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What Are Options?

Remember those fun “choose your own adventure” books where you had a say in how things turned
out? Options are comparable—but in the financial world. Allow us to explain. Options give you the
right—but not the obligation—to buy or sell something like a stock, ETF, or an index at a specific price
by a certain date. This makes them super versatile, and they can be used for everything from
protecting your investments to betting on market movements!

What are your options in options? The following:

e Call Options: These give you the right to buy a particular asset.
e Put Options: And these give you the right to sell an asset.

Who Is This Guide For?

If you’re new to the whole options thing and are wondering what it’s all about and how to
3 getinto it and do it, this guide is for you! It’s also for people who want to get some new

trading strategies or change up their portfolio—whatever you want to know, this is a

comprehensive but beginner-friendly intro to the basics. Welcome to Intro to Options

Trading 101: The class is now in session.

Understanding the Basics

To understand how options work, let’s start with the basics below:

Underlying Asset: This is what the option is tied to, like a stock or ETF.

Strike Price: This is the price at which you have the right to buy or sell the asset.
Expiration Date: The deadline to make your decision.

Premium: This is the cost to buy the option—Llike an entry fee.



Call vs. Put Options
So we explained what call and put options are, but what’s the difference, and
how does it work? Like this:

Call Options: Let’s say you’ve been eyeing up a stock that is currently trading at
$40. You think it’ll jump to $50, so you buy a call option with a strike price of
$45. If the stock hits $50, you can buy it at $45 and pocket the difference.

Put Options: If you have a stock that is sitting at $70 and panicking that it is
about to take a nosedive, you can get a put option with a strike price of $65. If
the stock drops to $60, you can sell it at $65, and that protects you from a
bigger financial loss.

The Benefits and Risks of Options Trading

Options can open up a lot of exciting opportunities—but only if you understand how they work! Here
are the biggest benefits along with some of the risks:

Benefits Risks

Leverage: You can trade with less e Premium Loss: If the option doesn’t
money paid upfront. pan out, you will lose the upfront cost
Flexibility: You are able to make moves that you paid for it.
whether the markets are up or down. Learning Curve: Options look
Hedging: Use options to protect your intimidating and super complicated at
portfolio from big losses. first glance.
Time Decay: Options will lose value as
the expiration date gets closer.

Essential Concepts to Know

If you are just starting out or getting back into the game of trading options, you should brush up on
the must-know lingo! Below are the essential concepts to know:

Options Terminology Made Easy

Strike Price: The price where you buy or sell.

Expiration Date: The option’s deadline.

Premium: The upfront cost.

Intrinsic Value: What it’s worth if it is used today.

Extrinsic Value: The extra value that is based on time and volatility.



The Greeks

No, not the people! The following are the metrics and are your guide to how options can behave:

Delta: Tracks how much the option’s price changes with the stock’s price.
Theta: Shows how time affects the option’s price.

Gamma: Measures how fast delta changes.

Vega: Shows how the option reacts to market volatility.

Learn more detailed information about Options Greeks here.

Options Pricing

Okay, on to pricing! Basically, it comes down to the following three main factors:

e Intrinsic Value: This is the actual, built-in value of the option—if a call option has a strike price of
$50 and the stock is trading at $60, the intrinsic value is $10. It’s the tangible profit you’d make if
you exercised the option right now.

e Time Value: This demonstrates how much potential the option has to gain value before it expires.
The more time that’s left, the higher the time value.

e Implied Volatility: This is the market’s guesstimate on how much the price of the underlying asset
could move. Higher volatility usually means there are higher option prices.

Models like the Black-Scholes formula take all of these pieces into account to calculate the fair price
of an option. And although you don’t need to know the math behind it, understanding the factors that
are influencing the price will help you make better trades.

Setting Yourself Up for Success

You want to make the most of your trades, right? Well, that means you have to start off strong right
out of the gate. The following are the building blocks that will be your foundation for the smartest
options trading!
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Choosing the Right Broker

Your broker will be your trading partner, so you have to choose one that has everything you need, like
the things below:

e Competitive fees.
e Beginner-friendly platforms.
e Resources that will help you learn as you go.
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Understanding Account Requirements

And, of course, you’ll need to know what your account type is:

e Cash Account: You trade with the money that you have—low risk.
e Margin Account: You are borrowing funds to trade—higher risk.
e Options Trading Levels: Your broker will assign you a level that’s based on your experience.



Checklist for Choosing a Broker
Picking the right broker for you is an absolute must for a successful trading experience.
You should think about all of the following factors before making a decision:

(O Regulation and Reputation: Make sure that the broker is regulated by a reputable
authority and has positive reviews from other traders who use the platform.

(O Fees and Commissions: Compare transaction fees, advisory fees, and any ongoing
account maintenance fees.

(O Minimum Requirements: Check the minimum balance requirements and minimum
deposit per trade to make sure that they match up with your budget.

(O Trading Platform and Tools: Evaluate the usability of the trading platform and the
availability of all analytical tools, real-time data, and educational resources.

@ (O Customer Service: Test out the availability and quality of customer support,
including their response times and the variety of contact methods that are available
to clients.

(O Product Offerings: Make sure that the broker has a lot of investment products—
these should include stocks, options, ETFs, and mutual funds.

(O Account Types: See if the broker provides the specific account type you want and
need, like individual, joint, retirement, or margin accounts.

(O Research and Education: Look for brokers that have comprehensive research tools
and educational content that will support your trading decisions.

(O Ease of Account Setup: See how easy it is and how fast you can open and set up an
account.

(O Security Measures: Verify that the broker uses the strongest security protocols—
you need to know that your personal and financial info is protected.

Core Strategies for Beginners

You don’t need to—and you shouldn’t—overcomplicate things. Always stay with the basic ABCs when
you’re finding your feet, and boost your mettle as you learn!

Basic Strategies

These are the basic strategies for newbies:

e Buying Calls: Use these when you expect a price to go up.
e Buying Puts: Use these when you expect a price to go down.

Why Start Simple?

This is a no-brainer! Starting out simple means that you are learning the ropes—and not taking any big
or totally unnecessary risks.

Step-by-Step Guide to Your First Trade

You’re ready to make your first trade, but you’re a little nervous about it. Don’t break out in hives—just
follow the steps below, and you’ll be fully prepped!



Preparation

Obviously, before you make your first trade, you need to have a plan in place:

e Decide on your financial goals.
e Setabudget that you’re okay with.

How to Place a Trade

Choose an Underlying Asset: Pick a stock or ETF to trade options on.

Select an Expiration Date: Decide how long you think the price movement will take.
Choose a Strike Price: Find the price level that matches up with your expectations.
Calculate Profit/Loss: Estimate the possible outcomes.

Execute the Trade: Place your order on your broker’s platform.

Monitoring Your Trade

Keep a very close eye on how your trade is doing, and always, ALWAYS have an exit plan!

Checklist for Placing Your First Trade

Before you make your first trade, follow the steps below—this way, you’ll know that you’re definitely
ready!

(O Educate Yourself: Have a really solid grasp of all trading principles, market analysis, and the
specific asset that you plan on trading.

(O Set Clear Financial Goals: Define your investment objectives, risk tolerance, and time horizon.

(O Develop a Trading Plan: Outline your strategy, including entry and exit points, position sizing, and
your risk management techniques.

(O Choose the Right Trading Platform: Pick a platform that suits your needs and familiarize yourself
with all of its features.

(O Understand the Market and Instruments: Research the market conditions and the specific
instruments that you intend to trade.

(O Set Up a Trading Journal: Document your trades, rationale, and outcomes to facilitate continuous
learning in your trading journal.

(O Practice with a Demo Account: Use a simulated trading environment to build up your confidence
and to test your strategies without any financial risk.

(O Make Sure You Have Sufficient Capital: Confirm that you have adequate funds to meet the
margin requirements and can withstand possible losses.

(O Backtest Your Strategy: Evaluate your trading plan against historical data so that you can assess
its effectiveness.

(O Be Ready for Emotional Challenges: Work on some techniques that will help you manage the
emotions that can come with trading, like fear and greed—both can and do impact trading
decisions.

Common Mistakes to Avoid

Everyone makes mistakes, but some of them are avoidable in options! The following are four of the
most common errors that you can dodge from the jump!
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Overleveraging: Don’t ever risk more than you can afford to lose.

Chasing the Market: Don’t make impulsive trades that are based purely on emotion.
Ignoring Expiration Dates: Know exactly when your option expires.

Overlooking the Greeks: You cannot ignore the Greeks! You should be schooled on
how these metrics will affect your trades.
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Resources for Learning More

There is no such thing as too much knowledge, and there is always more to learn with options trading.
Look below for some great resources!

Recommended Books

Options as a Strategic Investment by Lawrence G. McMillan
The Options Playbook by Brian Overby

Option Volatility and Pricing by Sheldon Natenberg
Trading Options Greeks by Dan Passarelli

Options Trading Crash Course by Frank Richmond

Get Rich with Options by Lee Lowell

Options Trading For Dummies by Joe Duarte

W

Online Resources and Communities

OptionsTrading.org Educational Blog

Option Alpha’s Free Beginner Options Trading Course
Trade Options With Me - Options Beginner Course
Coursera - Options Trading Courses

The Options Zone - Online Courses for Options Traders
Steady Options

Schaeffer’s Investment Research

Options Trading 1Q Blog

W

Reddit Communities:

e r/options
e r/wallstreetbets
e r/stocks

e r/investing

Glossary of Key Terms

Getting familiar with the following terms will make trading options feel a little less like you are trying
to learn a foreign language. Here are the main terms you should know:

e Strike Price: This is the agreed-upon price at which you can buy or sell an underlying asset. You
can look at it like a goal—your whole trade revolves around hitting this number.
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e Expiration Date: This is the deadline for your option to do its thing, and if you don’t exercise your
option (or sell it) by this date? Game over.

e Premium: This is the cost of the option, which you pay upfront, kinda like a ticket to join. It’s a
small price to pay compared to buying the asset outright, but you will only make money if the
trade goes your way.

e Intrinsic Value: This is the built-in value of your option. If your call option lets you buy a stock at
$50 and the stock is currently at $60, the intrinsic value is $10. It’s the actual profit you’d make if
you exercised the option right now.

e Extrinsic Value: This is the extra “what-if” value of your option, and it’s based on time left and
market conditions. If your option isn’t yet profitable (e.g., a call with a $65 strike price, but the
stock is trading at $60), it still has value because there’s time for the stock to go up.

e Delta: This measures how much your option’s price will move for every $1 change in the
underlying asset. If Delta is 0.5 and the stock price increases by $1, the option price will go up by
$0.50.

e Theta: This is the time decay factor. Every day that passes, your option’s value shrinks a little—
Theta tells you how much value you’re losing every day.

e Gamma: This is tracking how much Delta changes as the stock price moves, and it shows how fast
your option is gaining or losing sensitivity to price movements.

e Vega: This shows how your option’s price is reacting to changes in market volatility. If the market
gets more volatile, options usually get more expensive, and Vega shows you by how much.

Conclusion and Next Steps

Look, options trading is not something that you are going to master overnight—it takes time! The most
important thing you need to do is to start out with smaller trades, concentrate on knowing what the
basics are, and from there? You’ll have the building blocks to build up your confidence one trade at a
time!

Take it slow. That means practicing with less risky trades, using the broker’s tools that are available to
you, and not being scared to make a few mistakes. The learning process is what gets you more comfy
with the ins and outs of trading.

And don’t forget to lean on all of the valuable resources that are there for you! There are lots of books,
online communities, and comprehensive resources like OptionsTrading.org to bolster your knowledge.
The more time that you spend experimenting and learning with options trading, the more things will
start to fall into place!

Options trading isn’t an overnight skill, and there is no rush—it’s not a race! Stick with it, keep an open
and curious mind, and always be open to learning.
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