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Options have high leverage
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Managing risks well leaves traders free of worry in trading.
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Options are financial instruments frequently used by traders in combination with various trading

strategies. Options have advantages such as flexibility and cost-efficiency, making them popular on

the market.
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TAIFEX’s TAIEX Options are the most popular hedging and arbitrage instruments related to the
Taiwan Stock Exchange Capitalization Weighted Stock Index (TAIEX) on the market. Nevertheless,
options, which only require a small amount of capital to invest, come with relatively high leverage

risks. Do you know the risks of options?
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Options dictionary
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An option is a contract giving the buyer the right to buy or sell an underlying asset. In other words,
when the contract buyer pays a premium, the buyer will, at a specific time or during a specific period,

have the right to buy/sell a certain amount of the underlying asset based on the exercise price stated

in the contract from/to the contract seller.
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'H FE(Call Option) = FE(Put Option)

An option giving the holder the right to buy An option giving the holder the right to sell an

an underlying asset underlying asset

call Optior
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Option buyer and seller
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Option buyer Option seller
Rights and The buyer only has the right, but not | The seller only has the obligation, not
obligations the obligation, to exercise the | the right.
contract.
Premium Paid by the buyer Collected by the seller
Margin The buyer does not need to deposit. | The seller needs to deposit.
Exercise the The buyer has the right to exercise. The seller cannot ask the buyer to
Contract exercise the contract.
Maximum loss Premium The loss can be unlimited.
Maximum profit | The profit can be unlimited. Premium
Expectations for | Bullish = Buy call options Bullish = Sell put options
the market Bearish - Buy put options Bearish = Sell call options
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Seller’s risks that you need to know
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The option seller may earn a fixed income on the premium when the market trails the original

expectation. However, when the trend turns against the expectation, it is possible that the loss will



expand notably, which is different from the option buyer who only suffers a fixed loss. Thus, the

option seller might face with a higher risk.
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To use a stock index option as an example, the maximum daily price fluctuation point is 10% of the
underlying index's closing price on the previous day. In terms of deep out-of-the-money options, the
maximum daily price fluctuation ceiling can be as high as a thousand times. Thus, the option seller

may be confronted with a very high risk and so must ensure good risk management.
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It is very crucial for the seller to manage risks.
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Because the option seller needs to deposit the margin, the trader acting as the seller should make

an additional reserve as the margin and manage capital in order to protect against significant market
volatility. Furthermore, the seller must strictly set up its stop-loss point before engaging in trading.
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The maximum profit of the option seller is the income of the premium upon selling options, and its
profit and loss are characterized as “limited profit and unlimited risk.” The option trader must pay
attention to whether the expected market volatility has intensified, in addition to the liquidity risk

of deep out-of-the-money contracts and far month contracts.



