
 

 

Welcome back to the Rude Awakening, folks.  

Today is Friday, February the 12th, 2021.  

We are on day six of a 10-part series talking about how to build a trading platform 
that gives us an edge or an advantage.  

Day one, we talked about the problem, which is we don't have an edge or an 
advantage if we're just simply buying stock or investing money directly into the 
marketplace.  

Day two, we talked about the solution, which is building an asymmetric trading 
system, where we only risk a dollar for every $3 of potential profit.  

Day three, we talked about how to use bracket orders to automate that process.  

Day four, we talked about filtering and screening through the 14,000 different 
opportunities we have in the marketplace every day, how to find those trades out 
there.  

Yesterday, we talked about how to calculate probability of profit and win-loss 
ratios and really understand whether or not we do have an edge or an advantage 
when we go out and place a trade. 

Today, we're going to talk about synthetic covered calls and how that works in 
our portfolio and what it does for us.  

Let's take a look at an example here that we've used previously, and that's CMG. 
We look at Chipotle here, and we look at the chart. We like it, and it seems like it's 
a nice performer. It's been doing really well, like, "Man, I'd like to maybe own 
some of that, take advantage of a equity position in CMG." We can certainly go 
out and just buy some of that. If we bought that and we just purchased one share, 
for example, we can look at that in the curve. We know what that looks like, 
right? It's not asymmetric. It's very symmetric. We have pretty much the same 
amount of reward as we have risk. Statistically speaking, it's a 50/50 shot as to 
whether or not we're going to be right and whether or not Chipotle goes up or 
goes down, but it's very symmetric in nature in terms of the amount of risk that 
we're taking versus the amount of reward that we're getting. 



 

 

One of the things that we could do here to give us a little bit of an edge or an 
advantage is we could give up some of this unknown potential for a little more 
certainty. Are you willing to give up potential for certainty? Right? We can do that 
by selling what's called a covered call. Now, to do a covered call, we would need 
to have 100 shares of Chipotle because one option call contract, or any option 
contract, for that matter, one contract controls a 100 shares of stock. Get 100 
shares of stock. Obviously, that's going to change the number here quite 
dramatically on how much money we would have to come up with. 

But we could come into our options table here, and we could say, "Listen, I'm 
looking at Chipotle here. I see that it's a 50/50 shot and that I have unlimited 
upside here. I'm okay giving away some of this unlimited upside here for a little 
bit more certainty." I'm going to come out here. I'm going to look at maybe my 
March 19th option expirations. That's a month out. That's 35 days out. I'm going 
to say, "Listen, Chipotle right now it's about $1,540 a share. Man, if I could make 
$100 off of this in the next month, that'd be an awesome rate of return. I'd be 
more than happy with that." If we went up to maybe $1,640, in this range right 
here, we could go sell this call option, and we could sell it for almost $2,400. You 
add some zeros to that to get the real number because it is times by 100, $2,400. 

Now what does our risk graph look like? Well, you can see we've given away that 
unlimited upside potential, but by bringing in that $2,400, we've given us a little 
bit better certainty of success because we're buying shares right here. But we 
actually could add the stock drop just a teeny bit here. Let's open this up a little 
bit more so we can see that. You can see the stock could actually drop a little bit, 
and we would still make money. How could we still make money? Well, we 
brought in $2,400 selling this call option right here and limiting our upside 
potential. It also increases our probability of success. It gives us an edge. It gives 
us an advantage. Awesome. Fantastic. Wonderful. What's the challenge? What's 
the problem? 

Well, right here. The challenge is right here. This is $152,000 investment. Now, if 
you're using margin, where your broker is lending you half of the money to trade 
with, you only have to come up with half. You only have to come up with $75,000, 
but it's still a pretty hefty trade. One of the things we could do instead of this 
covered call trade is what we call a synthetic covered call, which is instead of 
using the stock, we use options as a replacement. How much would that change 
your buying power requirements by? Well, if we replaced the stock with an 



 

 

option right here and left everything exactly the same, we'd go from about 
$75,000 of requirements down to $18,000. Now, that's, again, a lot of money, but 
just keep in mind it's a $1,500-a-share stock. 

If you want to be able to be more effective, this is the way to do a covered call 
trade. A covered call trade, or a synthetic covered call in this instance, is one of 
two anchor positions that we have in our overall portfolio because we want that 
certainty. We want that guarantee of an income coming in every single month in 
our portfolio, regardless of whether Chipotle goes up or not. We want that $2,400 
of income coming in.  

That's an anchor point to our system. It's part of the asymmetric approach.  

We will talk to you guys soon. Monday, going to be a day off. Markets will be 
closed.  

Look for our next segment on Tuesday of next week. Have a great weekend, guys. 
We'll talk to you very soon. 

 


