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We saw in our last chapter that selling calls to open, or “writing calls” in options lingo, can be very risky, and will
also block some of your cash as margin. Our next strategy will need no margin calculation. It is one of the most
utilised and successful options strategies, and will involve writing calls after buying the underlying stock.

For the first time since we started discussing options, we will see a combination of trades. Short calls are said to
be “covered” if you buy the underlying security first, then sell the call.

We are also going to see what this looks like on the Swissquote platform. The stock we'll use for this example is
Credit Suisse (symbol: CSGN) on the Swiss Exchange SIX. | have no specific insight into this company, but just
chose it because the price per share is low, so | won't need to use much capital to illustrate our lesson.

Let’s start with the purchase of the shares. On the Trading space within the eTrading platform of my Swissquote

account, I'm typing “CSGN" in the widget called “Search & Trade”. For the record, | am doing this on Wednesday,
22 February 2023.

Clicking the [Trade] button on the left brings up the trade window.

CSG N 1.51% ISIN: CH0012138530
CS GROUPN Exchange: SIX Swiss Exchange

Last 161120 2.697 CHF Change 0.04 cHr

Bid 16:11:32 CHF Ask 161132 2.697 CHF

Trade Buying Power 783.76 EUR Account: | EUR

1. Order side 2. Quantity 3. Order type 4. Validity

e 100 ’ Market Good Till Date
O sEw

Total estimated amount of: 307.75 EUR
at the rate of 1.0123
(Fees 7.44 EUR incl.)

Please choose the account you want to use to BUY your product

|- [ CostDisclosure & i



Full disclosure: your commission is likely to be slightly more expensive than the 7.44 € you see at the bottom of
this screen. For more details about trading commissions, please check our public website swissquote.lu.

As you can see from the screen, | have selected the order type “Market”, which means | will buy 100 shares at
whatever price the stock is trading now. | have also selected my settlement currency to be EUR, since | own
Euros on my account, and not Swiss Francs.

| clicked [Prepare Order], then [Place order], and voila, | own 100 shares of Credit Suisse at a unit cost of CHF
2.708. You see below the order | just placed, and the resulting position.

Valdrty s Last

DAY 2709 129461283

-0.24 (-0.09%) 2707 2709 2709 196%

Now let’s look after the second “leg” of our trade, which is the call writing. | type CSGN on the “My Optionchain”
widget, and see this table — for simplicity | am only showing the calls on the left, we don’t need the puts (in case
you are wondering, we will discuss puts in the next two chapters).

My Optionchain
: r Eid ctrn
SIX Swiss Exchange " .T13 13509
(255284 ] [+]

[17 Mar 2023 %] (21 Apr2023 ¥] [19 May 2003 x| [+]

AT Mar 2023
10'324 CSGN MAR/I3-C 255100 255  -64%
2701 CSCN MAR/Z3-C 26 100 26 -4 5%
B4BE CSCN MA 16k 2
3688 CS 2 27100 27 o8
9435 CSGN MAR/I3-C 275100 275 11.0%
10'084 CSGN MAR/23-C 28 100 28 +28%
YYIE (SGNMARSJI-C 7B TR RS 184 +4.3%
21 Apr 2023
2704 2 2478 CSCN APR/22 € 2EE 100 255  -64%
T435 8646 CSCN APR/23 C 2.6 100 15 i
8328 8610 CSGN APR/23-C 2.65 100 265 2T%
6377 T'847 CSGNAPR/23-C2.T 100 27 0.8
590 B804 CSGN APR/23-C 275 100 275 +1.0%
8431 8317 CSGN APR/23-C 28 100 28 128%
19 May 2023
G900 3 5'830 CSGN MAY/23-C 255 100 1685 A%

6950 5761 CSGN MAY/23-C 25 100 25 i
7001 6741 CSGN MAY/23-C 265100 g
T057 67 GN MAY/23-C 2.7 10 27 o
roas % SN MAY/F3-C 7.0% 100 +1.0%
141 21 CSGN MAY/Z-C 28 100 +2.0%




| am going to write one call May 2023 strike 2.80. For this, | will click the red button on the very last line of this
table, next to “CSGN MAY/23-C2.8 100"

Note that on the Swissquote platform, you can only place options orders with a limit, not at market best.

CSGN MAY3 2.8C

C  Refresh

Exchange: Eurex

Last = Change =~

Bid 16:43:17 CHF Ask 164357 .21 CHF
7'142 5'937

Strike 2.B0 CHF Expiration 19 May 2023
Multiplier 100 Type Call

Underlying 'CS GROUP N Price 2.TOCHF 4 (1.43%)
16:43:44

Trade Buying Power. 496.57 CHF

1. Dvrder side 2. Quantity 4. Validity
O BUYTOOPEN 1 e : Good Till Date

SELL TO OPEN
017 CHF R | 22 Feb

And here is the resulting order, and the short call position (notice the “-1” next to the option position). My covered

call selling is complete!

a4
Symbol rs Quantity Type Price  Ccy  valdrty Date 3 Orcer
CSGN MAY3 2 8C L | Lienit 017 CHF 16:45131 179466051
100 Market cHi 16:14:36 2. 129461283

AN

g% Coy

-1.32 (-0.48%) [ 7% CHF
Shares subtotal 1.7 (-0.48%)

Options & Futwes
v [imde CSGNMAY328C -1 0417 -4.03 (-2346%)
Options & Futures subtotal -4.03 (23.46%)

Now we have our full trade, let’s see what are the benefits and obligations of this combined position.

We own 100 shares, which on their own are a bullish position — we will profit if the share price rises. But we also

sold the call, which is bearish as we saw in chapter 4. Do these two trades cancel each other out?

To answer this question, let’s see the three possible scenarios between now and the May 2023 expiration.



1.The price of CSGN rises a lot above the CHF 2.80 strike price — say to 4 CHF

If this happens, | can be confident that my short call with be assigned at or before expiration. “Assigned”
means that the counterparty, the call buyer, will exercise it and buy my hundred shares for CHF 280: the
strike price 2.80 x 100.

When this happens, my -1 call position, as well as my 100 shares, will be taken off the account.

The end-result will be for me (to keep things simple, | am ignoring all commissions):

CHF-27080 | CHF+17 CHF +280

purchase of 100 Sale of 1 call Sale (assigned!) of profit CHF 26.20 from
CSGN shares May 2.80 100 CSGN shares February to May 2023

This small profit represents 9.67% of our initial stock investment of CHF 270.80, over three months. When
extrapolated, this is an impressive annual yield of nearly 40%.

(However, despite these good numbers, there is a negative aspect to this trade, maybe you've already seen
it? We will get into it a bit later in the chapter)

2.The price of CSGN stays more or less flat

If my call never gets assigned, and the stock price stays stable for the three months to expiration in May,
due to the time decay we discussed on an earlier chapter, the call will expire worthlessly. The CHF 17 call
premium will be ours to keep. And we will still own our 100 shares, since there will be no benefit for the call
buyer to exercise.

purchase of 100 Sale of 1 call expense of CHF 253.80
CSGN shares May 2.80 for the 100 shares | own

All considered, | have reduced my average unit cost by CHF 0.17, or 6.27%; and if | want, | have the possibility
to sell another call again, reducing my average cost further in following months.

3. The price of CSGN goes down from its current level

Like in scenario 2, my call will not be exercised by its buyer, and will expire worthlessly. Unlike scenario 2,
| will lose out if the share price falls more than my call value of CHF 017 per share. But at least, | will have
reduced my average unit cost. And | will still own my shares and can hope for a bounce back. Still, this is the
least appealing of the three scenarios.

purchase of 100 Sale of 1 call expense of CHF 253.80
CSGN shares May 2.80 for the 100 shares | own




Let’s return to our scenario 1. What’s the drawback we mentioned?

The drawback is that your stock position, if you had not sold the covered call, would now be worth CHF 400
— you would be sitting on a 48% profit over three months. Your short call prevented you from taking the full
benefit of the share price rise.

Selling covered calls to open: P&L Chart

Long stock

Maximum profit: _

CHE T />/ Covered call

0

Max loss: Short call

CHF 17017

0 CHF 280 Stock price

Here is the profit and loss chart for the written covered call.

A few final remarks on covered calls

= In flat markets, this strategy is particular interesting to investors with an existing portfolio, who want to
boost their income.

= You can buy to close your short call at any time during its lifespan.

= You may also keep your short call and decide to sell your shares, but beware! You will find yourself with a
short naked call, which is a much more risky strategy. See chapter 4 for more details.

= One added advantage of selling covered calls, is that the call premium is available instantly for you to
reinvest — or spend!

Two line summary

Writing covered calls offers a partial protection against a loss in your portfolio, and offers instant revenue at
little risk. The main trade-off is relinquishing some of the profit in a booming market.
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