
Option Contracts 

Moneyness and intrinsic value 

In the money option: Is an option that would 
provide a positive payoff if exercised 

Out of the money option: Is an option that 
would provide a negative payoff if exercised 

At the money option: Is an option that would 
breakeven payoff if exercised 
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Valuation of Options 

Option Valuation Models 

Binomial model 

Black Scholes Merton Model (BSM) 
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