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PREMIUM
MARKET CHECK-IN

__Options 101



topics covered

Options are one of the more sophisticated
Instruments, and the SEC has just approved options
on the BlackRock spot ETFs.

What are Options?
What affects Option Premium?

Applications and market Impacts.




Expiry

| $120
Make $10
Buy a Call |
- Strike $110 -----------mmmmmeeee T
Upside Insurance b\/"/\/
everage Long Option Expires

Worthless

$100 . ose Premium

Trader has the option to BUY an asset at $110, and immediately sell at $120 for a $10 Profit



Expiry

Buy a Put R nganres
Downside Insurance /S Lose Premium
Strike $00 -----memmmmmemeee e Yl
Leverage Short ~ Stikes9°
$80
Make $10

Trader has the option to SELL an asset at $90, and immediately buy at $80 for a $10 Profit



Calls

Upside Insurance
_everage Long

Puts

Downside Insurance
Leverage Short

Strike $110

$100

$100

Strike $90

$120




Calls

Upside Insurance
_everage Long

Puts

Downside Insurance
Leverage Short

Option Buyer (Trader) Option Seller (Insurer)

Pays Premium Underwrites Insurance
Unlimited Reward imited Reward (Premium)
Limited Risk (Premium) Unlimited Risk
On The Hook

+ Keeps Premium

L/\/’/\/ Keeps Premium

f“/\\\/\ Keeps Premium

On The Hook
+ Keeps Premium




Option Buyer Option Seller

Win Conditions . -
Price Trades Above Strike - Win Conditions
Calls AND Price Sideways or Down

ROl > Premium Paid

Win Conditions Win Conditions
Puts Price Trades Below Strike Price Sideways or Up
AND

ROl > Premium Paid

Notice how Buyer has more conditions to win vs the Seller



Daily Frequency
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Price Performance (1-day) Bull and Bear Distributions

mim Bear CDF = Bull CDF = Total COF B PricePerf Bear B PricePerf Bull B PricePerf

Days > +1%

38% of Trading Days
Experience Price 1%

30%
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1-day Performance
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Expensive
Premium

Cheaper
Premium

Three Key Drivers of Option Premium

1. Price Relative to Strike 2. Volatility of Asset
Starting conditions vs strike Ikelihood to reach strike
DELTA VEGA

High Volatility

Price Close = More Chance
toStrike . ________ I__. Strike . T t/- Strike

Low Volatility
= Less Chance

__________ - - - Strike

Price Far
From Strike

3. Time Until Expiry
How long trader has available

THETA
Long Time to Expiry
= More Chance
------------ Strike
Jan Dec

Short Time to Expiry
= Less Chance



