Section 3: Analysis of Netflix with Exchange Traded Options
3.1 At the Money Call Option for Netflix
An "At the Money" (ATM) call option for Netflix is where the strike price is identical or very close to the current trading price of Netflix's stock. To illustrate, assume Netflix's stock is currently trading at $500. An ATM call option would also have a strike price of $500. Graphical representations of the payoff for an ATM call option typically show that the option holder starts to realise gains when the stock price exceeds the strike price, considering the premium paid for the option.
 
For a real-world example, if the premium (cost) of this ATM call option is $30, the breakeven point for the option holder would be a stock price of $530 ($500 strike price + $30 premium). Any stock price above $530 represents a profit for the option holder. The graph of this scenario would feature a linear increase in profit as the stock price ascends beyond the breakeven point.
 
3.2 At the Money Put Option for Netflix
An ATM put option for Netflix, conversely, is where the strike price is equivalent to the current market price of Netflix's shares. Using the same stock price of $500, an ATM put option would have a strike price of $500. The graphical representation for the payoff of an ATM put option shows gains for the option holder if the stock price drops below the strike price after accounting for the premium paid.
 
If the premium for the ATM put option is $30, the breakeven point is a stock price of $470 ($500 strike price - $30 premium). Any stock price below $470 would signify a profit for the put option holder, with the graph depicting a linear increase in profit as the stock price decreases below this point.
 
3.3 Construction of a Strangle or Straddle for Netflix
The straddle and strangle options strategies allow investors to profit from significant movements in a stock's price, irrespective of the direction. A straddle involves buying a call and put option with the same strike price and expiration date. For Netflix, if using an ATM strike price of $500, the investor would purchase both a call and put option at this price, anticipating significant price volatility.
 
A strangle, slightly different, involves buying a call and put option with different strike prices but the same expiration. The call option has a higher strike price, while the put has a lower one. For instance, if Netflix's stock is at $500, a strangle might involve a $510 call and a $490 put. This strategy is cheaper than a straddle due to the options being out of the money but requires more significant price movement to become profitable.
 
Both strategies are predicated on the belief that Netflix's stock will experience substantial volatility, but they do not require a bet on the direction of the movement. The rationale behind choosing one of these strategies for Netflix would depend on the investor's outlook on upcoming events or earnings announcements that could significantly impact the stock's price. Expected outcomes include potential profits from large swings in either direction, with the risk being the total premium paid if the stock price remains stable.

