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Objectives, first to understand the basics of options, including an options overview, 

definitions, option types, options versus stocks, options language, and then how to handle 

the unlikely event of assignment. Now we are going to review a typical broker options 

chain quote page, and an order page. The overall objective here is to demystify options. 

Once you get into it you will find that they make perfect sense and are easy to 

understand. 
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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 

it would. But if you put an adult behind the wheel who has had proper drivers training, 
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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 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 percent of the money. But with options, it is 

significantly less than that. Oftentimes 10 percent, or 5 percent of the margin 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. And then, given the assessment of the underlying security, 

you can apply the proper options strategy. So there are two parts to this.  

 

One is understanding options and the various options strategies, and the other is 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. I mean 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 direct. 

 

Alright let us get right in to the basic definitions. First a put option definition and 

example, and then a call option definition and example. 
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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. 
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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 $.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 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 the 

expiration date, the put expires worthless, and the put buyer is out $.20 and the put seller 

keeps the $.20. 
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Now the 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. 
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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 $.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, well then the call expires worthless and the call buyer is out $.20 and the call seller 

keeps the $.20. 
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Okay let us talk about the types of options. You have options available for stocks, ETFs, 

and indexes; also futures, forex, and other underlying securities, but we will be focusing 

in on stocks, ETFs, and indexes. Now 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 more than enough in order to trade options 

effectively. 

 

Now these 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 

trading simultaneously. Now these monthly options expire on Saturday following the 

third Friday of the month. So the last trading day is that Friday, that third Friday. 
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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.	  	  

	  

	  

Now then 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 also are simultaneously 

available for trading. Weekly options begin trading each Thursday when the equity 

options open at 9:30am Eastern Standard Time. Then weekly options expire on Saturday 	  
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following the Friday of expiration week, when the equity’s markets close at 4pm Eastern 

Standard Time. Most weekly options have a life of up to four weeks. 

  

Alright let us 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. 
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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.  
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Now of course 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, and the option price, or premium.  
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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, or sell a put for a credit to 

your account.  
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Now options are traded as contracts. 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. Now 

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. One option contract controls 100 shares of 

the underlying security.  
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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, or exercise the long call or put position at the 

strike price, or you can allow the option to expire worthless if they are out of the money 

on expiration date.  

 

And then, 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. First of all, assignment does not occur very often, and when it does, it 

is easily handled; as we will talk about in a few minutes. 
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Okay let us talk about the option price, or what is called the premium. The price, or the 

premium paid or received for purchasing or selling options is what we are talking about 

here. There are two components to the premium, as I said, intrinsic value and extrinsic 

value, which is a fancy word for 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 us 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 us 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  
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option. So that 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, because why? Theoretically the stock or 

underlying security could go to the moon, exposing you to unlimited risk. Your profit 

potential is limited to the credit received. 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  
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$1, or $39. Also your profit potential is limited to the credit received. So I think 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 have got a risky situation on your hands. 

But if you do, then options can, as I said, minimize risk, in fact be less risky than trading 

the underlying stock or ETF. 

	  

  
 
Alright let us talk about assignment. Assignment happens rarely, and even more rarely 

with weekly options, but if it does, 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. Now 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  
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the broker, or you can 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, and that is it. It is that 

simple. 

 
Okay, let us take a look now at a typical broker options chains page and trading platform. 

Alright let us now take a look at the options express virtual trading account. It is a virtual 

account for you to practice with, but it looks almost identical to the live trading account;  

 

and most good brokers will have such an account for you to practice on. So let us just 

take a look here at what we have got, we are looking at Apple – AAPL, but of course you 

can load any symbol you want in there that has an option; and the range that we are 

looking at in this table, this is a quote table of all the options, is called near the money.  

 

That means Apple is trading right now at $394, this table is showing us options with 

strike prices around $394 above and below. If we wanted to see more options, we would 

click on more and we would see even a wider range of strike prices. Then I selected calls 

and puts. You can see here we have got calls listed and puts listed. Then expiration, you 

can pick whatever you want.  

Right now it is showing those options expiring in July; however, if you open this window 

up, you can see that we have weekly options that expire in weekly increments. Then we 

have further out the monthly options, August, September, October, January, April, 

January, then we have the LEAPS that are at least one year out. So 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. So first is listed the underlying security Apple, the last trading 

price, the bid they ask, the high and the low of the day, and the current volume.  

 

Then we have got 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 5th; and the 

week twos July 12th, and so on. If we scroll down, you can see the third week of July  
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coincides with the monthly July call expiring the third Friday of the month. Then we have 

the July week four calls, and on it goes. The August one week calls. And if we wanted to 

take a look at, let us say, the December options, there are none for Apple, let us say 

October.  

 

Hit view chain, and that brings up the October calls and puts that expire the third Friday 

in October, 112 days until expiration. So for these October options, you see the strike  

price listed here for each option, and the pricing for the calls on the left, and the pricing 

for the puts on the right. So the $375 call option, October call, right now it is trading at 

$33.05 bid, $33.30 ask, and we will get into the details of bid ask and these other terms a 

little bit later.  

 

But for right now I just want you to get a feel for what these quote tables look like. 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. Then the volume and the open interest. The open 

interest is the number of contracts that are currently open for this option. Then if you 

wanted to trade that option, you simply click on trade. That would bring up the order 

window, we will do that in a moment.  

 

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. Now 

likewise, for puts the same information is available. And you can see, for example, right 

now 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.  

 

Now if I just wanted to look at the calls, I could go up here and click on calls, and that 

would bring up the call table only, not excluding the puts. And it would show you the  

 



	  Options	  Income	  Engine:	  	  
Trading	  and	  Options	  Basics	  

 

www.optionsincomeengine.com	   	   Page	  23	  
 

high and the low for the day. Now if I wanted to look at spreads, which we will be talking 

about, let us say I wanted to look at call spreads. I click on call spreads and that brings up 

the Apple call spreads, here for example is the 400, 405 call spread, where you are 

buying one option and selling the other. If you click on the plus sign, that opens it up and 

it shows you what the 400 call is selling at, and what the 405 call is selling at.  

 

Furthermore, if you intend to put on a debit spread, you would click the radio button here 

for debit spread; if you intended to put on a credit spread, you would click that button. 

Again, we will be talking about spreads in far more detail. For now, just get used to the 

look and feel of this page. Alright, let us go back to calls and puts.  

 

Click on view chain. Let us 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; or we could by 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 us say we wanted to go ahead and place that trade. Let us go buy one contract of the 

Apple $395 call for October expiration, and all we do here is click trade, and that brings 

up the order window. You can see it is preloaded for you, buy it open, October, $395 

strike, one contract, and let us buy it at a limit price to make sure we get the price we 

want. Let us go in at $22.40, the ask was $22.30, but let us put in $22.40 to make sure we 

get filled. Preview, check the order to make sure you have got it right. It is going to cost 

us $2,200 after commission, place the order. 

 

Okay, let us go look at the order status to see if we got filled. Alright, you can see, now 

this is very important, you can see that here is the trade right here. To buy one at $22.40, 

but the current price now has jumped to $22.45, $22.70. So if we want to get this filled 

for sure, what we can do is go in and click modify, and change this to a market order. 

Click preview, and place the order. Now we are paying a little bit more than we would 
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have liked. And it depends on your strategy, and your outlook will determine whether or 

not you want to do that. 

 

Now we click on order status 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 that way we were sure to get it filled. Now when it is time    

to close that option, close that position. You click on trade, and it brings up the order 

window.  

 

We do not want to buy to open, we want to sell to close. So we want to sell our option, 

and we would not turn right around and sell it after buying it. But let us say it is now a 

month or two later and we feel like we should sell our option, maybe we have got a nice 

profit on it already, we do not have to wait until the expiration, and we are going to sell it 

at the market, check our order, we are going to collect $2,250, and we are done.  

 

Check the order status and you can see that we sold the option at $22.50, and we are out. 

So we lost $.10 on this transaction, because we did it within a few minutes of each other, 

and that is to be expected with options, but I just wanted to show you how easy it is to 

buy an option and once you do, how easy it is to sell it. 

 

This concludes basic options fundamentals. 

 

 
 


