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How to Use This Book

This book assumes zero knowledge and ends at professional practice. It is built to be read in order:
every chapter names its prerequisites, defines every term before first use, and teaches each core
concept three ways (plain-English intuition, a figure, and a worked example with every calculation
shown). Chapters close with Key Takeaways, a Knowledge Check, Practice Problems, and one harder

Challenge; all answers live in Appendix E so you can attempt the questions honestly first.

Parts 6 and 7 are a strategy library. Each of the sixteen structures gets the same fixed dossier (purpose,
construction, outlook, ideal volatility conditions, maximum profit and loss, break-evens, Greeks, capital,
assignment risk) followed by worked trades, management rules, and failure modes. Appendix C
compares the whole library on one page.

One standing example runs through the book: XYZ, a fictional mid-volatility, dividend-paying stock
trading at $102.50, with a 45-day option chain that stays internally consistent from Chapter 6 through
Chapter 50 (it is priced at roughly 23 implied volatility with a mild equity skew, a 4.5% rate, and one
$0.80 dividend before expiration; the chain itself teaches you to discover each of those facts). Your own
chains will differ in numbers and rhyme in structure. ACME, a second fictional name, appears when a
fresh board is cleaner.

Part 5 stands slightly apart: it is where trades come from (the chart, the business, and the shortest
clock), and it doubles as the bridge to this book’s sibling.

This book stands alone, but it has a sibling: The Complete Trader covers risk rules, journaling,
candlesticks, and the trading psychology canon that this book imports and extends. Where the text

says “risk 1-2% per trade,” “1R,” or “expectancy,” that is the shared language of the pair.

Education, not advice: read the note on risk at the end of this book before trading anything.
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PART ©

Orientation

Three chapters before any strategy, any Greek, any chart. What an option is, why the market for them
exists, and what actually happens when you click buy. Professionals are unshakeable on exactly these
fundamentals, which is why they get the front of the book.

IN THIS PART
1 What an Option Actually Is 6
2 Why Options Exist (and Who Actually Wins) 10

3 Where Options Live (Structure, History, and the Path of Your Order) 14



What an Option Actually Is

You have almost certainly used an option this year. If you have ever put down a deposit to hold an
apartment while you decided, bought trip insurance, or paid a fee to lock in a price “for the next 30
days,” you have paid money today for the right to make a choice later. That is the entire idea.
Everything else in this book is detail.

LEARNING OBJECTIVES

By the end of this chapter you can: define an option contract and name its four fixed terms; explain the
difference between a right and an obligation, and which side of the contract holds each; distinguish calls from
puts, and buyers from sellers; compute the dollar cost of an option position using the contract multiplier;

explain why an option’s seller gets paid up front.

Prerequisites: none. This is page one of the subject.

KEY DEFINITIONS

Option. A contract giving its buyer the right, but not the obligation, to buy or sell a specific asset at a fixed
price, on or before a fixed date.

Underlying. The asset the contract references, such as a stock or an index. In this book: shares of the fictional

XYZ Corporation unless stated otherwise.

Call. An option to buy the underlying at the fixed price.

Put. An option to sell the underlying at the fixed price.

Strike price. The fixed transaction price written into the contract.
Expiration. The date after which the contract no longer exists.
Premium. The price of the option itself, paid by the buyer to the seller.

Contract multiplier. Standard equity options cover 100 shares per contract, so every quoted premium is
multiplied by 100 to get dollars.

The contract, in plain English

One sentence, four fixed terms: an option is a contract that names an underlying, a strike price, an
expiration date, and a type (call or put). The only thing left to negotiate in the market is the fifth number,
the premium: what the right is worth today.

Here is the insurance analogy that carries most of this chapter, because an option is priced and
structured almost exactly like an insurance policy. When you insure a car, you pay a premium today. In
exchange, the insurer takes on an obligation: if the bad event happens, they must pay, no matter how
much it hurts. If nothing happens, they keep your premium and the policy simply ends. Notice the
asymmetry, because it is the beating heart of every options concept you will ever learn: the buyer of
the contract has a right and a known, limited cost. The seller has an obligation and collects a known,
limited fee for accepting it.

Options split that insurance idea into two directions:



A call is a claim on good news. The buyer of an XYZ $105 call has the right to buy XYZ shares at $105
each, no matter how high the market price climbs before expiration. If XYZ never climbs, the right goes
unused and expires. The call buyer’s dream is a rally.

A put is insurance against bad news. The buyer of an XYZ $95 put has the right to sell XYZ shares at
$95 each, no matter how far the market price falls. It is a price floor for the owner of the shares, or a

bet on decline for someone who owns nothing. The put buyer’s dream (or protection) is a fall.

THE CALL BUYER HOLDS THE PUT BUYER HOLDS
TICKET TICKET
MAY BUY XYZ AT $105 i MAY SELL XYZ AT $95
UNTIL EXPIRATION UNTIL EXPIRATION
...or do nothing ...or do nothing

A right, never an obligation: the buyer chooses

FIGURE 1.1 - RIGHTS, NOT OBLIGATIONS: EACH BUYER HOLDS A CHOICE, AND A DOOR MARKED NO

Every option has two sides

This is the fact beginners skip, and skipping it costs money later: options are not issued by the company
or conjured by the exchange. For every buyer there is a seller (also called the writer), and the seller is
a trader like you.

When you buy that XYZ $105 call for its premium, someone else collected your premium and accepted
an obligation in return: if you exercise your right to buy at $105, they must deliver the shares at $105,
even if the market price is $150. The four positions, then, and you will occupy each of them at some

point in this book:

POSITION YOU PAID OR COLLECTED YOU HOLD YOUR HOPE

Long call paid premium right to buy at strike underlying rises

Short call collected premium obligation to sell at strike if assigned underlying stays below strike
Long put paid premium right to sell at strike underlying falls

Short put collected premium obligation to buy at strike if assigned underlying stays above strike

(“Long” means you bought the contract; “short” means you sold it to open. Assignment, the mechanics
of being called upon to fulfill the obligation, gets its full chapter in Part 1.)



PRO INSIGHT
Professionals do not think “buyer good, seller scary.” They think in terms of what is being exchanged: the
buyer pays for certainty of limited loss; the seller is paid for accepting uncertainty. Insurance companies are

the sellers of the everyday world, and they are famously not charities losing money. Neither side is inherently

right. The price decides who got the better deal, which is why Part 2 of this book is entirely about price.
\_ J

The multiplier: where the real dollars are

Quoted premiums look tiny. They are not. One standard equity option contract covers 100 shares, so
every quoted price is really that number times 100.

TRADE SETUP: YOUR FIRST WORKED EXAMPLE

XYZ trades at $100. The 30-day $105 call is quoted at a premium of $2.00. You buy one contract.

Cost = $2.00 x 100 shares = $200, paid today, gone from your account, and the most this position can ever

lose.
The contract controls 100 shares that would cost $10,000 to buy outright.

If you bought 5 contracts, the cost is 5 x $200 = $1,000, controlling 500 shares’ worth of upside.

Two habits to install now, in your first chapter. First, always translate quotes to dollars before entering
any trade: “$2.00” must become “$200 per contract” in your head, automatically. Second, notice what
the example just showed: $1,000 controlling $50,000 of stock exposure. That ratio is called leverage,
and Chapter 2 is honest with you about both of its edges.

‘ \
| COMMON MISTAKE |
i Buying more contracts because each one “only costs $200.” Cheap-looking premiums are how beginners :
: accidentally build positions ten times larger than they would ever take in shares. Size by total dollars at risk :
: and by the rules in Chapter 41, never by contract count. :
\ 7

WATCH OUT

We said the long call’s $200 is “the most this position can ever lose,” and that is true. It does not mean losing

it is unlikely. A right that never becomes valuable expires worth exactly zero, and options expire on a

schedule. Stock owners can wait indefinitely to be right. Option buyers rent their opinion by the month. This

single difference drives most of the pricing logic in Part 2.
Key takeaways

An option is a contract with four fixed terms (underlying, strike, expiration, call/put) and one market-set
price (the premium). Buyers hold rights and risk only the premium; sellers hold obligations and are paid
the premium for accepting them. Calls are claims on upside; puts are floors against downside. Every
contract has a trader on each side. One contract covers 100 shares, so quotes times 100 equals
dollars.

o



KNOWLEDGE CHECK 1

1.1 Name the four fixed terms of every option contract, and the one term set by the market.
1.2 Your friend says “I sold a put, so I’'m hoping the stock crashes.” What did they get backwards?
1.3 An XYZ $95 put is quoted at $1.40. What does one contract cost, and who receives that money?

1.4 Which side of an option trade has a known maximum loss on day one, and what is it?

PRACTICE PROBLEMS 1

P1.1 ACME trades at $50. You buy 3 contracts of the $55 call at $0.85. Compute your total cost and the
share-equivalent exposure you control.

P1.2 You sell (write) 2 contracts of the ACME $45 put at $1.10. How much do you collect, and what obligation
have you accepted, stated in one sentence?

Challenge C1. Insurance framing: a homeowner pays $1,200/year to insure a $400,000 house against fire.
Map every element of that policy onto option vocabulary (buyer, seller, premium, strike-like term, expiration,
exercise). What everyday fact about insurance companies should shape how you think about option sellers?

Further reading: the OCC'’s plain-language investor resources on option basics; your broker’s options
agreement (read it once, actually).
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END OF THE FREE SAMPLE

The next chapter is called
Why Options Exist
(and Who Actually Wins).

That question is where the working knowledge starts. Chapters 2 through 50 continue the
way Chapter 1taught the contract: plain language first, then the mechanics, then the
numbers, with every strategy's construction, break-evens, maximum loss, and failure

modes laid out before you ever risk a dollar.

The trader on the other side of your next order has usually done this course of study. The
full book costs less than one avoided mistake.

READ THE FULL BOOK

www.MattDanadel.com/options
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