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Disclaimer

Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions 
until they have read and understood the risk disclosure document, Characteristics and Risks of Standardized 
Options, available by visiting OptionsEducation.org or by contacting your broker, any exchange on which 
options are traded, or The Options Clearing Corporation at 125 S. Franklin St., #1200, Chicago, IL 60606.
In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, 
interest and taxes have not been included. These costs will impact the outcome of any stock and options 
transactions and must be considered prior to entering into any transactions. Investors should consult their tax 
advisor about any potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative 
and educational purposes and should not be construed as an endorsement, recommendation, or solicitation 
to buy or sell securities. Past performance is not a guarantee of future results.

Copyright © 2021. The Options Clearing Corporation. All rights reserved.
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Presentation Outline
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• Covered Call Structure

• Motivation & Risk

• Risk Profile (Example)

• Choosing Strikes & Expiration 



Covered Call Structure



Equity Call Options

• An equity call buyer:
• Pays cash debit immediately

• Owns the right to buy underlying stock/ETF

• Bullish on underlying

• Needs stock movement > time decay

• An equity call seller:
• Receives cash credit immediately

• Has the obligation to sell underlying stock/ETF

• Likely already owns shares (Covered Call)
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Covered Call Basics
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• A covered call writer:
• Writes (sells) one equity call contract for each 100 shares owned

• Has the obligation to sell underlying shares at strike price, if assigned

• Assignment (your potential obligation)
• Possible at any time on or before expiration

• Equity options are American exercise style

• Early assignment most likely before ex-dividend date

• In return for this obligation
• Call writer receives and keeps option premium



Covered Call - Motivation
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• Primary goal – increase returns
• Call premium received and kept (assigned or not)

• Generate additional income (over any dividends)

• Investor’s forecast
• Capitalize on moderately bullish or neutral outlook on share price

• Within a small price range over strategy’s lifetime

• Improve break even point
• Overall cost is lower

• Improved probability of profit

Covered Call

Long Stock



Covered Call - Risk

8

• Upside profit potential is limited
• Strike price – stock price paid + call premium received

• If assigned stock sold at strike price

• Downside loss potential is substantial
• Downside risk is with stock

• Option offers limited protection

• Risk is equal to stock cost less call premium received

Long Stock

Covered Call



Risk Profile (Example)



Covered Call Example
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• Investor purchases 100 shares at $100/share
• Bullish thesis based on market analysis

• Shares have consolidated and remain at $100/share
• Investor is still bullish but now becoming somewhat cautious

• Choices to consider:
oDo nothing (Hold shares)

oScale down share position to reduce risk (e.g. sell 50 shares)

oSell a call option with a strike price above $100



Covered Call Example
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Own 100 shares XYZ at $100
Sell 1 XYZ 105 call at $3.00

Maximum Profit if Assigned:

Effective Stock Sale Price –

Stock Price Paid

($105 + $3.00) – $100 = $8.00

$800.00 Total

Break-even at Expiration:

Stock Price Paid –

Call Premium Received

$100 – $3.00 = $97.00

Not including trading costs

90 95 100

0

Long stock at $100

BEP $97.00

105 110

(45 days, 35% volatility)



Choosing Strike and Expiration



Covered Call – Choosing Strike
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• In-the-money (ITM)
• Highest premium

• Most downside protection

• Lowest profit potential

• At-the-money (ATM)
• Highest amount of time value

• Fastest rate of time decay

• No potential for upside share price gains

• Out-of-the-money (OTM)
• Lowest premium

• Least downside protection

• Highest profit potential 



Covered Call – Choosing Expiration
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• Could be decided by:
• Technical or Fundamental Analysis

• An event on the economic calendar

• Shorter term expiration (e.g. 1-2 weeks)
• Faster time decay

• Smaller premium amounts

• Longer term (e.g. 1-2 months) 
• Higher premium amounts

• More downside protection

• Slower time decay



Things to Know
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❑Potential income generation is motivation for 
covered calls

❑Downside protection is defined by the 
premium received from the call sold

❑Risk is the long stock

❑Strike and timeframe selection can always be 
adjusted

❑Know if assignment is acceptable



The information provided in this communication is solely for educational purposes and should not be construed as advice or an 
investment recommendation.  Fidelity Investments is a separate company, unaffiliated with The Options Industry Council.  
There is no form of partnership, agency affiliation, or similar relationship between The Options Industry Council and Fidelity 
Investments, nor is such a relationship created or implied by the information herein. Fidelity Investments has not been involved 
with the preparation of the content supplied by The Options Industry Council and does not guarantee or assume any 
responsibility for its accuracy or completeness.


