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Below is an excerpt from an article written by Jeff Clark of the S&A Short Report.  His story embodies the 
concept of how to trade options the right way and achieve huge gains in the process. 

 
How I Retired at 42 

By Jeff Clark 

 

I was only 19 years old when I made my first options trade.  I had a gut feeling the market was going to 

go higher… so I bought four S&P 100 call options at $1.50 – a total investment of $600. A few hours later, 

the options were trading at $4.50. I sold and took the $1,200 profit – a 200% gain. And I was hooked on 

options forever. 

 

My next trade was in IBM. I bought 10 calls for $1. This time, it took a couple days to double my money. 

Next, I bought Digital Equipment put options… which nearly tripled in just a few days. I made 17 trades 

during my first six weeks as a trader. Every single one was a winner. 

 

Going 17 for 17 was a remarkable feat for a rookie trader – especially since I wasn't using any sort of 

fundamental or technical analysis. I was just going with my gut. But I was careful not to put more than 

$1,000 or $2,000 into any single trade. And I still managed to turn my $5,000 brokerage account into 

$50,000 in just six weeks… 

 

And then I decided it was time to get serious. No more tiny trades. I was too good for the small stuff. For 

whatever reason, I had figured out a way to beat the market. Heck, I had just rattled off 17 straight 

triple-digit winners. So I decided to take the $50,000 in my account, add to it my $25,000 in savings, and 

put it into a handful of option trades. 

 

You can probably guess what happened next. 

 

The stock market has a habit of humbling folks who think they've figured it out. For me, the humbling 

started right away. At first, the positions started slightly moving against me. It was nothing to be 

concerned about. One good day would put everything back in the profit column. 

  

But then, one by one, each position blew up on me. It was too painful to watch. I kept the television off 

and avoided reading the newspaper for fear I'd see something bad about the stock market and my 

positions. When I finally got up enough courage to call the branch manager and check on the status of my 

account, I learned all the gains I had built up over the previous six weeks were gone. "Just sell 

everything," I said. 

 

That was an expensive lesson to learn. But it's one every options trader learns at some point. I was just 

fortunate it happened to me early in my career. 

 

You see, that experience changed how I looked at trading. Instead of using options as vehicles for 

speculation – a way to juice my returns and get more bang for my buck – I started using them the way 

they were intended to be used: as a way to reduce risk. Today, I still do my fair share of speculating. But 

I'm not focused on how much money I can make. I'm focused on how little I can lose. 

 

That's a huge difference. And it has allowed me to trade options successfully for nearly three decades. 

You see, most folks lose money in the options market – which makes perfect sense if you understand 

probability. Think about it… 

 

A stock can do one of three things. It can go up. It can go down. Or it can stay the same. When you buy 

an option, you are betting on one of those three outcomes. You have, generally speaking, a 33% chance 

of being right and a 67% chance of being wrong on the trade. 

 

Jeff Clark 

 



Level 1  Options Trading 
 

Definition of an Option 

An Option Contract is like renting a stock for a short period of time.  You rent it until the price moves in your 

direction and then you sell your option and take your profits. 

An option is a contract giving the option buyer the right, but not the obligation, to buy or sell an underlying stock 

at a specific price on or before a certain date. (Expiration Date) 

An Option Contract is a financial instrument that gives you the right to buy or sell a specific underlying security 

(Stock) at a specific price (Strike Price) within a set time period (Expiration Date). 

If you expect the underlying stock to rise, you buy a Call option. If you expect it to fall, you buy a Put option. 

Every Option Contract gives you the right to buy or sell 100 shares of the underlying stock.  You can buy 1 

contract or multiple contracts with any given trade. 

Once you buy an option, you can resell it to another investor for a profit or loss. 

 

There are two types of Options:  Calls & Puts 

Call Option (Long):  Is an option to buy, a fixed number of shares, at a specific price, on or before a certain 

date. (Expiration Date) 

Call Options increase in value as the underlying stock increases in value. 

Put Option (Short):  Is an option to sell, a fixed number of shares, at a specific price, on or before a certain 

date. (Expiration Date) 

Put Options increase in value as the underlying stock decreases in value. 

Option Contract:  One contract  is equal to 100 shares of the underlying stock. 

 

Why Options 

1. Limited Losses:  You can never lose more than the cost of the option contract. 

2. Leverage:  You make more when you are right and lose less when you are wrong. 

3. Unlimited Reward:  Percentage gains are higher with options. 

4. Limited Cash Requirement:  Options are considered the poor man’s way to trade because the cost to 

control 100 shares of stock is only a fraction of the actual cost to buy the stock. 

The option buyer has an opportunity for unlimited gain coupled with limited risk.  

That is called Superleverage—the ultimate weapon in a successful speculator’s arsenal. 



Example:  If you bought 100 shares of (XYZ) company at $40 per share, you would need $4,000 to make that 

purchase. 

However, if you bought 1 Option Contract allowing you to control 100 shares of (XYZ) company at $40 per 

share, it may only cost you roughly $400 or 10% of the cost to purchase the actual stock. 

If (XYZ) company increased $5 to $45 per share.  You would make $500 or a 12.5% gain in your stock shares.  

But your Option contracts would enjoy the same $500 gain or a 125% gain. 

Option Benefits 

• Lower cost to get in the trade. 

• Higher Percentage Gain on the trade. 

• Maximum loss is the contract price. ($400 in the example above.) 

Option Disadvantages 

• Limited time in trade. (Expiration Date) 

• Could lose your entire premium. (Cost of Contract) 

 

Making Money with Options 

There are two methods of making money with options.  There are Growth Trades (Speculative) and Income 

Trades. 

Growth Trades: Involve Buying Options (Calls or Puts) for speculative growth.  You are speculating that the 

price of the underlying security will increase (Call) or decrease (Put).  This is the best way to build your 

portfolio quickly, providing you are right about the trade. 

Income Trades: Involve Selling Options (Calls or Puts) for income.  When you sell an option, you get to keep 

the premium and it is credited to your account immediately. 

Selling Calls is also known as Covered Calls, because you have to own the underlying security that you are 

selling the Calls on, therefore, the Calls are covered by the stock you own.   

Selling Puts do not require that you own the underlying security, which are known as Naked Puts because 

there is no underlying security to back it up. 

Selling options is a slightly more advanced option trading technique and for purposes of this course we will 

focus on simple Level 1 Options Trades which involve buying Calls and Puts. 

 

 

Managing Risk 

A stock can do one of three things. It can go up. It can go down. Or it can stay the same. When you buy an 

option, you are betting on one of those three outcomes.  

You have, generally speaking, a 33% chance of being right and a 67% chance of being wrong on the trade. 



So, how do you improve your odds of being right? 

We will learn several strategies to improve the probability of a successful trade including: 

1. Protective Stop Losses 

2. Technical Analysis  

3. Fundamental Analysis 

You will learn about protective stop losses, technical trading and fundamental analysis from the weekly lesson 

blogs sent to your email.  In addition, you can access the trading lessons on our website… 

The key to successful options trading is to not bet the farm on any single trade.  You have to be disciplined in 

any type of trading plan and options are no exception.  A small gain is better than a huge loss.  Limit the 

number of contracts you purchase in any one option position.  A good rule of thumb is never put more than 

20% of your cash into any single trade. 

 

Option Terminology 

Strike Price:  The price you choose for the underlying stock that you buy the option contract for. 
 
In the Money:  When the underlying stock price is above the (Call) or below the (Put) Strike price. 
 
At the Money:  When the underlying stock price and the Strike price are equal. 
 
Out of the Money:  When the Strike price is above the (Call) or below the (Put) current stock price. 
 
Premium:  The cost of the option contract based on Time and Volatility. (Extrinsic Value)  The premium is the 

Time Value of the Option.  The farther out the Expiration Date, the higher the Premium.  The Premium is added 

to the Intrinsic Value of the underlying security or stock, if the strike price is In The Money.  If the Option 

doesn’t have Intrinsic Value, in other words, if the Strike Price is Out of The Money, then the Option Price will 

consist of nothing but Premium. 

The Premium is affected by both the Expiration Date and the Strike Price.  If you choose a Strike Price that is 

In The Money, the Premium will be higher.  Conversely, if the Strike Price is Out of the Money, the premium 

will be lower. 

Intrinsic Value:  The value of an option that could be realized by liquidating the underlying stock at its current 
price. 
 
Option Chains: is an Options Table that shows all the different Strike Prices, Expiration Dates and Premiums 
for any Option you may choose. 

LEAPS, or long-term equity appreciation securities contract, is simply a long-term option 
contract. 

Every option controls 100 shares of a specific stock, index, or fund. This is called the underlying security or 
stock. It cannot be changed during the lifetime of the option, and options are not transferable. 
 
Every option has an expiration date. That is the third Friday of the expiration Month 
 
Finally, there is the strike price, which is the fixed price per share of the underlying stock. 
 



These four standardized terms define each and every option 
 

Option Trading Levels 

Level 0 – At this basic level, you are not allowed to do very much. You can write covered calls 
and protective puts, and not much more. 

 
Level 1 – You can do everything in level 0, plus buy calls or puts and open long straddles and 

strangles. 
 
Level 2 – Now you’re getting somewhere! Here you can do everything in the previous two 

levels, plus open long spreads and long-side ratio spreads.  
 

Level 3 – This is for the big dogs. At this level, you can enter into just about any kind of options 
positions. This includes all of the other level trades, plus uncovered options, short straddles and 
strangles, and uncovered ratio spreads. 
 

Most option trades are Level 1 trades and for purposes of this course and the trading you follow with 
Advantage Trader, Level 1 is all you need.  We prefer to keep things simple and most people get confused by 
more complicated spread trades, which makes it easier to make mistakes and lose money. 

If you have a brokerage account or are planning to open a brokerage account, you will ask for option level 1, 
which allows you to trade Calls and Put options, as well as, straddles and strangles. 

 

Option Chains 
 
An option chain is simply a listing of all the put and call option strike prices along with their premiums for a 
given maturity period. The majority of online brokers and stock trading platforms display option quotes in the 
form of an option chain.  

 
In the image below, you will see an option chain for IBM with Call options on the left and Put options on the 
right.  The strike prices in the green shaded areas indicates an ‘In the Money’ price.  Whereas the un-shaded 
areas are considered ‘Out of the Money’. 
 
 
Bid / Ask Price 
 
The Bid and Ask prices are displayed in the Option Chain for each Strike Price.  The Ask price is the price you 
pay when you buy an option and the Bid price is the price you receive when you sell the option.  The difference 
in price between the Bid and the Ask price is known as the Spread.  This is the amount that the Market Maker 
or Broker makes on the trading floor. 
 
It’s important for you to know the difference between the Ask and the Bid price.  If the Spread between the two 
is too large, it will make it more difficult to profit on the trade, because the Bid price will eventually have to 
exceed the Ask price that you originally paid for the option contract. 



 


