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SELL PRICE INSURANCE… 
AS OFTEN AS YOU CAN! 
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THE 

SECRET 



More Secrets 
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�  Option Sellers make more money than do Option 
Buyers. 

�  Most Options expire worthless. 

�  The more often you can put your money to work, 
the more profitable you will be. 

�  Buy and hold strategies restrict what you can make 
in the markets.  

�  Dividends and interest are highly taxed in some 
countries. 
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Our Purpose 
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�  Prepare to sell insurance. 

�  See how to find appropriate stock options to insure. 

�  See how to calculate returns. 

�  See how to place an order. 

�  See how to roll out and down. 

�  See how to roll out and up. 

�  See why we should never take a loss. 

�  Sell as often as is suitable for your purposes. 

© Copyright  2014 Trading Educators, Inc. 



Step-by-Step Underwriting 

6 © Copyright  2014 Trading Educators, Inc. 



Let’s Find an Option  
Price to Insure 
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Let’s go to the Options Clearing house to 
 look for a suitable option price to insure: 

http://www.optionsclearing.com/webapps/weekly-options 
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CLICK 
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List is not necessarily reliable 
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AMD 
�  Advanced Micro Devices (AMD) looks like it might 

be a good choice. 

�  Our plan is to never own shares of  a stock. 

�  We are in the price insurance business. 

�  But in the event of  catastrophe, or our making a 
mistake, we need to know that the company’s 
underlying stock option pays a dividend. 

�  Let’s find out: http://www.dividend.com/  
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dividend.com 
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AMD 
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If You See Your Browser… 
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Let’s Try AXP 
(American Express) 
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dividend.com 

AXP 
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If You See This  
There Is a Dividend 
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Let’s Look at AXP Prices 
(American Express) 
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Prices Are Sideways 

18 

Prices Held 

© Copyright  2014 Trading Educators, Inc. 



It’s Time To Sell 
Insurance…  
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…and we have underwriting 
decisions to make 
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Decision Steps 
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Uncovered Put Options  
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Which price do we insure? 
www.yahoofinance.com 

 
Let’s look at the  

“option chain” for AXP  
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CLICK 

AXP 
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24 

CHOOSE MONTH      
MAY 
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SCROLL TO PUTS 

HIGHLIGTED 
PUTS ARE at or  
IN THE MONEY 
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You May Recall 

Prices Held 

~89.00 

~87.50 

~82.50 
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We Want to Look at These… 
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We See the Strikes & Codes 
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Let’s Look at the 85 Strike 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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There are 3 of Them 
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HERE’S WHAT THE CODES MEAN 

AXP = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
02, 09, 17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00085000 = THE 85 STRIKE PRICE OF THE PUT 
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Underwriting Procedure 
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�  We can be paid: 

�  $42 premium to insure the May 2, Put option 

�  $58 premium to insure the May 9, Put option 

�  $67 premium to insure the May 17, Put option 

 WHAT IS THE RETURN ON MARGIN FOR EACH? 



Why Compute  
Return on Margin? 
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�  Our purpose is to never own shares, therefore we 
want to see the return on money we actually have 
to provide. 

�  Margin is typically 20% of  the value of  the 
underlying. 

�  If  you are trading from an IRA, one that requires 
100% margin, you will soon see how to calculate 
your return on principal. 

�  Still, our goal is to never own shares.   

 



Computing Margin 
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 OUR FORMULA 

MARGIN = 20% OF THE CONTRACT PRICE 

($85 x 100) x .20 = $1,700 

We need $1,700 in our account to cover margin 

 

Next we have to know how many days we will be at risk. 

http://days.to/until/2-may 



Days at Risk 
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Days at Risk 
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�  Today is April 4 

�  The number of  days until: 
 
�  May 2 =   27 
�  May 9 =   34 

�  May 17 = 42  



Computing Return 
on Margin 
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(Premium / Margin / (days at risk) x (365 x 100)  

($42 /$1700) / (27) x (36500) = 33.39% 

($58 /$1700) / (34) x (36500) = 36.62% 

($67 /$1700) / (42) x (36500) = 34.25% 

What if you were insuring from an  
IRA and had to put up 100% margin? 

 

 



Computing Return 
on Principal 
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(Premium / Principal) / (days at risk) x (365 x 100)  

    ($42 /$8500) / (27) x (36500) = 6.68% 

($58 /$8500) / (34) x (36500) = 7.35% 

($67 /$8500) / (42) x (36500) = 6.85% 

Still better than a bank, a bond, a mutual  
fund. or the 1.85% S&P average dividend!  

 



Let’s look at another  
option to insure. 
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How about Abbott Laboratories (ABT)? 
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Let’s Find Another  
Option to Insure 
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dividend.com 

ABT 
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There Is a Dividend 
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Let’s Look at ABT’s Chart 
 



Prices Are Sideways 

Prices Held 
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It’s Time To Sell 
Insurance…  

…and we have decisions to make 
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Decision Steps 
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Uncovered Put Options  

Which Put do we insure? 
www.yahoofinance.com 
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CLICK 

ABT 
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You’ll Need Resources Prices Are Sideways 

Prices Held 
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We decide to insure  
the 38 put 
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There’s Only One 

HERE’S WHAT THE CODES MEAN 

ABT = STOCK SYMBOL 
14 = THE YEAR-2014 
05 = THE MONTH-MAY 
17 = THE EXPIRATION DAY OF THE CONTRACT 
P = PUT OPTION 
00038000 = THE 38 STRIKE PRICE OF THE PUT 
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Underwriting Procedure 

�  We can be paid $53 premium to insure the May 17 
Put 

 WHAT IS THE RETURN ON MARGIN? 
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Computing Margin 
 THE FORMULA 

MARGIN = 20% OF THE CONTRACT PRICE 

($38 x 100) x .20 = $760 

We need $760 in our account to cover margin 

 

Next we have know how many days we will be at risk. 

http://days.to/until/17-may 

© Copyright  2014 Trading Educators, Inc. 58 



© Copyright  2014 Trading Educators, Inc. 59 



Days at Risk 

�  Today is April 4 

�  The number of  days until: 
 

May 17 = 42  
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Computing Return 
on Margin  

(Premium / Margin / (days at risk) x (365 x 100)  

($53 /$760) / (42) x (36500) = 60.60% 

What if you were insuring from an  
IRA and had to put up 100% margin? 
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Computing Return 
on Principal 
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(Premium / Principal) / (days at risk) x (365 x 100)  

($53 /$3800) / (42) x (36500) = 12.12% 

Still better than a bank, a bond, a mutual  
fund. or the 1.85% S&P average dividend!  
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Computing Capital 
Efficiency (CE) 
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(Premium) / (Strike x 100)  

 

CE = ($53) / ($38) = 1.39 

Any Efficiency Rating of 1.00 or greater is 
acceptable, the higher the better. 
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Summary 
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�  Look for stocks with weekly options. 

�  Make sure they pay a dividend. 

�  Look to see if  they have an earnings report coming up:  
�  A stock that is posting earnings today before the open 
�  A stock that posted earnings the previous day after the 

market closed 
�  A stock that has recently had an earnings report.  

�  A stock that will have an earnings report that will take place 
after the option expiration date.  
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Summary Ctd. 
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�  Look for a Capital Efficiency (CE) of  1.00 or greater. A 
good CE insures a good return on margin or principal. 

�  To the greatest extent possible I want the option to be in 
the sweet spot, 45 or fewer days, and at the very most 60 
days. 

�  I don't always get it perfect, but I come close.  If  the stock 
meets these criteria, I sell the option.  
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Rolling Out and Down 
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What if a trade goes against 
us? Will we lose? 

We have a decision to make. 
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I originally insured the May 17 MSFT $40 put for a premium of 
$1.25—a return at the time of 85% on margin.  On April 4, MSFT 
dropped below $40, and I needed to roll out and down. To 
accomplish that I bought back the May 17 $40 put at a cost of  
$1.47. At that point I was losing $0.22 per share, or $22 per 
insured option. 
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Looking at the option chain, I saw that I could sell a June $39 put 
for $1.28 if I rolled out to June and moved down one strike from 
$40 to $39.  Or, I could sell a July $39 put for $1.53. Let’s do the 
math. 
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Buy back the May $40 put for $1.47 and sell the June $39 put. 
(Previously sold) $1.25 - $1.47 = -.22 + $1.28 (June put) = $1.06 
 
Buy back the May $40 put for $1.47 and sell the July $39 put. 
(Previously sold) $1.25 - $1.47 = -.22 + $1.53 (July put) = $1.31 
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We can accept the lesser amount 
or go for the greater amount. 

 

We have another  
decision to make. 
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Let’s look at it from the  
point of return on margin. 

June 39 put return on margin: 
($106/$780) / (76 days at risk) x (365 x 100) = 65.27% 
 
June 39 put return on principal: 
($106/$3900) / (76 days at risk) x (365 x 100) = 13.05% 
 
July 39 put return on margin:  
($131/$780) / (103 days at risk) x (365 x 100) = 59.51% 
 
July 39 put return on principal: 
($131/$3900) / (103 days at risk) x (365 x 100) = 11.90% 
 

I think the June option is better - holding  
an  extra month doesn’t offer much. 
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Let’s look at it from the  
point of opportunity costs. 

June 39 put return on margin: 65.27% 
 
June 39 put return on principal: 13.05% 
 
July 39 put return on margin: 69.51% 
 
July 39 put return on principal: 13.90% 
 We would have to hold another 28 days to pick up 

an extra 4.24% on our money. That doesn’t make 
sense. 

 
OUR GOAL IS TO SELL INSURANCE 

 AS OFTEN AS WE CAN! © Copyright  2014 Trading Educators, Inc. 74 



Remember the SECRET! 

OUR GOAL IS TO SELL PRICE INSURANCE 
 AS OFTEN AS WE CAN! 
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BUT WHY? 



BECAUSE! 
WE WANT TO TURN OUR MARGIN MONEY AS  
MANY TIMES AS WE CAN DURING THE YEAR 

 
10% return 4 times/year = 40% 
10% return 8 times/year = 80% 
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77 

The image cannot be displayed. Your computer 
may not have enough memory to open the image, 
or the image may have been corrupted. Restart 
your computer, and then open the file again. If the 
red x still appears, you may have to delete the 
image and then insert it again.

Rolling Out and Up 
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On February 13, I insured the ‘T’ May 16, $30 put for a premium of 
$0.30 — a return at the time of 20.27% on margin: CE = 1.00 

AT&T 
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By April 4, T had risen to over $35. I decided to roll out and up. To 
accomplish that I bought back the May $30 put for a price of $0.05, 
pocketing a profit of $0.25. 

AT&T 
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I was able to sell a $34 option for $0.34. That was a return on 
margin of 44.51%, or a return on principal of 8.90%. CE = 1.00 

AT&T 
($34 / $680) / (41) x (365 x 100) = 44.51% 
($34 / $3400) / (41) x (365 x100) = 8.90 
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If the $34 option were to ever get into trouble, I could simply roll 
out and down, covering my loss by selling a lower strike at a 
premium that would bring a profitable situation. 

AT&T 



Knowing When to  
Roll Out and Down 

�  You roll an option out and down the moment YOU feel 
the option is threatened. I often roll an option when it 
gets as close at two strikes above where I sold it. 
“Close” is going to be a matter of  how many strikes 
there are, how much premium you have to spend to 
buy the option back, how much premium is available 
for you to receive, and how far out in time you have to 
go to still be profitable. 

�  Certainly, you want to roll out and down if  prices touch 
or go through the strike price. I try to never allow an 
option to get that close, but as we saw in the MSFT 
example, it can happen. 
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Knowing When to  
Roll Out and Up 

�  Any time you can buy an option back at a profit, and 
see that you can “comfortably” move to a higher strike 
price in the same or an even less distant month, you 
should consider buying back and rolling up. 

�  This will happen most often when stock prices are 
rising. 

�  But be sure you don’t get too close to the price action.  
�  The level of  “comfort” you require is entirely up to you. 
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Multiple Roll Example 
�  On May 20, 

2014, I  
sold 10 
August 1, 
Marathon  
Oil (MPC) 
$83 puts for 
$1.00.  

  

Copyright 2013 Trading Educators, Inc. 84 

+$1.00 



Multiple Roll Example 
�  On June 26, 

2014, I  
bought back 
the 10 $83 
puts for 
$5.10 and 
rolled down 
to 10 January 
16, 2015 
$77.50  
(MPC) puts 
for $6.10 
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+1.00 - $5.10 + 6.10 = + 2.00 



Multiple Roll Example 
�  On July 18, 

2014 I  
bought back 
the 10 
$77.50 puts 
for $6.90, 
and rolled 
down to 10 
$70 (MPC) 
puts January 
15, 2016 
puts for 
$8.10 
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+2.00 - $6.90 + 8.10 = + 3.20 



Multiple Roll Example 
�  On July 31, 

2014 I  
bought back 
the 10 $70 
puts for 
$6.00, and 
rolled up to 
ten $82.50  
(MPC) 
October 17, 
2014 puts for 
$3.90 
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+3.20 - $6.00 + 3.90 = + 1.10 



Multiple Roll Example 
�  In this one example you can see both a roll out and down 

and a roll out and up. 

�  Because MPC had a great Earnings per Share report 
(earnings surprise), along with an increase in revenue, 
prices moved up sharply, and will probably continue to 
move as follow-through to the good report.  As I write this 
intraday prices reached as high as $84.31. 

�  I ended up with $1.10 compared with the original $1.00, 
however, I was able to move up from January 2016, to 
October 2014. It’s entirely possible that I may be able to 
move up again, if  MPC continues to rise. 
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Multiple Roll Example 
�  Sometimes it is necessary to give up a little in order to 

gain a better position. 

�  The following example will demonstrate a credit roll out 
and down followed by a debit roll out and up in order to 
gain a better market position. 
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Multiple Roll Example 
On July 1, 2014 I 
sold 15 47.50 
puts on Mosaic 
(MOS), for 0.61, 
with an expiration 
date of  August 
15, 2014. 
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+ 0.61 



Multiple Roll Example 
On July 11, 2014 
I bought back the 
15 $47.50 MOS 
puts for $1.35, 
and sold 15 $45 
MOS puts for 
$1.71 with an 
expiration date of  
December 20, 
2014. 
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+ 0.61 – 1.35 + 1.71 = +0.98 



Multiple Roll Example 
On July 30, 2014 
I bought back the 
15 $45 MOS puts 
for $1.58, and 
sold 15 $45 MOS 
puts for $0.58 
with an expiration 
date of  
September 19, 
2014. 

Why would I do 
that? 
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+0.98 – 1.58 + 0.58 = -0.02 



Multiple Roll Example 
On July 30, with an earnings report due out before the open 
on July 31, I did not want to take a chance that might have to 
roll out and down from December, 2014 to January or 
February of  2015, although those months were available.  

It cost me $0.02 to place myself  in a better position. If  a roll 
out and down would be needed, I could roll from September 
to December. The earnings report was bad, and prices fell. 
But at the time I am writing this they have not reached $45, 
and may not reach $45, in which case the options could 
expire worthless, or be bought back at a profit. 
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Why Weekly Options? 

�  The reason I like to select options from stocks that 
have weekly options is that: 

�  Weeklys are the most active and popular options 

�  There are more option expiration dates from which to 
choose. 

�  The strikes are closer together because these options 
are more heavily traded. Often the strikes are only 
$0.50 apart 
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Why Weekly Options? 
�  I don’t usually sell the options from week to week. 

Because there is very little time value. 

�  From one week to the next the difference in 
premiums can be very small.  

�  However, there are often more strikes available for 
weeklys, which means I would not have a lot of  
difficulty turning my margin money as often as I 
would like. 
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Volume and Open Interest 
�  I am not at all interested in Volume and minimally 

interested in Open Interest. 

�  If  there's no open interest on a specific option strike I 
don’t care. That means no one else has yet traded that 
option. I’m happy to be the first one! The option market 
makers are obligated to always give a bid/ask quote on 
any option strike that's listed by the exchange. So you don't 
have to worry about not being able to participate. Yes, it's 
true that an option with lots of  open interest means that 
you can get in and out of  the trade quickly at a fair price, 
with lots of  participants involved. But just because an 
option has no open interest yet, doesn't mean it's a bad 
option to choose. Over time the Interest will grow. 

96 © Copyright  2014 Trading Educators, Inc. 



I Circled Volume and Open Interest for  
the May 30 Weekly at-the-money Option 
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I sold the 35.50 put and had no problem  
being filled opening or closing the trade. 



Other Considerations 
�  Avoid stocks with options that are $5 apart. Stick with 

options that have strikes at every $0.50, $1 or at most 
at $2.50. 

�  Be sure to look at which months and strikes are 
available in the event you need to roll out and down. 
You don’t want to be surprised to find out you have 
nowhere to run, or that you will have to tie up your 
money for as much as a year or two. 
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Earnings Reports 
�  Experts say it’s a good idea to stay away from selling 

price insurance on stocks that are due to have earnings 
reports within the next two weeks.   

�  However, if  you sell price insurance for strikes that are 
a “healthy” distance away from current prices, you 
usually do not have to be worried about earnings 
reports. In those situations you have plenty of  time and 
space to roll out and down. Remember, we are looking 
at stocks that as a rule will not fall a huge amount all at 
once. 

�  I have been able to get excellent premiums on strikes 
that were as much as $6 to $10 distant from current 
prices.  
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Earnings Reports 
�  If  you look for stocks that meet all the requirements, 

and then want to include earning dates, it can be a 
great way to trade. It means more work, but the results 
can be sensational. 

�  Earnings dates are given before the open, and after the 
close. 

�  I consider them to be of  the utmost importance, and 
believe they are a prime filter for underwriting price 
insurance. 
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Earnings Reports 
�  When they are given after the close, you have to wait for 

the next open before you can see the result. But 
whether they are given before or after the close, the 
results may be dramatic. If  earnings were better than 
expected, prices may shoot up enabling you to receive 
premium close to the previous day’s action. 

�  If  earnings were worse than expected, prices may 
shoot down, allowing you to sell puts at good premium 
further away than before the report. 

�  In either case, prices may make huge moves, giving you 
opportunities that were not previously available. 
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Copyright 2013 Trading Educators, Inc. 
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Earnings Reports 
CL issued an earnings report after the close on April 25 (arrow). 
The following Monday, prices shot higher giving an opportunity to 
sell the 65 put 0.45 bid/0.49 ask. Once prices exploded higher 
selling insurance close to the price action became possible..One 
interesting point is that earnings of 0.68 were exactly what the 
experts had predicted. There was no earnings surprise. 
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Earnings Reports 
Here’s a trade I had hoped to give: GLW, but as you can 
see earnings, which came out before the open on the 
28th brought with it mixed emotions. Prices could break 
either way depending on how much is read into the 
report. Interestingly, earnings for GLW came in 0.01 
higher than expected. I have seen prices soar on 
earnings reports that came in only 1 cent higher than 
expected. This could still happen with GLW. 
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Earnings Reports 
This trade in MPC had remarkable results 
after an earnings announcement on May 1. 
 
I was in this trade with $80 puts. Priced 
gapped open and moved to 88.73; reached 
as high as  $97.28, and closed at 95.44. An 
$8.55 move in one day. 



No Need to Take a Loss 
�  Can you see that by rolling out and down there is no 

need to ever lose money selling insurance on uncovered 
put options? 
�  We are talking about proper underwriting. 
�  Initially we want to underwrite options that have 6 weeks 

or less until expiration — often longer. That gives us time 
and space to roll out and down. 

�  However, we don’t want to underwrite options that have 
expirations too far away, or we can be trapped into a 
situation where we have no place in which to roll out or 
down. 

�  Additionally, we don’t want to tie up our money for great 
lengths of  time. 
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No Need to Take a Loss 
�  Initially we want to underwrite options that are at least a 

couple of  price strikes out of  the money, but it’s difficult 
to know how many strikes, as you will see during the 
guidance. It’s important that we choose strikes that have 
plenty of  room to roll out and down. 

�  If  share prices rise, we can pocket profits and roll out and 
up, or simply take profits and look for another trade.. 

�  We benefit from an extremely safe strategy. 

�  If  we ever make a mistake, or if  there is a crash so great 
that we are forced to buy the shares, we will own shares in 
strong companies that pay dividends. We still earn 
something on our money while we wait for better 
opportunities. 
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If Tragedy Strikes 

107 © Copyright  2014 Trading Educators, Inc. 



Covered Call 
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Covered Call 

�  In the rare case in which we end up buying shares, 
we find ourselves in possession of  heavily traded 
stocks. We are owners of  shares of  companies we 
have already qualified as being dividend payers. 

�  Experience has shown that if  we have to buy 
shares, we can use those positions to generate an 
extra 12% to 20% a year in income. To do that, we 
use another trading strategy called “selling covered 
calls." 
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Covered Call 

�  Like a put, a call is an option. Let’s compare them. 

�  When someone buys a , he's buying the 
right (but not the obligation) to sell a stock at a set 
price (called the "strike price") by an agreed-upon 
future date. 

�  When someone buys a call option, he's buying the 
right (but not the obligation) to buy a stock at a set 
price by an agreed-upon future date. 
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Covered Call 

�  We're usually not interested in buying calls. We're 
interested only in selling them, and then, only in 
the rare case that we have to buy shares. We are 
selling someone else the right to buy our shares at 
a set price in the future. We're taking cash up front, 
then agreeing to sell the shares we own at the same 
price or more than we paid for it. 

�  "Covered" simply means we own enough shares to 
cover the liability should the call option be 
exercised and we're forced to sell our shares. 
(That's known as having our shares "called away.") 
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Covered Call 
�  There are two basic outcomes when selling covered 

calls. The first is that, at expiration, the shares 
close at or below the strike price. 

�  In that case, you keep your shares and the 
premium. And you can sell another round of  calls 
to generate more income. 
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Covered Call 
�  The second outcome is that your shares are “called 

away”. The stock closes above the strike price at 
expiration. You keep the premium, and sell your 
shares for the strike price.  

�  In this case, your profit is equal to the premium 
received plus the difference between the prices at 
which you bought and sold shares. That difference 
is a "capital gain". 
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Covered Call  

 

To better help you grasp the concept, I’m going to 
walk through an actual trade in which I was put the 
stock and then sold a covered call. 
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Covered Call 

�  On March 23, 2013 I 
sold May $33 puts on 
Wells Fargo. At the 
time, shares of  Wells 
Fargo were trading for 
$33.53, and I 
collected $125 in 
premium for each put 
contract I sold. 

33.53 
33.00 

125 
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�  In this example, $33 is 
the strike price. As 
long as shares of  
Wells Fargo traded at 
or above $33 by the 
expiration date of  
Friday, May 18, I 
would book the entire 
premium with no 
obligation to buy 
shares. 

33.53 
33.00 

125 
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Covered Call 
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�  However, due to the 
need to travel I was 
unable to monitor the 
trade, and when the 
options expired shares 
of  Wells Fargo were 
trading for $30.94, well 
below the strike price. 
So I was "put" shares of  
Wells Fargo.  

30.94 

33.00 

125 
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Covered Call 
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�  During that same day, 
Wells Fargo traded as high 
as $31.47 in the market. 

�  Even had I taken the 
highest possible price I 
could have received for 
Wells Fargo shares that 
day, $31.47, and added 
the $1.25/share premium 
collected for selling the 
puts, I would have had 
"just" $32.72.  

31.47 

33.00 

31.47 + 1.25 = 
32.72 

32.72 

125 
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Covered Call 
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�  $32.72 was $0.28 
below the strike price, 
meaning that, at best, I 
was down $28 on the 
position. 

�  If  I had sold my Wells 
Fargo shares that day, I 
would have taken a loss. 
But I didn't do that. 
Instead…. 

31.47 

33.00 

31.47 + 1.25 = 
32.72 

32.72 

-$28 
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�  On the same day that I 
purchased the stock 
(Monday, May 21), I 
sold July $33 call 
options on Wells Fargo, 
collecting $86 for every 
call contract I sold. 

31.47 

33.00 

31.47 + 1.25 = 
32.72 

32.72 

$125+ 
$86 
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Covered Call 
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�  When the calls expired 
on July 20, Wells Fargo 
was trading at $33.81. 
Because the stock was 
above the strike price, 
the July calls were 
exercised and my 
shares were "called 
away." In other words, 
I sold my stock for 
$33 a share, the same 
price I had paid for it. 

33.00 

33.81 

$211 PREMIUM EARNED 
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�  But because I collected 
the extra $86 in 
premium from selling 
covered calls, I turned 
what could have been a 
$28-per contract loss 
into a gain, and booked 
a 20.4% annualized 
gain on the trade in less 
than four months.  

33.00 

33.81 

$211 PREMIUM EARNED 
$211/OPTION 
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Covered Call 
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�  Thanks to selling 
covered calls, the trade 
can end up a winner 
even when we are put a 
stock. That's why it's so 
important to sell puts 
on only heavily traded 
companies that pay 
dividends, and which 
you wouldn’t mind 
owning. 

33.00 

33.81 

$211 PREMIUM EARNED 
$211 
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Covered Call 
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There will be times when the price of  the put option you 
sold will move higher that what you sold it for—thereby 
giving you a temporary “paper” loss. 

 
Do not panic. Option prices fluctuate just like stock prices. 
Sometimes they move in your favor, and sometimes they 
don’t. 
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Things to remember when selling put options: 
�  The price of  the stock can move lower, and ultimately still 

give you a profit. 

�  As long as the stock price doesn’t move below your strike 
price by expiration, you will still have a profit. 

�  Remember, we attempt to use strikes that are as far as 
practical below the current price of  the stock in order to 
give room for normal stock movement. 

�  If  threatened, we will always attempt to alter the trade by 
“rolling” the option out and down to a different strike in a 
more distant week or month. 

�  The owner of  the put has a decaying asset, which will 
waste away to zero. At times, we simply have to wait it 
out. 
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�  There’s not much left to tell. The best way for us to 
proceed now is to learn by doing. Unfortunately, I 
cannot manufacture a bear market for you. 

�  Concern yourself  with learning, not trading. 

�  Until you feel comfortable with selling price insurance, 
I suggest you do the trades on a simulator. Follow 
along to see how they work, and what happens over 
time. 

�  Please send in your questions via e-mail because we 
want to build an FAQ for those who follow, to save 
having to repeatedly answer the same questions. I will 
answer your questions in the daily podcast, and also 
post them in the FAQ. 
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Remember the  
Option Secret 
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SELL PRICE INSURANCE  
AS OFTEN AS YOU CAN 



We’re done!  
Let’s make some money! 
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