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Introduction

Anyone with a brokerage account, 401K or IRA is most likely familiar with stocks,
bonds, mutual funds and Exchange Traded Funds (ETFs), and they have most likely
heard about options as well, but are not familiar with them. In fact, they probably have
adopted the prevailing view that options are risky and should be avoided.

But, the truth is, with the proper education, understanding the ins and outs of options is
fairly simple and trading options properly can actually be less risky than investing in or
trading stocks.

Depending on your investment or trading goals, there are a variety of options strategies
available, from the very basic to the more complex. But even the more complex
strategies become very easy to apply with a little practice.

The analogy | always use with my students is that learning to drive a car seemed very
complex at the time, especially those left hand turns. But, in no time, driving in almost
any conditions became second nature, no problem at all.

Options trading is the same way and once you master a few or more of these strategies,
you can apply them over and over again for life.

Some strategies allow you to profit from the directional movement of a stock, for
example, without actually buying the stock, all with much less risk than had you bought
the stock directly.

Other strategies allow you to protect your portfolio from the next market crash; it’s like
buying insurance on your portfolio. Yet other strategies allow you to collect “income” on
a regular basis.

Now this is not to say that trading options is not risky, but investing in or trading stocks,
bonds, ETFs and mutual funds is also risky. Because of the high degree of leverage
that options offer, trading options without the proper education is, indeed, extremely
risky, like driving a car with no training. However, with the proper education, trading
options can actually be less risky than trading stocks.

This is why brokers and others always caution you about options with words like:
“Options involve risks and are not suitable for everyone. Option trading can be
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speculative in nature and carry substantial risk of loss. Only invest with risk capital.”
They know that without the proper education trading options is indeed very risky. And
that is why most people completely miss out on the many advantages and profit
potential of trading options. They never bother to get educated.

So, at a minimum, you owe it to yourself to get educated and then, from a position of
strength, decide if options trading is for you. In so doing, you will become aware of a
whole new world of profit potential and risk management that the best investors and

traders in the world apply routinely.

Our objective in this report is to pull back the curtain and remove the mystery
surrounding the world of options. We’ll cover options basics in a way that will be
completely understandable including the “Greeks” and other options jargon. This report
will not make you an expert, but it will open the door for you and motivate you to take
the next step to more advanced education on each of the options strategies available.

“ Good Trading,
3 W2/

| Bill Poulos
Profits Run

p.s. For more information on one of my most popular options trading strategies, visit
www.profitsrun.com/favorite.
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A Simple Story

If you've ever felt like options trading was a secret language spoken by Wall Street
insiders — full of intimidating terms like "strike price," "premium," and "expiration date"
— you're not alone.

The truth is, options aren't complicated. They're built on simple, everyday ideas you
already understand, like putting a deposit on something you want or buying insurance to

protect what you own.

So before we touch a single stock chart, let's meet Suzie and Sammy, and watch how a
simple deal over a house reveals exactly how options really work.

By the end of this short story, you'll understand calls and puts better than most people
who've been trading for years.

For Sale:
Suzie — $500,000 Sammy Peter Harry

3 | H

Suzie is selling her house for $500,000 in a neighborhood that has a nearby parcel of
land that is for sale as well.

There are two parties interested in the land. Peter plans to develop the land into a
beautiful park and bird sanctuary, and Harry plans to build a low cost housing
development.

Now Sammy comes along and is interested in buying Suzie’s house for a cash deal, but

he has a problem - he won’t have the cash available for three months. So he’s of course
worried that the house will be sold to someone else in the meantime.
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I'll give you the option (“call option”) to buy I'll give you $5,000
my house for $500,000 (“sirike price”) any (“option premium”) if
time within the next 3 months (“expiration you’ll take your house
date”). off the market

V For Sale:
Suzie $500,000

3 |0

So he decides to offer Suzie $5,000 (the option premium) right now, if she’ll take the
house off the market and give him the option (a “call option”) to buy the house for
$500,000 (the “strike price”) anytime within the next three months (the “expiration date”).

If he does not elect to buy the house, Suzie keeps the $5,000 premium and Sammy
walks away from the deal. If he does elect to buy the house (or “exercises the option”),

Suzie still gets to keep the $5,000 and he pays Suzie $500,000 for the house.

Now three things could happen in this story.

Scenario 1
Peter buys the land

For Sale:
$500,000 Sammy Peter

——
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In Scenario 1, Peter buys the nearby parcel of land. This of course will increase the
value of Suzie’s home to say $600,000. In which case, Sammy will be very happy to
exercise his option to buy the house for $500,000.

Scenario 2
Harry buys the land
For Sale:
Suzie — $500,000 Sammy Harry
_\
\\/

In Scenario 2, Harry buys the nearby parcel of land. This of course will decrease the
value of Suzie’s home to say $400,000. In which case, Sammy will not exercise his
option to buy at $500,000 and just walk away from the deal, having lost only $5,000.

Scenario 3
Neither buys the land

For Sale:
Suzie — $500,000 Sammy

=i
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Then there’s Scenario 3, where neither party buys the nearby parcel of land. Suzie’s
house is still worth $500,000 and Sammie can elect to exercise his option to buy the
house for $500,000 or not and simply walk away from the deal, losing only $5,000.

| control the house for 3
months, & the most |
can lose is $5,000.

For Sale: LY 4
$500,000 Sammy Peter Harry

5 ||

In effect, Sammy is controlling a $500,000 asset for three months for only $5,000. No
matter what happens during that time, the most he can lose is $5,000.

Suzie, on the other hand, is happy to take the $5,000 as she had no guarantee anyone
else would buy the house at her asking price nor did she feel the nearby parcel of land
would sell anytime soon.

instead of $5,000, | want $10,000 to take

Since there are so many of you interested,
my house off the market for 3 months.

V For Sale:
Suzie

— $500,000 Sammy Peter Harry
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Here’s a footnote to the story.

Depending on the circumstances, if Suzie felt she was likely to attract another buyer in
the near term, she would have demanded more than $5,000 from Sammy to take the
house off the market for 3 months.

Likewise with Call options, the more the underlying asset is perceived to appreciate, the
higher the premium demanded by the market for the Call option.

So now let’s define this in trading terms and look at an actual example trade.

A “call” option is a contract between two parties to exchange a stock at a “strike” price
by a predetermined date. One party, the buyer of the “call”, has the right, but not an
obligation, to buy the stock at the strike price by the future date, while the other party,
the seller of the call, has the obligation to sell the stock to the buyer at the strike price if
the buyer exercises the option.

Expiration Date

(7 Days)
$60
$4 .80 Profit
Buy "Call” Option ($55 Strike Price) $55
$50

Irading at $50
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For example, if a stock is trading at $50 and you think it's going to go up to $60, you
might buy a $55 “call” option for say, 20 cents.

If the stock rose to $60, that would allow you to buy the stock at $55 even though it's
valued at $60, netting you a $4.80 profit on each share.

On the other hand, the person that sold you the “call” would be obligated to sell you the
stock at $55 at a loss of $4.80.

If the stock never rises above $55 by expiration date, the “call” expires worthless and
the “call” buyer is out 20 cents and the “call” seller keeps the 20 cents.

Now let’s look at how put options work by revisiting Suzie and Sammy from our earlier
story.

That’ll be $1,500
for a one year

policy.

I’d like to buy an insurance policy
on my truck for $40,000

/

\/
Y Sammy /
Suzie

.1 $40,000

Sammy owns a truck worth $40,000. He is concerned that his truck may be damaged in
an accident or stolen.

So, Sammy decides to buy a zero deductible insurance policy (a “Put option”) on the

truck for the full amount of $40,000 (the “strike price”) from Suzie’s Auto Insurance
Company.
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Suzie charges him $1,500 (the “option premium”) for a one year policy. One year being
the “expiration date”.

Three things could happen in this story.

Scenario 1
Sammy’s truck is not
damaged or stolen

Sammy
Suzie

In Scenario 1, Sammy’s truck is not damaged or stolen during the years, so Suzie
keeps the $1,500 premium.

Sammy is OK with “losing” the $1,500 for the protection it provided him for the year.

I’d like to file an insurance claim Scenarlo 2
et to pay Sammy’s truck is
V damaged in an accident

Sammy
Suzie

4.1\ $10,000in
\  repairs

o $40,000
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In Scenario 2, Sammy’s truck is damaged in an accident, requiring $10,000 in repairs.

He “exercises” his insurance policy (his “Put option”) by filing a claim, and Suzie pays
him $10,000 for the repairs as agreed.

Sammy is happy he purchased protection for this possibility.

I’d like to file an insurance fciati;:y Scenarlo 3
me a new truck. Sammy’s truck is stolen
Sammy
. Suzie

/

$40,000 to buy
a new truck

In Scenario 3, Sammy’s truck is stolen.

He “exercises” his insurance policy (his “Put option”) and files a claim, but this time for

the full replacement value of his truck, and Suzie pays him the full amount of $40,000 to

buy a new truck.

Sammie, of course, is very happy he purchased protection for this possibility.

www.profitsrun.com
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Sammy

$40,000

In any case, Suzie is happy because she sold many such insurance policies (different
“Put options”) to other drivers, most of which never filed a claim (or were never were
“‘exercised"), providing her with a net profit.

And here’s a footnote to this story.

If Sammy had a poor driving record, that is more risk to Suzie, so she would have
charged him more than $1,500 for the one year insurance policy. On the other hand, if
Sammy had an exemplary driving record, Suzie could have charged him less, as the
risk would be lower.

Likewise with Put options, the higher the perceived risk, the higher the premium
demanded by the market.

Let’s look again at a definition and a trading example.

A “put” option is a contract between two parties to exchange a stock at a “strike” price,
by a predetermined date. One party, the buyer of the “put”, has the right, but not an
obligation, to sell the stock at the strike price by the future date, while the other party,
the seller of the put, has the obligation to buy the stock from the buyer at the strike price
if the buyer exercises the option.
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Expiration Date
(7 Days)

Irading at $50 $50

. Buy “Put" Option ($45 Strike Price) $45

. $4.80 Profit
T ‘ B $40

For example, if a stock is trading at $50 and you think it's going to go down to $40, you
might buy a $45 “put” option for say, 20 cents.

If the stock dropped to $40, that would allow you to sell the stock at $45 even though it's
valued at $40, netting you a $4.80 profit on each share.

On the other hand, the person that sold you the “put” would be obligated to buy the
stock from you at $45 at a loss of $4.80.

If the stock never drops below $45 by expiration date, the “put” expires worthless and
the “put” buyer is out 20 cents and the “put” seller keeps the 20 cents.

And that concludes the story of Suzie and Sammy!

Next, I'll continue with a more straightforward explanation of how options work.
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Options Basics & Overview

Options are contracts that give the buyer the right, but not the obligation, to buy or sell
an underlying stock at a specified strike price on or before a specified date. The seller
incurs a corresponding obligation to fulfill the transaction, which means that they must
buy or sell the underlying stock if the owner elects to exercise the option, prior to the
options expiration date. The buyer pays a premium to the seller for this right.

Options that give the buyer the right to buy a stock at a given price are called "calls" and
options that give the buyer the right to sell a stock at a given price are called "puts".
Both calls and puts are commonly traded.

To trade options you need to open what'’s called a “margin account” with a broker. And
while it is true that you must be a little more financially able to open up such an account
(usually a $5,000 minimum), there are many options strategies that are very low risk.
Some are simple, some are relatively complex, and some options strategies are used to
provide income on an ongoing basis.

Options provide very high leverage and, as long as you do not abuse that leverage,
trading options properly can be less risky than trading the underlying securities directly.

To understand the basics of options, | will cover definitions, option types, options vs.
stocks, options language, and then how to handle the unlikely event of assignment.

Options provide the trader or investor the opportunity to manage risk in the markets in
ways not available when just buying a stock or ETF; and, as we get into this, you will
see how different strategies can accomplish just that.

Options are risky? Well, they are no more risky than trading the underlying security. If
done properly, options trading can actually be less risky than stock trading.

Yes, if you abuse the leverage aspects of options and put options sizes on that are too
large, relative to your account size, you are going to have a problem. And it is precisely
the leverage aspect of options that, when abused, causes them to be highly risky. But,

like anything, if you know what you are doing, there is no need for that.

An example would be a driving analogy. If you put a kid in behind a steering wheel,
driving, or attempting to drive a car down the highway, would that be risky? Boy, you bet
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it would be! But if you put an adult behind the wheel, who has had proper driver’s
training and is properly licensed, the risk is dramatically diminished. Options is the same
way, if you know what you are doing, they are no more risky than trading stocks and,
indeed, can even be less risky.

Options require far less margin than buying stocks or ETFs outright. When you buy a
stock or an ETF, you are going to have to put up the full amount of money; or, if you
have a margin account, approximately half or 40% of the money. But, with options, it is
significantly less than that. Oftentimes, 10% or 5% of the margin is required to control
the same number of shares. Again, if you abuse that and overtrade, or put position
sizes on that are far too large, relative to your account size, that is when you get into
trouble, and there is no need for that.

The profit potential trading options can be far greater than trading stocks or ETFs.
Successful options trading does require good methods to evaluate the price movements
of their underlying securities. Then, given the assessment of the underlying security,
you can apply the proper options strategy.

So there are two parts to this:

1. Understanding options and the various options strategies
2. Having a method, or methods, to evaluate the likely direction of the stock, ETF,
or index for which you will be trading the options

So you need both of those. But, if you are trading stocks, you need that anyway. You

are not just going to go in and put orders in blindly; you are going to go in and trade
according to what your assessment is of the market or likely market direction.
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Definitions & Examples
Okay, let’s get into basic definitions. There are two types of options: Puts and Calls.

Put Option

A put option is a contract between two parties to exchange a stock at a strike price by a
predetermined date. One party, the buyer of the put, has the right, but not an obligation,
to sell the stock at the strike price by the future date. While the other party, the seller of
the put, has the obligation to buy the stock from the buyer of the put, at the strike price,
if the buyer exercises the option.

For example, if a stock is trading at $50, and you think it is going to go down to $40, you
might buy a $45 put option for, say, $0.20. If the stock did drop to $40, that would allow
you to sell the stock at $45, even though it is valued at $40, netting you a $4.80 profit on
each share. On the other hand, the person who sold you the put would be obligated to
buy the stock from you at $45, at a loss of $4.80. If the stock never drops below $45 by
the expiration date, the put expires worthless, and the put buyer is out $0.20 and the put
seller keeps the $0.20.

Expiration Date
(7 Days)

i Trading at $50 sso
. Buy "Put” Option ($45 Strike Pnce) $45

Trl 4
]

www.profitsrun.com 16



Call Option

A call option is a contract between two parties to exchange a stock at a strike price by a
predetermined date. One party, the buyer of the call, has the right, but not an obligation,
to buy the stock at the strike price by the future date. While the other party, the seller of
the call, has the obligation to sell the stock to the buyer at the strike price if the buyer
exercises the option.

For example, if a stock is trading at $50 and you think that it is going to go up to $60,
you might buy a $55 call option for, say, $0.20. If the stock rose to $60, that would allow
you to buy the stock at $55, even though it is valued at $60, netting you a $4.80 profit
on each share. On the other hand, the person that sold you the call would be obligated
to sell you the stock at $55, at a loss of $4.80. Now if the stock never rises above $55
by expiration date, then the call expires worthless and the call buyer is out $0.20 and
the call seller keeps the $0.20.

Expiration Date
(7 Days)

$60

$4.80 Profit

Buy ‘Call” Option ($55 Sinke Prce) 555

i Trading at $50 $50

*T‘*.
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Option Types

Now let’s talk about the types of options available.

You have options available for stocks, ETFs, and indexes, as well as futures, forex, and
other underlying securities.

We will be focusing in on stocks, ETFs, and indexes. It is important to note that not all
stocks, ETFs, and indexes have options; however, when it comes to monthly options,
they are available for hundreds of stocks, ETFs, and indexes. So there are more than
enough in order to trade options effectively.

Monthly options have expiration dates for different months, out into the future, and they
are simultaneously available for trading. So there may be, for example, a July call
option, an August call option, a September call option, a December call option, all of
trading simultaneously. These monthly options expire on Saturday following the third
Friday of the month; so the last trading day is the third Friday of the month.

Options with expiration dates of one year or more into the future are called LEAPS.
LEAPS is an acronym that is not worth remembering, but it, essentially, means long-
term options. All LEAPS expire on Saturday following the third Friday in January; so the
last trading day for a LEAP would be that third Friday in January.

There are weekly options, which are newer on the scene, and these are available for
over 100 stocks, ETFs, and indexes. The mechanics work the same as monthly options,
except that the life of these weekly options is much shorter. These are options with
expiration dates for different weeks, out into the future, and are also simultaneously
available for trading. Weekly options begin trading each Thursday when the equities
markets open at 9:30 a.m. Eastern Standard Time. Weekly options expire on Saturday,
following the Friday of expiration week, when the equities markets close at 4:00 p.m.
Eastern Standard Time. Most weekly options have a life of up to four weeks.
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Options Versus Stocks

Let’s focus in now on options versus stocks.
Options will track the price movement of the underlying stock.

Options trade like stocks on the open market, although some options are very thinly
traded and should generally be avoided.

Prior to expiration, options can be bought and sold when the underlying stock market is

open. So you can get into and out of an options position any time the market is open. It

is not necessary to hold an option position until expiration.

There is no set number of contracts available to trade for a particular option. Generally,

the options market makers will make a market for whatever number of options contracts

the market wants to buy and sell.

Whereas with stocks, you have a fixed number of shares available to trade. Options
have a fixed life, they have an expiration date; of course, stocks do not.

Options price is based on the movement of the underlying stock price, but not entirely.

As you will see, there are two major components that determine the price of an option,
called intrinsic value and extrinsic value, and we will get into that a little later.

Options can control the same number of stock shares for far less margin.

We’'ll get into options and stocks strategies a bit later.

www.profitsrun.com 19



Options Language

Options has its own language and if you do not know the language, then they seem
difficult to understand. But if you do know the language, then everything suddenly
becomes clear. Fortunately, it is not too difficult to learn this language.

An option is defined by:

- The type of option (either a put or a call)
- The underlying security

- The strike price

- The expiration date

- The option price or premium

Typical options transactions include:

Buy a call for a debit to your account
Buy a put for a debit to your account
Sell a call for a credit to your account
Sell a put for a credit to your account

Options are traded as contracts and one option contract controls 100 shares of the
underlying security.

When you buy a call to open a new position, you are entering into a contract to buy the
call from the call seller. When you buy a put to open a new put position, you are
entering into a contract to buy the put from the put seller.

When you sell a call to open a new position, you are entering into a contract to sell the
call to the call buyer. And when you sell a put to open a new position, you are entering
into a contract to sell the put to the put buyer.

Once you have opened an option position, you must do one of the following prior to
expiration date:

- Sell the long call or put position to close the contract
- Buy back the short call or put position to close the contract
Exercise the long call or put position at the strike price
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- Allow the option to expire worthless if they are out of the money on expiration
date

Lastly, however unlikely, you should be prepared to accept possible assignment if short
a call or a put. Now this is an area that concerns many novice option traders, but that is
unnecessary. Assignment does not occur very often, and, when it does, it is easily
handled, as we will address shortly.

Next is the option price, or what is called the premium. This is the price, or the premium,
paid or received for purchasing or selling options.

There are two components to the premium:

- Intrinsic value
- Extrinsic value (time value)

Intrinsic value is based on the difference between the strike price and the current
market price of the underlying security, if favorable to the option buyer.

The extrinsic value is based on the time until expiration. As the time until expiration
drops, the time value shrinks.

For example, let’s say you had a call option with a 40 strike and the stock was trading at
$45. The intrinsic value of that option would be $5, the difference between $45 and the
strike price of $40. Let’s say that option had 90 days until expiration. So, in addition to
the $5 intrinsic value, it would also have extrinsic, or time value. And with 90 days until
expiration, such an option would probably have $2 of extrinsic value, depending on the
implied volatility in the option. So the total value of that option, at that point in time,
might be $7 - $5 of intrinsic value and $2 of extrinsic, or time value.

Now, as a buyer of a call or a put to open a new position, your risk is limited to the
purchase price, no matter what happens to the underlying security. Your profit potential
is theoretically unlimited.

As the seller of a call to open a new position, your risk is, theoretically, unlimited for a
short call position. Why? Because the stock, or underlying security, could go to the
moon, exposing you to unlimited risk. Your profit potential is limited to the credit
received.
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Now, as a seller of a put to open a new position, your risk is the difference between the
strike price and zero, less the credit received for a short position. So if you were short a
$40 strike put option, and you received a credit of $1 for shorting that put option, and
the stock went to zero, you would lose $40 minus the $1, or $39. Also, your profit
potential is limited to the credit received.

So you can readily see that the way you apply various options strategies is very, very
important. And again, if you do not apply them properly, you’ll have a risky situation on
your hands. But, if you do, then options can minimize risk, and, in fact, be less risky
than trading the underlying stock or ETF.

Assignment

Assignment happens rarely, and even more rarely with weekly options.

But, if it does happen, it is nothing to be concerned about. Do not let anyone cause you
to be fearful of assignment.

If the market is in-the-money, relative to your short option, you could be assigned;
meaning the holder of the put or call may exercise their option.

The broker will do this automatically and will advise you that you are being assigned.
So, in the absence of some other strategy that you may have, you simply instruct the
broker, or go to the broker’s online trading platform, to immediately buy back the stock
shares in the case of a call assignment, or sell the stock shares in the case of a put

assignment, and you will be completely out of the trade.

That’s it. It's that simple!
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Broker Options Chains and Trading Platform

Let's take a look now at a typical broker option chains page and trading platform.

optionsXPRess. VIrtUalTRADE

“charles SCHWAB

Virtual Option Chains for AAPL - [ customize [Patent Pendi

Apple Inc

Quotes 35 of 3282012 11:40:03 AM ET . Intraday datz delayed at lzast 13 minutes.

y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & kmp Vol | Prey

Symbol Range . Type_ Expiration

@ [Near-the-Money [¥] [Calls And Puts [v] [z [+

Q.Fna Symbol  Futires [l include Adjusted / Noa-standard Options

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 394.00 +0224a 394.00 304.08 30564 223357 6721220 >
AAPL Options | AAPL Mini Options
AAPL Expiration Months: JunWia | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep12 | Octi3 | Jan14 | Aprid | Jan15
Expand All Calls Puts Disable Rofl
Last Chg Bid Ask Vol  Opint Action aStikev Last Chg Bid Ask Vol  Opint Action

s JunWkd Calls expirae 1282013 AAPL @ 394 JunWk4 Puts
1950 +030 1885 1920 54 222 Trade | Detail [~ 375.00 002 005 001 002 1616 3995  Trade|Detsi[”
1385 010 1380 1420 328 278 Trade | Detail [~ 380.00 003 007 002 003 3925 4312 Trade|Detsi[”
870 D45 800 920 1508 895  Trade|Detail [~ 385.00 006 025 005 005 13274 5370  Trade|Detsi["

We’'re looking at a quote table for Apple (AAPL) on OptionsXpress’ Virtual Trading
platform. It is a virtual account for you to practice with, but it looks almost identical to the
live trading account. Most good brokers will have such an account for you to practice
on.

In this example, Apple is trading at $394 and this table is showing us options with strike
prices around $394, above and below.
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Virtual Option Chains for AAPL - [ Customize [Patent Pendi

Apple Inc
Quotes as of /282012 11:40:03 AM ET . Intraday data delayed at least 15 minutes.

y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY
Option Pricer | Cov Calls | Straddies | Put Spreas | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | P
Symbol Range Type Expiration
ﬁ] [Nesr-the-Money [¥] [Cslis Anc Puts [v] (witz ]
- Jults |
Q. Find Symbol { Futuree _ CT2/lon-standard Opticns

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 38400 +22a 304.00 30408 30564 32887 6,721,220 el
AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWhk4 | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 ] Aug13 | Sep13 | Oct13 | Jani14 | Aprid | Jani5

Expand All Calls Puts [@ Disable Roll {
Last Chg Bid Ask Vol  Opint  Action aStike” last Chg Bid Ask Vol  Opint Action
= JunWkd Calls expiree 8/23/2013 AAPL @394 JunWkd Puts
1050 +030 1885 1920 84 222 Trade | Desail [~ 375.00 002 005 O0M 002 1815 3985  Trade|Detsi[”
1385 010 1380 1420 326 278 Trade|Detail [~ 380.00 003 007 002 003 3925 4312  Trade|Detasi[™
870 D45 800 920 1508 998  Trade|Detail [~ 385.00 006 025 005 008 13274 5370  Trade|Detsi[”
435 D30 415 435 15011 1556  Trade|Detil[” 390.00 028 070 027 020 20157 0888  Trade|Detai[”
080 -1.00 080 085 28056 5408  Trads|Detsil[” 295.00 184 121 174 134 13865  7.650  Trade|Detsi[”
012 038 011 012 18433 11420  Trade|Dewmi[” 400.00 618 05 600 620 4164 6,194 Trade|Detsi[”
003 000 002 003 584 11670 Trade|Dewmil[” 405.00 113 030 1080 1115 1,083 4463  Trade|Detai[”
002 008 002 003 3273 10346  Trade|Detmil[” 410.00 1583 032 1500 1820 404 3154  Trade|Detsi[”
-1 JulWk1 Calls expires 7/512013 AAPL @394 JulWk1 Puts

amen anc «nTn aanc o= e Tea- inenr= ESESERE L Az LEL non o 427 Temde i P2 P

The range that we are looking at in this table is called ‘Near-The-Money’. If we wanted
to see more options, we would click on ‘More’ within the ‘Range’ box and we would see

even a wider range of strike prices.

Then, for ‘Type’, | selected ‘Calls and Puts’, which you can see listed in the table.
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Virtual Option Chains for AAPL - [ Customize [Patent Pendi

A PP le Inc
Quotes 35 of 1282012 11:40:03 AM ET _ Intraday dat= delayed at lzast 13 minutes.

@' Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY
Symbol Range Type Expiration

Eﬁ:ﬁ Nesr-the-Money [¥] Calis And Puts [~ wiz [+ iew Chail

Q. Fing symbal { Futures [T Include Adjusted / Non-standard Options

= JunWkd Calls expirss 812812013 AAPL @394 JunWk4 Puts
1850 +030 1885 1920 84 222 Trade|Detail [~ 375.00 002 005 om 0.02 1815 3985  Trade|Detal [~
1385 -0.10 13980 1420 328 278 Trade|Detail [~ 380.00 002 007 0.02 0.03 3925 4312 Trade| Detsi [~
870 -045 800 9.20 1.508 908  Trade | Detil [ 385.00 goe 025 005 008 13274 5370  Trade|Detsil [~
435 -0.30 415 435 15011 1585  Trade | Detail [~ 390.00 g2z 470 027 020 20,157 9838  Trade| Detai [~
080  -1.00 0.80 08s 28088 5408  Trade | Detail [~ 395.00 1834 121 1.74 184 13,885 7,659 Trade | Detzi [~
012 -038 0.11 012 16432 11,420  Trade | Dewil [~ 400.00 818 057 6.00 6.20 4,164 8,184  Trade| Detsil [~
003 -009 0.02 0.03 5848 11870  Trade | Detil [~ 405.00 1113 030 1080 1115 1,063 4483  Trade| Detal [~
002 -008 0.02 0.03 3273 10348 Trade|Detail [~ 410.00 1583 032 1590 1820 404 3,154 Trade | Detail [
—| JulWk1 Calls expiraa 7/5/2013 AAPL @394 JulWk1 Puts

4mon nne an=wn  manc s ~e T Ge i e P ————— ans ERT nwn nan nr 1e7n Tamdm | Pmant P

Then, for expiration, you can pick whatever you want.

Right now it is showing options expiring in July; however, if you open this window up,
you can see that we have weekly options that expire in weekly increments.

Further out, we have the monthly options: August, September, October, January, April,

January, then we have the LEAPS that are, at least, one year out.

We select the expiration we are interested in and then we click on ‘View Chain’ and that

brings up the window we are looking at.

Listed is the underlying security, Apple, the last trading price, the bid they ask, the high

and the low of the day, and the current volume.
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Volume
6,721,220

Symbol
AAPL

AAPL Options

Last
364.00

Change
+0224a

Bid
384.00

AAPL Mini Options

Ask
304.08

High
30564

Low
288.87

Chart

=

AAPL Expiration Months: JunWk4 | JulWk1 | JulWk2 | JulWkd | AugWk1 | Jul13 | Aug13 | Sep13 | Octi3 | Jan14 | Aprid | Jan1s

chg B
JunWkd4 Calls
+030 1885
-0.10 1380
-0.45 800
-0.30 415
-1.00 080
-0.38 011
-0.09 002
-0.08 0.02
-] JulWk1 Calls
1760 -395 1870
1520 -0.10 1530
1155 +015 1125
800 -0.15 780
505 -0.25 505
310 -0.10 3.00
1.7 -0.21 187
091 -0.09 080
= JulWk2 Calls
2452 0 2115

20.05
1555
11.50

7.00

- W o,
g .
@ & oo

=]
8

2145

1.508 Q08
15.011 1,558
28,088 5,408
18433 11420

5849 11870

3273 10346

expiras 7/512013

&8 31
222 151
304 188

2402 578

2345 1,882

4112 3178

2650 2441

2574 3373

explrse 711212013

00 2

Trade | Detail [~
Trade | Detail [~
Trads | Detail [~
Trade | Detail [~
Tradz | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~

Tradz | Detail [~
Trade | Detail [~
Trade | Detail [~
Trads | Detail [~
Trads | Desail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~

Trade | Detail [~

& Strike ¥
AAPL @394

375.00
380.00
385.00
390.00
395.00
400.00

410.00

AAPL @394

375.00
380.00
385.00
390.00
395.00
400.00
405.00
410.00

AAPL @394

375.00

002
003
0.0e
022
1.24
818
113
1593

035
1.40
235
391
8.10
9.00
1245
16.50

220

008
-0.07
025
070
121
057
030
032

0.15
0.1e
0431
024
025
0es
020
025

0.3

o
0.02
005
027
1.74
6.00
10.90
15.00

078
1.34
2.2
3.80
6.00
895
12.55

18.70

0.02
003
0.08

184
6.20
11.15
16.20

082
1.38
237
3.80
8.15
8.10
1278
17.00

[
r
o

1815
3925
13274
20,157
13,885
4,184
1,083
404

877
1,768
1,848
2379
4157
1,051

200

343

180

1678
33138
1,848
2,068
1,538
2,343
1,829
1.818

&

Trade | Detsil [~
Trade | Detsil [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~

JulWk1 Puts
Trade | Detail [~
Trade | Detail [
Trade | Detail [~
Trade | Detsil [~
Trade | Detail [~
Trade | Detail [~
Trade | Detsil [~
Trade | Detail [~

JulWk2 Puts
Trade | Detail [~

Then we have each of the expiration dates in order, showing first the June week four
calls expiring, 6/28/13. Then we have the July week one calls, expiring July 5, and the

week twos, expiring July 12, and so on.
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1500 U2 7% Y TiZ AL Trace [Dean| 8000 325 25 370 320 360 1739 TrageDetad |
1380 -0.08 1350 1370 25 148 Trade | Detsil [~ 385.00 410 078 445 480 268 616  Trade| Detail [~
1035 -067 1030 1030 332 126 Trade| Detil [~ 390.00 630 025 6258 635 333 584  Trade| Detsil [~
780 D50 780 7.0 262 184 Trade | Dewil [~ 395.00 885 025 83 8.70 393 676  Trade| Detai [~
540 021 540 560 547 1408  Trade | Detsil [~ 400.00 1142 038 1130 1150 102 847  Trade| Detail [~
38¢ 041 370 385 342 355  Trade|Detail [~ 405.00 1647 +1.22 1480 1480 88 888  Trade| Detal [~
250 -02 251 260 253 876  Trade|Detil [~ 410.00 1730 072 1330 188 52 858  Trade|Detsl|
(-] Jul13 Calls (21 daye to expiration) AAPL @ 394 Jul13 Puts
22.70 0 2;@ 2280 52 450  Trade | Detail [~ 375.00 350 024 350 380 820 5337  Trade| Detail [~
1890 010 1875 19.00 188 818 Trade | Detail [~ 380.00 470 040 4.70 4380 1,224 5452 Trade | Detsil [~
1540 -D2 15.35 T4t 445 Traoe | Detail [~ 385.00 825 4038 625 835 1,238 4412 Trade| Detail [~
1240 016 1230 1250 1.723 824  Trade|Detil [~ 390.00 815 045 820 330 3,050 5743  Trade| Detail [~
970 -015 985 1,508 1315 Trade | Detail [~ 395.00 1055 045 1050 1085 1,148 3808  Trade| Detai[”
750 005 740 2387 7203 Trade | Detil [~ 400.00 1315 065 1325 1340 1688 13518  Trade| Detsi [~
565 015 555 828 3080  Trade | Dewmil [~ 405.00 1664 026 1835 1655 114 3375  Trade|Detai [~
400 -02 408 1,850 9102  Trade | Dewil [~ 410.00 2008 +0.13 1835 2010 218 10828  Trade| Detail [
= JulWk4 Calls expirse 7/28/2013 AAPL @394 JulWk4 Puts
3195 D 2505 2780 00 18 Trade | Detail [~ 375.00 714 004 7.30 30 272 Trade| Detail [~
2075 -325 2275 2315 05 44  Trade|Detail [~ 380.00 38 023 805 30 338 Trade| Detail [~
1865 -225 1850 2000 12 22 Trade | Detil [~ 285.00 1085 <040 10.80 120 211 Trade| Detail [~
1705 001 1680 17.10 165 58  Trade | Detail [~ 390.00 1275 013 12.90 108 638  Trade|Detail [
1485 +000 1430 1420 i) 136 Trade | Detil [~ 395.00 1510 037 15.25 38 337  Trade| Detsil [~
1250 +D45 1185 1215 285 3308  Trade|Detail [~ 400.00 1800 4020 1770 1805 80 3444 Trade| Detsl [
1035 +0.15 980 1010 11 387 Trade | Detail [~ 405.00 2071 +057 2085 21.00 03 524  Trade| Detsl [~
820 D05 810 335 35 582  Trade|Detail [~ 410.00 2425 3007 2370 2435 2 35 Trade| Detail [~
= AugWk1 Calls expiree 8/2/2013 AAPL @ 394 AugWk1 Puts
0 D 2680 23825 00 0  Trade|Detail [~ 375.00 850 #1.10 795 810 01 15 Trade| Detsil [~

0 0 2370 2405 0 D Trade|Detail [~ 380.00 980 +015 080 8.75 19 7 Trade| Detsil [~

20900 -D30 2065 2090 22 2 Trade|Detail [~ 385.00 1158 005 1145 1180 121 17 Trade| Detail [~

If we scroll down, you can see the third week of July coincides with the monthly July

call, expiring the third Friday of the month. Then we have the July week four calls, the

August week one calls, and on it goes.
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irtual Option
Apple Inc

ains ror | )

Quotes 3s of /2872012 11:40:03 AM ET . Intraday datz delayed at least 15 minutes.

[ Customize [Patent Pendi

£ Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

wer ]

Q.ring Symool / Futures

AAPL Options |

Apr13
AAPL Expiration Months: JunWk4 | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep13 | Oct13 | Jan14 ;luslnﬁ

1850 +030 1885
1385 010 1380
870 045 880
435 D30 415
080 100 08
012 038 O
003 009 002
002 008 002
= JuWwkiCalls
1760 385 1870

Range

[Nesr-the-Money [¥]
[7] include Adjusted / Non-standard Options

AAPL Mini Options

1920
1420
920
435
085
012
00
o3

2005

84 222
328 278
1.508 008
15011 1555
28058 5408
16432 11420
5842 11870
3273 10348
explree 7/52013
& 31

Trade | Detail [~
Tradz | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~

Trade | Detail [~

375.00
320.00
385.00
390.00
395.00
400.00

410.00
AAPL @ 394
375.00

0.02
0g2
0.08
028
124
6.13
11.13
1582

038

005
007
025
072
-1.21
057
020
032

0om
0.02
0.05
027
174
8.00
10.80
15.90

079

1815
39285
13274
29,157
13,865
4,184
1,083
404

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Deita & lmp Vol | P
T

3835
4312
5,370
9,633
7,659
8,194
4483
3154

1673

Trade | Detsil [~
Trade | Detail [~
Trade | Detsil [~
Trade | Detail [~
Trade | Detsil [~
Trade | Detail [~
Trade | Detail [~
Trade | Detail [~

JulWk1 Puts
Trade | Detail [~

And if we wanted to take a look at, let’s say, the October options for Apple, scroll down

and select ‘Oct13’ and then click on ‘View Chain’.
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y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | P

Symbol Range Type Expiration
Near-raioney [¥] (Cols And P & o ¥
Q. Fing symoat / Futures [ include Adjusted / Noa-standard Options
Symbol Last Change Bid Ask High Low Volume Chart I
AAPL 304.09 +0314 304.00 364.14 30564 22357 5,222,221 = 6

AAPL Options | AAPL Mini Options
AAPL Expiration Months: JunWk4 | JulWk1 | JulWK2 | JulWkd4 | AugWk1 | Jul13 | Aug13 | Sep13 | Oet13 | Jan14 | Aprid | Janis

last Chg Bid Ask Vol Opint Action aStikew  Last Chg Bid Ask Vol Opint Action
= Oct13 Calls (112 aays to 9xpiration) AAPL @ 394.0901 Oct13 Puts
3180 522 33.05 3330 o4 1@ Trade | Datail [_ 375.00 1760 <080 18.75 1885 33 224 Trade | Detail [_
3070 -0.30 30.10 30.30 13 523 Trade | Detaid [_ 380.00 18.82 -0.12 1885 1205 108 4111 Trade | Detail ['_
2735  -030 27.30 27.50 2 288 Trade | Decatlr 385.00 21.60 +037 21.08 2125 43 1325 Trade | Detail |—
2505 -0.20 2470 2480 a3 855 Trade | Detai [ 390.00 2385 +0.05 2350 2385 43 2632 Trade | Detail [~
2285 -0.08 2225 2245 o 220 Trade | Detad [— 395.00 26.20 +0.10 2810 2820 29 3.500 Trade | Detal [_
2007 -048 20.00 2020 179 2047 Trade | Detail [_ 400.00 2897 -0.13 28.85 22.00 29 2472 Trade | Detsil [—
1850 -0.34 17.95 18.15 24 oe Trade | Detail [_ 405.00 3312 +2.38 31.75 3180 ] 2402 Trade | Detail [_
1648 011 18.05 18.20 78 2812 Trade | Detad [_ 410.00 35.00 +085 3435 35.10 18 5334 Trade | Detsil r—

IMini Priced H{Tra

‘omments on our new Virtual Trading platform? Let us know.
Yock Trading: This is an educational tool. Significant differences exist between real trading and virtual trading

That brings up the October calls and puts that expire the third Friday in October, 112
days until expiration.

For these October options, you see the strike price listed here for each option, as well
as the pricing for the calls on the left and the pricing for the puts on the right.

So, for example, you'll see the $375 October call option, is trading at $33.05 bid and
$33.30 ask.

We will get into the details of bid ask and these other terms a little bit later. But, for now,

| just want you to get a feel for what these quote tables look like.
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y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre

Symbol Range Type Expiration
ﬁ] [Nesr-the-Money [¥] [Calls And Puts = [o1z  [v]
Q. Fing Symbol { Futures [Tl include Adgjusted / Non-standard Options
Symbol Last Change Bid Ask High Low Volume Chart e
AAPL 38402 +1.31 A 28402 30414 38564 28337 6,822,331 3 8

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWk4 | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep13 | Oet13 | Jan14 | Aprid | Jani5

last Chg Bid Ask Vol Opint Action aStikew  Last Chg Bid Ask Vol Opint  Action
= Oct12 Calls {112 gays to sxpiration) AAPL @ 394.0901 Oct13 Puts
3180 622 3305 3330 04 118 Trade | Detail [~ 375.00 1760 +060 1675 1685 33 2241 Trade | Detsil [~
30,70 030 3010 3030 13 523 | Detail [ 280.00 18.82 -0.12 1885 1905 108 4111 Trade | Detail [~
2735 080 2730 27580 2 288 Trade | Detail [~ 385.00 2160 +037 2105 2128 43 1,325 Trade | Detai [~
2505 D020 2470 2490 a3 855 Trade | Detad [~ 390.00 2385 +005 2350 2385 43 2882 Trade | Detsil [~
22685 008 2228 2245 9 580 Trade | Detail [~ 395.00 2620 010 2610 2820 29 3500 Trade | Detail [
2007 D48 2000 2020 179 2.047 Trade | Detail [~ 400.00 2807 013 2885 20.00 29 9473 Trade | Detail [~
1850 03¢ 1785 1815 24 e Trade | Detail [~ 405.00 3312 $258 3175 3180 ] 2402 Trade | Detail [

1649 011 1605 1820 78 2612 Trade | Detail [~ 410.00 3500 +005 3485 3510 19 5334 Trade | Detzi [~

So the last trade was at $31.60, but if you were to enter a trade now, it would be
somewhere in this range here, $33.05 to $33.30.

Moving to the right, you'll see the volume and the open interest. The open interest is the

number of contracts that are currently open for this option.

If you wanted to trade that option, you simply click on ‘Trade’. That would bring up the

order window, which we will do in a moment.
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y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

Option Pricer | Cov Calis | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre

| Nesr-the-Money [¥] (CalisAncPus  [¥] oz [v]
Q.Find Symbal | Futrss [Tl include Adjusted ! Non-standard Opticns
Symbol Last Change Bid Ask High Low Volume Chart
AAPL 394.09 +0314a 394.00 304.14 30564 28887 6,222,321 =

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWkd | JulWk1 | JulWK2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep12 | Oet13 | Jan14 | Aprid | JaniS

last Chg Bid Ask Vol Opint  Acton  a«Stikev Last Chg Bid Ask Vol Opint  Action
& Octi2Calls {112 gays to sxpiration) AAPL @ 394.0901 Oct13 Puts
3180 622 3305 3330 04 118  Trade|Depil[ 375.00 1780 +080 1875 1885 33 2241  Trade| Detsi [~
380.00 1882 D19 1385 1905 108 4111  Trade|Detsi[”

27.35 AAPL Oct13 375 Call 285.00 2160 +D37 2105 2125 48 1325 Trade|Detsi[”

28 va Ammed Moluiiiey 2o e 290.00 2365 +005 2350 2385 43 2882  Trade| Detail[™
2285 2543 0s7 0.0 395.00 2620 +010 2810 2820 89 23500  Trade| Detail [~
2007 Rho Theta Vega 400.00 2897 013 2885 2000 89 9478  Trade| Detsil[”
18.50 087 211 081 405.00 3312 4258 3175 3180 09 2402  Trade|Detsi[ "
1648 011 1605 1820 78 2613  Trade|Dewmi 410.00 3500 +085 3485 2510 19 533  Trade|Detal[ "

If you want more detail on the option, you just mouse over ‘Detail’ and that brings up
what are called the Greeks that we will be talking about later on.

So everything you need to know about this particular option is available to you on this
option chains page.
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£ Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY

Option Pricer | Cov CaBs | Straddles | Put Spreads | Cali Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | P

bol Range Tvee Expiration
e e ey ] (o A 5 foats =]
Q Fina symbal | Futures [7] include Adjusted ! Non-standard Options

Symbol Last Change Bid Ask High Low Volume Chart

AAPL 38402 +0314A 22400 30414 38564 2337 8,822,321 7!%" 6

AAPL Options | AAPL Mini Options

AAPL Expiration Months: Jun¥Wkd | JulWk1 | JulWKZ | JulWk4 | AugWk1 | Jul13 | Aug12 | Sep13 | Oet13 | Jan14 | Aprid | Jan1s

Calls
last Chg Bid Ask Vol Opint  Action
= Oct13 Calls {112 gays to expiration)
31680 522 3305 3230 04 118 Trade| Detail [~ 375.00 1760 +D60 1675 1695 33 2241'} Trade | Detail [~
3070 -030 3010 3030 18 528  Trade|Detail [~ 380.00 1882 -0.19 1885 1205 108 4111”5 Trade| Detsi[~
2735 080 2730 2750 22 288 Trade|Detsil [ 385.00 2160 +037 2105 2125 48 1325  Trade|Detail[
2505 -020 2470 2400 &3 855  Trade| Detail [~ 390.00 2365 +005 2350 2255 43 2682  Trade|Detai[”
2285 008 2225 2245 09 50  Trade| Detsil [ 395.00 2620 +010 2610 2620 80 3500  Trade|Detail[”
2007 046 2000 2020 179 2047  Trade| Detsil [~ 400.00 2807 013 2885 2900 89 9478  Trade| Detsil[”
1850 D34 17985 1315 34 @6 Trade| Detail [~ 405.00 3312 258 3175 3190 00 2402  Trade| Detsil[”
1840 011 1605 1820 76 2813  TradelDetail[ 410.00 3500 +095 3485 3510 19 5324 Trade|Detsil[”

Now, likewise, for puts the same information is available. You can see, for example, the
open interest for the puts is a lot higher than for the calls.

That could mean that there is a great deal more concern about protecting the down
side, than there is the upside potential of the Apple stock.
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y Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY
Option Pricer | Cov Calis | Straddies | Put Spreads | Call Spreads | Coliars | Calendar Puts | Calendar Calls | Deltz & imp Vol | Pre

Symbol Range Type Expiration
Near-aioney [¥] B

Q. Find Symbal ! Futuree [Z] include Agjusted | Non-standard O|

Change
+0314

Oct13 Calls

3180 522 3305 3330 04 113 Trade | Detail

3070 -030 3010 3033 18 522 Trade | Detail

2735 080 2730 2750 22 289 Trade | Detail

2505 D20 2470 2480 &3 855 Trade | Detail
)

#060. 1875 1888 33 2241 Trade | Detail [~
-019 1885 1205 108 411 Trade | Detail [~
#037 2105 2125 43 1325 Trade | Detail [~
+005 2350 23685 43 2g82 Trade | Detsil [

2285 -0.08 2225 2245 530  Trade| Detsil [~ 295.00 2620 +010 2810 2620 89 3500  Trade| Detail [
2007 048 2000 2020 179 3947  Trade| Detsil [~ 400.00 2897 -013 2885 2000 89 9478  Trade|Detai[”
1850 034 1785 13815 34 EEE  Trade|Detail [~ 405.00 3312 #258 3175 3190 09 2402  Trade| Detal [
1849 011 1605 1820 78 2613  Trade|Detsi[ 410.00 3500 +D85 3485 3510 19 5334  Trade| Detail [

Adini Pri Tra

If you want to look at just the calls, you can go up to ‘Type’, select ‘Calls’ and then click
‘View Chain’, that will bring up the call table only, excluding the puts.

Option Pricer | Cov Calis | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calfis | Delta & kmp Vol | P

Symbol Range T Expiration
AAPL [Nesr-the-Money [¥] |Calis [oet1z ]
Q. Find Symbal / Futures [T] Include Agjusted / Non-standard Options

Symbol Last Change Bid Ask High Low Volume Chart

AAPL 30257 Q21w 39351 39280 30564 223.37 6,038,325 =

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWkd | JulWik1 | JulWKZ | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep13 | Oet13 | Jan14 | Aprid | Jan15

(ii!‘phm =
375.00 31.60 522 3200 33.15 3260 3145 04 118 Detail
380.00 30.70 -0.20 2005 30.20 30.70 2243 18 523 Detail
385.00 2735 -0.20 2715 27.40 27.35 2585 2 289 Detail
390.00 25.05 020 2455 2430 25.58 2350 83 855 Detail
395.00 2285 008 2215 2235 2235 21.00 0o 500 Detail
400.00 20.07 048 12.90 2010 21.00 1875 170 3947 Detail
405.00 18.50 034 17.85 18.05 13.50 16.85 34 208 Datail
410.00 18.29 an 1595 18.10 18.21 14.85 78 2613 Datail

‘omments on cur new Virtual Trading platform? Lat us know.

[PRNE P PURRY SR s PR S O P S

The resulting table will show you the high and the low for the day.
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Option Pricer | Cov Calls | Straddles | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Deltz & imp Vol | P

AAPL [Nesr-the-Money [7] |Calis v [oa1z  [¥]
Q.Fina Symbol { Futures [l include Adjusted ! Non-standard [ Soy =~ 15
Puts
_Cau,,M“m“; $ EEE———————
Apple Inc Cat ok
Symbol Last Change Bid Ask Delts & Implied Volstility Volume Chart
AAPL 300,57 221w 302,51 202 §Pricer 5,089,925 L
Frabasility :
Straddles
AAPL Options Strangles

AAPL Expiration Months: JunWikd | JulWk1 | JulWkZ | Jul =p13 | Oet13 | Jan14 | Aprid | Jan1s

astike¥  Last | Bid |Calender Call Soresds | ow Vol
=} October 2013 gm:stp ) {112 days to expiration)
375.00 31.60 522 3200 |Disgonal Put Spresds 3145 04 113 Detail
380.00 30.70 030 2008 m;gﬁ'ssm 2242 18 523 Detail
385.00 2735 080 2745 |jron Condor Spread 2585 2 289 Detail
390.00 25.05 020 2455 m&mw‘w call) 2250 a3 85 Detail
395.00 2265 008 215 ; 3 21.00 08 £60 Detsil
400.00 2007 048 10.00 2010 2100 1875 178 2847 Detail
405.00 18.50 024 17.85 18.05 1350 18.05 3¢ 26 Detail
410.00 15.40 an 1505 16.10 18.31 1485 76 25813 Detail

‘omments on our new Virtual Trading platform? Lat us know.

[P, ST, Ty PORRRY o) et mtie e ced ikl b

Now if | wanted to look at spreads, which we’ll also be talking about, let’s say call
spreads, go up to ‘Type’, select ‘Call Spreads’ and then click ‘View Chain’

Option Pricer | Cov Calis | Straddies | Put Spreads | Cal Spreads | Collars | Calendar Puts | Calendar Cafls | Deltz & imp Vol | Pre

Symbol Range Type Expiration
ARPL [Nesr-the-Money [ [Call Sprescs [+] o1z [v]

Q Find Symbol / Futuree

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 364.07 +0.20 4 30404 30407 30564 22887 7.003222 2\

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWk4 | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul12 | Aug12 | Sep12 | Oet13 | Jan14 | Aprid | Jan15

% - SRR L

© {112daye to explration)

&4 Oct375/380 Call 280 320 37820 $180.00 $320.00 5825% Trade
&3 Oct 3807385 Call 255 200 382.00 $200.00 $300.00 €6.67% Trade
2 Oct385/3%0 Call 240 250 387.80 $220.00 $280.00 78.57% Trade
QOct 390/ 385 Call 220 260 38260 $240.00 $260.00 92.21% Trade
§4 Oct 3957400 Call 205 245 30745 $255.00 $245.00 104.08% Trade
g2 Oct 4007405 Call 160 230 40230 §270.00 $230.00 117.29% Trade
£3 Oct405/410 Call 17e 210 407.10 $200.00 $210.00 123.10% Trade
Note: Retumn % of Risk is the maxmum return percentage of the maximum risk.
The calculatons generated on the Option Chains regarding ratums are hyp ezl in nature, do not refiect actual invesiment results 3nd are not guarantses of future

results. The sbove calkculations do not take into consideration i costs. such 3s commissions and marain interest which mav imoact the results shown. Data is based on current markst dat:
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That brings up the Apple call spreads, where you are buying one option and selling the
other.

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Speeads | Coilars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre

Symbol Range

ange E Type Expiration
ARPL [Nesr-the-Money [¥] [Csl Spreacs [+] [oatz [+

QL Find Symbol | Futures

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 32407 +0.204 39404 304.07 30584 288.87 7.003222 _:é!\

AAPL Options || AAPL Mini Options

AAPL Expiration Months: JunWkd | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep12 | Oet13 | Jan1d | Aprid | Jan15

7 = g1 o T ) 7 = [ Bir Aek Ma Max Dt g
= Call Spread Chain (Oct13) {112 days to expiration)

£ Oct3751380 Call 280 320 373.20 §$150.00 332000 56.25% Trade
£ Oct 380 /385 Call 2585 3.00 352.00 $200.00 $300.00 88.87% Trade
£3 Oct 3851380 Call 240 280 387.80 $220.00 $280.00 7857% Trade
Oct 390 / 385 Call 220 280 36280 $240.00 $260.00 9221% Trade
Oct 3951 400 Call 205 245 30745 §255.00 $245.00 104.08% Trade
& Oct400/405 Call 190 230 402.30 §270.00 $230.00 117.30% Trade

kﬂwo call 19.95 20.15 Vol: 170 | Opint: 3947 | Deita: 000 | Deai

Oct12405 Cal 17.85 18.05 Vol:© 24 [ Opint: 086 | Deita: 000 ! Detail
£3 Oct4057410 Call 170 210 407.10 $200.00 $210.00 138.10% Trade

Mok Dmsiirn 3 af Diel is she - o ~f b i il

If you click on the plus sign, that opens it up and it shows you, for example, what the
400 call is selling at and what the 405 call is selling at.
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Option Pricer | Cov Calls | Straddles | Put Spreads | Cat Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre

Range Type Expiratio
[Nesr-the-Money [7] |Cal Sprescs ] (o2 [v]

Q. Find Symtol / Futuree

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 32407 +0.26a 20404 384.07 38564 328887 7.003.222 3‘

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWkd | JulWik1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug12 | Sep12 | Oet13 | Jan14 | Aprid | Jan15

| s o Sk o g gm e
) Call Spread Chain (Oct13) (112 days to expiration)
3 Oct375/380 Call 280 320 378.20 $15000  $320.00 £8.25% Trade
£4 Oct380/385 Call 255 300 38200 S20000  $300.00 66.67% Trade
£ Oct 3857380 Call 2, 250 357.80 S22000  $280.00 7857% Trade
Oct 330 / 385 Call 220 260 38280 S24000  $260.00 92.31% Trade
£3 Oct395/400 Call 205 245 397.45 $25500  S24500  104.08% Trade
& Oct 400/ 405 Call 190 230 402.30 S27000  $23000  117.29% Trade
Oct12400 Ca0 1288 2015 Vol: 179 | Opint: 3847 | Defta: 000 | Deail
Oct12405 Can 1785 18.05 Vol: 34 | Opint 966 | Defta: 000 | Desi
5 Oct4057410 Call 170 210 40710 $20000  S210.00  138.10% Trade
S N

Furthermore, if you intend to put on a debit spread, you would click the radio button
here for ‘Debit Spread’.

QOptian Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Coliars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre
ARPL [Near-the-Money [¥] [Call Spreacs [+] [oaiz  [#]

Q. Find Symbol { Futures

Symbol Last Change Bid Ask High Low Volume Chart
AAPL 38407 +0.204 304.04 28407 30564 22387 7.003222 3

AAPL Options | AAPL Mini Options

AAPL Expiration Months: JunWkd | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug12 | Sep12 | Oet13 | Jan14 | Aprid | Jan15

. Chams __________________[Hl DisbleRolg
ooz IEloome s S s SRR MR e |
= Call Spread Chain (Oct13) {112 daya to expiration)
£ Oct380/375 Call 275 320 377.75 $275.00 §225.00 122.22% Trade |Watch | C
£3 Oct385/380 Call 255 3.00 382.55 $255.00 $245.00 104.08% Trade |Watch|C
Oct 390 / 385 Call 240 280 38740 $240.00 $260.00 92.21% Trade | Watch | C
3 Oct385/380 Call 220 265 38220 $220.00 $280.00 78.57% Trade | Watch|C
£ Oct400/385 Call 200 250 387.00 $200.00 $300.00 66.67% Trade |Watch|C
Oct 405 / 400 Call 1.85 230 40185 $185.00 $315.00 58.73% Trade |Watch | C
E3 Octd10/405 Call 1.70 210 40270 $170.00 $330.00 51.52% Trade | Watch | C
Note: Return 3: of Risk is the maximum retumn gercentage of the maximum risk.
Ihz calculatons generated on the Option Chainz regardi iali ratums ars hy veal in nature, do not refiect actual invesiment resuits and are not guarantses of future

‘meiitz Tha shaus Aslnlztians dAe nat tala intn Annsitarshan 31 ARTHE ZiRh 32 ARMMIZEARE SR marmin intarast which Mo imeaet tha raziie cheun [tz iz macad An Arraar madeas At

If you intended to put on a credit spread, you would click the radio button for ‘Credit
Spread'.
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Again, we will be talking about spreads in far more detail. For now, just get used to the

look and feel of this page.

Okay, lets’ go back to calls and puts.

Option Pricer | Cov Calls | Straddies | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Cafls | Delta & lmp Val | P

Symbol
|

Q Find Symbal / Futures

Volume

Symbol
AAPL

AAPL Options

Last
3g225

s

Range B
Nesr-the-Money [¥]

Change

Type

| Cslis And Puts :l
[l include Agjusted / Non-standard Options
Bid Ask High Low
30384 304.00 30584 22357

+0.07 4

| AAPL Mini Options

7.062,281

Chart

Lt

&

AAPL Expiration Months: Jun¥Wkd | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep12 | Oet13 | Jan14 | Aprid | Jan15

(] Oct13 Calls {112 gays to sxpiration) AAPL @ 393.85 Oct13 Puts
3160 522 3280 3305 04 118 Trade ! Detsil [~ 375.00 1680 -0.10 1890 1710 34 2241  Trade| Detsil [~
3070 030 2085 3010 18 528  Trade|Detsi [~ 320.00 1806 +005 1900 1215 109 4111 Trade| Detsi [~
2735 080 2710 2730 22 289 Trade|Detsit[ 285.00 2160 +037 2125 2140 48 1325  Trade| Detsil[”
2505 020 2450 2470 &3 855  Trade{ Detail [~ 390.00 2371 +011 2385 2385 44 2692 Trade| Detsl[”
2285 008 2210 2230 09 50  Trade! Detsil [~ 395.00 2620 +010 2825 2840 89 3500  Trade|Detsl[”
2007 048 1885 2005 178 3847  Trade|Detail[ 400.00 2897 013 2900 2820 89 9478  Trade|Detail[”
1850 -03¢ 1780 1785 24 @8  Trade|Detsi[™ 405.00 3312 4258 3185 3215 00 2402  Trade|Detail [~
1848 011 1580 1805 76 2613  Trade|Detsil[ 410.00 3500 +095 3510 3525 19 5334  Trade|Detsi[”

i Price i Tra

Let’s say we are bullish on Apple and we think Apple is going to go up in price between
now and October. Apple is currently trading at $393.85, so we could buy the Apple
stock outright, buying 100 shares at $39,385.
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Opfion Pricer | Cov Calls | Straddles | Put Spreads | Call Spreads | Collars | Calendar Puts | Calendar Calls | Delta & imp Vol | Pre

Symbol Range Type Expiration
ﬁ] [Near-the-Money [¥] [Calls And Puts [+] [oa1z [v] [View Chain|
Q.rind Symeal / Futires [Tl include Agjusted | Non-standard Options
Symbol Last Change Bid Ask High Low Volume Chart
AAPL 3g2.25 +007A 20284 284.00 3e564 28337 7,062,261 3\
[

AAPL Options | AAPL Mini Options
AAPL Expiration Months: Jun¥Wid | JulWk1 | JulWk2 | JulWk4 | AugWk1 | Jul13 | Aug13 | Sep13 | Oet13 | Jan14 | Aprid | Jants

Calls Puts Disable Rofl ¢

= Oct13 Calls {112 gays to expiration) AAPL @ 393.85 Oct13 Puts.
31680 522 3280 3305 04 118 Trade | Detsil [~ 375.00 1680 010 1880 1710 24 2241 Trade | Detail [~
3070 D30 2085 2010 18 528  Trade| Detsil[” 380.00 1008 +005 1200 1215 100 4111  Trade| Detsi[”
2735 D80 2710 273 022 288 Trade | Detail [~ 385.00 2180 +037 2125 2140 48 1325 Trade | Detail [~
2605 020 2450 2470 &3 855 Trade | Detail [~ 390.00 2371 #0111 2365 2385 44 2882 Trade | Detail [~
2265 008 2210 2230 09 50  Trde! Detsil[ 395.00 220 +010 2625 2640 80 3500  Trade| Detai[”
2007 D48 1085 2005 170 3047 Tq% | Detail [~ 400.00 2807 D13 2000 2020 80 0478  Trade|Detai[”
1850 -0.3¢ 1780 17@5 34 eee Trade | Detsil [~ 405.00 3312 258 3185 315 09 2402 Trade | Detail [~
1840 011 1500 1605 78 2812  Trade|Detsi[” 410.00 3500 005 3510 3525 19 533 Trade|Detsi[”

ini Priceri W Tra
Or, we could buy the $395 call, which controls 100 shares, for $22.30 times 100, or
$2,230. Far less money than it would take to buy the shares outright.
Let’'s say we wanted to go ahead and place that trade and buy one contract of the Apple

$395 call for October expiration. All we do is click ‘Trade’ and that brings up the order
window.
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OpthﬂbXPRESS virtual TRADE

charles SCHWAB

Account

Trade

E All-In-One Trade Ticket

88B.280.8020

Quotes

[ | [can ~ E3 Trade Calc | Mini Pricer | C'
Standard | Mini
ACTION MONTH STRIKE ~ CALUPUT QUANTITY .
IMP'- [Buy ToOpen [w] [Oxt13 [v] (305 [v] [Cai[v] ek
[+] Add A Leg NEEC: B: 2250 A 2270
PRICE DURATION
[Market ] [Dsy Order =
[+ ADVANCED ORDER TYPE
B &

‘omments on ow}\ll—ln—OneTrad_.eTickeﬂLmuskmw

here are risks with using

d erders that you should undarstand. Learn more

trike prices noted with an astensk {*) have unique delivery terms. Please see the Options Clearing Corperation for details.
onsidering Leveraged and inverse ETFs? Leam more about the risks associated with trading thess products

LIVE HELP Exit \irtual

$ 2djust Vinusl Funds / Trading Levef | WL

Balances Positons  Order Status
Account Equity $25
Stock Buying Power 837
Cption Buying Power $18
APPLE INC

Last Bid Ask  V
AAPL 3340099 309393 30401 7

You can see it’s preloaded for you with ‘Buy To Open’, October, $395 strike, one

contract.

optionsXpRess. VirtualTRADE

888.280.8020

“harles sScHWAB
Account Trade Quotes
B All-In-One Trade Ticket
ArRPL | [can ~ E3 Trade Calc | Mini Pricer | C'
Standard | Mini )
ACTION MONTH STRKE  CALLPUT GUANTITY
[ [BoToomy] [oew [ [ [ [cal] [T ] BEEE.
[+] Add A Leg ' ' = NBBO: B: 2250 A 22.70
PRICE

‘omments on our All-In-One Trade Ticket? Let us know

here are risks d with using

d orders that you should understand. Learn more

trike prices noted with an astensk {*) have unique delivery terms. Please sze the Options Cleaning Corporation for details.
onsidering Leveraged and Inverse ETFs? Leam more about the risks associated with trading these products

Call [octt:
Strike  Change  Last Bid
375.00 -5.22 31.60 331
380.00 03 3070 W5
385.00 038 2735 273
390.00 02 2505 2475
395.00 -0.08 2285 223
Ann nn N 4R 2nn7 mnA
LIVE HELP Exit Virtual

8 gjust Vinus! Funds | Trading Levs! | UL

Balances | Positions  Order Status
Account Equity $25
Stock Buying Power 837
Cption Buying Power $18
APPLE INC

[t Bd A%V
AAPL 353995 30332 20407 7.0

Ccall [Octt:
Strike  Change Last  Bd
37500 522 3180 331
38000 03 3070 3015
38500 08 2736 274
390.00 02 25.05 243
395.00 -0.08 2285 235
40000 046 2007 201

We’re going to buy it at a ‘Limit’ price to make sure we get the price we want.
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optionsXPRess.  Virtual TRADE i s

“charles scHWAB

$ Agjust Virtusl Funds / Trading Leved | TL
% All-In-One Trade Ticket -

Balances Positions  Order Status

AAPL | [can ~ E3 Trade Calc | MiniPricer (& | Account Equity $25

Standard | Mini Stock Buying Power 337
ACTION MONTH STRKE  CALLIPUT QUANTITY Ot Buying Friess 3

fvr  [Eomoomp] (o=t 5] [ [ [cofF] [ ] ¥ APPLEING

] Ado A Lsg NEBO: B: 2250 A 22.70 AAPL [ B9 sk v

m & IL;':IO s rg:‘;g: 5 5 arne call oatt:

Strike Change Last Bid
375.00 -5.22 31.60 =]

Clzar l} 2000 02 3070 PEE

385.00 08 27.35 275

4] ADVANCED ORDER TYPE

‘omments on our All-In-One Trade Ticket? Lat us know 390.00 02 2505 QIR
hers are risks associsted with using advanced orders that you should understand. Learn more i e
trike prices noted with an asterisk (%) have unique delivery terms. Please see the Options Clearing Corporation for details. 395.00 -0.08 2285

AiC s 5 t the i ated w ;
onsidering Leveraged and Inverse ETFs? Leam mora about the risks associzted with trading these preducts 400.00 0.48 2007 BT

The ask was $22.30, but let’s go in at $22.40 to make sure we get filled.

Click ‘Preview’ to check the order.
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40



OptionsXPRESS. Vi irtual TRADE

charles SCHWAB

Account Trade Quotes

B All-In-One Trade Ticket

£33 2803020

LIVE HELP Exit Virtusl

$ 2djust Virusl Funds { Trading Level | YL

ACCOUNt Main Account Balances = Positions  Order Status
AAPL | Buy To Open 1 AAPL Oct13 395 Call @ Limit 22.40, Day Order Trade Cale | Mini Pricer . C*  Account Equity $26
Standal Commission: $14.05 Stock Buying Power 337
Estimated Order $2.240.00 o Option Buying Powar $18
Estimated Total: $2,254.95 e
AAF New Stock Power. $32,807.28 22 50 A°
l momm" g PR :;:;2222; A 2285 i Bd  Asl \
+ Ada - B! 285 Last 13 d
“iaoai | Concel 0 AAPL 35387 30335 30398 7.0
PRICE -
~ Call Octt:
[Gmt [w][2240 |4 [DeyOrcer =
ot [Z] A8 or None - o B
[+] ADVANCED ORDER TYPE 375.00 522 31.60 2325
Clear 38000 03 3070 303
385.00 038 27.35 275
‘omments on our All-in-One Trade Ticket? L=t us know 350.00 02 2505 2485
here are risks associsted with using sdvanced orders that you should understand. Learn more
trike prices noted with an asterisk {*) have unique delivery terms. Please see the Options Clearing Corporation for details. 395.00 0.08 2265 224
onsidering Leveraged and Inverse ETFs? Leam more about the risks associated with trading these products. 400 00 nea nn7 015
s . . . . s
It's going to cost about $2,200 after commission. Click on ‘Place Order’.
virtual TRADE i e

optionsXemess

Accourt Trade Quotes

i » Options
[  Stock
All-]_n-O] » Covered Calls » Ol@ﬁlﬁlus
C—_— | All-In-One Trade Ticket |

» Futures.
» Xspreads

Your order has been submitted.
Order #: 38579951

Please enzure that you check your order status. Your order instruction may still have to pass additional
wetting before being entered into the markst.

Please record this order number for your records. The order number is 3 unigue number that should be
referenced when communicating with us.

Place Anocther Trade

View Order 5tatus | View Positions

§ Adjust \irual Funds | Trading Lavad | UL

Balanns Posifions | Order Status |

Symbol cy  Slams
Order Type/Prica on
AAPL Ccti3 385 Call 1 ] Oper
_Lmitz2e0  BTO Modiy|¢
[FlAAPL Call Spreag 1010 ] Oper
Credn 0.4 Lo EELL Moary ¢
[T]SIDU Call Spread im0 ] Oper
i WELE
[APOL Call Spread o ] Gper
. Credn D08 SELL | Modiy ¢
| e
All-in-One Trade Ticket :
makes advanced trading sasy. | =
Wiatch the Demo » E

Okay, let’s go look at the order status to see if we got filled.
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optionsXPress. VirtualTRADE S s v

“charles scHwAB
=

Account Trade Quotes

Virtual Order Status

4s of 812812013 11:55:21 AMET. Detach [] Customize & Auo-Refresh  § Add Virtual Funds / Trading Lea
ntraday dats delsyed a3t least 13 minues,

Date Status Security

[Teday [®] [All Creers [¥] [ S=curities 4}

View Position:

‘Moatty | Cancel | Trads

1.

p— s : RSO i 5
395 Call APFLEINC 2245 2270 BTO 1 Limit DAY

3 3131034 AAPL AAPL JulWk1 420Cal/ 038 T 10/10 Credk GTC Modlfy | Cancal | Tradk
AAPL JulWk1 415 Cail 0.5

3 3131057 BIDU S5IDU k1 100 Call/ 018 023 10/10 Credk GTC Modlfy | Cancal | Tradk
5IDU Jul\wk1 97.5 Call g.32

§ 3131080 APOL APOL JulWKk119Call/ 004 008 10/10 Credt GTC
0.03

Modlfy | Cancal | Tradk
APOL JuWK1 18.5 Cal

BTO Buy To Open BTC Buy To Close §S Sell Short STO Sell ToOpen STC  Sell To Close

You can see that the trade is set up to buy one at $22.40, but the current price now has
jumped to $22.45, $22.70.

optionsXPRess. VirtualTRADE S e e
“charlesscHwas
| e ]
Account Trade Quotes
Virtual Order Status
4s of §28/2013 11:55:31 AMET. Detach [] Customze & Auio-Refresh  § Add Virtual Funds / Trading Ly

ntraday datz delsysd 3t l2ast 13 minutes.

Date Status Security

Today =] |4l Creers [w] | A Securities [ (6]

3 Show AX Spreads \fiew Positicn!
(= - = g e S ) ST e s

R : — SR A ey = A Gl =] PP BaSiabuts il Ui S0 RSN, —
33572851 AAPL Oct13 395 Call APPLEINC 2245 2270 BTO 1 Lmt DAY 3 (] Open | Cancal | Tradh
2240 11:55:22 AM
¥ 31310s¢  AAPL AAPL JUWK1 420Cal! 018 0.24 10/10 Credt GTC ] Open Modity | Cancal | Trak
AARL JulWe1 418 Cai ase
3§ 313057 BIDU SIDUJUMKT 103Call ¢ 0.18 023 10/10 Credk GTC [] Open Modlty | Cancel | Tradh
5IDU JulK1 37.5 Cail a.32
§ 3131060 APOL APOL JUMK119Callf 004 008 10/10 Cradt GTC []Open Moty | Cancal | Trad

APCL JuMk1 13.5 Cat

BTO Suy To Open BTC Buy To Close §S Sell Short STO Sell To Open STC Sell To Close

So if we want to get this order filled, for sure, what we can do is click ‘Modify’.
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optionsXPRess. Virtual TRADE e i
“charles scawas

Account Trade Quoftes

8 Adjust Vinusl Funds | Trading Level | WL

E All-In-One Trade Ticket

Balances | Positons  Order Status

AAPL | [cai [+ Trade Calc  Mini Pricer & | Account Equity $25
Standard | Mini Stock Buying Power 832
Cption Buying Power $18
ACTION MONTH STRIKE CALLIPUT QUANTITY
= 12 ol [z05 [ ~a T- 22, |
I AAPL Buy ToOpen [w] [0t12 [w] [395 [#] [csifw] [ '6?;2352::52250 ‘ — |
' ' NEEG B 2270 A 2250 -in-One Trade Tickat =
makes advanced trading easy =
Watch the Demo » A

L_;] [Z] A% or None

‘omments on our All-In-One Trade Ticket? Lat us know

here are risks isted with using ad d orders that you should understand. Learn more

trike prices noted with an asterisk {*) have unique delivery terms. Plesse see the Options Cleaning Corporation for datails.
onsidering Leveraged and Inverse ETFs? Laam more about the risks associated with trading these products.

Go back into the order and change this to a ‘Market’ order.
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optionsXPRess.  VirtualTRADE o S s i

“charles scHwAB

8 Agjust Vinus! Funds | Trading Level | WL

% All-In-One Trade Ticket

Account Main Account 6/25/2013 11:55:112 AM ET Balances Positions Order Status
AAPI Buy To Open 1 AAPL Oct13 395 Call @ Market, Day Order Trade Cale | MiniPricer ' | Account Equity $25
Standa]  Commission: $14.85 Stock Buying Power 332
Estimated Order $2.255.00 i Cption Buying Power $18
Estimated Total: $2,269.95
I AAF| New Stock Suying Power: $32,323 28 ;‘.‘2’{- fﬁ_-szz 56 My
Naw Option Buying Powar: $16,151.55 VBEO o - T All-in-One Trade Tickat
- I T P :B:22.30 A 225 =]
Cancel | L.u eV n 1' - makes advanced trading easy ‘_"'_{
PRICE {}"} Watch the Demo » A
lrMaﬂcet [il IL':-. Order V
|+] ADVANCED ORDER TYPE
Clear S = oo N (L

‘omments on our All-In-One Trade Ticket? Let us know

hers are risks associated with using advancad orders that you should understand. Learn more

trike prices noted with an astensk (*) have unique delivery terms. Please sse the Options Cleanng Corporation for datails.
onsidering Leversged and Inverse ETFs? Leam more about the risks associsted with trading these products

Click preview and then place the order. Now we are paying a little bit more than we
would have liked.

But, depending on your strategy and your outlook, they will help determine whether or
not you want to do that.
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“charles SCHWAB

Account Trade | Quotes

Virtual Order Status

As of 8128/2013 11:58:27 AMET. Detach [} Customze [0 & Auto-Refresh 8 Add Virtual Funds / Trading L
Intraday dat= delsyed at lzast 13 minutes.

Date ___ Status ___ Security
= — Rl — Y
Show Al Spraads View Posit
Order Symbol Description Bid Ask Action Qty Type Dur Exc Fill Fill Time {Cancel Tane: Status
33579351 AAPL Oct13 395 Call APFLEINC 2240 2280 BTO 1 Limit DAY 812372013 Bl Cancelled Tr302
22.40 115615 AM
33579263 AAPL Oct13 395 Call APPLEINC 2243 2266 BTO 1 Market SAY 2260 £/2872013 82872013 | | Eilled Trage
% T1SGI19AM 1156115 AM
3131054 AAPL AAPL JUWK1 420Cal/ 016 D24 10/10 Crede GTC ] Open Moty | Cancel | T
AARL Juivk1 415 Call 0.5¢
3129057 BIDU 5IDUJuUMKS 100Call/ 045 023 10740 Cragr GTC [JOpen Modty | Cancal | T
SIDU Julvk1 37.5 Call g.32
3121080 APOL APOL JUWK1 19Call/ 004 003 10/10 Cragr GTC CJOpen Modity | Cancai | T
APCL Julk1 185 Cat 0.08

Now we go and view our order status again and we see that our first order was
cancelled, but our second order was filled at $22.60.

Remember we were trying to get it at $22.40, so we paid a little bit more for it. But, this
way, we were sure to get it filled.
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Virtual Order Status

As of 812812013 11:58:27 AMET. Detach [ Customize [[] & AuvtoRefresh $ Add Virtual Funds | Trading L
Intraday datz delsyed at l=3st 13 minutes.

Date Status Security

[Tedsy [w] [All Croers [w] |4 Securities ™ [Ge]
Show All Spreads View Posit
= 3 Create |
Order Symbol Description Bid Ask Action Qty Type Dur Exc Fill  Fill Time Canoel Tame Status
57385t AAPL Octi3 395Call  APPLEINC 2245 2260 BTO 1  umt DAY §252013 [ Cancelled Trace
224D 1158115 AM
33579592 AAPL Oct13 395 Call  APPLEINC 2247 2260 BTO 1 Makel DAY 2250 6282013 6232013 WFiled  Tqee
155119 AM 1156115 AM
3131054 AAPL AAPL JUWK1 420Call! 0.16 024 10/10 Credx GTC [ Open Moy | Canosl | T
AAPL JulWk1 415 Call 3.5
3121057 BIDU SIDU JUIWK1 100 Call/  0.18 023 10/10 Cregr GTC []Open Moay | Cancel | T
SIDU Julvk1 37.5 Call a.32
3121080 APOL APOL JUWK119Call/ 004 008 10/10 Crear GTC []Open Modty | Cancal | T
APCL JulWwk1 185 Cal 0.03

Now, when it is time to close that position we're in, you click on “Trade’ and it will bring
up the order window again.

We, obviously, would not turn right around and sell this option just after buying it. But,
let’s say, for example, it is now a month or two later, we have a nice profit on it already,

and we feel like we should sell our option.

We do not have to wait until the expiration, so we are going to sell it at the market.

www.profitsrun.com 46



optionsXPREss.  ViItUal TRADE

Account

“charles scawas

Trade

E All-In-One Trade Ticket

888.280.8020

Quotes

Trade Calc | Mini Pricer C'

LAST: 2285
Br2245 AT2288

NBBO: B: 2245 A 2265

AAPL | [cal ~ E3
Standard | Mini
ACTION MONTH STRIKE ~ CALLIPUT QUANTITY
IAAPL | [oe13  [w] [385 [w] [Cete] |1
[+] Aod A Leg 7
PRICE
Market S
[+] ADVANCED ORDER TYPE L)
Clear

‘omments on our All-In-One Trade Ticket? Lat us know
here are risks associated with using advanced orders that you should undersiand. Learn more
trike prices noted with an astenisk (%) have unique delivery terms. Please see the Options Cleanng Corporation for cetails
onsidering Leveraged and Inverse ETFs? Leam more about the nisks associated with trading these products.

LIVE HELP Exit Virtusi

$ 2djust Vinus! Funds / Trading Level | WL

Balances | Positons  Crder Status
Account Equity $25
Stock Buying Power $32
Cption Buying Powear $18
APPLE INC

Last Bid Ask \

AAPL 39357 30357 3m372 71

Call [oatt:
Strike  Change  Last Bid
a7so0 52 380 334
380.00 03 30.70 304
385.00 038 27.35 278
350.00 -02 2505 2485
395.00 -0.08 2285 225
400 nn -nas ann? 2n2

When the order window comes up, we now want to select ‘Sell To Close’ to sell our

option.

OptionsXPRESS.  VirtualTRADE

‘omments on our All-In-One Trade Ticket? Let us know
here are risks associsted with using advancad orders that you should undarstand. Learn more
trike prices noted with an asterisk (*) have unique delivery terms. Please see the Options Cleaning Corporation for datails.
onsidering Leveraged and Inverse ETFs? Leam more about the risks associzted with trading these products.

$88.280.8020

Account Trade Quotes
& All-In-One Trade Ticket
Account: Main Account
AAPL [ sSell To Close 1 AAPL Oct13 395 Call @ Market, Day Order Trade Cale | Mini Pricer  C'
Standa| Commission: 31405
i Estimated Order: $2.285.00 =
Estimated Total: $2,250.05 TEE ;
AAF New Stock Suying Power: §$35,517.31 -5 26 A-
l | Naw Opion oy Fower: $15.408 28 ]‘g_._z?:g.sve_g.us_‘ — |
[+] Ada "7"6**“'*7’: NBBO: B: 2225 A 2245
PRICE
[Market [¥] [Day Order ]
[+] ADVANCED ORDER TYPE
Clear

LIVE HELP Exit Virtual

8 Agjust Virtual Funds / Trading Leved | UL

Balances | Positions  Order Status
Account Equity $25
Stock Buying Power §32
Option Buying Power $16
APPLE INC

Last Bd Ask VA
AAPL 33347 0348 30382 7.1

Call [oatt:
Strike  Change  Last Bid
375.00 -5.22 3160 3335
380.00 03 30.70 304
385.00 08 2735 275
390.00 -02 2505 2485
395.00 -0.08 2285 225
400.00 -0.48 2007 2025

Check our order, we are going to collect $2,250, and we are done.
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Virtual Order Status

As of 8282013 11:57:55 AM ET. Detsch [) Customize [0 & Auto-Refresh $ Add Virtual Funds / Trading L
Intraday dats delayad 3t lzast 13 minutes.

Date. Status Security
Todsy [w] [AlCrders 7] Aisecutes ] [Ge]
B Snow Al Spesads View Fosit
Order Symbol Description Bid Ask Action Gty Type Dur Exc Fill Fil'l"me_mrm Status
33520043 AAPL Octi3395Call APPLEINC 2250 2270 STC 1 Marke! DAY 2250 £282013  £232013 B Filie Trade
TLSTEIAM 115751 AM
33579851 AAPL Octi3 395 Call APPLEINC 2250 2270 BTO 1 Umit DAY k 8232013 Bl Cancelied Trce
24 175512 AN
33579205 AAPL Oct3 385 Call APFLEINC 2250 2270 BTO 1 Marke! DAY 2260 £282013 6232013 B Filied Trage
TSEIAM 1TSS AM
31191058 AAPL AAPLJUMK1 420Cal)  0.16 024 10/10 Crear GTC []Open Modity | Cancel | T
AAFL JulW1 415 Caf
3121057 gIDU SIDU JUMKT 100Call/ 015 023 10/10 Cre  GTC []Open Modity | Cancsl | T
SIDU Julviks 975 Call 032
Py 3131050 APOL APOL JuMK119Call/ 004 008 10/10 Crear GTC Open Modity | Canosl | T
o APCL JulWk1 18.5 Cat 0.3 o

Now we’ll go back and check the order status and you can see that we sold the option
at $22.50 and we are out of the position.

We lost $0.10 on this transaction because we did it within a few minutes of each other
and that is to be expected with options.

But you see now how easy it is to buy an option and, once you do, how easy it is to sell

it.
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Strategies

There are many different option strategies, as you may know.

There are directional trades, protective trades, market-neutral, or what are called delta-
neutral, trades, income trades, and many others.

Then there are short, intermediate, and long-term trades.
Which strategies are right for you?

Well, it is not necessary to master all of the option strategies to be successful. It is,
however, important to match your personal lifestyle and trading goals with the
appropriate options strategies.

Regardless of which strategies you choose, you also need to have good methods to
identify high-probability, directional moves for the underlying security, as well as an
understanding of volatility.

In general, if your method tells you the market is likely to go up, then you could consider
buying calls or selling puts.

If it is going down, then you could consider buying puts or selling calls.

If the likely direction were sideways, then you could consider selling calls or selling puts.
This does not mean that you would necessarily sell naked calls or puts under any
market scenario; it would be very dangerous to do so. However, when combined with
other options positions, selling calls or selling puts can be very effective in minimizing
risk and-or maximizing profits.

Options can be used to hedge your stock positions. If you are long a stock, you could
buy a put option for protection, for example. This would limit your downside risk of
owning that stock. If you are short a stock, you could buy a call option for protection
which would limit your upside risk of being short the stock. This is one strategy.

Another would be using options to generate income on your long-term stockholding. For
example, if you are long a stock, presumabily it is a blue-chip company with good

earnings, growth, possible good dividend (a stock you would like to own for the long
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haul), you could sell out-of-the-money calls to collect income and, at the same time,
lower the effective cost basis of owning the stock.

Here is another one. Instead of buying or shorting a stock, you could buy a call or a put
option to take advantage of the directional moves in the markets. Why would you do
this? Because with options, you can control the same number of shares of stock for far
less margin, and with far less risk, and still capture most of the profit that owning the
stock would have generated.

Lastly, options can be used to profit regardless of the direction of the underlying
security. There is always an options strategy to take advantage of a market that might
move up a little, down a little, or sideways and profit, regardless of which of those
OCCUrs.

Price Quotes

Price quotes are shown in terms of the ‘Bid’ and ‘Ask’, which is known as the ‘Bid-Ask
Spread’.

Price quotes are available on a real-time basis with most options brokerage accounts,
but not all, some are delayed for up to 20 minutes. So make sure, when you are looking
at your broker’s options quote tables, that you know whether or not they are being

shown on a real-time basis.

The bid price is the current price you would have to pay if you wanted to be relatively
sure of being filled on your buy order.

The ask price is the current price you would receive if you wanted to be relatively sure
of being filled on your sell order.

In other words, if you are buying at the market, you will pay the ask price.
If you are selling at the market, you will receive the bid price.

The difference between the bid and ask price is the market makers’ compensation for
making a market in that option.
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In selecting which options to trade, look for those with a relatively narrow bid-ask
spread.

On lower-priced options it might be two to three cents.
On higher-priced options, it could be as much as five to ten cents.

Along with the bid-ask price, you will want to look at:

Volume: the total number of contracts traded the previous day
- Open Interest: the total number of open option contracts

Volume and open interest can impact the liquidity of the option. This means the ease of
getting in and out of the trade.

While you generally want to select options with high volume, a case can be made that
open interest is more important when it comes to options.

The greater the open interest, the easier it will be to get the price you want when buying
or selling options.
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Price Components

With that background, let’s get into option price components, which are:

- Intrinsic Value: based on the difference between the strike price and the current
market price of the underlying security if favorable to the option buyer

- Extrinsic (time) Value: based on the time until expiration; as the time until
expiration drops, the time value shrinks

Both of these influence the price of an option. The degree to which both influence the
price of an option depends on whether an option is ‘In-the-Money’, ‘At-the-Money’, or
‘Out-of-the-Money’.

In-the-Money (ITM)

A call option is said to be in-the-money if the market price of the underlying security is
greater than the strike price.

For example, a July 40 call, whose underlying security is trading at $45, would be $5 in-
the-money.

A put option is said to be in-the-money if the market price of the underlying security is
less than the strike price.

For example, a July 40 put, whose underlying security is trading at $35 would be $5 in-
the-money.

At-the-Money (ATM)

Next we have at-the-money options.

A call option is said to be at-the-money if the market price of the underlying security is
the same, or about the same, as the strike price.

For example, a July 40 call, whose underlying security is trading at around $40, would
be at-the-money.

A put option is said to be at-the-money if the market price of the underlying security is
the same or around the strike price.
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For example, a July 40, put whose underlying security is trading at about $40, would be
at-the-money.

Out-of-the-Money (OTM)

Lastly, we have out-of-the-money options.

A call option is said to be out-of-the-money if the market price of the underlying security
is less than the strike price.

For example, a July 40 call, whose underlying security is trading at $38, would be out-
of-the-money.

A put option is said to be out-of-the-money if the market price of the underlying security
is greater than the strike price.

For example, a July 40 put, whose underlying security is trading at $42, would be out-of-
the-money.

Intrinsic Value

With that background, let’s look at intrinsic value again.
Only in-the-money options have intrinsic value.
The intrinsic value of an in-the-money option is always the difference between the

current market price of the underlying security and the strike price of the option, no
matter how many days until expiration and regardless of volatility.

Extrinsic (Time) Value

All options have extrinsic value or time value.

The extrinsic value of an option is always the difference between the current market
price of the option and the intrinsic value of the option.

At-the-money and out-of-the-money options only have extrinsic value.
Extrinsic value decays over time; the less time until expiration, the lower the extrinsic

value (with the same implied volatility).
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Extrinsic value is a function of four variables:

- Time until expiration

- The volatility of the underlying security
- Liquidity

- Interest rate

Let’s go through an example here of intrinsic and extrinsic value for an in-the-money
option.

Remember our in-the-money example, a July 40 call whose underlying security is
trading at $45, would be $5 in-the-money.

However, further assume that the option has 90 days until expiration.

The time until expiration is worth something and that something is the extrinsic value of
the option, which, for our example, could be $2.

Therefore, you would expect that our July 40 call would be trading at $7 with the
underlying security at $45 with 90 days until expiration.

If the time until expiration was at 30 days, the extrinsic value could drop to, say, $1 and
if the underlying security were still trading at $45, the option would now trade at $6.

In the last 30 days until expiration, the extrinsic value will collapse rapidly to zero on

expiration day. Our call option, at that point, with the underlying security still trading at
$45, would now be worth $5 of intrinsic value and $0 of extrinsic value.
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The Greeks

Okay, let’s take a look at the Greeks:

- Delta: the change in the price of an option compared to the change in price of the
underlying security

- Gamma: the change in the delta of an option relative to the change in price of the
underlying security

- Theta: the change in the price of an option relative to the change in the time until
expiration

- Vega: the change in the price of an option with regard to its change in volatility

The Greeks are technical measurements that quantify the various factors of affecting
the risk and price of an option position.

These factors are all interrelated, so the Greeks are interrelated.

The Greeks for an option position will vary, sometimes dramatically, over time as the
risk of a position varies in accordance with the option position, relative to market
conditions.

At first glance, the Greeks can be intimidating. But remember that, once you learn the
language, you will find them easy to understand.

Since we always want to manage risk first and foremost, it is very important to
understand the Greeks at the time of entering into a position and how they will impact
the position under various scenarios.

Fortunately, most good online broker trading platforms include the real-time calculations
for each of the Greeks that you can access at the click of a mouse.

Delta

Delta is the change in the price of an option compared to the change in price of the
underlying security.

This is probably the most useful of the Greeks as it tells you to what extent the option
position is tracking the price movement of the underlying security at any pointin time.
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Call option deltas are positive from 0 to 1.0.
Put option deltas are negative from 0 to -1.0.

If a call option has a delta of +1.0, it implies that the option price will increase dollar for
dollar as the underlying security price moves higher.

If a call option has a delta, say, of +0.25, it implies that the option price will increase by
$0.25 for each dollar that the underlying security price moves higher.

If a put option has a delta of -1.0 that implies that the option price will decrease dollar for
dollar as the underlying security price moves lower.

If a put option has a delta of -0.25, it implies that the option price will increase by $0.25
for each dollar that the underlying security price moves lower.

Now we will combine what we have learned about delta with at-the-money, in-the-
money, and out-of-the-money options.

For at-the-money options, deltas are generally around + or - 0.50. This means the
option price will move $0.50 for every dollar moved in the price of the underlying

security.

For in-the-money options, deltas are going to be in the area of 0.60 to 1.0. The further
in-the-money the option is, the higher the delta.

Deep in-the-money options, with a delta of 1.0, will track the price of the underlying
security dollar for dollar.

For out-of-the-money options, the deltas are going to be in the area of 0.40 to 0.10 or
even lower. The further out-of-the-money the option is, the lower the delta.

Deep out-of-the-money options, with a delta of 0.10 or even less, will not move very
much in price as the underlying security price changes.
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Gamma

Gamma is the change in the delta of an option relative to the change in price of the
underlying security. It is, essentially, the rate of change of the delta.

The use of gamma is more important with more complex option positions. But for basic
option positions, understanding the concept of gamma is also important.

For example, as the underlying security of an at-the-money call option increases in
price, the delta of that option will increase. Gamma tells you what the rate of that
increase is at any point in time.

Here is another way to look at it...as the underlying security price increases, the
formerly at-the-money call option now becomes an in-the-money call option, with an
ever increasing delta, which causes your position to be longer and longer as the market
goes up. If you were trading stock instead, it would be as if you were adding shares to
your position.

Theta

Theta is the change in the price of an option relative to the change in the time until
expiration.

Theta is a very important Greek to understand because it directly impacts the extrinsic,
or time, value of an option. As the option moves closer to expiration, theta will decrease

as the time value drops.

If you are long an options position, you generally want low theta risk with options that
are 90 days or more until expiration.

If you are short an options position, you generally want high theta risk with options that
are 30 days or less until expiration.
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This is a good time to take a look at what is known as the theta curve.

Here we have, on the vertical axis, theta, or time value. Let’'s not worry about the values
for the moment. We just want to get the concept down here.

The horizontal axis represents the days until expiration: 30, 60, and 90 days.

You can see that, as time goes by, theta drops, or the time value of the option drops.
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From 90 days until expiration (point 1), all the way up until 30 days until expiration (point
2), you can see time value drops slowly.

If you are long options, this is what you want, to be over here. You do not want that time
value to drop.
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Theta Curve
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Look what happens in the last 30 days (point 2 to point 3).
Time value accelerates dramatically and collapses to 0 as the options expire.
This is what you want if you are short options.

You want to be short options with 30 days until expiration to take advantage of this
collapse in the time value.

Keep in mind that volatility also impacts this curve.
This curve is going to be impacted primarily by the time until expiration, but also by

volatility, where it is going to shift up if volatility increases and shift down if volatility
decreases.
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Vega

Vega is the change in the price of an option with regard to its change in volatility.

Vega tells you the impact on the option price for every 1 percentage point change in the
implied volatility of the option.

As the volatility of the underlying security increases, the premium of the option will
increase.

It is possible for a call option to lose value even though the underlying security goes up
if, at the same time, the volatility of that security drops.

It is possible for a put option to lose value even though the underlying security goes
down if, at the same time, the volatility of the security drops.
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Understanding Volatility

Finally, let’s cover volatility.
Volatility is a very important aspect of options trading.

Volatility is generally defined as the degree to which the underlying security price
fluctuates in a given time period.

A stock whose price jumps around with unusually wide-range days is going to have
higher volatility than a stock which trades in a quiet, deliberate manner day to day.

High volatility means high risk, so it has a significant impact on time value.

Since at-the-money and out-of-the-money options have only time value, or extrinsic
value, it is very important to understand volatility for assessing the risk of those at-the-
money and out-of-the-money option positions.

When volatility is high, options prices are high and, therefore, it is not the best time to
buy options because when the volatility drops, the option price will drop, as well

Conversely, when volatility is low, option prices are low and, therefore, it is a good time
to buy options, with the added benefit of the option price increasing if the volatility
increases.

A stock whose price jumps around with unusually wide-range days is going to have
higher volatility than a stock that trades in a quiet, deliberate manner day-to-day.

Unlike what you hear in the media, volatility is not just a phenomenon of declining
markets. Volatility has no market directional relationship.

There are two kinds of volatility:

- Historical: based on past price action of the underlying security
- Implied: based on the options price action as a snapshot of what the market
believes about price movement
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Implied volatility tends to be cyclical in nature. This means it will go from high back
down to low, and then back up to high. It cycles back and forth.

Bringing It All Together

Let’s take a look at a typical broker options chain quote page again, where we will be
able to see the bid-ask price, the volume, the open interest, and the Greeks for each
option.

Virtual Option Chains for BIDU - 0 [Patent Pending]
Baidu Inc
Quotes 350 7/2/2013 12:52:01 PM ET . Intraday dat3 delayed 31 least 15 minutes

Mini Options - Options that deliver 10 shares instead of 100 in AAPL. AMZN, GLD, GOOG, and SPY

Range Type Expiration

] Fes’-:!?ﬂc‘xe,‘ 7 [:aHs ™ FE-ep‘,S- v| [View Chain|
Futures [Jinciuae Adjusted / Nea-standard Opsions
Symbol Last Change Bid Ask High Low Volume Chart ...
BIDU o0.e2 182w 20.98 91.04 2343 80.75 1,750,481 “ Baldéﬂ

BIDU Expiration Months: JulWk1 | JUIWK2 | JulWid | AugWk1 | Jul13 | Aug13 | Sep13 | Dec1s | Jani4 | Jan1s

« Strike = Last Chg Bid Ask Day High Day Low Vol Opint : Action
[ September 2013 {30 gays to expiration)

82.50 1335 g 11.40 11.60 D a (115 152 Deta

85.00 10.50 050 273 2.2d 10.50 10.50 03

87.50 578 -0s2 5.20 8.35 8.75 5.78 o7

30.00 £22 -1.78 £.35 7.0 7.50 £.20 32

82.50 570 050 555 % 5.75 .10 s.70 18

35.00 472 073 450 4.70 5.35 472 65 1,711

97.50 400 038 370 3.8 465 4.00 506 1,029 Detz
100.00 3.00 -0.51 297 3.05 3.30 300 68 1,573 Detz

As we looked at before, this is a typical options chain quote page, again, compliments of
OptionsXpress. We're going to be looking at Baidu this time.

Let’s take a look at the near-the-money calls for the expiration of September 2013. At
this time, this is about 80 days away from expiration.

Here you see the underlying security Baidu, the last trade, the change, the bid-ask, the
high and the low for the day, and the volume, which is for the stock.

The strike prices are down the left side of the chart, which are $2.50 apart in the case of
Baidu.
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Moving across the table, to the right, you see the last price, the change (from the
previous day), the bid, the ask, the high of the day, the low of the day, the volume for
the day, and the open interest.

You can see the open interest is the highest for the calls that are out-of-the-money, the
95.00, the 97.50, and the 100s.

This does not mean anything in and of itself; however, there is a story behind that. You
would have to do some research to see what it is. It could be that Baidu was recently
trading in that area, and, at one time, those were at-the-money strikes. This is no longer
the case because Baidu has now dropped.

Let's check out the bid-ask. Here you see for the at-the-money (the 90s) bid $6.85 and
ask $7.00. That is a $0.15 spread on the bid-ask. When you get up into these high-
dollar options, the spread is going to be in that area of $0.15 to $0.20.

If you were buying this option outright and you wanted to make sure you got filled, you
would have to pay $7.00.

If you were selling it to cover, you would have to accept $6.85 in order to be sure to be
filled.

If you wanted to be more aggressive, let's say you were buying, and you did not want to
pay the ask, you could split the difference, $0.15 divided by two is $0.075. But, since
you can’t trade at that level, you would make it $0.10 and you could try to buy it at
$6.95. Oftentimes, the market maker will give it to you. However, you are not assured of
getting filled when you do this.

When it is time to get out of an option that you want to be out of, you want to go in and
cover it at the market so you are sure to get out. When you are opening a new position,
you can be more selective.

Let’s take a look at the $82.50 call. This is fairly deep in-the-money, right? The stock is
trading at around $91, so what is the intrinsic value of this option at this point? If the
stock is at $91 and the strike is at $82.50, this is going to be $8.50 as the difference of
intrinsic value.
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However, let’s say the option is going for $11.50. What is the difference? The difference
is the time value. It has $11.50 total price or total premium, of which $8.50 is intrinsic
value and $3.00 is time value.

Going across, let’s take a look at volume and open interest. There is no trading volume
for the day; open interest is 152 contracts. Ideally, | like to see at least 500 open interest
for monthly options, but it is not an absolute requirement. The market maker will still
make the market for you.

Virtual Optlon Chains fOr BlDU = 0 [Patent Pending]
Baidu Inc

Quotes 35 of 77272012 12:52.01 PM ET . Intraday data delayad 31 l23et 15 minutes

Mini (,)ptions — Options that deliver 10 shares instead of 100 in AAPL. AMZN, GLD, GOOG, and SPY M

Symbol Type o Expiration
(BioV [Catls ] [Sep13 V] View Chain]
Q Find Symool / Futures Non-standard Opdons

Symbol Last Change Bid Ask High Low Volume Chart o0

BIDU 90.82 122w 20.28 91.04 2345 90.75 1,750,431 3 Balé‘_'féﬁ
BIDU Expiration Months: JulWk1 | JulWk2 | JulWkd | AugWii | Jul13 | Aug13 | Sep13 | Dec13 | Janid | Janis
[ ]
« Strike v Last Chg Bid Ask Day High Day Low Vol Opint Action

| September 2013 {0 g=ys to expiration)

82.50 1385 ) 11.40 11.60 0 a 00 152 Detq

85.00 10.50 -0.50 875 .93

87.50 873 -0.82 .20 5.35 8.1 BIDU Sep13 82.5 Call

90.00 592 178 685 01 7.2 Implied Volatility Deita Gamma

92.50 570 0.0 5.65 5.75 5.1 33.60 a7 0.02

95.00 472 073 450 4.70 5z Rho Theta Vega

97.50 440 -0.35 370 3.80 44 o2 oo:

100.00 3.0 -0.51 2497 3.05 3.9

Mousing over detail, you see the Greeks come up for the $82.50 call option expiring in
September. You can see implied volatility, delta, gamma, vega, theta, and rho. Rho is
interest rate related and almost a negligible factor.

You see the delta is at 0.74. This means that, for every dollar movement of the

underlying security, the option would move $0.74. You would expect a rather high delta
for an in-the-money call.
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‘ Virtual Option Chains for BIDU - [} customize [Patent Pending] '
Baidu Inc

Quotes 35 of 7/2/2013 12:52:01 PM ET . Inraday data delayed 3t least 15 minutee.

V Mini Options - Options that deliver 10 shares instead of 100 in AAPL, AMZN. GLD, GOOG, and SPY

da | Coltars | Calendar Puta | Calendar Cails | Deita & imp Vol | Previous

Symbol Range Type Expiration
Nesr-the-loney [Catis vl
Q, Find Symbot / Futures [ inciude Agjusted  Non-standard Opsors
Symbol Last Change Bid Ask High Low Volume Chart ...
BIDU 2082 122w 90.98 9104 2345 80.75 1,750,431 3 B‘mg.

BIDU Expiration Montne: JulWk1 | JurWkz2 | JulWid | AugWi1 | Jul13 | Aug13 | Sep13 | Deci3 | Jani4 | Jan1s

4 Strike = Last Chg Bid  Ask  DayHigh  Daylow Vol Opint ‘Action

= September 2013 {80 days to expiration) i

8250 1385 2 11.40 1161

85.00 gesy R i g BIDU Sep13 100 Call

87.50 873 -082 520 8.35 7 Implied Volatility Delta

90.00 6.92 -1.78 €35 7.00 38.83 .32

82.50 £.70 -0.80 $85 575

35.00 472 073 460 470

97.50 400 -0.35 370 3.82

100.00 389 -0.51 287 3.05 3.30 320 -] 1,573 Dm

Let’'s drop down to an out-of-the-money call, the 100.

You see the delta is only 0.32. So the out-of-the-money call delta is far less than the in-
the-money call and that’s what we would expect.

What did we say about the at-the-money call? The delta is going to be around 0.50.
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Virtual Option Chains for BIDU - [} customize [Patent Pending]
Baidu Inc

Quotes 35 of 77272013 12:52:01 PM ET . Inraday dats delayad 311238t 15 minutas.

" Mini Options - Options that deliver 10 shares instead of 100 in AAPL. AMZN, GLD, GOOG, and SPY

Symbol Range Type Expiration
BIDU Near-the-Money + [Calis V] Sepl3 o
Q 7ind Symbai / Futures [ inciuge Agjusted / Non-standzra Opsions ‘
Baidu Inc
Symbol Last Change Bid Ask High Low Volume Chart ...
‘ BIDU 00.88 182w 90.98 91.04 22435 00.75 1,750,431 2 B‘dsl

BIDU Expiration Montns: JulWk1 | JUIwk2 | JulWké | Augwii | Jul13 | Aug13 | Sep13 | Dects | Jan1d | Janis
[l Disabie Rod Overs

it |
[

= September 2013 (29 02y to expiration) i
| 82.50 1385 [ 11.40 11.60 0 0 00 152 Detas [
’ 85.00 10.50 -0.50 275 989 10.50 10.50 02 282 Detas
87.50 578 -0.82 8.20 8.35 878 573 o7 355 Detas
30.00 £32 -1.78 835 7.00 7.50 650 32 817 O
| 8250 =70 083 585 578
| 35.00 472 -0.73 450 470 5. BIDU $ap13 30 Call
’ 87.50 400 -03% 370 3.8 & Implied Volatility Delta
, 100.00 200 051 287 308 i 3747 0se

Rho Theta

0.10 -0cs

Comments on our new Virtual Trading platform? _et Lz know

In this case, it is 0.56, which is a little higher than 0.50 because the 90 strike is actually
$0.98 in-the-money, as the stock is trading at $90.98. Again, exactly what we would
expect.
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Virtual Option Chains for BIDU - [} customizs [Patent Pending]
Baidu Inc
Quotes 35 of 71272013 12:52:01 PM ET . Intraday data delayad 31 j23st 15 minutes.
" Mini Options - Options that deliver 10 shares instead of 100 in AAPL, AMZN, GLD, GOOG, and SPY
Optian Pricer | Cov Cails | Straddles | Put Spreads | Call Spreaus | Collars | Csiendar Puts | Calendar Calls | Delta & Imp Vol | Previous |
Symbol Range Cals And Puts Expiration
EIDU Near-the-Money + Sepl3 o
Q Fing Symoai/ Futures [ inciude Agjustea  Non-standard Of Z:;SM e
Put Matrix »
e
Symbol Last Change Bid Ask | Probability Volume Chart ...
EIDU 20.88 BEAS 4 90.98 01.04 | Straddles 1,760,481 =
e L Bai¥E®
govered Cgll]s
= rotective Put
BIDU Expiration Monthe: JulWk1 | Jurwk2 | Julwy CaB Spreads 13 | Deci3 | Janid | Janis
| P Spreacs
« Strikew Last Ch i Bid 5 | Collars I "Da lw % T \r 2 7 e =
S Sl G 2 L} 4 = | Calendar galss,prgaus ] Hsin i g . 3 e
September 2013 Cslendar Put Spreads
a Disgonal Ca® Spreads
8250 1335 [ 1140 | Diagonai Put Spreads 0 oo 152 Detas
85.00 10.50 058 275 guﬂefﬂi g‘a"“ Spfea: 10.50 03 282 Detas
87.50 578 022 820 ,m”.'," c'?m Ssp",::d 578 o7 355 Defas
30.00 652 178 535 |Combos (shor putliong call) £.20 32 817 Detad
_ | Futures Chain
92.50 570 -0.53 565 — — 570 18 471 Detas
85.00 472 073 480 470 588 4.72 BS 1,711 Detzs
97.50 400 038 370 3.80 263 400 208 1,029 Detas
100.00 300 051 297 3.05 3.30 300 3 1,573 Detas

If we change the view ‘Type’ to ‘Put’, it brings up the strikes for the put options. It is the
same information as the call options, the bid-ask, the volume, the open interest, and the
Greeks.

Virtual Option Chains for BIDU - [} customize [Patent Pending)
Baidu Inc
Quotes 35 0f 7/2/2013 1:00:18 PM ET . Intraday data delayed at i2ast 15 minutes.
V Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY
Option Pricar | Cov Calie | Stracales | Put Spreads | Call Spreade | Collars | Calendar Puts | Calender Calls | Delfs & Imp Vol | Previous
Symbol Range Type Expiration
[Fas 7
Q Fina Symbal / Futures [ inciude Agjusted / Non-standara Opsons
Baidu Inc
Symbol Last Change Bid Ask High Low Volume Chart ...
BIDU 90.30 170w 9080 0083 £345 0075 1.774,155 Lt BaivE®m

BIDU Expiration Months: JUlWK1 | Julwk2 | JulWid | AugWii | Jul13 | Augi13 | Sep13 | Dec13 | Janid | Jan1s

- P#s | DeateRciowx]

— = =i

-0.06 3.00 310 255

0 3.85 350 3n2
=030 480 485 460 480 BIDU $ap13 32.5 Put
+0.45 550 6.00 583 ssg | mplied Volatility Delta Gamma
050 7.20 7.30 7.00 6.40 3273 Q27 002
+0.88 8.65 8.70 £.43 243 Rho Theta Vega
97.50 1023 <085 1020 10.30 1025 asg e s —
100.00 1150 +0.40 11.95 12.05 1155 100 = — — ————
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With the put option, the $82.50 strike is going to be out-of-the-money, well out-of-the-

money - you see the delta there is -0.27.

Virtual Option Chains for BIDU - [} customize [Patent Pending]
Baidu Inc
Quotes 25 of 7202013 1:00:18 PM ET . Intraday data deiayed at je3st 15 minute.
" Mini Options - Trade options with smaller investments in AAPL, AMZN, GLD, GOOG, and SPY
Symbol Range Type Expiration
ev— [ <
Q. Find Symbol / Futures [ inciude Adjusted / Non-standard Opsons
Baidu Inc
Symbol Last Change Bid Ask High Low Volume Chart ...
BIDU 0030 Bh LR 9030 0083 9345 0075 1,774,185 > Bai¥s®

BIDU Expiration Monthe: JulWk1 | JUlWK2 | JulWid | AugWii | Jui13 | Aug13 | Sep13 | Dec13 | Jant4 | Janis

 Strike v Last Chg Bid Ask Day Day Vol Oplnt Return Return Action
' High Low i ign

o September 2013
8250 255 -0.06 3.00 310 285 252
85.00 350 1] 388 3.0 372 3.5 BIDU Sap13 100 Put
87.50 480 <0.30 481 485 4€0 480 Implied Volatility Delta Gamma
90.00 520 =045 5.80 6.00 §.83 5.50 1228 88 002
3250 650 <050 7.20 7.30 7.00 6.40
95.00 .43 <053 865 870 .43 £.4d0 s i e
97.50 1023 BED 10.20 10.30 10.25 asg A8 A0 815
100.00 11.50 =040 1185 12.05 11.55 1060 2z 1,651 3.16% 13.57% %ﬂl

Whereas, the deep in-the-money put, the 100, delta is -0.68, a much higher delta.

Because we are still 80 days to expiration, the delta on the 100, in-the-money put is only

-0.68 because there is still significant time value associated with that option.
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Symbeol § Range . T_ype Expiration _
EI0U ] [Nearthe-Money ] [Puts < {Ju 13 V| [View Chain|
Q. Find Symbol / Futures [ inciuae Agjustea  Non-standara Opsors
Symbol Last Change Bid Ask High Low Volume Chart ...
BIDU 00.78 472w 20.75 90.50 2245 80.75 1,750,880 Baiéb'ﬁﬂ
BIDU Expiration Months: JulWk1 | JulWk2 | JulWkd | AugWki | Jul13 | Augi3 | Sep13 | Dec13 | Janid | Janis
« Strike » Last Chg Bid Ask Day Day Vol Opint Return RetuE] Action
High Low Static Unassigned

(4] Weekly expirag 7/52013
(4] Weekly expires 771122013
= July 2013 {17 gays to expiration)

8250 0.33 =02 0.33 0.33 0.25 78 2,120 0.44%

85.00 0.6s +0.16 0.7 0.7 0.45 183 2,635 0.31%

87.50 125 +0.33 127 0.77 2 54

90.00 217 <058 2.16 1.82 1, 2,582 2

92.50 340 +0.77 3.50 223 408 1,857 9

35.00 5.13 <0g8 5.20 3 322 0

97.50 6.87 +0.57 7.25 6.37 $.30 25 1,012 J.84%

100.00 9.35 +1.56 243 835 T3 123 1783 11%
= Weekly [}

85.00 120 <038 1.85 1.70 BIDU Jui13 100 Put

87.50 275 o7 2 Implied Volatility Delta Gamma

30.00 350 <0ES 3 1 <08z

92.50 5.00 <083 4 Rhe Theta

95.00 €.10 +0.33 6 & 0.04 a0z

97.50 740 <133 7 = -

100.00 875 =121 10 7 124 0.33

Let’s look at the July 100 put, with 17 days until expiration.

The time value is a much smaller factor, so the delta is going to be higher, which you

can see is -0.92 at this point.

When we check the time value for the 100 strike put, and the stock trading at $90.78,

the difference is $9.22.

The option is selling at $9.30-$9.45, so you can see that almost all of the premium, at
this point, is based on intrinsic value and very little time value. It is probably $0.10 -

$0.15 or so on the bid-ask.

You can see how time value collapses as you get closer to expiration. The delta is going
to increase for that same in-the-money option as days until expiration decreases.
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Conclusion

Now that you have read this report, you are no longer unfamiliar with options.

In fact, you now possess more options knowledge than 90% of all investors and traders.
You now understand the risks associated with options and how to mitigate those risks
with the proper use of options leverage, along with sound risk management principles.

Think of the information in this report as Options 101. You are now qualified and ready
for more advanced learning about the various options strategies, each aimed at a
particular investing or trading goal. It is these options strategies that really unlock the
power of options.

As with any new endeavor, practice “running the play” many times until you are
completely comfortable with the mechanics of options trading. This is where you
‘actionize’ your learning; until then, it is just learning.

So you must take action to take advantage of your newfound knowledge. Start with a
demo account or, at least, a small account to gain proficiency and then you will be ready
to responsibly tap into the profit potential and risk management that options trading has
to offer.

2 Good Trading,
L) Bl Hek

| Bill Poulos
Profits Run, Inc.

p.s. For more information on one of my most popular options trading strategies, visit
www.profitsrun.com/favorite.
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Options Glossary

Ask Price
The price at which a seller is offering to sell an option or a stock.
Assignment

The receipt of an exercise notice by an option writer (seller) that obligates him to sell (in
the case of a call) or purchase (in the case of a put) the underlying security at the
specified strike price.

At-the-Money

An option is at-the-money if the strike price of the option is equal to the market price of
the underlying security.

Beta

A measure of how closely the movement of an individual stock tracks the movement of
the entire stock market.

Bid Price
The price at which a buyer is willing to buy an option or a stock.
Call Option

An option contract that gives the owner the right but not the obligation to buy the
underlying security at a specified price (its strike price) for a certain, fixed period (until
its expiration). For the writer of a call option, the contract represents an obligation to sell
the underlying product if the option is assigned.

Closing Price
The final price of a security at which a transaction was made.
Contingent Order

An order to execute a transaction in one security that depends on the price of another
security. For example: sell the XYZ May 60 call at $2, contingent upon XYZ stock being
at or below $59.

Contract Size

The amount of the underlying asset covered by the option contract. This is 100 shares
for 1 equity option, unless adjusted for a special event.
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Covered Call

An option strategy in which a call option is written against an equivalent amount of long
stock. For example: writing 2 XYZ May 60 calls while owning 200 shares or more of
XYZ stock

Credit Spread

A spread strategy that increases the account's cash balance when established. A bull
spread with puts and a bear spread with calls are examples of credit spreads.

Delta

A measure of the rate of change in an option's theoretical value for a one-unit change in
the price of the underlying stock.

Expiration Date
The date that an option and the right to exercise it cease to exist.
Expiration Friday

The last business day prior to the option's expiration date during which purchases and
sales of options can be made. For equity options, this is generally the third Friday of the
expiration month. If the third Friday of the month is an exchange holiday, the last trading
day is the Thursday immediately preceding the third Friday.

Expiration Month
The month that the expiration date occurs.
Gamma

A measure of the rate of change in an option's Delta for a one-unit change in the price
of the underlying stock.

Implied Volatility

The volatility percentage that produces the best fit for all underlying option prices on that
underlying stock.

In-the-Money

A term used to describe an option with intrinsic value. For standard options, a call option
is in-the-money if the stock price is above the strike price. A put option is in-the-money if
the stock price is below the strike price.

Intrinsic Value

The in-the-money portion of an option's premium.
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Last Trading Day

The last business day before the option's expiration date during which purchases and
sales of options can be made. For equity options, this is generally the third Friday of the
expiration month. If the third Friday of the month is an exchange holiday, the last trading
day is the Thursday immediately preceding the third Friday.

Limit Order

A trading order placed with a broker to buy or sell stock or options at a specific price.
Margin Requirement

The minimum equity required to support an investment position.

Market Order

A trading order placed with a broker to immediately buy or sell a stock or option at the
best available price

Naked Option

A short option position that is not fully collateralized if notification of assignment is
received. A short call position is uncovered if the writer does not have a long stock or
deeper-in-the-money long call position. A short put position is uncovered if the writer is
not short stock or long another deeper-in-the-money put.

Open Interest

The total number of outstanding option contracts on a given series or for a given
underlying stock.

Option

A contract that gives the owner the right, but not the obligation, to buy or sell a particular
asset (the underlying stock) at a fixed price (the strike price) for a specific period of time
(until expiration) . The contract also obligates the writer to meet the terms of delivery if
the owner exercises the contract right.

Option Period

The time from when a buyer or writer of an option creates an option contract to the
expiration date; sometimes referred to as an option's lifetime.

Out-of-the Money

A term used to describe an option that has no intrinsic value. The option’s premium
consists entirely of time value. For standard contracts, a call option is out-of-the-money
if the stock price is below its strike price. A put option is out-of-the-money if the stock
price is above its strike price.
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Put Option

An option contract that gives the owner the right to sell the underlying stock at a
specified price (its strike price) for a certain, fixed period (until its expiration). For the
writer of a put option, the contract represents an obligation to buy the underlying stock
from the option owner if the option is assigned.

Strike Price

The price at which the owner of an option can purchase (call) or sell (put) the underlying
stock. Used interchangeably with striking price or exercise price.

Theta

A measure of the rate of change in an option's theoretical value for a one-unit change in
time to the option's expiration date.

Time Decay

A term used to describe how the theoretical value of an option erodes or reduces with
the passage of time. Time decay is specifically quantified by Theta.

Time Value

The part of an option's total price that exceeds its intrinsic value. The premium of an
out-of-the-money option consists entirely of time value.

Vega

A measure of the rate of change in an option's theoretical value for a one-unit change in
the volatility assumption.

Volatility

A measure of stock price fluctuation. Mathematically, volatility is the annualized
standard deviation of a stock's daily price changes. See also Historic volatility, Individual
volatility and Implied volatility.
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A Little-Known Method That
Turned A Small Account Into
A Large Account

il

For the full story, visit:

www.profitsrun.com/favorite
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