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DISCLAIMER REGARDING INVESTMENT DECISIONS AND TRADING

Decisions to buy, sell, hold or trade in securities, commodities and other investments
involve risk and are best made based on the advice of qualified financial professionals.
Any trading in securities or other investments involves a risk of substantial losses. The
practice of “Day Trading” involves particularly high risks and can cause you to lose
substantial sums of money. Before undertaking any trading program, you should consult
a qualified financial professional. Please consider carefully whether such trading is
suitable for you in light of your financial condition and ability to bear financial risks. Under
no circumstances shall we be liable for any loss or damage you or anyone else incurs as
a result of any trading or investment activity that you or anyone else engages in based
on any information or material you receive through Barchart.com or our Services.




Long-Term Equity Anticipation Securities

» Long-term options (LEAPS) are generally listed about 2.5 years before
they expire.

» LEAPS are typically options whose expiration dates are one year or longer.

» About a third of stocks have LEAPS options; however, they are more
commonly found among ETFs and Index options.

» The factors for pricing all options are the same, but the biggest
difference is the effect of volatility, risk-free interest rates, and dividends.

» Options strategies involving LEAPS are similar to short-term strategies.
Variables like time and the individual’'s goals might favor buyers of LEAPS.




Factors that Influence Option Pricing

1. Underlying Stock Price

Strike Price More Influence on Short-Term Options
Time Remaining

Volatility

Risk-free interest rate } More Influence on LEAPS

Dividend rate
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Volatility

» Changes in volatility can influence the price of all options.
» Small changes in volatility can have a large impact on LEAPS.

» Arise in volatility will have a beneficial effect on long LEAPS even if the
price of the underlying is unfavorable.

» Itis critical to assess volatility on a historical level before using LEAPS in
any options strategy.




Interest Rates & Dividends

» Rising interest rates increase the cost of capital, increasing the price of
calls and decreasing the cost of puts.

» Falling interest rates will have the opposite effect, decreasing the value
of calls and increasing the cost of puts.

» Buying call LEAPS as a substitute to ownership of the underlying and
investing the cash not invested into a CD or T-bill could be more
beneficial.

» Dividends have an inverse effect on pricing. With rising dividends, puts
become more expensive, and calls decrease in value. Reflection of the
dividend payout in the absolute price of the underlying.

» It's essential to know total dividend payouts and the consistency of
dividend increases.




Deltas

» ATM call LEAPS’ deltas are larger than comparable short-term options.

» With ITM call options of about 5%, LEAPS and short-term are about equal. The
deeper ITM will find comparable lower LEAPS option deltas.

» Deltas of LEAPS remain relatively stable as the underlying moves, unlike
short-term options. This stability in LEAPS prices gives buyers a reliable
expectation of increases and decreases.

» LEAPS puts have an inverse relationship with the underlying security. Short-
term puts move faster than LEAPS.

» LEAP put buyers' leverage will be dampened with the downside price
movement of the underlying.




barchart
Takeaways

LEAPS are long-term options that adhere to
the same option strategies as short-term
options. The main difference is the effect of
time, interest rates, and dividends on LEAPS

pricing.

Buying LEAPS calls offers a flexible
alternative to ownership, empowering you
to invest your excess cash in interest-rate

securities.

Buying LEAPS puts act as an insurance
policy against market declines.

LEAPS have a low rate of time decay and
relatively stable deltas, which buyers of
LEAPS will come to appreciate.
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Free 30-Day Trial to the site’s
best and most advanced features.

From a basic My Barchart membership,
to Barchart Plus with more customization
and analysis, to Barchart Premier loaded
with all the professional investment tools
you need... you will find a plan that
checks all the boxes.
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Investment Tools And
Research Designed To Help
Make You A More Confident
And Profitable Trader

Barchart has two levels of membership, tailored to provide the market
information you need, at a price is ri

https://www.barchart.com/qget-barchart-premier?ref=webinar
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