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CCCOOOIIIDisclosures & Disclaimers

In order to simplify the computations, commissions and other costs have not
been included in the examples used in these materials.  Commission costs 
will impact the outcome of all stock and options transactions and must be 
considered prior to making a trade.

Any strategies discussed, are strictly for illustrative and educational purposes 
only and are not to be construed as an endorsement, recommendation, or 
solicitation to buy or sell securities.

Options involve risks and are not suitable for everyone.  Prior to buying or 
selling an option, an investor must receive a copy of Characteristics and 
Risks of Standardized Options. Copies may be obtained from your broker or 
from The Options Clearing Corporation, 1 N. Wacker Drive, Chicago, IL  60606.  
Investors considering options should consult a professional tax advisor as to 
how taxes may affect the outcome of contemplated options transactions.

© 2005 Chicago Board Options Exchange, Incorporated.  All rights reserved. 
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CCCOOOIIIPresentation Outline

• Credit Spreads
• Call Credit Spreads Defined & Example
• Put Credit Spreads Defined & Example

• Characteristics of Vertical Spreads
• Mechanics at Expiration
• Conclusion

3



CCCOOOIIIA Spread Transaction

Buy or sell one option and Buy or sell an 
option, stock or other product

Usually the same underlying
Usually the same expiration dates
Usually Different strike prices

A spread involves 2 or more positions
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CCCOOOIIIVertical Spreads

Buy one option and sell another option

Same underlying
Same expiration dates
Different strike prices
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CCCOOOIII2 Types of Vertical  Spreads

A Debit Spread – you pay to initiate the 
position

A Credit Spread – you receive cash      
(or a credit) to initiate the position
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CCCOOOIIIWhy a Credit Spread?

XYZ is trading at $88.90 per share

Your outlook:

XYZ should be lower or unchanged in the 
next 28 days, but is not expected to 
move above $90 per share.  
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CCCOOOIIIWhy a Credit Spread?

With XYZ trading at $88.90 per share and you 
being neutral (not bullish above $90), you could:

•Sell 100 shares SHORT

unlimited risk, high margin

broker approval question

•Sell a naked call

unlimited risk, high margin

broker approval question

•Sell a Call Credit Spread
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CCCOOOIIICall Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell 1 28-day 90 Call 3.50
Buy 1 28-day 95 Call 1.80

Net Credit 1.70

This is a bearish call credit spread
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CCCOOOIIICall Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell the 90 – 95 call credit spread at $1.70 
Maximum Gain:

Maximum Risk:

Margin:

Breakeven:
What is this spread worth with XYZ at $88.90 in 
21 days?  In 7 Days?
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CCCOOOIIICall Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell the 90 – 95 call credit spread at $1.70 

Maximum Gain: 1.70

Maximum Risk: 3.30

Margin: 3.30

Breakeven: 91.70

What is this spread worth with XYZ at $88.90 in 21 days?  
In 7 Days? Excludes transaction costs
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CCCOOOIIIThe Options Investigator Software12



CCCOOOIIIOption Calculator with Forecast13



CCCOOOIIIBear Call Credit Spread

Sell a lower strike call and buy a higher strike

Sell 1 90 Call   3.50
Buy 1 95 Call   1.80

Net Credit  1.70

9590

91.70
88.90
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CCCOOOIIIWhy a Put Credit Spread?

With XYZ trading at $88.90 per share and you 
neutral to moderately bullish (not bearish 
below $85) you could:

•Buy 100 shares

$88.90 risk, high margin

•Sell a naked put option

high margin, broker approval question

•Sell a put Credit Spread
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CCCOOOIIIPut Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell 1 28-day 85 put 2.05
Buy 1 28-day 80 put 0.70

Net Credit 1.35

This is a bullish put credit spread
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CCCOOOIIIPut Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell the 85 – 80 put credit spread at $1.35 

Maximum Gain:

Maximum Risk:

Margin:

Breakeven:
What is this spread worth with XYZ at $88.90 in 
21 days?  In 7 Days?
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CCCOOOIIIPut Credit Spread Example

XYZ @ $88.90 28 Days to Expiration

Sell the 85 – 80 put credit spread at $1.35 

Maximum Gain: 1.35

Maximum Risk: 3.65

Margin: 3.65

Breakeven: 83.65
What is this spread worth with XYZ at $88.90 in 
21 days?  In 7 Days?          Excludes transaction costs
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CCCOOOIIIBull Put Credit Spread

Sell a higher strike put and buy a lower strike

Sell 1 85 Put   2.05
Buy 1 80 Put   0.70

Net Credit  1.35

80

83.65
85 88.90
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CCCOOOIIIBull Put Spread – At Expiration

Maximum profit = premium received  $1.35
XYZ above $85 in this example, both options expire

85

80
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CCCOOOIIIBull Put Spread – At Expiration

Stock price between strikes at expiration:
Long put is assigned; short put expires;
result = long stock

80

85
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CCCOOOIIIBull Put Spread – At Expiration

Maximum loss = difference in strikes (5.00) less premium 
received (1.35) = 3.65  below $80 in this example short 
put assigned, long put exercised = no position

80

85

83.65
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CCCOOOIIIThe Iron Condor

There are some investors who believe 
that a stock is not going too much 
higher OR lower – they are neutral on 
the stock and hope to benefit if there is 
not much price movement.

This is where a strategy known as
“The Iron Condor” could be utilized
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CCCOOOIIIWhy an Iron Condor Spread?

XYZ is trading at $88.90, you think it will trade in a 
range of $85 to $90 over the next 4 weeks.  

You could:

•Sell a naked out-of-the-money call and Sell a naked 
out-of-the-money put
unlimited risk, high margin, broker approval question

•Sell an Iron Condor Spread
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CCCOOOIIIWhat is an Iron Condor ?

An Iron Condor is:

The sale of a call credit spread
and

The sale of a put credit spread

The same underlying, the same expiration 
month, both spreads employing out-of-the-
money options
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CCCOOOIIIIron Condor Example

XYZ @ $88.90 28 Days to Expiration
Expected price range: $85 to $90

Sell the 90 – 95 call credit spread at $1.70 
Sell the 85 – 80 put credit spread at $1.35 

Net Credit $3.05

This is a typical Iron Condor
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CCCOOOIIIIron Condor Example

XYZ @ $88.90 Sell the 85-80 put credit 
spread and the 90-95 call credit spread at 
$3.05 

Maximum Gain:

Maximum Risk:

Margin:

Breakeven:
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CCCOOOIIIIron Condor Example

XYZ @ $88.90 Sell the 85-80 put credit 
spread and the 90-95 call credit spread at 
$3.05 

Maximum Gain: 3.05

Maximum Risk: 1.95 ***   Let’s discuss

Margin: 6.95

Breakeven: 93.05 and/or 81.95
Excludes Transaction Costs
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CCCOOOIIIIron Condor P & L

Sell the 90-95 call credit spread and the 85-80 
put credit spread for a net credit of 3.05 

80

81.95

85

93.05

90 95

-1.95

+ 3.05

-0 -
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CCCOOOIIIOther Considerations.…

•Commissions (in and out)
•Margin
•Stock price between strikes at expiration

e.g. XYZ at $92.50. Short call is assigned; long call expires New position: 
Short 100 shares 
or 
e.g. XYZ at $81.00. Short put is assigned; long put expires. New position: 
Long 100 shares

•Iron Condor – either or both of above could happen
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CCCOOOIIICharacteristics of Spreads

• Conclusions:

• Lower cost (risk) than selling naked 
short options

• Limited profit potential

• Commission intensive

• Must have a specific time and price 
forecast

• Iron Condor - 2 chances to “get scared”
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CCCOOOIII

To learn more about options, visit us at:

www.888options.com

Or, contact us direct at:

1-888-OPTIONS

Send your questions regarding this webcast to:

Options_Institute_Webcasting@cboe.com

For More Information32
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The Options Industry Council

1-888-OPTIONS
Investor Services

Web Sites:
www.888options.com
www.amex.com
www.cboe.com
www.bostonoptions.com
www.iseoptions.com
www.pacificex.com
www.phlx.com
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