▪ An option is simply a contract that gives you the right to buy or sell a particular

Commodity at a particular price.

▪ Options are known as “derivatives” since they are derived their price from the

underlying price of the Commodity.

▪ Trading Options without proper education is risky because their value can be

affected by things other than just the price of the Commodity.

▪ The Options contract has an expiration date unlike stocks. The expiration can vary from

weeks, months to years depending upon the regulations and the type of Options that
you are practicing. Stocks on the other hand do not have an expiration date.

▪ Unlike Stocks, Options derive their value from something else and that’s why they fall

under the derivatives category.

▪ Options are not definite by numbers like Stocks.

▪ Options owners have no right (voting or dividend) in a company unlike Stock owners

▪ There are Two Types of Options they are as follows:

▪ CALL OPTION

▪ PUT OPTION

▪ Call Option is an option to buy an underlying Stock on or before its expiration date.

▪ At the time of buying a Call Option you pay a certain amount of premium to the seller

which grants you the right to but the underlying stock at a specified price (strike
price).

▪ Put Option is an option to sell an underlying Stock on or before its expiration date.

Purchasing a Put Option means that you are bearish about the market and hoping that
the price of the underlying stock may go down.

▪ In order for you to make profit the price of the stock should go down from the strike

price of the Put Option that you have purchased before or at the time of its expiration.

▪ The Strike Price is the price at which the underlying stocks can be bought or sold

as per the contract.

▪ It is often referred as exercise.

▪ In options trading the Strike Price for a Call Option indicates the price at which the

Stock can be bought (on or before its expiration) and for Put Option it refers to the
price at which the seller can exercise its right to sell the underlying stocks (on or
before its expiration)

▪ Since the Options themselves don’t have an underlying value, the Options premium

is the price that you have to pay in order to purchase an Option.

▪ The premium is determined by multiple factors including the underlying stock

price, volatility in the market and the days until the Option’s expiration.

▪ Underlying asset can be stocks, futures, index, commodity or currency.

▪ The price of Option is derived from its underlying asset and since we are

specifically talking about Stock Options, we will consider the underlying asset as
the stock.

▪ The Option of a stock gives the right to buy or sell the stock at a specific price and

date to the holder.

▪ It is very important to understand the Options Moneyness before you start trading

in Commodity Options.

▪ Lot of strategies are played around the Moneyness of an Option.

▪ It basically defines the relationship between the strike price of an Option and the

current price of the underlying Stocks.

When is an Option in-the-money?
▪ Call Option - when the underlying stock price is higher than the strike price.

▪ Put Option - when the underlying stock price is lower than the strike price.

When is an Option out-of-the-money?
▪ Call Option - when the underlying stock price is lower than the strike price.
▪ Put Option - when the underlying stock price is higher than the strike price.

What is at-the-money?
▪ When the underlying stock price is equal to the strike price.

▪ An options contract consists of two parties: the holder and the writer

▪ The writer is effectively the seller of the contract, while the holder is effectively the

buyer.

▪ When the writer of the contract sells it to the buyer, they collect a payment from the

buyer and that's commonly referred to as the premium.

▪ It's the holder of the contract that has the option to engage in the transaction that is

specified and the writer that is obliged to engage in the transaction should the holder
wish to go ahead.

▪ A variety of investors use option contracts to hedge positions, as well as buy and

sell stock.

▪ The buyer of a call option is given the right to buy stock at a certain price while

a put buyer is given the right to sell stock at a specific price, before the
options expire.

▪ These option buyers can exercise their right to buy or sell at the specified price,

called the strike price, which means they acquire or dispose of the underlying
stock at that price.

▪ Consider the core elements in an options trade

▪ When you take out an option, you’re purchasing a contract to buy or sell a stock,

usually 100 shares of the stock per contract, at a pre-negotiated price by a certain
date. In order to place the trade, you must make three strategic choices:

▪ Decide which direction you think the stock is going to move.
▪ Predict how high or low the stock price will move from its current price.
▪ Determine the time frame during which the stock is likely to move.

