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The content in this presentation is presented for educational purposes only. It 
should not be considered as a recommendation to buy or sell a security.  

Therefore, information in no way should be considered investment advice. 
Trading options involves risk and may not suitable for all investors.   All rights 

and obligations of options instruments should be fully understood by individual 
investors before entering any trade.



Call Spread Trades
Bullish Call Spread Setup – (Bull Call)

Endpoint Definitions

Strategy and Adjustments

Put Spread Trades
Bearish Put Spread Setup – (Bear Put)

Endpoint Definitions

Strategy and Adjustments

Topics for this Lesson:



Call Spread Trades

Bullish Call Spread Setup 

– Bull Call

– Call Vertical



• Expectation is a bullish trend

• Both options in the same expiration series 

• Recommend 45 days minimum time for trade trend to develop

• Short call decreases the capital invested in the trade

• Trade risk = net debit

• Maximum Potential Reward: Difference in strike prices minus the net debit

• Primary exit: Close the trade at a percent Return on Investment (ROI)

• Secondary exit: Close the trade at a percent net loss or adjust to another 

spread trade

Long call (primary expectation instrument)
Short call (cost reduction & limiting instrument)



BUY 19 JUL 19 200 CALL @4.85 + SELL 19 JUL 19 210 CALL @1.31 Results in our Bull Call Spread

or in a single transaction

BUY VERTICAL AAPL 100 19 JUL 19 200/210 CALL @3.54

Bullish Call Spread Setup – (Bull Call ; Call Vertical - bullish)

• Max Trade risk = net debit

• $354

• Max Profit = spread –debit

• $1000 - $354 = $646

• For this example that’s a 182% ROI



Long Call Short Call                    +

+

=

Bull Call                    

b/e = 200 strike +4.85 db = 204.85 b/e = 210 strike + 1.31 cr = 211.31

b/e



How can we achieve max reward in this trade?   There are two ways:
1. Wait for options expiration with BOTH options in the money or;
2. Have the short call assigned early. When this happens you are obligated to sell the 

equity
If you do not own the equity,  the broker will loan it to you and you will have a 

“short equity” position in your portfolio
The broker will want you to cover this short position quickly

You now have a couple of different actions that you could take to cover the short 
equity position:

1. Exercise your long call and buy the equity
Scenario 1: Equity is at $220.00.  We had a 200/210 bull call for a debit of 

$3.40 max profit of $6.60
we will achieve the reward as calculated

Short call: Sold the equity (exercised) for a credit of $210.00
Long call: exercise and purchased the equity for a debit of $200.00
Initial debit of the trade: $3.40

$210.00 – 200.00 – 3.40 = $6.60 profit



• 2. Evaluate the net result of RESELLING the long option to the market and 
then buying the equity to satisfy the short call. If this produces a greater 
return than simply exercising your option, then it is the logical course

• Scenario 2: Equity is at 220.00, same trade, however, the long call has a 
bid price of 22.50 (strike 200 long call, equity @ 220.00, $20.00 of 
intrinsic value and 2.50 of extrinsic value)

• Buy the equity to cover the short at $220.00

• Short call: Sold (exercised) the equity for $210.00

• Long call: sold back to the market for a credit of $22.50

• Initial debit of the trade: $3.40

• $210.00 – 220.00 + 22.50 – 3.40 = $9.10 net profit instead of 
$6.60 profit!

• The difference between the two scenarios is that you CAPTURED 
the remaining extrinsic value of the long call!



The bull call – Trade Plan

Secondary Exit

Equity trends
Stagnant

Close the trade or
Adjust the trade into
A call Calendar or a
call Diagonal

Equity trends
Bearish

Close the trade or
Adjust to a Bear call

Secondary Exit

Equity trends
Bullish

Primary Exit

Close at a predetermined
ROI



Put Spread Trades

Bearish Put Spread Setup 

– Bear Put

– Put Vertical



• Expectation is a bearish trend

• Both options in the same expiration series 

• Recommend 45 days minimum time for trade trend to develop

• Short call decreases the capital invested in the trade

• Trade risk = net debit

• Maximum Potential Reward: Difference in strike prices minus the net debit

• Primary exit: Close the trade at a percent Return on Investment (ROI)

• Secondary exit: Close the trade at a percent net loss or adjust to another 

spread trade

Long put (primary expectation instrument)
Short put (cost reduction & limiting instrument)



BUY 19 JUL 19 195 PUT @3.60 + SELL 19 JUL 19 185 PUT @1.25 Results in our Bear Put Spread

or in a single transaction

BUY VERTICAL AAPL 100 19 JUL 19 195/185 PUT @2.35

Bearish Put Spread Setup – (Bear Put ; Put Vertical - bearish)

• Max Trade risk = net debit

• $235

• Max Profit = spread –debit

• $1000 - $235 = $765



Long Put Short Put                    +

+

=

Bear Put                    

b/e = 195 strike - 3.60 db = 192.40 b/e = 185 strike - 1.25 cr = 183.75

b/e



The bear put – Trade Plan

Secondary Exit

Equity trends
Stagnant

Close the trade or
Adjust the trade into
A put Calendar or a
put Diagonal

Equity trends
Bearish

Close at a predetermined
ROl

Primary Exit

Equity trends
Bullish

Secondary Exit

Close the trade 
Or adjust to a bull put


