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What are options on futures?

Options on futures, also known as futures options, are derivative instruments
similar to options on stocks or ETFs. The key difference is that the underlying
asset for options on futures is a futures contract instead of shares of an equity or
index product.

When an investor buys an option on a futures contract, they have the right, but
not the obligation, to take a specific action:

* Call option: The holder/buyer has the right to buy a specific
futures contract.

* Put option: The holder/buyer has the right to sell a specific
futures contract.

Thisright to buy or sell the futures contract is set at a predetermined price, known
as the strike price, and must be exercised on or before a specific date, called the
expiration date.

Just like options on stocks, the buyer of an option on a futures contract pays a
premium to buy the option. If the buyer decides not to exercise their right, they
lose the premium but nothing else.

T TradeStation

20240711-3707618- 11759402


https://www.tradestation.com/learn/options-education-center/

Unlocking Futures Options

The seller/writer of an option on a futures contract collects the premium and
assumes an obligation. If they are assigned, they must meet the obligation:

» Call option: The seller has the obligation to deliver a specific
futures contract at the strike price.

» Put option: The seller has the obligation to buy a specific
futures contract at the strike price.

Understanding exercise styles

The exercise style defines when an option can be exercised.

» European-style options: These options can only be exercised
at the expiration.

* American-style options: These options can be exercised any
time before expiration.

The CME Group offers a mix of both styles of futures options depending on the
underlying asset. They provide a functional tool to quickly view options and
futures contract information the Contract Directory and Calendar Tool.

Additional considerations

Derivatives

Remember, futuresare complex productsthatincludesignificantrisk.Itis possible
to lose more than your initial investment. Futures and options on futures are both
classified as derivatives because their value is derived from an underlying asset
rather than having intrinsic value. In other words, these financial instruments
do not have value in and of themselves but gain their value from the assets they
represent. For instance, a lean hog futures contract derives its value from the
physical lean hogs that can be delivered to fulfill the contract’s obligations, not
from the contract itself.

An option on a futures contract can be considered a second derivative of the
underlying security since the futures contract is a derivative of the index, and

the option is a derivative of the futures contract. As a result, there are additional
variables to consider when dealing with options on futures.
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Expirations

Both the option and the underlying futures contract have expiration dates and
are subject to unique supply and demand dynamics. Traders must be mindful of
both the expiration of the options they select and the expiration of the underlying
futures contracts. The expiration cycles for futures options are linked to the
expiration dates of their underlying futures contracts, which can vary depending
on the specific futures market.

Options are available on futures contracts until their expiration. Options expirations
beyond the underlying's front-month expiration use the forward-month contracts
as their underlying. Often there will be an option that expires on the same date as
theunderlying futurescontract. Whenthatoccurs,any in-the-money contractsthat
expire will be settled in cash regardless of whether they are normally deliverable or
not. Expired futures contracts cannot be delivered.

The example option chain from the TradeStation FuturesPlus platform shows
several options available on the E-mini S&P 500 futures contract.
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The bold dates are the options expirations. In the center are the underlying ES
futures contracts with their expiration month. Notice that the ES June 2024
futures contract was the front month at the time. The June options were available
to trade with that contract as the underlying. But if you traded the September
options on the ES, you would use the September E-mini S&P 500 futures as the
underlying.
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Looking at the option chain for the end-of-month options on the E-mini S&P 500
futures, we see several options series using the same underlying futures contract.
The June expiration option has the June ES future contract as its underlying. The
July options are tradable beyond the June futures expiration, so the underlying
for those options is the September contract. Because the August and September
options expire before the September ES futures contract expires, they share the
same underlying.
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The September ES futures contract expires on the third Friday in September.
Since the September option does not expire until the 30th of the month, it uses
the December futures contract as its underlying security.

This is a key element of options on futures. The underlying asset for the option
must expire after the option’s expiration date. This means the expiration month
for the option may not always equal the expiration of the underlying. This is the
same for all options on futures.

Settlement

There are two main types of settlement for options on futures: deliverable and
cash settled.

. Watch the webinar: “Futures Options Explained:
Insights from CME”. Opening your trading world to
. new opportunities.
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» Deliverable options:
These result in the actual delivery of the underlying futures
contract upon exercise or assignment. If you hold a long call
option and choose to exercise it, you will be assigned a long
position in the underlying futures contract at the strike price.
Conversely, if you hold a long put option and exercise it, you
will be assigned a short position in the underlying futures
contract at the strike price. It's crucial to understand that you
are responsible for managing the resulting futures position
with deliverable options, which may involve further capital
requirements and risk management considerations.

* Cash-settled options:
These do not result in the delivery of the underlying futures
contract. Instead, the option is settled in cash based on the
difference between the underlying futures contract’s strike
price and the settlement price. If the option expires in the
money, the option holder will receive a cash payment equal
to the option’'s intrinsic value. If the option expires out-of-
the-money, it will expire worthless, and no cash settlement
occurs. Cash-settled options can be a more straightforward
way to trade options on futures, as they do not involve the
management of an underlying futures position. However,
it's essential to consider the liquidity and trading volume of
cash-settled options, as they may differ from their deliverable
counterparts.

For more information on TradeStation’s procedure for the settlement of options
on futures, please contact our trade desk.

Trading hours

Many options on futures are open for trading 23 hours a day, from Sunday evening
until Friday, excluding holidays. Specific trading hours may vary for different
securities, so refer to the CME Group's Contract Directory and Calendar Tool for
precise information.

Explore strategies: Discover options strategies and
empower your trading with the knowledge and skills to
navigate dynamic market conditions.
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Taxation and pattern day trading

Options on futures are treated like the futures themselves, potentially offering a
tax advantage compared to options on stocks or ETFs. Tax laws can be complex
and may change over time, so it's crucial to consult a qualified tax advisor to
understand how your specific options trades will be taxed.

Options on futures are not subject to pattern day trading requirements, unlike
options on stocks and ETFs.

Understanding the options on futures pricing

Futures options premiums are quoted per contract, not per share like stocks.
Stock option quotes are multiplied by 100 to get the total cost. Since each futures
option represents one futures contract, the quote is multiplied by the future's
point value to determine the option’s price.

For example, if you are interested in buying the 440 strike July 24 Call on corn
(OZC is the option symbol), the ask price in the picture below is 11'0. Each point
on the ZC contract is $50.
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Therefore, buying one OZC 440 July 24 Call would cost $550 (11 x $50). Buying
or selling futures contracts requires an initial margin set by the CME and varies
by futures contract. For instance, TradeStation's overnight margin for one corn
futures contract is $1430 at the time of writing.

T TradeStation

20240711-3707618- 11759402



Unlocking Futures Options

The cost of an option, known as the premium, is influenced by various factors
such as strike prices, the price of the underlying, volatility,and the time remaining
until expiration. Generally, establishing an option position is less expensive than
taking an equivalent position in the futures market.

Traders often buy and sell to close options on futures contracts before expiration
to secure profits or minimize losses to less than the initial premium paid for the

option.

Trading spreads

The same calculations apply to options spreads on futures. For example, if you
changed the long call into a bull call debit spread on corn:

* Buying the long 440 Call from the ask is 13’5

e The short 460 Call's bid is 44

To buy the 440/460 bull call spread would cost 9'1 (13'5 - 4'4).
Since the quote is in eighths, 91 is 9.125. Thus, the spread cost
would be $456.25 (9.125 x $50).

Futures options vs Stock/ETF options

Underlying

Exercise style
Settlement
Quote multiplier
Tick size

Trading hours

Pattern day trading rules

Taxation

Futures options
One futures contract

European and American

Delivery of futures contract
or cash settled

Futures point value

Varies based on underlying
future

23 hours x 5.5 days

No

IRC 1256 Contracts
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Stock / ETF options
100 shares

American

Delivery of underlying
shares

100 Shares
Dollars and cents

930 am to 400 pm EST

Yes

Typically short-term for
trading, depending on
the situation
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How are options on futures used?

Options on futures are versatile financial instruments that can be used for various
purposes, including:

'l Hedging

Options on futures can help manage risk, whether it's related
to an investment position, a portfolio, or a business operation.
For instance, a farmer concerned about falling wheat prices
before harvest could buy a put option on wheat futures. If the
cost of wheat drops, the increase in the put option’s value could
compensate for the decrease in the value of the farmer’s crop.

2 Directional trading

Traders can use options on futures to speculate on the future
price direction of an underlying asset. If a trader expects the
price of copper to rise, they could buy a call option or open a
bullish spread on copper futures. If correct, the option position’s
value would likely increase, allowing them to potentially close
the position for a profit. Conversely, if the trader expects copper
prices to fall, they might buy a put option or open a bearish
spread on copper futures.

3 Neutral markets

When a trader believes that a market will remain relatively
stable or trade within a narrow range, they may use options
on futures to profit from time decay and potential changes in
implied volatility. This strategy, often referred to as a neutral or
non-directional trading approach, aims to capitalize on market
stability.
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Trading options on futures with TradeStation

To begin trading options on futures with TradeStation Securities, you'll first need
to open a futures options account. Once your account is set up, you can access
futures options through the FuturesPlus platform. It's important to note that
TradeStation Securities requires a minimum start-of-day equity balance of $5,000
in your account to place opening transactions on futures options contracts.
This requirement helps ensure you have adequate capital to manage the risks
associated with trading these leveraged instruments. If you have any questions
about account requirements or need assistance getting started, our dedicated
Client Experience team is always ready to help.

Test before you trade

Before diving into live trading, login to the TradeStation FuturesPlus platform in
simulated-trading mode to familiarize yourself with options on futures and order
entry. Practice placing simulated trades in this risk-free environment to build
confidence and skill before investing real money in actual trading activities.

Conclusion

Options on futures offer a unique opportunity for traders to leverage their
positions and potentially amplify their returns. However, this could also magnify
their risks. It's essential to approach these instruments with a solid understanding
of their mechanics, risks, and rewards. As with any trading strategy, doing your
homework, practicing risk management, and continually educating yourself
about the markets are crucial.

Success in trading options on futures hinges not only on seizing opportunities
but also on managing risk and making informed decisions. By taking the time to
master these concepts and develop a well-rounded trading plan, you can unlock
the power of options on futures and work towards achieving your financial goals
in the dynamic world of commodity and financial markets. As always, if you have
any questions or need further guidance, the team at TradeStation Securities is
here to support you on your trading journey.
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Important Information and Disclosures

This content is for educational and informational purposes only. Any symbols, financial instruments, or
trading strategies discussed are for demonstration purposes only and are not research or recommendations.
TradeStation companies do not provide legal, tax, or investment advice.

Past performance, whether actual or indicated by historical tests of strategies, is no guarantee of future
performance or success. There is a possibility that you may sustain a loss equal to or greater than your entire
investment regardless of which asset class you trade (equities, options or futures); therefore, you should not
invest or risk money that you cannot afford to lose. Before trading any asset class, first read the relevant risk
disclosure statements on www.TradeStation.com/Important-Information.

Securities and futures trading is offered to self-directed customers by TradeStation Securities, Inc., a broker-
dealer registered with the Securities and Exchange Commission and a futures commission merchant licensed
with the Commodity Futures Trading Commission. TradeStation Securities is a member of the Financial Industry
Regulatory Authority, the National Futures Association, and a number of exchanges.

TradeStation Securities, Inc. and TradeStation Technologies, Inc. are each wholly-owned subsidiaries of
TradeStation Group, Inc., both operating, and providing products and services, under the TradeStation brand and
trademark. When applying for, or purchasing, accounts, subscriptions, products, and services, it is important that
you know which company you will be dealing with. Visit www.TradeStation.com/DisclosureTSCompanies for
further important information explaining what this means.

Options trading is not suitable for all investors. Your TradeStation Securities’ account application to trade options
will be considered and approved or disapproved based on all relevant factors, including your trading experience.
See www.TradeStation.com/DisclosureOptions. Visit www.TradeStation.com/Pricing for full details on the costs
and fees associated with options.

Margin trading involves risks, and it is important that you fully understand those risks before trading on margin.
The Margin Disclosure Statement outlines many of those risks, including that you can lose more funds than
you deposit in your margin account; your brokerage firm can force the sale of securities in your account; your
brokerage firm can sell your securities without contacting you; and you are not entitled to an extension of time
on a margin call. Review the Margin Disclosure Statement at www.TradeStation.com/DisclosureMargin.

Any examples or illustrations provided are hypothetical in nature and do not reflect results actually achieved and
do not account for fees, expenses, or other important considerations. These types of examples are provided to
illustrate mathematical principles and not meant to predict or project the performance of a specific investment
or investment strategy. Accordingly, this information should not be relied upon when making an investment
decision.

Security futures are not suitable for all investors. To obtain a copy of the security futures risk disclosure statement
visit www.TradeStation.com/DisclosureFutures.

T TradeStation

20240711-3707618- 11759402


https://www.TradeStation.com/DisclosureTSCompanies
https://www.TradeStation.com/DisclosureOptions
https://www.TradeStation.com/Pricing
www.TradeStation.com/Important-Information
www.TradeStation.com/DisclosureMargin
www.TradeStation.com/DisclosureFutures

	Button 14: 
	CTA 20: 
	CTA 14: 
	CTA 6: 
	CTA 9: 
	CTA 7: 
	CTA 8: 
	CTA 10: 
	CTA 11: 


