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Lesson 1 
Best Covered Call Option to Write 

	  
	  
The one question I get from almost every covered call investor is “Michael, 
what call should I sell now?” 
 
If I had a dollar for every time I get asked that question, I would be retired 
and living on my own island in the Caribbean. 
 

 
 
I understand why that question is asked and why it is important question for 
covered call investors. 

 
My patented, easy answer is it depends on your income 
goals and what goal you set for generating extra cash from 
this particular stock that you own. 
 
But you may not be at the stage where you’ve set-up 
weekly, monthly or even annual income goals for your 

covered call trading.  In fact, we’ll go over income goal setting in a later 
lesson. 
 
What you and others are really asking is what strike price and what time 
frame should I enter with a new covered call trade on my uncovered stock. 
 
So let me help you find the right strike and time frame for your next covered 
call trade. 
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Let’s look at another real-live trading example using General Motors (GM) 
again, since the stock is trading around the mid thirties and is perfect for 
selling covered calls against. 
 

 
 
In previous lessons we’ve talked about premium, the strike and option 
pricing … all important and necessary factors when selling a covered call 
options. 
 
We’re going to use simple math (arithmetic?) to make a couple of 
calculations and comparisons to help you find the best call strike to sell. 
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First, lets assume the cost basis for the GM stock that you own is around $34 
(either you bought the stock at that price or were assigned the stock from the 
sale of a put option that lowered your cost basis to $34). 
 
GM is currently trading at $36 per share. You own 300 shares so you can 
write up to three call contracts. 
 
You have a long-term positive view on GM thinking it might hit $40 or 
more in the coming year and you want to hold on to the stock as long as 
possible. 
 

 
 
Next, you check out the weekly options available and settle on next Friday’s 
expiration.  
 
You check your online broker screen for the GM option chain and find that 
next week’s 37 call strike is selling for around $.17 per share or $17 per 
contract.  
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It’s not a big premium but with up to 3 contracts to sell, you still could 
collect $51 before broker commissions.  
 
Now here is where the math comes in. 
 
The return on that trade would be about .47%. You take the premium 
amount and divided it by the strike multiplied by 100 shares or $3,600. 
 

$17 / (36 * 100) = .47% 
 
For a 5-day trade the .47% return is ok, maybe even a bit conservative but 
you probably would avoid being called out of your GM stock. 
 
However, to get a better long term read on this trade, you would calculate an 
annual rate of return to help you evaluate the strike price. If you were to 
repeat this trade every week for 50 times in one year you would get around 
23% annual return. 
 
Here is the calculation: 
 

.47% * 50 = 23% 
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Can you do better?  Let’s see. 
 
Next, you check the GM 36.50 strike for next Friday and see that the 
premium is higher at $.29 per share or $29 contract.  
 

 
 
Ok, same math.   
 

$29 / (36.50 * 100) = .80% 
 
$29 is a nice little .80% return in 5 days and if GM price stays at or below 
$36.50, you will not be called away from the stock. 
 
And, that translates into an annual return of 40% per year.  Ok, this getting 
much better. 
 
Finally, you check the at-the-money strike of $36 and find a fairly rich $.54 
per share or $54 per contract and if you do 3 contracts, that’s $162 of cash 
before broker commissions. 
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You calculate your return again a nice 1.5% return… 
 

$54 / (36 * 100) = 1.5% 
 
Or an annual return of 75%!  
 
That’s pretty good. 
 
So now after these calculations, you are ready to evaluate which one of the 
three strikes you should choose to write your covered call. 
 
The GM 37 @ 23% annual return but not likely to get called 
out of your stock. 
 
Or  
 
The GM 36.50 @ 40% per year… a good return and even if 
you’re called out you are collecting $2.50 in capital 
appreciation along with $.29 in premium. 
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Or 
 
The GM 36 @ 75% per year… a very nice return but with a 
better than 50-50% chance you could get called out of your 
GM stock. 
 
So Michael, “which call position should I sell?” 
 
Let’s look at it from two different outcomes… 
 
If GM stock price takes off and jumps to $37.50 before next Friday’s weekly 
expiration, then you would be called out of all of these covered call 
positions. 
 

 
 
Here are your pure cash returns of capital appreciation plus premium you 
collect for the call writing (before commissions) for this scenario: 
 
GM 37 for $3.17 per share or $317 per contract 
GM 36.50 for $2.79 per share or $279 per contract 
GM 36.00 for $2.54 per share or $254 per contract 
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This should make your decision making a bit easier.   
 
However, the GM price has been fairly flat recently and you think in 5 
trading days shares of GM are not going to move much, than you would 
probably best to take the GM 36.50 strike. 
 

 
 
You will most likely get to keep your shares of GM and still collect $.29 or 
$29 per contract. 
 
The return for the call writing is the highest for the GM 36 call but it’s also 
the highest risk of being called away from the stock. 
 
Best Covered Call to Write:  SELL GM 36.50 Call Option 
 
For most investors, the best call to write would be the GM 36.50 … where 
you still collect good premium but you reduce your risk of being called out 
of GM. 
 

$29 / (36.50 * 100) = .80% 
 
 



	   10	  

And of course, you could also look at a longer time frame (and you should). 
You could go out and look at next month’s monthly option strikes to see if 
the return is as good or better then putting your money to work for 5 days. 
 
However, if the next monthly call strike is 3 weeks away (or more), you 
could still make 3 weekly covered call trades in that same time and collect 
even more cash. 
 

 
 
Please take that into consideration. 
 
It’s important that you take the time to do this analysis and make these 
calculations. 
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They will help you get into a better covered call position with confidence 
and a plan rather then pulling a strike price out of thin air. 
 
Which GM covered call position would you write? 
 
 

Lesson 2 
Entering Your Call Option Position 

 
 
You’ve decided to sell a covered call on one of your stock positions and now 
we’re ready to enter a covered call trade.   
 
You have at least one hundred shares of a stock in your portfolio and you’ve 
selected a call option strike price and date. 
 
Select the Strike Price from the Option Chain and then you will be presented 
with different “prompts” to execute your trade. 
 

 
 
When you enter a call option trade on most online broker screens today, a 
order box will pop up for you to fill-in your trade information. 
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On many broker screens, this box may already be pre-populated with trade 
details if you clicked directly from the option chain. 
 
ACTION:  Sell To Open 
 
When you look at the action to take you will see the following on your 
broker screen: 
 
Buy to Open 
Buy to Close 
Sell to Open 
Sell to Close 
 
The most important action to follow when we are selling weekly calls, is the 
“Action” or the order should always be “Sell to Open” a contract.   
 

 
 
Most broker screens and order forms pre-populate the Action button with 
“Buy to Open” so you may want to slow down in your excitement to place 
the trade and make sure you are selecting “Sell to Open”.   
 
More then once have I been in a hurry to place a covered call trade and let it 
fly clicking the trade button forgetting to change the Action Button to “Sell 
to Open.” 
 
CONTRACTS:  Number of Contracts 
 
Next, you need to decide how many contracts you are going to sell. 
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Remember, you must have 100 shares for every option contract you want to 
open (sell) so if you own 500 shares of XYZ stock, you can sell up to 5 
covered call contracts against the stock. If you own 563 shares of XYZ 
stock, you still can only sell up to 5 covered calls—each contract much 
match one hundred shares exactly. 
 

 
 
The number of contracts you sell will depend entirely on how many shares 
of the stock that you own and want to cover. 
 
You don’t have to cover all of the shares of the stock that you own and when 
you make your first couple of covered call trades, you may want to trade 
only one or two contracts until you get a feel for how the trade plays out. 
 
ORDER TYPE: Limit or Market 
 
Most option brokers will offer several choices of order types: 
 
Market 
Limit 
Stop Market 
Stop Limit 
 
We’ll just focus on two types of orders for our covered call trade.  The 
market and limit order. 
 
Just like when you buy a stock, a market order will fill at the price in the 
market at the time of your trade.   
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A limit order, allows you to specify the premium price you will accept for 
selling your weekly option contract. 
 
While it would be easy and simple to always place a “market order” and let 
your online broker fill it for you, there are many times where placing a “limit 
order” is the smart way to get the premium price you want. 
 

 
 
I prefer starting out with limit orders to get my premium target price, even 
when the stock and options may be jumping around in price during the 
trading day. If you are patient and place a limit order, on most call option 
positions you should get filled. 
 
There are days when the stock may be too volatile, like the day before an 
earnings announcement, where you may place a limit order and the stock has 
moved higher and you can’t get filled. 
 
Also beware.  If you own thousands of shares of a stock and place a market 
order for a trade, market makers could and will take advantage to fill a “sell 
price” lower or a “buy price” higher then where the stock is trading at the 
time of the order. 
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Time or Duration 
 
Again, most broker option order boxes will include a choice of what is either 
termed time or duration. 
 
One choice will be Day meaning the trade order you place will try to fill and 
if it doesn’t fill before the end of the day, the trade will be cancelled. 
 

 
 
The other choice is what is commonly referred to as GTC, which stands for 
Good to Cancelled.   
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That means your trade instructions will be in force until the trade fills.  That 
could be within minutes or hours, the same day, or anytime from the time 
you place the order until the expiration date of the option. 
 
Advanced Orders 
 
Again with most online brokers today you can place what are called 
advanced orders which allow you to make conditional orders to help manage 
your trading position. 
 

 
 
We’ll cover a few advanced orders later in this training program in Module 
Four. 
 
That’s it.  
 
You’ve just entered your first Covered Call Option position. 
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