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PREVIEW

• Purchase 100 shares of Company XYX @ 
$48 per share = $4800.

• Sell an option: sell someone the right to 
buy these shares for $50 per share during 
the next month.

• You are paid a premium of $1.50 per 
share = $150.

• This is a 3.1% 1-month return = 37% 
annualized.
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PREVIEW SCENARIO I

• At the end of the month, the stock price is 
less than $50; your shares are NOT 
purchased.

• You keep your 3.1% 1-month profit and 
are free to sell another option.
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PREVIEW SCENARIO II

• At the end of the month, the stock price is 
above $50 per share and your shares ARE 
purchased.

• You now make an ADDITIONAL $200 on 
the sale of the stock.

• Total 1-month profit is $350 = 7.3% 1-
month return = 87% annualized!

www.thebluecollarinvestor.com 4



DEFINITIONS
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WHAT IS AN OPTION?

1-OPTION- the right to buy or sell 100 shares of 
stock at a fixed price (strike) and by a specified 
date (expiration date).

2-CALL OPTION- an option to buy 100 shares of 
stock at a specified price.

3-PUT OPTION- an option to sell 100 shares of 
stock at a specified price.
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OPTION STRIKE PRICE AS IT 
RELATES TO STOCK PRICE

1-AT THE MONEY- the strike price of the call option is 
identical to the market value of the stock

2-IN THE MONEY- the strike price of the call option is 
lower than the market value of the stock

3-OUT OF THE MONEY- the strike price of the call option 
is higher than the market value of the stock
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OPTION VALUE AS IT RELATES 
TO STOCK PRICE

1-INTRINSIC VALUE- the amount the option is in the money ( at the 
money or out of the money options have no intrinsic value)

2-TIME VALUE- the options premium above any intrinsic value

3-Example: Buy a stock for $56 & sell the 50 call option @ 8 

If stock price is 56, intrinsic value is 6 and time value is 2

PREMIUM = Intrinsic value + Time Value
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SELLING COVERED
CALL OPTIONS-
DEFINITIONS

Buying Stocks and selling call options on a 
share-for-share basis

1 contract = 100 shares
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WHY SELL OPTIONS

1- High rate of return/low risk

2- Great strategy for moderately bullish, 

bearish and neutral markets

3- Teach your children; help your parents

4- Control results through exit strategies

5- Downside protection

6- Compound your $ in minutes!

7-Capture all corporate dividends

8-Cash-generating business in home-office

9- Self-directed IRAs
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DISADVANTAGES: 
THE RISK IS IN THE STOCK

1-If stock price declines below breakeven there is a loss. 

2-Profit potential is limited to the strike price of the option-
DON’T GET GREEDY!

3-Assignment- if option is exercised, you must sell your 
stock.  Early assignment is rare but possible. You can 
buy back option thereby avoiding assignment.

4-Learning curve and time commitment
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Stock Selection: 
Fundamental Analysis

1- IBD 50

2- IBD SmartSelect Ratings (6)

3- MSN Scouter Rating (Risk/Reward)
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Common Sense Principles

• Earnings reports

• Same store monthly retail sales reports

• Minimum trading volume

• Stock and industry diversification

• Cash allocation

www.thebluecollarinvestor.com 13



TECHNICAL ANALYSIS

1- Exponential moving averages

2- MACD Histogram

3- Stochastic oscillator

4- Volume
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Premium Report: Weekly Stock Screen
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Premium Report: “Running List”
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ACCESSING THE OPTION CHAIN

List of Option Prices for a 
Particular Stock
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WWW.FINANCE.YAHOO.COM

1-Type in ticker symbol and ENTER

2-Hit "OPTIONS" link on left
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Access the Options Chain
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Initial Profit

Time value/Cost basis
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Managing Our Covered Call Positions

• Stock selection process

• Earnings Reports

• Industry or sector diversification

•Strike price selection
• Trading volume

•EXIT STRATEGIES- BUY BACK 
THE OPTION
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Strike Price Selection

• I-T-M strikes are the most conservative . Use 

these when technicals are mixed and/or the 
market is bearish or volatile. 

• A-T-M strikes can be used when technicals are 

good and market conditions are positive. 

• O-T-M strikes are used when extremely bullish 

on the stock and general market conditions are 
favorable
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Stock Price: 5 Possibilities

• Price goes up a lot- win

• Price goes up a little- win

• Price stays the same- win

• Price goes down a little- probable win

• Price goes down a lot- lose
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Exit Strategies:
Prior to Expiration Friday

• Rolling Down

• Hitting a Double

• Unwind when Deep I-T-M

• Convert Dead Money to Cash Profits

• ALL EXIT STRATEGIES START WITH 
BUYING BACK THE OPTION
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“Hitting a Double” Example
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Exit Strategies:
On or Near Expiration Friday

• Rolling Out- Same strike, next month

• Rolling Out and UP- higher strike, next 
month

• Stock still meets all system criteria

• Avoid assignment

• ALL EXIT STRATEGIES START WITH 
BUYING BACK THE OPTION
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“Rolling Out” Example: ARMH
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ROO = 2.27%
DP = $131/$34.31 = 3.8%

www.thebluecollarinvestor.com 37



Related Strategies

• Selling cash-secured puts

• Using LEAPS as stock surrogates

• Protective puts- the collar strategy

• Covered calls to increase dividend yield

• Portfolio overwriting

• Using cash-secured puts to enter a cc trade “at a 
discount” (Put-Call-Put or PCP strategy)

www.thebluecollarinvestor.com 38



www.thebluecollarinvestor.com 39



www.thebluecollarinvestor.com 40



www.thebluecollarinvestor.com 41



www.thebluecollarinvestor.com 42



43



www.thebluecollarinvestor.com 44



www.thebluecollarinvestor.com 45



Creating Monthly Cash Flow with 
Covered Call Writing

Presented by: 
The Blue Collar Investor Corp.

Hosted by:

Alan Ellman

alan@thebluecollarinvestor.com

www.thebluecollarinvestor.com 46


