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Introduction to Option Contracts

An option contract is a financial agreement between two parties: a buyer and a
seller (also known as a writer). This contract grants the buyer the right, but not the
obligation, to either buy or sell an underlying asset at a predetermined price on or
before a specified future date.

Key Components of an Option Contract

« Underlying Asset: The specific asset that can be bought or sold via the option.

o Strike Price: The predetermined price at which the underlying asset can be
bought or sold if the option is exercised.

» Expiration Date: The date on or before which the option must be exercised.
After this date, the option is void.

« Premium: The price the option buyer pays to the option seller for the rights
granted by the contract.

Calls vs. Puts

There are two primary types of option contracts:

« Call Option: Gives the buyer the right to buy the underlying asset at the strike
price. Call option buyers generally expect the price of the underlying asset to
increase.

« Put Option: Gives the buyer the right to sell the underlying asset at the strike
price. Put option buyers generally expect the price of the underlying asset to
decrease.

Types of Option Contracts

Option contracts come in various forms, each with specific features that cater to
different investment strategies and risk management needs. The most common
distinction lies in the exercise style, which dictates when the option can be
exercised.
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American vs. European Options

« American options allow the holder to exercise the option at any time between
the purchase date and the expiration date. This flexibility is a key feature,
providing the option holder with more control over their investment.

« European options can only be exercised on the expiration date. This
restriction simplifies the valuation and risk management for the option writer.

Exotic Options

Beyond the standard American and European options, there exists a class of exotic
options. These options have more complex features and payoff structures.
Examples include:

« Barrier options: Their payoff depends on whether the underlying asset's price
reaches a certain barrier level.

« Asian options: The payoff is determined by the average price of the underlying
asset over a specified period.

« Binary options: These offer a fixed payout if the option expires in the money
and nothing if it expires out of the money.

The choice of option type depends on the specific needs and objectives of the
investor or risk manager. Each type offers unique benefits and risks that must be
carefully considered.

Contract Terms and Conditions

This Option Contract (the "Contract”) is entered into as of August 9, 2025, by and
between Docupal Demo, LLC, a company organized under the laws of United States,
with its principal place of business at 23 Main St, Anytown, CA 90210 ("Seller"), and
ACME-], a business organized under the laws of United States, with its principal
place of business at 3751 Illinois Avenue, Wilsonville, Oregon - 97070, USA ("Buyer”).

Key Terms

This section defines the core elements that govern the Option Contract.
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« Underlying Asset: This Contract pertains to [Specify Asset Type, e.g., 100
shares of XYZ Corp. common stock].

« Strike Price: The price at which the Buyer has the right, but not the obligation,
to buy (in the case of a call option) or sell (in the case of a put option) the
Underlying Asset is S[Specify Amount] per share/unit.

« Option Type: [Specify Option Type, e.g., Call Option]. This specifies whether
the Buyer has the right to buy (call) or sell (put) the underlying asset.

o Premium: The price paid by the Buyer to the Seller for the Option is S[Specify
Amount] per option contract.

» Contract Size: Each option contract represents [Specify Number] units of the
Underlying Asset.

 Expiration Date: This Contract shall expire on [Specify Date]. The option must
be exercised on or before this date.

« Exercise Style: [Specify Style, e.g., American]. This indicates when the option
can be exercised, either any time before expiration (American) or only at
expiration (European).

Exercise of Option

To exercise the option, the Buyer must provide written notice to the Seller, or their
designated agent, prior to the Expiration Date. The notice must specify the number
of options being exercised. Upon valid exercise, the Seller is obligated to fulfill the
terms of the option, either by delivering the Underlying Asset (in the case of a call
option) or accepting delivery of the Underlying Asset (in the case of a put option) at
the Strike Price.

Payment and Delivery
Upon exercise, the Buyer shall pay the Strike Price multiplied by the number of units
of the Underlying Asset to the Seller. The Seller shall deliver the Underlying Asset to

the Buyer within [Specify Number] business days of receiving payment. Delivery
shall be made in accordance with standard practices for the Underlying Asset.

Governing Law

This Contract shall be governed by and construed in accordance with the laws of the
State of [Specify State], without regard to its conflict of laws principles.
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Rights and Obligations of Parties

This section defines the rights and obligations of both the option buyer (holder) and
the option seller (writer) under this Option Contract.

Option Buyer Rights

As the buyer of an option, ACME-1 acquires the right, but not the obligation, to
either buy or sell an underlying asset, depending on whether the option is a call or a
put. If ACME-1 holds a call option, it possesses the right to purchase the underlying
asset at a predetermined price, known as the strike price, during the option’s term.
Conversely, if ACME-1 holds a put option, it has the right to sell the underlying asset
at the strike price during the option's term. ACME-1's decision to exercise the option
rests solely at its discretion. If ACME-1 chooses not to exercise the option, it simply
expires, and ACME-1's only loss is the premium initially paid for the option.

Option Seller Obligations

As the seller of an option, Docupal Demo, LLC is obligated to fulfill the contract
terms if the option buyer, ACME-], chooses to exercise their right. If Docupal Demo,
LLC sold a call option, it must be prepared to sell the underlying asset to ACME-1 at
the strike price if ACME-1 exercises the option. Conversely, if Docupal Demo, LLC
sold a put option, it must be prepared to buy the underlying asset from ACME-1 at
the strike price if ACME-1 exercises the option. This obligation exists regardless of
the current market price of the underlying asset. Docupal Demo, LLC's profit is
limited to the premium received for selling the option, while its potential losses are
theoretically unlimited in the case of a call option, and substantial in the case of a
put option.

Option Contract Valuation and Pricing

Determining the fair price of an option contract involves understanding various
factors and utilizing established valuation models. The price of an option, also
known as the premium, reflects the perceived likelihood of the option becoming
profitable before its expiration date.
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Option Premium Components

The option premium comprises two main components:

o Intrinsic Value: This is the immediate profit that could be realized if the option
were exercised immediately. For a call option, it's the difference between the
current market price of the underlying asset and the strike price, if the market
price is higher. For a put option, it's the difference between the strike price and
the market price, if the strike price is higher. If the option is "out-of-the-
money,’ meaning immediate exercise would be unprofitable, the intrinsic value
is zero.

» Extrinsic Value (Time Value): This represents the potential for the option to
become profitable before expiration. It reflects the time remaining until
expiration, the volatility of the underlying asset, and prevailing interest rates.
The longer the time to expiration and the higher the volatility, the greater the
time value.

Factors Affecting Option Price

Several key factors influence the price of an option:

« Underlying Asset Price: Call option prices generally increase as the underlying
asset price increases, while put option prices decrease.

« Strike Price: Call option prices decrease as the strike price increases, while put
option prices increase.

« Time to Expiration: Option prices generally increase with longer times to
expiration, as there is more opportunity for the option to become profitable.

 Volatility: Higher volatility in the underlying asset leads to higher option
prices, as there is a greater chance of significant price movements.

« Interest Rates: Higher interest rates can slightly increase call option prices and
decrease put option prices.

» Dividends: Expected dividend payments on the underlying asset can decrease
call option prices and increase put option prices.
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Valuation Models

Several mathematical models can estimate the theoretical value of an option. The
Black-Scholes model and the Binomial model are two commonly used approaches.

o Black-Scholes Model: This model is suitable for European-style options
(exercisable only at expiration) on stocks that do not pay dividends. It uses
factors like the current stock price, strike price, time to expiration, risk-free
interest rate, and volatility to calculate the option price.

« Binomial Model: This model is more versatile and can handle American-style
options (exercisable at any time before expiration) and options on assets with
discrete dividend payments. It uses an iterative procedure, allowing for the
specification of nodes during the time between the valuation date and the
option's expiration date.

Here’s a line chart showing the sensitivities of an option's price to changes in these
factors:

Settlement and Exercise Procedures

Exercise of Option

ACME-], as the option holder, has the right, but not the obligation, to exercise the
option contract. To exercise an option, ACME-1 must provide a notice of exercise to
Docupal Demo, LLC, adhering to the timelines specified in the option contract. This
notice must clearly state ACME-1's intention to exercise the option, specifying the
number of contracts and underlying assets involved.

Assignment
Upon receiving the exercise notice, Docupal Demo, LLC, as the option writer, is
obligated to fulfill the terms of the contract. This process is known as assignment.

Docupal Demo, LLC must deliver the underlying asset (for physical settlement) or
the cash value (for cash settlement) as per the contract terms.
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Settlement Methods

The option contract specifies the settlement method. This can be either physical
delivery or cash settlement.

 Physical Delivery: In physical delivery, Docupal Demo, LLC delivers the
underlying asset to ACME-1, and ACME-1 pays the strike price.

 Cash Settlement: In cash settlement, instead of delivering the asset, Docupal
Demo, LLC pays ACME-1 the difference between the market value of the
underlying asset and the strike price, or ACME-1 pays Docupal Demo, LLC if the
difference is negative depending on the option type (call or put). The payment
is made in USD, Docupal Demo, LLC's base currency.

The settlement process will be completed within the period outlined in the option
contract, ensuring timely fulfillment of obligations by both parties.

Risk Management and Hedging
Strategies

Options contracts offer tools for both hedging and speculation. Hedging involves
using options to reduce the risk of adverse price movements in an underlying asset.
Speculation involves taking on risk in the hope of profiting from anticipated price
movements.

Hedging with Options

Companies like ACME-1 use options to protect against potential losses. For example,
a company anticipating a future purchase of a commodity can buy call options. This
strategy locks in a maximum purchase price. If the commodity’s price increases, the
call option's value rises, offsetting the higher cost. If the price decreases, the option
expires worthless, but the company can buy the commodity at the lower market
price. The premium paid for the option is the cost of this protection.

Conversely, a company expecting to sell an asset in the future can buy put options.
This secures a minimum selling price. If the asset’s price falls, the put option's value
increases, compensating for the lower revenue. If the price rises, the option expires
worthless, but the company benefits from the higher selling price.

Page 9 of 13

+123 456 7890 7 info@website.com P.O. Box 283 Demo
+123 456 7890 websitename.com Frederick, Country




[5) DOCUPAL

Docupal Demo, LLC

Speculation with Options

Options also allow for speculation on the price direction of an asset. Buying a call
option is a bullish strategy, betting that the asset's price will increase. The potential
profit is unlimited, while the maximum loss is limited to the premium paid. Buying
a put option is a bearish strategy, betting that the asset's price will decrease. Again,
the potential profit is substantial, and the maximum loss is capped at the premium.

Hedging Scenarios

The following chart illustrates potential hedging outcomes using options:

« Asset Price Increase: If an asset's price increases, hedging can offset increased
costs or missed profits.
« Asset Price Decrease: If an asset's price decreases, hedging can cushion losses.

Legal and Regulatory Considerations

Option contracts are subject to various legal and regulatory requirements in the
United States, where Docupal Demo, LLC and ACME-1 are based. These
considerations ensure fair trading practices, protect investors, and maintain market
integrity.

Securities Laws Compliance

Option contracts often fall under the purview of securities laws, primarily governed
by the Securities Act of 1933 and the Securities Exchange Act of 1934. These acts
require that options be registered with the Securities and Exchange Commission
(SEC) unless an exemption applies. Compliance includes providing accurate and
complete information to potential investors, mitigating fraud, and ensuring
transparency.

Exchange Rules and Regulations

Option contracts traded on exchanges are subject to the rules and regulations set
forth by those exchanges. These rules cover trading practices, margin requirements,
position limits, and reporting obligations. For instance, the Chicago Board Options
Exchange (CBOE) has specific rules that members and participants must adhere to
when trading options.
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Dodd-Frank Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 brought
significant changes to the regulation of over-the-counter (OTC) derivatives,
including certain types of option contracts. It mandated increased transparency and
reporting requirements for OTC derivatives to reduce systemic risk.

Contract Law Principles

Basic contract law principles, such as offer, acceptance, and consideration, apply to
option contracts. A valid and enforceable option contract requires a clear offer from
the option seller, acceptance by the option buyer, and the exchange of consideration
(the option premium). State laws also govern contract interpretation and
enforcement.

Common Clauses and Amendments

This section details standard clauses and amendment protocols frequently found in
option contracts. These provisions ensure clarity, manage potential disputes, and
allow for necessary modifications to the agreement.

Governing Law and Dispute Resolution

The option contract will be governed by the laws of the State of California, where
Docupal Demo, LLC is located. Any disputes arising from this contract will be
resolved through binding arbitration in Anytown, California, ensuring a cost-
effective and efficient resolution process.

Amendments

Any changes to this option contract must be made in writing and signed by both
Docupal Demo, LLC and ACME-1. Verbal agreements or understandings will not be
considered valid amendments. This ensures a clear record of any modifications to
the original terms.
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Termination

This option contract may be terminated under specific conditions, such as a
material breach of contract by either party or by mutual written agreement. The
terminating party must provide written notice to the other party, outlining the
reasons for termination and the effective date. Specific performance may be sought
if damages are not an adequate remedy.

Market Trends and Usage Statistics

The options market has seen substantial growth and evolution. This growth is due
to the increasing sophistication of investors and their desire to manage risk more
effectively.

Global Trading Volumes

Option contracts are actively traded on major exchanges globally. These include the
Chicago Board Options Exchange (CBOE), the Intercontinental Exchange (ICE), and
exchanges in Europe and Asia. Trading volumes have generally increased over the
past decade. This reflects growing interest in options for hedging, speculation, and
income generation.

Key Market Trends

« Increased Retail Participation: Online brokerage platforms have made options
trading more accessible to retail investors. This has led to a surge in trading
activity, particularly in popular stocks and ETFs.

« Sophisticated Strategies: Investors are using increasingly complex options
strategies. These strategies include spreads, straddles, and combinations. They
allow for more precise risk management and profit targeting.

« Technological Advancements: Algorithmic trading and high-frequency
trading firms play a significant role in options markets. These technologies
facilitate faster execution and tighter bid-ask spreads.

« Volatility Products: Options on volatility indices, such as the VIX, have become
popular tools. Investors use them to hedge against market uncertainty.
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Case Studies and Practical Examples

Let's explore some cases to illustrate how option contracts work.

Case Study 1: Hedging with a Put Option

ACME-], a business in Wilsonville, Oregon, anticipates a potential downturn in the
price of raw materials they purchase. To protect against this risk, ACME-1 buys a put
option. This put option gives ACME-1 the right, but not the obligation, to sell the raw
materials at a specific price (the strike price) before a certain date (the expiration
date).

If the price of the raw materials falls below the strike price, ACME-1 can exercise the
put option and sell the raw materials at the higher strike price, thus limiting their
losses. If the price of the raw materials stays the same or increases, ACME-1 simply
lets the option expire and only loses the premium they paid for the option. This
strategy allows ACME-1 to protect against downside risk while still benefiting from
potential price increases.

Case Study 2: Speculating with a Call Option

An investor believes that the stock price of a particular technology company will
increase significantly in the near future. Instead of buying the stock directly, the
investor purchases a call option on the stock. This call option gives the investor the
right, but not the obligation, to buy the stock at a specific price (the strike price)
before a certain date (the expiration date).

If the stock price rises above the strike price, the investor can exercise the call
option and buy the stock at the lower strike price, immediately selling it at the
higher market price for a profit. If the stock price does not rise above the strike
price, the investor lets the option expire and only loses the premium they paid for
the option. This strategy allows the investor to control a large number of shares
with a relatively small investment, amplifying potential gains (but also potential
losses).
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