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Part A
The what and why of options
Welcome to the exciting world of options trading with easy-forex. This guide will introduce you to
option trading and show you why this multidimensional product is so popular among traders. By the
end of this guide you should have the knowledge you need to start trading on our flexible options
platform powered by optionsReasy™.
Options can be used to speculate on a variety of market characteristics e.g. future exchange rates,
price volatilities. You can buy options and speculate that the price of the underlying asset will rise or
fall; or you can sell an option strategy looking to profit from decrease market volatility. Currency, or
forex, options are one of the best ways traders can protect themselves from undesirable moves in
exchange rates. Traders will hedge against loss or open trades by trading options.
An option gives you the right but not the obligation to buy or sell an underlying asset at a specific time
at a specific price in the future.  The specific price agreed is the strike price and the underlying asset in
our case is the currency traded.
Of course to buy an option there must be someone willing to sell it and a price at which it is traded. The
buyer is called the holder and the seller is called the writer. For someone to sell you an option he will
demand a premium; this is the option’s price and this is what you are trading on our platform.
Keep reading to see what types of options exist and how you may profit or hedge your positions using
options.
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Types of options: Profit and loss scenarios
There are four types of actions when trading options, let’s take a look at them one by one:

Buy Call
Buying a Call gives the holder the right but not the obligation to BUY a currency pair at a specific date
and strike price in the future. To do so the holder has to pay a premium up front to the option seller and
will profit as the underlying price moves higher. Let’s look at the example below:
The holder buys the option to buy the euro against the US dollar in three months’ time at a strike price
of 1.3900 which has a premium of 10 dollars. As long as the price of EURUSD is below 1.3910 at
expiry, the holder has no incentive to exercise the option. On the other hand, if the price rises by expiry,
the holder is in profit as his position closes at a higher premium value.

The above graph shows the profit and loss at expiry for various spot prices. In this example, if the
option expires at 1.3940, the trader would be in profit of 30 dollars.
Now consider that even though the holder’s profit is unlimited, he is only risking the 10 dollars that he
paid as a premium. This small risk with unlimited profit potential is one of the key benefits of options
as a trading instrument.
A common question asked by first time option traders is: “What is the difference between the option
premium and the stop loss used in the spot market?” When the spot market touches your stop loss,
your position will be closed at a loss, while with options you have the ‘time’ dimension. You start by
paying a premium and you have as much time as you specify for your position to come into profit
regardless of how much the spot exchange rate moves against you. A unique benefit of our options
platform is that you don’t have to wait until expiry; you can close out your option at any time before
and cash out.
Keep in mind, when trading options you are trading the option premium and its fluctuation.
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Sell Call
The seller becomes the ‘writer’ of a Call option and would be required to honour the terms of the option
contract. He receives a premium up front. Let’s look at the example below:
The seller sells the option to buy the euro against the US dollar in three months’ time at a premium of
20 dollars and strike price of 1.39. As long as the exchange rate of EURUSD at expiry is below 1.3920
the seller will keep the premium. On the other hand, if the price rises above 1.3920 the seller will start
making losses since the spot price is higher than the strike price and the option seller would be required
to honour the terms of the option contract. The seller’s profit is limited to the premium received of 20
dollars but the downside risk is unlimited as the market moves against the seller of the option.

Buy Put
Buying a Put involves paying a premium to buy the right to sell. The holder of a Put option will have
unlimited upside once the spot price moves below the breakeven point.
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For example, the holder buys a Put option that gives him the right to sell the euro (EUR) against the US
dollar (USD) in the future at the strike price of 1.3890. Consider now that if the exchange rate at expiry
is above 1.3880 he would prefer to sell in the market, and not exercise his option. In this case he only
loses the 10 dollars paid as premium.
On the other hand if the price moves below 1.388, the holder can buy, for example, at 1.386 and still sell
at 1.389 making a profit of 20 dollars, when accounting for the premium of 10 dollars he initially paid.
With the easy-forex options platform you do not need to buy the spot. Instead the net cash is
incorporated directly into your account balance at expiry.

Sell Put
The seller becomes the writer of a Put option and would be required to honour the terms of the option
contract. The seller has to receive a premium up front. Let’s look at the example below:

The seller sells the option to sell the euro against the US dollar in three months’ time at a premium of
20 dollars at a strike price of 1.389. As long as the exchange rate of EURUSD at expiry is higher than
1.3870 the seller will profit from the premium received. On the other hand, if the price moves below
1.3870 the seller will make a loss since the spot price is lower than the strike price and the option seller
is obliged to sell the option. The seller’s profit is limited to the premium of 20 dollars but the downside
risk is unlimited as the market moves below the breakeven point.
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The Premium: How to price an option
The premium of an option is determined by a number of factors: the current exchange rate of the
underlying currency pair, the interest rates of the currencies involved, the volatility the currency pair
exhibits, the strike price and the amount of time until expiration. A change in these parameters will
change the premium of the option.
Now let’s look at some definitions of the factors mentioned above:
Expiration Date: This is the date, predetermined by the trader, at which an option contract expires.  
With the easy-forex options platform you can open or close an option position at any time before the
expiration date of the option. A longer expiration date means there is more time for the exchange
rate to move in either direction and in which time the option may come to profit. Therefore a longer
expiration will have a higher premium.
Strike Price: This is the price, predetermined by the trader, where the pair will be bought (in a call) and
sold (in a put).
Volatility: This is an important concept to grasp when trading options but it is not that difficult.
Let’s say that the EURUSD is trading around 1.3550 and the high and low yesterday were 1.3540 and
1.3560. Now suppose today it is still trading at 1.3550 but it traded as far up as 1.3570 and as low
as 1.3530. The range within which this currency pair moves has widened and thus its volatility today,
compared to that of yesterday, has risen.
The bigger the variation in the fluctuation of an exchange rate, the higher its volatility will be. The
higher the volatility, the higher the option premium will be. That is because the underlying currency pair
is likely to move a lot in either direction. Volatility itself is measured in standard deviations depicted by
the Greek letter sigma (σ).
Take a look at the two graphs below to get a feel of volatility.
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Time Value and Intrinsic Value
TIntrinsic Value: It is important to acknowledge that an option premium has intrinsic value and time
value. At expiry, the intrinsic value is simply the difference between the strike (the predefined rate) and
the spot (the current rate).
Time Value: This is the difference between the option premium and the intrinsic value of the option.
Even if the option may have a positive intrinsic value, as there may be a still a long time until expiry,
intrinsic value may be overshadowed by time value. If a trader opens an option contract with a long time
horizon, the premium will be higher as there are larger possibilities of the option expiring favourably. As
time to expiry decreases, then time value slowly diminishes.

Money-ness
In the Money: when an option contract has intrinsic value.
◾◾ A Call option is in the money when the strike price is below the current spot price
of the underlying currency pair.
◾◾ A Put option is in the money when the strike price is above the current market price
of the underlying currency pair.
At the Money: when an option contract has no intrinsic value.  Call or Put options are at the money
when the strike price is the same as the current market price.
Out of the Money: when an option contract has no intrinsic value.
◾◾ A Call option is out of the money when the strike price is above the current market
price of the underlying currency pair.
◾◾ A Put option is out of the money when the strike price is below the current market
price of the underlying currency pair.
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Part B
Measuring risk: ‘The Greeks’ made easy
The Greeks are mostly for advanced option traders. They are quantities representing the sensitivities
in the premium of an option. They are used to forecast the risk attached in an option contract over
time. A combination of Greeks may help forecast the outcome of an option.
Delta or Hedge Ratio                : measures the changes in the premium (P) of an option with respect to
changes in the price (S) of the underlying currency pair. Delta can be expressed as a percentage or in
money terms, and can be seen as the likelihood of an option expiring in the money. A delta of 50% is
when the option is at the money (ATM). An option is more likely to expire in the money if its Delta is
greater than 50% and less likely when Delta is lower than 50%. Delta is positive for long calls and short
puts while it is negative for short calls and long puts.
Gamma                       : measures the changes in the rate of Delta (Δ) with respect to changes in the
price (S) of the underlying currency pair. The question here is: by how much will Delta change following
a change in the spot price? Generally all long options have positive Gamma whereas all short options
will have negative Gamma.
Vega              : measures how the premium (P) of the underlying currency pair will be affected by
changes in volatility (σ). It is expressed as the amount of money the option will gain or lose as volatility
rises or falls by 1%. Vega is important especially in volatile markets and therefore can monitor the
premium of an option.
Theta                    : measures the sensitivity of the premium (P) of an option to the passage of time (τ),
“time decay”. Time decay accelerates as the option nears the expiration date. Theta is negative for
long calls and puts and positive for short calls and puts.
Rho       : measures the sensitivity of the premium (P) of an option to changes
in interest rates (r).
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Option Strategies: Making options work for you
The easy-forex options platform gives you the possibility to trade different strategies to protect your
position in the market. Take a look at some popular option strategies below:
Straddle: This strategy requires volatility to rise, in order to close the position at a profit. A Long Straddle
can be achieved if you buy an at the money Call and Put, let’s say with a strike price of 1.3900. With this
strategy someone can profit if the market price moves in either direction. The maximum potential loss
is the premium paid whereas the maximum potential profit is unlimited. The lower breakeven point
is the strike price minus the premium paid and the upper breakeven point is the strike price plus the
premium paid.

This strategy works well when you expect the exchange rate to move but are not sure on the direction.
It could work well in major news releases in turbulent times when the market finds it hard to estimate
figures such as unemployment and price levels, as positive or negative results can swing the underlying
pair either side.
Bear Call Spread: This strategy anticipates that the market price will go down in the short term. A Bear
Call Spread strategy can be constructed if you buy an ‘out of the money’ Call, and sell an ‘in the money’
Call. The maximum potential profit is limited to the premium received, while the maximum potential
loss is limited to the strike price of the long call minus the strike price of the short call minus the
premium received. The breakeven point is the strike price of the short call plus the premium received.
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A Bear Call spread can be used by investors looking to earn a premium if the price remains stable or
moves in their favour while keeping their potential losses limited. However, it is not an optimal strategy
if you expect the exchange rate to move significantly in your favour, as you will be giving up potential
gains.
Bull Put Spread: This strategy anticipates that the market price will rise in the short term. A Bull Put
Spread strategy can be constructed by buying an ‘out of the money’ Put and selling an ‘in the money’
Put.

The Bull Put spread is a mirror image of the Bear Call Spread. It is used by traders wishing to earn
premium whilst controlling downside risk.
We hope you now have a fair understanding that option strategies can help a trader in hedging and
speculating on the market depending on his views and expectations. Read on to see how to use the
easy-forex options platform and put what we have learnt into practice.
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Part C
Trading options the easy way

Once you log into the web trading platform, simply click on the ‘Options’ tab which will take you to the
options trading platform.

The platform interface
The easy-forex options platform has three modes to suit the trader’s experience - New, Basic and
Advanced. The New mode allows you to buy a Call or a Put with predefined strike, amounts and expiry
dates. In the Basic mode you can create your own trades and customise strike, amount and expiry. The
Advanced mode allows you to buy and to also sell a Call or a Put and to create strategies.
At all levels you can turn on the ‘Educate’ button at the top left of the platform to read more about
trading options and the platform itself. You can turn it off at any time.
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New to options mode
If you are new to options; the first time you log into the options platform you will be taken to this screen
which allows you to trade a predefined put and a predefined call.

To buy a call simply click on Trade now, the same applies for buying a put.

It will show you the price of the premium for the above predetermined variables.
To close your position, simply click on the trade you want to close, and click on close selected positions.
When you feel confident with trading our predetermined variables, you can go to the basic mode to set
your own variables.
To do so, just click on create my own trade:
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Basic mode
In basic mode you can set your trade parameters. Next to the currency pair you will see the underlying
spot for easy reference.

Buying a Call (step-by-step)

1. First, select the currency pair you want to trade the option on. Let’s pick the EURUSD.
2. Then you have to pick the option type you wish to trade. Remember a Call gives you
the right to buy while the Put gives you the right to sell the underlying pair.
3. Let’s select a Call! Now we have to set the strike price. You can type in directly the
price or the percentage by adding a plus (+) and minus (-) sign before. For example
+2% will give you a strike price 2% above the current spot.
4. Then select the expiry date. This will set the time to expiry of your option.
Remember longer time frames carry a higher premium.
5. Lastly select the amount, which is the deal size.
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Based on these parameters the premium will be calculated and shown.   
When you have set all parameters, click on ‘scenarios’ to view a graphical summary of your profit and
loss at different strike prices at expiry.

After you are certain of your
position parameters, click on
‘trade now’.

Congratulations, you have
made your first option trade!
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Buying a Put
Just like in buying a Call option, to buy a Put you have to select
Put from the ‘type’ drop down menu. Remember to change your
other parameters to match your views of where the market will
move.

You will notice that the profit and loss diagram for a Put is a mirror image of the Call scenario.
You gain when the price decreases.

14

Advanced mode

When you feel comfortable buying options, you may want to start selling options. To do so, first click
on ‘go advanced’; this will allow the selling of options and trading of strategies.

Selling options (covered)

As we have discussed earlier, buying options gives you unlimited upside but at the same time limits
your downside. On the contrary selling an option has unlimited downside and so the options platform
is designed to allow you to sell an option only when it is accompanied by a buy.

15

Creating a strategy
Creating an option strategy is easy; all you have to do is add another position
by clicking on ‘+add line’.

For each line you have to set your parameters, call/put, buy/sell, strike price, expiry date and amount.
Remember, you cannot sell an option without buying one.
If you think your strategy is a hit, why not publish it in the strategies marketplace and share it with
your friends on a number of social media sites. It’s easy, just put a strategy name and add a small
description.
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The strategies marketplace
To view your strategies, and strategies that others have published, you can visit the strategies
marketplace. Here you can find strategies categorised by popularity and rate them by adding a star to
the ones you like! If you are confident that a strategy suits you, you can trade it at your own discretion.

17

READY TO TRADE?
SIGN ME UP
LOGIN TO TRADE
Your invested capital is at significant risk

options@easyMarkets.com
www.easyMarkets.com/contact-us
www.easymarkets.com/trade/vanilla-options

Risk warning: Forward Rate Agreements, Options and CFDs (OTC Trading) are leveraged products that carry
a substantial risk of loss up to your invested capital and may not be suitable for everyone. Please ensure that
you understand fully the risks involved and do not invest money you cannot afford to lose. The information
provided can under no circumstances be considered as a recommendation to engage in any trade. Our group of
companies through its subsidiaries is licensed by the Cyprus Securities & Exchange Commission (Easy Forex
Trading Ltd- CySEC, License Number 079/07), which has been passported in the European Union Through the
MiFID Directive and in Australia by ASIC (Easy Forex Pty Ltd -AFS license No. 246566).
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