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bearish trend, 120, 122, 166

bear call and, 280, 284, 296, 297
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calls. See also long call, short call
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market price and value of, 97–100, 121
strike price’s relationship to debit/

credit amounts in, 31, 61
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price in, 26–27, 27

tracking performance of, 197–201
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balance of risk and reward in, 238–39
combination of covered call and
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long put in, 231
owning stock in, 231, 242
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as philosophy of trading, 240–41, 248,
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reward in, 236, 238–39, 242

risk in, 234, 235–36, 238–39, 242

short call in, 231
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trends and, 234, 242
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eight variables to consider in, 125

cost basis
collar trade and, 235, 236, 242

covered call and, 224, 227

long call and, 38
long put and, 70
protective put and, 212–13, 216

covered call, 117
balancing credit amount with time

frame in, 223
cost basis in, 224, 227

cost basis of stock and, 223
credit in, 222–24, 226
example of, 223–25
exits for, 222, 226–27, 227

owning stock in, 221, 227

quarterly earnings report and, 226
reward in, 225, 227

risk in, 224, 227

selling at bid price, 223, 227

short call in, 221, 227

strike price in, 222, 227

summary of, 227

time frame in, 222–23, 227

when to use, 225–26, 227

credit, 23, 23. See also credit spread
trades, debit/credit, net credit

collar trade and, 232, 232–34, 235,
238–39, 242

covered call and, 223–24, 226,
227

short call and, 44, 80

short put and, 76–77, 80

credit spread trades
bear call, 280, 284, 295–98
bull put, 265, 269, 273–76
calculating reward and risk in, 307–8,

307

net credit and, 246, 247
outcome desired in, 246, 247
selling strategy in, 245–46, 247

credit trade, 23, 64, 186

debit, 22–23, 23, 30. See also debit/credit,
debit spread trades, net debit

collar trade and, 235, 239, 242

as insurance premium, 69
long call and, 39–40, 80
long put and, 58, 62, 64, 69–73, 80

protective put and, 210–14, 216

debit/credit
bid/ask prices and, 90
strike prices for calls and, 31–32
strike prices for puts and, 63
time frame for calls and, 35
time frame for puts and, 67

debit spread trades
bear put, 287, 290, 292, 295–98
bull call, 253, 261, 273–76
buying strategy in, 246
calculating reward and risk in, 306–8
net debit and, 246, 247
long option growth in, 246, 247

debit trade, 23, 64, 185
debt-to-equity ratio

factor in choosing stocks, 149, 151,
152, 183, 184

delta, 101–2
bear put and, 288–89
bull call and, 255–56, 259–60
out-of-the-money strike prices and,

144
Dow Jones Industrial Average

market indicator, 156, 157, 183, 184

due diligence, 151, 183

early assignment, 191, 193
earnings growth

factor in choosing stocks, 148, 151–52,
183, 184

earnings per share (EPS), 148
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earnings reports, 6
covered call and, 226
protective put and, 215–16

equity growth
factor in choosing stocks, 148, 151–52,

183, 184

exit(s)
bear call and, 284, 284

bear put and, 291, 292

bull call and, 258, 261

bull put and, 268, 269

collar trade and, 241, 242

covered call and, 222, 226–27, 227

decided in advance, 115
protective put and, 211, 216, 216–17

expiration, 23, 193–94
on option chain, 91

exponential moving average (EMA), 169,
170

bullish signal and, 170, 172
bearish signal and, 172, 173

extrinsic value, 138, 139. See also

intrinsic value, option value

fear, 209
spread trading and, 311–12, 315–17

gambling, 209, 315, 317
greed, 116, 315, 317

hope,
negative characteristic, 174, 201, 237,

315
vs. spread trading, 237

implied volatility, 136–37
institutional ownership, 5

factor in choosing stocks, 154, 183,
184

insurance
long put as, 69–70, 101

in-the-money strike price. See also strike
price

for calls, 25–26, 28
breakeven price and, 41
market price and, 26, 27, 27, 32–33,

63
risk and, 29–31

in general
bid/ask prices and, 94–95

on option chain, 94–95
option value and, 135–36
risk and, 94–95

for puts
market price and, 63
risk and, 63

intrinsic value (of company)
calculation of, 149–51
factor in choosing stock, 149, 183, 184

intrinsic value (of option), 138–39, 139.
See also extrinsic value, option
value

liquidation value, 148
long, 22, 75. See also long call, long put
long call, 23. See also calls, short call

bear call and, 281
bearish or stagnant trend and, 53–54,

168
breakeven price and, 38–39
bull call and, 256, 279
bullish trend and, 53, 121, 124, 124, 165
buy low/sell high formula and, 26,

62–63
capital requirements and, 121
cost basis in, 38
desire for underlying stock movement

in, 105

expressions used for, 188
features of (complete list), 104

features of (partial list), 23, 80

loss in, 100
profit in, 99, 102–3
recouping losses in, 40
reward in, 39, 41
right to sell, 99–100
rights in (complete list), 104, 109
rights in (partial list), 19, 80

risk in, 39–40, 41, 53–54, 121, 124

time decay and, 168
time frame and, 41
ways to end, 190–93

long options. See also long call, long put
advance decision of profit goal in, 115
profit goal in, 115–16

long put, 64. See also protective put,
puts, short put

bear put and, 287
bearish trend and, 123, 124, 168
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bull put and, 266, 267
bullish or stagnant trend and, 168
buy low/sell high formula and, 62–63
collar trade and, 231–36, 242

cost basis in, 70
desire for underlying stock movement

in, 101, 105

expressions used with, 188
features of (complete list), 104

features of (partial list), 80

loss in, 101
profit in, 101, 102–3
protection and, 101, 123
reward in, 70–73
rights in (partial list), 58

rights in (complete list), 104

right to sell, 101, 103
risk in, 73, 123–24, 124

time decay and, 68
time frame in, 67–68

market makers, 90–91
market sentiment

indicators of, 156, 160–62, 184, 184

moving average convergence/
divergence (MACD), 170, 172

bullish signals and, 170, 172
bearish signals and, 172, 173

multiple, 150

naked call
risk in, 117, 123, 221–22
short call and, 116–17

Nasdaq
market indicator, 156, 159, 183, 184

near-the-money strike price. See also

strike price
calls and, 28
protective put and, 210
tracking effects of, for calls, 198–99
tracking effects of, for puts, 201–2

net credit, 246, 247. See also credit
spread trades

bear call and, 282–84, 295, 297, 304,
307

bull put and, 268–69, 269, 274–75, 304,
307

reward and, 307, 307

net debit. See also debit spread trades

bear put and, 287, 289–90, 291, 292,
297, 304, 306, 307

bull call and, 257–58, 261, 275, 279,
304, 306, 307

risk and, 290, 307–8, 307

obligations, 20, 23

in short call and short put, 80, 106

OHLC bars, 169, 171

option, 21
exercise of, 190–93
worthless expiration of

bear call and, 284, 295–96
bull put and, 268, 269, 274–75
covered call and, 222, 227

credit trades and, 245–46, 304
long call and, 191, 193
short call and, 105, 111
short put and, 101, 105, 111

optionable
factor in choosing stocks, 152, 183, 184

option chain, 64
elements of, 89–94

option contract, 21, 186
option exchange, 185, 187, 189–90
option instruments, 79, 80, 82, 106, 247.

See also long call, long put, short
call, short put

option symbol, 186–87
option trading

advantages of, over owning stock,
109–11

combining instruments in, 120
hieroglyphics in, 194–95
how both parties can profit in, 49–50,

83–84
how to build competence in, 205
mechanics of, 184–87
ownership of underlying stock and,

109
questions to ask in, 126

option value
extrinsic, 138–39, 139

implied volatility and, 136–37, 139

in-the-money strike prices and,
135–36

intrinsic, 138–39, 139

out-of-the-money strike prices and,
135–36
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option value (Continued)
stock price and, 97–103
time value and, 137

option writer, 187
out-of-the-money strike price. See also

strike price
for calls, 27, 28

market price and, 27, 32–33
risk and, 29–31
short call and, 222
tracking the effects of, 198–99

in general
intrinsic value and, 138
on option chain, 94
option value and, 135–36
usual placement of trades at, 143–45

for puts, 68
risk and, 77
tracking the effects of, 201–2

paper trading, 197
importance of, for all option trades,

205, 314
P/E ratio, 150
preparation, elements of, 312–15
primary exit(s). See exit(s).
profit goal

bear put and, 291, 297, 298

bull call and, 258, 274, 275

debit trades and, 246–47, 274, 275, 297,
298

long call and, 115–16
long put and, 212

protective put. See also long put, puts
bearish potential and, 211
buying at ask price and, 212, 216

buying to open and, 211, 216

cost basis of, 212–13, 216

debit trade, 211, 216

example of, 210–14
as insurance, 210
long put as, 69–70
long term expectation for stock in, 211
primary exit in, 211, 216, 216–17
reward in, 213–14, 216

right to sell, 211
risk in, 214–15, 216

risk to investment after selling, 217
selling to close and, 211–12, 216, 217

selling at bid price and, 212, 216, 217
stock ownership in, 210
strike price in, 210, 216

summary of, 216

technical signals and, 212, 217
time frame and, 210, 216

when to use, 215, 216

puts. See also long puts, short puts
market price and value of, 100–1,

123–24
on option chain, 90
strike price’s relationship to

debit/credit amounts in, 63
strike price’s relationship to market

price in, 62–63, 63, 123–24
tracking performance of, 201–4

put-to-call ratio
measure of market sentiment, 161–62,

184, 184

relative strength index (RSI), 169, 170

bearish signal and, 170, 172
bullish signal and, 172, 173

resistance, 176–78, 178

return on invested capital (ROIC)
factor in choosing stocks, 148, 151,

152, 183, 184

reward
bear call and, 283, 284, 295
bear put and, 290–91, 292, 297
bull call and, 257–58, 261

bull put and, 268, 269

collar trade and, 236, 238–39, 242

covered call and, 225, 227

long call and, 39, 41
long put and, 70–73
net credit and, 307, 307

protective put and, 213–14, 216

short call and, 44, 111
short put and, 75, 111

rights, 19–20, 23

long call and short call and (complete
list), 106

long call and short call and (partial
list), 80

risk
bear call and, 283–84, 284

bear put and, 289–90, 292

bull call and, 257, 261
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bull put and, 268–69, 269

collar trade and, 234, 235–36, 238–39,
242

covered call and, 224, 227

debit/credit amounts and, for calls,
30–31

debit/credit amounts and, for puts, 63,
67

long call and, 39–40, 41, 53–54, 121, 124

long put and, 73, 123–24, 124

net debit, 290, 307–8, 307

protective put and, 214–15, 216, 217
short call and, 44–46, 123, 124

short put and, 76–77, 124, 124

time frame and, for calls, 35
time frame and, for puts, 67

sales growth
factor in choosing stocks, 148, 151–52,

183, 184

sell signals, 172. See also technical
indicators

sell to close (STC), 191
sell to open (STO), 186
short, 22, 75. See also short call, short put
short call. See also calls, long call

avoiding selling shares in, 116
balance between time frame and credit

amount in, 46
bear call and, 280, 284, 295
bull call and, 256
bullish trend and, 55
buying back to close, 192–93
buying back, in bull call, 260–61, 261

collar trade and, 231–36, 238–39, 241,
242

covered call and, 117
credit received in, 23, 23, 111, 121, 168
expressions used with, 187
features of (complete), 104

features of (partial), 80

naked call and, 116–17
obligations in, 20, 23, 80, 104

outcome desired in, 100, 103, 111
reward in, 44, 111
risk in, 44–46, 123, 124

slightly bearish or stagnant trend and,
54, 120, 121, 122, 123, 124, 167

stock movement desired in, 105, 112

stock ownership with, 123
time frame and, 45–46

short put, 64. See also long put, puts
bear put and, 287, 296
bearish or bullish trend and, 124
bull put and, 265
buying back, in bear put, 291–92, 292

credit received is profit in, 75–76, 111,
124, 168

expressions for, 188
features of (complete), 104

features of (partial), 80

limit of profit in, 124
obligations in, 58, 80, 104

outcome desired in, 103, 111
reward in, 75, 111
risk in, 76–77, 124, 124

slightly bullish or stagnant trend and,
120, 124, 124, 168

stock movement desired in, 105, 113

time frame and, 77
slightly bearish trend, 120, 122, 167

covered call and, 227

short call and, 121, 124

slightly bullish trend, 120, 122, 165
short put and, 124, 124

spread defined, 237, 248
spread trading, 1–2, 120. See also bear

call, bear put, bull call, bull put,
collar trade

beginning questions about, 2–4
buying strategy in, 245–46, 247. See

also debit spread trades
combination of option instruments in,

120, 125–26
eight variables to consider in, 125
increased control in, 237–38, 312
reduced fear in, 237
selling strategy in, 246, 247. See also

credit spread trades
stagnant trend, 54, 122, 165

bear call and, 280, 284, 296, 297

bull put and, 265, 268, 269

short call and, 121, 124

short put and, 124, 124

Standard and Poor’s 500 (S&P 500)
market indicator, 156, 158, 183, 184

stock market
basic concepts of, 4–6
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stock price
option price and, 97
call strike prices and, 26–27, 27

call value and, 97–100, 121
put strike prices and, 62–63, 63, 123–24
put value and, 100–101, 123–24

stocks
factors in choosing, 147, 154, 183, 184

strike price, 21. See also at-the-money,
in-the-money, near-the-money,
out-of-the-money

bear call and, 282–83, 284, 295

bear put and, 288–89, 292

bull call and, 253, 255–57, 261, 279
bull put and, 266–67, 269

collar trade and, 232–34, 242

conventions used in speaking and
writing of, 189

covered call and, 222, 227

debit/credit amounts for calls and,
30–32

debit/credit amounts for puts and, 62,
63

expressions used for, 189
on option chain, 89
protective put and, 210, 216

stock price for calls and, 26–27, 27,
30–33

stock price for puts and, 62, 62–63, 63,
123–24

tracking effects of, for calls, 198–201
tracking effects of, for puts, 201–4
trending in the money/out of the

money, 33
support, 176–78, 177

technical indicators, 168–76, 184, 184

as buy and sell signals, 172,
lack of certainty with, 176

theta, 132
time decay, 132–33
time frame. See also time decay, time

value
bear call and, 280–81, 282, 284, 296

bear put and, 287, 288, 292, 297

bid/ask prices and, 97, 98, 131–33
bull call and, 255–56, 261

bull put and, 266, 269

collar trade and, 232–34, 242

covered call and, 222–23, 227

debit/credit amounts for calls and, 35
debit/credit amounts for puts and,

67–68
long call and, 41
long put and, 67–68
option value and, 131–33
protective put and, 210, 216

risk and, 133
risk for calls and, 35
short call and, 45–46
short put and, 77
tracking effects of, for calls,

199–201
tracking effects of, for puts, 202–4

time value, 131–32. See also time decay,
time frame

trends
bearish, 120, 122, 166

bullish, 120, 122, 166

general indicators of, 156, 158, 159,
183, 184

indicators of, 156
option instruments and, 165
slightly bearish, 120, 122, 167

slightly bullish, 120, 122, 165
stagnant, 54, 122, 165, 167

technical indicators of, 168–76, 184,
184

virtual trading. See paper trading
volatility index (VIX)

measure of market sentiment, 160,
160–61, 184, 184

volume
factor in choosing stocks, 153, 183,

184

wishes, 316–17
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