
 



 
Options Trading Checklist 

ü 1.) TRADING PLAN:  First and foremost, you must have a trading plan.  Know when you want to exit your trade based on 
gains, losses, underlying asset targets, timeframe, etc.  For instance, is your goal to make 30% returns on a trade?  Or, are 
you waiting for the underlying stock to hit a certain level?   

Jay’s Commentary:  Despite seeming to be a very basic concept, the trading plan is probably the most important 
part of trading options (or trading any asset for that matter).  Too many times traders lose money because they 
enter a trade without a plan.  I’m guilty of this as well.  Your trading plan isn’t always going to maximize your 
returns, but done properly, it will reduce risk.  Remember, the most important thing is being able to trade 
another day.  There are plenty of resources out there to help you develop a trading plan and I highly recommend 
you check them out before you start trading regularly.  
 

ü 2.) NEWS:  Check the underlying asset for any news. You don’t want to get into a new options trade just to realize the 
fundamentals have shifted.  It’s okay if there’s something minor which comes out. However, if the company preannounces 
worse than expected earnings, you definitely want to reconsider.  

 
Jay’s Commentary:  You don’t necessarily have to go through every headline in a given day with a fine-toothed 
comb.  However, you should definitely make sure your trade thesis is still intact.  If there’s a big news item, at 
least take the time to scan it for anything which may change your mind on the trade. 
 

ü 3.) SANITY CHECK:  Before pulling the trigger, make sure you are comfortable with the trade.  Will you be able to sleep at 
night knowing the trade is on?  If your answer is no, you need to rethink the trade.  You’ll only succeed as a trader in the 
long-term if you enjoy what you’re doing – and that requires a certain comfort level with all your trades.  

Jay’s Commentary:  Every trader has a different DNA.  Some traders are only comfortable buying options.  Other 
traders may prefer to only trade covered calls.  There are many ways to trade and many paths to success. The 
key is finding out what kind of trader you are and what you are comfortable doing over the long-run. 
  

ü 4.) EXIPIRATION:  Decide how long you want to give this trade.  In other words, pick your option expiration month – will 
it be weeks or months until it expires?  Options with longer expirations will cost more money but will give your trade thesis 
more time to work out.   You need to decide if you’re willing to pay more for more time.  
 

 
 
 
 



 
Jay’s Commentary:  This is one of the hardest decisions for an options trader to make. How much time do you want to 
purchase if you’re buying options?  Often times the answer depends on your trade thesis.  Is this trade a play on earnings?  
In that case you may just stick to the period that covers the earnings release.  Is the timing of your trade thesis uncertain?  
In that situation, it’s probably worth it to pay up for time.  

 
ü 5.) CALL OR PUT:  With any options trade, you must choose your option type.  Is it a call (makes money if the underlying 

asset goes up) or put (makes money if the underlying asset goes down)?  Sometimes call and put prices can be similar so 
make sure you are picking the right one! 

 
Jay’s Commentary:  One interesting thing about calls and puts is they typically aren’t priced equally based on 
how far they are from the current stock price.  For instance, a call that’s 5% higher than the stock price is almost 
always going to be cheaper than a put that’s 5% lower. Why?  It’s because puts are used for hedging (protecting) 
stock positions so are in demand more than calls.  This is particularly true in index (or ETF) options.  It’s such a 
common situation in options chains (the list of options by strike, which you see in the screenshot) that we have 
a name for it – options skew. 
  

ü 6.) BUY OR SELL:  Once you pick call or put, you have to decide if you’re buying or selling.  Most new traders will be focused 
on buying options to start.  You’ll only be selling to close the position.  Make sure to double-check buy versus sell before 
you send your order in!  Keep in mind, when you buy an option, the only risk you have is the money you spend on 
purchasing your call or put. 

Jay’s Commentary:  When you buy options you’re making a debit trade.  Selling options results in a credit trade.  
Credit trades are generally for more experienced traders as they require a margin account to trade.  As a general 
rule of thumb, debit trades are low probability trades with high returns, while credit trades have a high 
probability of success but low returns.   I always recommend buying options to start with, as it’s a really good 
way to learn how options work without taking big risks.  For those interested in trading options for credit, the 
best way to start is with covered calls, as it is also a very low risk strategy (but requires a fair amount of trading 
capital).  
 

ü 7.) STRIKE:  The next step is to pick the strike price.  If the strike is the same or very close to the underlying asset price, it’s 
considered at-the-money.  A call strike that’s higher than the asset price or a put strike that’s lower than the price are 
both considered out-of-the-money.  You’ll mostly likely be trading at-the-money or out-of-the-money options in most 
circumstances. 



 
 
 
 
Jay’s Commentary:  Think of the strike price as a probability scenario.  The closer the strike is to the current 
stock price, the higher probability it will end up in-the-money, but the more you’ll pay for the option.  There 
isn’t a right way to pick a strike.  It completely depends on how much you are willing to spend and how far you 
think a stock is going to move.  One tip that I give every new options trader: don’t buy options too far out-of-
the-money.   
If you are purchasing an option for 5 or 10 cents then the strike price is too far away and you are essentially 
wasting money.  In most cases you want to be looking for at least $0.25-$0.50 options for the strike to be 
worthwhile.   
Note: This may not be true for very high priced or very volatile stocks.  In that case you usually have to pay up 
for any reasonable strike.  For new traders, try to avoid these types of stocks to start with. 
 

ü 8.) QUANTITY:  Next, pick the number of contracts (options) you want to trade.  Be sure you don’t have extra zeros on 
your quantity!  It’s generally a good idea to start small (1 contract) if you are new to options trading.  Remember, you’ll 
be multiplying quantity by price to figure out how much you’ll spending when buying options.  

 
Jay’s Commentary:  I can’t tell you how many times someone has told me they accidentally traded 10 contacts 
instead of 1, or even 100 contracts instead of 10.  It’s much easier than you may suspect to hit that extra zero 
when entering quantity. I’ve done it myself.  Also, don’t try to do too many contacts to begin with as a new 
options trader.  Start small and slowly raise your volume up over time.  To this day, I rarely trade more than a 5-
lot on any trade I make - unless I really like the trade. 
  

ü 9.) PREMIUM:  Pick your premium (price).  I recommend starting at the midpoint between the bid and ask and moving up 
(or down) from there.  And don’t forget to use a limit order – just like with stocks, market orders with options can result 
in undesirable results.  With options, one cent is equal to $1, so a $0.50 option will cost you $50 for each contract you 
purchase. 

 
Jay’s Commentary:  I usually don’t spend more than $2.00 per option ($200 in dollar terms) when buying 
options.  More often than not, that number is closer to $1.00.  As I mentioned in the strike price commentary 
above, I don’t go below $0.25 - $0.50 for an option in the vast majority of circumstances.  



  
If an option is not in-the-money, the premium will diminish over time in a process options traders call time 
decay.  Keep that in mind when buying options.  If you are purchasing an out-of-the-money options for $200 
per option, that’s a lot of time decay.  Try to keep your costs low whenever possible, but at the same time, don’t 
go overly cheap either.   
 

ü 10.) REVIEW:  After you get your fill confirmed, double-check everything to make sure you got your option type, quantity, 
strike, and price the way you expected it to be.  If there’s a mistake, you want to catch it right away so you can reverse 
out of it and get back into the proper trade.  It’s always a good idea to be as accurate as possible when trading options. 

 
 

 
Jay’s Commentary:  The graph above is an example of a Profit/Loss graph.  Just about any options broker should 
provide this feature on their trading platform.  Make sure you understand your profit/loss potential before 
making a trade.  And then, before you hit “send”, look at the P/L graph and make sure the trade is offering what 
you think it should be offering in terms of risk versus reward.  

  


