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Creating Income from Stock using Options – Options Writing 

Known as the Buy Write or Covered Call strategy. This strategy requires buying stock and writing call options to create 
a “premium” income, irrespective of any capital gains made with the stock. 

Requirements 
• Brokerage account with access to stocks and options 
• Knowledge of stock and options 
• Bullish to Neutral outlook for stock price 
• Medium to long‐term outlook for positions 
• Regular evaluation of positions 
• Discipline to stick to strategy 

Benefits 
• Creates an additional return from stock investment 
• Option writing, on average, has a higher probability of return then option trading 
• Establishes a sell price for position 
• Benefits from Time Decay in option contracts, with minimal risk 

Risks 
• Locks in sell price, negating any future strong upward stock price activity. 
• Writing ITM (In The Money) or NTM (Near The Money) has a high probability of position being Assigned. 

How to … 
• Evaluate for a fundamentally strong company, with a Neutral to Bullish outlook 
• Conduct analysis of premium return, and breakeven level 
• Enter position if it meets your requirements for entry 
• Monitor position on a regular basis, evaluating stock price movement against breakeven level 

Tips & Hints 
• Two approaches can be made to this strategy: 1) writing call options for one month, expecting to exit the 

position no matter what, or 2) writing call options on a stock position you intend to hold for numerous months. 
• In a Bullish market, write OTM (Out of The Money) options as there is a stronger probability that the stock 

price will rise 
• In Neutral to Bearish markets, ITM/NTM could be written, depending on the price activity of the stock. 
• Returns should exceed 2.0% per month. Lower then this is not typically worth while the risk of the position 
• For long‐term positions, buy LEAP put protection to offset risk of capital loss 
• Due to Time Decay in options, writing Call options at least 3 weeks from expiration, but no more then 5 to 6 

weeks, is optimal
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Example 

• CAT has been evaluated and selected as a Covered Call position 
• Our outlook for this company is that it will remain Neutral to Bullish over the medium‐term 
• By purchasing the stock price now, and writing call options, we can create an additional income
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Outlook for stock to rise in coming month … 
• Current price = $61.33 
• Jan 62.50 OTM calls = $0.45 
• Return = $0.45 + (62.50 – 61.33) = 2.64% 
• Breakeven = $60.88 

• If the stock price rallies above $62.50, our stock position will still only make the 2.64% because we have locked 
in our sell price for the stock 

• If the stock price retraces below $60.88, we will be in a net loss, but will retain our stock. 
• If the stock price remains between $60.88 and $62.50, we will retain the 45 cents premium and still hold our 

stock to continue writing more call options in the future. 

The Feb 62.50 calls are offering a far greater premium return of $1.70 per share. But there is far greater Time Decay 
to experience, increasing the risk of the position. 

Outlook for stock to remain relatively steady in coming month … 
• Current price = $61.33 
• Jan 60.00 ITM calls = $1.90 per share 
• Return = $1.90 minus the difference between current price and strike price ($1.33) = 57 cents, or 0.9% ‐ not 

sufficient to consider entering 
• Breakeven = $59.43 

In the above situation, writing the ITM call is not the best case scenario. However, there are many situations where it 
is better to write the ITM call options to lock in a profit straight away, rather then chasing some additional capital gain 
on the stock price. 

Disclaimer 

Trading involves risk of loss and may not be suitable for you. Past performance is no guarantee or reliable indication of future 
results. This advertisement is of the nature of general information only and must not in any way be construed or relied upon as 
legal, financial or professional advice. No consideration has been given or will be given to the individual investment objectives, 
financial situation or needs of any particular person. The decision to invest or trade and the method selected is a personal 
decision and involves an inherent level of risk, and you must undertake your own investigations and obtain your own advice 
regarding the suitability of this product for your circumstances. Please ensure you obtain and read the current offer 
documentation prior to acquiring the products advertised herein, so you are fully informed regarding the key risks and costs 
associated with these products.


