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Introduction to Equity Option 

 

An equity option is a right, not an obligation, to buy or sell a stock (or other security) for a 

specified price on or before a specific date.  There are two types of Equity Option: Call option is 

the right to buy a stock; Put option is the right to sell a stock. The person, who purchases an 

option, whether it is a put or a call, is the option "buyer". Conversely, the person who originally 

sells the put or call is the option "seller". 

 

The specific stock on which an option is based is commonly referred to as the underlying 

security.  Option premium is the price of an option a buyer must pay to an option seller for an 

option contract. In return, the option seller is obligated to deliver the underlying security to the 

option buyer if the option is exercised. 

 

 

Covered Call Strategies 

 

Covered call strategies pair a long position with a short-call option on the same stock for an 

upfront premium paid by the buyer.  Investors can get an additional source of income by selling 

covered call. It means that you already own shares of the underlying stock and you are selling 

someone the right, but not the obligation, to buy that stock at a strike price until the option 

expires—the price won’t change no matter which way the market goes.  In return, the buyer 

pays you, the seller cash, also known as the option premium. 

 

The strike price of a call option determines whether that contract is “in-the-money”, 

“at-the-money” or “out-of-the-money”.  “In-the-money” means the strike price is less than the 

stock price. The buyer will most likely exercise his right to buy the stock, as the strike price is less 

than the market price of the stock.  You will mostly likely have to deliver the stock and receive 

the premium.  

 

When the strike price is the same as the stock price, that is “At-the-money”.  The buyer is 

indifferent to exercise his right to buy the stock. You may not need to deliver the stock if the 

buyer does not exercise the right and receive the premium.  
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If the strike price is greater than the stock price, which is “out-of-the-money”, the buyer will most 

likely not exercise his right to buy the stock, as the strike price is greater than the market price of 

the stock.  You will mostly likely not have to deliver the stock and receive the premium.  

 

 

Illustration of a covered call strategy* 

You have 100 shares of ABC Co, purchased at USD 30 a share. You decide to sell a covered call 

option on ABC stock, with strike price at USD 35, option premium is USD 4 per share.   

 

If the market price of ABC co. rises up to USD 37 a share, this is “in-the-money” with strike price 

less than stock price.  There will be 400 USD gain from the premium plus the 500 USD realized 

gain in common stock. You benefit from the additional cash flow and stock appreciation, but do 

not participate in additional profits. If it is “At-the-money”, the market price of ABC co. being the 

same as the strike price, there will still be 400 USD gain from the premium as well as the 500 

USD realized gain in common stock. You benefit from the additional cash flow and stock 

appreciation.  

 

When the share price remains at USD 30 per share, which is less than the strike price, that will be 

“out-of-the-money”. The net gain will only be the USD 400 from the premium. You benefit from 

the additional cash flow only. If the share price goes down further to USD 27 per share, the 400 

USD gain from the premium can help offset the downside of the unrealized depreciation of the 

stock. You benefit from the additional cash flow while offsetting the stock depreciation.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

*These hypothetical examples are for illustration only and do not represent any actual return likely to be achieved. 

Information herein is based on sources we believe to be accurate and reliable as at the date it was made. We reserve the right to revise any information her ein at any time 

without notice. No offer or solicitation to buy or sell securities, nor investment advice or recommendation is made herein. In making investment decisions, investors should 
not rely solely on this material but should seek independent professional advice. 

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Past performance is not indicative of future performance. 
Investors should read the fund prospectus for further details, including the risk factors, before investing.  

This material has not been reviewed by the SFC in Hong Kong and the Monetary Authority of  Singapore, and is published for information only, and where used in mainland 
China, only as supporting materials to the offshore investment products offered by commercial banks under the Qualified Domestic Institutional Investors scheme pursuant 

to applicable rules and regulations. 

Issued by Allianz Global Investors Hong Kong Limited. 

Allianz Global Investors Hong Kong Limited (27/F, ICBC Tower, 3 Garden Road, Central, Hong Kong) is the Hong Kong Representat ive and is regulated by the SFC (35/F, 
Cheung Kong Center, 2 Queen's Road Central, Hong Kong). 

Allianz Global Investors Singapore Limited (12 Marina View, #13-02 Asia Square Tower 2, Singapore 018 961 (Co. Reg. No. 199907169Z)) is the Singapore representative 
and supervised by the Monetary Authority of Singapore. 

 


