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Introduction to the Strategy

Options trading offers a versatile toolkit for investors seeking to tailor their risk exposure and profit
potential. Among the myriad of strategies, combinations of puts—particularly involving different strike
prices—can serve various objectives such as income generation, hedging, or speculation. The specific
strategy under consideration involves three components:

- Short 1 put with strike price K=6 for a premium of $6
- Long 1 put with strike price K=12 for a premium of $4
- An additional short position, which appears to be a misstatement or a typo, but based on context,
the overall strategy resembles a "bull put spread" with an additional short position.

In this article, we will analyze this option configuration in depth, exploring its payoff structure, risk
profile, profit potential, and possible objectives. We will clarify the exact nature of the positions,
assumptions involved, and how an investor might utilize such a setup.

---

Understanding the Basic Components

1. Short 1 Put with K=6 for $6
- This is a sold (written) put option with a strike price of $6.
- The seller receives a premium of $6 upfront.
- The obligation: if the underlying falls below $6 at expiration, the seller must buy the underlying at
$6, potentially incurring a loss.

2. Long 1 Put with K=12 for $4
- This is a purchased put option with a strike of $12.
- The buyer pays a premium of $4.
- The right: to sell the underlying at $12, beneficial if the underlying drops significantly below $12.



3. The third component: Short (unspecified)
- The initial statement mentions "Short," but only two options are specified.
- Likely, the "short" is part of a broader spread, or perhaps it's a typo, and the intended structure is a
bull put spread.

Assumption:
Given the description, it appears to be a bull put spread with a twist involving an additional short
position, possibly a second short put at a different strike.

---

Interpreting the Overall Position

Based on the options described, the most logical interpretation is:

- The investor sells a put at K=6 for $6 (receiving $6).
- The investor buys a put at K=12 for $4 (paying $4).

This corresponds to a bull put spread, which involves:

- Selling a put at a lower strike (K=6).
- Buying a put at a higher strike (K=12).

However, this is unconventional because typically in a bull put spread, the strike being sold is lower
than the strike being purchased (i.e., K=6 sold, K=12 bought). This means the net credit is:

- Premium received = $6 (short put) - $4 (long put) = $2

Note: The initial description states "Short 1 Put with K=6 for $6" and "Long 1 Put with K=12 for $4,"
which is consistent with a bullish strategy.

---

Payoff Profile Analysis

Understanding the payoff at expiration is crucial. Let's analyze the potential outcomes based on the
underlying's price at expiration (S).

Scenario 1: Underlying price above $12 (S ≥ $12)
- Both puts expire worthless.
- The short put at K=6: worthless, as S > 6.
- The long put at K=12: worthless, as S > 12.
- Net profit: Premium received = $6 - $4 = $2.



Note: Since the options expire worthless, the total profit is the initial net credit ($2).

Scenario 2: Underlying price between $6 and $12 ($6 < S <
$12)
- The short put at K=6: expires worthless if S > 6, so remains unexercised.
- The long put at K=12: has intrinsic value of (K - S) = (12 - S).
- The payoff of the long put: (12 - S).
- The short put: no obligation as it expires worthless.
- Total profit: initial net credit ($2) minus the intrinsic value of the long put if exercised.

But since the long put is bought at $4, its intrinsic value at expiration is (12 - S).
The net payoff:

Profit = premium received ($2) - (12 - S) (if exercised)
But because the long put is owned, the loss occurs if (12 - S) exceeds the initial credit.

Alternatively, expressing the payoff:

Total payoff at expiration = min(0, S - 6) + (K2 - S) - initial net credit

But it's clearer to analyze the net profit:

- If S is between $6 and $12, the long put is in-the-money, and the short put is worthless.
- The intrinsic value of the long put is (12 - S), which causes a loss of (12 - S) on the long put.
- The initial net credit is $2.

Thus, the net profit:

Profit = $2 - (12 - S) = S - 10

Important note:
This profit is positive when S > 10 and negative when S < 10, with the breakeven point at S=10.

Scenario 3: Underlying price below $6 (S ≤ $6)
- The short put at K=6: in-the-money, obligation to buy at $6.
- The long put at K=12: also in-the-money, right to sell at $12.
- The profit/loss:

- Short put payoff: - (K=6 - S) = -(6 - S) = S - 6
- Long put payoff: (12 - S)
- Initial net credit: $2

Total payoff:

= (S - 6) + (12 - S) - 4 (since the initial net credit is $2, but it was received at the outset, so the net
profit is:



Profit = [(S - 6) + (12 - S)] + $2 = (S - 6 + 12 - S) + 2 = 6 + 2 = $8

But note, the initial premiums were:

- Received: $6 (short put)
- Paid: $4 (long put)
- Net initial credit: $2

The total payoff at expiration when S ≤ 6:

Payoff = (S - 6) + (12 - S) = 6

Adding the initial credit:

Total profit = 6 + 2 = $8

However, this indicates that at S=0, the maximum profit is capped at $8, which is consistent with the
maximum gain in a bull put spread.

---

Visualizing the Payoff Diagram

Constructing a payoff diagram helps clarify the strategy's risk and reward.

- Maximum Profit: The initial net credit of $2, achieved when the underlying price stays above $12.
- Breakeven Point: S where profit = 0:

Profit = (S - 10)

Set to zero:

S - 10 = 0 => S = $10

- Maximum Loss: The difference between strikes minus net credit:

= (K2 - K1) - net credit = (12 - 6) - 2 = 4

- Loss occurs when the underlying drops below $6, with maximum loss capped at $4.

---

Risk and Reward Profile



Advantages of the Strategy
- Limited risk: The maximum loss is capped at $4.
- Defined profit potential: The maximum profit is the initial net credit of $2.
- Profit in bullish to neutral markets: Profitable when the underlying remains above $10.

Potential Risks
- Loss if the underlying declines below $6: The loss is capped but can still be significant.
- Opportunity loss: If the underlying rises significantly above $12, profit is limited to the initial
premium received.

Breakeven Analysis
- The breakeven point is at S = $10.
- When S > $10, the strategy yields a profit.
- When S < $10, losses occur, increasing as S approaches $6.

---

Strategic Objectives and Use Cases

1. Income Generation in Bullish Markets
- The net credit received ($2) is an immediate income.
- Suitable when the investor expects the underlying to stay above the breakeven point ($10).

2. Hedging or Limited Downside Risk
- The long put at K=12 acts as insurance against significant declines.
- The short put at K=6 generates income but limits downside risk.

3. Speculation on Stable or Slightly Bullish Market
- The strategy profits if the underlying remains above the breakeven point.
- Limited downside risk makes it appealing for cautious bullish investors.

---

Adjustments and Variations



Mod

Frequently Asked Questions

What is the overall payoff profile of the options strategy
involving a short 1 put with K=6 for $6 and a long 1 put with
K=12 for $4?

The strategy results in a net debit of $2, with a maximum loss
limited to this amount. It creates a bear put spread that
profits if the underlying decreases significantly, with gains
capped at the difference between strike prices minus the net
premium paid.

What is the maximum profit potential of this options strategy?

The maximum profit is $4, achieved if the underlying price
drops below $6 at expiration, allowing the spread between
the strikes ($12 - $6) minus the initial net premium paid ($2).

What is the breakeven point at expiration for this strategy?

The breakeven point is at a stock price of $10, calculated as
the lower strike ($6) plus the net premium paid ($2).

Why might an investor choose this short 1 put and long 1 put
spread over other strategies?



This strategy allows investors to profit from a moderate
decline in the underlying while limiting downside risk, with a
capped maximum loss and the potential for significant gains if
the stock falls below the lower strike.

What are the risks associated with this options position?

The primary risk is the total premium paid ($2), which is lost
if the underlying remains above the higher strike ($12) at
expiration. The maximum loss is limited to this premium, but
the strategy offers limited upside potential.

How does the time to expiration affect this options strategy?

As expiration approaches, the value of the options and the
potential profit or loss become clearer. Time decay can erode
the premium paid, and the strategy's profitability depends on
the underlying's movement relative to the strikes.

In what market outlook would this short and long put spread
be most effective?

It is most effective in a moderately bearish to neutral market,
where the underlying is expected to stay below the higher
strike ($12) but not necessarily drop below the lower strike
($6).

Can this strategy be adjusted for different market conditions,
and if so, how?



Yes, adjustments can include changing the strike prices or
premiums to widen or narrow the spread, or adding additional
options to modify risk and reward profiles based on changing
market expectations.

Additional Resources

Consider The Following Option Strategy: Short 1 Put With K=6
For $6 Long 1 Put With K=12 For $4 Short

---

Introduction: Deciphering a Complex Put Spread
Strategy

Options trading offers a versatile toolkit for investors seeking
to hedge, speculate, or generate income. Among the myriad
strategies available, spreads—combinations of buying and
selling options at different strike prices and maturities—stand
out for their risk management potential and strategic
flexibility. One such intriguing setup involves simultaneously
shorting and longing puts at distinct strike prices, creating a
nuanced position with specific risk-reward characteristics.

The strategy under consideration involves:

- Short 1 put with strike price (K) of 6, sold for a premium of
$6
- Long 1 put with strike price (K) of 12, purchased for a



premium of $4

This configuration can be summarized as a vertical put
spread, but with an unconventional risk profile, especially
given the premiums involved and the strike prices' placement.
Understanding this setup requires dissecting its components,
motivations, and potential implications.

---

Understanding the Components of the Strategy

1. The Short 1 Put at K=6 for $6

Definition and Mechanics:
Selling a put option at strike 6 for $6 means the seller
receives a premium of $6 upfront. The seller has the
obligation to buy the underlying asset at $6 if the option is
exercised by the holder before expiration. This position
benefits if the underlying remains above $6, allowing the
seller to keep the premium as profit.

Implications:
- Maximum profit: The premium collected, $6, if the
underlying stays above $6 at expiration (the put expires
worthless).
- Maximum loss: Potentially significant if the underlying
plunges below zero (theoretically), but practically limited to
the difference between the strike and zero minus the



premium received.

Risk Profile:
Given that the premium is high relative to the strike, this
suggests either a highly volatile underlying or a deep-in-the-
money (ITM) put that commands a large premium. Selling
such a put exposes the seller to substantial downside risk if
the underlying price declines sharply.

---

2. The Long 1 Put at K=12 for $4

Definition and Mechanics:
Buying a put at strike 12 for $4 grants the buyer the right
(but not obligation) to sell the underlying at $12 before
expiration. The premium paid is $4 upfront.

Implications:
- Maximum profit: The difference between the strike prices
minus premiums paid, i.e., ($12 - $6) = $6, minus any
premiums (here, considering net premiums).
- Maximum loss: The premium paid, $4, if the underlying stays
above $12.

Risk Profile:
This long put acts as a hedge against downward movements,
especially significant declines below $12. It provides
downside protection and potential for profit if the underlying
drops well below $12.

---



Constructing the Strategy: Position and Net Cost

The combined position involves:

- Short 1 put at $6 for $6
- Long 1 put at $12 for $4

Net Premium Outlay:
- Income from short put: +$6
- Cost of long put: -$4
- Net credit: $2

This position results in an initial net credit of $2, meaning the
trader receives a premium upfront.

Resulting Position Overview:
- The trader has a net credit of $2.
- The maximum profit is capped at this net credit, achievable
if the underlying remains above $6 at expiration (both options
expire worthless).
- The maximum loss occurs if the underlying drops
significantly below $6, especially considering the obligations
from the short put.

---

Risk-Reward Profile and Payoff Analysis

1. Break-Even Points



- Lower break-even:
The profit/loss is zero when the total payoff equals the net
premium received ($2).
- For downward movement, the critical point is where the loss
from the underlying dropping below $6 outweighs the initial
credit.

- Upper break-even:
Since the position involves a net credit, the upper break-even
occurs where the underlying's price increases enough that the
options expire worthless and the initial premium is realized as
profit.

Calculations:
- The net credit is $2.
- The lower break-even occurs when the underlying drops
below $6, but the actual calculation involves considering the
payoff of both options.

---

2. Profit and Loss Scenarios

| Underlying Price at Expiration | Profit/Loss Explanation |
Approximate Outcome |
|----------------------------------|-------------------------------------------------
---------------------|-------------------------------------|
| Above $12 | Both options expire worthless; net profit = $2
(initial credit). | Maximum profit: $2 |
| Between $6 and $12 | The short put at $6 remains out of the
money; the long put at $12 may be in the money, but overall,
profit depends on the exact price. | Partial profit or small loss



|
| Exactly at $6 | Short put at $6 is at the money; long put at
$12 is in the money. | Losses start to accrue if underlying
drops below $6. |
| Below $6 | The short put is exercised; the trader must buy
the underlying at $6, incurring a loss offset by the long put at
$12. | Losses can be significant, but limited by the long put. |

---

Strategic Motivations and Market Outlook

1. Why Consider This Setup?

This particular combination appears counterintuitive at first
glance—selling a deep-in-the-money put while buying a
further out-of-the-money put. Several potential motivations
could underlie such a strategy:

- Bearish to Neutral Outlook:
The trader might expect the underlying to stay above $6 but
be concerned about moderate declines approaching that
level. The long put at $12 provides downside protection if the
asset plunges.

- Premium Collection with a Hedge:
Collecting a $6 premium from the short put and paying $4 for
the long put results in a net credit of $2 upfront. This
resembles a credit spread with an embedded hedge.



- Risk Management:
The long put at $12 acts as insurance against significant
downward moves, capping potential losses from the short put
position.

2. Market Conditions Favorable to This Strategy
- Slightly bearish or sideways markets where the underlying
remains above $6 but may decline marginally.
- High volatility, which inflates premiums, making the net
credit attractive.
- Underlying assets with support levels near or above $6,
reducing downside risk.

---

3. Potential Uses and Adjustments

- Income Generation:
The initial credit of $2 can be viewed as income, with the goal
of the underlying remaining above $6.

- Protective Hedge:
The long put at $12 minimizes catastrophic losses if the
underlying crashes, providing a safety net.

- Adjustments:
Traders can modify this position by closing or rolling options
as market conditions evolve, or by changing strike prices to
better align with market outlooks.

---



Risks and Limitations

1. Unlimited Downside Risk:
While the long put at $12 offers some protection, the short
put at $6 can lead to substantial losses if the underlying
drops well below $6, especially in the absence of other
hedges or risk controls.

2. Premium Decay and Time Decay (Theta):
Options lose value over time, especially with approaching
expiration. The net credit position benefits from time decay if
the underlying remains above $6, but adverse moves can
erode profitability.

3. Volatility Impact:
Changes in implied volatility can significantly affect
premiums, potentially making the position more expensive or
less profitable.

4. Market Movements and Liquidity:
Sharp market moves or low liquidity can impact execution and
the effectiveness of adjustments.

---

Conclusion: Strategic Insights and Practical
Considerations

This option strategy—short 1 put at $6 for $6, long 1 put at
$12 for $4—embodies a nuanced approach balancing income



generation with downside protection. Its construction
suggests a mildly bearish to neutral outlook, with a built-in
hedge against significant declines.

However, its attractiveness hinges on market conditions, the
underlying's volatility, and prudent risk management. The net
credit of $2 provides an initial cushion, but traders must
remain aware of the substantial risks associated with the
short $6 put, especially in volatile markets or during
unforeseen downturns.

In practice, understanding the payoff profile, potential
scenarios, and risk implications is key for anyone considering
this strategy. As with all options trades, continuous
monitoring, readiness to adjust, and alignment with overall
investment objectives are essential for success. While
sophisticated, this combination exemplifies the delicate
balancing act in options trading—leveraging premiums and
hedges to craft tailored risk-reward profiles suited for specific
market views.
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