options series 7 cheat sheet

Options Series 7 Cheat Sheet: A Comprehensive Guide for Aspiring Financial
Professionals

The Series 7 exam, also known as the General Securities Representative Exam,
is a crucial stepping stone for anyone looking to become a licensed broker-
dealer in the United States. Among the various topics covered on this exam,
options trading is one of the most complex and critical areas. This cheat
sheet aims to provide an organized overview of essential concepts,
strategies, and calculations that you need to master for the options portion
of the Series 7 exam.

Understanding Options Basics
What are Options?

Options are financial derivatives that give the holder the right, but not the
obligation, to buy or sell a specific asset at a predetermined price (the
strike price) before a certain expiration date. The two primary types of
options are:

— Call Options: These give the holder the right to buy an underlying asset.
— Put Options: These give the holder the right to sell an underlying asset.

Key Terminology

Familiarizing yourself with key terms is essential for mastering options.
Here are some crucial definitions:

— Strike Price: The price at which the underlying asset can be purchased
(call) or sold (put).

- Expiration Date: The date on which the option contract becomes void.

— Premium: The price paid to purchase the option.

— In-the-Money (ITM): A call option with a strike price below the current
market price of the underlying asset or a put option with a strike price
above the current market price.

- Out-of-the-Money (OTM): A call option with a strike price above the current
market price or a put option with a strike price below it.

- At-the-Money (ATM): An option whose strike price is equal to the current
market price of the underlying asset.

Types of Options Strategies

Understanding options strategies is vital for the Series 7 exam. Here are
some common strategies you should know:

1. Basic Strategies

— Buying Calls: Used when anticipating an increase in the stock price.
- Buying Puts: Used when anticipating a decrease in the stock price.

2. Advanced Strategies

— Covered Calls: Involves holding a long position in an asset while selling
call options on the same asset to generate income.

- Protective Puts: Buying puts on an asset you own to protect against losses.
— Straddles: Buying both a call and a put option at the same strike price and



expiration date, anticipating significant price movement in either direction.
3. Spread Strategies

— Bull Call Spread: Buying a call at a lower strike price while selling a
call at a higher strike price.

— Bear Put Spread: Buying a put at a higher strike price while selling a put
at a lower strike price.

Calculating Options Payoff

Understanding how to calculate the payoff for different options strategies is
crucial for the Series 7 exam. Here’s how to determine the payoff for some
common scenarios:

Call Option Payoff

The payoff for a call option at expiration can be calculated using the
formula:

- Payoff = Max (0, Stock Price at Expiration - Strike Price)
Put Option Payoff

The payoff for a put option at expiration can be calculated using the
formula:

- Payoff = Max (0, Strike Price - Stock Price at Expiration)
Example Calculations

1. Call Option Example: If you have a call option with a strike price of $50
and the stock price at expiration is $60, the payoff is:

- Payoff = Max (0, $60 - $50) = $10

2. Put Option Example: If you have a put option with a strike price of $50
and the stock price at expiration is $40, the payoff is:

- Payoff = Max (0, $50 - $40) = $10
Important Rules and Regulations
Options Trading Regulations

Understanding the regulatory framework surrounding options trading is
critical for the Series 7 exam. Key regulations include:

— Options Clearing Corporation (OCC): The organization that acts as the
guarantor for options trades.

— FINRA: The Financial Industry Regulatory Authority oversees trading
practices and compliance.

— Customer Suitability: Firms must ensure that options products are suitable
for their customers based on investment experience, financial situation, and
objectives.

Margin Requirements for Options

Options trading often involves margin accounts. Here are some important rules



regarding margin:

— Initial Margin Requirement: The minimum amount of equity required to open a
position.

— Maintenance Margin: The minimum amount of equity that must be maintained in
the account to keep the position open.

- Special Margin Requirements for Short Options: If you write options,
additional margin may be required.

Risk Management in Options Trading
Understanding Risks

Options trading carries inherent risks, and it is essential to understand
them for effective risk management:

- Leverage Risk: Options allow for significant leverage, which can amplify
both gains and losses.

— Time Decay: Options lose value as they approach expiration, particularly
OTM options.

— Volatility Risk: Changes in market volatility can impact option premiums.

Risk Mitigation Strategies

To mitigate risks associated with options trading, consider the following
strategies:

1. Diversification: Spread investments across various assets and strategies.
2. Position Sizing: Carefully manage the size of each position relative to
your portfolio.

3. Use of Stop-Loss Orders: Implement stop-loss orders to limit potential
losses.

Conclusion

The options portion of the Series 7 exam can be challenging, but with the
right preparation and understanding of the concepts outlined in this cheat
sheet, you can enhance your chances of success. Be sure to focus on
understanding the various strategies, calculations, and regulations
associated with options trading. Regular practice and review will solidify
your knowledge and boost your confidence as you prepare for the exam.

By mastering these critical areas, you'll be well on your way to achieving

your goal of becoming a licensed General Securities Representative. Good
luck!

Frequently Asked Questions

What is the Series 7 exam?

The Series 7 exam, administered by FINRA, qualifies individuals to trade
various securities, including stocks, bonds, and options.

What is an options cheat sheet?

An options cheat sheet is a quick reference guide that summarizes key



concepts, terms, and strategies related to options trading, helping
candidates prepare for the Series 7 exam.

What topics should be covered in an options Series 7
cheat sheet?

Key topics include options definitions, types of options, pricing models,
strategies (like spreads, straddles, and strangles), and risk management.

How can an options cheat sheet help in passing the
Series 7 exam?

It provides a concise overview of essential concepts, making it easier to
review and memorize information, thereby increasing the likelihood of passing
the exam.

Are there any specific formulas I should memorize for
options trading?

Yes, having formulas for calculating option premiums, breakeven points, and
margin requirements can be very helpful for the exam.

What are the different types of options covered in
the Series 7 exam?

The exam covers call options, put options, American options, European
options, and exotic options.

Can I rely solely on a cheat sheet for the Series 7
exam?

While a cheat sheet is a useful study aid, it should not be your only
resource; comprehensive study of all exam materials is essential.

Is it legal to use a cheat sheet during the Series 7
exam?

No, using a cheat sheet or any unauthorized materials during the exam is
strictly prohibited and can lead to disqualification.

Where can I find high—quality options Series 7 cheat
sheets?
High—quality cheat sheets can be found through reputable study guides,

finance education websites, or from prep courses specifically designed for
the Series 7 exam.
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