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Chapter 6: mini case

a. What is a financial option? What is the single most important characteristics of an option?
An option is a contract that allows the holder the right to buy or sell an asset at a predetermined price within a specified period of time. The important characteristic of an option is that the person is not obligated to buy/sell. Instead, it’s a right given to them to exercise the option.
b. Options have a unique set of terminology. Define the following terms:
1. Call Option – you have the option to buy a certain number of shares within a future period of time
2. Put Option – you have the option to sell a certain number of shares within a future period of time
3. Exercise price – the strike price; the price in which one is allowed to buy or sell the option contract
4. Striking, or strike, price – exercise price
5. Option price – the market price for the option
6. Expiration date – the last day the option can be exercised
7. Exercise date – the day you bought the option
8. Exercise value - the value of a call option if it were exercised today [Current stock price - Strike price]
9. Covered option – investors who writes call options against the stock held in his or her portfolio 
10. Naked option – When the exercise price exceed the current stock price
11. In-the-money calls – when the exercise price is less than the current price of the stock.
12. Out-of-the-money calls – when the exercise price exceeds the current stock price.
13. LEAPS – Long-term Equity AnticiPation Security; options written for six months or less.
