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DISCLAIMER REGARDING INVESTMENT DECISIONS AND TRADING

Decisions to buy, sell, hold or trade in securities, commodities and other investments involve risk and are best
made based on the advice of qualified financial professionals. Any trading in securities or other investments
involves a risk of substantial losses. The practice of “Day Trading” involves particularly high risks and can cause
you to lose substantial sums of money. Before undertaking any trading program, you should consult a qualified
financial professional. Please consider carefully whether such trading is suitable for you in light of your financial
condition and ability to bear financial risks. Under no circumstances shall we be liable for any loss or damage
you or anyone else incurs as a result of any trading or investment activity that you or anyone else engages in
based on any information or material you receive through Barchart.com or our Services.




What is a Bear Put Spread?

» The Bear Put strategy is used when there is an expectation of downward price
movement in an underlying asset, such as a stock. This vertical debit spread
occurs when a trader simultaneously purchases a higher strike put and sells a
lower strike put with the same expiration date. Since the higher strike put
costs more than the lower strike put, the trade requires a capital outlay
which is why it’s referred to as a debit spread.

» The potential profits and losses of the Bear Put Spread strategy depend on
the difference between the stock price and the strike prices.

» Selling the lower strike put limits the profit potential. But the premium
received works to partially offset the cost of the higher strike put which
mitigates the potential loss.




Advantages of Bear Put Spreads

» The capital outlay is less than buying a single put outright.

» The strategy’s risk is limited and significantly less than the upside risk of a
"SHORT” position.

» The strategy’s potential profit could offset most of the loss incurred from
owning the underlying asset during a price decline.




How to Calculate Potential Profits and Losses

» Maximum loss is limited to the price paid for the higher strike minus the
credit received for the lower strike; in the worst-case scenario, if the
underlying asset‘s price rises above the higher strike price, both puts expire
worthless, and only the initial outlay is lost.

» Breakeven is achieved if, at expiration, the underlying price falls below the
higher strike by the amount of the initial debit outlay.

» The maximum profit would be the difference between the two strike prices
minus the initial debit outlay.




Strike Selection

» Choosing both in-the-money strikes (ITM) will create a strategy with a higher
probability, smaller max profit, and greater max loss.

» Choosing both out-of-the-money strikes (OTM) will create a strategy with a
lower probability, larger max profit, and smaller max loss.

» Choosing the higher first leg strike ITM and the lower second leg strike OTM
equal distance from the current price will create a strategy of relatively
equal probability and slightly larger max loss to max profit.

» Each strategy has its pros and cons based on risk versus reward. If the goal is
to maximize reward to offset price decline from ownership, choose a lower
strike price that the trader believes the underlying will not go below by
expiration.




Additional Risks of the Bear Put Spread

» Expiration risk would occur if the position is held through expiration where
the underlying asset is below the higher strike but is not at or below the
lower strike. Such a situation would create a short position which could be
restrictive based on the trader’s account or the availability to borrow shares
to be shorted.

» |If the trader owns the asset, the Put will act as a “cover,” and there could be
a tax liability.

» Best practice would be to close both legs before expiration.
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Takeaways

This limited protective directional options strategy
rewards the trader who correctly identifies a

downward directional price movement. Strike price
selection will determine the risk-to-reward profile.

Investors looking to employ this strategy to help
offset the loss from a price decline of the underlying
asset will optimize reward to risk by choosing a
higher strike ITM with a lower strike OTM below
where the trader believes the stock price will finish
at expiration.




Not a Barchart Member? Join Today!

f
barchart Investment Tools And Research To Help Make You
A More Confident And Profitable Trader
Free 30-Day Trial to the site’s
best and most advanced et mora e
any company, any ETF, any commeodity or an
featu res. op:ion's fontsr{act !f getit fait, on timetznd :

accurately.

Free Basic Membership includes

Starter tOOlS and featu res . From $16.67/month (billed annually)

https://www.barchart.com/get-barchart-premier?ref=webinar




	Protecting Downside Risk with the                Bear Put Option Strategy������
	Slide Number 2
	Slide Number 3
	What is a Bear Put Spread?
	Advantages of Bear Put Spreads
	How to Calculate Potential Profits and Losses
	Strike Selection
	Additional Risks of the Bear Put Spread
	 Takeaways���This limited protective directional options strategy rewards the trader who correctly identifies a downward directional price movement. Strike price selection will determine the risk-to-reward profile. ��Investors looking to employ this strategy to help offset the loss from a price decline of the underlying asset will optimize reward to risk by choosing a higher strike ITM with a lower strike OTM below where the trader believes the stock price will finish at expiration.
	Slide Number 10

