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•  Listed	op,ons	are	the	fastest	growing	financial	product	in	the	market	place	
today.	
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•  The	greatest	feature	of	an	op,on	is	“limited	risk”	
•  Payoff	for	a	call	

•  If	you	bought	a	stock,	your	gain	and	loss	would	follow	the	
doEed	line	in	the	found	on	the	leF	hand	side	of	the	slide	
above.	

•  If	you	bought	a	call	op,ons,	your	gain	and	loss	would	follow	
the	blue	line.	

•  Payoff	for	a	put	
•  If	you	sold	short	a	stock,	your	gain	and	loss	would	follow	the	

doEed	line	in	the	found	on	the	right	hand	side	of	the	slide	
above.	

•  If	you	bought	a	call	op,ons,	your	gain	and	loss	would	follow	
the	blue	line.	
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•  There	are	a	number	of	factors	that	drive	the	value	of	an	op,on	
•  The	chart	above	shows	what	happens	to	the	price	of	put	&	call	op,ons	given	

a	change	in	a	valua,on	factor	
•  The	most	important	factors	to	keep	an	eye	on	are	delta,	vega	and	theta	

•  Delta	
•  The	price	of	a	call	rises	if	the	price	of	the	underlying	rises	

(delta	posi,ve)	
•  The	price	of	a	put	rises	if	the	price	of	the	underlying	falls	

(delta	nega,ve)	
•  Vega	

•  The	price	of	both	a	put	and	call	rises	when	implied	vola,lity	
rises	

•  Theta	
•  The	price	of	both	a	put	and	call	rises	as	the	,me	to	expira,ons	

increases	
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•  Put	call	Parity	
•  Cash	plus	a	call	will	give	you	the	same	return	as	owning	the	stock	along	with	

a	protec,ve	put	
•  Assump,ons	
•  Time	to	expira,on	is	the	same	
•  Strike	price	is	the	same.	
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•  When	an	op,ons	investor	is	bullish,	they	typically	buy	an	at	or	more	typically	
an	out	of	the	money	call	or	call	spread	
•  Risk	is	limited	to	the	premium	paid	
•  Poten,al	returns	is	a	mul,ple	of	money	put	at	risk	
•  The	probability	of	success	is	less	than	50%	

•  Is	this	the	best	way	to	go.	
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•  Longer	dated	op,ons	outperform	shorter	dated	op,ons	
•  In	the	money	op,ons	outperform	out	of	the	money	op,ons	
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•  Most	people	trade	op,ons	with	a	direc,onal	objec,ve	in	mind	
•  To	be	successful,	the	investor	must	get	the	,ming	and	direc,on	right	
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•  Op,ons	are	priced	assuming	the	are	con,nuously	hedged	against	the	
underlying	instrument	

•  The	value	of	an	op,ons	is	dependent	on	vola,lity,	not	the	expected	return	of	
the	underlying	asset	

•  How	the	typical	investor	uses	an	op,on	is	inconsistent	with	how	they	are	
priced	
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•  The	typical	asset	has	value	because	it	exists.	
•  An	op,on	has	value	because	the	price	of	the	underlying	is	expected	to	

change	
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•  Instead	of	buying	a	call	spread	when	you	are	bullish,	sell	a	put	spread	instead	
•  You	put	more	capital	at	risk	than	a	call	spread,	but	
•  The	probability	of	success	is	much	higher	
•  		
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•  The	rate	of	price	decay	increases	as	the	,me	to	expira,on	falls.	
•  When	buying	op,ons,	buy	longer	dated	ones	
•  When	selling	op,ons,	sell	shorter	dated	ones	
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•  Most	investors	look	for	stocks	they	believe	are	under	priced	
•  Buy	and	wait	for	the	price	to	rise	
•  The	downside	is	that	cheap	stocks	cheaper	

•  Our	approach	starts	with	running	our	“Expert	System”	over	a	universe	of	
stocks	(typically	large	cap	stocks	with	liquid	op,ons)	
•  Divide	those	stock	into	3	categories	

•  Those	like	to	rise	
•  Those	like	to	fall	
•  Those	likely	to	trade	sideways	

•  Select	the	opportuni,es	that	with	those	categories	
•  Buy	those	with	highest	probability	of	rising	
•  Sell	those	with	highest	probability	of	rising	
•  Sell	vola,lity	of	those	most	like	to	trade	sideways	
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•  We	look	for	price	ac,on,	valua,on	and	sen,ment	to	come	together	to	find	
the	opportuni,es	with	the	highest	probability	of	success	
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•  We	start	our	reports	with	a	company	descrip,on	so	our	readers	will	
understand	what	the	company	does	and	how	it	makes	money	
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•  We	then	analyze	who	the	stock	is	trading	
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•  Next	step	is	to	understand	valua,on	
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•  We	then	match	a	strategy	that	is	consistent	with	the	fundamentals,	
technicals	and	investor	sen,ment.	

•  In	this	case,	since	we	were	looking	for	a	big	move,	we	chose	a	stock	
replacement	strategy	
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•  The	stock	traded	higher	as	the	company	reported	good	earnings	which	drew	
peoples	aEen,on	to	a	company	that	will	benefit	from	a	growth	in	
construc,on	and	infrastructure	inves,ng	
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•  Our	track	record	shows	that	this	process	works	
•  Since	incep,on,	our	ideas	have	generated	a	28.6%	annualized	return	on	

capital	placed	at	risk	
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