
Trading Foundation

The First Class



Disclaimer
U.S. Government Required Disclaimer – Commodity Futures Trading Commission Futures and Options trading has 
large potential rewards, but also large potential risk. You must be aware of the risks and be willing to accept them in 
order to invest in the futures and options markets. 

Don’t trade with money you can’t afford to lose. This is neither a solicitation nor an offer to buy/sell futures or options. 
No representation is being made that any account will or is likely to achieve profits or losses similar to those discussed 
in this training. The past performances of any trading system or methodology are not necessarily indicative of future 
results.

CFTC RULE 4.41 – HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN LIMITATIONS. 
UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. 
ALSO, SINCE THE TRADES HAVE NOT BEEN EXECUTED, THE RESULTS MAY HAVE UNDER-OR-OVER 
COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. 
SIMULATED TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE 
DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT 
WILL OR IS LIKELY TO ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE SHOWN.

We provide futures and options trading education and training. We do not sell a business opportunity. We make no 
earnings or return on investment claims. Additionally, we do not offer any tax, accounting, financial, or legal advice.  
Prior to undertaking any futures or options transaction, you should consult your own accounting, legal and tax advisors 
evaluate the risks consequences and suitability of that transaction.  All trades, patterns, charts, systems, etc., discussed 
in this program and the product materials are for illustrative purposes only and not to be construed as specific advisory 
recommendations. 

All ideas and material presented are entirely those of the author and do not necessarily reflect those of the publisher. 
No system or methodology has ever been developed that can guarantee profits or ensure freedom from losses. No 
representation or implication is being made that using the demonstrated methodology or systems will generate profits or 
ensure freedom from losses. The testimonials and examples used herein are exceptional results, which do not apply to 
the average student, and are not intended to represent or guarantee that anyone will achieve the same or similar 
results. Each individual’s success depends on his or her background, dedication, desire and motivation. 



Agenda

▪ Security Analysis

▪ Option Theory and Pricing

▪ Option Strategies

▪ Risk Management

▪ Practical Application and Lab



What is Success?

Investment Foundation

Long Term – Retirement and Slow Growth Strategies

Moderate Approach – Growth Strategies

Short Term approach – Aggressive or Swing Strategies

Perception What success

of success really looks

like!



Security 

Analysis

➢ Fundamental Analysis

➢Quantifiable

➢Non-Quantifiable

➢ Technical Analysis

➢Price

➢Time

➢ Indicators



Fundamental Analysis

▪ Quantifiable

▪ Ratios

▪ Dollar Figures

▪ Non-Quantifiable

▪ Management Team

▪ Market Outlook



Fundamentals

• Growth

• Profitability

• Viability



Valuation

• Ratios

• Projections



Inner Circle

• Money Flow

• Buy vs Sell

• Filings

• Institutions



Technical 
Analysis

• Price forecasts based on patterns

• Visual indication of supply and demand

• Focus on “what” rather than “why



Technical Analysis

• Chart Styles

• Trend

• Support/Resistance

• Indicators

• Chart Patterns



Investment Foundation



Technical Analysis
Identifying trends

Uptrend – Higher highs and High Lows

Downtrend – Lower highs and lower lows

Consolidation – Lack of a trend



Technical Analysis
Identifying trends



Technical Analysis
Identifying trends



Technical Analysis
Identify major levels of resistance



Technical Analysis
Identify major levels of support



Technical Analysis
Resistance followed by support



Technical Analysis
Support followed by resistance



Technical Analysis



Technical Analysis

Linear Regression Channels



Technical Analysis

➢Chart Patterns

➢A series of support and resistance points that 

forecast a movement

➢A Chart Pattern has two functions

➢Trend Confirmation

➢Trend Reversal



Double Top

Support

Breakdown entry to 

bearish trade



Double Bottom

RESISTANCE

Breakout entry to 

bullish trade



Symmetrical Triangle



Descending Triangle
(Bearish Breakdown)



Ascending Triangle
(Bullish Breakout)



Option 

Principles

➢ Basic Contractual Obligations

➢ Risk vs Reward

➢ Option Lingo

➢ Pricing Model

➢ Greeks



Option Principles

➢What is an Option?

➢A Contract

➢Buyer

➢Seller

➢Buyers Have Rights

➢Sellers Have Obligations



Option Principles

Right

(Buyer)

Obligation

(Seller)

Call Buy the stock Sell the stock

Put Sell the stock Buy the stock



Option Principles

➢Buy a Call

➢Sell a Call

➢Buy a Put

➢Sell a Put

Unlimited 

Reward
Limited Risk

Limited Risk
Limited 

Reward

Limited 

Reward

Limited 

Reward

Unlimited 

Risk

Limited Risk

Lower HigherStock Price



Option Principles

➢Option Lingo

➢Strike Price

➢Expiration

➢Contract Size

➢Long

➢Short

➢Bid

➢Ask

➢ITM/ATM/OTM



Long

Sell to Close $10

Buy to Open $5



Short

Sell to Open $10

Buy to Close $5



Option Principles

Intrinsic Value

➢Real value

➢In the money options (ITM) options have 

intrinsic value

Extrinsic Value

➢Time value

➢Extrinsic value will drop to zero at expiration



Option Principles

Option Price = Intrinsic Value + Extrinsic Value



Option Principles

Intrinsic Value

➢Stock Price = $50

➢Call Strike = $45

➢Intrinsic Value = $5

Intrinsic Value

➢Stock Price = $50

➢Call Strike = $55

➢Intrinsic Value = $0



Option Principles

Extrinsic Value

➢Stock Price = $50

➢Call Strike = $45

➢Intrinsic Value = $5

➢Call Cost = $7

➢Extrinsic Value = $2



Price = Intrinsic Value + Extrinsic Value

$1.31 =      $0.97        +       $0.34



Option Principles

6 Inputs to an options pricing model

1. Stock price

2. Strike price

3. Volatility

4. Expiration

5. Interest rates

6. Dividends



Option Principles

The Five Greeks

1. Delta – Rate of Change, Price Sensitivity

2. Gamma – Rate of Change of delta

3. Theta – Time Decay

4. Vega – Sensitivity to Volatility

5. Rho – Sensitivity to Interest Rates



Option Principles

Delta

The rate of change of the option value for 

the next $1 move in the underlying security



Option Principles

Theta

The amount by which the option value 

changes after one day of time



Theta – Time Decay



Option Strategies

➢Long Options

➢Vertical Debit Spreads

➢Vertical Credit Spreads

➢Iron Condor Credit Spread

➢Practical Application

Selecting the correct strategies will directly affect 
your ability to succeed.



Option Strategies

1. Select Stock

2. Build the strategy

3. Calculate the risk

4. Calculate the reward

Go through the following four steps for every 

trade.



Option Strategies

➢Long Options (Buy)

1. Extremely Directional

2. Build the Strategy

➢Construction Rules 

➢Delta 80-85, Time as Needed

➢Exit Rules 

➢50% loss, Take Profit at 75%

➢Alternative Profit Rules

➢Roll or Exit at delta 90-95

3. Max Loss = Option Cost

4. Max Profit = Unlimited for Calls, Limited for Puts



Risk vs Reward

➢Long Call

➢Limited Risk

➢Unlimited Reward

HigherLower Stock Price



Risk vs Reward

➢Long Put

➢Limited Risk

➢Limited Reward

Lower Stock Price Higher



Option Strategies

➢Bullish Vertical Spreads

1. Mildly Bullish or Neutral

2. Build the Strategy

➢Entry Rules 

➢Sell the Strike You Expect the Stock to be Above at 

Expiration

➢Buy a Lower Strike

➢Exit Rules

➢50% loss, Exit for Profit at 50% of Max Profit



Option Strategies

➢Bullish Vertical Spreads

3. Max Loss

➢ Max Loss for Debit Spread = Net Debit

➢ Max Loss for Credit Spread = Spread - Credit

4. Max Gain

➢ Max Gain for Debit Spread = Spread - Debit

➢ Max Gain for Credit Spread = Credit



Risk vs Reward

➢Bullish Vertical

➢Limited Risk

➢Limited Reward

Lower Stock Price Higher



Bull Call Spread

$50 Stock

Buy $45 Call

Sell $50 Call

$7

$4

Total Debit 

$3

• Maximum Loss = $3

• Maximum Gain = $2



Bull Put Spread

$50 Stock

Buy $45 Put

Sell $50 Put

$2

$4

Total Credit 

$2

• Maximum Loss = $3

• Maximum Gain = $2



Option Strategies

➢Bearish Vertical Spreads

1. Mildly Bearish or Neutral

2. Build the Strategy

➢Entry Rules 

➢Sell the Strike You Expect the Stock to be Below at 

Expiration

➢Buy a Higher Strike

➢Exit Rules

➢50% loss, Exit for Profit at 80-90% of Max Profit



Option Strategies

➢Bearish Vertical Spreads

3. Max Loss

➢ Max Loss for Debit Spread = Net Debit

➢ Max Loss for Credit Spread = Spread - Credit

4. Max Gain

➢ Max Gain for Debit Spread = Spread - Debit

➢ Max Gain for Credit Spread = Credit



Risk vs Reward

➢Bearish Vertical

➢Limited Risk

➢Limited Reward

Lower Stock Price Higher



Bear Put Spread

$50 Stock

Buy $55 Put

Sell $50 Put

$7

$4

Total Debit 

$3

• Maximum Loss = $3

• Maximum Gain = $2



Bear Call Spread

$50 Stock

Buy $55 Call

Sell $50 Call

$2

$4

Total Credit 

$2

• Maximum Loss = $3

• Maximum Gain = $2



Option Strategies

➢Iron Condor

1. Neutral Outlook

2. Combine the Bull Put and Bear Call Spreads 

on the Same Underlying

3. Max Loss = Spread – Credit

4. Max Gain = Credit



Iron Condor Credit Spread

Bull Put Credit Spread

Bear Call Credit Spread



Rights and Obligations

Options that are ITM at expiration will be 

exercised!!!



➢Have a plan

➢Know what type of trader you are

➢Understand and follow analysis rules

➢Understand and follow risk rules



Risk Management

➢Risk Rules

➢Rule #1 – Position Risk

➢How much risk per trade?

➢Rule #2 – Portfolio Heat

➢How much total risk at once?



Risk Management
➢Example

➢$10,000 Account

➢Rule #1 – 2%

➢Rule #2 – 10%

➢Maximum Position Size 

➢$200

➢Maximum Portfolio Heat

➢$1,000



Action Items

➢Monitor Account

➢Monitor and adjust paper trades 

➢Place paper trades using all the strategies

➢Use the Resource Line

➢Solidify Risk Rules

➢Test variations to find your comfort level
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