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Agenda

How do I know which strategy to use?

What are strike and expiration dates and how can I 
choose?

What is exercise and why is it important?

Do liquidity and options pricing factor into my 
decision making?

How do I place an option trade?



How do I know which 
strategy to use?
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Buying Puts – Bearish outlook

• Right to sell

• Short market exposure with 
risk limited to premium paid 
for options plus commissions

• Can potentially be used to help 
protect a single position or an entire 
portfolio

Buying Options

Buying Calls – Bullish outlook

• Right to buy

• Long market exposure with 
risk limited to premium paid 
for options plus commissions

Note: An options investor may lose the entire amount committed to options in a relatively short period of time.
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Buy a Call

Situation

XYZ is trading at
$42 a share

Market Forecast

Bullish on 
the stock, but 
want limited 
downside risk

Action

Buy one XYZ APR 
42.50 call for $2.10 
(pay $210)
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Buy a Call: Profit and Loss Table

PRICE AT EXP OPTION COST VALUE AT EXP PROFIT/(LOSS)

50 2.10 7.50 5.40

45 2.10 2.50 0.40

44.60 2.10 2.10 0 (Breakeven)

42.50 2.10 0 (2.10)

40 2.10 0 (2.10)

37.50 2.10 0 (2.10)

Buy One XYZ APR 42.50 Call @ 2.10
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Buy a Call: Profit and Loss Diagram

Buy One XYZ 
APR 42.50 
Call @ 2.10 40 42.50 45 47.50

0

+5

–5
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The Put Buyer

The Put Buyer

• Has the right to sell the underlying 
stock at an agreed-upon price (the 
strike) until the expiration date

• For this right, the put buyer pays a 
premium

Risk/Reward Profile

• Risk limited to option premium 
paid plus commission

• Maximum profit potential reached 
with the underlying at zero. 
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Buy a Put

Situation

XYZ is trading at 
$42.50 a share

Action

Buy one XYZ APR 
42.50 put for $2.30 
(pay $230)

Market Forecast

Bearish on 
the stock, 
but want 
limited risk
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Buy a Put: Profit and Loss Table

PRICE AT EXP OPTION COST VALUE AT EXP PROFIT/(LOSS)

50 2.30 0 (2.30)

45 2.30 0 (2.30)

42.50 2.30 0 (2.30)

40.20 2.30 2.30 0 (Breakeven)

40 2.30 2.50 0.20

37.50 2.30 5 2.70

Buy One XYZ APR 42.50 Put @ 2.30
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Buy One XYZ 
APR 42.50 
Put @ 2.30

Buy a Put: Profit and Loss Diagram

40 42.50 45

0

+5

–5



What are strike and 
expiration dates and 
how can I choose?
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What are strike prices and expiration dates?

Strike price
The strike is the price per share for which the underlying security may be purchased (in the 
case of a call) or sold (in the case of a put) by the option holder upon exercise of the option 
contract.

Expiration date
The last date that you can exercise your stock options; after this date, your options have no 
value.



14

BROKERAGE: OPTIONS

Strike selection

Pay a higher premium

Makes sense when:

Looking for option price 
moves that are more 
closely aligned to that of 
the underlying. 

Most time value

Makes sense when:

Looking for balanced 
exposure but typically has 
most exposure to time 
decay. 

Lower premium paid

Makes sense when:

Looking to risk less capital 
and expecting large move 
in underlying

1 In the money 2 At the money 3 Out of the money

Moneyness considerations
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Expiration selection

Pay a lower premium

High price acceleration, 
but more time decay

Pay a higher premium

Less time decay, but less 
price acceleration

1 Shorter term

2 Longer term

Reason for trade will impact the selected time frame

Typically, option buyers use further out 
expirations

Time works against long option positions

Further-dated expirations reduce the effects of 
time decay

More time for outlook to play out



What is exercise and 
why is it important?
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What is exercise?

Remember
Long options are exercised, 
while short options are assigned.

Only allow an option to be 
auto-exercised if it is commensurate 
with the number of shares you would 
want to own/sell. 

What is Exercise?
Exercising a call is when the option holder opts to 
buy the underlying security at the strike price. 

Exercising a put is when the option holder opts to 
sell the underlying security at the strike price. 

If the option has intrinsic value of at least $0.01 
at expiration, it will be automatically exercised.

If the option has no intrinsic value at exercise, it will 
expire worthless.
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What is exercise?

Example 

You are long (own) one ABC Call expiring this Friday with 
a strike of 100. ABC is at 105.

Your ABC contract is currently trading at 4.50 x 5.50 and 
you wish to close the position.

If you sold your contract to the bid, you would only 
receive $4.50. But, if you exercise your option to buy 
ABC at $100 and then sell the stock on the open market 
for $105, you’d receive the $5.00 difference.

Early Exercise 

Makes Sense When:
You cannot sell the option 
in the open market for at 
least intrinsic (exercise) 
value.

• Typically, the option is 
either very deep 
in the money, close to 
expiration, or both



Do liquidity and options 
pricing factor into my 
decision making?
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Understanding options liquidity

What is bid?

The highest price a prospective buyer is willing to 
pay for a unit of a security. This is the current price 
in which you can sell an option.

What is ask? 

The lowest price a dealer or market maker will 
accept for a security. This is the current price in 
which you can buy an option.

The spread and why it matters

Wider spreads can result in paying more for or 
receiving less than the theoretical value of that 
contract. 
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Options Premium Components

Premium = Intrinsic Value + Extrinsic Value

An options contract that has intrinsic value is 
“in the money”

An options contract that has no intrinsic value is 
“out of the money”
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Factors That Affect Price

Stock Price Time to Expiration Volatility
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Option Valuations 

Stock owners 
get nervous

Higher expected 
move in the security

Buy options for potential
protection or speculation

Higher demand for 
option contracts

Buying pressure 
raises IV levels

Higher IV levels

What factors affect the supply and demand for options?

Result: More expensive premiumsImplied Volatility:
Implied Volatility (IV) can be used as a measure of an 
option’s relative value. Supply and demand for option 
contracts affects IV.
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Consider Time Decay

Time decay 
typically accelerates 
as expiration comes 
closer, meaning 
shorter-term options 
have the highest 
time decay.
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Image is for illustrative purposes only.



How do I place an 
option trade?
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Before You Place a Trade, Consider…

Buying one call is 
the equivalent of 
buying 100 shares 
of stock 

1

Consider how 
much risk you 
are comfortable 
taking on

2

Be aware of position 
size to manage 
your risk

3
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Placing an option trade

How do you close a trade?
Long option holders simply “sell to close.” This sells your right to exercise 
the option.

How do you open a trade?
To initiate a new long position, you would select “buy to open.”

Market or limit order?
A limit order sets the maximum price at which you’re willing to buy or the    
minimum price at which you’re willing to sell. Limit orders target price, but do 
not guarantee execution.

A market order indicates you are willing to either buy or sell at the next    
available market price. Market orders target execution, but do not guarantee 
price.
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Place a Trade on Fidelity.com

Start a trade from the 
Option Chain

• Easily see all the 
available options

• Fully customizable 
to meet your needs

The screenshot is for illustrative purposes only.

News & Research > Options > Option Chain
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Place a Trade on Fidelity.com

• Easy access to your 
balances and positions

• Quickly adjust to 
contract specifications

The screenshot is for illustrative purposes only.

News & Research > Options > Option Chain
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Visit the Fidelity 
Learning Center

Learn more 
about options

Read: Access the Options Strategy Guide

831902058

Watch: Check out videos that cover 
options basics 

Attend: Register for monthly webinars
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Thank
You For more information, please visit

Fidelity.com > News & Research > Options 

Register for upcoming coaching sessions at

www.fidelity.com/coaching

Please join us for our 
upcoming webinars
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Important Information

Options trading entails significant risk and is not appropriate for all investors. Certain complex options strategies carry a dditional 
risk. Before trading options, contact Fidelity Investments by calling 800-544-5115 to receive a copy of Characteristics and Risks of 
Standardized Options. Supporting documentation for any claims, if applicable, will be furnished upon request.

There are additional costs associated with option strategies that call for multiple purchases and sales of options, such as s preads, 
straddles, and collars, as compared with a single option trade.

The information in this presentation, including examples using actual securities and price data, is strictly for illustrative and 
educational purposes only and is not to be construed as an endorsement, recommendation. 

Any screenshots, charts, or company trading symbols mentioned, are provided for illustrative purposes only and should not 
be considered an offer to sell, a solicitation of an offer to buy, or a recommendation for the security. Investing involves r isk, 
including risk of loss. 

© 2022 FMR LLC. All rights reserved. 

Fidelity Brokerage Services, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917 

1013851.1.0


