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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 risk 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.

© 2022 The Options Clearing Corporation. All rights reserved.



Public

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)SM

3© 2022 The Options Clearing Corporation. All Rights Reserved.
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Presentation Outline

• Options Time Decay

• Long Calls
• Motivation

• Selecting Strike

• Managing Position

• Long Puts
• Motivation
• Selecting Strike

• Managing Position
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Time Decay
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Intrinsic Value vs. Extrinsic (Time) Value

Intrinsic

Value

Extrinsic

Value

Stock Price Strike Price Time Volatility Interest Rate/Dividends

Option Premium
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Option Theta and Expiry

Overall rate of time decay is exponential (accelerates towards expiry)

ATM = decay exponential = volatility is key decay factor

ITM = decay linear = cost-to-carry is key decay factor

Time ►

Time

Value

$$$► Theta

Amounts

At-the-

Money

Options

In-the-Money

Option

~40 days
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Long Calls
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Motivation for Long Calls

• After analyzing the chart on ticker XYZ (stock or ETF), you 
determine that shares have reached a strong support level 
and might be due for a rally

• If support does not hold, shares could collapse

• Due to this downside risk, purchasing a call option might be 
an alternative to buying shares:

oRisk: Loss of entire option premium; with consideration to time 
decay, profitability will generally require the market thesis to be 
correct on direction, magnitude, and timing
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Strike selection
An equity call buyer:

• Owns the right to buy underlying stock/ETF
• Bullish on underlying
• Needs stock movement > time decay

Option buyers
• ITM call options cost more but have greater sensitivity to stock price 

movements (greater potential for $$$ gain)
• OTM call options cost less but require a larger stock price move to achieve 

profitability (greater potential for % gain)
• Market outlook and forecast might lead to target strike price

10© 2022 The Options Clearing Corporation. All Rights Reserved.
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Long Calls
• Stock higher

• Hold for further gains or close position (or scale down) 
• Roll up to a higher strike price
• Exercise if willing to buy shares (or capture dividend)

• Important: An ITM long call is subject to Auto-exercise at 
expiration which could result in the risk of owning shares

• Stock consolidates (position suffers time decay)
• Close position to avoid further losses
• Hold position and risk further losses

• Stock lower (consider risk tolerance)
• Hold in anticipation of share price rally
• Close position before experiencing total loss
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Long Puts
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Motivation for Long Puts

• An investor has determined that the share price of XYZ 
(stock or ETF) has become extended and might be due for a 
pullback

• Absent the use of options, an investor has limited choices 
including selling short or doing nothing

• Buying a put can provide downside exposure to capitalize on 
a share price decline:

oRisk: Loss of entire option premium; with consideration to time 
decay, profitability will generally require the market thesis to be 
correct on direction, magnitude, and timing
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Strike selection
An equity put buyer:

• Owns the right to sell underlying stock/ETF
• Bearish on underlying
• Needs stock movement > time decay

Option buyers
• ITM put options cost more but have greater sensitivity to stock price 

movements (greater potential for $$$ gain)
• OTM put options cost less but require a larger stock price move to achieve 

profitability (greater potential for % gain)
• Market outlook and forecast might lead to target strike price
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Long Puts
• Stock higher (consider risk tolerance)

• Hold in anticipation of share price decline
• Close position before experiencing total loss

• Stock consolidates (position suffers time decay)
• Close position to avoid further losses
• Hold position and risk further losses

• Stock lower
• Hold for further gains or close position (or scale down) 
• Roll down to a lower strike price
• Exercise unlikely as it would yield short stock position

• Important: An ITM long put is subject to Auto-exercise at 
expiration which could result in the risk of a short stock 
position
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What to Think About

• Market outlook

• Market timing

• Know the underlying (e.g. earnings)

• Magnitude of anticipated move

• Generally, motivation for buying options is speculating on 
directional move of underlying

• Movement in share price needs to have greater effect on option price 
than effect of time decay 
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The information provided in this communication is solely for educational purposes and should not be construed as advice or an  
investment recommendation. Fidelity Investments is a separate company, unaffiliated with the Options Clearing Corporation.
There is no form of partnership, agency affiliation, or similar relationship between the Options Clearing Corporation and Fidelity  
Investments, nor is such a relationship created or implied by the information herein. Fidelity Investments has not been involved  
with the preparation of the content supplied by the Options Clearing Corporation and does not guarantee or assume any  
responsibility for its accuracy or completeness.


