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7. Solution: D

8. Solution: B

Writing a covered call requires shorting the call option along with simultaneous

ownership in the stock (i.e., the underlying asset).

9. Solution: D

The current stock price, 80, is higher than the strike price, 65. Since a call option

provides the right (but not the obligation) to buy a share of the stock for only 65, a call

option would have positive payoff if exercised immediately. So the option is in-the-money

if it is a call option. Since a put option provides the right (but not the obligation) to sell a

share of the stock for only 65, a put option would have negative payoff if exercised

immediately. So the option is out-of-the-money if it is a put option. Therefore, the option

is in-the-money if it is call option, but out-of-the-money if it is a put option.
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