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T R A N S C R I P T 

Bullish strategies 

Presenters: Edward Modla and Colin Songer 

Edward Modla:   My name is Ed Modla, I’m the executive director of investor 

education at OCC, I got my start in the business about 24 years ago on the 

trading floors of CBOE, and also out at the AMEX in New York and Chicago 

Mercantile Exchange.  Bounced around the industry here and there, always 

in the trading roles from either open outcry on the trading floors, to the 

electronic environment, but going on seven years now with OCC strictly 

teaching the options product to market participants, individual investors, 

money managers, financial advisors, institutional investors, whoever wants 

to listen, we teach.   

 

And that first session that Jon presented was wonderful, reminded me of a 

few things.  First of all, there is that first step, before you get to the options 

strategy, there is that analysis you need to do on the markets, form an 

opinion, develop a market thesis, and then the options strategy follows.  

Also something else that Jon said that struck me a bit, he said people ask 

him often what’s the best indicator that he looks at?  And his answer was, I 

don’t have one, because there’s advantages and disadvantages for each of 

them.  Same thing here with options, I get asked all the time, what’s the 
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best strategy?  I don’t have an answer for you, options work as advertised.  

Some strategies are better in bullish environments, some in bearish, some 

in neutral environments, we’re here today to talk about some of the 

possibilities if you have that bullish outlook on the markets.   

 

First our disclaimers, options are a rather complex tool that should be well 

understood before using them in a live account.  And then the strategies 

we’re going to walk through in this session here today unintentionally listed 

in order from most aggressive to least, with long call being your most 

confident bullish trade, toughest to make money with a long call, but the 

profits can be more substantial than the others.  Covered call more or less 

that mild, neutral to slightly bullish strategy, selling puts, bullish but maybe 

even expecting the market to pull back a little bit.   

 

I’ll also note here, if you take our slides for reference, we have an appendix 

that we’re not going to walk through during the live presentation, but the 

slides are there, reviewing the basics, if you need that kind of fundamental 

knowledge, we’ll incorporate some of the basics along through the 

presentation, hopefully we’ll provide something here for everybody.   
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First of all, let’s take a step back before getting into the strategies and just 

review why options are used.  If you are a stock trader who’s not using 

options, your choices are rather limited.  You can buy shares, you can sell 

shares.  That’s about it.  Most investors are not even taking that short stock 

position, they’re buying stock when they’re bullish, hoping to sell for 

profits, and they’re scaling down those positions when they’re concerned 

about the market moving lower.  Options open up a whole lot more 

possibilities to either be used by themselves, or in conjunction with a stock 

position.   

 

We’re going to look at both of those today, but the motivations can span 

from risk reduction, speculating on a market move in one of the three 

various directions, generating income, that references selling options and 

using that to your advantage, and stock acquisition, we’re going to get 

through all of these different motivations today, and as Colin works with 

me, and we talk through giving this instruction today, you know, Colin I 

often find, particularly investors that are starting to use the product, or they 

just began using the product, they’re more or less isolated to one or two of 

these motivations, but not necessarily all of them.  And I always say you’ve 

got to develop that toolbox, get more and more strategies at your disposal.  

Now what do you see when you talk to investors regarding this flexibility of 
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the product, and how well that’s used by investors that are taking 

advantage of options? 

 

Colin Songer:  I mean you hit the nail right on the head, it is really the most 

common one that we came across when I was speaking with clients was 

first off, that income generation, it really draws them in, they’re always 

trying to increase that return.  They do get drawn to that.  And then, I would 

say probably the second most common conversation I had on the Trading 

Strategy Desk was risk reduction, right?  When they’re really worried about 

things moving inverse to their portfolios, and the impact it will have, you 

know, really that kind of focus.  So, I would say those are probably the two 

most common that I came across when I was on the desk. 

 

Edward Modla:  Certainly, yeah, and those are the classics.  And I would say over 

the past year, year and a half, I’ve had a lot more questions about 

speculating, particularly buying calls, never in my career have I had more 

conversations about buying calls than I have over the past year.  But 

certainly selling options, generating income, and reducing risk, we’re going 

to hit that an awful lot today.  Let’s get into our first strategy then, the long 

call.   
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As I said, this would be your most aggressive, bullish options strategy, 

when you have a market opinion that is your highest confidence level.  Let’s 

look at calls, just the basics, what does it mean to buy and to sell a call, 

we’re going to be talking about both today.  An equity call buyer is paying 

the option premium amount, that is a cash debit out of their account, and 

in exchange for that payment, they own the right to buy underlying shares 

of stock at a particular price, known as the strike price of the option, and 

they own that right for a length of time, specifically up till the expiration 

date.  The investor here chooses what strike price, and what expiration 

date they prefer.  The lower the strike price, meaning they can buy shares 

at lower and lower levels, the more they’re going to pay for that, and the 

longer the duration that the option exists, the more they will pay for that.  

So investors are always trying to decide, what strike price do I want, how 

long do I want to own this option, and what am I willing to pay, and then 

finetuning that decision. 

 

This investor is bullish on the underlying, if they have the right to buy 

shares at a fixed price, then as share prices rise, you would expect the 

option price to move higher, the value of that option to move higher.  

However, there is an element to options known as time decay, natural day 

to day erosion of the time value.  Options are prices as a forward looking 
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derivative, the price reflects potential future movements of the share price, 

so as there’s less and less time left until expiration, there is a natural slow 

decay in option premium, therefore the call buyer needs the stock 

movement, favorable movement in their direction, to overcome that 

natural decay that they will experience as an option holder.  They know that 

decay is going to happen, but they expect the movement, in this case, to 

the upside, to overcome any loss there in time decay.  Volatility is another 

component we won’t dissect too much today, but changes in volatility, 

which really are just changes in the dynamics between buyers and sellers of 

options, can also affect a premium.   

 

From the call seller’s side, the other half of this trade, call sellers are 

receiving the option premium, they’re getting paid, that’s cash into their 

account, and now in exchange for that cash payment, have taken on the 

obligation to sell shares of stock at the strike price, and they have that 

obligation up till the expiration date of the option contract.  Most often, or 

undoubtedly, the call seller already owns shares, and this obligation is 

covered by the shares that they already own, that’s known as the covered 

call, and we’ll be looking at that strategy a little more deeply in this first 

presentation today.   
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Let’s look further at that long call, buying calls, and gain a deeper 

understanding here, an investor in our example has a bullish outlook on the 

share price, but isn’t necessarily interested in buying shares, that’s a large 

cash outlay, that has a significant downside risk, so what are alternatives 

using options that this investor can utilize if they’re bullish, and they want to 

capitalize on that move higher?  There’s a number of strategies we could 

list here, but we’re focused on the buy call strategy of buy a call option, 

one-sided trade with consideration to that natural erosion, profitability will 

require the market outlook to be correct on direction, a bullish move, the 

magnitude of that direction, and the timing of that direction.  It’s not easy 

to be correct on all of these three, and make money buying call options, 

but that’s what you need to do, and if you are right on direction, 

magnitude, and timing, then your relatively small cash outlay can return 

awfully large gains in percentage terms.   

 

Another way to capitalize on a bullish move would be to buy a call spread.  

This starts the same way, buying a call option, but now simultaneously, 

selling a lower priced call, in other words, a higher strike call option, to 

reduce your cost, reduce your risk, and in exchange for that, you cap-- you 

maximize your potential profit here.  And that adds a layer of complexity, 

and Colin I know you have some thoughts on, you know, the comfort level 
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that investors have with respect to long calls, outright position versus doing 

what here is a vertical spread, and how do you perceive that comfort level 

in the investors that you deal with? 

 

Colin Songer:  You know, a lot of times you hit it -- once again, you’re, you’re on 

fire!  Two for two, it’s that, it’s that complexity, right?  They look at one leg, 

and they feel okay, I can figure this out, because there’s so many different 

components that go into pricing of an option, you mentioned volatility and 

time.  That complexity, just with one leg, they feel comfortable enough to 

get over that one and be able to trade it.  It’s once you start adding more 

legs, it gets much more complex, it becomes a little more difficult to 

understand, but I would say that it obviously, it has its place, but with new 

traders, they really are intimidated by that additional leg.  Because they’re 

not sure if they’ll be able to grasp that particular topic.   

 

Edward Modla: Yeah, you do have to understand both the long and short sides of 

options, in this case exercise and assignment, and we’re not going to walk 

through the spread version today, but if you do want to investigate that a 

little further, you’ll also want to pay particular attention to what happens at 

expiration, depending on where the stock is, particularly if the stock is in 

between your strike prices, you do have to keep your eyes open for that.  
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Let’s just look at an example here quickly before we sort of demonstrate 

this in a more interactive fashion, how does the long stock compare to 

being long a call option here?  The long stock has a nice, clean entry at that 

140 level, where the stock is today, you have profit right above it, you stand 

to lose right below that level, but you do have to pay for those shares, and 

if the stock does significantly sell off, that risk is significant.   

 

The option is a choice, and in our example we’re going to choose a strike 

price right where the stock is today, and I used a calculator to get these 

values, so about a month until expiration, 25 percent volatility, this is in a 

volatility level that the options price is using in order to gain its value, or 

maybe a better way to say that is the volatility level that justifies the current 

options price, so at this assumed volatility level, you know, here is your 

estimated options price, given these details, and that’s what you’d have to 

pay.   

 

Now options are written on a per share basis, they’re quoted $3.50 per 

share, they’re written on 100 shares, they call for the receipts and delivery 

of 100 shares, so that’s actually 350 total dollars, that’s why you’ll see your 

max losses, if this option were to expire as worthless, 350 is your max loss.  

And you have to make that back at expiration, you have to pay yourself 
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back that 350, leaving the break even point in the shares at 143.50, above 

which you can enjoy profits.  Moving parallel with being long stock, you just 

have that higher break even point that you have to overcome.   

 

Emphasizing the point, you got to be right on direction, you got to be right 

on magnitude, and you got to be right on timing.  And Colin, I know you’re 

going to talk a little bit here about options chains, and show us a little bit 

about you know, maybe looking through the chains and choosing strike, 

and choosing expiration, which is of course critical.  So let’s take a look at 

that in a little more interactive fashion. 

 

Colin Songer:  Thanks Ed.  So I’m going to dive right into our trading platform 

called Active Trader Pro.  If you don’t have access to this, just let us know, 

give us a call here and we’ll certainly work with you to get you access.  This 

is, right now, what I’m going to do is I’m going to need a symbol, so what 

I’m going to do is I’m just going to go to one of these features that we’re 

going to be talking about a little bit later, so don’t worry, we’ll definitely get 

to it, this Argus focus list, and the top one on here is Pinterest at PINS.  So 

what I’m going to do is, I’m going to bring that into an option chain.  So to 

access the option chain, we click on options, you’ll see up here option 

chain.  But, I like to plan things out, I like to have it in there, so I’m going to 
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bring up my option chain, I’m going to put in that symbol here, and one 

thing that I really enjoy about the option chain, it’s my primary tool that I 

use when I’m trading, it has the expirations that run along here on the top, I 

can choose which expirations I want, I can choose several, and that helps 

me with that decision to choose the right expiration.  Gives me the day’s 

expiration, which that’s going to be very valuable later on, if you learn 

about time decay and when it starts picking up, this could be something 

essential.   

 

How about some binary events, right?  That could be important, right?  

Things, dividends, earnings, whoa wait a minute!  Over here, look at that E.  

Aha!  We have an earnings right up here that is down the line.  Do I want to 

incorporate that?  Do I not want to incorporate that?  Those could be 

valuable questions that I’m asking myself to help plan it out.  It does list out 

our strikes right here that are available, and to the left right now, this is the 

via that I have, which is calls and puts, yes, this is the view I typically use, 

and you’ll see that it gives me the price.  Bid, in other words if I’m looking 

to sell to the bid, right, that’s the going bid price that’s available.  If I’m 

looking to purchase or buy an option, I’d be looking at the offer, the ask 

price that it’s available.  That’s what the market’s offering, does that mean 

that’s what I have to pay?  No, I can use other methods like limit orders, 
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right?  It’s kind of like fishing, put my line out there, see if anything wants to 

grab it.  If not, if I just want to get in, this is the going price that it has.  So 

this is the value that the option price, the option chain really provides you.   

 

Now there’s a lot more data that you can use to analyze, but that’s not the 

focus here today.  Our focus is, here’s a way that can help us make a 

decision for what’s best for our outlooks for, as Ed pointed out, selecting 

the right timeframe, and choosing the right strike.  How much do I want to 

put at risk for how much directional exposure I get?   

 

Edward Modla: Yeah, and as we flip over to the next strategy, and just to reiterate 

that, you know, setting up these chains to your liking is very important, set 

them up the way you want them, have and incorporate the columns that 

you want, and as Colin was saying, your fundamental analysis or your 

technical analysis might lead you to a strike price or an expiration, and 

maybe there is that earnings play that you want to include or exclude.  

Maybe there is a support or resistance level that gives you an idea of what 

your timeframe is, and then you can carefully select, you know, which is it, 

strike prices and expiration dates, that you do want to have up on your 

chain?   
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Now let’s move into what is, you know, arguably the most commonly talked 

about options strategy, covered call, and I think it’s because it does 

incorporate that long stock position, which most every investor’s 

comfortable understanding.  But then there’s a risk reduction element with 

the covered call, does a couple things for you, and we’re going to talk 

about those.  As we walk through the example here, we’re going to say that 

this investor has enjoyed a nice gain, it’s a very common circumstance for 

an investor to have a position, it’s moved up, it’s done well for them, but 

now they’re starting to see that maybe this stock is running out of steam, 

it’s coming up to potentially a resistance level.  We’re not quite ready to sell 

shares, there’s further upside, but not so much upside as there was before, 

how can they use options to lower their risk and not give up those gains, 

and then start to incorporate that income generation that Colin and I talked 

about here at the beginning?   

 

One of the most popular techniques here is to sell calls, that covered 

version of calls that we teased earlier, sell slightly out of the money, out of 

the money, commonly referenced at the OTM calls, these are strike prices 

above where the stock is currently trading.  Now think about why you 

would select out of the money call options if you owned shares, and by 

selling calls, you are taking on the obligation to deliver or sell those shares, 
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then out of the money, or higher strike prices, gives you the opportunity to 

continue to enjoy some gains in the share price before the price reaches a 

level where your shares get called away, and that’s where out of the money 

comes from, you know, sell call options at a strike price that is above the 

current level, but considered an area that you don’t think the shares are 

going to trade above, that resistance level.   

 

Now also, if you have multitudes of shares, I should say each option calls 

for the delivery of 100 shares, you have to own at least 100 shares to sell a 

call option, otherwise it’s not technically covered.  But if you have 300, 500, 

800,000 shares of a particular position, you can start to do some various 

things, staggering strike selection, sell a few calls at various strikes to the 

upside, collecting premium for each, and somewhat scaling out of the 

position if it rallies sharply, you can also sell fewer calls than the shares you 

own, you own say, 500 shares, maybe you sell two, or three, or four call 

options, bring in some premium, lower your risk a little bit, and all the while 

by selling fewer, you offer yourself the opportunity to capitalize on that 

large move higher, if one to occur, you wouldn’t have to give up all of your 

shares.   
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And Colin, I talk about covered calls to everybody, you know, to beginners, 

more sophisticated investors, some people like to do covered calls over, 

and over, and over again.  What kind of words of caution do you have for 

people that say I just like to sell covered calls all the time, they work.  I hear 

that kind of thing all the time.  Do you get the same kind of questions?   

 

Colin Songer:  Yeah!  (laughs) Yeah I do.  And a lot of times it’s -- a lot of times, 

people start off with a strategy, and they just kind of stick with it, we were 

speaking before, and Ed said it best, I think, which is well, it worked before, 

why wouldn’t it work again?  And that’s true!  And we get stuck in that 

mindset, what we’ve got to realize is that it really does shine in specific 

scenarios.  It doesn’t work for every scenario that we have.  Ed already 

pointed out something where if I think it’s really going to expand to that 

upside, maybe this isn’t the right thing for me.  So we’ve got to remember 

that.   

 

Now a lot of times, people perceive a covered call to be a very simple 

strategy, just want to remember with any strategy, you can make it as 

simple or complex as you would like.  So even though it looks simple, there 

are aspects that can make this much more advanced and much more 

complex.  
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Edward Modla:  Yeah, it certainly can.   

 

Colin Songer: Yeah!   

 

Edward Modla: You can tweak it to your liking, for sure.  Sorry to cut you off 

there, but yeah, you can make it more advanced, and that’s where 

education and knowledge comes from, the ability to understand the 

strategy well enough that you do some different things with it.  And I say 

this all the time, there are titles for these strategies, and there’s classic 

definitions of these strategies, so we all know what we’re talking about, but 

often in a live account with real money, investors are taking their 

knowledge of a strategy as it’s defined, and then doing something a little 

bit different, like staggering the strikes, like selling fewer calls and shares, 

and like doing different things that tailors the strategy a little bit more to 

their liking, and Colin already touched on some of this, so let’s take a look 

at the example and see, for these benefits, what is given up?   

 

And in our example, you know, we’ll say that this investor is not sitting on a 

profitable position, maybe they own shares at 75, and the shares are just 

sitting there, and they’re consolidating, they’re not moving too much.  And 
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this investor thinks well, I’m not so bullish anymore, I don’t think this stock’s 

going to run up into the mid-eighties, but I do still think we might have a 

nice run higher up to 80 or so.  Now this now becomes a covered call 

candidate to sell one of the 80 strike call options at $1.60, bring in, $160 of 

premium.  What that does is two very good things.  First of all, that lowers 

your cost, lowers your break even point.  Any time you do that, you are 

improving the likelihood of success on the trade, that’s a big benefit of 

using the covered calls.  Also, what you see here, in this entire area of this 

neutral to modestly bullish, a covered call is going to outperform being 

long stock.   

 

And these are two things that don’t necessarily go together, outperform 

and reduce risk, but the covered call has that potential, again that’s why it is 

such a popular strategy.  But two things, Colin alluded to it.  On the far up 

side, you’re obligated to deliver shares at 80, all of the sudden you wake up 

the next day and they’re trading 85, 88, $90 a share, you’re going to wish 

you didn’t sell that call.  The consolation prize is though, you will have a 

profit, and you will have reached your max gain.  I also want to point out 

this downside, it only takes a few bad experiences to realize when you sell 

covered calls, most often this risk protection element is relatively small.  

Right, you’re getting 1 percent, maybe 2 percent of that risk protection, but 
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if you get a significant selloff, you will find yourself in a better position than 

if you just owned the stock, but still suffering losses.  You do have to 

consider that.   

 

And when we look at these different what-if scenarios where the stock 

might go, and what you might have to do, if the stock does rally, one thing 

to point out, for those of you who use this strategy often, who might be a 

little more sophisticated, closing the position becomes likely when there is 

still time left, but the time value in the option is disappearing.  Remember 

the reason why you sold this option in the first place was to capture time 

value.  If that time value goes to zero, then you can’t make any more 

money in this trade.  You’re already obligated to sell shares below where 

they’re currently at, remember we’re talking about the stock rallies, up 

through the strike price, you’re already obligated to sell shares below 

where the stock is currently trading.  If the time value is also gone, meaning 

the option is only worth its intrinsic value, that’s how you check this, then 

you have nothing left to gain, you only have risk.  And that’s when closing 

the position tends to be a choice that investors would gravitate to.  You can 

also hold and prepare for assignment, if there is time value and you still 

want to capture that, you can just hold the position, let that remaining time 

value gets sucked out of the option premium, if the stock consolidates, this 
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is where, you know, Colin was talking about, do you just sell another call?  I 

hear this a lot from investors, they say well, the stock didn’t go anywhere, I 

made option premium, I’m going to go ahead and sell another one.  And 

then it works.  And then they go ahead and sell another one, they do that 

over and over again.  Just have to throw out those words of caution again, 

make sure every time you reestablish the position, it’s still consistent with 

your moderate to bullish outlook on the shares, you can be right, and it can 

work 8, 9 times in a row, but if it works poorly on that 10th time, it can wipe 

out all those other gains. 

 

And then to the downside, this is where you have to have respect that 

there’s not too much risk protection here if the stock were to decline, this is 

very similar to just being long stock, what do you do to close the position 

when you have too much pain and the loss has become too large?  You 

know, this rolldown, I wouldn’t say this is a sophisticated technique, but it 

does take a little bit of understanding, rolldown simply means buy back, or 

buy to close, the option that you had originally sold, and then sell to open a 

new option at a lower strike price to get some added premium, that’s 

another choice that really only is viable, generally speaking, when the stock 

has modestly declined.  If there’s a significant decline, then a lot of those 

options are going to lose their value, and not offer too much potential.   
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All the while here, you know, something we said at the top, as Colin’s 

going to get into now, is that finding the idea for your strategy perspective, 

you know, where does that idea come from, what types of tools are 

available to you to find those ideas before you implement the strategy?  

Certainly that’s critical, and let’s take a look at that now.   

 

Colin Songer:  Thanks Ed.  So, before we dive into here, just a few things, 

because I thought Ed made some great points, so I just want to emphasize 

these points, right?  One of which is that, one of the misconceptions that 

come along with the covered call is this idea of well, I’ll just sell a call and I 

won’t have to worry about being assigned, I don’t want to sell my shares.  

Well if you can’t part with your shares, maybe doing a covered call might 

not be the right thing for you, and let me explain why.  Is that when you sell 

those calls, you’re no longer in the driver’s seat!  You’re at mercy of those 

calls.  You can be assigned at any time for any reason.  So, just remember 

that when you go into these strategies, if you sell a call against it, you’re 

obligated.  And if it’s equity or ETF, more than likely it can be assigned even 

though expiration hasn’t happened yet, or it’s not even in the money.  I’ve 

seen that.  And Ed, I thought hopefully everyone picked up on this, one of 

the most important pieces of this puzzle is your risk to the downside.  A lot 
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of people, when they think covered calls, well the risk is if it goes above my 

strike and it keeps going.  Well that, that’s your max gain!  Why wouldn’t 

you want that?  And I’ve stated that.  Here’s the funny part is, I have 

experienced it myself!  I tend to do this as well, is that when it goes down I 

keep thinking well I got a buffer, because I did a covered call.  You could 

lose a lot more!  And like Ed said, that’s happened, you’ve -- I’ve just lost 

everything that I’ve earned over the months I’ve been selling calls, now I’ve 

lost it all on this one trade, because I didn’t manage my losses.  So it’s so 

important.   

 

Here’s a snapshot, and that barrier, first jumping into doing covered calls, 

how can I find these ideas?  Well on Fidelity.com, you can also access it by 

going to options, and then option research, which is right here.  And when 

you get there, you’re going to land on this very page, which is an option 

chain, which you’re going to say oh, well we’ve seen that before, right?  

Well of course.  But you’ll see this tab right here in the middle says market 

overview.  And that’s where our focus is going to be here today, which is 

here are a few things that Argus has a focus list that they provide daily, 

where it gives us different trade ideas.  Now, don’t view these as 

recommendations, a lot of people make that mistake saying well it’s here, 

I’m just going to trade it.  I would say view this as a potential opportunity 
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for you to do more research.  Because I have gone through these lists, and 

there have been some where I’ve looked at it and I’ve gone whoa, I’m not 

comfortable with that, maybe it’s just the timing, maybe I need to wait.  

And others that I say yes, this does look good, and I like this.   

 

Now these are all clickable, so if I click on that top one, yes this is the one 

that we used for the option chains, so it’s going to be very familiar.  And it 

gives a breakdown, it brings us to report finder.  Now this is also part of the 

trading ideas tab.  You can actually screen for your own if you would like, 

and you can save those screens soon enough.  And here it gives you a 

breakdown.  Now look at what it does do.  It does make a suggestion for a 

strike, an expiration, the premium you’re taking in, and it does give you a 

breakdown.  Here’s your net debit, here’s your downside protection as a 

percentage.  These are things that you use to come to your own evaluation.  

There is a report that if you click on the link, it gives you a breakdown or 

report.  But once again, this is not a recommendation, and a lot of people 

view it as such.  I would view it as this is a starting point to maybe look 

further into, to see is this a good match for my risk tolerance, which is very 

important.   

 



 

 23 

Edward Modla:  Yeah I’m going to look at that and say it reminds me of one 

comment about premium, when premiums are high, it can be very 

tempting to sell the option, because you see wow, 6 percent downside 

protection, that’s a lot of premium, I like this trade.  High premiums are 

attached, of course, to higher risk.  The more volatile the stock is, the more 

premium there’s going to be, and that can be tempting, I’ve certainly 

gravitated towards high premiums myself, but you have to realize more risk 

is going to be associated with those high premium levels, the market 

doesn’t give away things for free.  And remember that, that premium is just 

a result of buyers versus sellers, and if there’s high premiums, that means 

there’s a lot of buyers of those options.  There’s demand for those options, 

the more that premium is, and you’re taking that other side.  Right?  You’re 

taking the sell side, so just be aware of those premium levels, but again 

with covered calls, you know, premium is what you’re looking for, and that 

downside protection is one of the benefits.   

 

The last strategy here in session one, selling puts, this is rather simple.  But 

it’s a strategy that’s most commonly attached to an attempt to buy shares 

of stock.  It’s only got one piece to it, so we’ll walk through it rather quickly 

after taking a look at just the basics of puts.  An equity put buyer, similar to 

calls, they’re paying premium upfront, that’s a cash debit out of their 
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account.  But instead of owning the right to buy shares, now it’s the 

opposite.  The put buyer owns the right to sell shares of stock at a particular 

strike price, and they own that right up until the expiration date.  If they’re 

speculating to the downside, meaning they just bought a put option and 

that’s it, then they’re bearish on the stock and they want the value of their 

put to increase, the right to sell at a particular price would hopefully 

increase if the stock price moves lower and lower.   

 

Put buying is also commonly used as protection if the shares are already 

owned, and this is actually a bullish investor who thinks the share price is 

going higher, but they’re buying protection if the share price were to 

decline, the put option they own gives them the right to sell the shares that 

they already have in their account.  We’re going to focus on the sell side, 

here the equity put seller is paid premium upfront, cash into their account, 

that’s theirs to keep, and in exchange for that premium payment, they’ve 

taken on the obligation to buy shares of stock, the obligation is at the strike 

price, and they are under that obligation up until the expiration date.  This 

investor that we’re focused on here today is comfortable with that 

obligation, and they’re getting paid to buy shares at a level that they’re 

comfortable with generating income.  Again, that generating income 
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strategy comes up here waiting for a share price to drop, you think it’s a 

little bit too high today, looking for the share price to pull back.   

 

As a hypothetical, investor here is bullish on the long-term prospects for 

share price moving higher, but considers the current level too expensive.  

How can their account benefit while waiting for a share price pullback?  

Now putting in a limit order is not going to pay you anything, but selling a 

put does get paid premium while accepting the obligation to purchase 

shares, I’m going to compare these two a little more deeply here when we 

show the P&L graph, but getting paid and accepting an obligation that 

you’re comfortable with to purchase shares at a carefully selected strike 

price, and then also using your options chains to look for expiration date, to 

look for a comfortable option premium that makes this worth your while, 

you know, Colin, how do you think investors that you speak to approach 

selling puts, and what type of experience level do you think they need to 

have when they’re utilizing the strategy?   

 

Colin Songer:  Well when we take a look at, especially with selling puts, you 

know, it is, which is very interesting, we’re going to be diving into it later, is 

that you know, a lot of people utilize this particular strategy because they 

were willing to buy at a certain level anyways, almost like a substitute for a 
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buy limit order, right?  It allows the ability to, as you’ve mentioned, get 

compensated possibly upfront for doing so, and if it falls to that point, well 

they were planning on buying the shares anyway, so they allow them an 

entry in.  A couple caveats to that.  Buy limit, if it gets down there, you’re 

assured to get those shares.  By selling a put, assignment is just whenever it 

happens.  Unfortunately, once again, you’re not in control, so you don’t 

have that.   

 

Typically, I’ve noticed that selling puts is wide range, believe it or not!  

Some of the most experienced traders like to sell their puts, and some 

people are beginning out when they get comfortable with a buy right, they 

will also start dabbling in with selling the cash-secure puts.  So this area is 

something that they really do navigate towards, almost like an, I don’t 

know, next step.  But it’s funny that this is the way they go.  Just remember, 

when we talk about, you know, an area that I’d be comfortable buying, if 

it’s falling to that level, sure you might be uncomfortable buying, but make 

sure we’re not catching a falling knife.  Don’t forget, risk management is 

important. 

 

Edward Modla: Always risk management is important, yeah, you hit really the first 

thing that I was about to say there with respect to comparing to a limit 
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order, we have our example here, stocks at 146, and maybe this, let’s say 

this is that falling knife, but you like the shares here, they’re getting cheap, 

they’re just falling too sharply, and you’re not ready to pull the trigger, but 

if they get all the way down to 140, you’re ready to buy shares.  You could 

put in a limit order there, or you can sell a put and receive some premium if 

the stock sort of drifts around, $146, 144, 142, for another month or so, 

you’ve at least made something, and you can sell puts and get paid to work 

that similar type of order.  The difference being, if the stock gets to 140, 

your limit order is filled.  Your option is likely not going to give you the 

shares unless the stock is below 140 at expiration.  It’s certainly possible 

that the shares drop below 140, your before expiration shares find support, 

they bounce back above the strike, and you never get the stock that you 

wanted.   

 

Now you could manage that, if the stock was trading 138, 136, you could 

take a look and see what’s this put trading for?  I don’t want to lose the 

stock, maybe you go back in and buy the put option to close, you might 

have to take a little bit of a loss, maybe not.  And then just actively buy the 

shares, but as a standalone strategy it’s generating some income, waiting 

for the share price to drop, and you can see, as a standalone, your max 

gain is just the premium that you received when you sold the option, that 
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P&L graph would change, of course, if you owned the shares, but now 

you’ve got your cost basis here at 138.  Colin, I use calculators all the time, 

so let’s take a look at some P&L and some calculators, and some 

calculations that people might want to be familiar with as they’re looking 

through these strategies. 

 

Colin Songer: 

That’s funny, because I remember going way back when, my manager used 

to teach me about options strategies using P&Ls.  It was the method!  So 

right now, we’re going to jump into Active Trader Pro, we click on options, 

I’m going to go down to this profit loss calculator.  I will tell you, so many 

people are unaware that this even exists on our platform.  It is available on 

Fidelity.com as well, so let’s dive right in!  So right now, we’re taking a look, 

now this gives us a breakdown.  It shows us how much we can make, how 

much we can lose, and that all important break even, right, where we don’t 

necessarily make money, but we don’t necessarily lose money.  As you can 

see here, this shows us a break even on this particular trade being 67.95, 

and it shows us the further up it goes, the more money we’re going to 

make, now notice what happens, it hits that 75, which is our strike, and 

that’s the most we make, no matter how high we go.  Our pricing 

components up here that we can enter, and it will adjust showing us how 
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much we make or we lose.  And also, it shows us the impact that time and 

changes the volatility. 

 

But I really wanted to point something out here, because we talked about 

covered calls and selling puts, here’s a real interesting fact is, I put buy right 

and selling a put.  Now watch the difference.  Yes, I did change.  Look at 

the blue, it’s highlighting the buy right.  But it’s the exact same information.  

Because if you use the same strike and the same expiration date, they’re 

synthetically the same.  Now what that means is, they have very similar, or 

even exact risk rewards component to them.  Always very interesting, it’s a 

little bit more of an advanced topic, but I thought I would, I would share it, 

since we’re here. 

 

Ed, so now that we’ve kind of gone over those profit loss, what other 

aspects did you want to cover here today under bullish strategies? 

 

Edward Modla: I wanted to sort of reiterate what you just said there about that 

synthetic relationship between covered calls and selling puts.  Certainly a 

little more advanced topic, but it’s worth knowing, particularly if you are 

investigating or you follow an advisor, you follow some guidance and 

they’re saying hey, I’m suggesting a buy right here, which again is buying 
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stock and selling calls at the same time, and you’re using an in the money 

call option.  Should, the difference between the two might be your 

execution prices, those higher priced in the money calls might not give you 

as good of an execution price as the out of the money puts do, so if 

someone’s suggesting a buy right using an in the money call, my first 

question would be, why not sell the put there, because as Colin just said, 

they are synthetics to each other, execution prices might make the 

difference, and generally speaking, this smore broad options concept, the 

lower the delta, or the lower the premium of the option, the better bid-ask 

markets are likely to get, and the better execution prices.  So I just wanted 

to pick up on that comment Colin. 

 

END OF AUDIO FILE 

 

Options trading entails significant risk and is not appropriate for all investors. Certain 

complex options strategies carry additional risk. Before trading options, contact 

Fidelity Investments by calling 800-544-5115 to receive a copy of Characteristics and 

Risks of Standardized Options. Supporting documentation for any claims, if 

applicable, will be furnished upon request. 

 

A covered call writer forgoes participation in any increase in the stock price above the call 

exercise price, and continues to bear the downside risk of stock ownership if the stock price 

decreases more than the premium received. 
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There are additional costs associated with option strategies that call for multiple purchases 

and sales of options, such as spreads, straddles, and collars, as compared with a single 

option trade. There are additional costs associated with option strategies that call for 
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with a single option trade. 
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