


How to
use this guide

This reference guide is a tool to assist you in your learning
during and after the Options Strategies workshop.

During the Workshop
* Follow along with the presenter—the slides
are in the guide.

After the Workshop

+ Continue using the guide as a reference of
all you’ve learned.

How to use this guide

Keep the
conversation going

Make sure to follow TD Ameritrade on these social
channels to stay connected with industry-thought leaders
and fellow investors.

ﬁ facebook.com/tdameritrade

u youtube.com/user/TDAmeritrade

y @TDAmeritrade



Important Information

Content intended for educational/informational purposes only. Not investment advice, or arecommendation of any security, strategy, or
account type.

While this workshop discusses technical analysis, other approaches, including fundamental analysis, may assert very different views.

Past performance does not indicate or guarantee future success. Discussion of returns are hypothetical and may not include the impact of
commissions and fees. Returns will vary and all investments involve risks, including loss of principal.

paperMoney® Trading: The paperMoney® software application is for educational purposes only. Successful virtual trading during one time period
does not guarantee successful investing of actual funds during a later time period—market conditions change constantly.

Investing Strategies: All investing strategies discussed are provided for informational purposes only and should not be considered a
recommendation of any security, strategy, or specific portfolio allocation. Investing strategies and rules are provided for attendees to better
understand how they may build a strategy that best fits their own personal investing style.

Investing Risks: The risk of loss from investing in securities, options, bonds, futures, and forex can be substantial. Investors must consider all
relevant risk factors, including their own personal financial situation, before investing.

No soliciting. No photography. No part of this presentation may be copied, recorded, or rebroadcast in any form without the prior written consent
of TD Ameritrade, Inc.

Options involve risk and are not suitable for all investors. Options trading privileges in your account are subject to TD Ameritrade review
and approval. Not all accountholders will qualify. Before trading options, a person should review the previously provided document
Characteristics and Risks of Standardized Options.

There is no guarantee of a secondary (liquid) market for any option at any given time.
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Important Information

Spreads, straddles, and other multiple-leg options strategies can entail substantial transaction costs, including multiple commissions,
which may impact any potential return. These are advanced options strategies and often involve greater risk, and more complex risk, than
basic options trades.

Supporting documentation for any claims, comparison, statistics, or other technical data will be supplied upon request.

Carefully consider the investment objectives, risks, charges, and expenses of any exchange-traded fund (ETF) before investing.
To obtain a prospectus containing this and other important information, contact your broker. Please read the prospectus carefully
before investing.

$0 commission applies to online U.S. exchange-listed stocks, ETFs, and options trades. $0.65 per options contract fee applies to options trades.

The examples that follow do not include transaction costs. Transaction costs (commissions and other fees) are important factors and should be
considered when evaluating any options trade.

TD Ameritrade, Inc., member FINRA/SIPC. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-
Dominion Bank. © 2020 TD Ameritrade.
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Options Strategies

James Boyd & Scott Thompson

E Ameritrade

Options Strategies Workshop



E Ameritrade

Our workshop goal:

= Reviewing theins and outs of an
options contract.

= Practicing trading options.

= Introducing ways to manage a portfolio
of options.
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Workshop Agenda 5] Ameritrade

Options Strategies
= Options basics
= Greeks
= Coveredcalls
= Cash-secured puts
= Short put verticals

= Short call verticals
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Options Basics
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E Ameritrade

Goals for this section:

= |earnthe basics of an options contract.

Option | {AE ir} = Differentiate between calls and puts.
7 e ) E’ Option $ : ° = |dentify how buying or selling options can
Option . i@} i\/} change a trade’s characteristics.
Gall = Explore the various ways an options trade
Contract Options Options can end
Specifications Pricing Greeks ’

= Determine how changes in various factors
can impact the price of an option.

Options Strategies Workshop 9



What Is an Option?

E Ameritrade

An options contract gives buyers the right to buy or sell a specified number of shares of a stock or

ETF at a certain price (strike price) before a certain date (expiration).

v Underlying

Option
v Quantity
| | 100 shares

¥ Premium
$1.20

v Strike Price
$200

v Expiration
July 2017

Options Strategies Workshop




The Options Multiplier 5] Ameritrade

The total amount an investor pays for a single options contract equals the price of the options
(premium) times the options multiplier (generally, 100).

Options  _ Amount
Multiplier Investor Pays*

\ | \
$1.20 100 $120

*In this example, $1.20 x 100 = $120 plus transaction costs (brokerage commissions and fees).

Premium

Options Strategies Workshop




How Options Might Fit into a Portfolio

5% Alternative

5% Cash

10% REIT
45% Stocks

Example only. Not a recommendation. Asset allocation and diversification do not eliminate the risk of experiencing investment losses.

E Ameritrade
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Three Uses of Options in a Portfolio L] Ameritrade

Generate Income Speculate Hedge

P/ o
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Two Types of Options: Calls and Puts [3] Ameritrade

Calls Puts

Buyer Rights Rights to buy underlying Rights to sell underlying

Seller Obligations Obligated to sell underlying Obligated to buy underlying

Bias Contract gains value when Contract gains value when
underlying increases underlying decreases

BENBL R s T N
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C o I I S E Ameritrade

What if... -
"""""""""""""""""""""""" 76 Strike
= Pricerisesto $78 -
= Pricefallsto $74 "
73
72
JUN JuL
Seller
Option
Call -
¥ Premium
Trader A $150 TraderB
v Bias ¥ Strike Price v Bias
Bullish $76 Bearish

Options Strategies Workshop




P UtS E Ameritrade

What if...
62 .
- » Price stays at $61
*********************************** 60 QSIS = Price falls to $58
59
58
0CT NOV

Option
Put '
¥ Premium
Trader C $200 Trader D
v Bias v Strike Price v Bias
Bearish $60 Bullish
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Long vs. Short [5) Ameritrade

|
- Call Put
|
v Long v Long Call v Long Put
- Buyer of options : - Buying the right to - Buying the right
contract | buy underlying to sell underlying
~ Has the right to | at strike price at the strike price
exercise contract | - Bullish - Bearish
|
Seller v Short 'v Short Call v Short Put
- Seller of options : - Obligated to sell - Obligated to
contract . the underlying buy the underlying
_ Obligated to fulfill i at the strike price at the strike price
contract if exercised | - Bearish - Bullish
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Let’S Try It E Ameritrade

N - = Choose two stocks/ETFs—one for along call
> 4 and one for a long put.

= Place tradesin paperMoney®.

= Follow along with me on your computers.

Options Strategies Workshop




Options Pricing ) Ameritrade

Trading options requires more than just looking at trend. The price of an option can be
impacted by multiple factors.

= Price of the underlying:

= Expensive stocks often have more expensive options premiums.

= Time:
= Thisis how much time is left until expiration.

= Time value decays faster as it nears expiration.

= |Implied volatility:

= This is how much price movement is expected by the market before expiration.

= When expected volatility is high, options may be more expensive.

Options Strategies Workshop



Understanding Options Premium 5] Ameritrade

The options premium has two parts:
intrinsic and extrinsic value.

» Intrinsic value is the difference between
the strike price of the option and the
market price of the underlying. This - (

o

value can’t be taken away.

$ o $
= Extrinsic value is the value an option has | / 5 | \
because of time and implied volatility. Options - Tt . Extrinsic
This value melts away by expiration. Premium Walva Yalne
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Options Premium

In the money (ITM):
Option has intrinsic value

At the money (ATM):
Strike closest to the current
price of the underlying

Out of the money (OTM):
Option has no intrinsic value

E Ameritrade
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How Options Trades Can End

Before Expiration

Sell back to close trade

Buyers
* Roll to the next series .
 Exercise (ITM)

Sellers  Buy back to close trade »
* Roll to the next series .
» Early assignment .

Rolling strategies can entail substantial transaction costs, including multiple commissions, which may impact any potential return.
There is no guarantee of a secondary (liquid) market for any option at any given time.
Short options can be assigned at any time up to expiration regardless of the in-the-money amount.

E Ameritrade

After Expiration

Automatic exercise (ITM)

Let trade expire worthless (OTM)

Assignment (ITM)

Let trade expire worthless (OTM)
Pin risk (ATM)

Options Strategies Workshop




Assignment

B

— Option | —— @

Is the option ITM?

I sold an option.
Am I going to be assigned? T
=

The option v;rill
likely be assigned.

() — [omen]—

Is the option expired?

E Ameritrade

.

Option

Generally, only ITM
options are assigned.

s

Assigned

i Option

Maybe. ‘
It could happen.
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Exercised Options

— () — [owen] —

Is the option ITM?

I bought an option. —
Can it be exercised?

Is the option expired?

The option will
automatically be exercised.

E Ameritrade

"1

It's possible, but generally

only ITM options are exercised.

@—E=-®

i Exercised

You have the right
to exercise your option.

Options Strategies Workshop




Option | @} QIE
2 ED Option $ . :
Option ' @} @}
Call
Contract Options Options
Specifications Pricing Greeks

E Ameritrade

Goals recap:

v’ Learn the basics of an options contract.
v’ Differentiate between calls and puts.

v' Identify how buying or selling options can
change a trade’s characteristics.

v’ Explore the various ways an options trade
can end.

v' Determine how changes in various factors
can impact the price of an option.

Options Strategies Workshop




Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics
= Greeks

= Covered calls

Cash-secured puts

Short put verticals

Short call verticals

Options Strategies Workshop




Options Greeks
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Option .

E Ameritrade

Goals for this section:

Determine how changes in various factors
can impact the options premium.

=

2 G Option $

Option '

Call

Contract
Specifications

)&
G

Options Options
Pricing Greeks
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E Ameritrade

Options greeks help traders measure and understand how different factors can impact the

options premium.

Understanding How Prices Change

GAMMA THETA VEGA

DELTA

o
o
i =
(7]
—=
[
2
(7]
9
(o)]
()
]
(0]
E S
)
(V2]
[72]
[ =
.0
)
o
o




Options Greeks: Delta 5] Ameritrade

Delta measures how sensitive an option is to a $1 change in the price of the underlying.

o _ ~ v Premium B ) ~ v Premium
Option $4.15 Option $4.70

. - -V Delta — -

55

66 66
W\/ " v

64 64

1:00 2:00 200 3:00
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Options Greeks: Delta

E Ameritrade

Delta is also used as a proxy to estimate the likelihood that an option will expire ITM.

) Long Call 0
¥ Delta 4‘0 /O
- 40
Probability of
Expiring ITM

Options Strategies Workshop




Options Greeks: Gamma 5] Ameritrade

Gamma measures how much delta may change with each $1 move of the underlying.

N ) ~v Premium N ) ¥ Premium
Option $2.45 Option $2.70
i - -v Delta — - -v Delta
.25 | 30
v Gamma v Gamma
.05 .05
31 31
W/\ “ “
29 29
1:00 2:00 2:00 3:00
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Options Greeks: Theta 5] Ameritrade

Theta measures how sensitive an option is to time decay.

Option
|XYZ

YPremium
$1.20/share

Options Strategies Workshop




Options Greeks: Vega 3] Ameritrade

Vega measures how sensitive an option is to changes in the volatility of the underlying asset.

Sun Mon Tue Wed Thur Fri Sat
13 14

| |
\Earnings

Announcement

Options Strategies Workshop




Considerations When Buying Options [3] Ameritrade

B How far do | expect the stock to go?
u v er = Thisimpacts strike price.

How long do | think it will take?

= Time decay works against buyers.

Is volatility working in my favor?

= Relatively low volatility is favorable.

Do | have a plan?

= Entries, exits, position size, etc.

Options Strategies Workshop



Considerations When Selling Options 3] Ameritrade

1. Howfardol expect the stock to go? S 11
= Thisimpacts strike price. e er

2. Howlongdo | think it will take?

= Time decay works for sellers.

3. Isvolatility working in my favor?

= Relatively high implied volatility is favorable.

4. Do lhave aplan?

= Entries, exits, position size, etc.

Options Strategies Workshop




Generating Income with Options

E Ameritrade

What it is: Selling options to generate
income through premium

Pro: Collect premium

Con: Assignment risk; obligated to buy or
sell underlying if option is exercised

Options Strategies Workshop




Option .
, Pt ED Option $
Option '
Call
Contract Options
Specifications Pricing

E Ameritrade

Goals recap:

v Determine how changes in various factors
can impact the options premium

Options Strategies Workshop




Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics
v Greeks

= Covered calls

Cash-secured puts

Short put verticals

Short call verticals

Options Strategies Workshop




Covered Calls
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E Ameritrade

Goals for this section:

. | | = Search for and evaluate securities that meet
sample criteria.

Investing Plan

LongStock  w Calculate position size and plan exits.

—— Short Call ) .
= Practice placing covered call paper trades.

Options Strategies Workshop




o bj ect ive E Ameritrade

To generate income by selling OTM calls on stocks you already own. Consider when conditions
are favorable, rather than on a regular schedule.

Stock +

Long Stock Short Call Covlered Call

Options Strategies Workshop




Risk Profile §2] Ameritrade

= Max Gain: Covered Call Risk Profile

=  Premium + Gains in underlying up to strike price

Max Loss Break-Even Point Max Gain
= Max Loss:
=  Amount lost if underlying stock falls to zero
= Break-Even Point:
* Purchase price of the stock - Premium A
(D]
=
o
O
&
SHARE PRICE

Options Strategies Workshop




Example
W XYZ
50
-------------------------------------- LY Strike
46
44
42
40
38
36
FEB MAR
o _ - Call
Opthl’l v Strike Price
o . $48
¥ Premium
$1

E Ameritrade

= You own 100 shares of XYZ stock at $46

per share.

= You decide to sell a call contract.

= You sell the 48 strike that expires in 30 days

for a credit of $1.

Options Strategies Workshop




What If the Stock Goes Up a Lot?

= Let’s say the stock rises to $49 prior to or
at expiration:

= Youroptionis|TM.

» You'd likely be assigned to sell the shares for
$4,800 (less transaction costs).

= Profits on the stock are capped at the strike price.

B XYZ

E Ameritrade

42

Short Call

MAR

APR

Options Strategies Workshop




What If the Stock Goes Up a Little? ) Ameritrade

B XYZ

50

40

Short Call

MAR

APR

= Let’s say the stock only rises to $47 prior to
or at expiration:
= Your optionis OTM.
= |t expires worthless.

* You keep the premium of $100 and the $100 in
stock price appreciation (less transaction costs).

Options Strategies Workshop




What If the Stock Goes Down? 5] Ameritrade

» |et’s say the stock falls to $44 prior to or W XYZ
at expiration: 50
= Your optionis OTM. e
= [t expires worthless. b
* You lose $200 on the stock. jz
* The $100 premium received helps offset i

some of the loss.
MAR APR

Options Strategies Workshop



Common Pitfalls: Covered Calls 5] Ameritrade

= Traders can become greedy when the
stock is up near resistance.

= Traders may not realize the impact events
can have on options—consider earnings,
dividends, market drops.

= Traders may fail to understand that low
volatility ($VIX) typically means that
stocks are up near resistance anyway. (This
may be an opportunity to consider selling
covered calls.)

Options Strategies Workshop




Sample Watch List Criteria ] Ameritrade

» Stocks/ETFs: W STOCK

= Consider equities you own that have already hit
your price target.

= Consider equities that you’re okay with selling at
the strike price if you’re assigned.

= Options:

» For liquidity, consider low bid/ask spreads
(usually 10% or less of the ask price), often
accompanied by high open interest, and volume.

(Ask - Bid) + Ask = Bid/Ask Spread (%)

Delta BidX  AskX
239 2168 1220

__________________

($2.20 - $2.16) + $2.20= 1.8%

Options Strategies Workshop




Sample Entry Considerations: Options

= Expiration Selection: =

= 20to 50 days to expiration balances time
decay and premium.

peclls OPTION CHAIN ----- .

Expiration

» junl0 16 (17) 100 (weeklys)
» junl7 16 (24) 100

» junZ24 16 (31) 100 (weeklys)
» jul0l 16 (38) 100 (weeklys)
» jul08 16 (45) 100 (weeklys)
» julls 16 (52) 100

» augl9 16 (87) 100

___________________________

Strike Selection:

E Ameritrade

= Adeltabetween .30 and .40 balances
probability of success and return.

2 P OPTION CHAIN

Expiration

v junl7 (23) 100

] |
I ]
I I
I I
I I
I |
l l
3 i = . e o i QAT = = = m e = = iy ‘
I I
: E Delta Bid X Ask X Expiration Strike 3 :
I 0.43 2.23 2.28 junl7 16 209 |
l i 0.40 1.99 2.02 junl7 16  209.5 f :
3 E 0.37 1.75 1.79 junl7 16 210 E 3
' ' 0.3% 1.53 1.57 junl7 16 210.5 |
3 0.31 1.32 1.35 junl7 16 211 : ‘
3 E 0.29 1.13 1.17 junl7 16 211.5 3 3
| I | |

______________
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Money Management 5] Ameritrade

Consider selling up to one call contract for every 100 shares of the stock you own.

Stock Option

Number of 100 Max # of
Shares You Own Contracts to Sell

Options Strategies Workshop



Sample Exit Considerations

= |fthe option looks like it will expire ITM,
yoU'll likely have to sell the stock.

= |fyou want to keep the stock:

= Prior to expiration, consider rolling the option to
the next month if you can do so for a credit.

= Consider buying back the call.

= |fthe option looks like it will expire
OTM, consider letting it expire worthless.

Note: If your stock exit rules are triggered,
remember to buy back the call before selling
the stock.

E Ameritrade
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If You Decide to Roll, Consider Your
Short-Term Stock Outlook.

= Neutral:

= Roll out

= Keep the same strike

= Bearish:

=  Rolldown

= Sell alower strike

= Bullish:

= Rollup
= Sell a higher strike

Note: Rolling will incur additional transaction costs.

E Ameritrade
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Routines

= Daily:

Consider monitoring your stock positions for
setups and entries like parabolic moves and signs
of weakness.

Consider monitoring open covered calls, and
consider your exit rules for any options that are in
the money.

= Quarterly:

Consider checking strategy performance against
a benchmark, like the CBOE® S&P 500® BuyWrite
Index (BXY).

B BXY

E Ameritrade

2%
1%
0%
-1%
2%
-3%
-4%
-5%

0CT

NOV

DEC
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Execute the Strategy 5] Ameritrade

20 min.
Covered Call Risk Profile )
= Find two more trades.
Max Loss Break-Even Point Max Gain
= Share with a partner.
= Choose the best trade.
= Place that trade in paperMoney®.
a8
= = Enteritinthe tradelog.
SHARE PRICE

Options Strategies Workshop




Investing Plan

Long Stock

—— Short Call

E Ameritrade

Goals recap:

v' Search for and evaluate securities that meet
sample criteria.

v’ Calculate position size and plan exits.

v' Practice placing covered call paper trades.

Options Strategies Workshop




Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics

v Greeks

v Covered calls

= Cash-secured puts
= Short put verticals

= Short call verticals

Options Strategies Workshop



Cash-Secured Puts
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E Ameritrade

Cash-Secured Put Goals for this section:

= Search for and evaluate securities that

| Cash Held in meet sample criteria.
Your Account . :
= Calculate position size and plan exits.
— Short Put » Practice placing cash-secured put
paper trades.

Options Strategies Workshop



E Ameritrade

Objectives

To generate income in hopes the option will expire worthless, or to build a stock position at a
relative discount.

Option + =
Short Put Cash Cash-Secured Put
¥ Bias ¥ Bias ¥ Bias
Sideways to bullish Neutral Bullish

Options Strategies Workshop



Risk Profile

= Max Gain:

=  Premium received from selling the put

= Max Loss:

= Lossesin underlying if assigned and stock
falls to zero

= Break-Even Point:

= Strike price - Premium

Max Loss

PROFIT/LOSS

E Ameritrade

Cash-Secured Put Risk Profile

Break-Even point Max Gain

SHARE PRICE

Options Strategies Workshop




Example 5] Ameritrade

W XYz = You want to own 100 shares of XYZ stock.
L7 It’s currently trading at $100 per share.

= You choose the current month’s 98 strike
put option for a premium of $2.

= You collect a total premium of $200.

= You set aside $9,800 in case of assignment.

FEB MAR

Option

Put

v Strike Price
$98

Y Premium
$2

Options Strategies Workshop



What If the Stock Goes Down a Lot? [] Ameritrade

W XYZ

= Let’s say the stock falls from $100 to $90
prior to or at expiration:

102

.

96

= Youroptionis|TM.

» Youd likely be assigned to buy the shares
for $9,800.

= The premium would offset some of the cost.

94

92

90

= The stock price could continue to fall. MAR APR
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What If the Stock Goes Up a Lot? L] Ameritrade

W XYZ = Let’s say the stock closes at $103

104 at expiration:

102
= Your optionis OTM.

= |t expires worthless.
z °

96

= You miss the chance to buy the stock.

* You keep the $200 premium received (less
transaction costs).

MAR APR

Option

Short put

v Strike Price
$98

¥ Premium
$200 per contract

Short options can be assigned at any time up to expiration regardless of the in-the-money amount.

Options Strategies Workshop




What If the Stock Goes Down a Little? 5] Ameritrade

= Let’s say the stock closes at $97.95 Lk

at expiration: e

102

5

96

= Youroptionis|TM.

* You'd be assigned to buy the shares for $9,800.

= You purchase shares at a relative discount, but at
a price higher than the current market. MAR APR
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Common Pitfalls: Cash-Secured Puts 5] Ameritrade

= Traders may not recognize a stock pullback
to longer-term horizontal support as an
opportunity to sell a put. (These situations
can have higher premiums because of
higher volatility.)

= Traders often sell puts on stocks when
implied volatility is too low.

= Traders may not clearly define: “Is this just a
trade, or do | want to own the stock,
especially if the market price of the stock
is lower?”

Options Strategies Workshop




Sample Watch List Criteria

= Stocks/ETFs:

= Consider equities that exhibit fundamental value.

= Options:

» For liquidity, consider low bid/ask spreads (usually
10% or less of the ask price), often accompanied by
high open interest, and volume.

= Consider equities you’re willing to own at the strike.

E Ameritrade

Balance
Sheet

E
E

Cash Flow ]
Statement

ndamental Analysis

Y Fu
o
A
A
o

K

Delta Bid X Ask X
.89 2006 2007

__________________

($2.20 - $2.16) + $2.20=1.8%
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Example Entry Considerations

= I ﬁ Close
' ___J‘___D___Ii_] ________ High of
H the low day

Resistance

Expiration

v junl7 (50) 100

------------------------- PUTES) wmesats snmeanars siaiasis st
Expiration Strike Bid X Ask X Delta
junl7 16 209 1.13 1.17 -0.29
junl7 16 209.5 132 1.35 (1) S
junl7 16 210 1.53 1.57 (i) B
junl7 16 210.5 1.75 1.79 (1), 27
junl7 16 211 1.99 2.02 -0.40
junl7 16 211.5 2:23 2.28 -0.43

E Ameritrade

= Expiration Selection:
= 30 days balances time decay and premium.

= Strike Selection:

= A delta between -.30 and -.40 balances probability
of success and return.

Options Strategies Workshop




Money Management 5] Ameritrade

Determine for yourself how much you’re willing to pay to purchase the shares should assignment occur—for example, 5%

or 10% of your account value.
Asi
$150,000

Option

XYL

v PRICE
$35

Position - Cost of —  Number of
Size Assignment Contracts

| | |
$7,500 $3,500 2.14

Options Strategies Workshop




Sample Exit Considerations

= Optionis ITM within four
days of expiration:

= Consider accepting assignment, or

= Consider rolling the option to the next month.

= Option looks like it will expire OTM:

= Letit expire worthless.

B XYZ

E Ameritrade

e m -

R Short Put

96

SAT

SUN

MON

TUE

WED

THU

FRI
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Cash-Secured Put

I Cash Held in
Your Account

——— Short Put

E Ameritrade

Goals recap:

v' Search for and evaluate securities that
meet sample criteria.

v’ Calculate position size and plan exits.

v’ Practice placing cash-secured put
paper trades.

Options Strategies Workshop




Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics

v Greeks

v Covered calls

v Cash-secured puts
= Short put verticals

= Short call verticals

Options Strategies Workshop



Short Put Verticals
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Option | + | Option

E Ameritrade

Goals for this section:

= Search for and evaluate securities that
meet sample criteria.

= Calculate position size and plan exits.

= Practice placing short put vertical
paper trades.

Spreads and other multiple-leg options strategies can entail substantial
transaction costs, including multiple commissions, which may impact any
potential return.

Options Strategies Workshop




E Ameritrade

Objective

To potentially profit from sideways-trending and uptrending stocks or ETFs by selling a put
option at one strike to capture time decay and also buying a put option at a lower strike to

limit risk.

Option | +

Long Put Short Put Sho‘rt Put Vertical
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Risk Profile

= Max Gain:

= Net credit (difference between two premiums)

= Max Loss:

» (Short strike - Long strike) - Net credit

= Break-Even Point:

= Short strike - Net credit

PROFIT/LOSS

E Ameritrade

Short Put Vertical Risk Profile

Break-Even Point Max Gain

Max Loss

SHARE PRICE

Options Strategies Workshop




Example 5] Ameritrade

= XYZistrading at $90 per share.

W XYZ
91 = You sell the 88 strike put option for a
premium of $2.25.
90
- = You buy the 86 strike put for $1.25.
= You collect a total premium of $100 ($1
SIS Short Put
credit x 100).
g7 ¥ Credit
+2.25
—————————————————————— s

¥ Debit

85 _$125

SEP 0CT
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What If the Stock Goes Up?

= |et’s say the stock closes at $91
at expiration:

= Both options are OTM.
= Both expire worthless.

» The profit is capped at $100 (the
credit received).

E Ameritrade

W xyz
91
90
o oo
---------------------- z
o I
—————————————————————— 86
85
0CT NOV
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What If the Stock Goes Down a Little? 5] Ameritrade

= |et’s say the stock closes at $87

P ¢ at expiration:
91
= The short putisITM and gets assigned.
90 » Thelongputis OTM and expires worthless.
SI'Bl Assigned » YouU'll have to buy the stock at $88 and either
hold it or sell it back at whatever price the
38 N market gives you.

The short option can be assigned at any time up to
expiration regardless of the in-the-money amount.

87

—————————————————————— SR Long Put

85

0CT NOV
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= Let’s say the stock closes at $85
at expiration:
= Theshort putis|ITM and gets assigned.
= Thelong putisITM and is automatically exercised.

= Your total loss is $100 (distance between the
spread minus the net credit).

= The short option can be assigned at any time up to
expiration regardless of the in-the-money amount.

What If the Stock Goes Down a Lot?

o xyy

E Ameritrade

91
90
89 ASIe]glle
SIS Short Put

87

IO Long Put

85

OCT

NOV
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Common Pitfalls: Short Put Verticals 5] Ameritrade

= Traders may fail to realize that if the stock
is between the strikes at any time prior to
expiration, they may be obligated to buy
the stock at the strike of the short put. It
behaves like a short put strategy.

= Traders may fail to understand how much a
stock may fluctuate before expiration,
making it difficult to forecast the likeliness
of experiencing either the max gain or loss.

= Traders may fail to understand that this
strategy could be used when the stock has
been sold off down to support—here the
volatility is higher, possibly creating higher
probabilities and higher premiumes.

Options Strategies Workshop




Sample Watch List Criteria

= Stocks/ETFs:
= Consider equities that are trending up or sideways.
= Options:

» For liquidity, consider low bid/ask spreads (10% or less
of the ask price), often accompanied by high open
interest, and volume.

@

B STOCK

AN

o

E Ameritrade

@

H STOCK

(Ask - Bid) + Ask = Bid/Ask Spread (%)
prmcmemim PYPF = w7
| Delta BidX AskX |
| .89 2.16 2.20 |

__________________

($2.20 - $2.16) + $2.20= 1.8%

Options Strategies Workshop




Sample Entry Consideration: Underlying

Identify support and resistance.

Consider entering on:

= A bullish candle/bar at horizontal or

diagonal support.

Support

E Ameritrade

= A close above the high of the low

day (CAHOLD).

+
'

CAHOLD

High of
the low day

Support

Options Strategies Workshop




Sample Entry Considerations: Options L] Ameritrade

= Expiration Selection: . Expiration .
= 20 to 50 days to expiration balances time decay > jun 16(12)
and premium. C e jul 16(42) ]

» oct 16(132) XYZ

= Strike Selection: -~ OPTION CHAIN -~

. » jan 17(222) :

n Shortput: e 3 Delta Strike 5
» Low deltas can potentially increase .40 56
probability of success. 39 57
* Longput: et PUTS -------» ! .37 58
» Below but close to the short strike balances I _ o 36 59
risk and return. : ARk o :
; 56 o .32 60 ;
Long — 57 o &

| 58 3

Short | 59 l

______________________
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Money Management 5] Ameritrade

O

Active Trading Portfolio x 1% = Portfohf Risk = Consider a portfolio risk of 1% to 2%.
| |
$100,000 1% $1,000 = Calculate the trade risk.
A = Use portfolio risk and trade risk to calculate
(Short Strike - Long Strike) — Net Credit = Trade Risk the number of Spread S.

| | | |
177 175 $.77 $1.23
per share

< QA

Portfolio Risk + Trade Risk = Number of Spreads

| | |
$1,000 5123 8.13
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Sample Exit Considerations

= Near expiration:

= Ifboth options are OTM:

= Consider closing the position when the bid price
of the short strike is $0.05 or less.

= On last trading day before expiration:

= [fonly the short strike is ITM:
= Consider buying back the short strike.

» Consider letting the long strike expire worthless.

= |[fboth strikes are ITM:

= Consider letting the trade go to
assignment/exercise.

= Commissions, exercise, and assignment fees will
impact potential returns.

E Ameritrade

~ Short Put

v Price
— <$0.05
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Sample Routines 5] Ameritrade

v Exit Rules e

» Consider checking watch list for new
entry opportunities.

= Consider monitoring open short put verticals,
and consider your exit rules.

= Weekly:

» Consider conducting searches and updating your
watch list.

= Quarterly:

100000

= Consider checking portfolio performance against
a benchmark, like the S&P 5009,

Options Strategies Workshop



Execute the Strategy 5] Ameritrade

20 min.

Short Put Vertical Risk Profile

Find two more trades. Max Loss Break-Even Point Max Gain

Share with a partner.

Choose the best trade.

Place that trade in paperMoney®.

Enter itin the trade log.

PROFIT/LOSS

SHARE PRICE

Options Strategies Workshop




Option | + | Option

E Ameritrade

Goals recap:

v' Search for and evaluate securities that meet
sample criteria.

v’ Calculate position size and plan exits.

v' Practice placing short put vertical
paper trades.

Options Strategies Workshop




Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics

v Greeks

v Covered calls

v Cash-secured puts
v’ Short put verticals

= Short call verticals

Options Strategies Workshop




Short Call Verticals

Options Strategies Workshop 91



E Ameritrade

Goals for this section:

= Search for and evaluate securities that
meet sample criteria.

= Calculate position size and plan exits.

Option | + | Option = = Practice placing short call vertical

T . I~ ‘ paper trades.
Short Call Long Call Shor"t Call Vertical
¥ Bias v Bias v Bias
Neutral to bearish Bullish Neutral to bearish

Options Strategies Workshop




Objective

To potentially profit from sideways-trending
and downtrending stocks or ETFs by selling a

call and buying another call that is further
OTM to limit risk.

E Ameritrade

Option | + | Option =

Short Call Long Call Short Call Vertical
v Bias v Bias v Bias
Neutral to bearish Bullish

Neutral to bearish

Options Strategies Workshop




Risk Profile i3] Ameritrade

Short Call Vertical Risk Profile = Max Gain:
Max Gain  Break-Even Point Max Loss » Net credit (difference between two premiums)
= Max Loss:

» (Short strike - Long strike) - Net credit

Break-Even Point:

= Short strike + Net credit

PROFIT/LOSS

SHARE PRICE

Options Strategies Workshop



Example

FAMB is trading at $30 per share.

You buy a 35 call for $0.60.

You collect a total premium of $90
($0.90 credit x 100).

You sell a 32 call for a premium of $1.50.

B FAMB

E Ameritrade

37
36

KR | ong Call

34 ¥ Debit
-$0.60 2 v Net Credit
33 +$0.90

RYAR Short Call

31 v Credit
+$1.50
30

SER

0CT
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What If the Stock Goes Up a Little? ) Ameritrade

—— = Let’s say the stock closes at $31 at expiration:
37
£ £ 0T | = Both options are OTM.

““““““““““““““““““““ g Long Call_ = Both expire worthless.
34 L : :

» The profitis capped at $90 (the credit received).

.
.

W -
30

ocT NOV
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What If the Stock Goes Up a Bit More? L] Ameritrade

= Let’s say the stock closes at $33 at expiration: BEAVD N
= The short call is ITM and gets assigned. £l €0 O™
= Thelongcallis OTM and expires worthless. 35

. . 34

* YouU’ll have to sell the stock at $32 if assigned.
° s
= The short option can be assigned at any time up to 32
expiration regardless of the in-the-money amount.
31
30
ocT NOV
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What If the Stock Goes Up a Lot? 3] Ameritrade

mEME = |et’s say the stock closes at $37
37 LT
at expiration:
36 w
35 = The shortcallisITM and
s gets assigned.
34
= ThelongcallisITMandis
33 automatically exercised.
R short Call | » Your total loss is $210 (distance
31 between the spread minus the
net credit).
0cT NOV
= The short option can be assigned at
any time up to expiration regardless
Distance between _ Net Credit _ Loss of the in-the-money amount.
the Spread per Spread =~ per Spread

| | |
$300 $90 $210

Options Strategies Workshop




Common Pitfalls: Short Call Verticals 5] Ameritrade

= Traders may fail torealize that if the
underlying is between the two strikes any
time prior to or at expiration, they might be
obligated to sell the shares at the strike of
the short call.

= Traders may fail to understand how much a
stock may fluctuate before expiration,
making it difficult to forecast the likeliness
of experiencing either the max gain or loss.

= Traders may fail to understand that this
strategy is often used as a directional trade
when the underlying has risen to resistance
and has a bearish tilt.
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Sample Watch List Criteria ] Ameritrade

@ @ = Stocks/ETFs:

W STOCK M STOCK = Consider equities that are trending down
or sideways.

= Options:

= For liquidity, consider low bid/ask spreads (10% or
less of the ask price), often accompanied by high
open interest, and volume.

(Ask - Bid) + Ask = Bid/Ask Spread (%)

Delta BidX  AskX
SSONNC T (GRa2 T

__________________

There is no guarantee of a secondary (liquid) market for any option at
‘ any given time.

($2.20 - $2.16) ~ $2.20= 1.8%

@

Options Strategies Workshop




Sample Entry Considerations: Options

= Expiration Selection:

= 20 to 50 days to expiration balances time decay
and premium.

= Strike Selection:

= Short strike:

= Low deltas can potentially increase
probability of success.

» Longstrike:

= Above but close to the short strike balances
risk and return.

Expiration

» jun 16(12)
» jul 16(42)
» oct 16(132)
» jan 17(222)

e = CALLS -----»

: Strike :

l 19 l

I I

Short } 20 :

| 21 |

1 I

v Long i 22 :
Higher premium, | 23 }
lower risk I |

; 24 :

I I

v Long : 25 :
Lower premium, ! 26 :
higher risk I |

I I

E Ameritrade

XYZ

- OPTION CHAIN S

Delta Strike

.40 56
| .39 57 |
el 20
.36 22
{ -7 60
i .30 61
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Money Management 5] Ameritrade

0 = Consider a portfolio risk of 1% to 2%.
Active Trad’ing Portfolio x li% = Portfolio Risk ™ Calculate the trade risk.
$100,000 1% $1,000 = Use portfolio risk and trade risk to calculate
A the number of spreads.

(Short Strike - Long Strike) — Net Credit = Trade Risk

| | | |
177 175 $.77 $1.23
per share

O A ¢

Portfolio Risk + Trade Risk = Number of Spreads

| | |
$1,000 $123 8.13
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Sample Exit Considerations 5] Ameritrade

= Near expiration:

= Ifboth options are OTM:

= Consider closing or rolling the position when
the bid price of the short call is $0.05 or less.

= On last trading day before expiration:

» |fonly the short option is ITM: ~ Short Call
= Consider closing both sides of the trade. Optlon v Price
= Consider closing the short option and letting
the long option expire worthless. - - < $0.05

= |[fboth strikes are ITM:

» Consider letting the trade go to
assignment/exercise.

= Commissions, exercise, and assignment fees
will impact potential returns.

There is no guarantee of a secondary (liquid) market for any option at any given time.
Rolling can entail substantial transaction costs, including multiple commissions, which may impact any potential return.
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Sample Routines 5] Ameritrade

Daily:

v Exit Rules

» Consider checking watch list for new
entry opportunities.

= Consider monitoring open short call verticals,
and consider your exit rules.

Weekly:

» Consider conducting searches and updating your
watch list.

Quarterly:

10000

= Consider checking portfolio performance against
a benchmark, like the S&P 5009,

Options Strategies Workshop




Execute the Strategy 5] Ameritrade

20 min.

_ Short Call Vertical Risk Profile
= Find two more trades.

Max Gain Break-Even Point Max Loss
= Share with a partner.
= Choose the best trade.

= Place that trade in paperMoney®.

= Enteritinthe trade log.

PROFIT/LOSS

SHARE PRICE

Options Strategies Workshop




Option | + | Option =
Short Call Long Call Shor"t Call Vertical
v Bias v Bias v Bias
Neutral to bearish Bullish

Neutral to bearish

Spreads and other multiple-leg options strategies can entail substantial transaction costs, including multiple commissions,
which may im pactany Eotential return.

E Ameritrade

Goals recap:

v' Search for and evaluate securities that
meet sample criteria.

v' Calculate position size and plan exits.

v’ Practice placing short call vertical
paper trades.
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Workshop Agenda 5] Ameritrade

Options Strategies

v' Options basics

v Greeks

v Covered calls

v Cash-secured puts
v’ Short put verticals

v' Short call verticals

Options Strategies Workshop
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Option | + | Option

Short Call Long Call
v Bias v Bias
Neutral to bearish Bullish

which may impact any Eotential return.

E Ameritrade

Our workshop goal:

Together, we learned about options
strategies designed for growth.

Shor"t Call Vertical
¥ Bias

Neutral to bearish

Spreads and other multiple-leg options strategies can entail substantial transaction costs, including multiple commissions,

Options Strategies Workshop




