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Finally you can protect your share investment with Stock
Options. A Stock Option is essentially an insurance premium
you buy on your shares so that if your share price goes down
you are fully protected since you can get back your entire capital.
For example if you buy a share for $20 and the option premium
is $1, if the stock goes up to $30 you make a profit of $9.
However if the stock goes down to $10 you can still sell your
shares for $20 since you are fully protected.

There are two types of options: call option and put option.
A call option gives the buyer the right, but not the obligation, to
buy the underlying security at a specific price (also called the
option premium) for a specified time. You buy a call option
when you expect the price of the stock to go up. However,
if after buying the call option the stock goes down you only lose
the option premium. A put option gives the buyer the right, but
not the obligation, to sell an underlying security at a specific
price (the option premium) for a specified time. You buy a
put option when you expect the price of the stock to go
down. However after buying the put option, if the stock goes
up you only lose the option premium.

The premium is the price at which the contract trades.
The premium is the price of the option and is paid by the buyer
to the writer, or seller of the option. In return, the writer of the

On Options

call option is obligated to deliver the underlying security to an
option buyer if the call is exercised or buy the underlying
security if the put is exercised.

The exercise or strike price of an option is the specified
share price at which the shares of stock can be bought or sold
by the buyer if he exercises the right to buy (in the case of a
call) or sell (in the case of a put).

Here is an example to illustrate how an investor can
profit with Options:

Profits with Options

XYZ Corporation
Stock Price: $50

Call Option Premium: $2 Exercise Price: $50

Buy Stock Buy Call Option
Stock Price  %Gain/Loss Option Price %Gain/Loss
M $53 +6% $3 50%
N $57 +14% $7 250%
N $65 + 30% $15 650%
¥ $30 (loss $20) $0 (max loss $2)

When there’s a small movement in stock,
there’s magnified movement in option.






