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‘** An option is a contract between a buyer and a seller (Writer) that gives the
buyer the right to buy or sell an asset at » prespecified price (exercise or strike ,
price) during a prespecified time perioi! = The writer is obligated to honor the

contract by purchasing or selling the as:+1 at the exercise price. The buyer , on
the other hand is under no obligation to ¢xercise his right”.
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 An option is a contract between two parties — a buyer and a seller — that gives
the buyer the right , but not the obligation , to purchase or sell something at a
later date at a price agreed upon today *
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““ An option is a contract giving the holder the right but not the obligation to buy
or sell some item at a stated price before o stated time”.
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There are two basic types of options:
The Put option and the Call option ,
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Four types of privileges (option) are employed , the Put , the Call , the spread
(Strangle) and the (Straddle).
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“A call option is an option to purchase the common stock of a firm ata spe(:]f' ed
price within a specified period”.
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“The call is a contract to pay money for the right to buy a certain security on a
given date at a named price”.
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The option price of $1.375 which can be viewed as the buyer’s wager on the
stock’s price would not get above $80 before the option expired.
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A put option is a negotiable contract giving the holder the right to sell stock to

the writer — usually 100 shares — at a specified striking price for a specified
period at a set premium .
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“Put option — An opticn giving the hoider right to sell an item (Such as common

stock ) at a stated price before a stated time”.
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“The put is a contract to pay money for the right to sell a certain security on a
given date at a named price”.
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Option can be written not only on common stock , but also on securities and
other goods.

For example , option are actively traded and widely available on bonds , stock
market indexes , foreign currencies . commodities futures contracts and even
cconomic indexes ,
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The use of .L,)Lalld sshatl ola alussaily dic jiaba gag abdlaill Joes 2JUH
privileges (Option) in trading

olss W asiully fuadig Short sale Bpisall Lle audl wlded) JiuSo ausins =Y
ST pdghy gag ¢ sundall gl e 55Vl Ly U3 ails (Put option)
Ol o a0 L':'.E.:-.a _LBLQJ‘JMQMM‘Y1 L_g).-.u"".ﬁ Ol 0590588 ()9S ian

A



" ‘«i :;"',_».;3.,. D :'p' L L-;.__.-.L'L- LT i:)é-}‘:;}d:‘ﬂ JL»‘?—"&'%I Eujd

ATEE L SASTLw m Al TOIATLESG e

If the trader believes there is a drop in ¢1 : price ol certain stocks just ahead , he
will buy a put instead of following the us 1al method of selling short .
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A person who buys a stock heping (o sell later at a higher price , may alse buy a
put as a hedge apainst a fall in price . the put enables him to sell the stock at the
price for which he bought it
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‘* Most investors who purchase cail and put option sell their option for a profit
rather than exercising them'
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More than 50 % of call cption are unexercised this suggests a principle , call
option and put option are too risky .
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*“The straddle is the douhle privilepe {option} of a put and a call . It secures to the
holder the right to demand of the seller at a certain price , within a certain time ,
a certain number of shares of specified stock , or to require him to take at the
same price , within the same time shares of stock”.
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A straddle is a contract that com»nines » put and a call . straddles and spreads
are designed for speculators whe are trading on both sides of the market . By
buying puts , calls , siraddles and <preads , speculators tend to limit the total loss
on any one or a series of trades .
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Straddle is an option trarsaction that involves a long position in a put and a call
with the same exetcise price and expiration .
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A straddie is an appropriate strategy for situation in which one suspects that the
stock price will move substantially but daes not know which direction it will go.
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“ A long strap position is the purchase of two _calls z;nd one put with the same

exercise price , suzgesting an investor who thinks stock price are more likely Lo
increase”,
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‘*“ A strap is an option transaction: that involves a long position in two calls and
one put , or two calls for every put , with the same exercise price and expiration”.

: “Chance” caiing
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‘“ A strap, then, is the special case in which two calls are puréhased f(;r each put™.
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EXPIRATION DATE PAYOFKFS TO LONG STRAP AND LONG STRIP
POSITION

A. Strap Position (Two Calls and One Put)

Net Profit Cost oi' Value of Puts | Value of Calls SAS Stock
Options Price of

Expiration
$ 5.85 $-14.15 T $20.00 $0.00 $20.00
0.85 -14.15 15.6 0.00 25.00
-4.15 1415 109 0.00 30.00
-9.15 1415 5. 0.00 35.00
-14.15 -14.15 0.00 0.00 40.00
-4.15 -14.15 0.00 10.00 45.00
5.85 .14.15 000 20.00 50.00
15.85 1415 0.00 30.00 55.00

25.85 -14.15 0.00 40.00 60.00 |

Source: Investment Analysis az;g Portfolio Management Frank Reilly, Keith C. Brown.
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* The long straddle positicn assurnes implicitly that the investor has no intuition
about the likely direction of futur2 stock price movements. A slight modification
of this format is overweighting cither the Put or Call position to emphasize a
directional belief while maintaining a contract that would profit from a price
movement the cther wayv.

An investor with 2 more * bearish™ virw could create a long strip position by
purchasing two puts and orly one cali.
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“ Strip : is an option transaction that involves a long position in two puts and one
call, or two puts for every call, with the same exercise price and expiration.
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“ A strangle is the simultaneous purchase or sale of a call and a put on the same

underlying security, with the same expiration date. Unlike the straddle, the
options used in the sirangle do not have the same exercise price.”
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Out of the money option
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Strangie : Buying a strangle invol-es buying a call option and a put option on the
same underlying asset for the sam= maturity but at different strike prices,
generally both out of the imoney. Sinc? the optiens are cut of the money, a
strangle is cheaper strategy to set up than is a straddle.
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Strangle: “ A long put at one exercise price and a long call at a higher exercise
price.”
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Call-of-more optivn, an option that gives the buyer the right to buy double the
stated quantity of securities, if he so wish #-.
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Put-cf-more option, an option that gives the seller the right to sell double the
stated quantity of securiiics of he <o wishes.
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* Any transfer ol ownership of the underlying asset and cash flows becomes
unnecessary’’.
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Non USA Participation in U.S Future Contracts.
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Globalization of Futures Markets

Non — U.S. Participation in U.S. Futures Contracts.

Financial futures contracts on U.S. secuii‘ies are commonly traded by non- U.S.
financial institutions that maintain holdin 2s of U.S. securities. These institutions
use financial futures to reduce their expcsure to U.S. stock market or interest
rate movements. The Chicago Board of Trade has allowed more access to non-Us
customers by expanding the trading hours of exchange to cover various time
zones,
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Forward and Futures Contracts Markets
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Forward — type contracts traded on organized markets are called “Futures”.
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A future contract is a forward contract that has standardised terms is traded on
an organized market,
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A forward contract , just like a futures contract , is an agreement for the future
delivery of something at a specified pri:e at the end of a designated period of

time.
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A forward contract may or may nci b marked to market, depending on the

wishes of the two parties.
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“ Although both futures and forward contracts set forth terms of delivery,
futures contracts are not intended to be settled by delivery . In fact, generally less

than 2% of outstanding contracts, are scttled by delivery. Forward contracts, in
contrast are inteded for delivery”.
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“ A forward contract is an agreement bef'veen two parties, a buyer and a seller
to purchase or sell something at a latter da:e at a price agreed upon today .
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“ A forward contract is a contractiial agreement beiween a buyer and a seller at
time (O) to exchange an asset for cash at some later date. The buyer and the

seller would agree on a price and quantity today (Time O) but the delivery (or
exchange) of the 20-year bend for cash would not occour™.
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* Under a forward — type contract, the two counter partities agree to exchange

an - underlying item -- real or financial — in a specified quantity , on a specified

date, at an agreed price . Forward — ty} ¢ contracts are unconditional financial
contracts because there is an obligation to settle the contract on a specified date”.
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*“ A forward contract is a bilateral contract between a purchaser and a seller.
The asset to be exchanged and the settlement price and the settlement date is
matually agreeable to the two transactors . When the settlement date arrives,

the buyers tenders cash to the selier , and the seller delivers the previously
agreed upon asset to the buyer .
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* A forward contract is a private bilutera] executory contract that typically calls
for the delivery of specified quantity of property at a fixed price at a set date in
the future . The partics are not required fo post collateral®.
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“ A forward contract is a contruct to purchase or sell a fixed quantity of a
commedity of defined quality on a certain date in the future at a price agreed to
day ™.
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Almost 1060 types of futures contracts trade on U.S. Futures exchanges.
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The Tokyo International Financial Futures Ex ( TIFFE ).
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“ A futures contract is a forward contract that has standarised terms is traded
on an organized market and follews a daily settlement procedure in which the
losses of one party to the contract are pail to the other party ”.
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*“ A futures contract is a marketable forward contract. A futures contract is an

agreement to make delivery at a latter date, or to accept delivery of a fixed
amount of a specific quality of an asset at a specified price”.
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“ A financial futures contract is an agreement to buy or sell a standard quantity
of a specific financial instrument at a future date and at a price agreed between
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the parties through open outcry on the iloor of an organized financial futures
exchange .
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‘ A financial futures contract is a standarised agreement to deliver or receive a
specified amount of a specified financial instrument at a specified price and date

. Financial futures contracts are traded on organized markets which enforce
rules {or such trading *.
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The individual must make a minimum deposit — usually at least $ 5000 — and
sign a disclosure statement acknow ledging the possible risks.
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“ An interest rate cap is a financia! arrangement that limits the exposure of a
floating rate borrower to upward moveinents in interest rates . A cap is a series
of Interest rate call options in which the writer guarantees the buyer whatever
additional interest he must pay on his }an if the rate on that loan goes above an
agreed rate™.
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“ Buying a cap means buying a_call gption or a succession of call options on

interest rates , if interest rates rise above the cap rate , the seller of the cap —

usually a bank — compensates the buyer . As a result buying an interest rate cap
is like buying insurance against an (excessive) increase in interest rates . The
exercise dates in a cap agreement can be one or many”’.
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“ A cap agreement is a series of cash settlements interest rate options, typically
based on LIBOR . The seller of the cap in return for the option premium that is
usually paid at origination, is obliged to pay the difference between LIBOR and
the exercise when ever the difference is positive.
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‘“ A cap is a contract between two counterparties in which one counterparty (The
seller or writer) agrees to pay to the other (The buyer) the difference between a
floating rate (The. reference rate) and a predetermined Fixed rate (The strike
rate) on a fixed notional amount over the life of the contract at each settlement

date. In return the buyer pay the seiler an up front premium. A cap can be
likened to a series of call option on a floating interest rate”.
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“Interest rate cap and floor agreements are equivalent to portfolios of interest
rate option contracts.”
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