
AAII San Diego Options Trading SIG

Saturday, February 21, 2026 @ 9:00am PT

Option Basics II: Buying and Selling Options

• Informal presentations to help you enhance your portfolio with options
• For addition to email list: Bruce Ennis,  vicepresident@aaiisandiego.com
• Previous meetings: www.aaiisandiego.com/sub-groups/options-trading/



Flexible Meeting Fees

 Flexible Meeting Fees

 We need contributions to meet our expenses.

 Ways to make voluntary contributions

 Cash or check

 https://www.paypal.com/donate/?hosted_button_id=2M5F9F7L4C2HU
 Use this PayPal QR code



Option Basics II
Presentation 

Outline

•Options Defined Calls & Puts
•Describe the Market

Review of Option Basics I

Investing Objectives and Sentiment as Guides to Option Trading  

Selecting an Expiration and Strike Price 

Option Pricing and Moneyness (Extrinsic Value & Intrinsic Value)

Trade Example: Vertical Hedge



Why Options?

Options allow an investor to achieve a variety of 
objectives:

 Risk Reduction: protect stock holdings from 
a decline in market price, i.e., hedging.

 Generate income. 

 Stock acquisition at a lower price.

 Market speculation at lower risk/greater 
reward



What is an Option 

• An option is a contract that is either bought or sold.

• One single contract provides for buying or selling 100 
shares of an underlying asset.

• The underlying asset is bought or sold at specified price,
on or before a specified date. 

• The specified price is the Strike Price

• The date is the Expiration Date

• An option exists as either a Call or a Put 
• Stock can be Called Away
• Stock can be Put up for sale



Describing Options 

• If you sell a call, you have the obligation to sell the underlying asset 
(it gets called away).

• If you buy a call, you have the right, but not the obligation, to 
buy the underlying asset

• If you sell a put, you have the obligation to buy the underlying asset 
(it gets put up for sale and put to you).

• If you buy a put, you have the right, but not the obligation, to
sell the underlying asset (the option is exercised and the stock 
is put up for sale).



Describing Options

Put  Call Feature

To sell the underlying assetTo buy the underlying assetRights

The underlying price will fallThe underlying price will riseBuyer's Expectation

Sell the asset at the strike price if 
the market price is lower

Buy the asset at the strike price if 
the market price is higher

Buyer's Action

The asset's price will stay above 
the strike price

The asset's price will stay below 
the strike price

Seller's Expectation

Buyers' risk is limited to the 
premium paid. Sellers' risk can be 
substantial if the price falls 
significantly

Buyers' risk is limited to the 
premium paid. Sellers' risk can be 
unlimited

Risk

Buying a put on a stock you 
believe will go down. You'd 
exercise your right to sell it at a 
higher, fixed price

Buying a call on a stock you 
believe will go up in price. You'd 
exercise your right to buy it at a 
lower, fixed price

Example

Describing Options (cont’d) 



Underlying Assets

• Stock (TSLA, AAPL, AMZN) 

• ETF (SPY, QQQ, IWN)

• Index (SPX, VIX, RUT, NDX)

• Futures (/ES, /MES, /NQ)



The Market

Options are traded through your brokerage firm at Exchanges. Trade transactions are 
cleared through the Options Clearing Corporation (OCC).  

• Markets are fragmented, anonymous and 90% electronic.
• Every trade has a buyer and a seller, but one initiator.
• There is information in every quote and every trade.



Major options exchanges in the U.S. are:

• Chicago Board Options Exchange (CBOE)

• American Stock Exchange (AMEX)

• Philadelphia Stock Exchange (Philly)

• Pacific Stock Exchange (PSE)

• International Securities Exchange (ISE)



Options Clearing Corporation (OCC)

• Established in 1973

• Owned by the CBOE, AMEX, PHLX, PSE 

• Regulated by the SEC

• Main role: to act as a performance guarantor for all options

• OCC increases option marketability and liquidity by enabling option buyers and sellers to 

terminate their positions in the market at any time, by making an offsetting transaction. 





OCC 2024 & 2025 Option Volume





Most Active Stock Options 2-19-26



Financial Objectives

 Protect a stock position from a decline in market price.
 Generate income. 
 Stock acquisition at a lower price.
 Speculation 



Market Opinion

• Bullish

• Bearish

• Neutral 

• Up or down, how much for how long

• Buy (debit) 
• Buying: max. risk is premium paid &
• max. reward significant to unlimited

• Sell (credit)
• Selling: Max. reward is premium collected & 
• max. risk is significant to unlimited



Selecting an Option to Buy and/or Sell

• Study the Option chain

• Determine an expiration date: DTE

• Determine a strike price
• OTM
• ITM
• ATM 

The Moneyness of Options



SPY Option Chain 2-17-26



2-17-26, SPY 20 MAR Expiration 
Volume, Open Interest & Delta, ITM & OTM

• OTM

ITM

OTM ITM

OTM



SPY 20 MAR Expiration 
Intrinsic & Extrinsic Value (Moneyness)



Time is money but;
Shtuff happens! 
As time passes.

Implied Volatility represents the 
expected volatility of a stock over 
the life of the option. IV is directly 
influenced by the market’s 
expectation of the share price’s 
direction.

IV increases with time (DTE) 



Time is money but shtuff happens 
as time passes!

Implied Volatility represents the 
expected volatility of a stock over 
the life of the option. IV is directly 
influenced by the market’s 
expectation of the share price’s 
direction.

IV increases with time (DTE) 



Delta is the estimate of how much an option’s value will change with a $1.00 
change in the price of the underlying asset.

Delta values are between +1 and -1. 

Call deltas are positive and Put deltas are negative.

ATM deltas = 50 = stock price

ITM

ITMOTM

OTM



• Option Premium = Intrinsic Value + Extrinsic Value

• Time Value = Extrinsic Value (undergoes time decay 
and becomes zero at expiration).

• Only Intrinsic value remains at expiration. It is the 
inherent value of an option. It is the ITM amount.

Intrinsic Value vs. Extrinsic Value



Option Premium = Intrinsic Value + Extrinsic Value

Time Value = Extrinsic Value (undergoes time decay and becomes zero at expiration).

Only Intrinsic value remains at expiration. It is the inherent value of an option.



SPX Daily 3 Month Chart



SPY 6 MAR Vertical Hedge

• BTO 1 SPY 6 MAR ATM PUT
• STO 1 SPY 6 MAR PUT 50 points lower

A close below 6720 could be a trigger for more negative 
outlook

…to be prepared in case selling develops and violates the DEC 
lows

Consider using longs puts as a hedge for a market downturn, 
i.e., a sell-off



SPY 6 MAR Vertical

BTO 1 SPY 6 MAR ATM PUT
Debit: $9.77-$9.81

STO 1 SPY 6 MAR 634 PUT
Credit: $1.46-$1.47



SPY 6 MAR Vertical

Cost of trade $824.00
Max gain $4,000
Max loss $824.00



SPY 6 MAR Vertical

Cost of trade $824.00
Max gain $4,000
Max loss $824.00

Cost of trade $4,321.00
Max gain $20,159.00
Max loss $4,321.00

SPY 6 MAR Vertical



SPY 6 MAR Long Put

Cost of trade $3,355.00+$3.30
Max gain $338,645.00
Max loss $#,355.00
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The End


