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CHAPTER 1
Options Basics
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$100 Option Dress is now selling
purchased for $50, for $200
expires in September /\
Exercise Sell
the Option the Option
Buy the dress for Now that the price
$100, resell the of the dress has
dress at market gone up, the
value ($200) and option itself is
make a $50 profit more valuable

fig. 2

2 Key Parties in a Stock Options Trade

the buyer/owner

Owns the right to buy a specified
V quantity of a specified stock within

a specified timeline

Is not obligated to exercise
V the option

May sell the option to another
V party at any time and for any price

the seller/writer

5 Writies (theoretically) and sells

the contract guaranteeing the

buyer the right to purchase a
specified quantity of a specified
stock within a specified timeline

o Is obligated to sell the specified

quantity of the specified stock

within the specified timeline
should the buyer/owner exercise
the option



fig. 3 oCC
Ensures that options contracts are
honored and that oney and stocks
change hands accordingly

olC —_
Educates ?
investors

“]/—\

The Broker
Facilitates trading on behalf of

[ K
'.‘ investors. Locates and acquires
()

sought-after options contracts

The Market Maker
Maintains expansive
inventory of options

contracts to ensure liquidity

and to promote trading

The Public
Wants to invest in
(own,write) options



CHAPTER 2
Trading Fundamentals

fig. 4 H
9 A Tale of Two Options
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res] [war] [apR
i [ —
Option A is a call
option for Stock
XYZ.1t’s purchased .
in]anuar)t/ agd expires Optlon A ($)
in April.
for Stock XYZ. It’s
plérch?.szd in Janua.ry,
S Option B (555)
When all else is equal, the option with more time
prior to expiration will always be more expensive.
fig. 5

Exxon Mobil Corporation (XOM)

NYSE - Nasdaq Real Time Price. Currency in USD

82.07 -0.24 (-0.29%)

As of 12:57PM EDT. Market open
Calls for September 21, 2018

Last Trade Date  Strike Last Price B Ask nge e ume Openinterest Impiie

>00082500 2018-07-18 11:30AM EDT 8250 186 200 201 -028 -13.08% 240 8,015 15.89%
2018-07-18 12.37PM EDT  85.00 106 105 106 -008 -7.02% 951 11,742 15.70%
2018-07-18 12.37PM EDT  87.50 051 051 053 -007 -12.07% 323 18,916 15.93%



fig. 6

Decoding the Jargon

Simply refers to the

number of options The expiration month.
contracts being bought or In this example the The type of
sold. “One” contract = 100 expiration date, by default, option being
shares worth, “Two” would be the third Friday bought or
contracts = 200 shares, of the month unless sold, a “call”
and so on. specified elsewhere. or a “put.”

In general market lingo, a “long” The call letters The strike

position entails owning and a “short” of the stock price for the

position entails owing. In options being optioned. option.

trading the writer of the call or put
option owes the owner the right to
exercise the specified option.
Therefore the writer/seller’s position
is always “short” and the owner/buy-
er’s position is always “long.”

fig. 7
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CHAPTER 3
A Sound Strategy for a Beginner

fig, 8 MGM Resorts International (MGM)

NYSE - Nasdaq Real Time Price. Currency in USD

31.02 -0.22 (-0.70%)
As of 3:59PM EDT. Market open

December21,2018 v | || inThe Money

Calls for December 21, 2018

Confract Name Last Trade Date Sirke Last Price Bid Ask Change % Change Volume Open Interest mplied Volatility
I MGM181221C00031000 2018-07-18 1:06PM EDT 31.00 245 246 254 -0.23 3 5,351 31.32%
MGM181221C00035000 2018-07-18 9:43AM EDT 35.00 104 096 1.00 -0.05 2 5,486 29.10%
ﬂg -9 Puts for December21, 2018
Contract Name Last Trade Date  Stnke  Last Price Bid Ask  Change % Change Volume Open Interest mpliad Volatility
MGM181221P00029000 2018-07-17 3:57PM EDT 29.00 139 139 146 0.00 = 150 2377 29.69%
MGM181221P00030000 2018-07-13 1:24PM EDT 30.00 196 1.79 186 +1.96 +100.00% 19 310 29.22%
MGM181221P00031000 2018-07-12 1:53PM EDT 31.00 261 223 233 +261 +100.00% 1 1,192 28.81%
I MGM181221P00032000 2018-07-17 11:54AM EDT 32.00 277 273 282 0.00 - 10 284 27.81%

fig. 10 Stock XYZ is currently priced at $150 per share

put option strike price

outof | .
the money I in the money
I

—_—

$150

I out of
| the money

call option strike price

in the money



fig. 11

fig. 12

CHAPTER 4
Key Influencers on Options Prices

Ford Motor Company (F)
NYSE - NYSE Delayed Price. Currency in USD

10.87 +0.01 (+0.09%)

At close: 4:02PM EDT

Calls for January 18, 2019

Coniract Name LastTrade Date Sirike LastPrice Bid Ask Change % Change \olume Openlinterest Implied Volatility
F190118C00019870 2018-07-09 11:18AM EDT 19.87 0.01 000 003 +0.01 +100.00% k)| 18,896 41.02%
F190118C00020000 2018-01-26 4:03PM EDT 2000 002 002 004 -001 5 17,634 43.36%
F190118C00021870 2018-07-02 12.01PM EDT 21.87 0.01 000 001 +0.01 +100.00% 0 11,832 39.84%
Nielsen Holdings plc (NLSN)
NYSE - NYSE Delayed Price. Currency in USD
30.76 +0.11 (+0.36%)
Calls for July 20, 2018
Contract Name Last Trade Date  Strike LastPrice Bid Ask Change % Change Volume Openinterest Implied Volatility
INLSN180720000026000 1969-12-31 8:00PM EDT 26.00 390 510 540 +390 +100.00% 0 0 200.20%
I NLSN180720C00028000 2018-06-22 9:43AM EDT 28.00 370 310 330 +370 +100.00% 0 2 133.01%
INLSN180720C00029000 2018-06-29 9:57AM EDT 29.00 217 210 230 +217 +100.00% 3 1" 102.15%
I NLSN180720C00030000 2018-07-03 9:57AM EDT 3000 100 110 130 +100 +100.00% 2 16 69.14%
NLSN180720C00031000 2018-07-17 11:06AM EDT 31.00 011 010 015 0.00 - 8 76 22 66%
NLSN180720C00032000 2018-07-16 3:58PM EDT 32.00 005 0.00 005 +005 +50.00% 36 783 34.77%
NLSN180720C00033000 2018-07-10 3:57PM EDT 33.00 0.10 0.00 0.05 +0.10 +100.00% 2 183 53.13%
NLSN180720C00034000 1969-12-31 8:00PM EDT 34.00 0.11 000 005 +0.11 +100.00% 0 24 60.94%



fig. 13

fig. 14

Time Warner Inc. (TWX)
NY5E - NYSE Delayed Price. Currency in USD

98.77 0.00 (0.00%)

At close: 4:03PM EDT

Calls for July 20, 2018

Coniract Name Last Trade Date  Strike Last Price Bid Ask Change % Change Volume Open interest Impiied Volatility
TWX180720C00085000  2018-03-23 11:58PMEDT 6500  29.40 2520 2970 0.0 - 20 30 0.00%
TWX180720C00070000 2018-01-30 433PMEDT  70.00 2453 2490 2940 0.00 - 5 5 260.55%
TWX180720C00075000 2018-01-02 1:17PMEDT 7500 1750 1670 2120  0.00 - 5 5 0.00%
TWX180720C00080000 2018-06-14 9:30AM EDT 8000 1830 000 000 0.0 - 1 131 0.00%
TWX180720C00085000 2018-06-14 1:31PMEDT 8500 1420 000 000 0.00 - 1 288 0.00%
TWX180720C00087500  2018-06-12 10:16AM EDT  87.50 952 990 1210 0.0 - 10 185 128.22%
TWX180720C00090000 2018-06-14 3:27PM EDT  90.00 910 000 000 000 - 136 3,848 0.00%
TWX180720C00092500 2018-06-14 3:53PM EDT 9250 675 000 000 000 - 114 34724 0.00%
TWX180720C00095000 2018-06-14 3:50PM EDT 9500 459 000 000 000 - 1285 171,957 0.00%
TWX180720C00097500 2018-06-14 3:53PM EDT  97.50 257 000 000 000 - 928 45,304 0.00%
TWX180720C00100000 2018-06-14 3:57PM EDT  100.00 121 000 000 0.0 - 1,003 37,335 3.13%
TWX180720C00105000 2018-06-14 3:57PM EDT  105.00 024 000 000 000 - 818 153,903 12.50%
HP Inc. (HPQ)
NYSE - NYSE Delayed Price. Currency in USD
23.53 -0.06 (-0.25%)
At close: 4:02PM EDT
Calls for July 20, 2018
Contract Name LastTrade Date Strike LastPrice Bid Ask Change % Change Volume Openinterest  Implied Volatility
HPQ180720C00017000 1969-12-31 8:00PM EDT 17.00 705 650 665 +7.05 +100.00% 0 0 194.53%
HPQ180720C00018000 2018-06-25 11:49AM EDT  12.00 530 550 560 +530 +100.00% 0 10 143.75%
HPQ180720C00019000 1989-12-31 8:00PM EDT 19.00 472 450 460 +472 +100.00% 0 0 118.75%
HPQ180720C00020000 2018-07-16 3:29PM EDT  20.00 355 350 365 +355 +132.96% 1 17 109.38%
HPQ180720C00021000 2018-07-17 9:32AM EDT  21.00 249 242 280 0.00 - 6 1,084 90.63%
HPQ180720C00022000 2018-07-12 2:23PM EDT  22.00 159 155 162 +159 +100.00% 15 1,627 57.42%
HPQ180720C00022500 2018-07-10 9:41AM EDT 2250 123 103 114 +123 +100.00% 2 1,407 53.91%
HPQ180720C00023000 2018-07-18 3:52PM EDT  23.00 055 053 058 -0.16 -2254% 186 3,428 26.17%
HPQ180720C00023500 2018-07-18 3:19PM EDT  23.50 0.14 015 017 -0.13  -48.15% 112 3,885 18.16%
HPQ180720C00024000 2018-07-18 3:53PM EDT  24.00 002 002 004 -002 -50.00% 540 5,285 21.88%
HPQ180720C00024500 2018-07-17 9:30AM EDT  24.50 0.01 000 002 000 - 2 215 30.08%
HPQ180720C00025000 2018-07-13 12:21PM EDT  25.00 0.01 0.00 001 +0.01 =+100.00% 1 2,604 35.04%
HPQ180720C00026000 2018-07-16 3:30PM EDT  26.00 0.01 000 002 +001 +100.00% 3 114 54.69%
HPQ180720C00027000 1989-12-31 8:00PM EDT  27.00 0.01 0.00 002 +0.01 =+100.00% 0 50 71.88%
HPQ180720C00028000 2018-07-13 11:44PM EDT 22.00 0.01 000 002 0.00 - 1 0 87.50%

10
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fig. 17 .
9 Thor Industries, Inc. (THO)
NYSE - NYSE Delayed Price. Currency in USD
100.98 -0.39 (-0.38%)
At close: 4:02PM EDT
Calls for July 20, 2018
Confract Name Last Trade Date Strike  Last Price Bid Ask Change % Change \Volume Openinterest  Implied Volatility
THO180720C00070000 2018-06-11 1:38PM EDT  70.00 31.82 3020 3140 000 - 1 1 249.61%
THO180720C00085000 2018-07-17 10:24AM EDT  85.00 15.00 1530 1650 0.00 - 1 2 143.46%
THO180720C00090000 2018-07-17 10:24AM EDT  90.00 10.00 10.80 11.30 0.00 - 1 143 67.97%
THO180720C00095000 2018-07-16 12:22TPM EDT  95.00 410 580 630 000 - 12 194 58.40%
THO180720C00100000 2018-07-18 2:18PM EDT 100.00 128 165 185 -124 -4921% 14 1,525 35.84%
THO180720C00105000 2018-07-18 2:34PM EDT  105.00 009 005 015 -026 -74.29% 38 973 33.69%

1



fig. 18

fig. 19

fig. 20

lTHO14351 160.00

10.00
ol ! ol /
=l
‘ \ | | | | ‘ 67041k
Time Warner Inc. (TWX)
NYSE - NYSE Delayed Price. Currency in USD
98.77 0.00 (0.00%)
At close: 4.03PM EDT
Calls for July 20, 2018
Contract Name Last Trade Date Sirike Last Price Bid Ask Change 9% Change Volume Open interest mplied Volatility
TWX180720C00105000 2018-06-14 3:57PM EDT 105.00 024 000 000 000 - 818 153,903 12.50%
Puts for July 20, 2018
Contract Name Last Trade Date Sirike  Last Price Bid Ask Changs 9% Changs Volumea Open Interest mplied Volatility
TWX180720P00095000 2018-06-14 3 MPMEDT  95.00 070 000 000 000 - 317 36,350 12.50%
> in the money out of the money
fy CALLS CALLS
-_—
° amn ( )
b
L J
(L ]
L]
Q € >
out of the money in the money
PUTS PUTS
-_—

at the money

Strike Price
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fig. 21

fig. 22

CHAPTERS
Win at Options By Speaking Greek

A stock price

A option price
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fig. 23

fig. 24

out of the
money

at the
money

strike price

fig. 25

in the
money

>
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fig. 26

fig. 27

option value

180 150 100 50 0
days until expiration
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CHAPTER G
Popular Options Strategies

ie-28  Pprofit & Loss on a Covered Call

loss low profit max profit for seller
( a ]
| I
Call Option Strike Price Option

(Covered Call Seller) Sells at .50 per share
short one DFT (exp) 35 call A
Breaks Even (Buyer)
& long one DFT
Current (exp) 35 call
Stock Price Breaks Even
€ | I >
$31.68  $32.18 $35.00 $35.50

Stock Price of Dupont (DFT)

ﬂ g . 2 9 | wwe 1166 -

16



Straddling WWE

long one WWE (cap) 15 call
+
long one WWE (exp) 15 put

(each option is purchased for $1 per share)

profit profit
€ |y |
current price
$13 $15 $17
€ i | | >

WWE Stbck Price

o Strangling GM

long one GM (exp) 36 call
@ $0.50 per share
+
long one GM (exp) 31 put
@ $1.00 per share

profit via profit via

the put $ . the call
current price
$29.50 $33 $37.50
€ ! ' —

GM Stoclzk Price

17



‘ The Bull Spread \

long one GM (exp) 35 call @ $.50 per share
+ short one GM (exp) 37 call @ $.20 per share

Total Position = $.30 per share

mitigated loss limited profit

(current price)

$33 $35.30 $37
e

GM Stock Price

fig. 33

The Married Put

profitability

(current stock price) 9

7} put put strike
7)) break price
(o] even point

_ Married put loss “floor”

18



fig. 34

fig. 35

The Protective Collar

profi

" $45 $50 $55
7 bought put current sold call
o strike price stock price strike price

The Long Put Butterfly Spread

position 1 : short z xyz (exp) 100
position 2 : long 1 xyz (exp) 105
position 3 : long 1 xyz (exp) 95

*

profi

loss

* Since two contracts are purchased
@ the $100 strike price, losses are
limited on either direction.

19



fig. 36

profi

loss

Iron Condor

position 1 : long 1 xyz (exp) 20 call
position 2 : short 1 xyz (exp) 25 call
position 3 : short 1 xyz (exp) 30 call
position 4 : long 1 xyz (exp) 35 call

20



GLOSSARY

American-Style Option
An option that may be exercised at any
point prior to the expiration date.

Ask Price
A price that a particular party is willing to take
in exchange for a stock or some other security.

Bid Price
A price that a particular party is willing to pay
to obtain a stock or some other security.

Call

An option that guarantees the “owner” the
right to purchase a stock at a certain price
(strike price) before a specified expiration date.

Covered Call

When a trader selling a call option owns
the requisite shares in the underlying asset
and is therefore able to readily produce the
shares if the option is “called in”.

Cost Basis

The cost basis for a stock is the original
cost of obtaining the stock adjusted for
revenue obtained through the stock, such
as dividends, capital distribution, and any
revenues gained from selling options on
the stock.

Chicago Board Options Exchange
(CBOE)

The first trading exchange to legitimize and
regulate the trading of stock options.

European-Style Option
An option that may only be exercised on
the exact date of expiration.

Gamma Risk

A level of risk affecting the profit/loss of an
option, whereby small changes in the value
of the underlying asset may drastically
reduce the delta value of the stock, leaving
the investor in a position in which a small
change can significantly eliminate or
diminish profit.

Greeks

A collection of metrics used to describe

the anticipated behavior of option value in
response to various factors such as changes
in the underlying value (delta), changes in
time (theta), changes in interest rates (rho),
changes in volatility (vega) and anticipated
changes in the delta value (gamma).

Historical Volatility

The observed volatility of a particular financial
instrument as observed by past performance.
(Contrast with “implied volatility”)

Implied Volatility

An important measurement of an options
value that predicts the volatility in price
for an option. The higher the implied
volatility, the more likely that the stock will
dramatically change in value. Distinct from
historical volatility in that implied volatility
attempts to predict future behavior,
whereas historical volatility is an evaluation
of past behavior.

In The Money (ITM)

When an option’s strike price will yield
immediate intrinsic value. A call option is
ITM when the strike price is lower than
the actual value of the underlying asset.
A put option is ITM when the strike price
is higher than the actual value of the
underlying asset.

Intrinsic Value

The amount by which a call option’s

strike price is lower than the underlying
asset price, or the amount by which a

put option’s strike price is higher than

the underlying asset price. An option with
intrinsic value can be exercised for a profit
if and only if the premium paid to obtain
the option is less than the intrinsic value.

Long Position

In stock trading, a long position refers to the
holding of any stock or derivative that will
increase in value when the stock goes up.

Limit order

When a trader agrees to purchase a certain
financial asset at or below a certain price.
A limit order is usually set at a price
somewhere in between the ask price and
the bid price.

Moneyness

The difference between an option’s set strike
price and the price of the underlying asset or
stock, or the extent to which an option is in
or out of the money. Moneyness profoundly
influences the pricing of options.

Naked Call Writing

When a trader selling a call option does not
own the requisite shares in the underlying
asset and is therefore not able to readily
produce the shares if the option is “called in”

Naked Put

When a trader purchases a put (the right
to sell a stock at a certain price) without
actually owning the underlying stock.

Options Clearing Corporation (OCC)
A corporation formed by the Chicago Board
Options Exchange responsible for ensuring
that options contracts are enforced.

Options Chain
A price listing of call and put options at
various strike prices and expiration dates.

Out of the Money (OTM)

A call option is out of the money when the
value of the stock is lower than the strike
price. A put option is out of the money
when the value of the stock is higher than
the strike price.

Owner
The party in an options contract entitled to
exercise the option. (Compare with “Writer.”)

Premium
The price paid to own a stock option.

Put

An option that guarantees the “owner” the
right to sell a stock at a certain price (strike
price) before a specified expiration date.

Short Position

In stock trading, a short position refers to the
holding of any stock or derivative that will
increase in value when the stock goes down.

Spread

An option investment strategy whereby a call
(or put) is simultaneously bought and sold
creating a cheaper overall premium price
while limiting profitability to a certain extent.

21



Stock Option

A contract guaranteeing the right to purchase
(call) or sell (put) a specific stock at specific
price within a specific period of time.

Straddle

An options investment strategy whereby a
put and a call option are purchased for the
same stock at the same strike price.

Strangle

An option investment strategy whereby a
put and call option are purchased for the
same stock but at different strike prices,
usually with the put strike price being
lower and the call price being higher.

Strike Price

A price that’s specified in an options
contract at which the buyer of the option
may purchase a stock (in a call) or sell a
stock (in a put) within the period specified
by the contract.

Time Decay
The phenomenon of an option losing value
over time.

Time Value

An element that contributes to the overall
valuation of an option on the basis of the
amount of time remaining in an option
contract prior to the expiration date, the
more time remaining in the contract, the
more valuable the option.

Underlying Asset

The asset from which an option is derived.
With stock options, stocks are the
underlying assets.

Volatility

The propensity of a certain financial
instrument to significantly fluctuate in
value over time.

Wasting Asset

An asset that declines in value over time.
Because options lose value the closer
they get to their expiration dates, they are
considered to be wasting assets.

Writer

The party in an options contract obliged to
buy or sell a stock when the owner exercises
an option. (Compare with “Owner.”)

22
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