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Most books about derivatives start in the wrong place. They open with formulas, or with warnings, or with a history of the Chicago Board of Trade. This one starts with a question I was asked more times than I can count during twenty years on the NYSE floor: what does any of this actually mean?

The traders asking that question were not stupid. Many had made real money in stocks. But somewhere between reading about options and actually trading them, something had been lost in translation. The mechanics were fuzzy. The risk was abstract. The gap between 'I understand the concept' and 'I know what I am doing' was wider than it looked.

This book is an attempt to close that gap. We start where any honest account should — with what a share of stock is, and why companies sell them. From there we move through every major class of derivative: calls and puts, futures, forwards, swaps, warrants, convertibles, CFDs, and the more exotic structures that live in the OTC market. Every instrument is explained through real examples using companies you already know: Apple, Tesla, Amazon, Nvidia, Microsoft.

But instruments alone do not make a trader. The later chapters cover ground that most finance books treat as optional: the specific psychological biases that quietly destroy retail accounts; the mechanics of how your order actually gets filled and what it costs you; how to read a chart and a balance sheet in the same breath; and how professional desks manage risk across an entire portfolio, not just position by position.

Read it straight through, or use it as a reference. Either way, spend time with the examples. That is where the real learning happens.

PART ONE

Foundations: Stocks, Shares & Capital Markets
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Chapter 1: What Is a Stock and Why Do Companies Issue Them?
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The Birth of a Company's Need for Capital

At some point, almost every growing business hits the same wall. Revenue is rising, opportunity is real, but the money required to seize it — new factories, more engineers, a second continent — simply is not there. Banks will lend, but only so much. Founders can reinvest profits, but that takes years. There is a faster option: sell a piece of the company itself.

That is what a share of stock represents. Not a loan, not a bet — ownership. The buyer becomes a part-owner of the business, entitled to a proportional slice of its profits and its future. The company gets capital it does not have to repay. Both sides are taking a risk, and both sides have something to gain.

	Own 100 shares out of 1,000,000 issued and you own exactly 0.01% of that company — entitled to 0.01% of its profits and 0.01% of its residual value if the business were ever sold or liquidated.



The IPO: Going Public

The first time a private company sells shares to the general public is called an Initial Public Offering, or IPO. Getting there takes months: investment banks are hired to underwrite the deal, the company files detailed financials with the SEC, management goes on a roadshow to pitch institutional investors, and eventually an opening price is set. Once the bell rings on day one, those shares trade freely between whoever wants to buy and whoever wants to sell.

	Example: Alibaba's Record IPO


	Company: Alibaba Group (BABA) — NYSE | IPO Date: September 19, 2014


	Opening Price: $68 per share | Capital Raised: $25 billion


	Purpose: Fund global expansion, cloud infrastructure, and logistics


	Result: Shares closed at $93.89 on day one — a 38% gain for initial investors



Common Stock vs. Preferred Stock

Not all shares are equal. Companies typically issue two classes, each with different rights.

	Feature

	Common vs. Preferred Stock

	Voting Rights

	Common: YES — holders vote on board appointments and major decisions. Preferred: Usually none.


	Dividends

	Common: Variable, declared at the board's discretion. Preferred: Fixed rate, paid before common.


	Liquidation

	Common: Last in line. Preferred: Paid ahead of common shareholders if the company winds up.


	Price Upside

	Common: Unlimited. Preferred: Limited — tends to behave more like a bond.


	Typical Holders

	Common: Retail and institutional investors. Preferred: Private equity, institutional investors.



Market Capitalisation

Market cap is share price multiplied by shares outstanding. It tells you what the market currently thinks a business is worth in its entirety. Apple and Microsoft both exceed $3 trillion. A solid regional company might sit at $400 million. The number matters because it shapes liquidity, index membership, analyst coverage, and the depth of the derivatives market wrapped around the stock. A thinly traded micro-cap has almost no options market to speak of. A mega-cap like Apple has one of the most active options markets on the planet.

	Category

	Market Cap Range & Examples

	Mega Cap

	Over $200B — Apple, Microsoft, Nvidia, Alphabet, Amazon


	Large Cap

	$10B – $200B — JPMorgan, Visa, McDonald's, Boeing


	Mid Cap

	$2B – $10B — a wide range of established but non-index businesses


	Small Cap

	$300M – $2B — emerging growth companies, niche businesses


	Micro Cap

	Under $300M — speculative, limited liquidity, almost no derivatives market



Dividends

Not every company pays dividends
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