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Covered Calls?
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Losses Were Rare?
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Is Selling Covered Calls 
Low Risk?
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Covered Calls 
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I opened a $10,000 account in my wife’s name and began 
selling covered call options on stocks, and doubled that 
account in 4 ½ months. But I could see that it took a huge 
amount of capital to first have to buy shares, and then sell 
a call option based on those shares. Where was the 
leverage? I was having to put up 100% of the money just 
to buy the shares.

Sometimes life brings some unexpected turns so that you 
discover something you hadn’t seen before.
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Covered Calls 
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In late 2007 and into early 2008, the stock market turned 
down and although I was selling covered calls, I was 
getting stuck holding shares that I really didn’t want to 
hold. I wanted to trade my money, not invest it, but prices 
were falling and all I had to show for it was the option 
premium from the call options I had sold, plus any 
dividends paid by the company during the time I was still 
holding the shares.

I can tell you that selling covered calls and collecting 
dividends is a fairly safe and wonderful way to trade, but 
selling covered calls really wasn’t what I was looking for.
It was tying up my money for too long.
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Uncovered Put Options 
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To protect against falling prices I considered buying price 
insurance via put options to protect against falling stock prices, 
but buying put options was very expensive, and would have eaten 
up all of my call option premium. Buying put options is how 
investors and speculators are able to buy price insurance.

The only thing I could see to do was to become a seller, NOT A 
BUYER, of price insurance by selling put options. As stock prices 
began to fall like a rock, put option premium (the cost of buying 
price insurance) skyrocketed. Volatility hit “80” as measured by 
the VIX, Volatility Index. Investors were paying prices for 
insurance that could be justified only if stock prices would go to 
minus $15 per share, which of course is impossible.  I began 
selling price insurance by selling uncovered put options on blue
chip stocks. 
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Uncovered “Naked” Put 
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Selling uncovered puts was wonderful. Most of the time I 
was never put upon, but when shares were put to me, 
since I then owned the shares, I could sell covered calls 
and collect even more money. But even if I couldn’t sell a 
covered call, I could collect whatever dividends the 
company paid out. I could see that it was important to sell 
puts on dividend-paying companies. There were other 
refinements which I’ll cover later. 

What I was seeing was that it’s possible to sell a naked 
put solely for the purpose of being able to invest, at a 
reduced price, in shares of a company I might want to 
own.

© Copyright  2014 Trading Educators, Inc.



Uncovered “Naked” Put 
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I could repeatedly sell puts against the shares until I was  
finally put upon, at which time I would own the shares at a 
discount, thereby lowering the cost of my investment.

Investors do that as part of a dividend 
accumulation/investment income strategy.  Why not own 
shares of great businesses at a reduced price if I was 
able?

Buy shares at a discount; compound dividends; and over 
time the investment will grow into a sizable holding. 
Wonderful! But, investment wasn’t what I wanted.  I am a 
trader, and not particularly interested in owning stocks.
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What is a Put?
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What is a Put?
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What is a Put?
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What is a Put?
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What is a Put?
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What is a Put?
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Be Familiar with These Terms
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Consider looking them up on the Internet



Naked Put
Selling naked puts on stocks you wouldn’t mind owning is 
one of the greatest trading strategies in which you can 
engage. It generates super-safe income. And if done 
properly, your odds of losing money are slim to none.

To correctly sell naked puts, sell them only on dividend-
paying companies, and sell them for a price at which, if you 
have to buy the stock, you wouldn’t mind owning it.

However, as you will soon see, we are going to trade in such 
a way that there is only the slimmest chance that we will 
ever have to own a stock. If done correctly, it can be never!
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Naked Put
Between 75% and 90% of naked puts sold can be 
expected to expire worthless. Industry averages 
say “around 80%.”

However, it is possible that sometimes the stock 
will trade for less than the put option's strike price 
on option-expiration day. In that case, for every 
option sold you would normally have to buy 100 
shares at the strike price. (Remember that for every 
put-option contract you sell, you are responsible for 
100 shares of stock.)

However, we are not going to allow ourselves to 
be put upon.
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How are we going to avoid being put upon?  We are going 
to buy back the put option as soon as the put is threatened.

We will buy back the put and sell another put for more 
money and at a lower strike. When you see how this works, 
you will understand why we do not incur losses, while at the 
same time we earn guaranteed income.

I want to show you why selling options has all the 
advantages when trading in the markets.
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Naked Put
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You are already aware that on average options expire worthless 
80% of the time. Advantage is to the seller.

If an option closes at the strike, the option seller wins and the 
option buyer loses. A put must close below the strike for the put 
buyer to win….but even then the buyer loses until prices reach 
below the strike for a distance sufficient to cover what was paid 
for the premium. In other words, if a put buyer pays $1.00 for a
$25 put, the buyer is not profitable until prices reach at or below 
$23.99. Advantage is to the seller.

Meanwhile, the seller has $1.00 with which to lower his cost in 
the event he has to buy the shares. The seller will pay only $24
for the $25 shares. Advantage is to the seller.
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Seller’s Advantages
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In general, options are exercised only when they are “in-the-
money. A $25 put is not likely to be exercised with prices at or
above $25. However, these days exercise is automatic, so as a put 
seller you want to avoid holding any put that is anywhere close to 
the strike on option expiration date. Advantage is to the seller.

In fact, unless a put option is very far out-of-the money, you should 
buy it back or roll it out no later than the Monday prior to the
expiration date on Friday of the week options will expire.

Options are almost always overpriced, even when there is only 1 
cent between the bid and the offer. The difference between the bid 
and the offer is called the spread (bid/ask spread). The spread 
always favors the option seller, never the option buyer. Advantage 
is to the seller.
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Seller’s Advantages
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Time is the enemy of the option buyer. The option buyer 
owns a wasting asset. Advantage is to the option seller

An option can have only two values. One is intrinsic value, 
the amount by which the option is in-the-money. The other 
value is time until expiration, which for the puts we sell are 
eroding away at an ever increasing rate of speed. 
Advantage is to the option seller

The puts we sell never have any intrinsic value, only time 
value. All we have to do is wait for our reward – the option 
finishing out-of-the-money. In other words, worthless. Or, we 
buy it back for less than we receive for it. Advantage is to 
the option seller.
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Seller’s Advantages
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Tools You Will Need
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Interactive Brokers http://www.interactivebrokers.com
877.442.2757

ThinkorSwim
http://www.thinkorswim.com 866.839.1100

OptionsXpress
http://www.optionsxpress.com 888.280.8020

eOption
http://www.eoption.com 888.793.5333

OptionsHouse
http://www.optionshouse.com 877.653.2500

Trade King
http://www.tradeking.com 877.495.5464
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You’ll Need a Broker 
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Optionable Stocks -- http://www.poweropt.com/optionable.asp

Dividend Stocks Online --
http://www.dividendstocksonline.com/dividend-paying-stocks/

Dividend Detective --
http://www.dividenddetective.com/big_dividend_list.htm

Investor Place --
http://investorplace.com/

Divdend Opportunities --
http://www.dividendopportunities.com/

Dividend Ladder --
www.dividendladder.com

26

You’ll Need Resources
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These are all Free



http://www.theocc.com/webapps/weekly-options

OCC is a list of options with weekly expiration dates. 
More about this just ahead.

www.seekingalpha.com

Seeking Alpha will let you evaluate stocks in which you 
are interested, and it will let you set up a portfolio of 
your positions. It’s definitely worth investigating. 
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Additional Resources
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This is also Free

This is Free
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You May Want to Annualize 
Return on Principal
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(Premium divided by Strike Price) divided by (Days 
until expiration) multiplied by 365 days multiplied by 

100

or 
Annualize Return on Margin

(Premium divided by Margin) divided by (Days until 
expiration) multiplied by 365 days multiplied by 100



29

Days Until Expiration
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Days.To

http://days.to/until/20-june

Type Days.To your browser

Or copy

http://days.to/until/20-june

And change the date from 20 June

Free Resource
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To look up a single stock to 
see if it pays a dividend…
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http://www.dividend.com

It’s free for single searches

Free Resource
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To View Stocks with 
Weekly Options
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http://www.optionsclearing.com/webapps/weekly-
options

IMPORTANT: Read the Text and then click on the link 
after “PLEASE NOTE:”

THE LIST CHANGES EVERY WEEK

Use dividend.com to see if the stock pays dividends

Free Resource-See 
Next Slide
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Click Here for list
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http://www.thestreet.com/event-calendar/
A Very IMPORTANT Resource

IBM
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www.finviz.com

Another Resource

You can also use this free stock screener
to find stocks that pay dividends
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Guaranteed Income
with 

No Losses 
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This session is finished. I’ll see 
you at the workshop. 

Be sure you review the PDF file for 
the material we covered today.

Be familiar with the Resources we 
will use.
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