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What & Why Use Options?

= Simulate the underlying security
= Smarter use of your money
= |everage

= Better risk/reward curve
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Options Expire

" |t's been estimated that up to 90% of OTM
options expire worthless

" Most people BUY OTM options
= OTM options —when bought have a very low
probability of profit

= \Want to be on the other side of the
transaction as the seller? Yes!!!!
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Probability Calculator

Type of Asset
Current Price 17.35
Future Date (MM/DDMNY) 032109
Days Ahead (Optional)
Fuiure Wolatiliby
Drndend Yield{Optional)

Risk-Free Imterest Rate (Optional) 200

First Target 1290 Second Target §jFs:l]

Clhick here to calculate GO !

Price at Each Standard Deviation
3 -2 -1 +1 +2 +3
11.41 13.13 15.12 20.02 23.05 26.53

Probability of:

Finishing
betwean the
two targets

Fimishing below BEver touching
lowest target lowest target

BEver touching Fimishing above
highest target highest target

1.70% | 3.20% ' 0.00% ' 98.3% . 98.3% |
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Option Selling

" You can sell options as easily as you can buy
them — as single options or spreads

" The option buyer pays you instant cash

" Option selling —when done correctly can have
a much higher probability of winning
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What is Put-Option Selling?

" An option strategy in which “naked” put option
contracts are sold without any other “covering”
security

= A method of potentially acquiring stock at below
current market prices

= Obligates us to buy the stock at the strike price if
called upon by the option buyer

" A method of creating cash flow by taking in a credit
to your trading account
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Benefits Of Put-Option Selling

= Causes us to potentially buy below the market

= Gjves us an immediate infusion of cash due to
the “selling” of options

" | ess money required upfront
= Can repeat the process many times
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Risks Of Put-Option Selling

= Can over-leverage yourself

" Downside risk just like a long stock (once
assigned the shares)



BOOM & DOOM

PROTECTING & BUILDING YOUR FINANCIAL FUTURE

Selling Put Options

= Sell as many option contracts as you would be
comfortable as buying equivalent number of
shares

= ] option contract = 100 potential shares
= 5 option contracts = 500 potential shares
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How Do We Sell Put Options?

= Pick a blue chip stock (DIS, MSFT, DELL, INTC,
etc.) that you want to buy and hold

= Decide on a potential price level that you're
comfortable owning it (by way of technical
and fundamental analysis)

= Decide on an expiration month
= Consult the option prices
" Place the order
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GE Options
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Intel Monthly
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Intel Options

ol 532 60 Janz2d IMTEL CORF Last: 14.1375
“olatility: 435,95 14:20

=ymbol syvmbolishort? Last Change Bid 2=k

JUL09 5. .00 iy =0 o.o07 -0.03 .05 0.05
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Microsoft Options
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Example: MSFT July 2009 $15 Put Option

= Sell the July $15 put for $1.01
= Strike price is initially below current market - OTM

= |[mmediately receive $101 for every put option
contract sold

= Potential cost basis and breakeven price = $13.99
($15.00 - $1.01), over 20% below current market
price of MSFT @ S18

" More conservative view
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Example: MSFT July 2009 $15 Put Option

= Will only have to buy the stock at S15/share ONLY if
MSFT closes below $15 at expiration. Will have to
pay for the stock in full at that time.

= |f MSFT closes above $15, option expires worthless
and we walk away with our $101/contract. No more
obligation.

= Can buy back the option at anytime before expiration
either for a gain or loss

= Can repeat the process for another expiration
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Broker Requirements

= Must have an option trading account and approval
level to sell naked put options - usually “Level 3”

" The account will also be a “margin account” in which
you must hold a percentage of your funds to cover
the purchase price of the stock.

= |f assigned, you will pay for the stock in full at that
time. Must have funds available
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Margin Requirement

" |nstead of paying for the stock in full upfront, margin
funds are required

" Quick margin formula = 15% of current stock price +
premium credit received x $100

= Margin for MSFT July ‘09 $15 put = $372.50
= (.15 x $18.10) + ($1.01) x $100 = $372.50
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Return On Investment - ROl

" |f you are not assigned, you are still receiving a
great short-term return

= Calculate by dividing premium received by
margin requirement

= MSFT July $15 put option = 33% return for 6
months ($101/5372)
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Summary

= You can sell put options to buy long-term Blue Chip stocks
below current price.

= ONLY sell put options for stocks you want for the long-run

= Sell the amount of put contracts according to your risk
parameters (1 option = 100 shares)

= Don’t sell put options just to receive the income — can be very
risky

= Receive immediate premium income that can be used to earn
interest and create cash flow

= |f assigned, must pay for the stock in full at that time
= |f not assigned, repeat process
= Great short-term returns
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Websites & Services

= www.smartprofitsreport.com - free website
for stocks, options & commodity information
& articles

" WWW.mtvernonresearch.com — information on
the Instant Money Trader service




