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GLOSSARY

American-Style Option
An option that may be exercised at any 
point prior to the expiration date.

Ask Price
A price that a particular party is willing to take 
in exchange for a stock or some other security.

Bid Price
A price that a particular party is willing to pay 
to obtain a stock or some other security. 

Call
An option that guarantees the “owner” the 
right to purchase a stock at a certain price 
(strike price) before a specified expiration date. 

Covered Call
When a trader selling a call option owns 
the requisite shares in the underlying asset 
and is therefore able to readily produce the 
shares if the option is “called in”.

Cost Basis
The cost basis for a stock is the original 
cost of obtaining the stock adjusted for 
revenue obtained through the stock, such 
as dividends, capital distribution, and any 
revenues gained from selling options on 
the stock.

Chicago Board Options Exchange 
(CBOE)
The first trading exchange to legitimize and 
regulate the trading of stock options.

European-Style Option
An option that may only be exercised on 
the exact date of expiration.

Gamma Risk
A level of risk affecting the profit/loss of an 
option, whereby small changes in the value 
of the underlying asset may drastically 
reduce the delta value of the stock, leaving 
the investor in a position in which a small 
change can significantly eliminate or 
diminish profit. 

Greeks
A collection of metrics used to describe 
the anticipated behavior of option value in 
response to various factors such as changes 
in the underlying value (delta), changes in 
time (theta), changes in interest rates (rho), 
changes in volatility (vega) and anticipated 
changes in the delta value (gamma). 

Historical Volatility
The observed volatility of a particular financial 
instrument as observed by past performance. 
(Contrast with “implied volatility”)

Implied Volatility
An important measurement of an options 
value that predicts the volatility in price 
for an option. The higher the implied 
volatility, the more likely that the stock will 
dramatically change in value. Distinct from 
historical volatility in that implied volatility 
attempts to predict future behavior, 
whereas historical volatility is an evaluation 
of past behavior.

In The Money (ITM)
When an option’s strike price will yield 
immediate intrinsic value. A call option is 
ITM when the strike price is lower than 
the actual value of the underlying asset. 
A put option is ITM when the strike price 
is higher than the actual value of the 
underlying asset.

Intrinsic Value
The amount by which a call option’s 
strike price is lower than the underlying 
asset price, or the amount by which a 
put option’s strike price is higher than 
the underlying asset price. An option with 
intrinsic value can be exercised for a profit 
if and only if the premium paid to obtain 
the option is less than the intrinsic value. 

Long Position
In stock trading, a long position refers to the 
holding of any stock or derivative that will 
increase in value when the stock goes up. 

Limit order
When a trader agrees to purchase a certain 
financial asset at or below a certain price. 
A limit order is usually set at a price 
somewhere in between the ask price and 
the bid price.

Moneyness
The difference between an option’s set strike 
price and the price of the underlying asset or 
stock, or the extent to which an option is in 
or out of the money. Moneyness profoundly 
influences the pricing of options. 

Naked Call Writing
When a trader selling a call option does not 
own the requisite shares in the underlying 
asset and is therefore not able to readily 
produce the shares if the option is “called in.”

Naked Put
When a trader purchases a put (the right 
to sell a stock at a certain price) without 
actually owning the underlying stock. 

Options Clearing Corporation (OCC)
A corporation formed by the Chicago Board 
Options Exchange responsible for ensuring 
that options contracts are enforced.

Options Chain
A price listing of call and put options at 
various strike prices and expiration dates.

Out of the Money (OTM)
A call option is out of the money when the 
value of the stock is lower than the strike 
price. A put option is out of the money 
when the value of the stock is higher than 
the strike price.

Owner
The party in an options contract entitled to 
exercise the option. (Compare with “Writer.”)

Premium
The price paid to own a stock option.

Put
An option that guarantees the “owner” the 
right to sell a stock at a certain price (strike 
price) before a specified expiration date.

Short Position
In stock trading, a short position refers to the 
holding of any stock or derivative that will 
increase in value when the stock goes down.

Spread
An option investment strategy whereby a call 
(or put) is simultaneously bought and sold 
creating a cheaper overall premium price 
while limiting profitability to a certain extent. 
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Stock Option
A contract guaranteeing the right to purchase 
(call) or sell (put) a specific stock at specific 
price within a specific period of time.

Straddle
An options investment strategy whereby a 
put and a call option are purchased for the 
same stock at the same strike price.

Strangle
An option investment strategy whereby a 
put and call option are purchased for the 
same stock but at different strike prices, 
usually with the put strike price being 
lower and the call price being higher.

Strike Price
A price that’s specified in an options 
contract at which the buyer of the option 
may purchase a stock (in a call) or sell a 
stock (in a put) within the period specified 
by the contract.

Time Decay
The phenomenon of an option losing value 
over time.

Time Value
An element that contributes to the overall 
valuation of an option on the basis of the 
amount of time remaining in an option 
contract prior to the expiration date, the 
more time remaining in the contract, the 
more valuable the option.  

Underlying Asset
The asset from which an option is derived. 
With stock options, stocks are the 
underlying assets. 

Volatility
The propensity of a certain financial 
instrument to significantly fluctuate in 
value over time.

Wasting Asset
An asset that declines in value over time. 
Because options lose value the closer 
they get to their expiration dates, they are 
considered to be wasting assets. 

Writer
The party in an options contract obliged to 
buy or sell a stock when the owner exercises 
an option. (Compare with “Owner.”)


	CHAPTER 1
	fig. 1
	fig. 2
	fig. 3
	CHAPTER 2
	fig. 4
	fig. 5
	fig. 6
	fig. 7
	CHAPTER 3
	fig. 8
	fig. 9
	fig. 10
	CHAPTER 4
	fig. 11
	fig. 12
	fig. 13
	fig. 14
	fig. 15
	fig. 16
	fig. 17
	fig. 18
	fig. 19
	fig. 20
	CHAPTER 5
	fig. 21
	fig. 22
	fig. 23
	fig. 24
	fig. 25
	fig. 26
	fig. 27
	CHAPTER 6
	fig. 28
	fig. 29
	fig. 30
	fig. 31
	fig. 32
	fig. 33
	fig. 34
	fig. 35
	fig. 36
	GLOSSARY

