Options Basics
Options can feel mysterious when you first encounter them. Prices move for reasons that aren’t always obvious, the terminology sounds technical, and the learning curve can look steep from the outside. But once you understand the core pieces, the entire structure becomes far more intuitive. This guide walks through the essential building blocks of options trading in a clear, practical way.
Calls and Puts
Every option is either a call or a put, and everything else builds from there.
Call Options
A call gives you the right—never the obligation—to buy the underlying asset at a specific price before the contract expires.
· Call buyers are bullish.
· Call sellers benefit if the price stays flat or moves lower.
Put Options
A put gives you the right to sell the underlying asset at the strike price before expiration.
· Put buyers are bearish.
· Put sellers want the price to stay the same or rise.
If you remember nothing else, remember this: Calls = right to buy. Puts = right to sell.
Strike Price and Expiration
Two details define every option contract: the strike price and the expiration date.
Strike Price
This is the price at which the option can be exercised.
· Call buyers want the stock to rise above the strike.
· Put buyers want the stock to fall below the strike.
The strike is the reference point for everything else—value, probability, and risk.
Expiration Date
Options don’t last forever. Each contract has a final day when it’s valid.
· Short-term options decay quickly and react sharply to price movement.
· Longer-term options decay more slowly and carry more exposure to volatility.
Once expiration hits, the option either has value or it doesn’t. There’s no in-between.
In the Money, At the Money, Out of the Money
These terms describe where the stock price sits relative to the strike.
In the Money (ITM)
The option has real, exercisable value.
· Calls: stock price > strike
· Puts: stock price < strike
At the Money (ATM)
The stock is trading very close to the strike.
ATM options tend to have the richest extrinsic value and respond strongly to volatility.
Out of the Money (OTM)
No intrinsic value—only time and volatility.
· Calls: stock price < strike
· Puts: stock price > strike
OTM options are cheaper, but they need movement to become valuable.
Intrinsic Value, Extrinsic Value, and the Premium
The premium is simply the price of the option. It’s made up of two parts.
Intrinsic Value
This is the real, immediate value of the option if you exercised it right now.
For calls:

For puts:

Extrinsic Value
Everything beyond intrinsic value—essentially the “time and uncertainty” portion.
Extrinsic value reflects:
· Time until expiration
· Implied volatility
· Market demand
It steadily shrinks as expiration approaches.
Premium

The Greeks: Delta, Gamma, Theta, Vega, Rho
The Greeks measure how sensitive an option is to different market forces. They’re the dials and gauges that explain why option prices behave the way they do.
Delta
Delta measures how much the option’s price changes for a $1 move in the underlying.
· Calls: 0 to 1
· Puts: 0 to –1
A useful rule of thumb: delta roughly reflects the probability of finishing in the money.
Gamma
Gamma measures how quickly delta changes.
· Highest for ATM options
· Rises as expiration approaches
Gamma explains why an option’s behavior can accelerate dramatically once it moves ITM.
Theta
Theta is time decay—the amount an option loses each day.
· Buyers lose theta
· Sellers collect theta
Time decay speeds up as expiration gets closer.
Vega
Vega measures sensitivity to changes in implied volatility.
· Higher vega = more exposure to volatility swings
· Longer-dated options carry more vega
When volatility rises, premiums expand. When volatility falls, they contract.
Rho
Rho measures sensitivity to interest rates.
It’s the least influential Greek for short-term options but becomes more relevant for long-dated contracts.
Putting It All Together
Options pricing is a blend of direction, time, volatility, and probability. Once you understand calls and puts, moneyness, intrinsic vs. extrinsic value, and the Greeks, the entire options market becomes far easier to navigate. These concepts form the foundation for everything else—spreads, hedging strategies, income trades, and more.

