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What is Covered Call Writing? 
 

Introduction and preview example 
 

Introduction  
 

Covered call writing is a low-risk investment strategy that combines two different 
strategies: 
 

• Stock ownership 

• Selling options 
 
Most of you are familiar with buying and owning shares of stock but a low percentage of 
retail investors trades stock options. Let me premise my remarks by saying that this is 
NOT rocket science and can easily be learned. Explaining this strategy to novice 
investors is the purpose of this series, Beginners Corner Information. With this series as 
a steppingstone, our mission statement is to help take you from novice to master in a 
short period of time. We call this becoming “CEO of your own money”. Ultimately, we 
would like to see all our members become financially independent. 
 
Let us first define the three words in the strategy name: 
 

• Covered means we first buy the stock before selling the option. As you will learn 
later in this series that protects us from catastrophic capital loss. 

 

• Call is the type of option we are selling. The option buyer is given the right, but 
not the obligation, to buy our shares at a price that WE determine, by a date that 
WE determine. 

 

• Writing means that we are SELLING the option, not buying it. It is the initial sale 
of the option. 
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To sum up: we buy a stock and sell an option which gives the option holder the right to 
buy our shares at a certain price (strike price) by a certain date (expiration date). In  
return for undertaking this obligation we receive a cash premium that the market 
determines. 

 
Preview example  
 
In this hypothetical, we will buy 100 shares of BCI Corp. at $48.00 per share for a total 
investment of $4800.00. Now that we own the shares, we are free to sell the option. We 
select a sales price of $50.00 (as an example) and select a 1-month expiration date. An 
average return for this option sale could be $1.50 per share or $150.00 for the contract. 
This represents a 3.1%, 1-month return based on a cost basis of $4800.00. 
 
At the end of the contract month (most options expire on the third Friday of the month, 4 
PM ET) the option holder will decide whether to exercise the option and buy our shares. 
If the price is below $50.00, the agreed upon sales price, the option will not be 
exercised, and our shares will remain with us. Now we are free to sell another option on 
those same shares for the following contract month. Our 1-month option profit is 3.1%. 
 
If the price of the stock is above $50.00 as the contract is expiring, the option will be 
exercised (we’ll discuss later in this series how to avoid this if you choose to) and our 
shares sold at $50.00 per share. In this scenario, we generate an additional $2.00 per 
share profit or $200.00 for the 100 shares. Our total profit becomes $450.00, $200.00 
from the sale of the stock and $150.00 from the sale of the option. This represents a 
7.3%, 1-month return. 
 
Now, there is some risk in this strategy. The risk is in the stock, not in the sale of the 
option. If share value declines by more than the option premium received (known as the 
breakeven), we can start to lose money. That is why we must have a series of exit 
strategies in place to mitigate losses or turn losses into gains. We will discuss exit 
strategies later in this series. 
 
 

Summary 
 
Covered call writing is a conservative, low-risk, cash-generating strategy that combines 
stock ownership and options selling. Stock selection, option selection and position 
management are critical skills needed to achieve maximum success. 
 
In Chapter 2 of this series we will address Option Basics. 
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Option Basics 
 

When selling covered call options 
 

Definitions- General 
 

• Covered call writing is a strategy where you buy a stock and then sell the right to 
purchase those shares from us at a price called the strike price, by a date called 
the expiration date. We receive a cash premium for undertaking this obligation. 

• There are two types of options: 
 
 Call- the right to buy 100 shares of stock 
 Put- the right to sell 100 shares of stock 
 

Definitions- The strike price as it relates to the stock price 
 

• At-the-money (ATM) strikes are the same price as the current market value of 
the stock. For example, if you buy a stock for $30.00 and sell the $30.00 call 
option, it is at-the-money.  

 

• Near-the-money (NTM) are close to the current price of the stock. For example, 
if a stock is trading at $29.96 and sell the $30.00 call option, it is near-the-money. 

 

• Out-of-the-money (OTM) strikes are higher than the current market value. For 
example, if you buy a stock for $48.00 and sell the $50.00 call option, it is out-of-
the-money. 

 

• In-the-money (ITM) strikes are lower than the current market value of the stock. 
For example, if you buy a stock for $56.00 and sell the $50.00 call option, it is in-
the-money. 
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Definitions- The option premium as it relates to the stock price 
 
 
An option premium consists of intrinsic value and time value: 
 

Option Premium = Intrinsic value + time value 
 

• Intrinsic value is the dollar amount the strike price is in-the-money. It is NOT 
profit. In the above example (ITM) if we buy a stock for $56.00 and sell the 
$50.00 call the intrinsic value is $6.00, the amount we will lose when the stock is 
sold. 

 

• Time value is the total option premium minus the intrinsic value (if any). For 
example, if we buy a stock for $56.00 and sell the $50.00 call for $8.00, $6.00 is 
intrinsic-value (not profit) and the balance of $2.00 is time-value, or our profit. 

 
Only in-the-money strikes have intrinsic-value. Both at-the-money and out-of-the-money 
strikes have only time-value and therefore are all profit. There are advantages and 
disadvantages to using each of the four strike price types and we will address these 
issues later in the E-Book. 
 
 
 

What is an option chain? 
 
This is a list quoting option prices for a particular stock. 
 
 

How do we access an option chain? 
 
All online brokerages have option quotes available and there are many free sites as 
well. Here is one: 
 

www.finance.yahoo.com 
 

• Enter ticker symbol of stock 

• Get quote 

• Click on option link 

• See screenshot below 
 
 

http://www.finance.yahoo.com/
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How do we read an option chain? 
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Note the following: 
 

• Top left = current stock price; 6-week returns 

• Blue arrows: 
o Strike price ($150) 
o “Bid” premium price ($3.20) 

 
The “multiple tab” of the Ellman Calculator shows that this trade will result in an initial 5-
week time-value return of 2.2% with a potential additional return of 4.1% if share price 
moves to or above the $150.00 strike. More on calculations later in this E-Book. 
 
 

Summary 
 
Options are contracts that give the holder the right to buy or sell 100 shares of stock. 
Strike prices can be ITM, ATM, NTM or OTM. Option premiums consist of intrinsic-value 
(for ITM strikes only) and time-value. 
 
In Chapter 3 we will discuss stock selection for covered call writing using fundamental 
and technical analysis. 
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Stock Selection Using Fundamental  
And Technical Analysis 

 
When selling covered call options 

 

The 3-Required Skills 
 
To achieve the highest levels of returns, we must master: 
 

• Stock or ETF selection 

• Option selection 

• Position management (exit strategies) 

 
What is Fundamental Analysis? 

 
This is a method of evaluating the financial health of a company by looking at earnings, 
sales and assets among other items. There are also many ratios used to measure the 
financial well-being of a company. Today we have a myriad of online screening services 
that can be used to evaluate corporate fundamentals. 
 

Fundamental Analysis- BCI Methodology 
 
In the BCI system a stock must pass three (predominantly) fundamental screens to be 
considered for covered call writing: 
 

• IBD 50  

• IBD SmartSelect Ratings 

• Institutional Components 
o On Balance Volume (OBV) to assist in identifying trend 
o Mean analysts rating (MAR) 

• Finviz.com screener 
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The IBD 50 Index favors stocks with stellar earnings and sales growth: 
 

 
 
 
The IBD SmartSelect ratings use both fundamental and technical parameters and rate 
the top-tier stock with a “green circle” in their “check list”: 
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On balance volume adds volume on “up” days and subtracts volume on “down” days: 
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Median analyst rating (MAR) averages analysts’ rankings of stocks where 1 is the best 
and 5 the worst: 
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The Finviz screener is a free screening site (www.finviz.com): 
 

 
 
 
 

http://www.finviz.com/
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Here are the BCI screen requirements: 
 

• SmartSelect: all 6 check list ratings must be “green”. 

• MAR: “3” or lower 

• OBV: consolidating or in an uptrend 
 
 
Here are the links to some fundamental screens: 
 
www.investors.com (paid service, not needed if you are a premium member) 
 
www.finance.yahoo.com (free) 
 
www.finviz.com (free) 
 
 
All stocks not listed in the IBD 50 must pass both the SmartSelect, MAR and OBV 
screens. 
   
 

What is Technical Analysis? 
 
This is a method of predicting future stock price based on historical price movements. 
The price of a stock is plotted over time. We view these charts to determine trend and 
momentum. Here is a link to a free site to access price charts: 
 
www.stockcharts.com 
 
 
 
 

Technical Analysis- BCI Methodology 
 
We look at the following 4 parameters: 
 

• Exponential moving averages to determine trend 

• MACD Histogram to determine trend and momentum 

• Stochastic Oscillator measures momentum 

• Volume is used to confirm the other indicators/ identify negative divergence 
 

http://www.investors.com/
http://www.finance.yahoo.com/
http://www.finviz.com/
http://www.stockcharts.com/
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WWW.STOCKCHARTS.COM 
 

 

 
 
Note the following: 
 

• The moving averages (20-d and 100-d EMAs) are trending higher with the short-
term (blue line) higher than the longer term (red line). These are bullish or 
positive signals.  

• The MACD Histogram is the blue bars that oscillate above and below the zero 
line. Above zero is bullish; below zero is bearish. 

• The Stochastic Oscillator is the black line that measures price momentum. Each 
point describes where the price is in relation to the past 14 trading days. If the 
14-d trading range is between 30 and 40, a price of $38 is in the 80th percentile. 

http://www.stockcharts.com/
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• Volume bars at the bottom of the chart will confirm changes in the other 
parameters. If MACD turns positive (for example) on high volume it is more 
significant than had it turned positive on low volume.  

 
 

The Premium Stock Report 
 
 

 
 
 
Note the following: 
 

• The blue row at the top of the screen shows the fundamental and technical 
screens we discussed plus a few common-sense parameters that will be 
highlighted in Lesson 4. 

• It is not a difficult task for average retail investors to do the screening procedures. 
The BCI Premium report will save the time and effort.   

  
Summary 
 
Stock selection for covered call writing begins with locating the stocks with the greatest 
earnings and sales statistics or fundamentals. We then evaluate the price chart or 
technical analysis to determine price trend and momentum. 
 
Screening can absolutely be accomplished by average retail investors. To save you 
time, the BCI team produces a weekly report of screened stocks. 
 
In Chapter 4 we will discuss common-sense parameters that must be factored into our 
stock selection process. 
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Stock Selection: Common Sense Considerations 
 

When selling covered call options 
 

After screening our stocks fundamentally and technically there are several common-
sense considerations that need to be factored into our investment decisions. Adding 
these additional screens will bring our profit level up even higher.  

 

Avoid Earnings Reports 

 
The rule is to NEVER sell a covered call option when there is an earnings report coming 
out in the current contract cycle. The report may disappoint or positively surprise. Either 
way, it represents added volatility and risk. It caps the upside of a positive surprise but 
gives inadequate protection against a bad “miss”. It is okay to use the equity after the 
report passes if the stock still meets the system criteria. Two places to access earnings 
reports data are: 
 

• www.earningswhispers.com 
 

• The BCI Premium report 
 
 

Avoid Stocks That Report MONTHLY Same Store Sales Stats 
 
In my books and online streaming DVDs, I refer to these equities as “banned stocks”.  
These monthly reports have the same impact as earnings reports and represent risk 
that conservative investors are not willing to take. Also restricted are the airline stocks 
that produce monthly capacity reports. The list is in my books, the “Free Resources” link 
on our web pages and on our premium site.  
 
 
 

 

http://www.earningswhispers.com/
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Minimum Trading Volume 
 
Never buy a stock with an average trading volume less than 250, 000 shares per day. 
These stocks will tend to have larger bid-ask spreads and generate unfavorable trade 
executions for us. Also, we should favor selling call options with a minimum open 
interest (OI) of 100 contracts. The screenshot below of an options chain (also 
highlighted in Lesson 2) shows the rows that give bid-ask and open interest: 
 

 

 
 
 

Stock and Industry Diversification 
 
To decrease the chances of one particular stock or industry having a major negative 
impact on our total portfolio we have the following rule in our BCI methodology: 
 
We must have a minimum of 5 different stocks in 5 different industries in our covered 
call portfolios with no one stock or industry representing more than 20% of the portfolio 
value. 
 
Our BCI Premium Watch Lists have industry information. Using exchange-traded funds 
(ETFs) is another way to diversify with less securities. These are mutual funds that 
behave like stocks. I go into detail about these securities in my books and DVDs. 
 
 

Cash Allocation 
 
It is important to make sure that no one stock or industry has an excessively high 
percentage of cash allocated to it. We should NOT have the same number of shares of 
a $10.00 stock as we would a $100.00 stock. If we had $50,000.00 to invest in 5 stocks, 
we would allocate approximately $10,000.00 per equity. Before we execute the trades,  
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we must also make sure that some cash is left over for possible exit strategy 
executions, a subject we will address in a later lesson. Here are the steps we take: 
 

• Divide the price of the stock into $10,000.00 
 

• Round off the number of shares to the nearest “100” 
 

• Make sure 2% to 4% of the cash is available for exit strategy execution 
($1000.00 to $2000.00 in this case) 

 

• After purchasing the shares sell the options on a 1 contract per 100 share basis. 
For example, if you buy 300 shares, you then sell 3 contracts 

 
Here is a chart that highlights such a calculation: 
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The Premium report 
 
 
 
 
The Premium report, a weekly BCI publication, shows information related to these 
common-sense principles as shown in the screenshot below:   
 
 

 
 
 

 
Summary 
 
In addition to fundamental and technical analysis we must also factor in several 
common-sense principles: 
 

• Earnings reports 

• Same store monthly sales stats 

• Minimum trading volume 

• Stock and industry diversification 

• Cash allocation 
 
In Chapter 5 we will address Calculations 
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Calculations: Stock and Option Selection 
 

When selling covered call options 
 
 
 

After screening our stocks fundamentally and technically and factoring in our common-
sense principles we must then determine our premium calculations before entering our 
covered call positions. Many investors have a phobia when it comes to mathematics so 
let me premise this lesson by telling you that I will provide you with a FREE copy of the 
Basic Ellman Calculator which will compute all the statistics for you. 
 
 

3 Basic Formulas 

 
When calculating our option returns or profit there are 3 formulas important to 
understand: 
 

• ROO or initial time-value option return for at-the-money (ATM) and out-of-the-
money (OTM) strikes 

• ROO for in-the-money (ITM) strikes 

• Upside potential for OTM strikes 

• Downside protection (of the time-value profit) for ITM strikes 

• Breakeven 
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Real-life example with Alexion Pharmaceuticals, Inc. (NASDAQ: 
ALXN) 
 
 

 
 

The information gleaned from the option-chain is entered into blue 
cells on the left side of the spreadsheet and the calculation results 
will appear in the white cells on the right: 
 

 
 
 
 
Calculating ITM Strikes (Initial Returns) 
 
Since the $140.00 ITM strike premium has intrinsic value, we must deduct that part of 
the premium to determine our initial time-value profit. For example, The ITM $140.00  
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strike for ALXN generates an initial time-value return of 2.6% with downside protection 
of 2.8% of that time-value profit. 
 
The $150.00 OTM strike generates 2.2% with upside potential of an additional 4.1%. 
 
Both strikes have a breakeven (BE) which is represented by the stock price minus the 
entire premium. 
 
 

How to populate a covered call portfolio 
 
We first create a watch list of eligible securities using fundamental 
and technical analysis as well as common-sense principles. WE 
then select the appropriate strikes (moneyness and strikes) and 
make sure the time-value returns meet our stated goals. 
 

Summary 
 
The key calculations we use when establishing a covered call trade include initial time-
value returns, upside potential, downside protection and breakeven. The multiple tab of 
the Ellman Calculator will generate all these stats. 
 

 
Free copy of Basic Ellman Calculator 
 

 
 
 
In Chapter 6 we will discuss executing covered call trades 
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Executing Covered Call Trades 
 

When selling covered call options 
 
 
 

In lessons 1-5 we discussed the basics of stock options and covered call writing. We 
then learned how to select the best covered call candidates based on both fundamental 
and technical analysis as well as common-sense principles like avoiding earnings 
reports. We then focused on using our calculations to determine portfolio returns and 
portfolio make-up. Now it is finally time to make some money! Our objective is to 
generate a monthly cash flow using a low-risk strategy so let us begin executing these 
trades. To do so, we will need a reliable online discount broker. The BCI website has a 
file of some the reliable brokers: 
 

 
 
 

 
 
Types of Broker Orders 

 
There are two basic types of trade orders: 
 



 

 

25 

 

 
 
 
 

• Market order: An order to buy or sell a stock or option at the current best 
available price (use for most stock or ETF purchases and sales) 

 

• Limit order: An order to buy or sell a stock or option at a specific price or better 
(use for option sales and purchases) 

 
 
 

Types of Online Forms Used to Execute Covered Call Trades 
 
There are two basic types of forms: 

 
• Legging in: Here we first buy the stock and once owned, sell the corresponding 

option 
 

• Buy-Write combination Form: Here we buy the stock and sell the option at the 
exact same time for a net debit or expense. For example, if we buy a stock for 
$30.00 and sell the call option for $1.00, the net debit will be $29.00 per share or 
$2900.00 per contract 
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Legging in- Buying the Stock 
 

 
 
 
Enter the information: 
 

• Buy stock transaction 

• Stock ticker symbol 

• Number of shares 

• Limit or market order 

• Type of account…usually “cash” 
• Duration- day only 
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Legging in- Selling the Call Option 

 
 

 
 
 
Enter the information: 
 

• Option transaction 

• Sell covered call 

• Stock ticker symbol 

• Option expiration date 

• Option strike 

• Number of contracts 

• Limit order/ price 

• Type of account… cash, margin, option 
• Duration- day only 
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Buy-Write Form: Net Debit (Enter trade) 
 
 

 
 
 
Enter the information: 
 

• The stock symbol and number of shares you want to buy 

• The option symbol and number of contracts you want to sell 

• Duration- one day 

• No advanced orders 

• Enter the maximum you will pay and enter as a “net debit” 
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Buy-Write Form: Net Credit (Exit trade) 
 
 

 
 
 
 

Enter the information: 
 

• The stock ticker and number of shares you want to sell 

• The option ticker and number of contracts you want to buy back 

• Duration- one day 

• No advanced orders 

• Enter a minimum limit net credit order you will accept 
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Summary 
 

• Covered call trades can be executed by legging-in or with buy-write combination 
forms 

• Orders can be entered as market or limit orders 

• Select an inexpensive but reliable online discount broker 
• In Chapter 7 we will discuss exit strategies, a critical skill needed for successful 

covered call writing 
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Exit Strategies: Monitoring Your 
Stock and Options Positions 

 
When selling covered call options 

 
 
 

Once we execute our covered call trades it is critical that we monitor our positions. It 
won’t take an excessive amount of time but can generate substantial cash into our 
accounts by implementing one or more exit strategy plans. Being prepared to act when 
the conditions dictate the need for such plans is critical to maximizing our covered call 
profits. 

 
 
Events Requiring Exit Strategies 

 
There are three basic scenarios to look for: 
 

• The stock price drops significantly prior to expiration Friday 

• The stock price moves up significantly prior to expiration Friday 

• The stock price is above the strike price on or near expiration Friday 

• Dividend distribution considerations 
 
 
*** The first step in all exit strategy executions is to buy back the option. 
 
This will ensure that we are never in an uncovered or naked options position which 
could create substantial risk. When we sell a call option, we are obligated to sell shares 
of stock at the strike price by the expiration date. If we sold a $30.00 call and the stock 
price moves to $50.00 and we don’t already own it, we would have to purchase the 
stock at the current market price and sell it at the strike resulting in a major loss.   
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Exit Strategies Prior to Expiration Friday 
 
 
There are several exit strategy opportunities to consider prior to expiration Friday (up to 
the final week of the contract): 

 
• Rolling-down- We first buy back the option using the 20%/10% guidelines. If we 

sold the original option for $1.00, we would buy it back for $0.20 or less (20%) in 
the first half of the contract cycle or $0.10 or less (10%) in the second half of the 
option cycle. Once our option obligation is removed, we then sell a lower, same-
month strike price for the same stock. For example, had we originally sold the 
$30.00 strike we can roll down to the $25.00 strike. 

 

• Plan to “hit a double”- Here we buy back the option using the 20%/10% 
guidelines and wait for the stock price to recover and sell the exact same option 
in the same contract month to generate a second income stream with the same 
cash investment. 

 

• Convert dead money to cash profits- If stock news, chart technicals or market 
conditions dictate, buy back the option, sell the stock and use the cash to initiate 
a new covered call position with a different equity. No need to adhere to the 
20%/10% guidelines. 

 

• Take no action- Although this is not an exit strategy per se, we need to be aware 
that this is always a choice if the above alternatives do not appeal to us. 

 

• Mid-contract unwind exit strategy- We consider this strategy when the stock price 
appreciates well above the stock price leaving the option trading at nearly all 
intrinsic-value (liile or no time-value). We can buy back the option at little or no 
cost to us and sell the stock. The cash is then used to open a new covered call 
position with a different equity thereby generating a second income stream in the 
same month with the same cash. Let us take a look at some examples of these 
strategies. 
 

• The 2 timeframes to consider are: 
 

• Prior to expiration Friday 

• On or near expiration Friday 
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Prior to expiration Friday 
 
 
 
Plan to “Hit a Double”- Classic V-Pattern 
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Rolling Down 
 
 

 

 
 
 
 
Take no action 
 
The definitive reason to execute an exit strategy. This will be the 
case with most of our positions. 
 
 
 
 
 

 



 

 

35 

 

 
Mid-Contract Unwind- Stock Price Rises Rapidly 

 
Real-life example with Thor Industries (NYSE: THOR) 

 
• 1/21/2017: Buy THO at $100.00 
• 1/21/2017: Sell 2/18/2017 $100.00 call for $3.00 (3% initial 1-

month time-value return) 
• 2/6/2017: THO trading at $108.64 
• 2/6/2017: Bid-ask spread on short call is $6.30 – $9.00 
 
When the time-value cost-to-close approaches zero, both legs of 
the trade are closed and the cash is used to enter a new position, 
a second income stream. 
 
Managing Stocks that have Gapped Down 
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• Unexpected bad news causes severe price decline (no trading between current 
and previous price) 

• Determine cause of gap down: Sell or retain stock (www.finviz.com) 
• Has price stabilized? 
• Compare to S&P 500 after gap down 
• Buy back option and roll down to an out-of-the-money strike 
• Sell out-of-the-money calls to maximize profits 

 

 
 
Exit Strategies On or Near Expiration Friday 
 

• Rolling-Out- Here we buy back the original option and sell the next month same 
strike price. For example, had we sold the January $50.00 call, we buy it back 
and sell the February $50.00 call. 

 

• Rolling Out-and-Up- In this scenario, we buy back the original option and sell the 
next month, higher strike option. For example, had we sold the January $50.00 
call, we would sell the February $55.00 call. 

 

 
 
 
Rolling Options with Biotelemetry Inc. (NASDAQ: BEAT) 
 

• Buy 100 BEAT at $33.63 
• Sell August $34.00 call at $1.67 
• Current share price is $36.65 
• Cost-to-close the August $34.00 call = $3.10 
• Sell-to-open the September $34.00 call = $3.40 (rolling-out) 
• Sell-to-open the September $37.00 call = $1.50 (rolling out-

and-up) 
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The calculations with the What Now tab of the Ellman Calculator: 
 

 

 
• Buy 100 BEAT at $33.63 
• Sell August $34.00 call at $1.67 
• Current share price is $36.65 
• Cost-to-close the August $34.00 call = $3.10 
• Sell-to-open the September $34.00 call = $3.40 (rolling out) 
• Sell-to-open the September $37.00 call = $1.50 (rolling out-and-up) 

 
Summary 
 
Exit strategy execution is essential to maximize profits and mitigate losses. We must be 
prepared to take advantage of all exit strategy opportunities. Use position management 
if stock prices rise or fall significantly or if the stock price is above the strike on or near 
expiration Friday. The first step for all exit strategy executions is to buy back the option. 
 
In Chapter 8 we will demonstrate the entire step-by-step process for mastering the 
covered call strategy. 
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Step-By-Step Process for  
Mastering Covered Call Writing 

 
When selling covered call options 

 
 
 

In our final lesson we will put all the information learned in the first seven lessons into a 
step-by-step formula for successful covered call writing. 

 
 
Strategy Overview: The Big Picture 
 
Before risking even one penny of our hard-earned money, we must first master the 3-
required skills of stock selection, option selection and position management. We follow 
that up with paper-trading (practicing with a hypothetical account and then we will have 
years and decades to benefit from this great strategy.  

 
 
Step 1: Stock Selection 
 
Watch lists of elite-performing stocks and ETFs are created using a 3-pronged 
screening process: 
 

• Fundamental analysis 
• Technical analysis 
• Common-sense principles 
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Ideally, we would like to have a watch list of 40-60 securities which is a manageable 
amount for most retail investors. This weekly list is referred to as the running list in our 
premium site because the stocks are constantly being re-screened and updated. An 
additional weekly ETF report is provided to our premium members as well as a monthly 
Blue Chip (Dow 30) Report. 
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Step 2: Option Selection 
 
The moneyness of the options must be determined as well as a stated initial time-value 
return goal range. Then an option-chain is accessed to assure that the option has 
adequate liquidity (open interest). The multiple tab of the Ellman Calculator will generate 
calculation stats. 
 
 

Step 3: Trade Executions 
 
Trades can be entered by legging-in (2 steps) or via buy-write combination forms (net 
debit limit orders). 

 
Step 4: Position Management 
 
Preparation to take advantage of all exit strategy opportunities is critical to achieve the 
highest levels of success. All exit strategies begin with buying back the options. Using 
the 20%/10% guidelines will assist in protecting against share price declines. 

 
 
Summary 
 
Covered call writing is a low-risk stock and option strategy that can generate a 
consistent monthly cash flow. It requires the meticulous selection of stock and options, 
calculations, and position management to maximize profits. For many investors it 
represents an opportunity to become CEO of our own money and ultimately financially 
independent. 
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For FREE Information 
 
www.thebluecollarinvestor.com 
 

 
 
 
 

 
Our store 
 

 www.thebluecollarinvestor.com/store/ 
 
 
 
 
 
 

http://www.thebluecollarinvestor.com/
http://www.thebluecollarinvestor.com/store/
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