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So What’s Your Troubles with Options
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 Neither Enhance Your Options Pty Ltd, nor any of its affiliates, directors or
agents are a financial advisory service, nor a registered financial advisor and
does not provide financial advice whatsoever in any financial products.

 You understand and acknowledge that there is a very high degree of risk
involved in trading securities and derivatives.

 In particular, trading leveraged instruments such as Futures, Contracts for
Difference or Spread Betting can amplify the losses as well as gains achieved
due to market price fluctuations and you may lose more than your original
investment.

 All methods, techniques, charts or analysis presented in this presentation are
for educational purposes only.

 The information provided should not be construed in any way as a
recommendations to buy or sell any financial instrument. You should always
consult with your registered financial advisor and tax advisor to determine the
suitability of any investment to your particular financial situation.

 Enhance Your Options Pty Ltd and its affiliates, directors or agents will not be
held liable or responsible for your investment decisions.

 You agree not to re-publish, re-distribute or share any information from this
presentation, or the enhanceyouroptions.com.au website.

 Paul McLaren

 Enhance Your Options Pty Ltd © 2019

 ACN 602983255; ABN 94602983255
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Disclaimer
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Session Outline

“If the key to developing a new skill follows 
successive stages of attitudes and perception, 
education and learning and finally action and 
implementation, then hurdles and obstacles at any 
stage will hinder, if not halt successful progression. 
These stumbling blocks will need to be overcome for 
advancement to be made.”

Attitudes and 
Perception

Education and 
Learning

Implementation
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Why Options:
Limited Risk
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Why Options:
Leverage
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Options Perception - Dealing with the myths

• Most options expire worthless

• Options are risky

• Options are for expert traders

• Options are complicated

Options education – Dealing with the confusion

• Is there an inherent problem with the way options are taught?

• Do some who teach options suffer from the Curse of Knowledge?

• How well does Technical Analysis and Options Trading integrate?

Options trading – Dealing with the common mistakes

• The 8 most common mistakes of options trading.

• Cognitive biases with options trading
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Session Outline



The x Common 
Myths about Options



10 Common Myths About Options

Copyright © 2011 Chicago Board Options Exchange, Incorporated. All rights reserved.



Myth Number 1 – Options are only for speculators

 Reality – Many professionals use options for portfolio protection.

 Options may be used as insurance policies.

 Options make investors think differently.
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CBOE The Options 
Insititute:
10 Common Myths 
About Options



Myth Number 2 – Options are risky because they use leverage

 Options may be used in non risky ways. The key is capital management.
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CBOE The Options 
Insititute:
10 Common Myths 
About Options



Myth Number 3 – Options are only for short term trading.

 Options may be used with a long time horizon.

 Many stocks have options with well over a year until expiration.
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CBOE The Options 
Insititute:
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About Options



Myth Number 4 – 90% of options expire with no value

 The majority of option contracts are closed out before expiration.

 Less than 10% of options assigned.

 About 20% of options expire with no value.

 About 70% of options positions are closed out before expiration.
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Myth Number 5 – Only sellers of options make money

 As noted in Number 4 more contracts are closed out before expiration.

 The truth is option buyers and sellers can profit from option trading.

 If only sellers made money,  there would be no buyers.

 With no buyers there would be no market.

 Buyer Strategy – Little loss, little loss, little loss, Big Gain!

 Sellers Strategy - Little gain, little gain, little gain, Big Loss?
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Myth Number 6 – The market makers can not be beat.

 Market makers trade as arbitrageurs.

 Their primary function is to provide liquidity to the marketplace (??) 

 XYZ Apr 40.00 Call – Bid 0.90 Ask 1.00 
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Myth Number 6 – The market makers can not be beat.
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Insititute: 
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About Options

Bid Ask Spot Spread

$0.900 $1.000 $40.00 0.25%

$0.240 $0.315 $7.50 1.00%

Underlying Share 
Price Delta Price Movement

Underlying Share 
Price

Share Price 
Movement %

$7.57 100% $0.15 $7.72 1.98%

Ask Sold
Option Price 
Movement

$0.315 $0.50 $                   - $0.315 0.00%
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Myth Number 7 – Covered calls force you to sell winners and hold losers.

 Stock may be called away if price is higher than strike.

 If called away shares may be repurchased.

 Short call option may be covered to avoid assignment
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Myth Number 8 – Trading options is a zero-sum game

 Options may be used as insurance policies.

 They are more like risk management tools than trading vehicles.

 Originally designed as insurance or portfolio protection.

 If you don’t claim on your Life Insurance, did you lose and the Life Insurance 

underwrite win? 

◦ Hindsight Bias
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Myth Number 9 – Selling puts is risky.

 “Put selling has been shown to be an excellent method of owning stock”.

 Through selling puts an investor takes on the  obligation to buy shares.
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Myth Number 10 – Option positions must be constantly monitored.

 Built in trading loss guarantee if net long.

 No need to worry about stop losses.
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 The complexities of options

 The curse of knowledge

 The way related concepts are presented in a disparate, 
counter-intuitive way

 The payoff diagram, what it tells you, what it doesn’t, and 
how it misleads you

 The number of strategies

 When to use a Broken Wing Butterfly?
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Common Issues 
with Learning 
Options



 The curse of knowledge or why so many university academics are bad 
lecturers. 

 The more familiar people are with something, the harder it is to put 
themselves in the shoes of someone who’s not familiar with that thing. 
They can’t unlearn what they have learned, and can’t see it with fresh 
eyes anymore. 

 They have a much harder time explaining the basics to people who are 
new to the subject…

◦ because you can’t remember what questions you had when you 
were new to the subject.

◦ Can’t remember how difficult it was to grapple with some concepts
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 In 1990, Elizabeth Newton, a Ph.D. candidate at Stanford University, 
conducted a study to see how people’s confidence in their 
communication differed from reality.

 Participants were divided into two groups: tappers and listeners.

 Each tapper was partnered up with a listener. 

 Tappers were told to pick a well-known song such as “Happy Birthday” 
and tap out the rhythm on the table.

 The listeners were asked to guess the name of the song. 

 But first, the tappers were asked to predict how often the listeners 
would be able to guess the song.

 The tappers were confident. They expected the listeners would 
recognize the song about half of the time.

 Yet of the 120 songs tapped, the listeners only guessed 3 songs 
correctly.

 The tappers could hear the melody in their head, but the listeners 
could not. 

 The tappers’ knowledge of the song caused them to miscalculate the 
listeners’ comprehension.
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Greeks

Historical Price Chart
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Options Pricing Model
• Black-Scoles
• Binomial

Spot Price of 
Underlying 
Asset (S)

Strike Price (K)

Time until 
expiration (t)

Risk-Free 
Interest 
Rate (r)

Historical 
Volatility

(HV)

Dividend 
Yield (D)

Delta – Change in Underlying

Gamma – Change in Delta

Vega – Change in Volatility

Theta – Change in Time

Rho – Change in Interest Rate

Implied Volatility 
(IV):

Theoretical Price 
= Market Price

Option Behaviour – Single Leg

Option Valuation 

– Single Leg

Payoff Diagrams
• At Expiry
• Prior to 

Expiry

Options 
Valuation 

Plots  
Intrinsic / 
Extrinsic 

Value

Option Trading – Multiple Leg

Position Delta

Position Gamma

Position Vega

Position Theta

Position Rho

Theoretical
Practical

Trade 

Management

Position Size
Trade Entry

Trade 
Management

Technical Analysis

Select:
Strategy

Expiry Date
Strike Price

Market 
Outlook

Market 
Volatility

Risk 
Profile

Underlying 
Instrument

Historical 
Price 
Data

Moneynes
s

Time 
Decay 
Plots

Options Market 
Price

Bid Ask Spread



26

Presently

Underlying Price

Time

Underlying PriceUnderlying Price
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1. Framing effect – scaling of payoff diagram affects risk-reward 
perception

2. Key determinant of a profitable options trade is the instrument

➢ Market Outlook – Bullish, Bearish or Neutral

➢ Volatility – High or Low

3. Shows only possible outcomes, not probable outcomes

4. Implies in the absence of other information, that all outcomes are 
equally
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The Traditional
Options Payoff 
Diagram
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RoToR Payoff 
Diagrams®

Payoff Diagram At 

Any Date Prior to 

Expiry

Historical Price ChartPayoff Diagram At 

Expiry

Time DecayOption Value: Fixed StrikeOption Value: Fixed PricePosition Greeks: Total Vega

Moneyness

Intrinsic & Extrinsic Value

Option Leg Greeks: Call & Put 

Delta

Underlying Price



Option 
Strategies



Long Underlying



Short Underlying



Long Call



Long Put



Long Straddle



Short Straddle



Bull Call Spread



Bear Put Spread
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The x Most 
Common 
mistakes 
with options



 Overcomplicating Trades with too many legs – sometimes same 
risk reward ratio can be obtained with less (long) legs.

 Ignoring the greeks

 Ignoring volatility

 Incorrectly selecting the expiration date

◦ Share prices go up the stairs

◦ Down the elevator

 Overleveraging your trades

 Buying options because they are "cheap“

◦ Delta is the probability of a trade finishing in the money

 Endowment Effect – Covered Calls – being happy to sell a stock at 
a price and then changing your mind.

 Not legging in complex trades

 Being net short

 Staying in a written option that is a loss

 Holding on to a short trade till expiry
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Most Common 
Mistakes:



Low Volatility

Long Calls

Long Straddle

Long Puts

Strategies for Market Direction, Volatility and Time

High Volatility

Short Puts

Bull Call Spread
Bull Put Spread

Short Straddle

Short Calls

Bear Call Spread
Bear Put Spread
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Long Underlying

Short Underlying

Market Outlook

Bullish

Bearish

Neutral 

/

Birdirectional

Common Mistake: 
Overcomplicating 
Trades
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Common Mistake: 
Buying on the first 
bounce
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 Local Laws and Customs - Shariah Law

 Local Trading Restrictions

 Illiquid, unsophisticated exchanges
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Local Issues



 Looking for participants
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Research on 
Options
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Thank You
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