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Copyright 2014 by Legacy Publishing LLC.  All Rights Reserved. 

Reproduction or translation of any part of this work beyond that permitted by Section 107 or 108 of the 1976 
United States Copyright Act without the permission of the copyright owner is unlawful.  
 

Information within this publication contains "forward looking statements" within the meaning of Section 27A of 
the Securities Act of 1933 and Section 21B of the Securities Exchange Act of 1934. Any statements that 
express or involve discussions with respect to predictions, goals, expectations, beliefs, plans, projections, 
objectives, assumptions or future events or performance are not statements of historical fact and may be 
"forward looking statements." Forward looking statements are based on expectations, estimates and projections 
at the time the statements are made that involve a number of risks and uncertainties which could cause actual 
results or events to differ materially from those presently anticipated. Investing involves the risk of loss as well 
as the possibility of profit. All investments involve risk, and all investment decisions of an individual remain the 
responsibility of that individual. Option and stock investing involves risk and is not suitable for all investors. Past 
performance does not guarantee future results. No statement in this book should be construed as a 
recommendation to buy or sell a security. The author and publisher of this book cannot guarantee that the 
strategies outlined in this book will be profitable and will not be held liable for any possible trading losses related 
to these strategies.   
 

All information provided within this publication pertaining to investing, options, stocks and securities is 
educational information and not investment advice. Legacy Publishing advises all readers and subscribers to 
seek advice from a registered professional securities representative before deciding to invest in stocks and 
options featured within this publication. None of the material within this publication shall be construed as any 
kind of investment advice. Readers of this publication are cautioned not to place undue reliance on forward-
looking statements, which are based on certain assumptions and expectations involving various risks and 
uncertainties that could cause results to differ materially from those set forth in the forward looking statements. 
Please be advised that nothing within this publication shall constitute a solicitation or an invitation to buy or sell 
any security mentioned herein. The author of this publication is neither a registered investment advisor nor 
affiliated with any broker or dealer.  
 

Although every precaution has been taken in the preparation of this publication, the publisher and author 
assume no liability for errors and omissions. This publication is published without warranty of any kind, either 
expressed or implied. Furthermore, neither the author nor the publisher shall be liable for any damages, either 
directly or indirectly arising from the use or misuse of the book. Users of this publication agree to indemnify, 
release and hold harmless Legacy Publishing, its members, employees, agents, representatives, affiliates, 
subsidiaries, successors and assigns (collectively, "The Companies") from and against any and all claims, 
liabilities, losses, causes of actions, costs, lost profits, lost opportunities, indirect, special, incident, 
consequential, punitive, or any other damages whatsoever and expenses (including, without limitation, court 
costs and attorneys' fees) ("Losses") asserted against, resulting from, imposed upon or incurred by any of The 
Companies as a result of, or arising out of this agreement and/or your use of this publication. This publication is 
designed to provide accurate and authoritative information in regard to the subject matter covered. It is sold with 
the understanding that the author and publisher are not engaged in rendering legal, accounting, or other 
professional services. If legal advice or other expert assistance is required, the services of a competent 
professional person should be sought. Use of the material within this publication constitutes your acceptance of 
these terms. 
 
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW.  
NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO 
THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE 
RESULTS AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. 
 
ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE 
BENEFIT OF HINDSIGHT.  IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO 
HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING.  
FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF 
TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING RESULTS.  THERE ARE 
NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC 
TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE 
RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. 
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“It was the best of times, it was the worst of times.” 
 

                                                                                      - Charles Dickens 
 

I would like to take this opportunity to introduce you to one of the most profitable and 

low-risk income strategies I have encountered in my 30 year investing career. This 
income strategy has produced consistent returns during all types of market conditions 

including the last two severe bear markets. 
 

During the last bear market, US corporations slashed their dividends at the fastest pace 

in over 50 years. The table below lists a few examples of the painful dividend cuts 
imposed by major corporations. 
 

Company  Dividend Cut 

JP Morgan                      87% 

Pfizer                             50% 

Wells Fargo                    85% 

Dow Chemical                64% 

 

These types of dividend cuts are rare for blue chip companies. For example, prior to its 

dividend cut, Pfizer increased its dividend regularly for more than 40 years. And Dow 
Chemical went almost 100 years without cutting its dividend.  

 
At the same time these blue chip companies were slashing dividends, a little known 
option income strategy was actually increasing cash pay outs to investors due to rich 

option premiums. So while it was the worst of times for corporate dividend payouts, it 
was the best of times for investors who sell option premium to generate cash income. 
 

Most investors are not familiar with the concept of selling option premium to generate 
cash income. Selling option premium is a very simple but lucrative income strategy.  
 

When you sell an option, cash equal to the option price or premium is immediately 
credited to your brokerage account. Unlike a traditional stock dividend you don’t have to 
own the stock on the dividend date to receive the quarterly dividend and you don’t have 

to wait a year to receive a 3% or 4% dividend yield. When you sell option premium, you 
can get paid up to a 20% to 30% cash payment up front when the option is sold. You 

get to keep this cash payment regardless of the price movement of the underlying stock. 
 

Ideal Strategy for Today‟s Volatile Markets 
Selling option premium to generate immediate cash income is the ideal strategy for 

today’s volatile markets and uncertain global economies. We will look at an actual trade 
example shortly that allowed me to purchase Morgan Stanley stock at a 30% discount to 
its current price. When you buy stock at a 30% discount you can profit if the stock price 

increases, remains flat or even declines 20% to 25% resulting in a much higher 
probability that the trade will be profitable. This gives the option income strategy a huge 

advantage over a stock purchase strategy that requires an increase in the stock price to 
profit. This allows you to profit in any type of market. 
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Added Dimension 
The option income strategy works just as well with bearish trades which allow you to 
profit in bear markets when stocks and ETFs are declining in price. Bearish income 

trades not only reduce portfolio risk but can dramatically increase profit opportunities 
and provide a whole new dimension to income investing.   
 

$2.7 Million in Actual Profits with 94.8% Accuracy 
Recently we have experienced a global financial meltdown, severe recession and bear 

market, high unemployment, increased market volatility and an uncertain economy. This 
financial turmoil has made it very difficult for the average investor to realize a consistent 
return on investment.  

 
The two Option Income strategies you are about to learn have the proven ability to profit 

in any type of market condition. Despite the recent difficult market conditions, the 
Option Income strategies have produced over $2.7 million in actual profits.  
 

My brokerage account Profit/Loss Reports displayed throughout this Report show 
$2,713,747.24 in profits with an average return of 61.0% for the Option Income 

strategies. There were 240 winning trades and 13 losing trades resulting in 94.8% 
accuracy.  
 

Option Income Strategies 
Produce $2.7 Million in Actual Profits 

 

Total Average  Winning Losing Percent 

Profits Return Trades Trades Wins 

$2,713,747.24 61.0% 240 13 94.8% 

 
Seeing is believing! Take a look at these results! Most investors would love to have these 

profits even during a roaring bull market. These real time results prove that you can be 
profitable during turbulent market conditions.  
 

I have remained profitable during periods of extreme volatility and so can you. My real 
time results are profitable and well documented. The Option Income strategies have 

proven to be resilient and successful during all types of trading conditions. This to me is 
exciting and profitable trading. These are proven real time results!  

  

Starting Small 
 

I started trading options thirty years ago. At the time I was a junior airline pilot with a 
modest salary. I had a wife and young daughter to support and a son on the way. I had 

a big mortgage payment and could only start with a $4,600 trading account.  
 

But within two years my options trading account generated a $460,164 profit which was 
more than I earned over the previous six years as an airline pilot. Copies of my tax 
returns showing this $460,164 profit those first two years are included in my Stock 

Market Magic book. 
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Starting Small 
 

One of the big advantages of option trading is that you can start out with a small trading 
account like I did 30 years ago. My brokerage account Profit/Loss Report below shows 

my current option income trades. The Report lists the price paid for each option income 
trade, the current price and the profit/loss for each trade. I have a large trading account  

which allows me to trade a large number of option contracts. 
 
If I traded one contract for each of these option income trades, the total cost of the 

trades would be $3,401. Trading one contract would allow smaller accounts to participate 
in the option income strategy. On a one contract basis, these Option Income trades 

currently have $5,198.06 in open trade profits which results in a 152.8% return on the 
$3,401 cost.  
 

Trading One Option Contract Would Cost $3,401 
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High Volatility with No Clear Trend 
 

In this Report we will explore trading strategies that have been profitable in real time 
trading over the past five years despite the market volatility. 

 
One look at the broad based S&P 500 Index charts that follow shows a lot of market 
volatility and wide price swings but no clear trend. With these types of markets it is 

difficult to profit from the long or short side. 
 

The S&P 500 Index charts that follow display price movements over different time 
periods. Notice the one thing these charts have in common is that they show lots of price 
swings but little change in price for the Index over the time period displayed.  

 
I like to use money management stops when I purchase a stock or option. I will sell a 

stock or option at a small loss if the price drops below my purchase price. This helps 
prevent a small loss from developing into a large loss which can devastate your portfolio. 
If you purchase a stock or option during volatile price swings you can easily be stopped 

out in a short period of time . . . sometimes in just a day or two! 
 

How is it possible to profit in these types of markets? 
 

 

Lots of Price Swings But No Clear Trend 
 
Over the 5-month displayed below there were lots of price swings but the S&P 500 Index 

was unchanged at 1842. 
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The S&P 500 Index only changed two points over the 4 month time period displayed 
below despite all of the volatile price moves. 

 
 

 
 

 
 

Unchanged in 2011 
 

In 2011 the S&P 500 Index started the year at 1257 and finished the year unchanged at 
1257. We had 68 days that year during which the S&P 500 closed up or down more than 

2%. 
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3 Point Change for the Index During the Volatile Period Below 

 

 
 
 

 
 

1 Point Change Over This One Year Period 
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Over the 5-month displayed below there were lots of wide price swings but the S&P 500 
Index only changed 2 points. 
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The Path to Profitability in Any Type of Market 
 

With my 30 years of trading experience I have learned that it is possible to profit in 
volatile markets by employing Option Income strategies that allow you to maintain your 

stock or option position during volatile price swings. My actual trade results demonstrate 
that Option Income trades can be profitable if a stock goes up, down or remains flat. 

 

Option Income Trades Can Be Profitable if a Stock Goes Up, Down or Remains Flat 
 
For example, if you sell a call option against your stock or option position, the short call 

option profits as the underlying stock declines in price.  
 

Short Call Option Profits as Underlying Stock Declines in Price 
 

When I purchase a stock and the stock subsequently declines in price, I will normally sell 
the stock if it declines 10 to 15% below my purchase price. This money management 
discipline helps prevent a small loss from developing into a large loss which is an 

important requirement for successful investing.  
 

Note: I use a larger stop loss of 25% to 35% when trading options due to the leverage 
involved with option investing 
 

Remember, if you allow a small loss to develop into a 50% loss it would take a 
subsequent 100% increase in the stock or option price just to break even! It can take 

many years to recover from this kind of loss. 
 

A 50% Loss Requires a 100% Increase in Price to Break Even! 
 
When you employ an Option Income strategy with your stock or option, the underlying 

stock can decline from your purchase price but the loss on the Option Income trade can 
be small allowing you to maintain your stock during volatile price swings. 

 

Over $5 Million in Cash Income During the Last Bear Market 
Due to the versatility of the option income strategy and its ability to profit in up, down or 
flat markets, I was very active generating option premium income during the severe 

2007 – 2009 bear market and recession. Copies of my brokerage account trade 
confirmations at the end of this Report show that I collected $5,776,807.63 in cash 
income from selling option premium during the 2007 – 2009 bear market years. This 

averages out to more than $160,000 in cash income per month. Brokerage confirmations 
list the call and put options I sold and the amount of cash that was credited to my 

brokerage account for each option sale. 
 

I have been trading the option income strategy for many years. During the 1990s I 
generated over 11 million dollars of option income. Copies of my brokerage account 
statements documenting this option income are presented in my Guaranteed Real 

Income Program manual.  
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Option Income Strategy Now Generates More Income  
With the recent introduction of weekly options, there are now 52 opportunities each year 

to sell option premium versus 12 opportunities per year with monthly options. This 
greatly increases the profit opportunities available for selling option premiums. 
 

My brokerage account Transaction Reports presented later in this Report show that I 
collected $1,708,541.05 in cash income over the past several years from selling weekly 

option premiums.  
 
 

 

Overall Goal of Option Income Strategies 
 

 

     The overall goal of the Option Income strategies is to: 
 

     ● Profit regardless of market direction  
 

     ● Produce consistent returns with the sale of option premium   

 
     ● Generate a 100% ‘cash on cash’ return through the sale of weekly option   

        premium 
 

     ● Increase the profit potential of an existing stock or option trade  
 

     ● Provide downside protection and reduce the risk for a stock or option   
        trade (short calls profit as stock moves lower in price) 
 

     ● Help you maintain a stock or option position during volatile markets and  
        wide price swings and avoid being ‘stopped out’ of your position 
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$745,726.84 in Current Profits 
 

Copies of my brokerage account Profit/Loss statements that follow show that I currently 
have $745,726.84 in open trade profits in my two retirement accounts. There are 30 

winning trades (after netting out spread trades) and 1 losing trade resulting in 96.7% 
accuracy. The average return for my two accounts is 67.7%. These accounts have a 
combination of stock, option and Option Income strategy trades. 

 
Note: I have a large trading account and trade a large number of option contracts. 

Trading one option contract would require a much smaller trading account. 
  

Retirement Account #1        $506,601.76 Profit 
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Retirement Account #1 Continued . . . 
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Retirement Account #2        $239,125.08 Profit 
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Retirement Account #2 Continued . . .  
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Selling „Covered‟ Option Premium 
 
 

      ● Buy Stock and Sell Call Option or 
 

      ● Buy a Call Option and Sell a Call Option with 
        Higher Strike Price to Create a Spread 
 
     Selling „Covered‟ Options is a Limited Risk Strategy 

 

 

 
 

 

The key to selling option premium to generate cash income is to make sure the option 
you sell is ‘covered’. There are two ways to implement the option income strategy with 

limited risk: 
 

 

2 Types of Bullish Option Income Trades 
 

     1) Purchase 100 shares of stock and sell a related call option also known as  

        a „covered call‟ or „buy write‟ or 
 

     2) Purchase a call option and sell a call option with a higher strike price to  

        create a bullish option spread 
 
 

 
2 Types of Bearish Option Income Trades 
 

     1) Purchase a bearish ETF and sell a related call option also known as a  

        „covered call‟ or „buy write‟ or 
 

     2) Purchase a put option and sell a put option with a lower strike price to  
        create a bearish option spread 

 
 
 

For bullish trades the short option is ‘covered’ by owning the stock or owning a call 
option. And for bearish trades the short option is ‘covered’ by owning the bearish ETF or 
owning a put option. Because the short option is ‘covered’ this is a limited risk strategy 

and you can’t lose more money than you invest.  
 

Selling ‘covered’ option premium incurs considerably less risk than investing in stocks. 
Selling option premium enables me to profit if the market goes up, down or remains flat 
and has given me the edge in producing consistent returns during any type of market 

condition. 
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Let’s look at an example of an option sale and the resulting amount of cash that was 
credited to my brokerage account. The brokerage confirmation below shows that I ‘sold 

to open’ 10 of the National Oilwell Jan 25-strike call options at 12.72 points. Options 
cover one hundred shares of stock so a 12.72 point option is worth $1,272 ($12.72 x 

100 = $1,272). Selling 10 options at 12.72 points resulted in $12,720 cash being 
credited to my brokerage account ($1,272 x 10 = $12,720). I get to keep this $12,720 
cash payment ($12,708.43 after commission) regardless of the price movement of 

National Oilwell stock.  
 
 

Sale of 10 Options at 12.72 Points Results in 
 

$12,720 Cash Being Credited to Brokerage Account  
 

$1,272 x 10 Contracts = $12,720 

 
 

 

 

 
 

Let’s look at an example of the first type of option income trade that is initiated by 
purchasing stock and selling a related call option. This is also known as a buy write or 

covered call trade. My brokerage confirmation below shows that I bought 600 shares of 
Morgan Stanley stock at 24.22 and sold to open 6 Morgan Stanley July 20-Strike call 
options at 7.27. These options expire in about 4 months. 

 

Buy Morgan Stanley Stock at 24.22 and Sell 20-Strike Call at 7.27 

 

 

 

 
 

 
 

 

 
  

Selling to open the 20-strike call option at 7.27 points resulted in $727 in cash per 
contract being credited to my brokerage account or a total of $4,362 ($4,349.48 after 

commission) for 6 contracts.  
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Buy Stock at 24.22 Points 
 

Sell Option at 7.27 Points 
 

Equals 30% Cash Dividend 
 

Over a Four Month Period 

 
7.27 Divided by 24.22 = 30% 

 

  
 

 

 

 
 

 

 

 

 

 

 
 
 
 

 

 

 

 
Up to 90% Cash Dividend Potential 

 
Over the Course of One Year 

 
By „Rolling Over‟ Option  

 

  
 

 

 
 

 
 

 

 
 

Purchasing the stock at 24.22 points and receiving 7.27 points in cash resulted in a 30% 
cash payment I received up front on the day I initiated the trade. I get to keep this 30% 

cash payment regardless of the price movement of Morgan Stanley stock. 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

When this option expires in 4 months I can sell another option and collect another cash 
payment. This is called a ‘rollover’. If I rollover this option a second time I would receive 

a total of 3 cash payment over the course of one year. This has the potential of 
producing up to a 90% cash payment over the course of one year which could almost 
pay for the initial cost of the stock and dramatically lower risk. 

 
 

 
 
 

 
 

 
 
 

 
 

 
 

Buying Morgan Stanley stock at a 30% discount reduces risk considerably. This trade will 
profit if Morgan Stanley stock increases, remains flat or even declines 20% to 25% 

resulting in a much higher probability that the trade will be profitable. This can result in 
a high percentage of winning trades even if your market timing is not very accurate. This 

gives the option income strategy a big advantage over a stock purchase strategy which 
requires a stock price increase to be profitable.  
 

The brokerage account Profit/Loss Report that follows shows my current option income 
trades for one of my trading accounts. This account had a $311,800 starting balance 

when I initiated the current trades. There are $118,546.86 in net profits after 
commissions for this portfolio.  
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49% Cash Income by Rolling Over Trades 
I normally reinvest the cash income I receive from option income trades in additional 
option income trades allowing me to compound my trading results. I received a total of 

$152,900 in cash income for the current trades resulting in an average cash payment of 
49% for the portfolio.  
 

This portfolio is widely diversified across different industry groups. All of the trades in 

this portfolio are currently showing a net profit for the spread demonstrating the ability 
of the option income strategy to produce a high percentage of winning trades. Even if 

the underlying stocks in this portfolio decline moderately I can still realize a good return 
for the portfolio. I normally take profits when an option income trade reaches 90% of its 
profit potential. This enabled me to take profits on trades well before option expiration 

and initiate new option income trades allowing me to compound the cash income I 
receive. 
 

Note: I trade a large number of option contracts in this account. Trading one option contract 

would require a much smaller trading account. 
 

Option Income Trades Produce $118,546.86 Profit 
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Calculating the Profit Potential for Covered Call Trades 
 
The goal of the covered call or buy write strategy is to have the underlying stock close at 
or above the strike price of the short call option at option expiration. This results in the 

stock being called and the maximum profit potential being realized for the trade. Shorter 
term covered call trades can be rolled over prior to expiration by buying to close the 
expiring call and selling to open a call with a later expiration date. This prevents the 

stock from being called and allows you to keep your stock. 
 

There are both bullish and bearish covered call trades. Let’s first take a look at 
calculating the profit potential for bearish covered calls. 

 

Bearish Covered Call Trade Example 
Bearish covered call trades can be established by purchasing a bearish ETF and selling 

the related call option. Let’s look at an actual trade example of a bearish covered call. My 
brokerage confirmation below shows that on August 26th I purchased 300 shares of the 

bearish Emerging Market ETF symbol EEV at 96.80. About 2 weeks later I sold to open 3 
of the EEV December 120-Strike call options at 20.00 points which created a covered call 
trade. The bearish Emerging Market ETF increases in value as the price of the Emerging 

Market ETF declines. These options had 3 months until expiration.  
 

Selling to open the 120-strike call option at 20.00 points resulted in $2,000 in cash per 
contract being credited to my brokerage account or a total of $6,000 (before 

commission) for 3 contracts.  
 

Buy EEV at 96.80, Sell 120-Strike call at 20.00 
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Profiting in Down Markets 
The Buy Write Analysis below displays the profit/loss potential for buying the bearish 
Emerging Market ETF symbol EEV at 96.80 and selling the EEV December 120-Strike call 
for 20.0 points. The Analysis displays potential profit results for various price changes for 

the EEV ETF at option expiration from a 25% increase to a 10% decrease in price. The 
cost of this buy write 76.80 points and is calculated by subtracting the 20.0 points I 

received from the sale of the 120-Strike call from the 96.80 cost of the EEV purchase.  
 

 
 

The Buy Write Analysis reveals that if the EEV ETF price remains flat at 96.80 at option 
expiration a 26% return will be realized (circled). A 25% increase in price for the EEV 
ETF to 121.00 results in a 56.3% return and a 10% decrease in price to 87.12 results in 

a positive 13.4% return (circled). The return calculations for this buy write trade 
demonstrate the ability of the buy write strategy to provide excellent profit opportunities 

during down markets.  
 

Profit Potential for EEV Covered Call Trade 
 

 
If EEV ETF Increases 25% = 56.3% Return 

 
If EEV ETF Increases 10% = 38.6% Return 

 
If EEV ETF Remains Flat = 26.0% Return 

 
If EEV ETF Decreases 10% = 13.4% Return 
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Bullish Covered Call Trade Example 
 
Bullish covered call trades can be established by purchasing a stock or ETF and selling 

the related call option. Let’s look at an actual trade example of a bullish covered call 
trade.  
 

Buying PBR Stock at a 29% Discount 
My brokerage account confirmation below shows that I purchased 300 shares of 

Petrobras (PBR) energy at 23.08 and simultaneously sold the PBR January 25-Strike call 
option for 6.58 points. The sale of the 25-Strike call option at 6.58 points provided 

substantial downside protection and reduced the cost basis of PBR stock from 23.08 to 
16.50 resulting in a 29% discount. 
 

Buy PBR at 23.08, Sell 25-Strike call at 6.58 

 

 

 

 
 
 

The Buy Write Analysis that follows displays the profit/loss potential for buying PBR stock 
at 23.08 and selling the January 25-Strike call for 6.58 points. The Analysis displays the 
profit potential for this buy write trade assuming various price changes for PBR stock at 

option expiration.  
 

The Break Even price (circled) is the cost of the buy write trade and is calculated by 
subtracting the 6.58 points received from the sale of the 25-Strike call option from the 

23.08 cost of the stock.  
 
If PBR stock closes above the 16.50 breakeven at option expiration a profit will be 

realized. If PBR stock closes below the 16.50 breakeven at option expiration a loss will 
be realized.  

 
The sale of the 25-Strike call option allowed me to buy PBR stock at a 29% discounted 
price of 16.50.   
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The first row of the table is labeled ‘% Change’ and assumes various percent changes in 
PBR stock at option expiration from a 15% increase to a 15% decrease in price. The 
second row is labeled ‘Stock Price’ and is the PBR stock price that corresponds to the 

percentage change listed on the row above.  
 

The ‘Stock Prof/Loss’ row displays the dollar profit/loss for PBR stock assuming various 
price changes for PBR stock at option expiration. The ‘Call Value’ row displays the value 
of the short 25-Strike call option and the ‘Call Profit/Loss’ displays the profit/loss for the 

short call assuming various changes of PBR stock at option expiration. 
  

The ‘Net Profit/Loss’ row lists the net dollar profit for the trade and is calculated by 
adding the Stock Profit/Loss to the Call Profit/Loss. The ‘% Return’ displays the % profit 
or loss and is calculated by dividing the Net Profit/Loss by the cost or Break Even.  
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The Analysis below reveals that if PBR stock increases 10% to 25.39 at option expiration 

a 51.5% return would be realized (circled). If PBR stock price remains flat at 23.08 a 
39.9% return will be realized (circled) and a 15% decrease in PBR stock to 19.62 results 

in an 18.9% return.  
 
Let’s think about this for a minute. There are not many investments that will produce a 

39.9% return if the stock is flat or an 18.9% return if the stock declines 15% in price. 
 

 
 
 

At option expiration there are two possible outcomes for a covered call trade: 
 

     1)The stock closes above the strike price of the short call option 
 

     2)The stock closes at or below the strike price of the short call option 
 

If the underlying stock closes above the strike price of the short call option then the 

stock will be ‘called’. The shares in your account will be sold at the strike price of the call 
option. This transaction is handled automatically by your broker on the Saturday 
following option expiration.  

 
If the underlying stock closes at or below the strike price of the short call then the call 

option expires worthless and your stock remains in your account allowing you to write 
another buy write trade. 
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This Buy Write Analysis reveals: 

 
● The sale of the call option allowed me to purchase PBR stock at a substantial    

   29% discount 
 

● The call option sold profits if the price of PBR stock decreases in price and  
   from the time decay of the short option 
 

● Buy write trades normally profit if the price of the underlying stock increases,  
   remains flat or decreases depending on the strike price 
 

● Buy writes can provide substantial downside protection if the underlying stock 
   declines in price 
 

● A small increase in stock price can result in large buy write profit 
 

● A flat stock price can result in a large buy write profit 
 

● Risk is limited to the cost of the buy write 
 

● Profit potential is limited 
 

 

Profit Potential for PBR Covered Call Trade 
 
 

If PBR Stock Increases 10% = 51.5% Return 

 

If PBR Stock Increases 5% = 46.9% Return 

 

If PBR Stock Remains Flat = 39.9% Return 

 

If PBR Stock Decreases 15% = 18.9% Return 

 
 

 
Note: Covered call trades can be closed out any time prior to option expiration. I 

normally will close out a covered call trade and take profits if the covered call reaches 
about 90% of its maximum profit potential. Covered calls can be closed prior to 
expiration by ‘buying to close’ the short call and selling the stock.  

 
Covered call trades can also be rolled over by ‘buying to close’ the expiring call and 

‘selling to open’ a call with a later expiration. Rolling over a covered call trade allows you 
to keep your stock. 
 

We will next look at trading covered calls using weekly options which is even more 
profitable than using monthly options as you get to sell 52 option premiums over the 

course of a year.  
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Option Income Strategy Incurs 

 

Less Risk than Owning Stock  
 

  
 

 
 

 

 

$1,633 Stock Loss = $3,553 Covered Call Profit 
Let’s take a look at an example of how a buy write trade can profit even if the underlying 
stock declines in price. My brokerage confirmation below shows that I purchased 1,500 
shares of Mosaic stock at an average price of 42.05 and sold to open 15 of the Mosaic 

40-strike call options at an average price of 7.85 points. I received $11,850 in cash 
income for this option sale which provides substantial downside protection if Mosaic 

stock declines in price.  
 

 

    

    

    

    
 

 

Mosaic stock price declined after I initiated this trade. Below is a snapshot of my Mosaic 
buy write trade in my online brokerage account. Even though I currently have a $1,633 

loss in Mosaic stock I have a $5,187 gain in the short Mosaic options giving me an 
overall net profit of $3,553 for the buy write spread. 
 
 

$3,553 Net Profit Even Though Stock Declined in Price 
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Monthly Option Income Strategy 
 

The Monthly Option Income Strategy is initiated by purchasing a stock and selling a 
monthly call option to generate monthly income. When the option expires it can be rolled 

over by selling another monthly option. The strategy does not require a large price move 
in the underlying stock to produce good returns and does well in flat or even down 
markets. Selling monthly options provides an excellent risk adjusted return and monthly 

income trades incur less risk than stock investing. The strategy is easy to implement and 
can be traded in most retirement accounts.  

 
Selling monthly options allows you to take full advantage of the time decay 
characteristics of options. You can see from the option Time Decay Characteristics graph 

below that options lose time value very quickly in the month prior to expiration. This 
allows monthly option sellers to profit from the rapid time decay in the month prior to 

expiration. 
 

 
 

Let’s look at a few monthly income trade examples and the profit potential available 
from this strategy. My brokerage account confirmation below shows that I purchased 

1,000 shares of US Steel and sold 10 Sep 45-Strike calls which expire in about 1 month 
at 2.32. 
 

US Steel     Buy Stock @ 43.72/Sell Sep 45 Call @ 2.32 
 

 

 
 

 

 Rapid Time Decay in Final Month 
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Buying US Steel stock at 43.72 and selling the 45-Strike call option has a $360 and 
8.7% profit potential per contract over the next month if US Steel stock close at or 

above 45 at option expiration. If the option is rolled over at expiration with a similar 
premium, this monthly income strategy has the potential to return approximately 109% 
over the next twelve months.  

 

US Steel     Annualized Return Potential 109.4% 
 

Stock Entry Option Stock Call Call Cost Net Profit Percent Annualized 

 Date Expiration Price Strike Price   Potential Return Return 

X 08/20/09 09/18/09 43.72 45.0 2.32 41.40 $360 8.7% 109.4% 

 
Listed below are additional examples of monthly option income trades and profit 

potential. These examples demonstrate the ability of the low risk monthly income 
strategy to produce solid returns.  
 
 

Western Digital     Annualized Return Potential 82.3% 
 

 
 

 

Stock Entry Option Stock Call Call Cost Net Profit Percent Annualized 

 Date Expiration Price Strike Price   Potential Return Return 

WDC 08/21/09 09/18/09 32.99 34.0 1.01 31.98 $202 6.3% 82.3% 

 

 
 

Hartford Insurance     Annualized Return Potential 172.7% 

 
 

 
 

Stock Entry Option Stock Call Call Cost Net Profit Percent Annualized 

 Date Expiration Price Strike Price   Potential Return Return 

HIG 08/28/09 09/18/09 24.14 25.0 1.40 22.74 $226 9.9% 172.7% 
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JP Morgan     Annualized Return Potential 70.2% 
 

 

 
 

 

Stock Entry Option Stock Call Call Cost Net Profit Percent Annualized 

 Date Expiration Price Strike Price   Potential Return Return 

JPM 08/13/09 09/18/09 42.70 34.0 1.55 41.15 $285 6.9% 70.2% 

 
 
 
 

McDermott     Annualized Return Potential 109.4% 
 

 

 

 
 

Stock Entry Option Stock Call Call Cost Net Profit Percent Annualized 

 Date Expiration Price Strike Price   Potential Return Return 

MDR 08/20/09 09/18/09 23.85 25.0 .85 23.00 $200 8.7% 109.4% 

 
 
 
 

We will next look at trading covered calls using weekly options which is even more 
profitable than using monthly options . With weekly options you get to sell 52 option 
premiums over the course of a year versus 12 premiums per year with monthly options. 

Weekly options dramatically increase the income potential of covered calls. 
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I‟m Retired But I Still Collect a Weekly Paycheck 
 

Our next Option Income strategy is the Weekly Paycheck program which generates cash 

income from selling weekly call options. I have been very active selling option premium 
with weekly covered calls. Today I collected $11,836 in cash income using my laptop 

while sitting on the beach in Hanalei on the Island of Kauai.  
 
Since I wrote this Report I continue to be active selling option premium. Copies of my 

brokerage account trade confirmations that follow show that I collected $1,708,541.05 in 
cash payments over the past two years and four months. This averages out to more than 

$61,000 in cash income per month. Brokerage confirmations list the call and put options 
I sold and the amount of cash that was credited to my brokerage account for each option 
sale. 

 
Weekly options started trading in 2010. Weeklys start trading on Thursday and expire 

the following Friday giving weekly options a six trading day life. Weekly covered calls are 
initiated by buying 100 shares of stock and selling 1 weekly call option.  
 

As noted previously, when you sell an option, cash equal to the option premium sold is 
immediately credited to your brokerage account. For example, if you sell a weekly option 

with a 1.5 point premium, $150 in cash is credited to your brokerage account. This cash 
credit reduces the cost basis of the stock and reduces the overall risk of the trade. 
 

The great advantage to selling weekly calls is that you get to sell 52 options every 

year! This has allowed me to compound my returns very quickly. 
   
Option premiums consist of time value and intrinsic value. At-the-money and out-of-the-

money calls consist of only time value. At option expiration options lose all time value. If 
you are short an option, the time value of that option becomes profit at 

expiration regardless of the price movement of the underlying stock. 
 
 

Time Value = Profit When You Are Short an Option 
 

 
As we will discover shortly, weekly options can provide up to 6 times more premium 

compared to monthly options over the same period of time. These rich premiums make 
selling weekly option premium a very lucrative strategy that can deliver a 100%  ‘cash 

on cash’ return over the course of a year. 
 
I normally like to keep my stock or ETF in my trading account and rollover the weekly 

option that is expiring and sell another weekly option. This can help prevent your stock 
from being ‘called’. The strategy does not require a large price move in the underlying 

stock to produce good returns and does well in flat or even down markets. Selling weekly 
options provides an excellent risk adjusted return and weekly covered calls incur less risk 
than stock investing. The strategy is easy to implement and can be traded in most 

retirement accounts.  
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Let’s look at a weekly covered call trade I took this week so that you can understand this 

important concept. I hold 1,800 shares of the small cap ETF symbol TNA in my 
brokerage account. I have been selling weekly covered calls against my TNA ETF. My 

brokerage account spread order below shows that I closed out 18 of the May 25 weekly 
calls and sold to open 18 of the TNA Jun 1st 49-Strike calls. The TNA ETF was trading at 
48.43. 

 

 
 
 
My brokerage account confirmation below shows that I sold the 18 TNA Jun 01 49-Strike 

weekly calls at 1.47 points. After the commission, $2,628.31 in cash was credited to my 
brokerage account for the sale of the 18 options. 
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Time Value = Profit When You Are Short an Option 
 
With TNA trading at 48.43 the 49-Strike call is an out-of-the-money call consisting of 
only time value. At option expiration in one week, the time value of these options 

becomes profit regardless of the price movement of TNA. 
 

162% „Cash on Cash‟ Return 
 
Purchasing 100 shares of the TNA ETF at the current price of 48.43 and selling the 49-

Strike call at 1.47 would cost $4,696 to initiate this covered call trade (48.43-1.47 = 
46.96 x 100 = $4,696 cost basis). If you were to rollover this trade weekly and receive a 

similar premium you have the potential to collect $7,644 in cash over the next year. 
Receiving $7,644 in cash over the next year would result in a 162% ‘cash on cash’ return 

($7,644 cash income / by original $4,696 investment cost = 162%). 
 
If you receive a 162% cash on cash return a lot can go wrong and you could still profit 

from the trade. The underlying stock/ETF could decline substantially and you could still 
profit. If you had bad timing on entering the trade you could still profit. And there could 

be volatile price swings in the underlying stock/ETF and you could still profit. This gives 
the weekly covered call strategy a huge advantage over stock and option directional 
trades that require the stock or ETF price to move in the right direction to profit. Also, 

many times directional trades can get ‘stopped’ out during volatile price swings if you 
employ a portfolio money management system.  
 

 

162% Cash on Cash Return Can Profit . . .  
 
     ● If you have bad timing when entering a trade 
 

     ● During volatile price swings 
 

     ● Even if the underlying stock/ETF price declines substantially 
 

 

 

Time Value = Profit When You Are Short an Option 
With the TNA ETF trading at 48.43, the 49-Strike call option consists of only time value 
at option expiration. When you are short an option the time value portion of an option 

becomes profit as the time value decays to zero at expiration.  
 

If the TNA ETF remains flat at 48.43 at weekly option expiration the 1.47 points of time 
value in the 49-Strike call becomes profit as the value of the option goes to zero.  

 
If the TNA ETF increases in price at option expiration I still collect a 1.47 point time 
premium profit at expiration. The short option may show a loss if the TNA ETF increases 

in price above the 49 strike price but this loss is offset by an increase in the ETF price 
and I still wind up with a 1.47 point profit.  

 



33 

 

If the TNA ETF declines in price at expiration I collect a 1.47 point profit as the value of 
the short option goes to zero. This 1.47 point profit could be offset by a loss in the ETF 

price depending on how far the TNA ETF declines in price. 
 

     ● If TNA remains flat at option expiration = $147 time value profit 
 
     ● If TNA increases in price at option expiration = $147 time value profit 

 
     ● If TNA decreases in price at option expiration = $147 time value profit (could be  

        offset by loss in ETF value) 
 
 

162% Return Potential Increases When I Rollover Options 
I normally rollover my weekly options using an option spread order similar to the spread 

order just displayed for the TNA ETF. If you receive a cash income of $147 each week 
and a total income of $7,644 over the course of a year, this income will allow you to 

purchase additional shares of the TNA ETF and make additional covered call trades. This 
would allow you to compound your returns and increase the 162% cash on cash return.  
 

The weekly option covered call strategy offers very attractive returns and very low risk 
making this one of the best overall strategies for the average investor. 

 
Selling weekly options allows you to take full advantage of the time decay characteristics 
of options. You can see from the option Time Decay Characteristics graph below that 

options lose time value the quickest in the week prior to expiration. This allows weekly 
option sellers to profit from the rapid time decay in the week prior to expiration. 
 
 

 
 

 

 
 

 
 
 

 

 Rapid Time Decay in Week Before 

 Expiration 
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Selling Weekly Option Premium 
 
My brokerage account Transaction History below shows that I have been active selling 

weekly option premium. I sold $16,053.53 in option premium recently over a one week 
period. The right hand column of the Report shows the amount of cash that was credited 

to my account for each option sale. These covered call trades were in my retirement 
accounts. 
 

 

$16,053.53 Weekly Paycheck 
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Selling Weekly Option Premium 
 
And the brokerage account Transaction History below shows that I have been increasing 

my weekly covered call trades. I sold $28,454.92 in weekly option premium  over this 
one week period. The right hand column of the Report shows the amount of cash that 

was credited to my account for each option sale. These covered call trades were in my 
retirement accounts. 
 

 
 

$28,454.92 Weekly Paycheck 
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Double Dipping 
 
When trading covered calls, if the underlying stock/ETF declines in price I like to close 

the short call if the value of the short call declines 75% to 85% from the sale price. For 
example, if I sell a weekly call option at 1.00 points I will enter a GTC (Good Until 

Cancelled) limit order to buy to close the call at .25 or .15. If the call declines to .25 or 
.15 it will be closed out and I will realize 75% to 85% of the profit potential. I can then 
sell another call option and collect two premiums in one week. 

 
The first brokerage account Transaction History Report below shows short calls that I 

closed out when the value of the call declined 75% to 85% from the sale price. The 
second brokerage account Transaction History Report shows additional calls I sold that 

allowed me to collect an additional $6,618.22 in premium within a one week period. 
 
 

Bought Back Short Calls 
 
 
 

 
 

 
 
 

 
 

 
 
 

 

And Sold an Additional $6,618.22 in Premium 
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Covered Call Trade Examples 
 
The weekly covered call trade examples that follow include my brokerage confirmations 

that show the purchase price of the stock and the strike price and option premium for 
the call option sold. The Covered Call Calculator shows the annualized profit potential for 

the covered call trade. 
 

Buy ISRG at 541.225, Sell Apr 21 550 call @ 12.43 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 

Buy AIG at 33.25, Sell Apr 21 34 call @ .45 
 

 
 

 

Covered Calls 

Stock Entry Option Stock Call Call Cost 

Net 

Profit 

Percent 

Annualized 

Date Expiration Price Strike Price Potential Return Return 

AIG 4/12/2012 4/21/2012 33.25 34.0 0.45 32.80 $120 3.7% 148.4% 
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Rolling Over Expiring Options 
 
I like to rollover my weekly covered call trades using option spread orders. This prevents 

my stock from being ‘called’ and allows me to hold the stock in my trading account. 
Option spread orders help reduce commission costs and can help you to save on the 

‘bid/ask’ spread costs associated with buying and selling options if you use a limit spread 
order that is mid-way between the bid/ask prices. I normally can get filled on spread 

orders at a limit price that is mid-way between the bid/ask prices.  
 
Examples of option spread orders used to rollover my expiring weekly covered call trades 

follow. 
 

Spread Orders Used to Rollover Weekly Covered Calls 
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Spread Orders Used to Rollover Weekly Covered Calls 
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Weekly Options Provide Up to Six Times More Premium Than Monthly Options 
 

The option chain below displays option prices for the Mastercard May 04 weekly options 
and the MA July monthly options. Mastercard stock is trading at 457.58 and the at-the-

money 460-Strike weekly call is trading at 11.90. The July 460-Strike monthly option is 
trading at 23.50 and expires in about 12 weeks.  
 

Selling 12 of the MA weekly calls at 11.90 can provide up to 142 points ($14,280) of 
premium versus the 23.50 points of premium available for the July option over the same 

period of time. This demonstrates the substantial additional premium available from 
selling weekly options versus monthly options. 
 

12 Weeklys Provide 142.8 Points of Premium 
versus 23.5 Points of Premium for Monthly 
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Below is another example of the substantial option premium available from selling 
weekly options. The option chain below displays option prices for the AIG May 04 weekly 

options and the AIG Aug monthly options. AIG stock is trading at 34.46 and the 35-
Strike weekly call is trading at .71. The Aug 35-Strike monthly option is trading at 2.39 

and expires in about 16 weeks.  
 
If you sold 16 weekly calls at .71 you would collect about 11.36 points of premium 

versus the 2.39 points of premium available for the Aug option over the same period of 
time. This again demonstrates the additional premium available from selling weekly 

options versus monthly options.  
 

16 Weeklys Provide 11.36 Points of Premium 

versus 2.39 Points of Premium for Monthly 
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Real Time Covered Call Results 

$332,597.96 in Profits and 36.9% Average Return 
 

Copies of my two brokerage account Profit/Loss statements that follow show I have 
$332,597.96 in profits and an average return of 36.9%. Most of the trades in these two 
portfolios are weekly Covered Calls. Both of these accounts are retirement accounts.  
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2011 Weekly Covered Calls   Profits $323,069.44    Avg Return 54.8% 
 

My brokerage account Profit/Loss Report below shows $323,069.44 in profits and an 
average return of 54.8% from weekly covered call trades that I took in 2011 ago. These 

covered calls were traded in my retirement account. 
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Snapshot of My 2009 Trading Contest Account 

 
My brokerage account Profit/Loss Report below is a snapshot of my 2009 World Trading 
Championship real money contest account. I traded monthly covered calls in this contest 
account as weekly options were not available then. I placed first in the competition with 

an Annual Return of 122%. The contest results are audited and posted on the sponsor’s 
website so the results are an accurate representation of your performance. 

 
I traded monthly covered calls and rolled over the options which allowed me to 
compound my returns. Covered calls produced a great annual return in this account with 

low risk.  
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Investment Required to Generate $50,000 of Yearly Income 
$6,756,756 versus $150,000 Investment 

 
Let’s now compare income returns for bank CDs versus weekly covered calls. Let’s also 

assume you want to generate $50,000 a year in income. 
 

According to the Bank Rate Monitor the average annual yield for 1 Year CDs is .34% and 
the average annual yield for a 5 Year CD is 1.14%. If you split your funds evenly 
between 1 and 5 Year CDs it would take an investment of $6,756,756 to generate a 

yearly income of $50,000! Of course your return is guaranteed but who has $6.7 million 
to invest? 

 
My 2009 trading contest account had an annual return of 122% trading monthly covered 
calls. My 2011 weekly covered call trading account had an 54.8% average return, my 

2012 weekly covered call trading account had an average return of 36.9% and my 2013 
account had an average return of 67.7%. 

 
Based on these real time results I think it is reasonable to assume a 33.3% annual 
return for weekly covered calls. A 33.3% annual return would require a $150,000 

investment to generate a $50,000 yearly income. And a 50% yearly return requires a 
$100,000 investment to generate a $50,000 yearly income demonstrating the ability of 

the covered call strategy to deliver excellent income returns compared to other fixed 
income investments. Of course covered calls are not guaranteed like CDs but I’m willing 
to take that risk. 

 
 

Comparing Income Returns 
 
● It would take an investment of $6,756,756 in 1 and 5 Year CDs to generate a yearly  
   income of $50,000 

 
● A 33.3% yearly return for selling weekly options would require a $150,000   

   investment to generate a $50,000 yearly income 
 
● And a 50% yearly return for selling weekly options requires a $100,000 investment    

   to generate a $50,000 yearly income 
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Advantages of Option Income Strategy 
I think the actual trade examples just presented demonstrate the ability of the option 
income strategies to produce consistent returns during very difficult market conditions. 
Selling option premium to generate cash income is the ideal strategy for today’s volatile 

markets and uncertain economy.  
 

 
● When you sell an option, cash equal to the option price or premium is 
immediately credited to your brokerage account 

 
● Unlike a traditional stock dividend you don’t have to own the stock on the 

dividend date to receive the quarterly dividend and you don’t have to wait a year 
to receive a 3% or 4% dividend yield  
 

● When you sell option premium, you can get paid up to a 20% to 30% cash 
payment up front when the option is sold 

 
● When you buy stock at a 30% discount you can profit if the stock price 
increases, remains flat or even declines 20% to 25% resulting in lower risk and a 

much higher probability that the trade will be profitable 
 

● Option income strategy works just as well in down markets 
 
● Bearish income trades not only reduce portfolio risk but can dramatically 

increase profit opportunities and provide a whole new dimension to income 
investing 

 
● Rolling over option allows you to collect up to a 90% cash return over a one 

year period 
   
● Selling option premium can result in a high percentage of winning trades even 

if your market timing is not very accurate  

 
 

Covered Calls Produce $1,048,701.89 Real Time Profit 
 
My retirement accounts Profit/Loss Reports that follow show $1,048,701.89 in real time 
profits for covered call trades over the past three years with an average return of 36.7% 

($847,744.65 of this total were weekly covered calls). There were 77 winning trades and 
no losing trades. These real time profit results demonstrate the ability of the covered call 

strategy to deliver excellent returns with very low risk. 
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Covered Calls Produce $1,048,701.89 Real Time Profit 
 

 
  Covered Calls       Profits $116,935.13      Average Return 38.3% 
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     Covered Calls       Profits $192,077.25      Average Return 71.6% 
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     Covered Calls       Profits $323,069.44      Average Return 54.8% 
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    Covered Calls       Profits $71,987.41      Average Return 14.5% 
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     Covered Calls       Profits $215,662.83      Average Return 35.6% 
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     Covered Calls       Profits $62,431.83      Average Return 24.2% 
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     Continued . . .       Profits $62,431.83      Average Return 24.2% 
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     Covered Calls       Profits $66,537.95      Average Return 18.5% 
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Updated Option Income Results 
 
Since I wrote this Report I continue to be active selling option premium. Copies of my 
brokerage account trade confirmations that follow show that I collected $1,708,541.05 in 

cash payments over the past two years and four months. This averages out to more than 
$61,000 in cash income per month. Brokerage confirmations list the call and put options 

I sold and the amount of cash that was credited to my brokerage account for each option 
sale. 
 

Note: After the display of brokerage account confirmations we will explore trading Option 
Spreads which is the second type of Option Income strategy. This section starts on Page 

72. 
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$1,708,541.05 In Premium Income 
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Buy 65-Strike Call at 50.63 Points 
 

Sell 95-Strike Call at 27.93 Points 
 

Equals 55% Cash Dividend 
 

Over a Four Month Period 
 

27.93 Divided by 50.63 = 55% 
 

  
 

 
 

Option Spreads 
 
Let’s now look at an example of the second type of option income trade that is 

implemented using only options by purchasing a call option and selling a call option with 
a higher strike price. Because the short option is ‘covered’ with the option purchase this 

would be a limited risk trade. The brokerage confirmation below shows that I bought 6 of 
the Goldman Sachs July 65-strike calls symbol at 50.63 points and sold to open 6 
Goldman Sachs July 95-Strike call options at 27.93. These options expire in about 4 

months.  
 

Buy Goldman Sachs 65-Strike Call at 50.63 

 

Sell Goldman Sachs 95-Strike Call at 27.93 
 

 

 
 

 

 
 
 
Selling to open the 95-strike call at 27.93 points resulted in a $2,793 cash payment per 

contract being credited to my brokerage account or a total of $16,750 for 6 contracts.  
So purchasing the 65-strike call at 50.63 points and receiving 27.93 points in cash for 

the sale of the 95-strike call resulted in a 55% cash payment I received up front when I 
initiated the trade. I get to keep this 55% cash payment regardless of the price 
movement of Goldman Sachs stock. Goldman Sachs stock was trading at 112.10 when I 

initiated this trade. 
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Up to 165% Cash Dividend Potential 

 

Over the Course of One Year 

 

By “Rolling Over” Option Spread  
 

  
 

 

 

 

 
 

 

 
 

 

 
 

 
 
 

 

 

 

 
When this option spread expires in 4 months I can create another option spread and 

collect another cash payment. This is called a ‘rollover’. If I rollover this option spread a 
second time I would receive a total of 3 cash payments over the course of one year. This 

has the potential of producing up to a 165% cash dividend over the course of one year. 
 

 
 

 
 

 
 
 

 
 

 
 

Buying the GS 65-strike call option at a 55% discount reduces risk considerably and 
provides considerable downside protection in the event Goldman Sachs stock declines in 
price. Goldman Sachs stock moved up in price and is currently trading at 140.32. We can 

see from the Call Option Spread Analysis below that Goldman Sachs stock could drop 
30% to 98.22 and I would still realize a 32.2% return for this spread trade (circled). This 

spread trade profits if Goldman Sachs stock increases in price, remains flat or decreases 
30% in price demonstrating the versatility of the option income spread strategy in 
producing profits under various market conditions. This gives the option income spread 

strategy a big advantage over an option purchase strategy which requires a stock price 
increase in the underlying stock to be profitable.  
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Buy 400-Strike Put at 70.02 Points 

 
Sell 370-Strike Put at 45.02 Points 

 
Equals 64% Cash Dividend 

 
45.02 Divided by 70.02 = 64% 

 

  
 

 
 

 

Bearish Option Income Spread Trade Example 
Bearish option income spread trades can also be established by purchasing a put option 
and selling a put option with a lower strike price. Because the short put is covered with 

the put option purchase this would be a limited risk trade. My brokerage confirmation 
below shows that I bought 7 of the Intuitive Surgical April 400-strike puts at 70.02 
points and sold to open 7 Intuitive Surgical April 370-Strike put options at 45.02. These 

options expire in about 3 weeks. 
 

Buy Intuitive Surgical 400-Strike Put at 70.02 

 

Sell Intuitive Surgical 370-Strike Put at 45.02 
 

 

 

 
 

 

 

 

 
 

Selling to open the 370-strike put at 45.02 points resulted in a $4,500 cash payment per 
contract being credited to my brokerage account or a total of $31,500 for 7 contracts. So 
purchasing the 400-strike put at 70.02 points and receiving 45.02 points in cash for the 

sale of the 370-strike put resulted in a 64% cash payment I received up front when I 
initiated the trade. I get to keep this 64% cash payment regardless of the price 

movement of Intuitive Surgical stock. This option spread trade can profit if ISRG stock 
increases in price, remains flat or decreases in price.  
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Legging Into an Option Spread 
 

The two option spread examples just presented for GS and ISRG are examples of 
creating a debit spread with the simultaneous purchase and sale of an option. You can 

also ‘Leg In’ to an option spread by purchasing an option and then leg in to a spread by 
selling an option at a later date. Legging into a spread has many advantages especially 
during volatile markets.  

 
Let’s take a look at an example of legging into a spread using Google options. You can 

see from my brokerage confirmations below that I purchased 18 Google 570-Strike call 
options at an average price of 37.35. Two weeks later I then sold to open 18 Google 

640-Strike call options at an average price of 28.65 which resulted in $2,865 cash 
income per contract being credited to my brokerage account.  
 

 
Buy to Open 18 GOOG 570 Calls at an Average Price of 37.35 

Sell to Open 18 GOOG 640 Calls at an Average Price of 28.65 

 

 

 
 
 
The short sale of the 640-Strike call option was ‘covered’ by the purchase of the 570-

Strike call option thereby limiting my risk to the cost of the spread. The cost of the 
spread is calculated by subtracting the sale price from the buy price and in this example 

is 8.70 points or $870. 
 

Buy Price of 37.35 Minus Sale Price of 28.65 = Maximum Risk of $870 
 

At the time I sold the 640-Strike call option Google stock was trading at 639. The 640-

Strike call option was an ‘out-of-the-money’ option as the strike price was greater than 
the stock price. 
 

Strike Price of 640 and Stock Price of 639 = „Out-of-the-Money‟ Option 
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Out-of-the-money options consist of only time value and no intrinsic value. Shorting an 
out-of-the-money option that consists of only time value takes full advantage of the 

‘time decay’ characteristics of options. In this example the out-of-the-money 640-Strike 
call that I sold for 28.65 points is all time value which will decay to zero and will result in 

a 28.65 point ($2,865) profit at option expiration regardless of the price movement of 
Google stock.  
 

Selling an Option at 28.65 and Later Buying Back at Zero = 28.65 Point Profit 
 

Short 28.65 Points of Time Value = 28.65 Points of Profit at Option Expiration 

 

The full profit potential for this spread will be realized if Google stock closes at or above 
the strike price of the option that was sold at option expiration. In this example if Google 

stock closes at or above 640 the full profit potential of 61.30 points ($6,130) will be 
realized.  
 

The profit potential is calculated by subtracting the 8.70 point cost of the spread from 
the difference between the strike price of the option sold (640) and the strike price of 

the option purchased (570). 
  

640 Sell Strike – 570 Buy Strike – 8.70 Cost = 61.30 Profit Potential 
 

The Call Option Spread Analysis below displays the profit/loss potential for buying the 

Google 570-Strike call for 37.35 points and selling the Google 640-Strike call for 28.65 
points. The table displays profit results for various price changes for Google stock at 

option expiration from a 10% increase to a 5% decline. Google stock is currently trading 
at 639.  
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The analysis reveals that if Google stock increases 2.5% at option expiration to 654.98 a 
704.6% return will be realized (circled). If Google is trading at 654.98 at option 

expiration, the option we purchased would increase in value to 84.98 and the option sold 
would incur a 14.98 point loss, resulting in a 70.0 point net spread value (84.98 – 14.98 

= 70.0). A 70.0 point spread value would result in a 61.30 point profit with a 8.70 point 
cost. With an 8.70 cost, a 61.30 profit represents a 704% return.  
 

Google Stock Increases 2.5% = 704% Option Return 

 
The Call Option Spread Analysis below for the Google option spread trade shows that if 

Google stock remains flat at 639 at option expiration then a 693% return will be realized 
(circled). And if Google stock declines 5% to 607.05 a 325% return will be realized 

(circled). Profiting on a call option trade when the underlying stock declines in price is 
only possible because of the sale of the 640-strike call. This option trade can be closed 
out any time prior to option expiration by selling the 570-strike call to close and buying 

back to close the 640-strike call. I will normally close out and take profits on a spread if 
the spread reaches 90 to 95% of its profit potential. 

 

Google Stock Flat = 693% Option Return 

 

Google Stock Decreases 5.0% = 325% Option Return 
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The Call Option Spread Analysis for the Google spread trade demonstrates the attractive 

profit potential with limited risk for option spreads. 
 
    ● Profit Potential of $110,340 ($6,130 Per Option X 18 Options) 

 
   ● 704% Option Return if Google Stock is Up 2.5% at Option Expiration 

 
   ● 693% Option Return if Google Stock is Flat at Option Expiration   

 
   ● 325% Option Return if Google Stock is Down 5% at Option Expiration   

 

    ● Maximum Risk of $870 Per Option  
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Apple Option Spread Leg In 
 
Below is another example of an Option Spread Leg In for Apple. My brokerage account 

confirmation reports show that I purchased the Apple 345-Strike call option at 28.17 on 
July 8th. Eleven days later on July 19th I sold to open the Apple 375-Strike call at 24.55. 

This option sale created an option spread that reduced my risk for the call purchase from 
$2,817 to $362. The short call also produced downside protection in the event Apple 
stock declined in price. 

 
     Buy AAPL 345-Strike Call @   28.17 on July 8th 

     Sell AAPL 375-Strike Call @ - 24.55 on July 19th 
                       Cost  =   3.62 
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The Call Option Spread Analysis below displays the profit/loss potential for buying the 

APPL 45 -Strike call for 28.17 points and selling the APPL 375-Strike call for 24.55 
points. The table displays profit results for various price changes for Apple stock at 

option expiration from a 20% increase to a 10% decline. Apple stock is currently trading 
at 420.20.  
 

 
 
The analysis reveals that any increase in Apple stock will result in a 728% return at 

option expiration. If Apple stock is flat at expiration a 728% return will be realized. And 
if Apple stock declines 10% at expiration a 728% return will still be realized.  
 

Apple Stock Is Flat or Decreases 10% = 728% Option Return 

 
Selling the Apple 375-Strike call increased the existing profit potential for the purchase 

of the 345-Strike call by 110%. 
 

Advantages of Option Spread: 
 
 
 

 
 

 
 
 

 
 

 

 
• Increased profit potential of 345-Strike purchase by 110% 

• Reduced risk from $2,817 to $362 
• Enabled me to hold position during volatile price swings 
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Advantages of Option Spreads  

versus Option Purchases 
 

1) Increased Profit Potential   
A limited risk call option spread is created by purchasing a call option and selling a 

call option with a higher strike price. If you have an existing profit for a call option 
purchase and leg into an option spread, the spread can typically increase the existing 

profit of an option purchase by 50% to 100% or more. In the GOOG spread example 
just presented, the profit potential of the existing GOOG option purchase was 
increased by 85% with the creation of the spread.   

 

2) The Option Sale Provides Downside Protection 
The sale of a call option results in cash being credited to your brokerage account. This 
reduces the cost basis of the option purchase and provides downside protection in the 

event the price of the underlying stock declines in price.  
 

3) Reduces Risk  
In the GOOG spread trade just presented, the sale of the 640-Strike call reduced the 
risk of the 570 call purchase from $3,735 per contract to $870 per contract.  
 

                                        37.35 Cost of 570-Strike call purchase 
                                          - 28.65 Sale of 640-Strike call 

                                     =   8.70 Cost of spread and maximum risk 
 

4) Allows You to Maintain Positions During Volatile Markets 
The downside protection provided by the sale of a call option to create a spread can 
help you maintain your spread trade during volatile markets. If you traded option 

purchases only, volatile price swings in the underlying stock may force you to sell an 
option to prevent large losses. 

 

5) Spreads Can Be Profitable If a Stock Goes Up or Down 
Depending on the strike price, option spreads can be profitable if the underlying stock 
price increases, decreases or remains flat at option expiration.  
 

6) Spreads Can Be Traded in a Smaller Account 
A diversified portfolio of option spreads can be traded in a $5,000 trading account. 
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The Weekly Option Advisory Service 
 

My Weekly Option Advisory provides research and makes option income trade 
recommendations. Members receive email alerts whenever there is a new trading 

recommendation or a change to an existing recommendation. If you are interested in 
becoming a member of the Weekly Option Advisory please call Brad toll free at  

866-661-5664 or direct 310-647-5664 or log on to www.WeeklyOptionAlert.com  for 
more information.  
 

Membership Benefits: 
 

 ● Personal consultation with Chuck via Chuck’s personal email address 
   
 ● Receive full support from our experienced staff to help you implement the stock,   

    option and ETF trading strategies  
 

 ● Receive clear and concise ‘buy’, ‘sell’ or ‘hold’ signals that eliminate guesswork 
 

 ● Frees up your time spent on research 
 

 ● Receive access to actual open trade and closed trade profit results that give you 
    an instant ‘picture’ of how a strategy is performing 

 
 

 

 
 

 
 
 

 
 

 
 
 

 
 

 
 

 
 
 

 

http://www.weeklyoptionalert.com/


83 

 

 
 

For Updated Profit Results Log On to  
www.WeeklyOptionAlert.com and Click Trade Results  

 

 
 

 
 

 
 
 

 
 

 
 
 

 
 

 

http://www.weeklyoptionalert.com/
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$919,318.52 in Real Time Option Spread Profits 
 

My brokerage account Profit/Loss Reports that follow show $919,318.52 in profits for the 
option spread strategy with an average return of 58.2%. There were 130 winning trades 

and 11 losing trades resulting in 92.2% accuracy. 
 
Note: The profit/loss for option spread trades is calculated by ‘netting out’ the profit or loss for 

the long position and the short position. For example, the CAMAM/CAMJR option spread trade 

circled below shows a $27,657.78 profit for the 11 long CAMAM options and a -$10,026.24 loss 

for the 11 short CAMJR options resulting in a net profit of $17,631.54 for the spread trade. 
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  Option Spreads        Profits $175,467.53      Average Return 95.7% 
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  Option Spreads        Profits $118,514.37       Average Return 99.7% 
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    Option Spreads        Profits $92,326.65       Average Return 33.7% 
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Continued from previous page . . .  
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Continued from previous page . . . 
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    Option Spreads        Profits $94,959.71       Average Return 45.5% 
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    Option Spreads        Profits $111,648.05       Average Return 41.7% 
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Option Spreads        Profits $115,311.95       Average Return 38.0% 
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Option Spreads        Profits $64,044.20       Average Return 36.5% 
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Option Spreads        Profits $147,046.06       Average Return 74.4% 
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$5,776,807.63 in Cash Income  

During the Last Bear Market 
 
Copies of my brokerage account trade confirmations that follow show that I collected 

$5,776,807.63 in cash payments during the 2007 – 2009 bear market period. This 
averages out to more than $160,000 in cash income per month. Brokerage confirmations 

list the call and put options I sold and the amount of cash that was credited to my 
brokerage account for each option sale. 
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