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Disclaimer
Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions until they have read 
and understood the options disclosure document, Characteristics and Risks of Standardized Options, available by visiting 
OptionsEducation.org or by contacting your broker, any exchange on which options are traded, or The Options Clearing Corporation at 
125 S. Franklin St., #1200, Chicago, IL 60606.

In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, interest and taxes have 
not been included. These costs will impact the outcome of any stock and options transactions and must be considered prior to 
entering into any transactions. Investors should consult their tax advisor about any potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative and educational 
purposes and should not be construed as an endorsement, recommendation, or solicitation to buy or sell securities. Past 
performance is not a guarantee of future results.

All content in this document is owned, or licensed, by The Options Clearing Corporation (‘OCC’). Unauthorized use is prohibited 
without written permission of OCC.  While reasonable efforts have been made to ensure that the contents of this document are 
accurate, the document is provided strictly “as is”, and no warranties of accuracy are given concerning the contents of the information 
contained in this document, including any warranty that the document will be kept up to date. OCC reserves the right to change details 
in this document without notice. To the extent permitted by law no liability (including liability to any person by reason of negligence) will 
be accepted by OCC or its employees for any direct or indirect loss or damage caused by omissions from or inaccuracies in this 
document.

OCC makes no recommendation with respect to any firm or organization, nor does it endorse, warrant, or guarantee products, 
services or information described or offered by any such entity.

© 2026 The Options Clearing Corporation. All Rights Reserved.



Trademarks

The following trademarks, logos, and service marks displayed are owned by The Options Clearing Corporation: 

OCC®The Options Clearing Corporation®

The Options Industry Council® OIC®
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• FREE unbiased and professional options education
• OptionsEducation.org
• Online courses, podcasts, videos, & webinars
• Contact Investor Education at options@theocc.com

About OIC
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• Options Premium as a Bundle of Risks

• Delta and Intrinsic / Extrinsic Value

• Hard and Soft Delta

• Calculating Intrinsic / Extrinsic Value

• Time and Decay

• Implied Volatility and how it shapes Value

• Volatility Regimes

• Q & A 

Presentation Outline

© 2026 The Options Clearing Corporation. All Rights Reserved.



Option Premium as a 

Bundle of Risks



The Option Greeks as a Dashboard - A Way to 
Monitor that Bundle of Risks

Hear:
Delta

Gamma

Theta

Consider option Greeks to be like the dashboard of a car.  They can help 
you to monitor risk holistically.  You don’t need to open the hood of your 
car to see if it is running. Option Greeks give you that same ability with 
your option positions.

© 2026 The Options Clearing Corporation. All Rights Reserved.

Think:
Speed

Acceleration

Decay



Delta as the Bridge to 

Intrinsic and Extrinsic 

Value



Option Delta – A Technical Definition

The expected change in an option’s price (up or down) for each $1.00 move in 
underlying security price

Deep in-the-money options

• High Delta approaching 100% (or 1.00)

At-the-money options

• Deltas around 50% (or .50)

Far out-of-the-money options

• Low Delta approaching 0% (or 0)

Delta: An Option's value sensitivity to stock price

© 2026 The Options Clearing Corporation. All Rights Reserved.



Delta Explained Through Metaphor

Imagine Delta like a 
speedometer for an options 
portfolio.

Just like a car's speedometer tells 
you how fast you're going, Delta 
can tell you how much an 
option's price should 
theoretically change for every 
one-point move in the 
underlying.

© 2026 The Options Clearing Corporation. All Rights Reserved.



Hard and Soft Delta and How it 

Relates to Intrinsic and Extrinsic 

Value



What is ‘Hard’ Delta?

• ‘Hard’ Delta ∆
• Options with higher deltas are generally more 

likely to correlate their price movement with 
underlying movement.

• As expiration approaches, In-the-money 
options tend toward the upper bound of 100 
Delta and out-of-the-money options tend 
toward the lower bound of zero Delta. 

• Thus, options closer to expiration, and with 
higher Deltas become more ‘Hard’ Deltas – 
hedging these Deltas with underlying assets 
can reduce variance as the options begin to 
correlate more closely with underlying price 
movement.  

© 2026 The Options Clearing Corporation. All Rights Reserved.

You can think of ‘Hard’ Delta as more correlated to an option’s Intrinsic value.   



What is ‘Soft’ Delta?

• ‘Soft’ Delta ∆
• Options with Lower Deltas are generally less 

likely to correlate their price movement with 
underlying movement.

• As expiration approaches, In-the-money 
options tend toward the upper bound of 100 
Delta and Out-of-the-money options tend 
toward the lower bound of zero Delta. 

• Thus, options with lower Deltas or longer 
duration are considered more ‘Soft’ Delta – 
hedging these deltas with underlying assets 
can increase overall variance as the options’ 
Delta or duration profile can potentially keep 
them from correlating directly with 
underlying price movement. 

© 2026 The Options Clearing Corporation. All Rights Reserved.

You can think of ‘Soft’ Delta as more correlated to an option’s Extrinsic value.   



Calculating Intrinsic and Extrinsic Value



Intrinsic Value vs. Extrinsic Value
Option’s Premium

Intrinsic Value Extrinsic Value

Stock Price Strike Price Time Volatility Interest Rate/Dividends

Intrinsic Value

Inherent value of 

option: A $50 call with 

stock trading at $55 is 

inherently (intrinsically) 

worth $5

Extrinsic Value

Value of potential 

changes resulting from 

changes in time, 

volatility, interest rates 

& dividends

© 2026 The Options Clearing Corporation. All Rights Reserved.



Calculating Intrinsic and Extrinsic Value
Underlying trading: $55.00

In this case, with the calls being in-the-money, they have some amount of intrinsic value and 
some amount of extrinsic value -  but how much of each? 

For an in-the-money option, If you subtract the difference between the strike price and the 
underlying price (which represents the intrinsic value), what is left over is the extrinsic value. 

($ 6.50 - $ 5.00) = $1.50 of extrinsic value in the call; the rest is intrinsic.

It is not a coincidence that the out-of-the-money put is also worth $1.50, even though all of the put’s value 
is extrinsic. Put-Call parity relationships keep those values -  the extrinsic value in both the out-of-the-

money options and the in-the-money options aligned. 

© 2026 The Options Clearing Corporation. All Rights Reserved.

Calls Strike Puts

$ 6.50 50.00 $ 1.50



Calculating Intrinsic and Extrinsic Value
Underlying trading: $45.00

In this case, with the puts being in-the-money, they have some amount of intrinsic value and 
some amount of extrinsic value -  but how much of each? 

For an in-the-money option, If you subtract the difference between the strike price and the 
underlying price (which represents the intrinsic value), what is left over is the extrinsic value.

($ 5.85 - $ 5.00) = $0.85 of Extrinsic Value in the Put - the rest is Intrinsic

It is not a coincidence that the out-of-the-money call is also worth $0.85, even though all of the call’s value is 
extrinsic. Put-Call parity relationships keep those values -  the extrinsic value in both the out-of-the-money 

options and the in-the-money options aligned. 

© 2026 The Options Clearing Corporation. All Rights Reserved.

Calls Strike Puts

$ 0.85 50.00 $ 5.85



Time and Extrinsic Value Decay



Option Theta (Time Decay) – A Definition

Expected time decay in option value
• With the passage of 1 day

• Expressed in decimal form (-.080)

• Decay is per calendar day, not per trading day

• Represents cash amount per option

• All other pricing factors constant

Theta: An option's value sensitivity to time

Calls and puts both have negative 
Theta amounts

© 2026 The Options Clearing Corporation. All Rights Reserved.



Theta Explained Through Metaphor

© 2026 The Options Clearing Corporation. All Rights Reserved.

Theta is the theoretical decay of 
an option’s value over the 
course of one day. 

Consider Theta like the sand in an hourglass, 
constantly moving from one side of the 
hourglass to the other. 

As time passes, and at any given moment, 
there is less sand in the upper part of the 
hourglass, and more sand in the bottom part 
of the hourglass. You can think of this like 
options decay.



Implied Volatility as part of 

Extrinsic Value



Implied Volatility (IV): Definition

Option implied volatility
• volatility assumption at which option is currently priced 

in market

• can be determined via option pricing model

• volatility input resulting in value same as current market price

© 2026 The Options Clearing Corporation. All Rights Reserved.

• reflects underlying stock’s volatility expected by marketplace

• consensus of all market participants

Who ultimately determines option market prices?

• everybody who makes a bid/ask price and trades an option

• professionals and individual investors alike



Implied Volatility Represents the Future

Option implied volatility reflects current expectations 
of future underlying volatility (forward looking)

Today

Stock
Price

Historical 
Volatility

Implied
Volatility

© 2026 The Options Clearing Corporation. All Rights Reserved.



Greeks as Risk Signals



Option Gamma – A Definition

Gamma: Delta’s sensitivity to stock price 

The anticipated change in the Delta value for a $1.00 
move in the underlying security

• All other pricing factors constant

• In decimal form (e.g., .002)

• Adjustment to Delta

Only options have Gamma

© 2026 The Options Clearing Corporation. All Rights Reserved.



Gamma Explained Through Metaphor

Think of Gamma as the 
potential change in an option’s 
Delta.  

Gamma measures how quickly the 
Delta of an option can change. 

When Gamma is high, an option’s 
Delta can accelerate or decelerate 
quickly in response to changes in 
the stock price.

© 2026 The Options Clearing Corporation. All Rights Reserved.



Volatility Regimes: What the 

Market is Charging for Uncertainty



At-the-Money Put and Call Together (The 
Straddle Components)
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Key Takeaways

• Options premium is a bundle of risks, not a single bet on 
direction. Price reflects exposure to movement, time, and 
uncertainty.

• Delta bridges intrinsic and extrinsic value. As Delta 
becomes “harder,” option prices behave more like the 
underlying; as Delta stays “soft,” extrinsic forces dominate.

• Extrinsic value is shaped primarily by time and volatility. 
Theta steadily erodes value, while implied volatility 
expands or contracts it based on market expectations.

• Options can move differently than the stock because 
assumptions change. Even without price movement, time 
decay or shifts in implied volatility can materially affect 
premium.

• Volatility regimes reflect what the market is charging for 
uncertainty. The price of the at-the-money straddle 
provides a clear window into how expensive or cheap 
uncertainty is at a given moment.

© 2026 The Options Clearing Corporation. All Rights Reserved. 30



OIC is dedicated to increasing the awareness, knowledge and 
responsible use of exchange-listed options. 

The Options Industry Council 

OCC Learning - a self-guided eLearning destination with coursework 
tailored to a variety of learning styles and experiences levels.

Download our podcasts and videos.

Attend webinars and learn from the pros.

Live options help from industry professionals with Investor Services.

OptionsEducation.org

© 2026 The Options Clearing Corporation. All Rights Reserved. 31



www.OptionsEducation.org

Investor Education: options@theocc.com

OIC YouTube Channel

LIKE us on Facebook 

Follow us on X @Options_Edu

For More Information
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