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Lesson 1 
Getting Started Selling Covered Call 

Options 
 
Let’s get started with the my approach to selling covered call options on 
stocks you may already own or are considering adding to your portfolio over 
time. 
 
Call Option Universe 
 
The first place to start is with the universe of option contracts that are 
available on most of the widely traded stocks on the US exchanges. 
 
There are actually quite a few stocks that carry option contracts (but not all). 
According to the Chicago Board of Options Exchange (CBOE), over 4,000 
stocks on US exchanges carry monthly option contracts and over 400 of 
those stocks have weekly options. 
 
When looking to sell covered calls on stocks you own or might purchase, it’s 
important to look at option liquidity. A stock like General Motors (GM) or 
Apple Inc. (AAPL) trade thousands of option contracts on multiple strikes 
and stocks like these are quite liquid and suitable for selling covered calls. 
 

 
 
But stocks like Allegion PLC (ALE) or Snap-On-Tools (SNA), both of 
which are industrial stocks with very large market caps, carry very few 
option contracts and should be avoided when it comes to selling call options. 
Use the option chains on your stock to check for open interest on your 
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intended strike price and if it’s less then 100 contracts, please use caution 
when considering a covered call. 
 

 
 
Covered calls can be sold using both monthly and weekly options. Most 
online broker screens will show you weekly options inside their option 
chains.   
 

 
 
There are some large, mega cap stocks, such as Apple and Google and Bank 
of America, where you can find a weekly option listed weeks in advance but 
this is not the norm.  More typical is finding options listed one week in 
advance. 
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The universe of weekly options grows, literally, every week. The CBOE – 
the Chicago Board Options Exchange – updates the list every regularly 
and you can download it in spreadsheet form.  Check out the list at the 
CBOE this link. http://www.cboe.com/micro/weeklys/availableweeklys.aspx 
 
 
Selling Covered Calls on Stocks You Own 
 
Why not put some of your stocks that are just sitting there doing nothing to 
work? The best part is that you’ll continue to collect the dividend payments 
as you write covered calls. 
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Let’s say you purchased 300 shares of a stock like General Motors (GM) 
for your portfolio three years ago at around $27 per share. As we prepared 
this program, shares of GM are trading at around $34 per share. 
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And during those three years, you would’ve received annual dividend 
payments from GM each year of about $1.20 per share to over $1.40 per 
share today. 
 

 
 
As of today, you would’ve earned roughly $7 per share in capital 
appreciation or $2,100 and another $4.00 per share in dividends or an 
additional $1,170 for a total of $3,270 (before broker commissions) or about 
40% return. 
 

 
 
 
Not bad… 
 
But what if you had taken the time to sell covered calls on those 300 shares 
just every other month each year and collected on average $.50 per covered 
call share sold or $50 per contract? 
 
That’s an extra $300 per year or $900 over 3 years. Add that to your capital 
appreciation and dividends and now you have a total cash gain of $4,170 or 
a 51% return! 
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Even better! 
 
As you continue through this training program, you should review the stocks 
you already own in your own portfolio and begin to think about how you can 
collect even more cash from those stocks by selling covered calls. 
 
The Buy Write 
 
A buy write is just like selling a covered call option on a stock you already 
own (the underlying position) except you purchase a new stock for your 
portfolio (at least one hundred shares) and you turn around and immediately 
sell a covered call option on that stock or sell the call option at the same 
time. 
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For example, let’s say that at this time today, you don’t own any shares of 
GM stock but you believe it’s a good stock to own under $35 because it 
should continue to enjoy good growth for the next several years. 
 
Executing a buy-write trade is the same as selling a covered call, except you 
are purchasing the stock at the same time you sell a call option contract. 
 

 
 
So, if tomorrow you go and purchase a 300-share position in GM stock for 
$34 a share, you would at the same time and same transaction, place an 
order to sell next month’s call option on GM at a strike price of $35, selling 
it for a premium of around $.50 per share or $50 per contract.  
 
As long as the price of GM stays below $35 until expiration next month, you 
will keep the premium of $50 per contract sold.  
 
If the price rises above the $35 level and is exercised, you will be required to 
sell the shares at $35 to the option holder. The trade would only lose out on 
the difference between the exercise price and the market price. 
 
But you will end up selling your GM stock for a $1.00 per share profit and 
still keep the $.50 or $50 per contract of option premium. 
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Buy-write call options can be a very good thing for generating short-term 
cash premiums should be an active strategy in every income investor’s 
portfolio. 
 
When you get the hang of trading buy writes and covered calls, it can (in 
most cases) mean an additional realized gain of between 10%, 20% or even 
30% on your long-term portfolio.  
 
With a little time and patience, you can really do much better than this.  
 
So how do I know what strike price and premium to sell a covered call 
position? 
 
Join me in the next Lesson and I’ll explain the mechanics of finding suitable 
strike prices with reasonable premium, and what you give up in return for 
getting paid a call premium. 
 
 
 
 

Lesson 2 
Call Options Pricing 

 
Let’s talk about call option pricing. 
 
The Strike Price 
 
As option traders, we know that the strike (or exercise) price of an option is 
the specified price per share at which underlying stock will change hands 
after a call or put is exercised by its owner.  
 
In the chart below, the strike prices are listed to the far left of the screen. 
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When you “buy” a call option, the STRIKE PRICE is said to be “in-the-
money” if the price of the security is above your strike price. 
 
In-the-Money Calls 
 
BUT, when you “SELL” a covered call option, the Strike Price will be “in-
the-money” if the price of the security is above the strike price. 
 

 
 
If GM is trading at 35.65, the strike prices listed on the GM option chain at 
35.50, 35, 34.50 and so on are below the stock price and considered “in-the-
money” strikes. 
 
Out-of-the-Money Calls 
 
When you “SELL” a covered call option, we usually look to select a “Strike 
Price” that is “out-of-the-money”…where the strike price is more than the 
price of the underlying security. 
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However, their situations where we may want to sell “at-the-money” or even 
“in-the-money” call options.  We’ll cover “in-the-money” call options in 
another lesson. 
 
As an option seller, you know by now that premium is the income you 
receive from selling or “writing” an option contract to a buyer. 
 
When it comes to selling covered call options, we try to look for rich 
premiums…the range could be anywhere from $.30 per share or $30 per 
contract sold to $.50, $1.00, $1.50 or even more.  
 

 
 
Stocks like Apple, Google and Amazon can have weekly option premium 
that runs anywhere from $1.00 to $8.00. 
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Because of the shorter time period to expiration, weekly options tend to 
reward you with less premium, depending on how far out of the money you 
go and how many days you will be in the position. 
 
When we sell weekly call options on stocks like Ford (F), Bank of 
America (BAC) or other stocks under $30, the premiums are usually going 
to run less than $.30 and maybe even under $.20, or less depending on what 
day of the week you trade. 
 
If we sell Bank of America (BAC) weekly call options on a Monday with 5 
days to go, depending on the strike price, we might get anywhere from $.20 
to $.25.  Wait until Wednesday (a day I like to sell weekly options), and you 
may only get $.12 or $.15.   
 

 
 
The good news is that you are only in the trade for 2 ½ days with a better 
chance of having the call option expire worthless.  However, depending on 
which online broker you use, option-trading commissions could eat up half 
of your capital. 
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However, when we sell a weekly call option on a stock like General Motors 
(GM) (around $35 per share), we could collect premiums of anywhere from 
$.25 to $.40 or even more for selling a position for just 2 ½ days.   
 
Even after option trading commissions of $3 to $9 ($.03 to $.09), you are 
still going to collect sufficient cash from one of these positions. 
 
Longer-Time Frames 
 
Stocks with prices in the $30 to $100 range should carry generous monthly 
premiums in addition to solid weekly option premium, depending on the 
volatility in the market and the stock itself. 
 

 
 
It’s easier with monthly options to find richer premiums, particularly if you 
are still three to four weeks out from the option expiration date. 
 
Your only risk is tying up your capital for a longer period of time. 
 
The next lesson will go more in-depth on time frame as we discuss “time 
value” and “intrinsic” value of a covered call option. 
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Lesson 3 
Time Value vs. Intrinsic Value 

	  
The premium or price of a call option you sell has two components - 
intrinsic value and time value. 
 
When you sell a call option, the vast majority of the time the buyer of your 
option contract is betting - yes, betting - the stock will go up.  
 
When you own shares you are doing the same thing but the difference 
between the two of you is time. You value time in a different way, and at the 
risk of using a bad pun, you need to turn that expression around and focus on 
something called time value. 
 
Time value is your great friend and the great enemy of the option buyer. 
They hate it and you love it.   
 

 
 
So how do we use intrinsic and time value to help us sell covered calls? 
 
Let’s start with some definitions. 
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Traders like to use complex language for no reason other than to be 
complex. There are two, related terms I do want to spend time with, they are 
important when you are estimating the value of a potential call option to sell.  
 
First is “Intrinsic Value” and the second is “Time Value.” 
 

 
 
'Intrinsic Value' 
 
For call options, intrinsic value is the difference between the underlying 
stock's price and the strike price. If the respective difference value is 
negative, the intrinsic value is given as zero. 
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For example, if a call options strike price is $20 and the underlying stock's 
market price is at $25, then the intrinsic value of the call option is $5.  
 

 
 
Intrinsic value represents what a buyer would pay if the cost of buying the 
option and the cost of buying the shares at the strike price of the call equals 
the current market value of the shares. 
 
Time Value 
 
Time value is the value a call option buyer places on the time they have to 
see the price of the shares rise.  
 
Time value is determined by subtracting the intrinsic value from the 
premium received from the call option.  
 

 
 
Using the previous example, if the option strike price is $20, and the market 
price is $25, and the price of call option is $7, the time value is $2.  
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Let’s look at it with a live trading example using General Motors (GM) 
stock, which is trading at $34.55 per share. 
 
You can see the GM call option is priced at $35. The intrinsic value is 
negative $.45, the share price minus the strike price. The time value is $.72, 
which is the premium on that call of .27 minus the intrinsic value. 
 

 
 
Time value is typically driven by volatility of the stock and options, known 
events within the time period of the call option and overall market sentiment. 
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The buyer is betting the stock will go up and is paying to be able to play for 
time -- a day, a week, a month, two and a half years, whatever the expiration 
date of the call option. 
 
 

 
 
The buyer of your call contract is spending money, in the form of the time 
value component of the premium you received. That his or her bet, that call 
option will produce more cash than they spend for the purchase of the 
contract. 
 
And you should take that bet by acting as the house, not as the bettor. Eighty 
percent of options expire worthless. If you sell a call option with a strike 
price above your cost basis, you have zero risk to your capital, and nothing 
is sweeter than taking the bettor’s money. 
 
Why? 
 
Time value erodes over time -- yes, it is that obvious - and the process 
accelerates as the expiration date approaches.  
 
This is known as time decay and by accelerate I mean the percentage of the 
time value day-over-day, not the time value relative to the initial premium 
you have collected.  
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This is a meaningful distinction if you sell very short term calls that expire 
in a week or less, it means time decay is not just your friend, it is your ally. 
Look at the option chains and call option positions above the strike prices, 
you are the general, those strike prices and premiums are your NATO allies. 
 
And, as you might guess, when selling calls, the call option seller wants to 
collect a premium with as much time value as possible. And then watch the 
clock and the calendar and the value of that premium erode. 
 

 
 
As I said, time value is your friend, your ally, at the heart of the sucker bet 
the buyer of your option is making. Fall in love with it, find those options 
with time value that lets you hit your profit goals and enable you to watch 
that call expire worthless.  
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One last note - when you sell in-the-money calls, as part of an exit strategy 
or if you see the stock falling short term, it is easy to ignore time value 
because the premium may be very large.  
 
Do not be blinded by the cash in front of you - check out the time value 
when selling any call. 
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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	  
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