How to Do Call Credit Spreads (Beginner Friendly)

What Is a Call Credit Spread?
e An options income strategy
« Used when you believe a stock will stay below a certain price
e You sell one call option and buy another call option at a higher strike

e You receive money upfront (a credit)

When Should You Use a Call Credit Spread?
« You are bearish or neutral on a stock
¢ You expect the stock to:
o Go down
o Trade sideways
o Rise slightly (but not too much)

o Best used in high implied volatility (IV) environments

Why Traders Like Call Credit Spreads
o Defined risk (loss is capped)
« Lower capital requirement than selling naked calls
« High probability of profit
e You benefit from:
o Time decay (Theta)
o Falling implied volatility

Key Components of a Call Credit Spread
« Sell Call (Lower Strike)



o This option brings in premium
o Buy Call (Higher Strike)

o This option limits your risk
e Same:

o Expiration date

o Underlying stock

Example Setup (Simple Numbers)
o Stock price: $100
« Sell the 105 Call
e Buy the 110 Call
o Expiration: Same date

o Net credit received: $1.50 ($150 per spread)

Maximum Profit
e The credit you receive upfront
e Example:
o $1.50 credit = $150 max profit
e Occurs when:

o Stock stays below the short call strike (105) at expiration

Maximum Loss
« Difference between strikes minus credit received
e Example:
o (110-105)-1.50 = $3.50 ($350 max loss)

e Loss occurs if stock finishes above the long call strike



Breakeven Price
e Short call strike + credit received
e Example:
o 105+ 1.50 = $106.50

e You profit if the stock stays below breakeven

Step-by-Step: How to Place the Trade
1. Select a stock or ETF with:
o High liquidity
o Tight bid-ask spreads
2. Choose an expiration:
o 3045 days out (beginner friendly)
3. Sell an out-of-the-money call
4. Buy a higher-strike call
5. Confirm:
o Credit received
o Maxloss

6. Place the trade as one spread order

Best Stocks for Call Credit Spreads
e Large-cap, liquid names:
o SPY
o QQQ
o AAPL
o MSFT
o NVDA

e Avoid low-volume or meme stocks (for beginners)



How to Manage the Trade
o Take profits early:
o 50-70% of max profit
o Don’t wait until expiration
e Close or adjust if:
o Stock approaches short strike

o Market sentiment changes

Common Beginner Mistakes
« Selling spreads too close to the stock price
« Ignoring earnings announcements
e Holding until expiration unnecessarily

e Using too many spreads (over-leveraging)

Risk Management Tips
e Risk only 1-5% of your account per trade
e Avoid trading during:
o Major news events
o Earnings (unless experienced)

o Stick to defined rules

Call Credit Spread vs Covered Call
e Call Credit Spread:
o No shares required
o Defined risk

o Lower capital



e Covered Call:
o Requires 100 shares

o Higher capital needed

Key Takeaways
o Call credit spreads are an income strategy
o Best for bearish or neutral markets
« Defined risk and high probability

o Perfect strategy for small accounts

Educational Purposes Only
« Not financial advice

e Options trading involves risk



