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T R A N S C R I P T 

OIC: What to consider before trading options 

 

Michael Ruger: Hi, good morning everyone.  Thank you for joining us for our second 

session today, “What to Consider Before Options Trading.”  My name is Mike 

Ruger, I’m a regional brokerage consultant for Fidelity, based in Seattle, 

Washington, and my role is to help our investors leverage Fidelity’s trading 

tools, research capabilities, and market insights, really to help guide investing 

and trading decisions, as well as provide education and support around the 

trading platform here at Fidelity.   

 

I’m joined this morning by Ed Modla.  Ed is a 20-year veteran in the industry, 

currently the director of education of the Options Industry Council, and I’m 

excited to have him share his thoughts and insights and provide some 

education to our investors this morning.  So, with that, I’d love to turn it over to 

you Ed, perhaps share a couple of words about yourself, and then we can dive 

into today’s agenda. 

 

Edward J. Modla: Sure, thanks Mike.  And very happy to be here, I started in the 

business back in 1997, so quickly 23 years later, I am now teaching the options 

product full-time.  I started as a market maker on the trading floor in the 
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trading pits of Chicago and New York.  Traded independently for a number of 

years, that was options-focused, but also futures and stock.  Spent some years 

as a broker in the futures industry before joining OIC back in 2014.  So, going 

on six years now of giving educational presentations about the options 

product, teaching the benefits, the risks, the flexibility, and helping investors 

understand what the options product is all about, so they can use options in a 

responsible way.   

 

First, our disclaimer.  Options are not suitable for everyone.  They are a 

complex tool that needs to be learned and understood before using in a live 

account, and also that Fidelity and the Options Industry Council are separate 

entities that are unaffiliated, teaming up for you here today to provide 

education about the options product, but no formal partnership between the 

two.  This presentation here is going to be an extension of options basics, if 

you understand rights and obligations, and calls and puts, now there’s going 

to be core concepts that we’ll get into today that you have to understand, no 

matter what options strategy you implement.   

 

We’ll start with what it means to exercise an option, or be assigned, then I’ll 

define moneyness, and tie it together very closely to option premiums, spend 

some time there on intrinsic and extrinsic value, and then as we close it up, 
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we’ll look at delta versus theta.  Now don’t be intimidated by the Greek 

terminology, this is actually going to be a rather simple concept to understand, 

but we’ll just put the Greek terms attached to those concepts, and exactly 

what is it that buyers and sellers are trying to capture, and where are their 

risks?  That’s what delta versus theta is really all about.   

 

Michael Ruger: Yeah.  And we’ll also leave a few minutes at the end for question and 

answer as well.  And I’ll also mention as well, if you’d like to download the 

deck from today, there’s a link so take a couple seconds and download those 

before we dive in too deep here. 

 

Edward J. Modla: Yeah, it’s good to point that out.  We want the interaction with the 

audience as much as possible and taking away the resources for further study 

to go through them again and again.  Learning options is a lot about 

repetition, so if you want the slides to review again, certainly that’s a good 

idea.   

 

Now with respect to exercise and assignment, after an options position is 

opened, that is, you’ve bought to open, or sold to open an options contract, 

there’s different things you can then do with that open position that’s sitting in 

your account.  You have several choices when managing that position, which 
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include exiting the trade, complete a closing transaction, a little bit here, if you 

buy to open a call or put, the closing transaction would be a sell to close.  

That’s a closing transaction.  On the flipside, if you sold to open a call or put, 

which you very well might do if you’re doing covered calls, or cash-covered 

puts, you’ve sold to open an option, the exit or closing transaction is a buy to 

close.  And that’s how you would complete the closing transaction.   

 

In addition to exiting the position, you could allow it to expire, give it its whole 

length of time up to and through expiration date, if it’s not worth anything, 

then it would just expire worthless.  Or you can exercise, purchase or sell 

shares of stock prior to or at expiration date, you can do any of those three 

things.   

 

Now, one interesting detail here, looking at these choices, year after year, data 

from the OCC, the Options Clearing Corporation, continues to show that the 

overwhelming majority of options that are opened are closed prior to ever 

reaching expiration.  It’s about 70 percent that are opened and closed at some 

point before ever reaching expiration.  Another 20 percent of options expire 

worthless, and about 10 percent are exercised.  Those are rough numbers, but 

that’s the way it breaks down.  Actually, dispels one of the myths about this 

industry, which is that most options expire worthless.  It’s not true.  Most 
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options are closed, of which profitability’s impossible to determine, but they’re 

mostly closed.   

 

Of the options that aren’t closed, and held all the way through expiration, at 

least two thirds or so are worthless, and that’s where that myth comes from.  It 

ignores all of these closing transactions, and just focuses on the options that 

are held to expiration, of which the majority expire worthless, which makes 

sense.  If they weren’t worthless, you may have closed them out before having 

reached your expiration date.   

 

So, you have your three choices, now let’s focus a bit now on the exercise and 

assignment portions, what does that look like?  Going to do that through an 

example.  XYZ stock’s trading at $79, and the investor buys a September 

expiration 2020, 80 strike call, pays $1.50 for that options contract.  The stock 

has moved in their favor, it’s gone from 79 up to 84.  Now if you’re looking at 

this saying okay, you know, it’s worth 84, or the stock’s at 84, I got the right to 

buy shares at 80, this value is going to be higher than $1.50, likely it certainly 

will be at least worth $4, that gives you the choice to exit the position.  But 

what if you don’t want to do that?  Maybe your motivation here for buying the 

call was you weren’t sure where the stock was going, but now that it’s made its 

move, and has bounced off of say a support level, it’s going from 84, you think, 
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to the high eighties, into the nineties.  Maybe at this point, you’re interested in 

buying shares.  So, you exercise.  The investor pays the strike price of the 

option, 80, times 100, and pays the full $8,000 to take delivery of 100 shares, 

valued at 8,400.  The cost upfront, that $150, is a sunk cost, so you’d have to 

factor that into your long stock position and the investor now has the 

risk/reward of being long 100 shares from 81.50, the strike price plus the cost 

of the option to begin with.  Now you have a long stock position.   

 

As I said before, most frequently, when you have this kind of situation, 

investors are not exercising, they certainly could, but most of the time, with the 

option now worth about 4, the investor could sell to close and hopefully get 

around $4 for their options contract, having paid $1.50, taking their profits out 

of 2.50.  And the reason why that is the majority of position management 

techniques could certainly center around the fact that the reason for buying 

the call in the first place was that the investor wasn’t interested in buying 

shares of stocks.  So rather than exercise closing the position for as much as 

they can get for it, and maximizing profits that way tends to be the most 

common approach.  But there’s what happened if you exercise.   

 

Now what about assignment?  Looking at the same example from the 

opposite direction, stock’s trading $79, the investor sells one XYZ September 
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80 strike call at $1.50, stock makes that same move up to 84, and the seller is 

assigned.  What happens now, the seller or writer of the call contract, receives 

the strike price times 100, or $8,000, and delivers 100 shares of stock valued at 

8,400.  Now if you didn’t have shares, you would be short stock.  Most often, 

undoubtedly, the investor that has sold a call option already owns the shares.  

The shares are previously owned, the shares would then be called away, and 

the effective sale price here would be your $80 plus the $1.50 you received 

upfront.  Owners of options who have the choice to exercise can begin that 

line of communication to their brokerage firm about their intention to exercise.  

On the other side, being assigned, you know, it works the opposite way.  The 

investor is informed of their assignment.   

 

And one other detail I want to point out with respect to exercise and 

assignment is what happens if you don’t take any action, and you don’t 

communicate with your broker at all?  There is a process in the industry, known 

as exercise by exception.  What that means is that if an option has value at 

expiration, anything greater than zero, in other words its intrinsic value, which 

we’re going to define here today in this session, is greater than zero, and the 

investor hasn’t communicated anything to their brokerage firm, the option will 

be exercised on their behalf, even if they haven’t communicated their 

intention to do so.  And that’s important, because after hours activity might 
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play a role in what an investor decides to do.  If this stock is trading up at 84, 

and something awful happens after hours on Friday, and all of the sudden, 

after hours activity’s looking much, much lower, then you might see a call 

buyer or a put buyer abandon an option that looks like they would otherwise 

exercise.   

 

Now this is an egregious example, but you know, what if the stock closed at 

$80.50?  And then after-hours activity was negative, and looked bearish?  

Maybe the call holder doesn’t want to buy shares at 80, because they think 

come Monday morning that won’t look like a good position.  They could then 

contact their broker, and communicate their intention to not exercise their 

option, and they can do that no matter where the stock’s trading.  They can 

make their decision, that’s what they paid for.  Communication’s very 

important there, I think Mikey would say the same.  Knowing what kind of 

communication lines, you have, what your brokerage firm’s going to do, so 

maybe it’s useful to talk a little bit about Fidelity’s communication lines, and 

how Fidelity handles exercise and assignment. 

 

Michael Ruger: Yeah, absolutely Ed.  I think that this is, the concept, if you will, of 

assignment and exercise is commonly confused with a lot of, you know, 

beginner option traders.  And so, you know, I guess to summarize some of 
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what you said here, exercising, that’s something that the holder can do.  

Meaning if you own the call, or you own the put, you control the outcome.  

You have the ability to exercise that contract.  Either converting the call into a 

long stock position, or converting the put into, you know, short stock, or just 

selling shares you currently own.  So, you know, nomenclature is big in the 

options industry.  So, when you hear the word exercise, again, just associate 

that with owning an option contract.   

 

Whereas assignment, on the other hand, that’s something that is related to 

being short a contract.  So, any time you sell, or are short a call or a put, as an 

investor, you have some sort of obligation, right?  And so being assigned 

simply means that you are obligated to either purchase the shares, in the case 

of a put, or deliver the shares in the case of a call.  So again, I think it’s helpful 

just to kind of clarify and review some of what you mentioned there, because 

that is a question, we get a lot, exercise versus assignment, what does that 

mean to me as an investor?   

 

In terms of that line of communication, I guess I would say that the biggest 

thing is, if you have questions, or if you want to take a specific course of action, 

exercising a contract, for example, I would urge you to call Fidelity.  There’s a 

lot of intricacies, as I’m sure many of you are gathering, from what we’ve 
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discussed so far, in terms of, you know, what happens if a contract has a value 

at expiration, what if I want to exercise a contract early?  These are all 

processes that we can walk you through, and that do require a phone call.  So 

if you just pick up the phone and call our trading desk here at Fidelity, we can 

review all of your options, and you know, either exercise or educate you on 

why it might not make sense to do so.   

 

Assignment’s a little bit different.  So, I’ll just kind of spend a moment or so 

here on the assignment process.  Again, a question that comes up frequently 

is, you know, how do I know if I get assigned?  Well when you think of what 

assignment represents, it’s going to -- the end result to you is either going to 

be selling shares of the stock or buying shares of the stock.  And so, for all 

intents and purposes, you know you’ve been assigned once you see that 

transaction in your account history.  Now, in cases where, you know, only so 

many of the outstanding contracts are assigned, Fidelity uses a random 

process.  Much like the Option Clearing Council does for, to choose a broker 

to assign, we use a very similar process internally.  So, there’s no way to know 

ahead of time if you’ll be assigned, but at expiration, we can certainly walk you 

through the likelihood of that scenario. 
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Edward J. Modla: Yeah, it’s really important to understand both of those, and you 

know, as you said, the communication lines are important, buyers have rights 

to exercise, sellers don’t have any rights, they have obligations, and are 

assigned at the discretion of the option buyer.  I’m just going to spend just a 

second here, with respect to early exercise, it’s rare to see options exercised 

early.  We’ll see why in just a minute, but most often, the circumstance that 

precedes an early exercise, or would trigger an early exercise in assignment is 

upcoming dividends.  Call holders are not shareholders.  They don’t get paid 

dividends.  That might be a motivation.  Again, more on that later.   

 

I do want to transition now and spend some time talking about option 

premium, and pricing, and where it comes from, but first I have to define the 

moneyness of options.  What does that mean?  A very simple concept, but you 

have to have a firm grasp of this if you’re going to understand option 

premium, and be able to evaluate the quotes you see on your platform when 

you’re trying to decide which option do I want to buy or sell, and is this 

premium amount a fair cost in either direction? 

 

So first, with calls, and moneyness works the same way with calls and puts, I’ll 

do both of them.  First, calls.  And the way I would describe this is an option is 

in the money if the buyer or the owner of the contract owns the rights to 
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execute a transaction in shares of stock at a better price than the open market 

is currently affording.  In the case of calls, buyers have the right to buy shares 

of stock, per -- an equity call buyer has the right to buy shares.  If their right is 

at a strike price below the stock, at these green prices here, it’s in the money.  

A 40-strike price gives the buyer the right to buy shares at 40, that’s lower than 

50, that’s better than 50, so it’s in the money.  And then you can also do the 

quick arithmetic, it’s in the money by $10.  Right?  You would expect that this 

option is going to cost at least $10, and here we’re looking at these green 

strikes, at least $10.  If I’m going to have the right to buy shares at 40, and the 

stock is already at 50, I’m not expecting to be able to buy that option for less 

than $10.   

 

Now on the other side, you have, you know, out of the moneys, at the moneys 

I’ll go to last, a call option is out of the money if the owner has the right to buy 

shares at a worse price than they could get in the open market.  If you’re 

buying a stock, a call option strike price of 60, you have the right to buy shares 

at 60, you can go ahead and buy open shares in the market at 50, so that’s an 

out of the money option, and you would expect to pay a premium amount 

that’s consistent with the possibility that this stock moves and the option goes 

in the money, and starts to develop further and further premium there.  That’s 

the difference between in and out of the money options.   
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At the money is very simple.  It’s when the stock price and the strike price 

equal each other, and I might say more than once, at the money is a relatively 

vague term.  At the money means this area of around the stock price, by 

definition, is when they’re equal to each other.  But in practice, when people 

and investors talk about at the money options, they’re largely talking about the 

strike prices closest to stock price.  But by definition, it’s when they’re equal to 

each other. 

 

Put options, same definition, opposite direction.  An in the money put option 

is one where the put option holder owns the right to sell shares at a better 

price than the open market is affording, with the strike price above the stock 

price.  If I buy the April 60 put, I own the right to sell shares at 60.  If the stock is 

at 50, I’m going to pay at least $10 there for that options contract.  It’s in the 

money, and it’s in the money by $10.  Same definitions for at and out of the 

money, the owner of the 40 strike put owns the right to sell shares at 40, that is 

a worse price than the open market is offering at 50, it’s an out of the money 

option, any premium here is to account for the possibility of movement.  That’s 

what moneyness is in -- it’s a method for characterizing where this option sits 

when comparing its strike price to the stock price.   
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Now, let’s get into option premium.  In its most simple and basic form, option 

premium can be broken up into two pieces.  That’s all you need to know.  

Intrinsic value, and time value.  First, let’s look at intrinsic value, which is 

defined as the in the money amount.  We just walked through those examples.  

First of all, is the option in the money or not?  If it’s not, then there is no 

intrinsic value.  It’s zero.  If it is an in the money option, how far is it in the 

money?  How deep is it in the money?  Is it $5, $10, $15?  Make that 

calculation, whatever that number is, is the intrinsic value.   

 

Time value is all of the premium in excess of intrinsic value.  An in the money 

option with a value of -- an intrinsic value of 5 that is trading for $5.20 has a 

time value of 20 cents.  An out of the money option that’s trading for $1 has 

time value of $1.  It’s premium above and in excess of the intrinsic value.  The 

time value portion of the contract is the value that is going to decay, with each 

passing day, options naturally erode.  And that’s due to less time until 

expiration, less possibility for movement, and time decay is the portion that 

decays, not the intrinsic value.  Once you reach expiration, there is no time 

left.  Time is zero.  There’s no more days.  The stock can’t go anywhere, we’ve 

reached expiration day.  The only value left is the intrinsic value, if any.  And 

that’s that final value.   
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If the option has intrinsic value, then it would be exercised on expiration day, 

for example, to tie in with that exercise explanation.  Will my option be 

exercised if I don’t communicate with my broker?  Well if it has intrinsic value 

and you don’t communicate with your broker, the answer is yes, and that 

intrinsic value is calculated as whether or not it’s in the money when 

comparing the last traded price on expiration day, on a major exchange during 

regular trading hours, to your strike price.  Does not include after hours 

activity.  Get those big moves after hours, you don’t want to exercise your 

option, got to reach out to your brokerage firm and do that manual instruction. 

 

At expiration, only intrinsic value exists.  It’s really helpful to visualize this, 

which is what we’re going to do here, looking at the total of option premium, 

again, broken down into the two pieces.  First, the intrinsic value, which is a 

comparison of the stock price versus the strike price.  Strike price is fixed, we 

know what that is.  The stock price is moving.  This is the variable.  Intrinsic 

value is sensitive to stock price movements, not time decay.  It’s sensitive to 

stock price movements.   

 

The other piece, time value, is sensitive to a number of different factors, most 

notably the time, or days to expiration, and the volatility assumption in the 

market.  What does the market perceive volatility being in this stock between 
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today and expiration?  There’s other factors as well.  Interest rates and 

dividends affect time value, and they’re also variables, interest rates don’t 

change very often.  But they’re relevant.  The cost of money is important when 

pricing options, if you buy a call option, you’re not spending money on shares.  

You can earn the risk-free rate on the money you hold in your account, if those 

rates go up, then the value of the call goes up, you’re willing to pay more to 

keep cash in your accounts, interest rates matter.  Dividends at the very least 

affect the future price of the stock.  When a stock goes ex-dividend, we know 

the price of the stock is going to drop.  If dividends are changed or removed, 

we’re seeing a lot more of that in today’s environment than perhaps you’ve 

ever seen before in your trading career, that changes the future forecast of 

where the stock’s going to be trading.  So, interest rates and dividends play a 

role, but here are the two dominant factors.  Time to expiration, which is 

constantly changing, and the volatility assumption moving forward.  This is 

going to look a lot better, and it’s going to be a lot more interesting on the 

Fidelity platform, when we showcase this on the demo, which is exactly what 

we want to do.   

 

But before we get there, and we’ll also see some other things on the demo, 

and I want to define a few of those first before pulling that up, which is this 

concept of delta versus theta.  And what does that mean?  And I often say 
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when it comes to the Greeks, if you’re evaluating an option contract’s price, 

and thinking, whether you’re buying or selling, you know, does this price look 

too high?  Does it look too low?  What kind of stock move do I need to get to 

be profitable here?  You’re doing a Greek analysis, whether you know it or not.  

Just those simple questions that you’re asking yourself are analyzing Greeks.  

Right before delta, let’s talk about volatility.  There are some important 

differences between stocks and options.  First of all, if you own options, you’re 

not a shareholder.  You don’t have voting rights; you don’t get paid dividends.  

Options expire.  So, you might be bullish or bearish, you trade an option 

instead of stock, but you have an expiration date that’s lingering out there.  If 

you buy shares of stock, there is no expiration date.  So, timing on the move is 

critical, and also this concept of volatility.  Market volatility.   

 

There are two types of volatility.  Historical and implied.  Historical looks 

backwards.  If this is today, historical looks back on what the stock has done in 

the past and calculates an annualized percent volatility of those stock price 

movements.  You can choose for yourself the duration of the sample size of 

historical volatility.  Maybe you want to look back at the previous 10 days, or 30 

days, or 90 days, and track either short-term movements, or longer-term 

movements.  But it’s backwards looking.  Factual.  You can calculate historic 

volatility.   
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Options will consider what’s happened in the past, but are more concerned 

about what’s going to happen in the stock between today and expiration 

date?  That’s how you would price an options contract, just because it was 

volatile in the past, or it wasn’t volatile in the past, does not mean that a 

different circumstance may occur in the future.  So implied volatility, by 

definition, is the volatility level to justify an options contract.  Or in more 

simple terms, it’s the volatility level that the options market is expecting to 

witness in the stock between today and expiration date.  The easiest example 

to highlight this, if you look back at the last 10 days of historical volatility, you 

might see no movement at all.  But what if there’s an earnings announcement 

lingering out here a week from now?  Options are going to be priced with the 

expectation for quite a bit more move in the future than you had in the past.  

So, while historical is important, relevant, and you can use it to determine 

implied to some extent, they’re very different.  Options use implied volatility.   

 

Now let’s look at the Greeks.  And as I define delta, I’ll be curious to know what 

Mike hears, and what he talks to clients about with respect to delta, as the 

stock moves, the option price is going to change.  Delta is trying to forecast 

the expected change in an options price for each one-point move in the 

underlying stock price.  As the stock moves, how much is the option going to 
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move?  Remember our moneyness conversation.  Deep in the money options 

have high deltas, approaching 100 percent, or 1.0.  Those are the same thing.  

Out of the money options have low deltas, very quickly.   

 

Perhaps the best way to understand a lot of this concept, so you know, maybe 

relax your mind for a second, one of the learning tips that I was given early in 

my career was when you’re trying to understand a concept or answer a 

question, perhaps the easiest way to do that is to think of an example and 

push the example to an extreme unrealistic level.  Don’t think of a realistic 

situation and try to answer the question.  Push it to an extreme, and then those 

answers become a lot more clear.  If we have a stock that’s trading at $200 a 

share, and the in the money call option, pushed to an extreme, might be say a 

strike price of 50, it is deep, deep in the money, it’s $150 in the money.  If the 

stock goes from 200 to 201, I’m going to expect this option to also change 

from 150 to 151.  It’s going to move one for one, that makes perfect sense, its 

in the moneyness is changing by a full dollar.  So, we’d expect the option price 

to change lockstep with the stock.   

 

On the other hand, if the stock’s at 200, again, pushed to an extreme, strike 

price of the call is $1,000, that’s the strike price, worth nothing, if the stock 

goes from 200 to 201, that 1,000 strike call isn’t going to go anywhere.  It’s out 
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of the money, it’s far out of the money, the value’s not going to change, and 

that delta is very close to zero.  That’s moneyness and deltas, now let’s look at 

calls and puts.   

 

Calls have positive long delta.  As we said before, there’s different definitions 

for long and short.  Long an options contract means you bought it.  Short an 

options contract means you sold it.  With respect to deltas, long and short take 

that more traditional definition of market direction.  Calls have positive deltas, 

because of this positive correlation between the stock price moving up, 

influencing the call price higher, higher and higher.  Stock price moves down, 

influencing the call price lower.  If you buy a call option, you’re long the 

option, and you have purchased long deltas.  That’s also synonymous with a 

bullish position, long the option, and long the market with respect to your 

delta position.   

 

Selling calls is going short the call contract and selling long deltas to someone 

else.  If someone else is buying the long deltas from you, then you are taking 

on a short delta position.  Short calls are short delta.  And that is the directional 

definition attached to deltas.   
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Now try and stay with me as we go through puts with the same exact approach 

and definition.  Puts have a negative correlation, as the stock moves up, we 

would expect put prices to be influenced down, and the opposite’s true, when 

the stock drops, we expect put prices influenced higher.  So negative deltas, or 

short deltas, if you buy a put, you’re purchasing short deltas.  And if you sell a 

put, you’re going short the contract, but selling short deltas to someone else.  

You’re going long deltas.  Try and separate those terms, long the option, in 

this case puts, actually is a bearish trade.  Because you want the market to go 

down to profit, short delta.  Selling puts is shorting the put option but taking 

on long deltas.  A market rally’s going to work in your favor as what you sold 

decreases in value.   

 

Could take a little time, and a few times through, you know, Mike, what do you 

think?  Is this too much to get through, or you know, do you think this is logical 

for most investors to understand?   

 

Michael Ruger: Yeah, it’s a great question Ed, and I think it’s, you know, for any 

investor who’s interested in trading options versus just, you know, selling a 

covered call, or selling a cash-covered put, and holding it until expiration, I 

think a basic understanding of the Greeks, and especially delta, are critically 

important, to be candid.  You know, I think it’s helpful to kind of go through 
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the, what I often refer to as kind of the academic explanation or interpretation 

of delta, and I think we’ve done that, right?  You know, the academic 

explanation is, delta captures the sensitivity of the option to a $1 price move in 

the stock.  If we kind of take it a couple of steps further though, you kind of, 

you know, started down a couple of paths that I think are really helpful in kind 

of painting a picture of, you know, real-world application, rules of thumb, if 

you will, in terms of how to use this information.   

 

So, on the earlier slide there, you mentioned that deltas range from, you know, 

zero to one, or in the case of bearish strategies, zero to negative one.  And you 

know, I think that’s really important, a really important concept to grasp.  The 

first piece of that being, for a bullish strategy, you have positive deltas.  And if 

you’re bearish on the stock, and therefore using bearish option strategies, you 

have negative deltas.  So, when you think of the way these percentages work 

out, low deltas, these are out of the money contracts near zero percent, high 

deltas, deep in the money contracts near 100 percent.  I know a lot of traders 

use this as -- and I want to be clear, this is not an exact calculation by any 

means, but a lot of traders use this as a, you know, a rough measure of 

probability, if you will.   
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Which is to say, when I see the delta of an option contract at 100, what does 

that mean?  And when I say 100, we could also say 1.0.  You know, what does 

that mean?  Well it’s the market is pricing that option to reflect that there’s 

roughly 100 percent chance that come expiration, that contract is going to be 

in the money.  Right?  And similarly, out of the money options, if I have a $50 

stock, and I’m looking at $100 call option far out of the money, the delta’s 

going to be 0.  From a probability standpoint, it’s the market’s way of saying 

there’s a roughly 0 percent likelihood that the stock is going to reach that price 

prior to expiration.   

 

So we’re going to be, to your point, looking at an option chain momentarily, 

and I think it’s helpful to kind of see the numbers in context, but I love that 

application of being able to look at the option chain, see the delta figure, and 

just in the back of your mind, get a good sense of, you know, what’s the 

market pricing in, in terms of the likelihood or the probability that, you know, 

that price point will be met before expiration?  So again, it doesn’t take away 

from the real interpretation or application of delta, in terms or price sensitivity, 

but it’s just another way to use that, you know, I find investors have a lot of 

success with, in terms of building out their strategies.   
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Edward J. Modla: Yeah, you’re absolutely right.  I learned that alternate definition as 

well, that the delta somewhat, not an exact science, but somewhat forecast 

the likelihood of the option expiring in the money, and it could be used by 

some investors as a guide or a starting point when they select strike prices.  

You’ll often hear investors say, I like to sell 30 delta options, or I like to buy 60 

delta options, different things like that.  And it could be used quite usefully to 

select your options strike price and execute a trade.   

 

I want to get to the demo, but I’m going to spend just a minute on theta.  This 

is a little easier perhaps to understand, a lot of investors are familiar with the 

option value sensitivity to time, and the fact that options decay over time.  

Theta is an attempt to measure that, just as delta’s an attempt to quantify and 

measure the type of sensitivity that an investor would want to know anyway, 

when the stock moves, how much is the option going to move?  You’re going 

to want to know that.  Delta attempts to capture that, same thing here with 

theta.  With each passing day, how much decay is this option going to 

experience?  Theta is an attempt to forecast that to the investor.  How much 

might this option decay with the passage of one day, expressed as a dollar 

amount, representing cash amount, or premium amount per option, and it’s 

represented per calendar day, not trading day.  That means it’s true, between 

Friday and Monday, three days of decay do come out of an options contract, 
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and if there’s no activity at all over the entire weekend, it’s perhaps possible to 

sell options on a Friday and see them trading lower on Monday, but there are 

some considerations there for anyone thinking hey, I can sell every Friday, and 

get three quick days of decay, it’s certainly not that easy, for a couple of 

reasons.  First of all, I would say you actually are taking three days of risk.  

Things can happen in this world from an economic, or military, or micro, or 

macroeconomic effect, that can affect the markets come Monday morning.  

So, you’re taking three days of risk for something to happen, and then 

reflecting back on my days in the trading pits, and as a professional, everyone 

knows the weekend is coming.  So, if the market is quiet, and there’s the 

perception that it might be quiet over the weekend, as a market maker and a 

professional trader, I certainly wasn’t willing to buy up options all Friday 

afternoon.  I was lowering those prices and ticking down my days to 

expiration.  You know, largely, you know, Friday late morning, early afternoon, 

and I was looking at theoretical values that more represented days to 

expiration as there would be Monday.  So, it’s just, it’s not so easy to take that 

approach, but it’s possible to sell options and capture quick decay.   

 

And like all other Greeks, theta assumes price as a factor is constant.  Maybe 

the most widely talked about aspect of theta is the rate of decay, and here we 

have it, won’t spend too much time here on in the money options, who have 
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very little time value, you see more of a linear decay for in the money options, 

but at the money options, this is where you have that aggressive turn of the 

acceleration of time decay for at the money options, and this level here might 

be around 40 days, I didn’t put a number on it, because different educators 

may say different things, 35, 40, 44, many different numbers.  But right around 

that 40-day mark, options start to decay more quickly, and that rate of decay 

increases all the way through expiration day.  You’re not going to get any 

faster rate of decay than you will see on expiration day as time value goes to 

zero.   

 

So, the trick, whether you’re a buyer or a seller, is to find the best spot for you.  

If you’re a buyer, you want enough time to let this option work in your favor, 

without suffering from time decay.  If you’re a seller, you want time decay, but 

you also want enough premium to make it worth your while.  If you wait all the 

way here, then the actual premium you receive may not be worth taking on 

those obligations.  It’s really a mixture of those two, getting time, evaluating 

the premium, and executing your trade at the best spot for you along this 

curve, but just important to know that those at the money options are not 

linear.  You can find all of these things, delta, theta, and others, including 

volatility, on the platform on the demo, and Mike, I think it’s a good time to 

take us there. 
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Michael Ruger: Yeah, absolutely.  So, let’s go ahead and shift gears a little bit here, 

I’m going to take over the screen share, and actually pull up Fidelity.com.  Now 

as many of you know, options, information can be accessed, and trading can 

be done through a few different platforms here at Fidelity.  We’re going to be 

using Fidelity.com for today’s demonstration.  One thing I do want to mention 

is we are going to be looking at some real-world examples, so just worth 

noting, you know, these are for illustrative purposes, you know, not a 

recommendation of any transactions.  But let’s go ahead and take about five 

minutes here to review really the basics of the option chain, to access some of 

this information.     

 

So, let me go ahead and open up Fidelity.com here, and we’re going to jump 

right to the option chain.  And I’ll show everyone how to get there.  So, to 

access this page, it’s actually quite simple, if you’re logged into your Fidelity 

account, you just come under news and research, and then click on options.  

And the default page here will be for the option chain.  And so as you can see, 

nothing’s going to come up, but if we just type in a symbol, we’ll just use SPY 

here, what the option chain is going to provide you with is what I often joke 

about, it’s a giant data table.  For anybody who works with data, who loves 

data, you’re going to love option chains.  What it’s really showing you is all of 
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the combinations of strike prices and expiration dates for the underlying 

security, so in this case, SPY.   

 

And so, if we dive into the option chain a little bit, I would say from a 

navigational standpoint, the most important things to be aware of, number 

one is, you have all of these expiration dates running across the top, all the 

way from August 21st you know, going out a couple of years here, right, 2023.  

And then the center column is kind of what I used as a reference point, your 

strike price.  Now again, I’m not going to belabor the date we’re looking at 

here.  But I do think it’s important to demonstrate, make sure everyone is clear 

on how to access some of those key valuable metrics that Ed provided us with, 

notably the delta and the theta.   

 

So, at the top of the option chain, we have a small settings link here.  And so, 

as we can see, I don’t have any of that data on my screen right now, so I’m just 

going to go up to the settings, and we can adjust a number of the settings 

here, but I’m just going to add a couple of columns, a column for delta, and a 

column for theta.  Okay?  Now the other item that I would suggest is the 

histogram, and I’ll explain more about this here momentarily, but if we just 

turn that on, and save the settings, you’re going to have the same display that 

I’m looking at right now.  And so, we’ve got our strike price down the middle, 
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and your typical option chain layout is going to be your call options on the left, 

so what that means is all of this data, everything to the left of the strike price, is 

giving us pricing and market information for call options.  And then on the 

right side, everything to the right of our strike price is giving us pricing and 

market data for the put contracts.   

 

And so here we’re looking at again, August 21st expiration, strike prices 

between 3.19 and 3.28, and to illustrate the concept that Ed presented earlier, 

as we look at the delta column, we see that it goes down, right?  So, at the 

3.19 strike, which is our in the money strike price, in the money by about $4.50 

here, our delta is 0.61, 61 deltas.  And as we go out of the money, that goes 

down to 39.  So, you see that relationship as it ranges from one all the way 

down to zero.  If we were to look even further in the money, we would have 

deltas of one, if we go way out of the money, it would be down to zero. 

 

And conversely, if we looked at the put options, you’ll see that the deltas are 

designated in negative terms.  So, the same relationship exists, when we look 

at the in the money puts, we see the deltas up around 60, and out of the 

money down around 39.  Right?   
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The theta is much the same.  So, I guess the most common question that I see 

arise around theta is, you know, how do I kind of take this and apply it to a 

dollars and cents basis here.  Well, we know that options lose value as time 

passes.  Ed has already educated us all that the theta kind of captures that in 

dollars and cents.   

 

So, everything we’re looking at is on a per share basis, I guess I would think of 

it.  Meaning that when we see a theta of, you know, let’s just call it 15 here, 

0.15, that’s 0.15 times 100.  And so, if everything remains the same, the price 

doesn’t move, the volatility remains unchanged, all we’re doing is flipping the 

date on the calendar, each contract we’re looking at here is losing 15 cents per 

share times 100, this contract would lose $15, essentially.  Meaning if I owned 

this contract, which is valued at roughly $750, and I flip the calendar from 

today to tomorrow, it’s going to be worth $15 less.  All right?  So again, really 

valuable information.   

 

But before we do wrap things up, we’re going to open it up to some questions 

and answers here.  Before we dive into that… if you do want to pursue 

additional education, guidance around options trading, options concepts, I 

would strongly urge you to play around under our Learning Center.  News and 

research, Learning Center, this is where we compile all of our curated 
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educational resources, from upcoming events, classes for beginners, we’d love 

to have you take in some of that education.   

 

So, with that, let’s go ahead and spend the last few minutes here on a number 

of the questions that we’ve had come in.  So, the first question, perhaps the 

most common question here, if you own a call that’s in the money at 

expiration, but you don’t have enough cash in your account, what happens?  

So again, owning a call that’s in the money where you have the right to buy the 

shares, but you don’t have enough cash in the account, what happens?  So, 

Ed, perhaps you could kind of take that and talk a little bit more about the 

options you have with expiring contracts?   

 

Edward J. Modla: Yeah, yeah.  So from a general perspective, if you don’t have the 

cash in your account, of course that poses a problem, and it could be handled 

differently, you know, you could have a risk management team that forces you 

to close out that option.  If you don’t have the ability to exercise, or if you have 

a put option, and it’s in the money, and you don’t have the ability to short that 

stock, then you may be in a position where you’re forced to close, or having 

your firm close that position out on your behalf, or possibly having a position 

you’re not authorized to have in your account.  It’s an excellent question to 

have, and again, going back to those communication lines with your brokerage 
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firm, you know, what is my firm going to do if I have this call option, and I don’t 

have the cash, it’s in the money, are they going to trade me out before the 

closing bell?  Are they going to call me and let me do it myself?  That’s 

certainly information you want to have directly. 

 

Michael Ruger: Yeah, and I think to Ed’s point, definitely a position you want to be 

aware of, knowing how much cash you have in the account, can I afford to buy 

these shares?  In my experience, if there’s any concern there or any question 

there, it’s usually a good opportunity to, you know, just sell the option 

contract, as opposed to letting it go right up until expiration.  You know, again 

you kind of capture all of -- any intrinsic value simply by closing out of the 

option contract and avoiding the whole exercise process.  But if you do have 

questions on a specific position, by all means feel free to call us and we can 

certainly walk through your options with you.   

 

What are the fees for options trading?  So, I’ll take that one.  The fees are 

pretty standard, pretty basic here at Fidelity.  So, we don’t charge any 

commission, there’s no, you know, used to be $4.95 a trade.  For options 

specifically, the only charge that you would have is a per contract charge of 65 

cents a contract.  And so, if you think of kind of your standard trade, if you’re 
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trading one contract, your total commission on that trade would be 65 cents.  

If you’re trading 10 contracts, the total commission on that would be $6.50.   

 

Final question I have here, how does the dividend impact the option 

premium?  So, Ed, I know we touched on dividends earlier, perhaps we could 

take a minute or two and address how dividends impact the premium?   

 

Edward J. Modla: Yeah, it could be a rather lengthy answer, so I’ll just give the, you 

know, the quick summation.  First of all, we’re talking about regular scheduled 

dividends that are known, as opposed to a special dividend, which is a 

completely different story.  But for a known scheduled dividend, say on a 

quarterly basis, the market knows that the stock price is going to drop by the 

dividend amount on the ex-dividend date.  And options are priced using that 

forward looking analysis.  So if we know the price is dropping at a certain date 

in the future, then call options and put options will be priced to reflect that 

future expected date, or the future value of today’s stock price, which is going 

to be affected by dividends.  Now it can get into a really lengthy answer when 

you discuss call options and the possibility of early exercise, which then affects 

that analysis a little bit.  The pricing models can account for when early 

exercise is in the best interest of the option holder, and then increase the 

value of the option to its intrinsic value, that throws off that calculation.  Very 
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quickly, the options market knows the future value is going to change, and 

dividends play a role in that future value.   

 

Michael Ruger: Yeah.  Yeah, no free lunches when it comes to dividends and 

options.  Perfect.  Well again, I know we’re at time here.  But I do want to thank 

you again Ed for joining us, and providing your expertise and input educating 

our clients.  So, with that, thank you everyone for joining us this morning.  If 

you do have any questions, would like further education and support, please 

reach out to Fidelity, whether calling our customer service group, or reaching 

out to your local financial consultant, we’re always happy to provide additional 

education, guidance, and support around your option trading endeavors.   

 

END OF AUDIO FILE 
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