
The Upside of Market Volatility 
 

My GPS Advisory Service took full advantage of the market crash we experienced this 
month. The Global PowerTrend System shorted most global currencies, commodities 
and equities last summer and rode the wave down producing nice profits from short 
positions. But what now? How can investors who were not short during the crash 
profit now?  
 
The upside of the increased market volatility is that option premiums have become 
very rich. If you purchase options you will pay a high premium due to the high market 
volatility. But if you are an option seller, you will receive high premiums in the form of 
cash credited to your brokerage account when you sell options. A great way to collect 
option premium is to purchase stock and sell a call option to create a covered call. 
Selling rich option premiums allows you to: 
 

1) Collect cash income in your brokerage account 
2) Buy stocks at a discount 
3) Realize a good return on your discounted stock purchase 
4) Provide downside protection in case your underlying stock declines in price 

 
Let’s take a look at a covered call trade I initiated this week. My brokerage 
confirmation below shows that I purchased 300 shares of Chesapeake Energy (CHK) 
at 20.16 and simultaneously sold 3 CHK Jan 10 25-Strike call options symbol WZYAE 
at 5.60 which expire in about 15 months. Selling the 25-Strike call at 5.60 results in 
$560 cash per contract being credited to my brokerage account. This reduces the cost 
of purchasing Chesapeake stock to 14.56 per share (20.16 – 5.60 = 14.56).  
 
The call option sale enabled me to purchase Chesapeake stock at a big discount and 
provides substantial downside protection. Chesapeake stock would have to decline 
below 14.56 at option expiration before this trade would incur a loss. 
 
 

 

           
 
 
The covered call analysis that follows displays the risk/reward profile for buying 
Chesapeake stock at 20.16 and selling the CHK 25-Strike call at 5.60. The table 
displays profit results for various price changes for CHK stock at option expiration 
from a 25% increase to a 25% decline.  
 
 
 
 



 
 
The cost of this covered call is $1,456 and is calculated by subtracting the 5.60 points 
I received from the sale of the 25-strike call from the 20.16 cost of CHK stock. The 
most we could lose on this covered call trade is the $1,456 cost of the trade. 
 
The Covered Call Analysis table above shows that a 10% increase in the price of CHK 
stock to 22.18 at option expiration would result in a 52.3% return for this trade. A 
25% increase in CHK stock results in a 71.7% return. If CHK stock remains flat at 
20.16 a 38.5% will be realized. This is a great return for such a low risk trade. 
 
A 10% decrease in the price of CHK stock to 18.14 at option expiration would result in 
a 24.6% return for this trade and a 25% decrease in CHK stock results in a 3.8% 
return.  
 

CHK Stock Goes Up 25% = 71.7% Covered Call Return 
 

CHK Stock Goes Up 10% = 52.3% Covered Call Return 
 

CHK Stock Stays Flat = 38.5% Covered Call Return 
 

CHK Stock Goes Down 10% = 24.6% Covered Call Return 
 

CHK Stock Goes Down 25% = 3.8% Covered Call Return 
 



 
Average Return Potential of 57.7% 
My brokerage account Profit/Loss Report below displays the covered call trades I 
initiated over the past week. I collected $30,853.12 in cash income from the sale of 
these call options over the past week. This covered call portfolio has an average 
return potential of 57.7% demonstrating the substantial returns available from 
covered call trading and the upside of selling option premium during volatile markets. 
 
 

Covered Call Trade Portfolio 
 

 
 
 
 

 
 
 


