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Risk Disclosure:

FOR EDUCATIONAL AND INFORMATION PURPOSES ONLY; NOT
INVESTMENT ADVICE. NetPicks Services are offered for educational and
informational purposes only and should NOT be construed as a securities-related
offer or solicitation or be relied upon as personalized investment advice. We are not
financial advisors and cannot give personalized advice.  There is a risk of loss in all
trading, and you may lose some or all of your original investment. Results
presented are not typical.

Hypothetical performance results have many inherent limitations,
some of which are described below. No representation is being made
that any trading account will or is likely to achieve profits or losses similar to
those shown, in fact, there are frequently sharp differences between
hypothetical trading performance results and the actual results
subsequently achieved by any particular trading program.

One of the limitations of hypothetical trading performance results is that
they are generally prepared the benefit of hindsight. In addition,
hypothetical trading does not involve financial risk, and no hypothetical
trading record can completely account for the impact of financial risk in
actual trading. For example, the ability to withstand losses or to adhere to a
particular trading program in spite of trading losses are material points
which can also adversely affect actual trading results. There are numerous
other factors related to the markets in general or to the implementation of
any specific trading program which cannot be fully accounted for in the
preparation of hypothetical forex trading performance results, and all of
which can adversely affect actual forex trading results.

Past results of NetPicks are not indicative of future performance.

The monthly and composite annual results should be viewed as
hypothetical.

In reality, the results do not represent the track record of the methodology
originator or subscribers. This also means there is no guarantee that one
applying these methodologies would have the same results as posted.



Since trading successfully depends on many elements including but not
limited to a trading methodology and trader's psychology, our website does
not make any representation whatsoever that the above-mentioned trading
systems might be or is suitable or profitable for you.

In addition, it’s important to understand and accept that there can be data
outages and server failures. The brokers system might not be functional,
the auto trading servers might have technical difficulties and there may be
times where communication between accounts, the broker and the
auto-trade program are not functioning properly. This can lead to greater
risk. Markets also do not always guarantee exact fills. Periods of fast
markets can cause greater degrees of slippage and less than ideal fills.
There can be no guarantee that your account will always be able to enter
and exit the programs ideal entry or exit point.

They carry a high degree of risk.

Options

There are many different types of options with different characteristics
subject to the following conditions. Buying options: Buying options involves
less risk than selling options because, if the price of the underlying asset
moves against you, investors can simply allow the option to lapse. The
maximum loss is limited to the premium, plus any commission or other
transaction charges. However, if investors buy a call option on a futures
contract and investors later exercise the option, they will acquire the future.
This will expose investors to the risks described under ‘futures’ and
‘contingent liability investment transactions’.

Writing options: If investors write an option, the risk involved is considerably
greater than buying options. Investors may be liable for margin to maintain
their position and a loss may be sustained well in excess of the premium
received. By writing an option, investors accept a legal obligation to
purchase or sell the underlying asset if the option is exercised against them
however far the market price has moved away from the exercise price. If
you already own the underlying asset which you have contracted to sell
(when the options will be known as ‘covered call options’) the risk is
reduced. If you do not own the underlying asset (‘uncovered call options’)
the risk can be unlimited. Only experienced persons should contemplate



writing uncovered options, and then only after securing full details of the
applicable conditions and potential risk exposure.

Traditional options: Certain member firms under special exchange rules
write a particular type of option called a ‘traditional option’. These may
involve greater risk than other options.

Two-way prices are not usually quoted and there is no exchange market on
which to close out an open position or to affect an equal and opposite
transaction to reverse an open position. It may be difficult to assess its
value or for the seller of such an option to manage his exposure to risk.
Certain options markets operate on a margined basis, under which buyers
do not pay the full premium on their option at the time they purchase it. In
this situation you may subsequently be called upon to pay margin on the
option up to the level of your premium. If you fail to do so as required, your
position may be closed or liquidated in the same way as a futures position.



Hello Traders,

My name is Mike Rykse and I am the Options Specialist at NetPicks. I have
been an active trader in the markets since 2002 and have traded just about
every market available (stock, options, futures, forex, bonds). Without a
doubt, my favorite area of the market is trading options and that is where I
have seen the most success in my own trading.

I have personally developed numerous options trading systems and
educational courses which are designed to provide retail traders the tools
that they need to be successful in the options markets. These programs
have been used by thousands of traders in over 100 countries over the last
13 years.

In working with thousands of traders over the years, I have learned some
tricks of the trade that I want to share with you that can make a big
difference in your trading results over time. Trading can be difficult but
having a specific tool set in place can help you become a successful trader
right away.

Like any successful business, the traders that see the most success are
the ones that stay disciplined to a plan. Whether you are trading full time or



part time you need to treat this as a business. This means having a plan in
place that will guide you every day. A big part of that plan is knowing the
markets that you trade like the back of your hand.

In this eBook I will outline the secrets to trading options in a volatile market.
Traders have spent the last 2 years watching markets grind up to all-time
highs without any fear of a selloff. The bulls have had the benefit of a very
market friendly Federal Reserve as stimulus programs designed to prop up
the economy also pushed stocks into bubble territory.

However, we have started to see a sleeping giant wake up with volatility
coming to life. Much of this is due to the Fed pulling back from the massive
stimulus to fight inflation from getting out of control. As a result, we have
seen a return of two-way price action in stocks.

While financial media pushes negative headlines to scare you away from
volatile markets, for active traders the volatility can be a great ally. It makes
for much better trading conditions if you control your risk and use a
diversified mix of options strategies.

The number one reason I love trade options is the flexibility that they offer.
We aren’t limited to buying and selling calls and puts. We can use different
options strategies that will allow us to adjust to any kind of market
condition. We can use different strategies to adjust whether we want to be
bullish, bearish, or market neutral. You can’t say this about any other
market.

In this eBook, we are going to walk you through 4 steps that can follow to
find the best options trades for active markets. We will walk you through
how to find the best markets to trade, how to identify trade opportunities on
the charts, and which options strategies are best for different market
conditions.

Let’s dive in to look at the 4 steps to follow for finding the best options
trades in volatile market conditions.



If you have any questions that I can help with as you work through this
training, please feel free to contact me directly. You will find my direct
contact info below. We look forward to hearing from you.

Happy Trading!

Mike Rykse
Options Specialist
Mike@netpicks.com
269-978-0971
www.netpicks.com

4 Steps for Identifying Options Trades:

1. Have a small universe of stocks/ETF’s that you look at on a regular
basis.

Instead of looking at hundreds of stocks and ETF’s on a daily or weekly
basis, I would rather focus on a small list of markets that I get to know over
time. This way I can easily determine whether I am bullish, bearish, or
neutral without spending a ton of time each day staring at the charts.

mailto:Mike@netpicks.com
http://www.netpicks.com


My watch list can change once a month. Currently my list is a mix of 50
stocks and ETF’s. These 50 markets come from my universe of 175 stocks
and ETF’s that I track monthly. In other words, when I create my watch list
of 50 markets for the month, those names came from my universe of 175
products that I have tracked and researched for an extended stretch of
time.

With thousands of possible stocks and ETF’s available to trade, I’m often
asked how I decide which ones to track. It’s really a simple process based
on a few criteria. The watch list that I trade from every day is based on the
criteria that I outline below.

1. Liquid Options – I want to trade the products with the most actively
traded options. This way I can get in and out quickly at good prices.
Ideally, I want to see open interest in the options of 50x the number of
contracts that I am looking to trade.

2. Volatility – I’m looking for products that show a history of good
movement back and forth. Ideally, I’m looking for quick moves so I
can get in and out as soon as possible. A stock or ETF that only
makes a few decent moves each year is not going to make the cut
into my watch list.

3. Diversification – It would be easy for me to load up my entire list
with tech stocks and call it a day. The tech sector tends to lead the
market and has an endless number of quality stocks to trade.
However, I would rather establish a broad list of names covering
several different sectors (tech, energy, financial, index are the big
ones for me). This includes a mix of individual stocks and ETF’s.

With the above criteria in mind, I have created the following watch list of
products that give you a diversified universe of products to trade. I have
split them up into 2 lists. One for the individual stocks that we trade and
one for the ETF’s that we trade.





2. Look at the charts for each product on your watch list to get a feel
for any key levels, directional outlook, or overbought/oversold
extremes.

There are many different indicators and systems that can be used to help
you determine whether to be bullish, bearish, or neutral on a stock. We like
to use our Pulse indicator to help us identify near term overbought and
oversold conditions.

The Pulse indicator is a simple approach that uses Standard Deviation
Channels to identify extremes. The Pulse indicator will plot Yellow when
price is between the 1-2 standard deviation channels on the 130-minute
chart. It will plot green when price is between the 2-3 standard deviation
channels and blue when price is past the 3rd standard deviation channel.



We like to look at the last five Pulse bars to identify the extremes. We need
at least 3 out of the last 5 bars plotting yellow or at least 1 green or 1 blue
bar. When we have this criterion met, we are looking for either a period of
consolidation or even better a reversal in the other direction.

Once we have these conditions met, we move on to steps 3 and 4 to
determine which options strategy to use to benefit from the chart pattern
outlined above.

It doesn’t matter which indicators you are using to find your trades. The key
is to make sure you have a system in place that you know puts the odds in
your favor over time. It doesn’t need to win on every trade, but it does need
to produce consistent returns across a wide range of markets.

Looking at the charts will help us determine how aggressive we want to be.
If we are strongly bullish or bearish then we can reflect that in both position
size and the options strategy that we will use. If we are neutral, then we
can also adjust position size and go to options strategies that work well in
sideways moves.

3. Look at the levels of volatility to determine if it’s high or low.

We track the Implied Volatility (IV) levels for each stock/ETF on our watch
list. This helps us know if those levels are high or low at the given time.

A quick tool that you can use inside of the Thinkorswim platform is to look
at the IV Percentile number. This can be found at the bottom of the Trade
Page in the Options Statistics section.



When looking at the IV Percentile number, anything below 30 is considered
low volatility, which will mean the options are cheap. In this case, we will
lean towards using strategies like long calls/puts and debit spreads.

If the IV Percentile number is above 30, it means there is enough premium
in the options to make it worth our while to sell credit spreads. In this case,
we will lean towards using strategies like selling credit spreads (short
vertical spreads, iron condors).

My first choice is always to sell credit spreads because they give us 5 ways
of being profitable. However, we have also seen over the years that when
we wait for high IV to sell credit spreads, our performance greatly improves.

4. Determine which options strategy best fits your outlook.

We started by looking at the charts of each of the products on our watch list
and then looked at whether volatility is high or low. This helped us decide if
we wanted to be bullish, bearish, or neutral.



Once we have an opinion on what we think the stock or ETF is going to do,
then we follow the guidelines that we outline for options strategy that best
fits out outlook. Let’s look at a few of our favorite strategies.

Long call or put:

When buying a long call or put we need to make sure we have a strong
opinion on which way the stock or ETF is headed in the near term. We also
need to be confident that the market is active to move in our direction fast
enough. The long call and long put strategies are the most aggressive
strategies you can use. They are a higher risk/higher reward approach.

We must keep in mind that whenever we buy an option, the clock is ticking
the second we decide to initiate the trade. The time decay will start to add
up and potentially eat into the profit potential that we have. This means not
only do we need to be right on market direction, but the move needs to
happen in our favor quick enough.

To combat some of the negative features of buying an option, we like to be
very picky with the criteria that we use when selecting the call or put option.

Our criteria have us going out 20-40 days until expiration and buying
the call or put option that is 1-2 strikes in or out of the money. This
criterion is the same whether we are trading GOOGL, DIA, or C.



By using the same criteria on all stocks and ETF’s, we can take much of
the discretionary decisions out of the equation.

For example, we recently took a long-put position on Lyft (Symbol: LYFT)
looking for the stock to move lower. We started by looking at the
130-minute chart which showed an entry point for us on the downside.

At the time of the trade, we looked at the implied volatility and saw that it
was below 30. This gave us the greenlight to buy a long put due to the
options being cheaper.

We took the trade by buying the 42.5 puts for $2.78 or $278 per contract.
This was an aggressive bearish position that gave use one way of making
money. We needed the stock to move lower and it needed to do so quickly.



The $278 that we paid to open the position was the max risk on the trade. If
we were dead wrong and the stock rocketed higher, the most we could
have lost would have been $278.

Our profit potential is unlimited. As long as the stock moved lower, we were
going to make money. Fortunately, that is exactly what happened, and we
were able to close out of the trade for a nice winner.

We didn’t hit our 100% initial target return on the trade, but we were able to
close the 42.5 puts for $4.25 which gave us a $147 profit per contract or a
53% return on our capital.

Short Vertical Spread:

Trading long calls and puts gives us a great way to put on an aggressive
trade when we have a strong opinion on market direction in the near term.

What if we are a little less certain of market direction?

Selling vertical spreads to open a position can give us a great way of
making money in a volatile environment when price action is moving back
and forth. We do this by selling an option that is closer to the current price
of the stock and then going out and buying an option with a strike price that
is farther out of the money.

By doing this we are still able to be in a risk defined position, but it does
give us multiple ways of being profitable. Let’s look at the criteria that we
use when setting these trades up.



When selling vertical spreads to open a trade, we still like to use options
with between 20-40 days left until expiration. Why do we prefer to go out
farther in time? In most cases the monthly options will have more volume
and open interest when compared to the weekly options. This will make
them easier to trade.

Going out to the monthly options will also give us more time to be right just
in case the market moves against us initially. This gives us time to recover
while the weekly options don’t give us that flexibility.

When selling spreads, we like to collect as close to 40% of the width of the
spread as possible. For example, if SPY is currently trading at $430.00 and
we wanted to put on a bearish trade to take advantage of a pullback we
could sell a call spread.

We would look at the available strike prices to see that they are $1 wide.
This means we could go out and sell a $1 wide-spread which would allow
us to collect around $.40 or $40 per spread (40% of the width of the
spread). This $40 is our maximum profit potential. The most we can lose on
this trade is $.60 or $60 per spread.

When looking at the SPY options, we see that the 442/443 call spread is
trading for $.43 or $43 per spread. This would have us selling the 442 call
and then buying the 443 call to make it a risk defined position. Since we are
collecting $.43 when putting the trade on, we would add that to our short
strike to give us a break-even point of $442.43.



Why would we risk $57 to make $43? That doesn’t sound like a very good
risk to reward ratio. The reason we would like a trade like this is it would
allow us to make money 5 different ways:

1. We make money if SPY moves higher as long as price closes
below $442.43.

2. We make money if SPY moves lower as long as price closes
below $442.43

3. We make money if SPY moves sideways as long as price closes
below $442.43.

4. We make money as the time decay adds up each day that we
hold the trade.

5. We make money if the implied volatility contracts.

When I see a trade that allows me to make money in 5 different directions, I
get excited. These are the opportunities that I look for every day.

We like to close out of our short vertical spreads when we can keep
50-75% of the maximum profit potential. In our case of the short SPY call
spread, we collected $.43. When I can buy the trade back for between
$.10-$.21, I will close the trade out and book my profit.

It’s important to note that the criteria outlined above is the same for both
short call spreads and put spreads. By staying consistent with a rule set, it



allows us to be more consistent and eliminate much of the discretionary
decisions that so many retail trades get stuck on.

Selling vertical spreads to open positions is a very powerful approach that
many retail traders miss out on. While short spreads are not the holy grail
of trading, they give us the flexibility that we need to make money in any
type of market condition that comes our way.

Is there a perfect recipe for finding the right
trade?

Selecting the right trade and determining the right size of the trade is not
always a perfect science. There are times when I want to be conservative,
so I trade more spreads and use smaller position size and end up leaving
profit on the table.

The whole goal here is to have a method in place that you can follow every
day. We aren’t going to be perfect on every trade but by following a method
we will be sure to have trades on that leave us with risk that we are
comfortable with.

The key is to follow a set of criteria that put the odds in your favor and then
diversify your account by adding numerous trades that fit your criteria.
When doing so, you won’t be backing yourself into a corner by putting on
2-3 trades and hoping for the best. By having a bigger sample set of trades
then the odds will better play out in the long run regardless of how volatile
the market gets.
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