
 

OPTIONS BASICS 

Op,ons are contracts that give the owner the right – but not the obliga,on – to buy or sell 
an asset at a fixed price (called the “strike price”) for a specific period of ,me.  

Op#ons are available for stocks, ETFs, indices, commodi#es and currencies. Most op#ons 
trade on exchanges, and can be bought and sold like any security. 

There are two basic types of op#ons:  
1. Calls - gives one the right to buy an underlying security 
2. Puts - give one the right to sell an underlying security 

There are two general uses for op#ons: Specula,ng - beEng on the movement of a 
security, and hedging - using op#ons to insure against investment losses. 

Specula,ng with Call Op,ons 

Let’s say you believe XYZ stock, currently trading at $100, will go much higher in the next 
few months. You’d like to buy 100 shares, but don’t have $10,000 to invest at the moment. 

So you log-in to your online broker, and search for a call op#on contract that best fits your 
expecta#ons for the stock price. In this case you choose an XYZ call with a strike price of 
$110.  This gives you the op#on to buy 100 shares of XYZ at $110 during the life of the 
contract. 

All op#on contracts have an expira,on date (expiry) – in this case you choose a call that 
expires three months from now.  



By buying a $110 XYZ call that expires in three months, you’re beEng that the stock will be 
above $110 when the call expires. 

The price you paid for the call was, let’s say, $2. Because stock op#on contracts are for 100 
shares, your cost is $200. This is referred to as the op#on premium. 

Now, fast-forward two months, and to your sa#sfac#on, XYZ stock has risen to $120. 
Because you have the op#on to buy at $110, the call will be trading for $10 (in reality, it 
would be a bit more expensive because the #me remaining before expira#on would add 
#me value).  So you paid $200 for a call op#on that is now worth $1000. 

To cash-in on your successful specula#on, you could sell the call on the exchange and 
pocket your $800 profit. An alterna#ve would be to no#fy your broker you want to exercise 
your op#on. In this case you would deposit $11,000 in your account (100 shares x the $110 
strike price), and buy the stock for $110 – even though it’s currently trading at $120. 

However, let’s say that your prognos#ca#on was wrong, and XYZ stock tanked - three 
months aXer purchase it was at $50 a share. In this case, your op#on would expire 
worthless, but your only loss would be the $200 premium you paid for the call.   

Here’s an example of a standard quote on an op#on: 

Hedging with Op,ons 

For the sake of illustra#on, let’s say you exercised your call op#on and you now simply own 
100 shares of XYZ stock. It has con#nued to climb, reaching $130. You have a nice profit 

Capitalist Exploits Insider Op2ons Basics

�2



which you don’t want to give back. At the same #me, you believe there is more upside in 
the stock. You may choose to use a put op#on to hedge against loss. 

With XYZ at $130, you decide to buy the $120 puts that expire in six months.  

A put conveys the right – but not the obliga#on – to sell the underlying security at the 
strike price. 

The cost of this put “insurance” let’s say is $400 ($4 op#on price x 100 shares). Paying this 
premium gives you the op#on to sell 100 XYZ at $120 any #me over the next six months.  
If the price of XYZ keeps climbing or simply stays above $120 over the next six months, the 
put op#on will expire worthless, and you’ll be out the $400 premium. However the put 
“insurance” served its purpose, protec#ng you from a big stock drop that might have 
happened. 

If XYZ had dropped during the life of the contract – even in the unlikely event it became 
worthless - you could have exercised your put and sold your 100 shares at $120 as per your 
contract. 

Selling naked op,ons is like picking up pennies in front of a steamroller – a 
very bad idea. 

As we know, for every buyer in a market there is a seller. The op#ons market is no different. 
However, a word of warning regarding selling “uncovered”-- some#mes referred to as 
“naked” op#ons. Don’t do it. 

In the above example, when you bought a $120 XYZ put while the stock was at $130, 
someone sold you the put. You paid $400 for the put which hedged the 100 shares, while 
an op#on seller received your $400 for selling or “wri#ng” you the put. 

The put you bought gave you the right to sell 100 shares at $120 any#me during the life of 
the contract. For their part, the seller agreed to buy your 100 shares at $120 any #me 
before expira#on.  

In the insurance business, insurers collect premiums from policyholders and agree to pay 
them should an unlikely event like a fire or flood occur. Insurance companies collect 
premiums steadily, expec#ng that payouts from rare adverse events will be less than 
premiums collected. 
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Like in the insurance business, the sellers of stock op#ons collect premiums and are 
infrequently exercised—the great majority of op#ons expire worthless. Put op#on sellers 
simply pocket the op#on premiums received from put op#on “insurance” buyers. It has the 
appearance of a way to make a steady income. 

However, we know that rare massive fires and thousand year floods do happen. Insurers 
who miscalculate the frequency or impact of adverse events will go out of business. 
Likewise, sellers of uncovered op#ons expose themselves to virtually unlimited losses 
should a “black swan” event happen. 

In the above example, accep#ng $400 in premium for agreeing to buy XYZ at $120 for the 
next six months is likely to result in the seller keeping the premium and making a $400 
profit. But should XYZ for some reason go to zero – an improbable, but not impossible 
event – the op#on seller would be out $12,000. Mul#ply this over many thousands of 
shares, and the op#on seller is bankrupt. 

Selling naked op#ons has been referred to as “picking up pennies in front of a steamroller.” It’s a 
strategy with decep#vely low-risk and steady returns, which experiences periodic 
catastrophic losses. 
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Unauthorized Disclosure Prohibited 

The informa7on provided in this publica7on is private, privileged, and confiden7al informa7on, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publica7on and related 
materials. Forwarding, copying, dissemina7ng, or distribu7ng this report in whole or in part, including substan7al 
quota7on of any por7on of the publica7on or any release of specific investment recommenda7ons, is strictly 
prohibited. 

Par7cipa7on in such ac7vity is grounds for immediate termina7on of all subscrip7ons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publica7on without 
disclosure by any electronic means it deems necessary and may change those means without no7ce at any 7me. If you 
have received this publica7on and are not the intended subscriber, please contact admin@capitalistexploits.at. 

Disclaimers 

Capitalist Exploits website, World Out Of Whack, Insider, and any content published by Capitalist Exploits is obtained 
from sources believed to be reliable, but its accuracy cannot be guaranteed. The informa7on contained in such 
publica7ons is not intended to cons7tute individual investment advice and is not designed to meet your personal 
financial situa7on. The opinions expressed in such publica7ons are those of the publisher and are subject to change 
without no7ce. The informa7on in such publica7ons may become outdated and there is no obliga7on to update any 
such informa7on. You are advised to discuss with your financial advisers your investment op7ons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other en77es in which it has an interest, employees, officers, family, and associates may from 
7me to 7me have posi7ons in the securi7es or commodi7es covered in publica7ons or the website. Corporate policies 
are in effect that aMempt to avoid poten7al conflicts of interest and resolve conflicts of interest should they arise, in a 
7mely fashion. 

Capitalist Exploits reserves the right to cancel any subscrip7on at any 7me, and if it does so it will promptly refund to 
the subscriber the amount of the subscrip7on payment previously received rela7ng to the remaining subscrip7on 
period. Cancella7on of a subscrip7on may result from any unauthorized use or reproduc7on or rebroadcast of any 
Capitalist Exploits paid publica7on/s, any infringement or misappropria7on of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discre7on of Capitalist Exploits. 

Affiliate No8ce 

Capitalist Exploits has affiliate agreements in place that may include fee sharing. If you have a website and would like 
to be considered for inclusion in the Capitalist Exploits affiliate program, please email admin@capitalistexploits.at. 
Likewise, from 7me to 7me Capitalist Exploits may engage in affiliate programs covered by other companies, though 
corporate policy firmly dictates that such agreements will have no influence on any product or service 
recommenda7ons, nor alter the pricing that would otherwise be available in absence of such an agreement. As always, 
it is important that you do your own due diligence before transac7ng any business with any firm, for any product or 
service. 
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