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Options involve risk and are not suitable for all investors. For information on the uses and risks of options, you can obtain a copy of the Options Clearing
Corporation risk disclosure document titled Characteristics and Risks of Standardized Options by calling (312) 542-6901.

Futures are not suitable for all investors. The amount you may lose may be greater than your initial investment. Before trading futures, please read the
CETC Risk Disclosure. For a copy visit interactivebrokers.com.

Security futures involve a high degree of risk and are not suitable for all investors. The amount you may lose may be greater than your initial investment.
Before trading security futures, please read the Security Futures Risk Disclosure Statement. For a copy visit Interactivebrokers.com.

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange trades can vary due to time zone differences and
bank holidays. When trading across foreign exchange markets, this may necessitate borrowing funds to settle foreign exchange trades. The interest rate
on borrowed funds must be considered when computing the cost of trades across multiple markets.

The Order types available through Interactive Brokers LLC's Trader Workstation are designed to help you limit your loss and/or lock in a profit. Market
conditions and other factors may affect execution. In general, orders guarantee a fill or guarantee a price, but not both. In extreme market conditions,
an order may either be executed at a different price than anticipated or may not be filled in the marketplace.

There is a substantial risk of loss in trading futures and options. Past performance is not indicative of future results.
Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to portray recommendations.
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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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About OIC

 FREE unbiased and professional options education
* OptionsEducation.org

* Online courses, podcasts, videos, & webinars
* Contact Investor Education at options@theocc.com
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Presentation Outline

Income generators
* Covered calls
* Cash-secured puts
* Covered combo

OIC
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Covered Calls

* Covered call: investor simultaneously
* Writes (sells) one or more equity call contracts
* Buys equivalent number of underlying shares
* One short call for each 100 long shares

* Primary goal — increase returns
* Call premium received and kept (assigned or not)
* Generate additional income (over any dividends)

* Investor’s forecast
* Neutral to bullish on the underlying stock
* Within a small price range over strategy’s lifetime

OIC



Covered Call Writer’s Obligations?

* Like any call writer (short call position)
* Has the obligation to sell underlying shares
e At strike price
* |f assigned
e Assignment (your potential obligation)
* Possible at any time before expiration
* Equity options are American-style
* In return for this obligation

* Call writer receives and keeps option premium

OIC



Covered Call Example

Own 100 shares XYZ at $52.00
Sell 1 XYZ 55 call at $1.75

Maximum Profit if Assigned:

Effective Stock Sale Price — Stock Price Paid

? ($55.00 + $1.75) — $52.00 = $4.75
S  BEP$50.25
i $475.00 Total
’ i 55 elo Break-even at Expiration:
i \ Stock Price Paid — Call Premium Received
51 Long stock at $52.00
& $52.00 — S1.75 = §50.25

Not including commissions

: OIC



0D |'”".\- u
o 280 oeyia

Y in onbsy

UTRNEYY

1oeua

NP esseul

9SP6RL
269¢95
9ERSH|
668495

9S685T

N
L

doay winsd; SRR
AIDAL 1305y TN 159 0o sup
O sunew Bapaadus paayy X ¢

MISU pudgiaga Yqeu o WENED stsyioe

FHI™ 15 Sung yur PR usenbypy, SEPOs sy

’;lzﬂaga

88 SRSl
66 668095
Rl Sepa no sodwd) yanhire ssclang sanb o A 2081 -
131 ey I i | oy - | o8 US6RC>
wuod ey >uny s o S ansod pensopey
0IGI wEpun Saura anbsingy 2N oL wax ) O 86
wersdr n SuUBTW Ao any vnaeyd e TR MIsdqoey ey s
1w U3sousy HISA depey wreede g 1°0Tn) oy ‘i >
SR stmuogas TR e yow o SipeAuoy wnmgy




Characteristics of Cash Secured Puts

* Typically involves selling ATM or OTM options
* Assignment is potentially welcome and desirable

* May be possible to buy shares below current market price with funds
set aside

* If assigned, investor now has risk of owning the stock or ETF
e Can potentially earn additional interest income on funds set aside

oB
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Cash Secured Put Example

XYZ @ S50 60 Days to Expiration
* Sell 1 60-day 45 Put at $2.00

* Set aside 54,300 to buy stock if
assignment occurs (preferably in
an interest bearing security)

: OIC



Cash Secured Put Example

Sell 1 XYZ 60-day 45 put at $2.00

)
Breakeven = strike - premium + /
/
-+ o -
: o B/E: $43 /
* Max profit of 52.00 does not take Max. Profit: | 1. ;
, , $2.00* W
into account resulting long stock : : : Iv |
position should assignment occur 1 3 40 45 ,{E,O ‘\55
/
-+ / Current
» Share Price

Not including commissions
12
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Covered Combo



Characteristics of the Covered Combo

An understanding of Covered Calls and Cash Secured
Puts is imperative

* Assignment is generally seen to be favorable
* Theta (time decay) is your friend

e Limited (but substantial) reward

* Risk is in long stock

) OIC



Covered Combo Example

XYZ @ $65.00 45 Days to Expiration

Sell 1 45-day 70 Call S 1.50 + Long 100 shares XYZ at $65
Sell 1 45-day 60 Put S 1.75

Maximum Gain:
Call Strike (70) — Stock ($65) + net premium ($3.25)
S70 - S65 + S3.25 = 58.25 or $S825.00

Gains limited from stock and premiums (effect of short call)

Excludes transaction costs
s OIC



Covered Combo Example

XYZ @ $65.00 45 Days to Expiration

Sell 1 45-day 70 Call S 1.50

+ Long 100 shares XYZ at S65
Sell 1 45-day 60 Put S 1.75

Maximum Risk:
« Stock (565) + put strike (60) — net premium (53.25)
e S65+60-53.25=5121.750r S12,175.00

* Only occurs should XYZ = SO at expiration
* Losses can occur on both stock and short put

Excludes transaction costs
16
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Covered Combo Example

XYZ @ $65.00 45 Days to Expiration
Sell 1 45-day 70 Call S 1.50 + Long 100 shares XYZ at S65
Sell 1 45-day 60 Put S 1.75 2

Upside profit potential capped by -

short call i
=0 }
Downside loss potential |
compounded by short put AND long
stock §
Excludes transaction costs > & l

OIC



What Happens at Expiration?

Stock is < $60.00

Sell 1 45-day 70 Call $ 1.50

+ Long 100 shares XYZ at S65 .
Sell 1 45-day 60 Put $ 1.75 5 >

1
o

e Short put gets assigned and
investor purchases ADDITIONAL
shares for S60 w/cash on hand =t

* New Risk/Reward results from long =
200 shares XYZ - l

» Short call expires worthless § 6?/ 6l5 70

Excludes transaction costs

OIC



What Happens at Expiration?

Stock is > $60.00 and < $70

Sell 1 45-day 70 Call $ 1.50

Sell 1 45-day 60 Put $ 1.75 + Long 100 shares XYZ at $65 _

* Both call and put options expire
worthless

* Long stock position remains 100
shares

* 53.25 premium -
added/subtracted to net -
profit/loss from long stock |

Excludes transaction costs O I C



What Happens at Expiration?

Stock is > $70.00

_ Q
Sell 1 45-day 70 Call 5 1.50 + Long 100 shares XYZ at S65 1 -

Sell 1 45-day 60 Put $ 1.75 .

e Short put expires worthless and -
short call gets assigned g
* Investor sells long shares at 570 (no

remaining stock position) 6?/ 65 70

o

* Resulting profit is call strike — long
stock price + net premium received

e 70 call - 565 stock + $3.25 premium -
= §8.25 max profit -

Excludes transaction costs

OIC



For More Information

www.OptionsEducation.org
Investor Services: options@theocc.com
OIC YouTube Channel
LIKE us on Facebook

Follow us on Twitter @Options_Edu!
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