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WHAT'S
GOING ON,
DAVIDZ

EXCUSE
ME -- ROSE?
COULD you
STEP THIS WAY
PLEASE?




PLEASE
COME IN,
ROSE.

sSORRY

TO SURPRISE
YOU LIKE
THAT -

I NORMALLY
WORK FOR DAVID.
I'M NOT SURE IF T'M
THE RIGHT PERSON
FOR THIS.

I'M
CERTAIN OTHERS
ARE BETTER
QUALIFIED.

GREAT. IF

YOUD LIKE

TO COME
INSIDE.

WE HAVE
ROSE, LOOKED AT YOUR
AN EXCITING

OPPORTUNITY
HAS ARISEN FOR
AN YOU.

WASN'T DELIVERING.

THE PROJECT NEEDS

SOMEONE WHO CAN
DELIVER.

WE HAVE
HAD TO LET DAVID

GO AND WE WANT YOU

TO TAKE ON HIS
RESPONSIBILITIES.

BACKGROUND AND
EXPERIENCE AND WE
THINK YOU WOULD BE

PERFECT FOR WHAT

WE NEED. .

it




YOou
| MISUNDERSTAND.
THIS IS NOT A
REQUEST.

IF YOU
DO NOT DO [T,
4 WE WILL BE FORCED
A TO PULL THE PLUG
ON THE PROJECT.

SO EITHER I
TAKE THIS JOB OR ALL
MY COLLEAGUES
ARE MADE
REDUNDANT.

IS THAT
WHAT YOU ARE
SAYINGZ
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WELL, NO. JUST WHATZ/
HELLO. GETTING READY
HOW'S YOUR FOR ANOTHER
DAY BEEN? EXHAUSTING NIGHT ABOUT YOU? GAVE ME
ON THE TOWN. HIS JOB.
ISTURBING You M%ugufgs
D ou,
AM 17 ,ﬁ YOU'RE STILL
/f AT WORK...
YEAH,
BU --
OOOHHH,
WE TALKED
ABOUT THIS.
PUT DAVID ON
THE PHONE.
AN’
HE'S GONE. TIME
BEEN WHAT ANY TO START
FIRED. HALF DECENT DUMPING YOUR
BO3S WOULD WORK. ONTO
DO AND GO SOME POOR
HOME. S\ LACKEY.
MAYBE OR YOU IF yoU
NOT YET. GET TO FOLLOW PEALLY DIDN'T
WANT TO DO IT,

You DAVID OUT THE
DON'T SOUND
TOO HAPPY
ABOUT THIS.

YOU COULD'VE SOMETIMES
LEFT WITH YOU JUST NEED

DAVID. A LITTLE

PUSH.

I ;
WAS HOPING
TO AVOID
THIS TYPE OF
RESPONSIBILITY.

H, GE
OVER YOURSELF.

I DON'T GOT ;
WANT TO BE UNTIL MONDAY| | THAT WAS LONG BuT oY PEs
FSIEZSTPI—?ENVS\/EéIE,E _I‘;\/(IDTESAMEIEUV‘\/) AGO'MET’?SE SNT yOU KNOW YOU'LL
HIT THE GROUND AT
DEPARTMENT. [\ PLAN. ANYMORE. JHE GROUND
NOW ~ Y ==
THAT'S A CHEERY }
THOUGHT.
I NEED TO
GO NOW, -
weLL TALk | B :
MORE ON
WEDNESDAY,
okay? | I===—
3
£

WORRY ABOUT
IT. THIS CAN
ONLY BE A

GOOD THING.
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WE ARE ALL
GOING TO
HAVE TO WORK

HARDER TO MAKE

THE PROJECT I'M
A SUCCESS. COUNTING

ON ALL OF
YOou.

O You
GUYS PROBABLY SO WHAT
REALISED THAT DOES THAT
DAVID HAS GONE, AND

THAT I'VE GOT TO

PICK UP HIS




I'M NOT
SURE I LIKE
THE SOUND
OF WORKING
HARDER.

W
THROUGH THE
PLAN SO I
CAN TELL
YOU WHAT IT
MEANS.

WE ARE
ALREADY
WORKING
AT 110%
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THERE'S
NO WAY I CAN
DELIVER THE
PROJECT.

e

OPTIONS
HAVE VALUE,
OPTIONS

NEVER
COMMIT EARLY
UNLESS YOU

KNOW WHY.

<o I, AND
THE REST OF
THE GROUP GET
FIRED, AND SOME
IDIOT ON ANOTHER
FLOOR GETS TO
SA\/E THE

OKAY, LET
ME EXPLAIN
‘REAL OPTIONS'
TO YoUu

A COMMITMENT

REMEMBER
THE BUSINESS

CARD?

AN OPTION
IS SOMETHING
WE CAN CHOOSE
TO DO.

THEATRE
TICKET, AIRLINE
TICKET, ETC. IT IS
WHERE YOU HAVE
THE RIGHT TO DO
SOMETHING, BUT
NOT AN
OBLIGATION.

THE
BIGGEST
PROBLEM IS
THAT MOST PEOPLE
SEE COMMITMENTS

WHICH ARE ACTUALLY
OPTIONS

1S SOMETHING
WE HAVE TO DO.
TAXES, ETC.

1,

PROBLEM WITH
THEIR FILTERS OF
PERCEPTION.

THAT'S ALL
WELL AND GOOD,
BUT I NEED SOMETHING
I CAN USE RIGHT NOW
WHEN I GET BACK TO
THE OFFICE







A} \} 30, PO DUNCAN,.
YOU THINK FROM THE FOURTH.
—— YOU'RE GOING WE'VE SHARED
= TO BE OKAY A FEW MEETINGS
FOR THIS HERE AND

AFTERNOON?Z

OH,
HIYA. NEVER
SEEN YOU
OUT OF THE
OFFICE.

ALMOST
DIDN'T RECOGNISE
YOU WITH YOUR
HAIR DOWN. VERY
NICE.

SEE WELL
YOU AROUND IF IT ALL
SOMETIME. ‘ GOES BADLY,
eSS
IDIOT FROM NEEDS AN
ANOTHER ASSISTANT.




FROM NOW
ON I WANT

yOU ALL TO WORK
MORE CLOSELY
TOGETHER SO THAT
MORE THAN ONE OF
YOU KNOWS WHAT'S
GOING ON.

Py

WORKING BACK

h

Al

FROM THE DEADLINE,

/ ////

I NEED YOU TO START
SOME TASKS EARLIER
THAT I THOUGHT...

EED

DERT STUFF --

-- AND THE
WEEKEND.

WE N
TO STOP WORKING
ON THE TECHNICAL

-- AND IN

OPRDER TO MAKE
UP THE TIME,

I NEED MOST OF

yoU TO WORK. A FEW

LATE NIGHTS --

I'M NOT
HAPPY ABOUT
THIS EITHER. I'M
GOING TO HAVE TO

WORK. AT THE
WEEKEND AS

WELL.




28th October \/eénesdo.g

Pear Susan,

| had a really great lunch with Lilly today. She was telling me about real options again. \'ve

ignored her in the past but cucrently | Feel in the need of some options... pun intended.

Lilly said that the most important thing is to understand the difFerence between options and
commitments, and when an option is not an option. She said that climbing down a rock Face
was 6. commitment. Nowever we can turn that commitment into an option by taking a rope
with us. She said that the option needs to be properly tested. Llimbing down a rock Face
with a rope that's not secured was the same as climbing down without one. In order Sor the
commitment to be reversible you need to tie the rope to something at the top and then you
can elimb back up again. In efFect, although the rope provides an option, it is not an option i€

we start to ¢limb down without the rope tied to the top.

We discussed all sorts of things that were really options rather than commitments. For
example tickets (Plane, concert and sporting events). Lommitments were things like tax,
¢hildren and dying... no offence. Funnily enough lane tickets are a commitment on the part

of the airline. They are committed to transporting you, you have the option to go.

|_explained how | was working out the eritical Path of our project. £fFectively the duration of
those dependent tasks that specity the earliest date we ¢can Finish the project. Lilly seemed
bored.

| Sinally get “Technical Pebt”. Toe auys ot work 9o on and on about it as i€ it’s this all-
important thing. knyway my head was spinning from all the talk about “Options”, “£xgiry
Londitions”, and “Lommitments”, and Lilly was talking about “technical debt”. | did not hear
all she said but she said it's really motivating For a team to Feel they are doing quality work.
So that's it. The purpose of technical debt is to motivate the team. Important in many cases

but perhaps not in our ¢case when we have really important deadlines.

£00d night Susan. 'm ticed so going to keep it short.



LATER THAT
NIGHT...

NN N\
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; 30 AM L
YOU'RE NOT

SUPPOSED TO
RE.

\ !

HIYA.
SEE YOU'VE

GOT YOURSELF
SOME LITTLE
HELPERS. y,

NAH, IT'S

YEAH.
SORRY, SHOULD
I HAVE TOLD
YOU ABOUT

FINE. JUST

NEED TO KNOW
IF YOU PLAN ON
STEALING
ANYTHING. &

AR
ENOUGH. HAVE
A GOOD NIGHT.

SEE YOU ON
THE WAY
DOWN.

49

THE VAN'S

LOADED.
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EVEN LATER . : .
THAT NIGHT... . , | / ’
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I THOUGHT WHERE'S THAT'S NOT
THAT EVERYONE JIMZ FAIR! I DON'T
HAD TO COME HAVE ANY
IN TODAYZ e KIDS.
~ , REFEREES -
— FOR A SOCCER GONNA
TEAM ON
SATURDAYS. SSHHH!
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APPROACH TO
WORK/LIFE
BALANCE.

i%’_

HE’S SICK

L

TYPICAL.
JUIST WHAT

BEHIND NO

MATTER WHAT
I DO.




THANKS WE SHOULD MUTTER GRUMBLE,
A LOT, GUY=. BE BACK ON GRUMBLE GAQL‘JJIAT;; eNCzlfJT»;I\ESE
REALLY APPRECIATE TRACK, SO MORE MUTTER. : — MUTTER.
YOU COMING NORMAL HOURS
IN. FEOéANNOW —
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N MONDAY.
q:0Z AM.

N
|

MY PLAN
SHOWS WE CAN
HIT THE FIRST
MILESTONE WITH 75%

CONFIDENCE --

-- WHICH WILL
INCREASE TO 95%
IF YOU GIVE ME
FIVE MORE
DEVELOPERS.

\
m




SORRY,
ROSE, THERE'S
BEEN SOME
SORT OF
MISTAKE.

YEAH, WE
SACKED THE
OTHER GUY FOR
THE SAME
PLAN

WELL,
IT. CANNOT
BE DONE
THEN.

WE SHOULD'VE

GONE WITH DUNCAN

IN THE FIRST
PLACE

YES, BUT HE
WAS NOT
AVAILABLE...

L
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IF YOU CAN'T
DELIVER WE'LL
HAVE TO SCRAP
YOUR PRODUCT
AND CLOSE THE

DIVISION.

AND LET
DUNCAN AND
HIS PEOPLE
PICK [T UP.
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Types of Options

Earliest use of options

Options are not new and Mother Nature is one of the biggest
users. The earliest documented usage of real options is the
fossils from the Cambrian Era. During the Cambrian Era
there was a huge amount of biodiversity. Gradually many of
these diverse organisms died out. The diversity was so huge
that it is known as the Cambrian Explosion. Quite literally,
the conditions on Earth resulted in life creating lots and lots
of options.

In our world there are roughly three kinds of options:
. Financial options

Embedded options
Real options

Financial Options

When people think of options, they normally think of financial
options. Financial Options famously contributed to the “Tulip”
bubble in Amsterdam many centuries ago. In the 17th
century tulips were very popular in the Netherlands and the
demand rose so high that traders wanted to secure the tulips
in order for them to be able to sell them. So they bought the
right to buy tulips at a later date for a specified amount. This
led to a perceived higher demand and a highly speculative
market that ultimately crashed.
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Financial options has been around for many years but they
only really came to the fore when Fischer Black, Myron
Scholes and Robert Merton published their famous formula
for determining the value of an option in 1973. Since then,
the markets for options have grown and grown. This growth
has provided the impetus to create other derivative markets
such as correlation based products like Collateralised Debt
Obligations (CDOs). The invention of the Black Scholes
equation spawned an entire industry. The key thing about a
financial option is that the two parties entering into the option
(the buyer of the option, and the seller of the option who
takes on a commitment) do so in the understanding that they
are entering into an option. The buyer willingly pays a
premium for the option, and the maturity / expiry of the
option is specified in the options contract.

Embedded Options

A second class of option is the embedded option. An
embedded option is an option that occurs in a legal contract,
which was NOT specifically intended to be an option. This is
a clause in a contract that allows the buyer some flexibility
as a kind of service. The seller and the buyer are often
unaware that this structure is an embedded option. The
seller does not know they have given away an option for free
just because it does not look like an option.

The option can be very valuable and the maturity of the
option may or may not be specified.

It is quite likely the option buyer does NOT pay a premium
for the option.

Examples of embedded options include:

» Operational Tolerance in Oil Contracts. Contracts for
physical delivery of oil contain an operational tolerance
which is a fancy way of saying that both parties do not know
which oil tanker (which vary in size) will be used to pick up
the oil. To accommodate this variance oil contracts allow for
a variable amount to be picked up, for example the contract
would be for 100,000 barrels plus or minus $%.

If you read this same contract from an options perspective,
the plus or minus 5% means the contract is really for 95,000
barrels plus an option to buy a further 10,000 barrels.
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If the price of oil has gone up above the price in the contract
by the time the tanker picks the oil up, the buyer can buy the
extra 10,000 barrels cheaper than the current market price.
And if the price has gone below the contract price, the
tanker takes only the minimum 95,000 barrels.

» Phased contracts. Contracts that contain a specified
price for which subsequent goods and services can be
bought for are called phased contracts. For example, an IT
contract with a specified phase 2 allowing the buyer to buy
the second phase at a set price. The buyer can see how
much phase 1 cost and potentially change suppliers for
phase 2 if they think they can get it cheaper. Alternatively if
the cost is more than they thought, the buyer can use the
offered price for the second phase.

The Black Scholes equation or one of its many children can
be applied to the valuation of an embedded option, but may
not always be appropriate. This can happen when the
underlying assumptions of the Black Scholes formula are not
all valid, for instance when there is not a single correct price
of an underlying asset of the option.

When an expert trader of options identifies an option
embedded in a contract, they will price the option separate
from the rest of the contract. Understanding this difference
between the “market price” and the “market price adjusted
for optionality” can be used to create a (market) risk free
profit known as an arbitrage. The trick is spotting these
options as they are rarely called options.

Real Options

Real Options are options that exist outside of legal
frameworks. They are the choices we have in the real world.
Black Scholes and its derivative cannot be used to value
real options. However, some of the things we know from
financial mathematics mean that we can say three things
about real options....
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Options have value

Not just the value of the benefit received (intrinsic value), but
also the fact that you still have an option has value above
the intrinsic value. Being able to choose later is valuable.

This value is higher when there is more uncertainty.

Options expire

At some point the option is no longer available. It expires
either based on time passing or that other events have
happened making it no longer possible to use a particular
option. The most important thing to keep track of with real
options is the expiry condition(s). Under what condition is an
option no longer available.

Never commit early unless you know why

Committing to an option is when you decide to do
something and it is no longer optional, but an obligation /
commitment. Making a commitment destroys options to
realize some value / benefit. With real options it is important
to understand why you destroy one thing to create another.
It is not about committing as late as possible as that might
expose one to higher and unnecessary risks. It is about
gathering as much information in the time available and
trying to push to expiry conditions to a later date or knowing
why you commit earlier than the expiry.

Real options are literally everywhere. Anything you can do
and don’t have the obligation to do is a real option: phoning
a friend, buying a house, finding a new job, walking up to a
stranger, travelling to Cuba.

As soon as you understand this, you'll see them
everywhere. No worries, relax. You don’t have to manage
them all, just the ones that are most important to you.

Seeya next time -
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