UNDERSTANDING CAPITALVS. DELTA LIMIT

Assuming:

® Stockprice: S455

® Option premium: $10 per share

® [Eachoptioncontract = 100 shares
® Optiondelta: 0.54

® Portfolio size: $500,000

® Capital limit: 10% = $50,000

® Deltalimit: 1% = $5,000

Step 1 - Capital Limit

Each contract costs:
$10 %100 = $1,000 per contract

Maximum contracts allowed by capital:
$50,000 + $1,000 = 50 contracts

Result: 50 contracts allowed under the capital rule.

Step 2 - Delta Limit

Each contract represents delta exposure of:
0.54 x 100 = 54 delta units per contract

Each delta unit corresponds to S1of exposure per STmove in the stock, so each contract = S54 of exposure per
S1stock move.

To find how many contracts fit within the $5,000 delta exposure limit:
$5,000 = (0.54 = 100) = $5,000 + 54 ~ 92.6 contracts

Result: 92 contracts allowed under the deltarule.

Capital Limit 50,000 +1,000 50 Capital Limits hits first

Delta Limit 5,000 = (0.54 % 100) 92



