Investments Assignment 2 : Introduction to Covered Call Options September 13th, 2021 (DUE Monday September 20th, 2021) 
 

 
1. Pick a Stock that would be a good “Covered Call” candidate. 
My covered call candidate will be Johnson & Johnson (JNJ) due to its low implied volatility.
2. Identify an appropriate Call Option. 
I intend to set the strike price at $165
3. Purchase the Stock.  
The JNJ stock is currently trading for $163.52
4. Sell the Call Option.  
The option premium is at $4.075
5. Calculate : 
 
a. Cash Balance (Net cash outflow to make the trade – buy stock, sell option) 


My current cost basis is $159.45
b. $ Profit if there is No Change in the Stock Price by Expiration  
My profits will be $4.075 if the stock price stays at $163.52
c. % Periodic Profit if there is No Change in the Stock Price by Expiration 

The % periodic profit will stand at 2.6%.
d. % Annual Profit if there is No Change in the Stock Price by Expiration 
[bookmark: _GoBack]The annual profit will be at 13.9% 
e. $ Profit if Stock Price closes at the Option Strike Price at Expiration
The profit will be at $5.56 if the stock price closes at $165 and the option is exercised.  
f. % Periodic Profit if Stock Price closes at the Option Strike Price at Expiration 
If the price closes at $165 the % periodic profit will be 3.5%
g. % Annual Profit if Stock Price closes at the Option Strike Price at Expiration  
The annual profit will be at 19%
h. $ Profit if Stock Price closes $10 above the Option Strike Price at Expiration 
The profit will be at $5.56 if the stock price closes at $175 and the option is exercised. However, in this case, the investor misses out on profit compared to if he had set his strike price higher.
i. % Periodic Profit if Stock Price closes $10 above the Option Strike Price at Expiration  
If the price closes at $175 the % periodic profit will be 3.5%. 
j. % Annual Profit if Stock Price closes $10 above the Option Strike Price at Expiration  
The annual profit will be at 19%.
k. $ Profit or Loss if Stock Price closes $10 below the Option Strike Price at Expiration  
If the stock price were to close at $155, there will be a loss of $4.45.
l. % Periodic Profit or Loss if Stock Price closes $10 below the Option Strike Price at Expiration  
The % periodic loss is 2.8%.
m. % Profit or Loss if Stock Price closes $10 below the Option Strike Price at Expiration  
The annual loss will be 19.8%.
*Note, all values above do not take into account commission and fees from the stock broker. Furthermore, the time to expiry is set at 66 days. 
