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Disclaimer
Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions until they have read and 
understood the options disclosure document, Characteristics and Risks of Standardized Options, also known as the ODD, available by visiting 
OptionsEducation.org or by contacting your broker, any exchange on which options are traded, or The Options Clearing Corporation at 125 S. 
Franklin St., #1200, Chicago, IL 60606.

In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, interest and taxes have not been 
included. These costs will impact the outcome of any stock and options transactions and must be considered prior to entering into any 
transactions. Investors should consult their tax advisor about any potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative and educational purposes and 
should not be construed as an endorsement, recommendation, or solicitation to buy or sell securities. Past performance is not a guarantee 
of future results.

All content in this document is owned, or licensed, by The Options Clearing Corporation (‘OCC’). Unauthorized use is prohibited without 
written permission of OCC.  While reasonable efforts have been made to ensure that the contents of this document are accurate, the 
document is provided strictly “as is”, and no warranties of accuracy are given concerning the contents of the information contained in this 
document, including any warranty that the document will be kept up to date. OCC reserves the right to change details in this document 
without notice. To the extent permitted by law no liability (including liability to any person by reason of negligence) will be accepted by OCC or 
its employees for any direct or indirect loss or damage caused by omissions from or inaccuracies in this document.

OCC makes no recommendation with respect to any firm or organization, nor does it endorse, warrant, or guarantee products, services or 
information described or offered by any such entity.
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Trademarks
The following trademarks, logos, and service marks displayed are owned by The Options Clearing Corporation: 

OCC®The Options Clearing Corporation®

The Options Industry Council® OIC®
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• FREE unbiased and professional options education
• OptionsEducation.org
• Online courses, podcasts, videos, & webinars
• Contact Investor Education at options@theocc.com

About OIC
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Today’s Presentation  
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• What is a Calendar Spread
• Two Types of Calendar Spreads

› Horizontal
› Diagonal

• Understanding Calendar Spreads
• How it works
• Example
• Summary 



What is a Calendar Spread?
• Calendar Spread  

• Buying an option and selling an option

• Different expirations (typically far-term and 
near-term)

• Same underlying 

• Same strike

• Same type of options, either calls or puts

• Also known as a time spread

• Calendar spreads can be used in any direction — 
bullish, bearish, or neutral around the stock

© 2023 The Options Clearing Corporation. All Rights Reserved. 7



Benefits of Calendar Spreads
• Calendar spreads are a defined risk 

strategy

• Low-cost debit trade

• A calendar spread is typically a neutral 
strategy, can also be used when slightly 
bullish or bearish

• Calendar spreads can be effective for low 
implied volatility environments 

• Potential benefits from the passage of time 
and/or an increase in implied volatility

© 2023 The Options Clearing Corporation. All Rights Reserved. 8



Two Types of Calendar Spreads
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Two Types Calendar Spreads
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Apr Calls
$50
$55

May Calls
$50
$55

All calls or all puts
Same strike

Different expirations

Apr Calls
$50
$55

May Calls
$50
$55

All calls or all puts
Different strikes
Different expirations

Horizontal Spreads Diagonal Spreads



Spread Basics Horizontal
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Jan 2024 
Calls
$65

July 2023 
Calls
$65

July65/Jan 65 call spread

• Long horizontal spread
• Same underlying
• Same strike
• Same type either both calls, or both 

puts
• Different expiration dates
• Buying far-term options and selling 

near-term options
• Debit (pay for the spread)
• Volatility play

Stock trading $64.45



Understanding a Horizontal Spread
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• Directionally neutral strategy

• Low capital obligation from buying the far-term option 
and selling the near-term option 

• Long spread established at a net debit

• Debit spread: long leg costs more than the money 
received for the short leg

• Trader that pays a net debit is said to be “long” the 
spread

HORIZONTAL



How It Works
• The concept behind the horizontal spread, is to 

capitalize on difference in time decay (Theta) and 
implied volatility (Vega) for the two options

• Calendar spreads take advantage of near-term 
options’ positive Theta which offsets the far-term 
negative Theta

• Far-term options have greater Vega than near-term 
options: an increase in implied volatility has a 
positive effect on the price of the spread

• If the short option expires worthless, the remaining 
long option has open-ended potential

© 2023 The Options Clearing Corporation. All Rights Reserved. 13



Capitalizing on Theta
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“Theta” is a measure 
of the time erosion of 

options

Theta represents the 
decrease in the value 
of an option overtime

Value of the far-term  
options decay at a  
slower rate with 
passing of time

Long options:     
Negative Theta
Short options:     
Positive Theta

Near-term options 
have  

higher Theta values 
than far-term options

The value of the near-
term option decays at 
an accelerated rate as 
expiration approaches



Vega
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Vega measures the 
amount the option price 
changes due to a 1% 
change in volatility 

Longer-term options 
have a higher Vega 
sensitivity than a 
shorter-term option with 
the same strike price

Long calendar spreads 
have positive Vega 
which means they 
benefit from an 
increase in IV and vice 
versa

As expiration approaches,  
the Vega of the short-term 
option decreases towards 
zero, and the net Vega 
starts to replicate the Vega 
of the long-term option 



Call Spread Example
Slightly Bullish Forecast
Current Stock Price $64.45

© 2023 The Options Clearing Corporation. All Rights 
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Call 2023 2024 2025

Strike JUL SEP JAN JUN JAN
$60 $4.90 $5.80 $7.25 $8.60 $10.25 
$62.50 $2.70 $3.90 $5.55 $7.10 $8.50 
$65 $0.95 $2.35 $4.00 $5.60 $7.25 
$67.50 $0.35 $1.25 $2.85 $4.50 $6.10 
$70 $0.08 $0.78 $1.90 $3.40 $5.00 

Sell 1 XYZ Sep 2023 67.50 
Buy 1 XYZ Jan 2024 67.50 



Call Spread Example
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Stock XYZ currently at $64.45   
Forecast: Slightly bullish

Time spread:    Sell 1 XYZ Sep 2023 67.50 call  $1.25 collected
                         Buy 1 XYZ Jan 2024 67.50 call  $2.85 paid

     Total Paid :                                 $1.60 debit 

• XYZ 67.50 horizontal call spread purchased for $1.60, or $160
• Maximum risk is amount paid for the spread $160 
• Calculating maximum profit accurately in advance is not possible
• The break-even for a horizontal spread cannot be calculated due to the 

different expiration cycles being used 



Impact of Time 
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Days till Expiration
80/204 

Sept 67.50 $1.25
Jan 67.50 $2.85
Net total $1.60

Days till Expiration
40/164 

Sept 67.50 $0.59
Jan 67.50   $2.40

Net total $1.81

Increased value
$0.21

Days till Expiration
20/144

Sept 67.50 $0.18
Jan 67.50   $2.13

Net total $1.95

Increased value
$0.35

Time decay accelerates close to expiration, near-term options will lose value 
faster than far-term options (assuming no movement in the underlying)



Implied Volatility Impact 
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Implied Volatility
18

Sept $1.25
Jan   $2.85
Total $1.60

Increase IV
30

Sept $2.64
Jan   $5.25
Total $2.61

Increased value
$1.01

Decrease IV
7.5

Sept $0.19
Jan   $0.95
Total $0.76

Decreased value
$0.84

Calendar spreads are long Vega, meaning the far-term option is more 
sensitive to volatility changes than the near-term option

*IV calculated with no change in the underlying stock price 



Near-term Option Expiration
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XYZ below $67.50
• Short call worthless
• Long far-term Jan $67.50 call

XYZ at $67.50
• Short Sep $67.50 call worthless
• Long far-term Jan $67.50 call

XYZ above $67.50
• Short Sep $67.50 call in-the-money
• Buy back short call or get assigned 

resulting in a short stock position
• Long far-term Jan $67.50 call

Fast-forward Sept. expiration:
Underlying’s price increases to $67.50

 Short option expires worthless
Remain long Jan. $67.50 call option 

Effective price $1.60  
Current Value $3.42

Current Unrealized Profit $1.82

Spread is most effective when there is no significant underlying price move 
prior to short-term expiration.



Uncertainties
• A few concerns as near-term option approaches expiration

• If the short option is in-the-money, there is potential assignment risk

• If assignment is not a desirable outcome, investor may consider closing
the entire spread or closing the short option

• Ex-dividend dates can increase assignment risk as the short near-term 
options may be exercised prior to the ex-dividend date

• Significant move in the underlying
• Calendar spread collapses

© 2023 The Options Clearing Corporation. All Rights Reserved. 21



Summary
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• Calendar spreads are a defined risk strategy

• Different expiration dates with the same strikes 

• Short near-term option and long far-term option

• Maximum loss = debit paid

• Spread is most effective when there is no significant underlying price 
move prior to short-term expiration

• Theta has a positive impact on the long calendar spread, as near-term 
options decay faster than far-term options

• The spread position has positive Vega which means it benefits from an 
increase in implied volatility
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OIC is dedicated to increasing the awareness, knowledge and 
responsible use of exchange-listed options. 

The Options Industry Council 

OCC Learning - a self-guided eLearning destination with coursework 
tailored to a variety of learning styles and experiences levels.

Download our podcasts and videos.

Attend webinars and learn from the pros.

Live options help from industry professionals with Investor Services.

OptionsEducation.org
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www.OptionsEducation.org

Investor Education: options@theocc.com

OIC YouTube Channel

LIKE us on Facebook 

Follow us on Twitter @Options_Edu

For More Information
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