The Perpetual Income Engine
MODULE ONE GUIDE
Session ONE:
Identifying a Perpetual Income Stock
A Perpetual Income Engine trade generates higher returns on a stock than
simply own that stock due to the sale of puts or calls and the lowering of
your cost basis before your ultimate exit from the position.
There are two halves to this process. In this section, we will focus on the
first half – the stock itself.
In the next section, the second half of stock selection, we will move on to a
section reviewing how to read option chains.
The last section of this module will cover the Flow of a Perpetual Income
Engine trade.

The Perpetual Income Engine Trading Strategy
There are a number of pieces of information you need to know when looking
to identify a PIE stock to begin trading strategy.
Also, when making your stock selection, you must consider some data points
you may not have considered before such as the volatility of the stock.

And after you do this you need to look at all the features in the option chains,
liquidity, the available premiums, the availability of weekly and monthly
options, even the ability of your broker to trade on your behalf inexpensively,
these are all now issues as you select stocks to own and trade.
The Perpetual Income Engine Trade Checklist
When starting and constructing a PIE trade, I use a multi-step trade checklist
(I call it deconstructing a trade) that helps me think about how to set the
trade up.
The trade checklist is a guide to review everything from stock characteristics
and key metrics and chart patterns. I’ve included the entire trade checklist to
make it easy for you to begin putting this strategy to work.
You can find Perpetual Income Engine Trade Checklist in the Download
Tools section of the web site.
We’ll go through the many factors in this session that make up this checklist.

The Company
The Stock
What do you need to look for in the stock itself?
First, build on what you already do as an investor – then add on some things
you need to know:
• The sector the stock is in and the trend for that sector
• Is it a large part of an ETF and therefore will trade up or down as the ETF
trades
• Does it trade with or against a major index?
• The dividend yield
• The ex-dividend date
• The earnings announcement date
• Other exogenous events
• Other exogenous factors directly impacting the stock price such as how
the price of oil impacts airline stocks
Among these characteristics the one most often overlooked by investors and
traders is the link between the stock and the sector it is in and exogenous
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events that may impact the sector and the stock.
One example would be the impact of oil prices on airline stocks such as
American Airlines (AAL); another the impact of the food revolution in the
US on suppliers of specialty cooking gear such as Williams-Sonoma
(WSM).
Known Events
Another thing that many investors fail to do is to properly trade around and
into known events – including something I call post event trading,
something you cannot prepare for unless you know an event is coming!
The most important known event for all but a handful of stocks is the
quarterly earnings announcement.

In my Six Figure Portfolio Coaching program we trade these
announcements with structured trades around our Perpetual Income Engine
stocks, the Expedia (EXPE) example we discussed in the first set of
modules being the best example of how to do so. But you can also avoid
possible damage from an earnings announcement and still benefit from the
trading that occurs in around an announcement by trading the options and
stock afterwards. The volatility lingers – and that means you get larger
premiums when you swell.
Unexpected Events
Unexpected events can also be traded based on
your familiarity and confidence in selling options
around a stock you know well. When the
Malaysian Air jetliner was shot down over the
Ukraine, all airline stocks fell including the stock
of American Airlines – we had an open position
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in Options Income Blueprint at the time. Day traders reflexively sold the
shares of the stock, so we traded American by rolling the put position into
another week, the stock of course bounced back and our annualized return
increased dramatically.
The Ex-Dividend Date

Another event that moves some stocks is the ex-dividend date, the day
shareholders of record qualify to receive the dividend. There is no surprise in
this announcement and with some stocks, and it makes trading very
predictable when you’re going to start your PIE position.
With a PIE stock, you can sell options in an orderly manner as the stock
rises in anticipation of this date – I call it the Triple Dividend Trade –
collecting premiums that essentially triple the dividend paid by the company.
Most Perpetual Income Engine stocks do not have high yields, a few do,
such as Blackstone Group L.P. (BX), and the dividend and the ex-dividend
date must be factored into your stock selection process.
Technical Metrics
There are basic technical metrics you should, over time, become familiar
with as you look at potential Perpetual Income Engine stocks. Longer-term
metrics include:
Liquidity
Volatility
200 day Moving Average
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100 Day Moving Average
50 Day Moving Average
20 Day Moving Average
6 Month Volume Support
Short term metrics include
Three month - Volume Support
One month - Volume Support
10 Day - Volume Support
5 Day - Volume Support
3 Day - Volume Support
Let me focus on the most important metrics – and how you should use them
may surprise you.
Volatility
I am going to preach some heresy here, especially for you experienced
option traders out there.
Ignore the volatility of the stock and even the options.
Why?
We are looking at positions – a series of transactions – not one single
position. And in the remaining modules you will see it is best to work
backward, from the premiums available to you when you sell an option,
week after week, month after month, to see if a stock is good for Perpetual
Income Engine trading. Yes, volatility drives premium in many cases – but
you should work from the premiums not the volatility.
For example recently, Gilead Sciences, Inc. (GILD) stock went on a run as
implied volatility was rising. In turn, the available premium from selling
puts and calls made Gilead a great choice for Perpetual Income Engine
trading. And it still remains a great stock for this strategy.
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Moving Averages
Many of you are familiar with moving averages, and you may even swing
trade or otherwise move in and out of positions based on moving averages.
I don’t use moving averages when it comes to selecting the stock for a PIE
trade. However, I do use them when selecting entry points into a stock
position (when and how to enter a position), the assumption being, on your
part, the stock is going to move up.
When a stock hits a major moving average (for me these are the 50 and the
200 day moving averages) and either bounces down and cannot pull away,
that is a good time to sell a call option.
When a stock is bouncing off of its moving average that is as good time to
sell a put option. Yes, we want to be assigned shares, but this rule of thumb
will help you in selecting the right put.

Trade Volume Support
Far more important is a metric that I have used for years now and is quite
effective (and it does not appear in any trading system, any textbook any
collection of technical trading courses).
The metric is short-term volume support. By volume support I mean the
number of shares traded and at what price point within a defined period of
time.

	
  

6	
  

I use this metric only – I ignore almost everything else - when looking at
potential positions, and managing existing positions, with a time frame of
three weeks or less. And I use volume support numbers combined with
moving averages when looking at charts to create positions lasting longer
than three weeks.
Trading With or Against a Major ETF or Index
I then check the ETF or index a stock trades in.
I use the six-month chart for the IBB, the ETF of the Biotech Index, and I
am looking at a biopharma company in that index, Gilead Sciences (GILD).
At first, the six-month chart looks as if GILD trades in lock step with the
index.
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Then I look back a year, rather than six months, and see GILD will trade in
its own and is actually, in many cases, pulling the index, rather than vice
versa.

Time to move on and go the second half of stock selection - what you need
in an option chain when identifying a Perpetual Income Engine stock.

Session Two:
The Option Chains
This is the second half of the stock selection process – reviewing the option
chains of a stock.
In this session I am going to discuss in some detail the characteristics of
options you need to look for when adding a Perpetual Income Engine stock
to your portfolio.
As I said in the previous session, knowing that you want to sell a put option
before owning shares, and you will sell calls once you own the shares, and
may sell a call to exit the position, changes your view of the best stock for
your portfolio.
You cannot select a Perpetual Income Engine stock without reviewing both
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the stock and the option chains.
Why?
A Perpetual Income Engine trade generates higher returns on a stock than
simply owning that stock due to the sale of puts and call options and the
lowering of your cost basis before your ultimate exit from the position. A
stock with options that are illiquid, or have very low premiums, is not
suitable for PIE trading.
You now need to consider everything, including option choices, when
selecting a stock.
Also, when making your stock selection, you must consider data points you
may not have considered before such as the volatility of the stock.
And after you do this you need to look at all the features in the option chains,
liquidity, the available premiums, the availability of weekly and monthly
options, even the ability of your broker to trade on your behalf inexpensively,
these are all now issues as you select stocks to own and trade.
For example, Boeing is a great company and over the long haul, a potentially
great stock. But there is little premium when it comes to Boeing option
contracts, making the stock unsuited for PIE trading.
What are you looking for in a stock’s option chains?
Weekly Options vs. Monthly Options
Price Increments
How liquid are the options?
What is the spread between the Bid and the Ask?
Are premiums consistent between puts and calls?
Are premiums consistent across time periods?
The Option Time Frame
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First, check to see if your stock carries weekly options as well as monthly
options. The option chain on your broker screen will immediately identify
weekly and monthly options.
A stock with weekly options gives you 52 option choices a year for selling
puts and calls.
If your position is large enough you will make more money trading weekly
options, especially if you trade them at least 40 times a year.

Price Increments of the Options Available
Many stocks have options chains that offer
choices in one-dollar increments, some with
fifty-cent increments. You want a PIE stock that
offers this kind of flexibility.
Warning: Don't be fooled by the folks creating
option chains for a stock. Often you will see that
strike prices are $5 apart when you are looking
out a month or more and then, voila, you wake
up and look and there are now options in dollar
increments.
These new strike prices are often added as the
expiration day closest in from two months to one
month.

Option Liquidity
The liquidity at the option strike prices can be very important and a key
factor in selecting the right option is liquidity.
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There are three ways to look at liquidity.
Open Interest
First, the number of open contracts or what is known as open interest. Open
interest is the total number of contracts open on your stock at the strike price.
Unlike shares outstanding, this number is constantly changing as contracts
are bought back and closed out.

You need to consider several flavors of open interest when looking for a
specific option to sell – some premiums may look good but only five
contracts may be open, not a good thing for trading.
When you are looking at open interest during the stock selection process,
look at the number of contracts open across different prices and from weekto-week or month-to-month.
Open Interest Rule of Thumb
It is best to have 200 or more open contracts at a specific strike when trading,
and even better to have 500 or more open contracts across several strike
prices when looking to make the opening transaction in a Perpetual Income
Engine position.
Volume of Contracts
Second, the volume of contracts traded during that day.
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I typically do not worry about the number of contracts traded in a day if the
other two metrics are in line.
So let’s look at Open Interest and what is known as the spread – they are
quite important when trading a Perpetual Income Engine stock.
Why?
You will be trading in and out of the stock and the more liquid the option is,
the better price you will get when you sell it, or but it back and over the
course of a quarter or year or three years these pennies and nickels ad up, big
time.

The Option Bid/Ask Spread
Liquidity, more often than not, drives what is known as the spread between
the Bid and the Ask prices for an option.
Bid/Ask	
  Spread:	
  	
  The	
  “Bid”	
  is	
  what	
  someone	
  is	
  willing	
  to	
  pay	
  for	
  an	
  
option	
  put	
  you	
  will	
  sell.	
  The	
  “Ask”	
  is	
  the	
  current	
  asking	
  price	
  by	
  other	
  
sellers.	
  The	
  spread,	
  typically	
  something	
  you	
  calculate	
  on	
  your	
  own,	
  is	
  
the	
  difference	
  between	
  the	
  two.	
  	
  
The spread between the Bid and the Ask is easily the most important aide or
impediment to efficient trading in and out of a PIE stock.
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A narrow spread of $.05 or less, if it is a large premium option of two
dollars or more, a $.10 or less – enables you to use market orders if your
limit order is not filled.
If the spread is too wide you will need more time and patience and perhaps
luck to get your order filled. Over a number of transactions this potential
inefficiency can be an issue.

Order Execution
Today all of the major online brokers offer efficient order execution. Yes,
there may be a difference depending on the stock, but everything being equal,
if your account is with one of the major online brokers, order execution
should not be an issue.

Fairly Priced Options
It can be important that put and call options are fairly priced, consistently
priced from one to the other.
What do I mean by this?
If stock GILD is trading at $117.90 and the 118 put option is priced at $1.80.
The GILD 118 call option should also be priced at around $1.80 unless there
is a major event on the horizon skewing trading in the stock.
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Why is this important?
If you are going to frequently sell options on a stock, both puts and calls, it
is important you can predict the pricing of both the put and call, relative to
each other, when making decisions about your next transaction.

Option Premium
All of this leads to the option premium.
What is a premium?
A Wall Street name for price – the price someone is willing to pay to buy
one option contract.
Premiums are the sale price and the cash and income you generate from
selling an option.
They are expressed as a price per share. In reality, since each contract
controls 100 shares, the value of the option is 100 times that price.

For an individual transaction, you typically work backwards from your
targets of the stock, and for your income from that stock when analyzing if a
premium is good enough. For a series of transactions, a PIE position the
reality is different.

Annualized Rate of Return
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In my selling of options, I always target annualized rates of return for
individual transactions.
In a Perpetual Income Engine trade, I am targeting a rate of return for a
series of transactions including appreciation in the underlying shares. This
can change the way I view premiums when looking at the potential sale of a
put or call.
Recently Closed Put Option Trades Showing Annual Performance

Measuring Profits: Calculating the Annual Rate of Return
That said, and as I emphasized in earlier modules, the first transaction in a
Perpetual Income Engine trade must also be a great stand-alone transaction.
Your view of premium pricing only changes as the PIE trade progresses,
your cost basis is lower, you already have a certain rate of return on your
capital and you have evolving targets for the next transaction.
How do you, measure potential profits, and therefore decide what is the best
put or call to sell? By doing a simple calculation to determine the annualized
rate of return.
STEP ONE: RATE OF RETURN
First, do some simple calculations.
You take the premium and divide it into the either the strike price of the put
or the cost basis of your shares.
That is your absolute rate of return.
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STEP TWO: TIME FRAME
You then determine the number of weeks to expiration – a position less than
a week is a week for our purposes. You divide that number into 52.

STEP THREE: ANNUALIZED RATE OF RETURN
You multiply the absolute rate of return by this second number and that is
your annualized rate of return.

This is the number (state the number) that enables you to determine if the
premium is what you want, and if the option is the one you should sell.
I cover this in great detail and depth in my Six Figure Portfolio Coaching
Boot Camp.
What does all of this have to do with stock selection?
If the premiums are consistently too low, and the potential annualized rates
of return on the sale of positions too low, it may be a great company and
stock but it may not be a Perpetual Income Engine stock.
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Once you find the option with the appropriate rate of return, and all other
factors considered important to selecting a stock, you are ready to rock.
In the next session, I’m going to walk you through the flow of a Perpetual
Income Engine Trade.

Session Three:
Flow of a Perpetual Income Engine Trade
Now let’s review the decision points leading to the first transaction in a
Perpetual Income Engine trade.
After the sale of that first put option, these decisions repeat themselves.
Making trades is all about decision making and I want to make sure you
know the kinds of decisions, and in what order, you need to make to get the
most out of your Perpetual Income Engine stocks.
Even though you may be committed to a stock, before each transaction there
are decisions to be made.
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Before I get to execution of these trades, I want to go back to something
critical to your understanding of why this method of investing and trading is
perfect for the individual investor looking to significantly boost profits.
Lowering your cost basis and over time greatly increasing your cash, income
and profits on the trading of a stock.
You will see over time how a series of transactions reduces your cost basis –
the cost you really own the shares at – the cost you must use when making
your decisions inside a PIE trade.

Cost Basis
I cannot emphasize enough how the reduction in your cost basis at the very
beginning of a trade, with the sale of a put option, and the reducing of your
cost basis at the very end of a trade, with the sale of a call, increases profits
in your portfolio, greatly boosting the rate of return on your capital.
(See my special training video session on The Power of Cost Basis for a
more detailed look at the value of tracking your cost basis for a Perpetual
Income Engine trade).
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Every time you move from one transaction to another you are generating
cash, generating income and lowering your cost basis.
Here is a more concrete view of the flow of cash and how it reduces the cost
basis of the shares using Gilead Sciences (GILD) again as our stock.

At first, it is simple – cash piles up from selling a put option.
The first put option sold was a monthly 97 put and ended up with a weekly
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put option sold at 100 which was assigned that week when the stock price
finished the week below $100 per share.
In those first 3 trades we collected $9.25 of cash before we were assigned
the stock, and the cost basis was already meaningfully below the price the
shares were assigned at.
You may also notice a negative number – the minus $3.00 when you care
called out. That is the cash difference between the price you were assigned
shares and the price when you were called out.
Besides lowering your real cost basis, a Perpetual Income Engine trading
strategy gives you a big advantage - you become highly familiar with a
company and the movements of its stock, and this increases the efficiency
and profitability of your trading.
Perpetual Income Engine Trade Building Blocks
Let’s walk through the building blocks of a generic Perpetual Income Engine
trade in anticipation of deconstructing all the trading steps necessary for a
trade and then re-constructing one in the real world.
The flow is based on a series of decisions. First, the stock
The stock
The entry price
The target price and target rate of return
Review of available options
You then move to execution and management of the position
Sale of a put
Assignment of shares
Re-assess target price and rate of return
Review of available calls
Exit strategy
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Do it again?
The stock – we will get into this in great detail when we execute a trade but
this is by far the most important thing you can do. A couple of hints right
now – look for growth stocks with weekly and monthly option chains.
Great companies first, growth second – Apple. Gilead Sciences. Blackstone.
Expedia.
The Right Stock
These stocks should also sell at what I consider to be a reasonable price
earnings multiple. I prefer stocks trading at either a discount to the market
P/E or their sector. And when I say P/E, I mean the forward P/E. Calculate
this being a pessimist, cut past growth rates in half, and assume 5% growth
in profits if the company is growing 10% over the past year.
For example Gilead Sciences is selling at a forward P/E of 11, the S&P 500
has a forward P/E of 15. This is my kind of stock.
Bottom line: you may be trading options but it all starts with the right stock.
Rich Premiums
Look for the rich premiums we discussed in the previous session on option
chains.
What do I mean by rich?
If you sold a put, or a call option, and that was the only trade, would a
successful trade provide a 25% annualized rate of return or better.
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Entry Price of the Stock
What entry price are you looking for the stock?
There are so many factors that differ from individual to individual so let me
keep it simple – at what price are you willing to own the shares? That is the
cost basis you target for that first transaction. And since everyone makes
these decisions using different data sets, I recommend you use the same data
sets you currently use to set a target price for a stock you own.
The Stock Trend
Next, we look at the short-term trend of the stock.
Go back to the charts I suggested you look at – the 90, 30, 10, five and three
days charts. These, combined with the 200 and 50 day moving averages,
should give you a good sense of the support price and the ceiling price, short
term, for the stock.
Exit Target Price
OK, you are assigned shares, what is your target price to exit, which in turn
is based on your target rate of return?
This, of course, is the 64-dollar question that dominates my emails and live
Q&A sessions in my services.
I cover this topic in the Boot Camp modules, as well as the live Boot Camps
that are part of the Six Figure Portfolio Coaching program, and the simple,
short answer here is you need to set a target price for the stock based on two
factors – the movement in the stock itself and your income goals.
You should start by targeting an aggressive rate of return – let’s say 25%.
That said, remember, the opening transaction of a PIE trade should be a
stand-alone trade and should have an aggressive return. Also, one of great
features of PIE trading is as you go from put to owning shares to selling calls
and to being called out, you have many opportunities to cash out.
And there are other variables, besides your rate or return to desire for cash
that come into play. Simply put, your exit price depends on a wide number
of variables ranging from your trading preferences to the need to generate
cash for a vacation.
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So, be flexible – but be flexible based on math, not emotion.
Which call?
The decision making process is almost the same as when you sold that put.
• Focus on your target rate of return for the position
• Review the stock as you did before selling the puts
• Review the premiums for calls as you did before selling a put
What is different from the sale of a put option?
The question whether to exit the position.
It is easy and overly simplistic to say just stock to your targets and the
potential cash and profits of a call you want to sell. When you enter a PIE
trade, you have already decided to own the shares. Now you are deciding if
you want to continue to own the shares, and that means looking at other
opportunities and other needs you may have for your capital.
We will not address this kind of decision making in this program. I am
assuming you want to stay in the trade until you hit a target price for the
shares.
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Disclaimer Notice
DISCLAIMER: This is educational and informational content for buying stocks and
selling options to generate income. Nothing presented in this coaching or training
program is intended as, or should be construed to be, a recommendation to buy
or sell any specific security. These are not recommendations. This information is
provided for educational and informational purposes only. Use this information at
your own risk.

LIABILITY: Readers agree to hold Traders Reserve, LLC completely harmless
and free from liability of any kind as a result of using the techniques and
strategies described herein. This program and content is for educational and
informational use only. Use caution and seek the advice of an outside registered
investment advisor. Prior to making any investment or trading decisions, reader
agrees to exercise due diligence when it comes to making trading decisions and
all information that has been provided herein should be independently verified.
You agree the Traders Reserve, LLC is not responsible in whole or in part for the
outcome of your trading decisions. There is no implied warranty for the fitness or
suitability of this information for your use, and you expressly waive any liability or
claim arising from such usage.

U.S. Government Required Disclaimer – Stock, options and futures trading is
not appropriate for everyone. There is a substantial risk of loss associated with
trading these markets. Losses can and will occur. No system or methodology has
ever been developed that can guarantee profits or ensure freedom from losses.
No representation or implication is being made that using any of the Options
Income Blueprint strategies or tactics, or the information in this website or
accompanying material will generate profits or ensure freedom from losses.
HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN
LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED
RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES
HAVE NOT BEEN EXECUTED, THE RESULTS MAY HAVE UNDER-OR-OVER
COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS,
SUCH AS LACK OF LIQUIDITY. SIMULATED TRADING PROGRAMS IN GENERAL
ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE
BENEFIT OF HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT ANY
ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFIT OR LOSSES SIMILAR TO
THOSE SHOWN.
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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.optionsincomeblueprint.com
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