on a set price… Example: I want to the right to buy AAPL 

stock at 150 dollars for the next 100 days. 

RIGHT
STRIKE 

PRICE 

UNDERLYING 

ASSET

An option is a contract 

which gives the buyer 

(the owner or holder of 

the option) the right, but 

not the obligation, to buy 

or sell an underlying 

asset or instrument at a 

specified strike price on 

a specified date.



The right to sell underlying at a 

specific strike price for a specified 

time. 

BUY PUT
The right to buy underlying at a 

specific strike price for a specified 

time. 

BUY CALL
You are selling the right to 

someone – which means you 

MUST take obligation. You can 

sell both a put and call. 

WRITING (SELL OPTION)



T H R E E  E X A M P L E S

BUY AAPL STOCK @ 

130

What happens when AAPL Stock goes to 120, 130, 140?

BUY CALL @ 130 

STRIKE 

This will cost something (~$1 for 5 day 

option)

BUY PUT @ 130 

STRIKE

This will cost something (~$1 for 5 day 

option)



A N O T H E R  E X A M P L E

IS BUYING A 130 STRIKE CALL THE SAME AS SELLING A 130 

STRIKE PUT?



W h a t  N o t  To  D o

12



U S E  O F  A N  

O P T I O N
There are many reasons to buy an option instead of stock. 

R E A S O N  1

R E A S O N  2

R E A S O N  3

PROTECTION AND 

HEDGING

LEVERAGE

Volati l i ty 

Used to protect downside (think of payoff)

Cheaper to buy calls/puts than stock

More on this later



R O H A N  T H E  S P I V  

Rohan put all his life savings to buy Qualcomm stock. If Qualcomm walks away 

from the Broadcom merger, the stock is sure to go down a lot. How can Rohan 

protect himself on the downside?

What should Rohan do?

BUY CALL? BUY PUT? SELL PUT? SELL CALL?



E V A N  T H E  O I L  

R E F I N E R

As an oil refiner (he buys crude oil, runs a refining process, and sells heating oil), 

Evan  wants to hedge its oil exposure through options. What should he do?

What should Evan do?

BUY CALL? BUY PUT? SELL PUT? SELL CALL?



Leveraging is creating potential for bigger gains using a smaller 

amount of capital. For the investor, however, buying options 

provides inherent financial leverage. Without needing to use 

borrowed capital, by investing in options, you can control a larger 

number of shares for the same initial investment, than if you 

purchased the shares themselves.

L E V E R A G E



A M E R I C A N  V S .  E U R O P E A N

• Can exercise the option at any time

• Nearly all exchange traded options are American 

AMERICAN
• Can only exercise at expiry 

• Most index option are European

EUROPEAN

Exercising means converting the option into the stock with an entry price at the strike price. Note: Don’t mistake exercising an

option with selling the position. You may not be able to exercise a European option, but you can sell your position by selling the 

option any time you want. 



M O N E Y N E S S  

Out of the Money

Out of the money (OTM) is term used to 

describe a call option with a strike price that 

is higher than the market price of the 

underlying asset, or a put option with a 

strike price that is lower than the market 

price of the underlying asset.

At the money 
At the money (ATM) is a situation where an 

option's strike price is identical to the price 

of the underlying security. Both call and put 

options are simultaneously at the money. 

For example, if XYZ stock is trading at 75, 

then the XYZ 75 call option is at the 

money and so is the XYZ 75 put option.

In the money 
In the money (ITM) is term used to 

describe a call option with a strike price that 

is lower than the market price of the 

underlying asset, or a put option with a 

strike price that is higher than the market 

price of the underlying asset.

If AAPL is trading at 130 would an 80 Strike Call be ITM, OTM, or ATM. What if AAPL 

Traded at 60? 80?



Value of  an Opt ion
There is something called the Black-Scholes options pricing model, but let’s divide the value in a 

simpler manner: intrinsic and extrinsic. 

INTRINSIC 

EXTRINSIC 

Intrinsic Value: How much ITM the option is

Extrinsic Value: The rest of option’s value is attributed to extrinsic value (time value) 



P R A C T I C E  Q U E S T I O N S

Why does a cal l  with str ike 100 but underlying trade at 110 necessari ly 

have to cost more than $10?

What is the intr insic value of a cal l  opt ion with str ike 110 and 

underlying trades at 100, with option price cost ing 3 dol lars?

What is the extr insic value of a cal l  opt ion with str ike 110 and 

underlying trades at 100, with option price cost ing 3 dol lars?



O P T I O N S  C H A I N

http://www.nasdaq.com/symbol/aapl/option-chain


STRADDLE

Buy Call & Buy Put 

(Same Strikes)  

STRANGLE

Buy Call & Buy Put 

(Different Strikes)

CALL/PUT 

SPREADS

Buy Call & Sell Call 

Or 

Buy Put & Sell Put 

CUSTOM

You can have 

whatever you like. 

CONDOR 

Buy Call & Sell Call 

& Sell Put & Buy 

PutBUTTERFLY

Buy Call & Sell Call 

& Sell Put & Buy 

Put 

6 OPTIONS 

STRATEGIES 

Different strategies allow to customize trade expression to cater 

any investors needs

VARIETY OF EXPRESSIONS

Some strategies are riskier. We will go into risk sensitivities 

next lecture (1st Derivative and 2nd Derivative Greeks). 

WHAT RISKS DO YOU WANT?







S T R A D D L E  

The result of buying the two leads to a V-Shape

BUY ATM CALL & ATM PUT 

You can make money if the underlying moves in either direction 

NON-DIRECTIONAL VIEW 

You want higher volatility (greater movements up or down) 

LONG VOLATILITY VIEW 



S T R A N G L E  

The result of buying the two leads to a U-Shape

BUY OTM CALL & OTM PUT 

You can make money if the underlying moves in either direction 

NON-DIRECTIONAL VIEW 

You want higher volatility (greater movements up or down) 

LONG VOLATILITY VIEW 



O P T I O N  S P R E A D S

The result is limited downside, but you also sold your upside

BUY LOWER STRIKE / SELL HIGHER 

STRIKE CALL

For this particular option spread, you are bullish on underlying but think there 

won’t be a large movement up though

DIRECTIONAL VIEW 

Not really a view on volatility – but benefit as volatility decreases as you are 

more correct. 

VOLATILITY VIEW 



B U T T E R F LY

You can also build it through puts or a combination of puts and calls as well

LONG 1x ITM CALL, SHORT 2x ATM 

CALL, LONG 1x OTM CALL 

You don’t really care if it goes up or down – you can still make money

NON-DIRECTIONAL VIEW 

So long as the underlying doesn’t move up or down a lot, you stand to make 

money on the strategy

SHORT VOLATILITY VIEW 



C O N D O R

You can also build with just puts or just calls as well

SIMILAR TO BUTTERFLY

Doesn’t matter which direction the underlying moves

NON-DIRECTIONAL VIEW 

Like butterflies, we are also short butterflies

VOLATILITY VIEW 



N E X T  W E E K

BLACK 

SCHOLES

PUT / CALL 

PARITY

ASSUMPTIONS 

OF B/S MODEL SKEW 

OPTION 

GREEKS

OPTIONS 

PITCH


