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* Moneyness of Option contract:
* ITM option
* ATM option
* OTM option
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* Intrinsic Value of an option:
« Positive payoff for the buyer
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Intrinsic Value of an option

ne stock at
\gﬁffiﬁ%ﬁ_ : 0 . '
by capturing a neat profit of Rs. 50

& httpsy/twitter.com/AdityaTodmal

https:/twitter.com/niki_poojary httpsy/twitter.com/AdityaTodmal

* Intrinsic value of an:

i) ITM for a CE option: Positive

i) ATM for a CE option: Zero

« Intrinsic value is never Negative



“Intrinsic Value of an option contd.

> To conclude the Intrinsic value of an option is always positive or 0

> Positive for ITM options and 0 for OTM or ATM options
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» Option Chain data representing ATM, OTM & ITM
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Option Chain (Equity Derivatives)

Underlying : BANKNIFTY 37,689.40 As on 28-Jan-2022 15:30.00IST
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[ 301 42 90 6468 1,698.85 18645 125 1,670.85 168480 100 36,900.00 50 20045 20115 100  -126.50 201.00 27.39 35747 2820 4218
10,586 1,156 6488 6125 1,588.90 181.55 50 159030 1,59640 100 37,000.00 75 21930 21980 S00 12450 22040 2681 314363 17775 41416
700 234 834 60.70 1,511.65 176.90 50 151320 1,52025 25 37,100.00 25 24085 24160 325 -128.90 24215 2637 58264 2,588 4485
AL -440 1754  59.54 1,430.90 22065 150 143670 144345 25 37,200.00 400 26360 26445 300 -141.85 26400 2576 83105 4653 7099
1,150 -280 1907 5837 1,360.00 177.00 50 136225 1,367.10 125 37,300.00 75 28800 28875 325 -15370 288.90 2520 95913 3414 6,099
4T -438 4297 5770 1,286.70 14480 25 128555 1,29355 S0 37,400.00 75 31405 31485 25 14605 31495 2459 93015 5063 6952
2101S 3479 31530 5606 1,212.15 13870 25  1,214.45 121800 25 37,500.00 50 34145 34235 225 16205 34230 2393 317221 9214 30316

1,546 -338 4725 5577 1,45.00 14985 75 14380 115105 50 37,600.00 25 371.40 37225 150  -179.40 371.30 2316 121,895 5476 7,348
E 2229 -450 B631 5430 1,071.80 12910 25  1,077.70 1,08265 150 37,700.00 50 40335 40440 300  -20490 404.00 2244 91541 3853 6,395
B 29 97 17,101 | 53.51 1,007.80 126.20 50 101275 1,01605 25 37,800.00 50 43850 43960 25 -19470 439.40 2163 151685 5820 8844
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P 47190 15792 274153 5187 889.85 108.30 50 | B90.15 89200 50 38,000.00 50 51655 51740 25 -184.10 51635 1992 459358 36,117 50886
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B 13787 11015 149640 4837 58520 8235 50 58500 58595 25 38,600.00 25 80550 807.70 50  -218.05 807.70 - 12,406 1033 1,320
All grey shaded strikes are ITM options
Green highlighted one at ATM options
White colored strikes are OTM options
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» Example of Intrinsic value of a CE option
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‘Intr-insic'VaIue'of a CE-option
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- Eai]mpf‘mnlﬁtrmﬁc value = Strike Price — Spot Price
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* Lets not mess up our heads trying to understand greeks
« Lets understand things that are useful for trading



In the last session we learned
about Greeks, however lets
understand in simple terms

which are useful for trading

» Time value is the additional amount over & above Intrinsic value
« Options having higher time to expiration has higher Time value

" Time value of an option

= Traders are willing to pay because an option could increase in value before its
expiration date

> In simple terms, it means that if an option is months away from its expiration date,
we can expect a higher time value on it because there is more opportunity for the
option to increase or decrease in value over the next few months ‘L

> Alternatively, if an option is expiring today, we can expect its time value to E very
little or nothing because there is little or no opportunity for the option to i
or decrease in value.

ease
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» How Intrinsic value & Time value helps traders to understand the RR of options



Why Intrinsic Value & Time Value
Matters?
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* Why OTMs & ATMs have lesser value than ITMs

. Wh't_.| Intrinsic Value & Time Value -
Matters? Contd.
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* Logic behind hero ya zero trade



. Why Intrinsic Value & Time Value
Matters? Contd.
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* ITM option premium = Intrinsic value +Time value

” 'Whg lnt‘rihsic Value & Time Value -
Matters? Contd.

that 1 s worthless, but
y lower percent gain in profits.

‘httpsy/twitter.com/niki_poojary L hitps://twitter.com/AdityaTodmal

* Implied volatility:
« Volatility of a stock over the life of an option
* IV impacts to both CE & PE in a similar fashion



| Implied Volatility (IV)

i.e. o”th‘s_& PE
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* When does IV rise?

* Stock is more volatile

« Stock is near to its earnings release

» Major events viz. elections, budget etc.

. .

A

uring eve‘hx\'tiz.
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* This was a part Il m on derivatives



* You can check out the 2nd part here m
https://t.co/7ig3QsfWkc
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\u2022 How options can be used

\u2022 How to trade in options & exit strategy- buyers

\u2022 Imp of theta decay

\u2022 How to trade in options & exit strategy -sellers

Time for a Thread\U0O001f9f5

Curated in collaboration with@AdityaTodmal pic.twitter.com/Ebd99afDKB

— Nikita Poojary (@niki_poojary) January 15, 2022

If you have missed to check the Part | on Derivatives

* You can check out the 1st part here - Basics of Derivativesm
https://t.co/i{3tYdNITDZ

« If you O m this, why not share?

- m the first tweet and help others find this m

» Happy learning m to everyone!
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\u2022 What is a derivative

\u2022 Various derivative products

\u2022 Participants in derivatives market

\u2022 Uses of derivative instruments

\u2022 Beta & hedge ratio

\u2022 Option Greeks

Time for a Thread \U0001f9f5
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Curated in collaboration with @AdityaTodmal pic.twitter.com/x6|HoQubOT

— Nikita Poojary (@niki_poojary) January 8, 2022

« | curate threads on trading & finance mm

« If you found this interesting, check out various threads on our profile m [m

Follow us:

@AdityaTodmal

&

@niki_poojary

for more such interesting Threads!m

Have & happy & a safemweekend!
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