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Option Basics

Land is on the market for $1,000,000

Settle with the owner on an option to buy the land in six months
for $1,000,000.  Will pay $50,000 for the right. If not exercised the 
owner keeps the $50,000.

An option is the right, not the obligation, to buy at a specific price 
on or before a specific date. In this example the right to
buy land for $1,000,000 on or before six months from now.



An option is the right, not the obligation, to buy or sell,
a stock, ETF or index, at a specific price on or before a 
specific date.  If you think the market is going up buy a call.  
If you think the market is going down buy a put.

Example:  on October 8, 2018 McDonalds was trading at $166/ share

MCD 18 Jan 160 call @ $11.30
(This is an in-the-money call option with 102 days until expiration)

Intrinsic Value     $7.80

Time Value           $3.50

Strike Price     $160.00

Stock Price     $167.80

Definition

One contract has 100 shares so to buy would be $11.30 times 100 = $1130



Option Value

October 8

Stock Price     $167.80

Jan 160 call @ $11.30:
   Intrinsic Value                  $7.80
   Time Value       $3.50

     One Month Later
  Up 10%     Down 10%

    $184.58    $151.02

    $24.58          $0.00
      $2.50          $2.50
     ---------        ---------
    $27.08          $2.50
   -$11.30       -$11.30
    ----------      -----------
   +$15.78       -$8.80
      +140%       -78%*

*You cannot lose more than you paid for the option.





In, At or Out of the Money Options
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MCD 18 Jan 160 call @ $11.30

Example:  on October 8, 2018 McDonalds was trading at $167.80/ share

In the Money
(both intrinsic and time value)

At the Money

Out of the Money
(only time value)





                                                                     10/8/18              11/26/18           
                                                                  @$167.80          @$190.00 (Option @ $29.70)    
Buy Stock:

Buy 100 shares of MCD @ $167.80        ->  $16,780             $19,000          13%

Buy A-T-M Call:

Buy A-T-M 18 Jan 160 call @ $11.30       ->  $1,130              $2,970          163%

  
                                                              

Option Leverage




