The Perpetual Income Engine
MODUE TWO GUIDE
Session One:
Selling An Advanced Put Option Position
As we’ve discussed, the Perpetual Income Engine strategy is a series of cash
producing trades selling both put and call options, using a single stock
position.
The Perpetual Income Engine trade itself begins by selling put option
contracts to collect a rich premium. This session will focus on getting you
familiar with a more advanced form of “put option selling” tactic then you
may be used to.
Please set aside, for now, your previous experience buying or selling put
options. This is not a primer on puts – this is about a new way to use put
option contracts - but let me review for a minute the concept of a put option
and what it can do for you.
Let’s get started.
Selling Advanced Put Options
There are many reasons you may want to sell a put option in the context of
the Perpetual Income Engine trading strategy.
But the primary goal of you sell a put option to always collect cash from our

trade … to generate the maximum amount of cash from each part of this
trade.
That means you will want to sell more aggressive put option positions that
most likely will lead you to be ASSIGNED the shares of stock most of the
time.
And finally, you sell a put to generate cash, to stay flexible and to get a
discount to the market price of the underlying shares.
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Discount to the Market
What do I mean by discount to the market price?
Let’s take my biotech favorite Gilead Sciences (GILD) where the stock
price is currently at $80 a share. You could buy 100 shares of the stock at
$80 or you could sell one 82 put option contract and collect a premium of
$3.50 or $350 per contract sold. This means that at the end of the option
expiration period if you are assigned the shares of the stock, you will own
100 shares of Gilead at a cost of $78.50. We get to that $78.50 by taking the
strike price of the put option ($82) minus the premium you collected when
selling the put ($3.50).
Discount to the Market
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Put Strike of 82
Minus the Premium of $3.50
= Cost Basis (or Discount to the Market) of $78.50.

Adding Up Your Cash
This last point is critical to the overall performance of your portfolio. Selling
a put, and collecting the premium, and then accepting shares, typically
creates a lower cost basis for a stock than when you just go out and click
“BUY”. You want that discount – pennies, dollars, whatever it might be – it
is real money, real profit when you do this across your portfolio with
multiple stocks.

Now let me cover a couple of quick basics in this trading strategy.
Assignment
When you sell a put option contract, you are obligated to buy, if the buyer of
the put contract “assigns” you the shares, 100 shares of a stock at the strike
price of the put option on or before the expiration of the contract.
Simply stated, it is an obligation to buy shares of a stock, which may or may
not happen.
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Cash Secured Puts
You will hear the terms puts, cash secured puts and naked puts.
That said, this training program is all about selling ‘CASH SECURED
PUTS”, not naked puts.
Here is the definition a Cash Secured Put according to the CBOE’s Option
Institute:
Cash Secured Put: An investor who employs a cash-secured put writes a put contract,
and at the same time deposits in his brokerage account the full cash amount for a
possible purchase of underlying shares. The purpose of depositing this cash is to ensure
that it's available should the investor be assigned on the short put position and be
obligated to purchase shares at the put's strike price. While the cash is on deposit it may
generally be invested in short-term, interest-bearing instruments.

The term “cash” in cash secured puts means must have collateral … cash …
to purchase shares if they are assigned (or put) to you. You are not buying an
option and you are not spending capital, but you have to have or leave
enough capital it in your account to support the position.
For example, if you sell a weekly put option on General Motors (GM) at
the November, Week Four 35 strike, you will need to have $3,500 in your
trading account for every contract you sell.
Put Option Prices
In the Perpetual Income Engine trading strategy, there are three different put
option strike prices we look at.
First, is Out-of-the-Money or OTM. This is when the share price of the
stock is higher than the strike price of the put – and this is by far and away
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the most common kind of put sold by option sellers.
In the chart below, the strike prices highlighted in red are highlighted are
out-of-the-money prices.

Stock Price is at $54.95.

At-the-money or ATM. This is when the share price of the stock is within
pennies of the strike price of the put.

Stock Price is at $54.95.

In-the-money or ITM is when the share price of the stock is lower than the
strike price of the put.

Stock Price is at $54.95.
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You then look at the short-term charts to determine where the stock may
move in the current monthly or weekly options cycle. I recommend that you
look at three, five and ten day charts.
The effectiveness of these short-term charts is based on my many years of
selling options. While moving averages are important for any position longer
than 3-4 weeks, these short term charts and the volume flows are what really
matters.
When trying to narrow down the time frame to a weekly or a monthly option
to sell, I also like look at volume coming in to the stock.
The bars coming in from the left hand side of the chart represent the volume
of shares traded – and when identifying the movement of the stock over a
very short period of time this is the key metric for you to use to determine
support for a stock.

In a PIE trade we want to be assigned the shares of stock but also want the
position to produce a great profit if the stock runs up and away – you want to
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stay flexible.
If you want to be put shares of stock, you typically sell an in-the-money put
option. That said, many PIE traders could end up selling out-of-the-money
put options several times before they actually end up buying the shares.
I call that the “Chase.”
Let’s look at both.
The Option Chains
You want to trade around Gilead shares but first you need to decide on
the put option you want to sell.
You have several choices in this option chain.
The put you select will be based in part on your expectations for the stock.
Your target. And the charts. And the available options. And at the core of
these decisions is how much cash will you receive from the sale of your put
option that reduce your cost basis when you buy the shares.
Let’s walk through the chains, the put selection and how this selection will
reduce your cost basis while providing you the flexibility to make money on
the first trade as a stand-alone trade.
Remember, the cost basis is not the strike price of the put – it is the price
you pay for the shares minus the cash you have received from selling the put
option. You would be surprised how many people forget to do this simple
calculation.
Before we get to the logical choice to start a PIE trade – an in-the-money put
option that creates a strong possibility you will be assigned the shares, let’s
look at selling out-of-the-money puts first.
Some PIE traders do begin with an out-of-the-money put option even though
the goal is to own the shares and sell calls.
Why?
An out-of-the-money put option provides great flexibility and following the
guideline that the first transaction in a PIE trade should also be a great stand
alone trade put in place as it were the only trade on the stock.
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Selecting the Right Put Option To Sell
Below is a 6-month chart of Gilead Sciences.
You can see the uneven rise in the shares over six months until the past few
weeks. You can also see the stock moved up, down and around the $100
price point for an extended period of time. A trader looking to sell an outof-the-money put, and reduce their eventual cost basis for Gilead, could
choose to sell around that price point until the stock broke out.
That same trader could have sold an in-the-money put, accepted shares and
then sold calls around that same $100 price point. This chart supports both
choices.
Looking at this chart selling out-of-the-money puts does give a trader more
flexibility should the stock break down below $100 for an extended period
of time and perhaps a lower cost basis when bring assigned shares.
Gilead Sciences – 6-Month Chart

This is a shorter-term chart for Gilead.
When looking to sell weekly the short-term movement of the shares, and the
volume flow into the stock, is critical to your decision-making. The red
arrows indicate good price points to sell a put.
Gilead 10-Day Chart
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The more cash you collect, the lower your cost basis.
Lowering your cost basis over time greatly increases your cash, income and
profits on the trading of a stock.
I cannot emphasize enough how the reduction in your cost basis at the very
beginning of a trade, with the sale of a put, 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.
Every time you move from one transaction to another you are generating
cash, maximizing income and lowering your cost basis.
The bottom line: If you start with out-of-the-money puts, and they expire
worthless, you should track this cash. When you are assigned shares of stock
you now have an accurate view for your real cost basis for the stock.
Here are various put positions if Gilead was selling for $102.
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* Assumes you are assigned the stock.	
  

There are 3 key data points:
One, the cash thrown off
Two, the real cost basis if you are assigned shares
And Three, the annualized rate of return
All of these metrics are important but there importance varies depending on
your own goals and preferences.
What put option should you sell?
A couple of assumptions – this sale of a put option is taking place as GILD
continues to revolve around the $100 price point we saw in the previous
chart. And the rate of return calculation assumes the put would expire
worthless.
If you are really setting up a PIE trade, you take an approach that is a
combination of wanting to reduce your cost basis and still have a great
standalone transaction.
And, given how GILD has traded around that $100 price point, that means
selling either the monthly or the weekly 102 put. It is, in a sense, a
compromise price point.
Let’s look at calculations to show how the sale of that put will reduce your
cost basis – and may also be a great standalone transaction.
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* Assumes the put contract expires worthless.

If you sell the 102 monthly put and collect $2.10, you bring your cost basis
down below that $100 support level. And, if you extend the table a bit, and
assume you are going to that 102 weekly three times, you will push the cost
basis down below $100.
What do I mean?
The weekly $102 is currently generating $.95 in premium. That gets you
down to a cost basis of $101.05 – for that first week.
If you do this two more times, which would be equivalent of the time period
of the monthly put, you generate another $1.80 in cash and end up with a
lower cost basis.
This sale of a put begins a sequence of trades that, as you can see, reduce
your cost bases on Gilead stock. Yet this sale, as seen by the rates of return,
can also be a great standalone transaction.
This means it is a great way to start a Perpetual Income Engine trade.
Summary
In-the-money puts are the way most Perpetual Income Engine trades begin.
Many income investors prefer to begin a position with an out-of-the-money
put and may sell several put option contracts that expire worthless before
finally being assigned the shares.
Perpetual Income Engine Trading Strategy Goal:
Your goal by selling a put or a series of put options is to drive down your cost
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basis – the price you paid for the shares minus all the premiums you have
collected from selling puts.
It is time to identify and sell the covered call option as the second half of a
Perpetual Income Engine trade.
It is in the next session we will continue to review various trades on Gilead
by selling covered calls.
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Session Two:
Selling an Advanced Call Option
In this session, we are going to go over the second half of the Perpetual
Income Engine trading strategy—owning the stock (even if it’s temporarily)
and selling calls…specifically covered calls.
And please set aside, for now, your previous experience buying or selling
covered. This is not a primer on calls – this is about a new way to use calls
to generate cash, generate income, and to exit a stock.
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In the Perpetual Income Engine trading strategy you want to sell call options
in such a way the combination of the premium from the sale of the put, then
the premium from the sale of the call and the appreciation of the underlying
shares produces a significantly greater profit than simply owning and
waiting (and hoping) the shares to appreciate in value.
Look at it another way.
You sell a put option to buy shares of a stock at a lower cost basis instead if
you just went out and bought the shares in the market. When you sell a call
option you are increasing that discount as you are decreasing your cost basis
for the shares. This gives you not only more profit when you sell the shares
but greater flexibility in managing the position.

You now own shares of stock (at least 100) in your account and when you
sell a call option against those shares, your stock shares are “covered.”
Covered call writing is a fairly common everyday occurrence with investors
and traders alike.
Your covered 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.
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Simply put, it is an obligation to sell shares of stock you own at a guaranteed
price.
Call Option Prices
In the Perpetual Income Engine trade strategy there are three different kinds
of call option strike prices we look at.
Out-of-the-Money or OTM Calls
Calls are out-of-the-money when the share price of the stock is lower than
the strike price of the call.

Stock Price at $54.95.

At-the-Money or ATM Calls
Calls are at-the-money when the share price of the stock is within pennies of
the strike price of the call.

Stock Price at $54.95.
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In-the-Money Call
In the money or ITM is when the share price of the stock is higher than the
strike price of the call.

Once you’ve been assigned the shares of stock, how do you identify the
correct call to sell?
Before that, you must determine if you want to keep the stock or exit, is the
trajectory of the company and the stock bringing you to your income target
and the price you want to sell the stock?
Then, if you sell the stock will you hit that target rate of return on the entire
position – 25% or 30% on an annualized basis? The answers to these two
questions will determine, in part, whether you want to exit the position or
continue to own the shares.

The key = target rate of return, a constant
Price target for stock = dynamic
Cash in = reduce cost basis
	
  

15	
  

Reduced cost basis = reduce target price
You may have noticed I said the target rate of return and not the target price
of the stock. As you reduce the cost basis of your shares, and you
accumulate cash and profit, your target price for exiting the stock changes
and typically falls.
Your target price to exit the stock also depends on the company and the
stock itself. Changes in the real world, changes in the movement of the stock
must be taken into consideration, you cannot be inflexible and stick to your
targets regardless of other factors.
3 Components to Selling the Right Call
Assuming you are set on your targets, there are 3 components to selling the
right call.
One: The target price for the stock and the target rate of return in capital –
the yield – for the position.
Two: Your current costs basis
Three: The potential premiums from selling a call.
These premiums, which reduce your cost basis, then enable you to calculate
whether you hit that target rate of return for the stock.
You then look at both the long and short-term charts to determine where the
stock may move in the current monthly or weekly options cycle. Why both?
The moving averages and previous highs for the stock pull in a lot of day
and swing traders. You should use the complete range of charts, from six
months to three days, giving you a sense if there is short-term ceiling on a
stock.
In this six-month chart, you can see the stock has broken out. This dictates a
different way to sell calls than if the stock were revolving around a short
term trading range.
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Gilead – 6-Month Chart

When trying to narrow down the time frame to a weekly or a monthly option
to sell, I also like look at volume coming in to the stock. In this ten-day chart,
you can see the stock has pulled past the previous level where trading
volume increases dramatically but it is starting to fade. This would indicate
you could consider selling an at-the-money or even an in-the-money call
option if you had determined you wanted to keep the shares.

Gilead – 10-Day Chart

Let me remind everyone again. I say everyone because I can sense technical
traders shaking their heads – many years of very, very successful experience
selling options using these charts make something very clear. The bars
coming in from the left hand side of the chart, representing the volume of
shares traded, identify the movement of the stock over a very short period of
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time and this is the key metric for you to use to determine support and
ceiling price for a stock.
If you want to continue to own the shares, you typically sell an out-of themoney call option. That said, you could also sell an in-the-money call option
if you believe the stock is temporarily headed down. If you want to exit the
position, you typically sell in-the-money calls.
What option strike price to sell?
For this, you go back to your target price for the shares and your current cost
basis. Add to this your knowledge of dates impacting the company such as
an earnings announcement and you have what you need to pick a call to sell
– trends, target prices, cost bases and real world events.
Here is the data you need to perform a calculation and make a decision on
what call to sell on Gilead Sciences (GILD).

Your cost basis, after the sale of two put options, a process that began two
months ago with the sale of puts before accepting assignment of shares at
$120, is $115.85.
Each transaction would have had a nice return on its own. Now that you
have accepted shares, and have a cost basis of $115.85 you have to calculate
what your real rate of return is.
You then assume you would sell the shares at the current market price,
which is $119.57
You calculate the absolute return, as we did in a previous session. Then you
take into account the time you have been in the position and you see you
have a rate of return of a bit more than 18.6%.
Does this mean you have a lousy trade? Absolutely not – you have not sold a
call option and you believe the stock will continue to rise.
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Using this data, let’s look at the charts again.
The stock is clearly breaking out, longer term.

6-Month GILD Stock Chart

Short term, the stock hit $122 and is bouncing down to the $120 level. That
is where you begin the decision making process.

10-Day GILD Stock Chart

Time to look at the chains. You plug these prices into some simple math and
now it is decision time.
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You can see each position would result in a different annual rate of return –
remember, your target is 25%.
The big difference between the monthly options and the weekly options is
the time multiple revised in the previous session.
Several positions bring you close to the 25% target, one, the GILD 121
weekly call, brings you above that threshold.
Simple Math
And that is the call you should sell. Why?
When you are that close to your target, grab the position
If the stock moves down, or simply stays below $121, you have two more
weekly option cycles before earnings are announced.
The charts tell you $120 is the price the stock will revolve around and you
have a good chance of being called out of this position.
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Trade Exit Strategy
The exit strategy I just mentioned always brings up the issue – the problem –
of picking a target price to exit the stock. The terrific advantage of Perpetual
Income Engine trading is that exit price is based on a lower cost basis due to
your sale of puts. And based on a lower cost basis due to your sale of calls.

Three components to an exit:
Cost basis
Strike price
Premium
It is the combination of your current cost basis; the strike price of the call
and the final premium you will receive from selling that final call that
creates your exit strategy.
Forgone Profit
Let me first mention – discuss – highlight – perhaps rant and rave a little
about foregone profit. For when you sell a call option on a stock you own,
and the stock runs above the strike price of that call, the issue of foregone
profit comes front and center.
By far and away the reason people do not sell calls is their fear of “foregone
profit.” This is something I discuss at length in the Six Figure Portfolio Boot
Camp but, in short, fear of foregone profit is the single greatest inhibitor of
profit I know of.
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You have made your money; you have hit your target price for the stock and
for generating a return on capital from that stock; move on. To be afraid of
foregoing some profit means you may miss an opportunity and leave profit
on the table.

Summary
And PIE trades, properly tracked, where you really know your cost basis and
your real rate of return on your investment, the real income generated from
that position, reduce and eventually that fear. If you track the true cost basis
of shares, you can aggressively trade calls, generating a great deal of cash
and taking advantage of short term selloffs in the underlying shares.
This concludes this session on selling covered calls.
Now we get down to putting this strategy together in by examining, in detail,
a real world PIE trade – a series of transactions over several months. The
first session will cover some basics on executing trades’ the second is the
Diary of a PIE trade.
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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
support@tradersreserve.com	
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