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DISCLAIMER: Stock, forex, futures, and options trading is not appropriate for everyone. There is a substantial risk 

of loss associated with trading these markets. Losses can and will occur. 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 information in this special report will generate profits or ensure freedom from losses. Risks 

also include, but are not limited to, the potential for changing political and/or economic conditions that may 

substantially affect the price and/or liquidity of a market. The impact of seasonal and geopolitical events is already 

factored into market prices. Under certain conditions you may find it impossible to liquidate a position. This can 

occur, for example, when a market becomes illiquid. The placement of contingent orders by you, such as “stop-

loss” or “stop-limit” orders will not necessarily limit or prevent losses because market conditions may make it 

impossible to execute such orders. In no event should the content of this correspondence be construed as an 

express or implied promise or guarantee that you will profit or that losses can or will be limited in any manner 

whatsoever. Past results are no indication of future performance. Information contained in this correspondence is 

intended for informational purposes only and was obtained from sources believed to be reliable. Information is in 

no way guaranteed. No guarantee of any kind is implied or possible where projections of future conditions are 

attempted. 
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Introduction 

Back in 2013, hedge fund software programmers Baiju Bhatt and Vladimir 

Tenev took a bold step in achieving their dreams by deciding to leave their cushy 

Wall Street jobs. It may have been risky at the time, but it was a move that 

eventually led to a new business venture – one that would revolutionize how we 

view investing.  

After spending years working on “the Street”, they realized that there was a 

severely underserved part of the investment world – a group of folks that didn’t 

really have access to the tools of high-powered investors. 

In general, retail investing was exclusive to highly educated, high net worth 

individuals, all of whom had spent years (if not decades) learning the ins and outs 

of the market. 

And in addition to dealing with a steep learning curve, they also were 

paying high fees. Fees for money managers, brokerages, and even transactions.  

And “through the nose” they paid for decades, happily. After all, investing 

can certainly pay off in a big way if you know what you’re doing. To many folks, 

the prerequisite education and high fees were worth the price of admission. 

But Bhatt and Tenev saw things differently. They knew that for the most 

part, “average folks” like you and me didn’t get the same Wall Street treatment as 

top-flite investors. Those guys were laughing all the way to the bank for years, 

while our cash was stuck in our savings accounts, growing at a snail’s pace on 

rock-bottom rates. 
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Bhatt and Tenev wanted to level the playing field with a free, user-friendly 

stock trading app. One that didn’t have any commission fees, charges, or any of 

the “intimidation factor” associated with most brokerages.  

So, with a chip on their collective shoulders, they got to work. 

They had a vision, a prototype, and a dream – one that would eventually 

become a reality after wooing a handful of venture capitalists. But initially, the 

road to finding their first investor wasn’t easy. 

Bhatt and Tenev courted seemingly every deep-pocketed executive and 

money manager they could find. 

Almost every time, they were met with the same responses: 

“There’s no way it’ll work.” 

“There’s too much competition” 

“It’s too risky.” 

…and even sometimes: 

“You guys are absolutely crazy.” 

After 75 fruitless pitches and long periods of reflection on what they were 

doing wrong, the entrepreneurial duo finally found a few backers who offered 

them financial support, breathing life into the project that they so strongly 

believed in. 
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With a fistful of dollars and some newfound confidence, Bhatt and Tenev 

began to prepare their app for release. Neither of them had any experience 

working with consumer-facing products, and success from here looked like a 

longshot at best. 

Nonetheless, after completing a working version of the app, they set up a 

website with a description on the homepage, which spelled out in plain terms 

what their new stock trading platform was offering: 

“Commission-free trading, stop paying up to $10 per trade.” 

Underneath that message, was a button that let visitors sign up for a 

waitlist which slowly added new users to the app each day. 

Word quickly spread about the trading app’s zero-commission fee 

structure, and in a short period of time, Bhatt and Tenev’s new venture was 

generating some serious buzz. 

It all came to a head, though, when an article about the new app was 

published on Hacker News, a website popular with tech-savvy millennials. The 

story about a no-commission stock trading brokerage went viral and within a few 

weeks, the app’s waitlist swelled to 1 million users – all before the product even 

launched. 

Since launching, Robinhood has grown in value to roughly $6 billion – 

making its founders some of the wealthiest self-made men under the age of 30. 

Its popularity with millennial investors is largely to blame for its success, and the 
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no-commission trades attracted tons of first-time stock traders who could now 

play the markets like never before. 

Robinhood forced their way past the old guard and into the spotlight with a 

strong offer that appealed directly to younger investors:  Commission-free trading 

using an app on your smart phone with no minimum account balance.  

Robinhood’s slogan is “Investing For Everyone.”  And while eliminating 

commissions and offering the ability to invest directly from a smart phone 

certainly lowered the barrier for entry, one problem remains: 

Stocks today are priced out of reach for most younger investors.  Take a 

look at the share price for the top 10 companies in the S&P 500:  (Share price data 

as of May 20th, 2020) 

1: Microsoft (MSFT): $185.20 

2: Apple Inc. (AAPL): $317.23 

3: Amazon.com (AMZN): $2,465.00 

4: Berkshire Hathaway Inc. (BRK.B): $175.59 

5: Alphabet Inc. Class C Shares (GOOG): $1,411.45 

6: Facebook Inc. (FB): $235.18 

7: Johnson & Johnson (JNJ): $146.52 

8: Alphabet Inc. Class A Shares (GOOGL): $1,413.17 
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9: Walmart Inc. (WMT):  $124.74 

10: Procter & Gamble Co. (PG):  $112.04 

Not a single share to be bought for less than hundred dollars… and three of 

the top 10 trading at over $1,000 a share.  Which means the prices of the stocks 

themselves is still a significant barrier for younger investors in capital 

accumulation mode.  

True to their slogan of “Investing For Everyone”, once again Robinhood is 

taking steps to break down the walls of investing with the introduction of 

fractional shares.  

What Are Fractional Shares? 

Buying a fractional share of a stock simply means you’re buying a “piece” of 

a full share.  For example, consider the case of an investor with $1,000 to invest in 

Amazon.com.  The current share price of Amazon.com (AMZN) is $2,400 per share 

which means the investor in our example cannot afford to purchase a full share. 

For many years, our investor’s only option was to save up more money until 

he could afford a full share.  But with advent of fractional share investing, the 

investor in our example could now buy a fractional or partial share of Amazon 

with his $1,000 stake.  

Thanks to fractional investing, you can now literally buy a piece of some of 

the most successful companies in existence today for as little as $1.  The barrier to 

entry for investing in the stock market has never been lower.   
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Consider that a young Warren Buffett had to scrimp and save for months to 

acquire the necessary capital required to make his first stock purchase.  (Warren 

Buffett bought Cities Services preferred stock at $38 per share an 11 year old 

boy.)   

Imagine if a young Warren Buffett could have started investing with just $1!   

Keep in mind, Robinhood is not the only brokerage to make fractional share 

trading available, but they are leading the charge and other brokerages are 

playing catch up.     

It’s also important to remember that the fundamentals of investing do not 

change.  So whether you’re buying 1,000 shares of stock or whether you’re 

investing just a dollar, the basic principles of investing should still guide you.  

So the remainder of this report will be devoted to explaining the basics of 

investing using the Robinhood platform.   

Investing on Robinhood – The Basics 

Why Should I Invest in Stocks in the First Place? 

Whether you’ve been investing for a long time or are just starting out, 

chances are you’ve asked yourself the following question at least once.  

“Why bother investing at all if I could possibly lose money?” 

While it’s true that the market generates winners and losers every day, it’s 

also true that there is plenty to gain if you’ve got a solid investing foundation.  
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Risk, which can never truly be eliminated, can be mitigated however, and 

knowing how to do so is one thing all successful investors have in common. 

In this guide, we’ll cover just that. 

But before we get into the details, we need to answer a few more 

questions. 

How Much Should I Invest in Stocks? 

Everyone’s risk tolerance is different, and the amount they can afford to 

invest varies greatly.  

But a good goal you can set for yourself is to save anywhere from 5% to 

10% of your monthly income strictly for investing in the stock market.  

This is not a recommendation per say, but a method that other investors 

use to fund their stock portfolios.  

What Strategies Should I Use? 

Again, this is something we’ll dive into deeper later on, but I’ve found it’s 

often helpful to outline why investors adopt certain strategies. 

In general, your personal investment strategy should take into account the 

following: 

1. Your financial situation 

If you’re holding tons of high-interest debt, it might make more sense to 

pay that off before even thinking about investing in the stock market. If the 
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interest generated by your investments doesn’t outpace your debt interest, 

you’re not making the best use of your cash long-term.  

Paying off high interest debt first is arguably the most beneficial action an 

investor can take. So, before you jump into Robinhood, please consider your 

current financial situation and whether stock market investing makes sense. 

2. Your financial goals 

In other words, why are you investing? What do you want to do with the 

money you generate? For most folks, retirement is the be-all-end-all goal, and 

investing in the stock market can help accelerate your route to the finish line.  

However, that’s not always the case. Sometimes investors just want to 

make a down payment on their first house, or perhaps they’re preparing for 

future expenses, like paying for a college education. It doesn’t matter what your 

investing goals are, but it’s important to identify them before you get started. 

3. How long you plan on investing 

This ties in directly with the section above. Depending on your financial 

goals, you will be either a short-term or long-term investor. Short-term investors 

often find low-risk, low-reward investments more attractive, since they protect 

against short-term losses. 

Longer-term investors, like those of us saving for retirement, are often 

willing to take on a little more risk for bigger long-term rewards. Investing in the 

stock market, for example, is the most popular way to do this. 
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Whichever way you plan on investing – short-term or long-term – make 

sure to have that in mind when making investment decisions. 

A commonly used rule (the “100 rule”) to determine how long you’ll be 

investing is as follows: 

100 – Your age = The percentage of your portfolio that should be allocated 

to stocks vs. cash or fixed-income securities like bonds 

4. Your risk tolerance (as mentioned above) 

Again, this ties in to the sections prior, but it’s important to reiterate. 

Independent of investing timelines or financial goals, some people are naturally 

less risk tolerant than others. Even if you are going after long-term gains, you 

might not be able to stomach a market downturn – something that happens from 

time to time. 

Equities won’t always be going up and living with the “slumps” is just a part 

of stock market investing.  

If that’s something you can’t get used to, then lower-risk (but lower-

reward) investments might make more sense. 

5. “The golden rule” 

No, not THAT golden rule. I’m talking about the golden rule of investing: 

You should only invest what you’re willing to lose. 
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Although a total loss is unlikely, it can theoretically happen and investors in 

the past have been burned by “bag holding” (refusing to sell a losing position) for 

too long. With the proper risk management, this can be mitigated somewhat, 

however 100% losses are still technically possible. As a result, you should never 

invest “critical” funds you can’t afford to live without. 

Next, I want to talk about a few of Robinhood’s “red flags” – things that 

beginners (and sometimes seasoned traders) shouldn’t mess with. For better or 

for worse, Robinhood has no problem giving you access to advanced trading tools, 

which used improperly, can generate massive losses. 

Robinhood “Red Flags” to Avoid 

Day Trading and “Day Trade Calls” 

Day trading, which involves the buying and selling of a particular stock 

within the same trading session (day), is not for the faint of heart.  

Nor is it for someone who values their time. Unlike long or short-term 

investing, day trading requires a laser focus, intimate knowledge of the markets, 

and most importantly, a high tolerance for stress.   

Unless you like identifying micro-trends and staring at hourly stock charts, 

day trading might not be the best idea. 

But in addition to everything listed, day traders must also be wary of 

suffering a “day trade call”, which halts trading for 90 days once a certain day 

trading threshold is reached. On Robinhood, users are allowed to make no more 
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than three day trades in a five trading day period unless they have at least 

$25,000 worth of equity in their “Instant” or “Gold” accounts, in which case the 

restrictions are lifted. 

If you don’t day trade on a regular basis, it’s unlikely that you’ll ever receive 

a day trade call. Moreover, Robinhood will warn you when an order will put you 

over the limit. 

Still, it’s something to be wary of, along with the fact that day trading is 

simply unsuitable for most investors. 

 “Penny” or Low Value (Less than $3) Stocks 

Another favorite of “get rich quick” speculators, “penny stocks” are subject 

to high price volatility, making them somewhat riskier to invest in than your 

average stock.  

When these stocks are bought and sold, it doesn’t take much to “move the 

needle” so to speak, causing the penny stock’s price to move upwards or 

downwards rather rapidly.  

As a result, most investors stay away from low value stocks. In order to 

trade them, you need to watch them much more closely than ordinary stocks, like 

investors do when day trading. 

For that reason, penny stocks are not recommended for the average 

investor. Let alone beginners, which Robinhood seems to attract. 

Leveraged Exchange Traded Funds  
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An exchange traded fund (or ETF) is a collection of securities, like stocks, 

that tracks and underlying index. ETFs on their own are totally kosher for almost 

all investors and pose arguably less risk than investing in specific companies. 

However, there is one kind of ETF that you may want to stay away from, 

simply because they’re more volatile than their more pedestrian counterparts. 

Leveraged ETFs, the kind many investors avoid, look to multiply and 

sometimes invert the return of an underlying index or asset. They do so by using 

debt and/or derivatives to amplify the movement of a traditional index or asset, 

typically by two or three times. 

The result is an ETF that moves upwards way faster when the underlying 

index or asset goes up. But don’t forget that the leveraged ETF is a double-edged 

sword, and drops like a rock when the underlying index or asset goes down. 

What you’re left with is an ETF that’s too volatile for most investors, and 

ultimately adds additional risk. 

Wash Sales 

This is something that, like day trade calls, you’ll probably never run into. 

Still, you should be wary of it as a Robinhood user. 

If you sell a stock for a loss, and then buy a virtually identical stock within 

30 calendar days, you’ve just committed what’s known as a “wash sale”. The 

same goes for if you bought a virtually identical stock within 30 days before you 

sold. 
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You can’t claim wash sale trades as losses on your taxes. As a result, they 

should be avoided at all costs. 

Margin Calls 

This is it, the “grand daddy” of Robinhood red flags to avoid. Despite all the 

great things that Robinhood has provided for investors, you still hear Robinhood 

margin call horror stories from time to time.  

Usually, they involve novice investors who think they’ve found a stock 

that’s going “to the moon”. So, they load up on shares with money borrowed 

from Robinhood (known as margin trading) and hit the “buy” button with 

enthusiasm. 

Over time, the stock ends up falling a significant amount, devaluing the 

novice investors’ positions. Eventually, the value of the underlying stocks in the 

investors’ accounts fall below their margin maintenance (the minimum portfolio 

value required to borrow cash for trading), resulting in Robinhood issuing margin 

calls. 

When a margin call is made, the broker (in this case, Robinhood) is 

demanding that the investor deposits cash or securities to cover potential losses 

stemming from a losing position. 

Robinhood does this to ensure that they don’t lose money on the investor’s 

bad trade. It’s something that all brokerages participate in to protect themselves 

from undue losses. 
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Getting margin called by a broker is decidedly not fun and should be 

avoided whenever possible. The best way to do that is to simply never participate 

in margin trading. 

If, however, you do want to get involved with margin trading (as it does 

offer some advantages), then keep in mind that Robinhood will warn you when 

you’re in danger of exceeding your margin maintenance levels. 

But sometimes, a position will fall in value too quickly for the warning to 

fire, putting your account into margin call territory before you know it. 

For that reason, margin trading is not suitable for most investors as it is 

both complex and increases potential losses. 

But that doesn’t mean you still can’t go after high gains while minimizing 

risk thanks to derivatives like options, which we’ll cover in the next section.  

Gaining an Edge with Options, Robinhood’s “Worst Kept Secret” 

Odds are, if you’ve spent any time with Robinhood, you’ve run across their 

options trading interface. At first, options may appear too tricky or complex to 

understand. They’ve got their own set of rules, expiration dates, and stipulations 

that make them very unique. 

They are derivatives, after all, and buying or selling options is not the same 

as buying or selling stock. 
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Due to how options work, they allow traders to use a bunch of different 

strategies they otherwise wouldn’t have access to. For that reason, options are 

the preferred method of investing for plenty of people.  

Better yet, Robinhood doesn’t charge any additional fees on options, which 

over time can add up to a significant amount. For this reason, Robinhood offers 

options traders a huge competitive advantage, and arguably makes options more 

attractive than other securities for trading on the Robinhood platform.  

But before we dive into actual options trading strategies, we first need to 

learn about the different types of options and how they work. 

What are Options? 

Options, unlike stocks, allow investors to actively interact with stocks 

without actually trading them. They allow traders to control shares of stock 

without actually owning any stock at all. 

Pretty neat, huh? 

Options contracts can do this because they give the buyer the option, not 

the obligation, to buy or sell an underlying asset or instrument at a specified 

strike price prior to or on a specific date. 

That might sound a little confusing if you’re not familiar with derivatives, 

but it’s really quite simple and easy to understand once you get the hang of it. 

So, let’s look at the two types of contracts you’ll run into as an options 

trader: 
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1. Call Options 

Investors buy call options because they think that the underlying stock will 

rise in value. Sellers of call options, on the other hand, believe that the underlying 

stock will decrease in value or remain the same. 

Like we talked about above, call options allow buyers the option (not the 

obligation) to buy 100 shares of the underlying stock at a designate strike price (a 

term we’ll define in a moment). 

As the underlying stock rises in value, so too does the value of the call 

option, but at a greater magnitude. Because of this, it can be quite easy to rack up 

significant gains in a short amount of time. However, losses can pile up quickly as 

well, so risk management becomes extremely important for call option buyers. 

On the other side of the coin, call option sellers make money in a different 

way. They collect the contract’s premium while being obligated to sell 100 shares 

of the underlying stock to the contract owner at the agreed-upon strike price. 

For that reason, selling options contracts is a little more nuanced. The stock 

doesn’t have to move in order to generate a gain for the call contract seller, but 

they don’t have the option to buy it like the contract owner does. Instead, they’ve 

got the obligation to sell at the strike price upon contract maturity, which is 

obviously less desirable. 

2. Put Options 

Opposite call options are put options contracts, which are bought by 

investors who expect the underlying stock to decrease in value. Sellers of put 
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options, on the other hand, believe that the underlying stock will rise in price or 

stay the same. 

Put options work just like call options, but in reverse. The nice thing about 

put options is that they allow investors to “short” a stock (make money off a 

stock’s decline in value) without having to trade on a margin like they normally 

would have to. 

By using both types of options contracts, traders can execute advanced 

trading strategies that reduce risk while maximizing potential gains over a shorter 

time frame than would normally be possible with stocks alone.   

Now that you understand the two types of options contracts that we’ll be 

talking about, we also need to cover the specific vocabulary you’ll come across 

when working with options. 

Options Trading Terminology 

Strike Price 

The “strike price” of an option is simply the price at which the options 

contract can be exercised. If it helps, you can think of it as the “anchor” or 

“baseline” of a contract. For a call option, if the underlying stock goes above the 

strike price (plus the contract premium you paid), the call option becomes 

profitable.  

If the value of the underlying stock stays below the strike price (or drops 

further) at the time of expiration, the call option will expire, worthless.  
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Because owning a call option doesn’t mean you actually own the stock, a 

significant enough drop in the underlying stock price close to expiration will cause 

the contract’s value to evaporate in a hurry. 

That might sound scary, but as long as you buy call (or put) options far 

enough away from expiration, you’ll be able to get out of unprofitable contracts 

without losing 100% of the position if they are sold before the expiration month. 

Buying to Open 

When you buy an options contract, you’re “buying to open” the position. As 

the owner, you have the right to place an order to sell the contract back into the 

market, exercise the contract, or let it expire. 

Selling to Close 

When you sell an options contract back into the market, you’re “selling to 

close” the position. 

Selling to Open 

When you sell an options contract (in an attempt to earn a profit on the 

contract premium), you’re “selling to open” the contract. Remember, though, 

when you sell options contracts, you have the obligation, not the option (like 

when you’re the buyer), to sell at the strike price. 

Buying to Close 

If you wanted to buy back a contract that you sold, you’d be “buying to 

close” the position. 
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Exercise 

Like we discussed earlier, options contract owners have the right to 

exercise their contract, let it expire, or sell it back into the market prior to 

expiration. If the contract is “in the money” (meaning the underlying stock is 

ABOVE the strike price for a call, BELOW the strike price for a put), then the 

contract owner is likely to exercise that contract. 

However, as you’ll soon see, for buyers it’s preferable to simply sell the 

options contract back into the market. Options traders (buyers) typically don’t 

exercise their contracts, as they’re only interested in executing options trading 

strategies – the one thing that Robinhood allows investors to do for lower costs 

than other brokers, due to Robinhood’s unique $0 contract fees. 

Assignment 

Option contract sellers, regardless of whether they’re selling calls or puts, 

can be assigned stock at any time if their option is “in the money”, meaning that 

the underlying stock’s price is ABOVE the strike price in the case of a call, or 

BELOW the strike price for a put.  

For example, if I sold a put option, I’m contractually giving the right for the 

put owner (someone else) to sell or “put” themselves the stock at the strike price 

before expiration.  

In layman’s terms, assignment gives the options contract seller notice that 

the contract owner has decided to exercise.  
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Premium 

As you’ve probably figured out by now, the premium is very important to 

options contract sellers. After all, that’s what they’re receiving as payment for 

selling to open options.  

The price of the premium is different from contract to contract, and is 

dependent upon the current value of the contract, the underlying stock’s price, 

the underlying stock’s volatility, and the amount of time remaining until 

expiration (time value).   

Time Value 

The closer an option is to its expiration date, the less time value it has. The 

further away an option is from expiration, the higher the time value will be. 

Simply put, options lose time value as they approach expiration.  

When to Buy or Sell Options Contracts  

We covered this when talking about the different types of options 

contracts, but I thought it might be helpful to plot out a simple graphic of what to 

do (buy or sell) based on your expectation of an underlying stock’s future 

behavior. 
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To reiterate, let’s look at exactly what each scenario above entails. 

Expecting the stock to rise? Buy a call option 

Since you think the underlying stock will rise, you decide to buy to open a 

call option. Because you’re the buyer, you pay the premium, and now have the 

right to buy 100 shares at the strike price if you exercise the option. You can also 

let the option expire or sell it back into the market prior to expiration. 

Expecting the stock to fall? Buy a put option 

You’re convinced that the underlying stock is about to drop. Maybe it was 

some bad news, or possibly a formation you identified on the price chart. Either 
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way, you’d want to buy to open a put option – entitling you to the same rights as 

if you bought to open a call option.   

Expecting the stock to fall or stay at the same price? Sell a call option 

After some analysis, you determine that the underlying stock is unlikely to 

rise. It doesn’t matter if chops sideways or falls. All it has to do is not “go up” – 

something you’re almost sure of. In that case, you’d want to sell to open a call 

option in hopes of collecting the contract’s premium as profit. Remember, 

though, as the seller, you have the obligation to sell 100 shares at the strike price 

if assigned. 

Expecting the stock to rise or stay at the same price? Sell a call option 

If you find that the underlying stock is locked into a slow uptrend and looks 

unlikely to fall, then selling to open a put option might make sense. The same 

rules apply as if you sold to open a call option.  

But outside of the scenarios listed above, there are still more ways to play 

the market while using options. These strategies are more advanced, but thanks 

to Robinhood’s no-fee options contracts, remain highly affordable. 

Even for novice investors. 

So, now that we’ve laid the foundation of what options contracts can do 

and some basic techniques, let’s dive into spreads, straddles, and strangles – 

three of the most common options trading strategies. 
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Advanced Robinhood Trading Strategies 

Straddles and Strangles 

If you’re expecting a stock to move up OR down dramatically within a 

certain period of time, creating a straddle or strangle might make perfect sense. 

Both strategies, which involve buying a call and a put at the same time, offer 

investors the ability to generate profits off stocks that love to move around. 

And even though they’re used to achieve similar goals, straddles and 

strangles are slightly different. Here’s how: 

Straddle 

 

Probability chart for a SPY straddle that costs $127. Note the potential 

profits and losses based on the price of the underlying security at expiration. 
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Creating a straddle involves buying a call and a put with the same strike 

price AND expiration date. In general, a straddle’s premiums will be more 

expensive than a strangle’s, however its probability of generating a profit is also 

greater. 

Strangle 

 

Probability chart for a SPY strangle that costs $148. Note the potential 

profits and losses based on the price of the underlying security at expiration. In 

many ways, strangles and straddles are interchangeable. 

In order to create a strangle, you need to buy a call and a put with different 

strike prices but the SAME expiration date. A strangle is less expensive than a 

straddle but offers a slightly lower probability of generating profits.  
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Other Benefits 

The nice thing about straddles and strangles is that they provide unlimited 

profit potential while capping losses to the cost of the call and put premiums. As 

long as the underlying stock moves in either direction long enough, straddles and 

strangles will be profitable. Finding out if a stock moves, not where it will move is 

a much easier endeavor than identifying up or downtrends.  

When to Use Straddles and Strangles 

Straddles and strangles are best used when a company is expected to make 

an important announcement or around earnings season. It helps to look at what 

happened after transformative events in the past to see which stocks tend to 

“pop”, either upwards or downwards. 

Spreads 

When it comes to spreads, there are two kinds: 

Credit spreads and debit spreads. 

And within each type of spread, there exists both call and put varieties – 

meaning in total, there’s four “regular” spreads (more on that later) that can be 

made: 

Call credit spreads, put credit spreads, call debit spreads, and put debit 

spreads. 

Let’s examine how they work and why you would want to use them. 
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Call Credit Spread 

 

Probability chart for a SPY call credit spread. Note the maximum potential 

profit of $61 and maximum potential loss of $39 based on the price of the 

underlying security at expiration. In this case, the strike price of the bought call is 

300, while the sold call’s strike price is 299. 

If you think that a particular stock will either stay the same or go down 

within a certain time period, creating a call credit spread might be good way to 

capture some profits. 

Call credit spreads are made when you sell a call AND buy a call, making 

sure to use different strike prices for each option but the same expiration date. 

For a call credit spread, the call you’re buying must have a strike price HIGHER 

than the call you’re selling.   
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The call credit spread generates a profit through the sale of the call, which 

returns its premium to the seller. Buying a call, thus completing the call credit 

spread, protects the spread creator from large losses should the underlying stock 

go up.  

Because of that, all call credit spreads have a maximum loss that equals the 

difference between the two strike prices minus the premium received from the 

sale of the call. However, a call credit spread’s gains are capped as well. The 

maximum profit (the premium received for selling a call) of a call credit spread 

can be reached if both options expire worthless. 

A call credit spread allows investors to sell call options without being 

exposed to unlimited upside risk. The potential gains are smaller with a call credit 

spread, but it’s a much safer bet all things considered. 
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Put Credit Spread 

 

Probability chart for a SPY put credit spread. Note the maximum potential 

profit of $37 and maximum potential loss of $63 based on the price of the 

underlying security at expiration. In this case, the strike price of the bought put is 

299, while the sold put’s strike price is 300. 

Opposite the call credit spread, a put credit spread becomes profitable if its 

underlying stock stays the same or moves upward within a certain time period.  

To create a put credit spread, you need to sell a put and buy a put at 

different strike prices but the same expiration date. For a put credit spread, the 

put you’re buying must have a strike price LOWER than the put you’re selling.   

And just like the call credit spread, the put credit spread protects the 

spread creator from excessive risk. The most a put credit spread creator stands to 
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lose can be calculated by finding the difference between the two strike prices and 

then subtracting the price received to enter the put credit spread.  

The maximum gain in this case is also like the call credit spread, which 

means that spread creators will earn the maximum profit (the premium from 

selling the put) if both options expire worthless.  

Call Debit Spread 

 

Probability chart for a SPY call debit spread. Note the maximum potential 

profit of $310 and maximum potential loss of $290 based on the price of the 

underlying security at expiration. In this case, the strike price of the bought call is 

297, while the sold call’s strike price is 303. 

In addition to credit spreads, we also have debit spreads, which involve the 

sale of an option and the purchase of an option. They’re the same as credit 
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spreads but have their strike prices flipped for each corresponding type of debit 

spread. 

To create a call debit spread, for example, an investor would have to buy a 

call option at a LOWER strike price than the call they’re selling. Both calls must 

have the same expiration date. 

Call debit spreads become profitable if a stock is moving upwards, but not 

necessarily if they stay put like a put credit spread. 

The maximum profit of a call debit spread is the difference between the 

two strike prices, minus the premium paid to enter the position. If the underlying 

security is at or above the strike price of the sold call (the higher strike price in 

this case), then maximum profits can be achieved. 
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Put Debit Spread 

 

Probability chart for a SPY put debit spread. Note the maximum potential 

profit sitting right below the strike price of the sold put. In this case, the strike 

price of the bought put is 303, while the sold put’s strike price is 297. 

Just like with the call debit spread, the put debit spread has its strike prices 

“flipped” relative to its corresponding credit spread. 

To create a put debit spread, an investor would need to a buy a put at a 

HIGHER strike price than the put they’re selling. Both puts would need to have the 

same expiration date. 

Put debit spreads increase in value as the underlying security falls in price, 

with the maximum gain secured once the underlying security drops below the 

strike price of the put being sold (the lower strike price). 
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So, if you think a stock’s going to drop within a certain timeframe, a put 

debit spread might make sense. In addition to enabling you to profit off a 

security’s downfall, you can also limit risk with put debit spreads. 

Tips for Placing Options Orders 

Now that you’re equipped with a solid foundation of options knowledge, as 

well as the more advanced techniques used by options traders, we need to cover 

a few final tips when it comes to actually placing orders. 

Sadly, not all options are created equal. Some stocks simply don’t have 

enough attention to generate sufficient options trading activity. Novice investors 

will often try to buy options on stocks that are thinly traded, only to get “trapped” 

within their options contract.  

Even if the underlying stock is moving in a favorable direction, you might 

not be able to sell your option for a significant profit if there aren’t investors 

looking to buy. 

Moreover, due to how the options are priced, there might be simply too 

much volatility at play to make some contracts safe to buy. 

So, when it comes to your own trading, try to only look for options that 

meet the following criteria: 

The open interest is greater than 1,000 
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Open interest indicates the total number of option contracts that are 

currently being offered. These contracts have been traded but not yet liquidated 

via assignment, being exercised, or an offsetting trade. 

For options traders, open interest is extremely important as it shows us 

how liquid an option truly is. For general use, you want to target options that 

have an open interest higher than 1,000. You can definitely go after contracts 

with open interest below that number, but just know that they’ll be harder to sell 

when the time comes. 

The bid/ask spread is less than 10% 

When you go to place an order for an option on Robinhood, you’ll see two 

prices displayed – the bid and the ask. The bid represents the most that buyers 

are willing to pay, while the ask shows us the minimum that sellers are willing to 

sell at. 

If the ask is more than 10% higher than the bid, you might want to consider 

walking away from the option. For example, if the bid on a call option is $1.00 but 

the ask is $1.20, I might be worried about whether that represents the option’s 

true value or not. 

In the example above, the bid/ask spread is 20% - far too high for my liking. 

Like with our open interest rule, you can still go after trades where the bid/ask 

spread is greater than 10%. 

Just don’t be surprised if the option decreases in value over the next few 

days as the spread narrows. 
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The option is “in the money” 

When it comes to simply trading (buying) options, NOT executing more 

advanced strategies, you’ll typically want to target ones that are “in the money”. 

For a call, that means its strike price is BELOW the underlying stock’s current 

price. For a put, that means its strike price is ABOVE the underlying stock’s current 

price. 

Because of how options are valued, 1-strike “in the money” options stand 

the best chance of generating profits off directional trading. There are less 

surprise value “spikes”, and in general, they’re much easier to track than trading 

“out of the money” options. 

The expiration date is 60-90 days away 

As time goes by, options lose time value – something we discussed earlier 

in this report. Because of that, buying options that are too close to expiration (30 

days or less) can be tricky business. Similarly, buying options that are too far away 

from expiration (90 days or more) have too much time value built in and will be 

less sensitive to the movements of its underlying stock. 

For that reason, your best bet is to focus on options with an expiration date 

that’s 60-90 days away. Time value is much less of a factor, and in the event that 

your “in the money” option goes “out of the money”, you’ll have more time for 

the underlying stock to move back in your favor. 
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Conclusion 

I hope that after reading this guide, you not only have a better 

understanding of options trading strategies, but that you realize why Robinhood 

is so uniquely beneficial to options traders.  

Options contract fees, which can go as high as $7.70 per contract with 

some brokers, have been one of the largest barriers to entry in options trading 

history. 

 

But thanks to Robinhood’s low-cost approach, investing in options has 

never been easier or more affordable.  

Options may not have been part of the Robinhood founders’ original 

“vision” when they set out to create a user-friendly investing app, but since then, 

they’ve unlocked a whole new world of trading to millions of potential investors. 

Equipped with the knowledge contained in this report, you too can take 

advantage of the best that Robinhood has to offer – high probability trades, 

limited risk, and best of all… 

No fees. 
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Which, if you do enough trading, equates to “free money” over time. And 

that, if nothing else, is something to get excited about. 

Turn A Small Account Into A 
Large Account With This 1 

Sneaky Trick... 
 

 

 

For the full story, visit: 

www.profitsrun.com/robinhood 
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