


What is an Option

Stock versus Call

Understand the Key Terms

When to Trade Options



Trying to learn everything
about everything all at once.





An agreement between two people 
to buy or sell a stock

The owner of the option has the 
right to buy or sell a stock.



Option BuyerOption Seller
Pays for the right to 
buy or sell a stock.

Gets paid but takes 
on obligations.



Call Option
= Right to Buy

Put Option
= Right to Sell



Option BuyerOption Seller
“I have the right to 

buy the stock.”
“I have obligations to 

SELL the stock.”

CALL Option



 # Shares
 Price
 Expiration
 Premium



1 MSFT Feb 150 Call @ 6.10

CALL Option



1 MSFT Feb 150 Call @ 6.10
“I have the right to buy 100 

shares of MSFT.”

Contract

“If exercised, I have the 
obligation to sell 100 

shares of MSFT.”



1 MSFT Feb 150 Call @ 6.10
“I have the right to buy 100 
shares of MSFT at $150.”

Strike Price

“If exercised, I have the 
obligation to sell 100 

shares of MSFT for $150.”



1 MSFT Feb 150 Call @ 6.10
“My rights expire the 3rd

Friday of February.”

Expiration

“My obligations end the 3rd

Friday of February.”



1 MSFT Feb 150 Call @ 6.10
“I’ll pay $6.10 per share or 

$610 for this.”

Premium

“You’ll pay me $610.”







AAPL trading at $130
How much would it cost 

to buy 100 shares?



Scenario #1
AAPL drops to $125

How much are your 100 shares worth now?

Do you have to sell your shares?



Scenario #2
AAPL rises to $140

How much are your 100 shares worth now?

Do you have to sell your shares?



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120

$125

$130

$135

$140



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000)

$125 ($13,000)

$130 ($13,000)

$135 ($13,000)

$140 ($13,000)



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000)

$125 ($13,000)

$130 ($13,000) $13,000 $0

$135 ($13,000)

$140 ($13,000)



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000)

$125 ($13,000) $12,500 ($500)

$130 ($13,000) $13,000 $0

$135 ($13,000)

$140 ($13,000)



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000) $12,000 ($1,000)

$125 ($13,000) $12,500 ($500)

$130 ($13,000) $13,000 $0

$135 ($13,000)

$140 ($13,000)



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000) $12,000 ($1,000)

$125 ($13,000) $12,500 ($500)

$130 ($13,000) $13,000 $0

$135 ($13,000) $13,500 $500

$140 ($13,000)



Buy Stocks Long Example

Stock Price Initial Cost of 100 shares 
@ $130/share Cash if Sold Profit/Loss

$120 ($13,000) $12,000 ($1,000)

$125 ($13,000) $12,500 ($500)

$130 ($13,000) $13,000 $0

$135 ($13,000) $13,500 $500

$140 ($13,000) $14,000 $1,000

What is maximum profit? What is maximum risk? $13,000Unlimited



Profit/Loss

Stock Price

Long Stock (i.e. Buy Stock)





You are bullish on AAPL.
It is trading at $130.

You want to buy the RIGHT 
to Buy AAPL at $130.



You buy one CALL option 
on AAPL.

It gives you the RIGHT to 
Buy AAPL at $130.



Your one CALL gives you the 
RIGHT to BUY 100 shares of 

AAPL at a certain price 
($130) by a certain date 

(expiration date).



Your one CALL costs 
$3.65 per share or $365 

for one contract.



Scenario #1
AAPL drops to $125

Will you want to exercise your RIGHT to BUY 
AAPL at $130 if it is trading at $125?



Scenario #2
AAPL rises to $140

Will you want to exercise your RIGHT to BUY
AAPL at $130 if it is trading at $140?



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120

$125

$130

$135

$140



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365)

$125 ($365)

$130 ($365)

$135 ($365)

$140 ($365)



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365)

$125 ($365)

$130 ($365) $0 ($365)

$135 ($365)

$140 ($365)



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365)

$125 ($365) $0 ($365)

$130 ($365) $0 ($365)

$135 ($365)

$140 ($365)



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365) $0 ($365)

$125 ($365) $0 ($365)

$130 ($365) $0 ($365)

$135 ($365)

$140 ($365)



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365) $0 ($365)

$125 ($365) $0 ($365)

$130 ($365) $0 ($365)

$135 ($365) $500 $135

$140 ($365)



Buying a Call Example

Stock Price Initial Cost of 1 AAPL 130 
Call option Option Value Profit/Loss

$120 ($365) $0 ($365)

$125 ($365) $0 ($365)

$130 ($365) $0 ($365)

$135 ($365) $500 $135

$140 ($365) $1,000 $635

What is maximum profit? What is maximum risk? $365Unlimited



February 6th

AAPL traded at $129.73



March 1st

AAPL had risen to $139.79
A 7.7% increase



AAPL trade Initial Cost
Feb 6th

Value
March 1st

Net Profit
March 1st % Gain



AAPL trade Initial Cost
Feb 6th

Value
March 1st

Net Profit
March 1st % Gain

100 shares ($12,973) $13,979 $1,006 7.7%



AAPL trade Initial Cost
Feb 6th

Value
March 1st

Net Profit
March 1st % Gain

100 shares ($12,973) $13,979 $1,006 7.7%

1 contract ($365) $1,080 $715 195%



AAPL trade Initial Cost
Feb 6th

Value
March 1st

Net Profit
March 1st % Gain

100 shares ($12,973) $13,979 $1,006 7.7%

1 contract ($365) $1,080 $715 195%

3 contracts ($1,095) $3,240 $2,145 195%



AAPL trade Initial Cost
Feb 6th

Value
March 1st

Net Profit
March 1st % Gain

100 shares ($12,973) $13,979 $1,006 7.7%

1 contract ($365) $1,080 $715 195%

3 contracts ($1,095) $3,240 $2,145 195%

10 contracts ($3,650) $10,800 $7,150 195%



Long Call (i.e. Buy Call)
Profit/Loss

Stock Price





Each option contract controls 
100 shares of stock.
1 contract = 100 shares

10 contracts = 1,000 shares



The date on which the buyer of
the option ceases to 

have rights.



Seller’s Point of View
“The more time I give, the more time 

unexpected things can happen. I 
need to charge more for this!”



Less Time
= Less 

Premium

Premium Increases

More Time
= More 

Premium



The date on which the buyer of
the option ceases to 

have rights.
Less Time = Less Premium
More Time = More Premium

Time Value decreases quickly as expiration approaches.



The price at which the buyer & 
seller agree to exchange the 
stock if the buyer decides to 

exercise his option.



That is where your Rights 
or Obligations kick in.

Whether you Buy or Sell 
an option, you pick your 

STRIKE price.



STRIKE prices above 
the stock’s price have 

no intrinsic value. 

CALLS



STRIKE prices above 
the stock’s price have 

no intrinsic value. 

CALLS
Buyer’s Point of View 

at Expiration
“Why would I exercise my right 
and buy the stock at a higher 

price? This option is worthless.”



CALLS

Premiums get lower 
and lower the more
OTM an option is.

Out of the Money
(OTM)



STRIKE prices below 
the stock’s price do 
have intrinsic value. 

CALLS



STRIKE prices below 
the stock’s price do 
have intrinsic value. 

CALLS

Buyer’s Point of View 
at Expiration

“I could exercise my right and 
buy the stock at a lower price? 

This option is worth something!”



CALLS

Premiums get higher
and higher the more

ITM an option is.

Out of the Money
(OTM)

In the Money
(ITM)



PUTS

For PUTS, you just 
have to reverse it.

Out of the Money
(OTM)

In the Money
(ITM)



Stock

$2.41 $3.50

$0.81 $1.39

$13.40 $14.60

$6.47 $7.61

$0.26 $0.55

$25.65 $26.13

CALL Pricing 37 days 65 days











Bullish Trades
Buy Calls
Sell Puts

Sell Covered Calls
Bull Spreads



Bearish Trades
Buy Puts

Bear Spreads



Market Timing Graph – Acceptable Times

• Graph of VVC – discuss how MTI rising and multiple green lights in 
color guard indicate OK times to buy calls

• Perhaps have profit objectives scaled back a bit

Use the Colors in the 
Color Guard to help.

Green Light with MTI 
& BSR rising = Bullish

Red Light with MTI & 
BSR falling = Bearish





Green Light signal after 
the market was near 

oversold levels.



October 10th

AAPL traded at $230.09



You’re bullish on AAPL.
You want to buy the RIGHT 

to Buy AAPL at $230.



You buy: 
1 AAPL Jan 230 Call @ $12.45



Your one CALL gives you the 
RIGHT to BUY 100 shares of 

AAPL at a certain price ($230) 
by the expiration date (3rd

Friday of January).



Your one CALL costs 
$12.45 per share or 

$1,245 for one contract.



December 2nd

AAPL had risen to $264.16
The stock increased 14.8%.



December 2nd

The CALL value had risen to $35.58.
The option increased 185%!



What an Option Is

Stock versus Option

Key Terms & Market Direction

The Power of Leverage



Learn How To Profit By Trading Options



Option 
Foundation 

Builder
Trade Set-Up

Calls
Trade Set-Up

Puts
Trade 

Selection
Trade 

Management
Trade 

Execution

Focus on the Most 
Important…

Profit System for Up 
Markets…

Profit System for Down 
Markets…

Pick the Best 
Candidate…

Be Prepared. 
Know What to Do. Ready. Set. Trade.

Building Block Matrix
Price/Value Calculator
Sweet Spot Identifier

Prepare for Blastoff
Successful Set-Ups
Know Your Rights

Prepare for Blastoff
Successful Set-Ups
Know Your Rights

Pattern Identifier
Stock Filter
Option Criteria

Set Objectives
Profit Targets
Exit Criteria

How to Enter Trades
How to Exit Trades
Trading Checklist

1 3 4 5 6

Module Module Module Module Module
2

Module
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