OPTION TERMS EVERY

INVESTOR NEEDS TO KNOW

Option trading comes with a few terms that you may not find in other forms of investing.
Here are a few of the most common option terms you may hear and what they mean.

CALL

A call option contract gives its holder
(buyer) the right (but not the obliga-
tion) to buy a specified quantity of a

security at a specified price (strike

BUY TO OPEN/SELL TO CLOSE

When you enter an option trade, you are

PUT

A put option contract gives its holder
(buyer) the right (but not the obligation) to
sell a specified quantity of a security at a
specified price (strike price) within a
fixed period (until its expiration).

essentially opening a position. If you buy an
option, either a put or a call, you must
enter a "buy to open"
Historical volatility is the stability/instability
demonstrated by the underlying shares over a
period of time. Implied volatility is the level of
stability/instability of the underlying shares that is
implied by the current option price. More
volatile stocks will have more
expensive option
premiums.

price) within a fixed period
(until its expiration).

In-the-money (ITM)

means that a call’s

strike price is below the

market price of the
underlying asset or that
the strike price of a put
is above the market

price of the é

underlying asset. (o)
An ITM option vas\

has intrinsic
e g meimiedto
x a specific
anly e @ time period
Valde. which ends at a
predetermined
expiration date. After
that date, the option
contract is no longer valid
and no longer has
any value.

A naked call is an option
strategy whereby the investor
writes (sells) calls against
shares of stock that he
does not currently own.

A covered call is an option strategy
whereby the investor writes (sells) calls

against shares of stock that he
currently owns.
STRIKE
PRICE

The strike price is the
price at which the holder
of an option can buy or
sell the underlying
shares when the
option is exercised.

Option
contracts
SELL TO OPEN/
BUY TO CLOSE
When entering a
trade, if you are
writing (selling)
an option, either
a put or acall,
you must enter
a "sell to open’

Out-of- the-money
(OTM) is a term used
to describe a call with
a strike price higher
than the market price
of the underlying asset,
or a put with a strike
price lower than the
market price of the
underlying asset.

Knowing these option terms will be useful if you are looking to
get started trading options and placing your first trades.
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The intent of this handout is to help expand your financial education.
All investors should consult a qualified professional before trading in any security.
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