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Lesson 1 
Becoming the House:  

Selling Options vs. Buying Options 
 
Let me introduce you to the “other 
side” of option trading! 
 
You can think of it as “becoming the 
house.”  
 
Other common terms are “option 
writing” or “option selling.” This 
happens when you start an option trade 
by becoming the seller instead of the buyer.  
 
This is important concept for “option buyers” to understand. When you write 
an option, the roles reverse. You no longer have to buy and pay the option 
premium. You collect it.  
 

 
 
And instead of time working against you – it now works FOR YOU! 
 
When you sell an option you are flipping or transferring the risk inherent in 
any option to the buyer and you collect the cash. It is yours instantly.  
 
Time decay is the option buyer’s enemy and the option seller’s friend. That’s 
why on average eighty percent of all options expire worthless, more so with 
weekly options, placing the seller in the driver’s seat.  
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While selling call options does not have the thrill of hitting a home run when 
you “buy an option” that goes up quickly, but there are few if any double 
plays or disasters when you sell them. 
 
The Covered Call Obligation 
 
When you sell a call option you no longer have “the right to buy or 
sell”…you now are OBLIGATED to sell if the trade is exercised!  
 

 
 
Your covered call option is a contract obligating you to sell your stock if the 
buyer of your call contract exercises their option to buy the shares on or 
before the expiration date of the contract. 

 

Exercise 
The holder of an American-style option can exercise their right to buy (in the 
case of a call option) or to sell (in the case of a put) the underlying shares of 
stock.  
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In other words you, as the call writer, are "paid" for agreeing to sell your 
holdings at a certain level (the strike price) and you will have to deliver the 
stock to the buyer on or after the expiration date. 

 

 

Assignment by a buyer is either random or on a first-in-first-out basis. This 
depends on you online broker’s method, but don’t worry. Your broker will 
handle this part of the trade, and we’ll cover later in this training program 
the tactics you can use to avoid having to sell shares of your stock if you so 
choose. 

Early Exercise/Assignment 
An important note to remember when you are selling covered calls and the 
price of the stock goes out-of-the-money. 

You can be called out of the option and early exercise or assignment on a 
covered call position can occur for various reasons.  

For example the buyer of your call option might decide to exercise early 
because they want to own the shares of your underlying stock ahead of an 
upcoming ex-dividend date. And this happens a lot of with stocks that pay 
generous dividends, usually five percent or more. 
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With American options (which is what we trade), it’s important to 
understand that early exercise can take place at anytime…days or even 
weeks ahead of expiration day. 

That’s why as a covered call writer, you should be aware of your underlying 
stock’s dividend dates and the possibility of an early assignment. 

But early exercise and being called out of your stock can be a good thing for 
you and I’ll discuss why this can be a very good outcome later in the training 
program. 
 

Lesson 2 
Selling Call Options: The Covered Call 

 
Selling covered calls is one of the most widely used strategies involving 
options.  
 
It’s also one of the most conservative and low risk strategies of them all. 
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Over the past several decades (remember options aren’t that old), the most 
common strategy involving option writing (even done by conservative 
investor Warren Buffet himself) is what’s called “writing covered calls.” 
This is also termed “selling covered calls.” 
 
Chances are, if you own a blue chip stock, 
you are enjoying a quarterly dividend 
(income), and you are holding this stock 
because over time you expect it to appreciate 
in value. That’s what a lot of people do. 
However, what most people DON’T realize is 
that options are traded on pretty much every 
single blue chip stock out there. 
 
Since blue chip stocks are usually very large and established companies, 
there may not be much movement in the stock price in a 30 to 60 day period 
(compared to the movement you can see after a year or two). 
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And that’s a great time to be a “call writer.” 
 
Let’s say one of your blue chip stocks has just finished paying a dividend. 
Earnings have been announced, and the summer months are approaching. 
The stock’s price range has moved between $52 and $63 for the year. It’s 
currently trading for $58.50. 
 

 
 
If the next-month-out options are for June, you could look up the June 60 
calls for a quote. The quote might be: $1.20 X $1.30. If you own 1,000 
shares of this blue chip, you could sell 10 June 60 calls for $1.20 or $120 per 
contract. 
 
What have you just done here?  
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Well, for starters, you get to welcome $1,200 into your brokerage account, 
which is your money to keep. You’ve further obligated yourself to sell 1,000 
shares of this stock (stock which you own, hence the term “covered”) at $60 
per share. 
 
 

$1,200  
 
 
 
 
As the summer approaches, with no earnings announcement for another 
couple months, what if the stock just stays where it is (as you hope it will)? 
Nothing. Other than you are $1,200 richer! 
 
What if the price goes down a couple dollars? You still keep your $1,200 
(After all, if you’re holding this stock for a dividend, it would have gone 
down anyway, had you sold the call options or not!) 
 
What if the stock goes up?  
 
Well, if it goes higher than $60, you’re still obligated to sell it at $60. But in 
this case, you get to keep the $1,200 premium from selling the call PLUS the 
$1.50 capital gain (the difference between selling out at $60 minus where the 
stock was when we wrote the call at $58.50). 
 
That’s sweet. $1,200 in premium plus $1,500 in capital gain for a 30 day 
trade on a stock I already owned… 
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Wait. What just happened? There’s got to be a negative you ask.  
 
Just like with most things in life, there are tradeoffs – there’s the good and 
the bad. A possible negative outcome from the example above is if the stock 
were to bolt up to $100 per share, you are obligated to sell your stock at $60, 
missing the upside gain!   
 
I call that “forgone profit”… forget about it for now. You just pocked $2,700 
from the sale of 10 call contracts on one stock in three weeks! 
 

 
 
(But, in the real world, big, established blue chip stocks just don’t move up 
like a rocket ship. They aren’t the new “Mo-Mo” stocks on the block that 
can grow and expand and have an “S-curve” looking graph, only to have 
their hot, buzzing product or service fizzle out in a couple years.) 
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When you get the hang of doing covered calls on stocks you already own, it 
can mean an additional annualized gain of between 10% to 15% return on 
your long-term portfolio. With a little time and patience, you can really do 
much better than this.  
 

 
 
Why not put some of the stocks just sitting there in your portfolio doing 
nothing to work? The best part is that if you sell calls on dividend paying 
stocks, you’ll continue to collect the dividend payments as you write 
covered calls. 
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Lesson 3 
The Advantages of Selling Call Options 
 
I	  like	  writing	  covered	  call	  options	  and	  I	  hope	  you	  will	  too	  after	  you	  
complete	  this	  training	  program.	  
	  
Ninety	  percent	  of	  the	  income	  I	  generate	  from	  selling	  options	  comes	  
from	  the	  writing	  of	  covered	  calls.	  
	  
Why?	  It’s	  pretty	  simple.	  
	  
Done right, you will always, and I repeat you will always, generate far more 
cash income from selling call options on stocks you own in your portfolio 
then buying options or even selling put options for income. 

	  
	  
	  

	  Selling Covered Calls 
	  
	  
	  
	  
	  

	  
	  
There	  are	  a	  number	  of	  advantages	  to	  selling	  call	  options	  on	  stocks	  you	  
already	  own	  or	  stocks	  you	  are	  looking	  to	  trade	  and	  you	  should	  be	  aware	  
of	  them.	  
	  
The Call Option Seller Collects Premium 
First and foremost, my favorite reason for selling covered calls is to collect 
cash premiums! 
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When you sell a call option (sell a call to open, that is) – you collect the 
premium. The premium is the cost of the option, and when you sell that 
buyer that option contract, real, tangible cash hits your account that same 
day. 

No cash has left your account and you didn’t have to put up extra capital to 
sell a call option on a stock you already own. 

And now you wait until the call option expiration 
date and let time work in your favor. 

As you might guess, time decay – the loss in 
value of the option over time even if the stock 
does not move – becomes more ferocious as the 
expiration date of the option approaches. 

Upon expiration, you keep all of the cash premium you collected in your 
account as well as the stock you own. 

	  
Leveraging Current Assets 
	  
Owning	  growth	  and	  income	  stocks	  in	  
your	  portfolio	  with	  the	  goal	  of	  long-‐
term	  capital	  gain	  is	  the	  perfect	  asset	  
for	  selling	  covered	  call	  options.	  If	  
these	  stocks	  have	  optional	  contracts,	  
you	  can	  leverage	  the	  asset	  by	  
regularly	  selling	  call	  options	  to	  
generate	  extra	  income	  in	  your	  portfolio…every	  month	  or	  even	  every	  
week.	  	  
	  
Creating a Personal Dividend 
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There	  may	  be	  stocks	  that	  you	  own	  that	  don’t	  even	  offer	  a	  dividend	  or	  
pay	  a	  very	  low	  dividend.	  	  Google	  (GOOG),	  the	  most	  widely	  held	  stock	  in	  
the	  stock	  market,	  doesn’t	  even	  pay	  a	  dividend	  and	  Apple	  (AAPL),	  the	  
second	  most	  widely	  held	  stock,	  has	  modest	  of	  two	  percent.	  	  
	  

	  
	  
No	  worries.	  Both	  of	  these	  stocks	  and	  many	  other	  widely	  held	  stocks	  
with	  no	  or	  low	  dividends,	  carry	  option	  contracts.	  If	  you	  own	  any	  of	  these	  
stocks,	  you	  can	  sell	  call	  options	  against	  them	  to	  generate	  your	  “own”	  
quarterly,	  monthly	  or	  even	  weekly	  dividend	  payment.	  
	  
Double Dividends 
	  
Even	  if	  your	  stock	  pays	  a	  high	  dividend,	  why	  
wait	  until	  the	  end	  of	  the	  quarter	  to	  get	  paid?	  
Sell	  a	  call	  option	  on	  that	  stock	  today	  and	  
start	  collecting	  monthly,	  weekly	  or	  even	  
daily	  cash	  income…and	  still	  pick-‐up	  your	  
dividend	  check	  at	  the	  end	  of	  the	  quarter.	  
	  
Pay Less in Commissions 
	  
Many	  monthly	  and	  weekly	  call	  option	  positions	  expires	  worthless	  and	  
that	  means	  you	  pay	  only	  commission	  on	  the	  front	  end.	  And	  if	  you	  do	  buy	  
back	  a	  put	  to	  close	  a	  position	  and	  that	  put	  option	  costs	  less	  than	  a	  nickel,	  
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many	  online	  brokers	  now	  offer	  commission	  free	  trades	  for	  the	  
purchases	  of	  puts	  costing	  a	  five	  cents	  or	  less.	  
	  

	  
	  
Consistent Income from Weekly Call Options 
	  
The	  open	  interest	  and	  volume	  of	  contracts	  traded	  on	  weekly	  options	  are	  
large	  enough	  to	  produce	  reasonable	  bid-‐ask	  spreads,	  however,	  the	  open	  
interest	  and	  volume	  are	  usually	  not	  as	  high	  as	  monthly	  option	  
expirations.	  	  
	  

Perhaps	  the	  best	  advantage	  of	  selling	  weekly	  call	  
options	  is	  consistency.	  Half	  a	  percent	  gain,	  a	  typical	  gain	  
in	  weekly	  trading	  -‐	  may	  be	  boring	  to	  many	  traders.	  	  
	  
But	  do	  this	  fifty	  times	  a	  year	  and	  the	  number	  is	  now	  
twenty	  five	  percent	  per	  year.	  Not	  so	  boring	  anymore.	  
Selling	  weekly	  options	  can	  create	  consistent	  income	  -‐-‐	  
No	  other	  investment	  tool	  can	  do	  this	  for	  you	  with	  such	  a	  
low	  level	  of	  capital	  risk.	  

	  
One More Important Advantage: 
Cash Generation During A Market Sell-Off 
	  
There	  is	  one	  more	  important	  
advantage	  to	  selling	  covered	  call	  
options.	  Knowing	  how-‐to	  sell	  call	  
options	  on	  stocks	  you	  already	  own	  
during	  a	  short-‐term	  market	  sell-‐off	  
is	  an	  important	  psychological	  and	  
cash	  preservation	  strategy.	  Selling	  
and	  rolling	  call	  options	  during	  a	  
short-‐term	  market	  sell-‐off	  will	  
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allow	  you	  to	  generate	  extra	  cash	  income	  until	  the	  market	  rallies	  lifting	  
your	  stock	  price	  back	  up.	  
	  
Remember	  this	  advantage	  the	  next	  time	  there	  is	  a	  “hiccup”	  in	  the	  stock	  
market	  and	  there	  will	  be	  from	  time-‐to-‐time.	  It	  will	  be	  a	  relief	  and	  a	  
profitable	  strategy	  for	  you	  to	  be	  able	  to	  add	  income	  to	  your	  portfolio	  
even	  if	  your	  stock	  takes	  a	  temporary	  hit	  when	  the	  market	  goes	  down.	  
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Traders Reserve Copyright 
 
All material in this report is, unless otherwise stated, the property of Traders 
Reserve, LLC. Copyright and other intellectual property laws protect these 
materials. Reproduction or retransmission of the materials, in whole or in part, 
in any manner, without the prior written consent of the copyright holder, is a 
violation of copyright law. 
 
A single copy of the materials available through this course may be made, 
solely for personal, noncommercial use. Individuals must preserve any 
copyright or other notices contained in or associated with them. Users may 
not distribute such copies to others, whether or not in electronic form, 
whether or not for a charge or other consideration, without prior written 
consent of the copyright holder of the materials. Contact information for 
requests for permission to reproduce or distribute materials available through 
this report is listed below: 
 

 
 
 

www.tradersreserve.com 
service@tradersreserve.com	  

	  
 


