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BUYING CALLS CAN MAKE SENSE 97

seconds. Through option purchases, the investor (gambler!) often has
months to cheer for a winner.

A third benefit of option purchases over other forms of gambling is
the right option purchasers have to change their minds and terminate the
investment. You can buy a put or a call with a life of six months, but you
can change your mind and terminate the position after holding it a few
days or weeks. The sum realized from the termination may be more or
less than the sum originally invested, or bet. But at least some recovery is
possible if you change your opinion.

Once you have placed a bet on a race and the race has begun, can you
make a change? No! When the roulette wheel spins, can you make a
change? No! By now you should have grasped that buying options, al-
though it can be and most often is a speculative activity, is certainly not
analogous to gambling. In fact, there are several activities in g
options that even conservative investors should understand and possibly
employ when the proper occasion arises.

Let's examine several examples of situations in which conservatives
might buy call options and still be considered to be in a conservative in-
vestment posture.

Example 1

Substituting a deep-in-the-money long call option (with little time premium) for
common stock in order to collateralize a short call option.
Let's assume that XYZ is a volatile stock that you have been closely
watching. Judging the outlook to be positive for near-term earnings
and for a dividend increase, you decide to write covered calls. In late
February with XYZ at 44, the call option quotations for the June expiration
are as follows:

Strike Price Option Price
a5 10
40 5
45 3
47142 2

You could simply buy 500 XYZ (the position being considered an amount
appropriate for your overall stock risk exposure) and write 5 XYZ June
471/1s for 2. Instead of that “normal” form of a covered write, you decide
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