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Financial Freedom Book Series 

The Financial Freedom Book Series is a multi-book collection 
designed to guide you through that journey, with each title building on 
the previous one to support your long-term progress. Building true 
financial freedom does not happen by chance. It comes from 
consistently applying the right knowledge, strategies, and mindset. Each 
book in this series focuses on a key aspect of investing, trading, and 
financial thinking to help you grow your skills, confidence, and 
independence step by step.  

Book 1: How the Stock Market and Options Trading Can 
Transform You From Poor to Rich 

Stop living paycheck to paycheck. This book reveals the exact system 
used by ordinary people to generate consistent monthly income through 
strategic investing. You'll learn how to build a foundation with 
dividend-paying ETFs, accelerate growth through compounding, and 
use simple options strategies to create weekly cash flow while working 
your regular job. No finance degree required, no complex jargon, just 
straightforward strategies that turn time into wealth and build 
generational freedom. 

Perfect for anyone ready to take control of their financial future 
starting today. 

Book 2: Options Trading A to Z: An In-Depth Guide For 
Beginners to Scale From $50K to $500K 

Go deeper into the mechanics. This book breaks down LEAPS, 
credit spreads, PMCC, and multi-strategy portfolios with real examples 



 

including $150,000 in documented losses. Learn not just how strategies 
work, but when and why to use them. 

Ideal for readers ready to build a complete system and scale 
systematically over 10-15 years. 

Book 3: The Mindset That Shapes Real Financial Freedom  

You know what to do but can't execute consistently. This book 
reveals why: your beliefs about money, work, and spending are broken. 
Discover why saving feels like loss, why hard work doesn't build wealth, 
why your job isn't your identity, and how opportunity cost changes 
everything. Master the psychology that separates people who build 
wealth from those who earn well but stay broke. Real stories show you 
how to close the gap between knowing and doing. 

The missing piece between financial literacy and actual wealth 
building. 

And more to come… 

Future books in the series will continue to expand on the principles 
introduced here, helping you develop the mindset, knowledge, 
confidence, and practical skills needed for long-term financial 
independence. Each book stands on its own while contributing to a 
comprehensive framework for building wealth, mastering investing and 
trading strategies, and cultivating the habits that support lasting 
financial freedom. By exploring the full series, you will gain a complete 
set of insights, tools, and strategies designed to empower your financial 
journey and unlock your potential for success.  
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Introduction: Beyond the Basics 

If you're reading this book, you've likely already taken the most 
important step in your investing journey. You started. You opened that 
brokerage account, bought your first ETF, and sold your first cash-
secured put or covered call. You felt the rush of collecting that first 
premium payment, watching it hit your account as real money you 
earned not by trading hours for dollars, but by understanding how 
markets work and taking calculated risk. 

That first book taught you the foundation. Consistent investing in 
quality ETFs, harnessing the power of compounding, collecting 
dividends that pay you for simply owning good businesses, and selling 
basic options to accelerate your cash flow. Those strategies aren't 
beginner strategies you graduate from and leave behind. They're the core 
of what I still do today with the majority of my portfolio, and they'll 
remain the core of your wealth-building system for decades to come. 

But something happens after you've been executing these strategies 
for six months, a year, maybe two years. You start asking deeper 
questions. You notice patterns in how options are priced. You wonder 
why some puts pay more premium than others. You see opportunities 
during earnings season or market volatility that your basic strategies 
can't capture. You realize your portfolio has grown from $10,000 to 
$50,000 or from $50,000 to $150,000, and you're ready to deploy more 
advanced strategies that your larger capital base now makes possible. 



 

You start thinking about using options not just to collect premium, 
but to take strategic positions on stocks you believe will rise or fall. You 
want to define your risk more precisely than just selling naked puts. You 
want to generate income from both sides of a trade simultaneously. 
These questions aren't about getting greedy or abandoning the 
principles that got you here. They're about evolution, about expanding 
your toolkit to match your growing knowledge and capital. 

Why I'm Qualified to Teach This (And Why I Almost 
Wasn't) 

In my first book, I shared honestly that I lost between $150,000 and 
$200,000 over several years experimenting with strategies I didn't fully 
understand. I day-traded stocks. I chased penny stocks. I bought 
complex multi-leg option spreads because they looked impressive on 
paper. I made every mistake you can make, and I paid dearly for each 
lesson. 

What I didn't share in that first book, because it wasn't relevant to 
beginners learning the basics, was what specifically went wrong in those 
losing trades. Which strategies destroyed capital? Which looked brilliant 
on paper but failed in practice? Which psychological traps did I fall into 
repeatedly despite knowing better? And perhaps most important, which 
advanced strategies did I eventually master that now generate consistent 
returns? 

This book exists because I paid an expensive tuition to learn what 
actually works at the intermediate and advanced level. I'm not a market 
guru who's never lost money. I'm not selling you a fantasy of risk-free 
profits. I'm someone who lost a substantial amount learning what 
doesn't work, then spent years refining what does work, and now I'm 



 

sharing both the failures and the successes so you can skip the expensive 
mistakes and move directly to strategies that produce results. 

What Changed Between Book One and Book Two 

The strategies in the first book are built on one core principle. 
Collect premium while avoiding assignment whenever possible. We sold 
cash-secured puts and rolled them before expiration. We sold covered 
calls and managed them conservatively. We stayed in cash as much as 
possible, treating options as an income-generation tool rather than a 
vehicle for taking directional bets on stock movements. 

That approach is perfect for building your foundation, for learning 
how options actually work, for developing the discipline to manage 
positions without panic, and for generating 0.5% to 1.5% monthly 
returns that compound beautifully over time. But that approach has 
limitations that become apparent as you gain experience and capital. 

What if you genuinely believe a stock or sector is about to move 
significantly higher over the next year? Selling covered calls caps your 
upside. Just holding shares requires substantial capital and gives you no 
leverage. This is where LEAPS calls enter the picture, allowing you to 
control the upside of 100 shares while risking a fraction of the capital 
required to buy those shares outright. 

What if you want to protect your portfolio during a market 
correction without selling your long-term holdings? What if you see a 
clear bearish setup but don't want the undefined risk of shorting stock? 
This is where LEAPS puts provide defined-risk protection or profit 
potential from downward moves. 

What if you want to generate premium income but define your 
maximum loss more precisely than a cash-secured put allows? What if 
you want to collect premium from both bullish and bearish scenarios 



 

simultaneously? This is where credit spreads, both put and call varieties, 
offer sophisticated tools for income generation with carefully defined 
risk parameters. 

The Bridge from Simple to Sophisticated 

Here's what you need to understand. These advanced strategies 
don't replace the foundation you built in Book One, they supplement 
it. They exist alongside your core portfolio of ETFs collecting dividends 
and compounding quietly in the background. They run parallel to your 
basic Wheel strategy positions that continue generating monthly cash 
flow with minimal management. 

Think of your investing system as a house. Book One taught you to 
build a solid foundation and a sturdy first floor where you and your 
family live safely. This book teaches you to add a second floor with 
specialized rooms designed for specific purposes. The foundation 
doesn't disappear. The first floor doesn't become obsolete. You're simply 
expanding upward, adding capability and complexity as your knowledge 
and capital grow. 

The majority of my portfolio, probably 60% to 70%, still runs the 
basic strategies from Book One. Long-term ETF holdings, dividend 
reinvestment, and simple covered calls or cash-secured puts. But the 
remaining 30% to 40% employs the advanced strategies you'll learn in 
this book, strategies that require more active management, more 
sophisticated understanding, and more capital at risk, but that also 
generate higher returns when executed correctly. 

What You'll Learn in This Book 

This book is organized around three core pillars of advanced 
options trading. 



 

First, you'll master the mechanics that professionals understand but 
that are rarely explained clearly to retail investors. You'll learn how the 
Greeks work in practice, not just in theory. Delta, Gamma, Theta, Vega. 
You'll understand implied volatility deeply enough to know when 
options are expensive or cheap relative to historical norms. You'll grasp 
how options are actually priced and why that matters for your trading 
decisions. This isn't academic knowledge for its own sake. This is 
practical understanding that will inform every position you open for the 
rest of your trading life. 

Second, you'll learn directional strategies using LEAPS, which are 
simply options with expiration dates one to three years in the future. 
Long-term Equity AnticiPation Securities. You'll discover how to use 
LEAPS calls to capture upside with limited capital at risk, how to use 
LEAPS puts both for portfolio protection and for profiting from 
bearish moves, and how to manage these positions through the 
inevitable ups and downs of holding options for months or years. I'll 
share the specific LEAPS trades that lost me tens of thousands of dollars, 
dissecting exactly what went wrong and what I should have done 
differently. 

Third, you'll master credit spreads, which are among the most 
versatile tools in options trading. You'll learn to sell put credit spreads to 
generate bullish income with defined maximum loss, sell call credit 
spreads to profit from bearish or neutral scenarios, and manage these 
positions through the various outcomes that can occur. Credit spreads 
allow you to collect premium while knowing your maximum risk down 
to the dollar before you enter the trade, which provides psychological 
comfort that naked options can't match. 

Beyond these three pillars, you'll learn how to combine strategies 
into a coherent portfolio, how to scale your approach as your capital 



 

grows from $50,000 to $100,000 to $500,000 and beyond, how to 
handle the psychological challenges that come with managing larger 
positions, and how to avoid the common mistakes that destroy accounts 
at the intermediate level. 

A Word of Caution Before We Begin 

The strategies in this book are more complex, require more active 
management, and involve more risk than the strategies in Book One. You 
can lose money faster with these approaches if you don't understand 
what you're doing or if you ignore risk management principles. I know 
this not from theory but from painful experience. 

This book is not for someone who just opened their first brokerage 
account last week. This book is not for someone who hasn't yet sold their 
first covered call or cash-secured put. This book is not for someone who 
panics when their portfolio drops 5% and sells everything in fear. If that 
describes you, go back to Book One and spend another six months or a 
year building your foundation. There's no shame in taking your time. 
The market will still be here when you're ready. 

This book is for the investor who has built a portfolio of at least 
$25,000 to $50,000 and wants to deploy more sophisticated strategies 
with a portion of that capital. This book is for the trader who has 
successfully managed basic Wheel strategy positions through multiple 
cycles and wants to expand their toolkit. This book is for the person who 
understands that losses are part of trading but wants to learn how to 
keep those losses small and manageable while letting winners run. 

If that's you, then you're ready for what comes next. You're ready to 
move from collecting premium defensively to taking strategic positions 
on market direction. You're ready to think in terms of probability, risk-
reward ratios, and position sizing across multiple strategies. You're ready 



 

to learn what I wish someone had taught me before I lost $150,000 
figuring it out the hard way. 

How to Use This Book 

Read this book sequentially, at least the first time through. The 
chapters build on each other, and skipping ahead to the exciting 
strategies without understanding the mechanics will lead to expensive 
mistakes. Take notes. Practice with paper trading before risking real 
capital on new strategies. Start small when you do begin trading real 
money, using position sizes that won't destroy your account if things go 
wrong. 

Keep Book One nearby as reference, because the advanced strategies 
here assume you've mastered the basics there. You'll still be selling 
covered calls and cash-secured puts alongside your LEAPS and credit 
spreads. The foundation doesn't disappear just because you're adding a 
second floor. 

Most important, remember that the goal isn't complexity for its 
own sake. The goal is building wealth systematically over decades, using 
the simplest strategy that accomplishes your objective. Sometimes that's 
a basic covered call. Sometimes that's a multi-leg spread. The mark of a 
sophisticated trader isn't using the most complex strategy available. It's 
using the appropriate strategy for the specific situation, which often 
means choosing simplicity when complexity isn't needed. 

Your Next Chapter Begins Now 

You've already done the hard part by building the discipline to invest 
consistently, by learning the basics of options, by generating your first 
dollars of premium income. Now we're going to expand that foundation 
into something more powerful, more flexible, more capable of 
generating returns across different market conditions. 



 

The strategies in this book won't make you rich overnight. They 
won't eliminate risk or guarantee profits. But used correctly, with proper 
position sizing and risk management, they will accelerate your wealth 
building and give you tools to profit from opportunities that your basic 
strategies can't capture. 

Let's begin with understanding the mechanics that make all of this 
possible: the Greeks, implied volatility, and how options are actually 
priced. Once you understand these fundamentals deeply, everything else 
will make sense. 

You're about to learn the advanced strategies I wish someone had 
explained to me before I lost $150,000 to $200,000 through earnings 
trades, 0 DTE disasters, and ignoring implied volatility completely. 

This book will teach you LEAPS calls and puts, credit spreads, the 
Poor Man's Covered Call, and how to build a multi-strategy portfolio 
that scales from $50K to $500K over 10-15 years. But more important, 
it will teach you why most traders fail with these strategies and how to 
avoid those traps. 

When you finish, if the technical explanations finally make sense, if 
the position sizing rules prevent catastrophic losses, if the system clicks 
and you see your path forward, please share that clarity in an honest 
Amazon review. 

The next reader needs to know this book exists. They need to know 
someone documented the real mechanics behind options success, not 
just the theoretical perfect scenarios. Your future review will help them 
find these answers before expensive lessons force the learning. 

Your advanced options education starts now.  



 

 

Chapter 1: The Greeks in Practice - Delta, 
Theta, Vega, and Gamma That Matter 

When I first started trading options beyond basic covered calls and cash-
secured puts, I encountered what felt like an entirely new language. 
People talked about Delta and Theta and Vega as if these were common 
knowledge, tossing around phrases like "I'm delta neutral" or "the Theta 
decay is killing me" with casual confidence. I nodded along, pretending 
to understand, while secretly having no idea what any of it meant in 
practical terms. 

I did what most people do when confronted with something they 
don't understand. I read articles and watched videos explaining the 
Greeks. I learned the textbook definitions. Delta measures how much an 
option's price changes when the underlying stock moves. Theta 
measures time decay. Vega measures sensitivity to volatility changes. 
Gamma measures how fast Delta changes. I memorized these definitions 
like vocabulary words for a test, thinking I now understood the Greeks. 

Then I started trading with real money, and I realized something. 
Knowing the definition of the Greeks is completely different from 
understanding how they work in practice and why they matter for your 
actual trading decisions. The textbook knowledge didn't help me when 
I watched a LEAPS call lose $2,000 in value even though the stock went 
up, or when a credit spread I thought was safe suddenly moved against 
me faster than I expected. 



 

This chapter will teach you what the Greeks actually mean for your 
money, not what they mean in theory. We'll focus on the four Greeks 
that matter most for the strategies in this book: Delta, Theta, Vega, and 
Gamma. We'll ignore the one that doesn't matter much for retail traders, 
which is Rho. Most important, I'll show you how to use this knowledge 
to make better trading decisions and avoid expensive mistakes. 

Delta: Your Directional Exposure 

Delta is the most important Greek to understand because it tells you 
how much your option position will gain or lose when the underlying 
stock moves. Think of Delta as your directional exposure, your bet on 
whether the stock goes up or down. 

Delta ranges from 0 to 1.00 for calls, or 0 to 100 if expressed as a 
percentage. For puts, it ranges from 0 to negative 1.00. A call option 
with a Delta of 0.50 will gain approximately $0.50 in value for every $1 
the stock rises, and lose $0.50 for every $1 the stock falls. A put option 
with a Delta of negative 0.50 will gain $0.50 for every $1 the stock falls, 
and lose $0.50 for every $1 the stock rises. 

But the textbooks don't emphasize this enough. Delta also 
represents the approximate probability that your option will expire in-
the-money. A call with 0.30 Delta has roughly a 30% chance of expiring 
in-the-money. A put with negative 0.15 Delta has roughly a 15% chance 
of expiring in-the-money. This probability interpretation is incredibly 
useful for position selection. 

When you sell a cash-secured put at 0.30 Delta, you're accepting 
roughly a 30% chance of assignment. When you sell a covered call at 0.25 
Delta, you're accepting roughly a 25% chance your shares get called away. 
This is why in the first book I recommended selling puts and calls at 
strikes that gave you comfortable probability of avoiding assignment. 



 

Now you understand that comfortable probability is directly related to 
Delta. 

Let me show you how Delta works in practice with a real example. 
Say SPY is trading at $450, and you're looking at the $440 put expiring 
in 45 days. That put might have a Delta of negative 0.35, meaning it has 
approximately a 35% chance of expiring in-the-money, below $440. If 
SPY drops $1 to $449, that put will gain approximately $0.35 in value. 
Remember, it's negative Delta, so the put gains when the stock falls. If 
SPY rises $1 to $451, that put will lose approximately $0.35 in value. 

But Delta isn't static. As the stock price moves and as time passes, 
Delta changes. When your put moves closer to being at-the-money, 
when the stock price approaches your strike price, Delta increases. When 
your put moves further out-of-the-money, when the stock price moves 
well above your strike, Delta decreases toward zero. This is important 
because it means your risk exposure changes as the stock moves. 

This matters for your actual trading. When I was learning LEAPS 
calls, I bought a call with 0.70 Delta on a stock I believed would rally 
significantly. The stock rallied 10% over three months, exactly what I 
wanted. I expected my LEAPS call to be up significantly. Instead, it was 
only up modestly, maybe 15% to 20%. I was confused and frustrated. 
Why didn't my call capture more of that move? 

The answer was Delta. Yes, my call started with 0.70 Delta, but as 
the stock rallied and my call moved deeper in-the-money, the Delta 
increased toward 1.00. By the time the stock hit its peak, my Delta was 
probably 0.85 or 0.90. But most of that stock move happened when my 
Delta was still 0.70 to 0.80, not at 1.00. So I captured 70% to 80% of the 
move, not 100% of it. Plus, time decay was working against me the entire 
time. We'll get to Theta in a moment. 



 

The practical lesson is this. Don't assume your option will move 
dollar-for-dollar with the stock just because it's deep in-the-money now. 
Look at the current Delta to understand your actual exposure at this 
moment. 

Gamma: Why Delta Changes (And Why It Matters) 

Here's what I wish someone had explained to me early on. Delta 
isn't constant. It changes continuously as the stock moves and as time 
passes. Gamma measures the rate of that change. Gamma tells you how 
much your Delta will increase or decrease for every $1 move in the stock. 

Think of Delta as your speed and Gamma as your acceleration. If 
you have a call with 0.50 Delta and 0.05 Gamma, and the stock moves 
up $1, your new Delta will be approximately 0.55. Your position is now 
more sensitive to stock movements than it was before. If the stock moves 
another $1 up, your Delta might increase to 0.60, though Gamma itself 
also changes, making the math more complex. 

Why Gamma matters in practice 

At-the-money options have the highest Gamma. This means their 
Delta changes most rapidly as the stock moves. When you sell an at-the-
money put credit spread, you're selling high Gamma. As the stock moves 
toward your short strike, your Delta exposure increases quickly. What 
started as a 0.30 Delta position might become 0.50 Delta after a 2% to 
3% stock decline, meaning your losses accelerate faster than you 
expected. 

Out-of-the-money options have low Gamma. Their Delta changes 
slowly as the stock moves, until they get close to the strike, then Gamma 
increases. This is why deep out-of-the-money options barely move even 
when the stock moves significantly in your direction. Their Delta stays 
low. 



 

Deep in-the-money options have low Gamma. Once an option is 
deep ITM, Delta is already close to 1.00 for calls or negative 1.00 for 
puts, so there's not much room for it to change further. These options 
behave more like stock. 

Gamma accelerates dramatically near expiration. This is the critical 
insight most traders miss. An option with 90 days to expiration might 
have Gamma of 0.02. That same option with 7 days to expiration might 
have Gamma of 0.10 or higher. This is why positions behave differently 
in their final week. Small stock moves cause large Delta changes, which 
cause large P&L swings. 

Let me show you how this hurt me before I understood it. I sold a 
put credit spread on SPY with 10 days to expiration. SPY was at $445, 
and I sold the $440/$435 spread. My initial Delta was about negative 
0.25. SPY dropped to $442 over two days, less than 1% decline. My 
spread suddenly showed a $150 loss when I expected maybe $50 to $75 
loss based on my starting Delta. 

What happened? Gamma. As the stock moved closer to my $440 
strike and as time passed, reducing days to expiration, my Gamma 
increased dramatically. My Delta went from negative 0.25 to negative 
0.45 or higher. Now every additional dollar SPY dropped cost me $0.45 
per spread instead of $0.25. The position was accelerating against me 
faster than my initial Delta suggested. 

This is why the 7 DTE rule exists. Never hold short options past 7 
days to expiration unless you want assignment. In those final 7 days, 
Gamma is working at maximum intensity. Small adverse moves create 
large losses quickly. The risk-reward becomes terrible even though time 
decay is also accelerating. 



 

Gamma in credit spreads 

The beautiful thing about credit spreads is that they have defined 
risk partially because of how Gamma works. When you sell a put spread, 
you're short Gamma on the put you sold, which is bad for you as Delta 
changes. But you're long Gamma on the put you bought, which is good 
for you as Delta changes. The net effect is that your Gamma exposure is 
lower than if you sold a naked put. 

This matters because during adverse moves, your spread doesn't 
blow up as fast as a naked position would. Yes, you're losing money as 
the stock drops, but your loss accelerates slower because your long put's 
Gamma is offsetting some of your short put's Gamma. This is one 
reason spreads are more forgiving than naked options for retail traders. 

Gamma in LEAPS 

When you buy LEAPS calls or puts, you want to be aware of 
Gamma but it's less critical than for short-dated options. LEAPS with 
12 to 18 months to expiration have very low Gamma. Your Delta 
changes slowly, which is actually good because it means your position 
behaves predictably. You're not fighting rapid Delta changes on top of 
time decay. 

This is another reason to buy LEAPS with long expiration. Low 
Gamma means your directional exposure is more stable. You can hold 
through volatility without your Delta swinging wildly. 

Delta in Position Sizing 

The most practical use of Delta is in position sizing, particularly 
when you're running multiple positions across different strategies. If 
you want to maintain a certain level of directional exposure in your 
portfolio, you need to account for the Delta of each position. 



 

Let's say you have $100,000 in your portfolio and you want to 
maintain a bullish bias, but you don't want your directional exposure to 
exceed $30,000. This means you don't want to lose more than $30,000 
if the market drops significantly in a short period. Here's how Delta 
helps you calculate your total exposure. 

Position 1: You own 100 shares of SPY at $450, total value $45,000. 
Shares have Delta of 1.00, so your Delta exposure is $45,000. 

Position 2: You sold a cash-secured put on QQQ at $380 strike with 
0.30 Delta. You're exposed to buying 100 shares, which would be 
$38,000, but your actual Delta exposure is only $38,000 times 0.30, 
which equals $11,400. 

Position 3: You own a LEAPS call on an ETF with Delta of 0.65 
controlling 100 shares worth $10,000. Your Delta exposure is $10,000 
times 0.65, which equals $6,500. 

Total Delta exposure: $45,000 plus $11,400 plus $6,500 equals 
$62,900. This is substantially more than your $30,000 target, meaning 
you're more exposed to market direction than you intended. If the 
market drops 10%, you could lose approximately $6,290, not the $3,000 
you might have assumed if you weren't accounting for Delta across all 
positions. 

This kind of calculation becomes essential as you scale up and run 
10 to 15 positions simultaneously. Without understanding Delta, you 
can accidentally build much more directional exposure than you realize, 
which can hurt badly during market corrections. 

Theta: Time Decay Working For or Against You 

Theta measures how much value your option loses each day purely 
from the passage of time, assuming everything else stays constant. The 



 

stock doesn't move, volatility doesn't change. Theta is always negative 
for option buyers and always positive for option sellers, which is why we 
focus so heavily on selling options rather than buying them. 

Here's the key insight about Theta. Time decay is not linear. 
Options don't lose value at a steady rate throughout their life. Instead, 
time decay accelerates dramatically in the final 30 to 45 days before 
expiration. An option with 90 days until expiration might lose $0.05 per 
day. That same option with 30 days until expiration might lose $0.15 
per day. With 7 days until expiration, it might lose $0.30 per day or more. 

This acceleration of time decay is why the 7 DTE rule exists. Never 
hold short options past 7 days to expiration unless you want assignment. 
In those final 7 days, time decay is working at maximum speed, which is 
wonderful if you're a seller collecting that decay, but it also means the 
option can move against you very quickly if the stock moves toward your 
strike. Remember Gamma acceleration from earlier. The risk-reward 
becomes unfavorable. 

Let me show you how Theta works against you when you're buying 
options, using a mistake I made early on. I bought a LEAPS call on a 
stock with 18 months until expiration, paying $8.00 per share, which is 
$800 per contract. The stock was at $100, and I bought the $105 call, 
slightly out-of-the-money. My thinking was simple. I have 18 months 
for this stock to move up. The Theta is very low because there's so much 
time. I'm safe from time decay. 

Six months passed. The stock had barely moved, sitting at $102. My 
call was now worth $6.50. I had lost $1.50 per share, which is $150 per 
contract, even though the stock had actually gone up $2. How? Theta. 
Over those six months, time decay quietly eroded $1.50 of value even 
though I still had 12 months left until expiration. That's roughly $0.25 



 

per month in Theta decay, or about $0.008 per day. It seemed small, but 
it added up. 

Here's what I didn't understand. Even though Theta accelerates 
near expiration, it's still working against you every single day from the 
moment you buy an option. That $8.00 call I bought? Probably $2.00 
to $3.00 of that value was time value that would decay to zero by 
expiration, regardless of what the stock did. I needed the stock not just 
to go up, but to go up enough to overcome the inevitable decay. 

This is why buying options is so difficult. You need to be right about 
direction AND timing. If you're early, time decay kills you. If you're late, 
you missed the move. The window where buying options is profitable is 
narrower than most people realize. 

Theta in Your Favor: Why We Sell Options 

Now flip this around and look at Theta from the seller's perspective, 
which is where we spend most of our time. When you sell a cash-secured 
put or covered call, you collect premium upfront. That premium is 
composed of intrinsic value, if the option is in-the-money, and time 
value. The time value portion decays predictably, and you keep it as 
profit as long as the option expires out-of-the-money or you close it 
before expiration. 

Let's use a concrete example. You sell a 45-day put on SPY at $440 
when SPY is at $450. You collect $2.00 per share in premium, which is 
$200 total. That $2.00 is purely time value since the option is out-of-the-
money and has no intrinsic value. Over the next 45 days, if SPY stays 
above $440, that $2.00 will decay to zero, and you keep the entire $200 
as profit. Theta is working in your favor every single day. 

But here's the strategic insight. Because Theta accelerates in the final 
30 days, you can capture the majority of your profit in the last 30 days 



 

before expiration. Many professional options sellers close positions at 
50% to 60% profit rather than holding until expiration. Why? Because 
once you've captured 50% of the premium, you've harvested most of the 
predictable Theta decay. The remaining profit requires holding through 
the highest-risk period, the final 7 to 14 days, when any sudden stock 
move against you can wipe out your profit, and when Gamma 
acceleration makes positions more volatile. 

I learned this lesson by being greedy. I would sell puts, watch them 
decay nicely over 30 days, reach 60% profit, and think about why I 
should close now. I can make another $80 if I just hold two more weeks. 
Sometimes that worked. But several times, the stock dropped 
unexpectedly in those final two weeks, turning a $120 profit into a $50 
loss. I was risking a $120 gain to capture an additional $80, which is poor 
risk-reward. 

The practical rule I follow now is this. When a short option reaches 
50% to 60% profit with more than 14 days to expiration, I close it and 
move on to the next trade. When a short option reaches 50% profit with 
less than 14 days to expiration, I evaluate whether the remaining profit 
justifies the risk, considering both Theta decay and Gamma acceleration. 
Often, it doesn't, and I close early. 

Vega: Understanding Volatility's Impact 

Vega measures how much your option's value changes when 
implied volatility changes by 1%. This matters enormously because IV 
changes frequently, often more than the underlying stock price moves 
in a given day. When volatility expands, people panic and options get 
more expensive. Vega works in your favor if you own options and against 
you if you sold options. When volatility contracts, people calm down 



 

and options get cheaper. Vega works against you if you own options and 
in your favor if you sold options. 

Here's the practical reality. When you sell options during high IV 
periods, you collect larger premiums because fear is high and people are 
willing to pay more for protection. Then, when IV inevitably contracts 
back to normal levels, the options you sold lose value faster than Theta 
alone would predict. This is called volatility crush, and it's a gift to 
option sellers. 

Let me show you what this looks like in practice. In March 2020, 
during the COVID crash, the VIX, the market's fear gauge, spiked to 80, 
compared to its normal range of 12 to 20. Options on SPY that normally 
paid $1.00 in premium were suddenly paying $4.00 to $5.00 because IV 
had exploded. I sold puts during that period, collecting massive 
premiums. 

Here's what happened next. Over the following four weeks, the 
market stabilized and IV dropped from 80 back down to 40, still 
elevated but much lower. The puts I sold dropped in value by 50% to 
60%, not just from Theta decay but from Vega crush. I was able to close 
positions at 70% profit in just two weeks, something that would 
normally take six weeks during normal IV conditions. 

But here's the flip side, which cost me money before I understood 
Vega. If you buy options when IV is high, you're paying inflated prices. 
Then, even if you're right about direction, you can still lose money if IV 
drops. I bought LEAPS calls during a period of elevated volatility, 
thinking I was making a smart directional bet. The stock went up 5%, 
exactly what I wanted. But IV dropped from 35 to 25, and my calls 
barely broke even because Vega losses offset my directional gains. 



 

The practical lesson is this. Pay attention to IV before entering any 
options position. Use IV Rank or IV Percentile to determine if IV is 
historically high or low. We'll cover this in Chapter 2. Sell options when 
IV is high. Buy options, if you must buy them, when IV is low. This 
simple rule will save you from countless frustrating trades where you're 
right about direction but still lose money. 

Vega in Credit Spreads 

Vega becomes particularly important when you're trading credit 
spreads, which we'll cover extensively in Chapters 6 and 7. Unlike naked 
puts or calls, spreads have offsetting Vega exposure. When you sell a put 
credit spread, you sell one put, which is short Vega, and buy another put, 
which is long Vega. The net effect is that your position is still short Vega, 
but less so than a naked put. 

This matters because during volatility spikes, your short spread 
won't lose as much value as a naked position would. The put you sold 
will increase in value, which is bad for you, but the put you bought will 
also increase in value, which is good for you, offsetting some of the loss. 
This is one of the main advantages of spreads. They're more forgiving 
during volatility spikes. 

Conversely, during volatility crushes, your spread won't profit as 
quickly as a naked position would. The put you sold will decrease in 
value, which is good for you, but the put you bought will also decrease 
in value, which is bad for you, reducing your net gain. This is the trade-
off. Spreads give you defined risk and lower capital requirements, but 
they also cap your maximum profit and reduce your sensitivity to 
volatility changes. 



 

The Greeks You Can Mostly Ignore (For Now) 

We haven't talked about Rho, and that's intentional. Rho measures 
sensitivity to interest rate changes. For retail traders holding positions 
for weeks or months, interest rate changes have negligible impact on 
option prices compared to stock movement, time decay, and volatility 
changes. Professional market makers care about Rho. You don't need to. 

Gamma requires attention as you gain experience, particularly 
when holding positions into their final 10 to 14 days or when managing 
spreads near-the-money. But for the strategies in this book, LEAPS with 
months to expiration and credit spreads managed before 7 DTE, 
understanding that Gamma accelerates near expiration and near the 
strike is sufficient. You don't need to calculate it daily. 

Focus your attention on Delta for directional exposure, Theta for 
time decay, and Vega for volatility impact. Understand that Gamma 
explains why Delta changes, especially near expiration. Master these 
four, and you'll understand 95% of what drives your options P&L. 

Using the Greeks Together: A Practical Example 

Let's put this all together with a real position you might take. Say 
you're considering selling a put credit spread on SPY. SPY is trading at 
$450. You're looking at the 45-day expiration. You plan to sell the $440 
put and buy the $435 put, creating a $5-wide spread. 

Before entering this trade, check the Greeks. 

The $440 put you're selling has Delta of negative 0.30, roughly 30% 
chance of expiring in-the-money. Theta of positive $0.12 per day, you 
collect $0.12 daily from time decay. Vega of positive 0.18, if IV drops 1%, 
you make $0.18 per contract. And Gamma of 0.03, your Delta will 
change by about 0.03 for each $1 SPY moves. 



 

The $435 put you're buying has Delta of negative 0.20, Theta of 
negative $0.08 per day, Vega of negative 0.14, and Gamma of 0.02. 

Your net position Delta is negative 0.10, which is short 0.30 minus 
long 0.20, meaning you have slight bearish exposure. If SPY drops $1, 
you'll lose approximately $10 per spread initially, though Gamma means 
this will change as the stock moves. Your net Theta is positive $0.04 per 
day, which is $0.12 collected minus $0.08 paid, meaning you earn $4 per 
day from time decay. Your net Vega is positive 0.04, meaning if IV drops 
1%, you profit $4 per contract. Your net Gamma is 0.01, meaning your 
Delta exposure will increase modestly as SPY moves toward your strikes. 

Now you understand exactly what this position is. A slightly 
bearish-biased trade that profits primarily from time decay and volatility 
contraction. You collect perhaps $1.00 in premium for taking the risk of 
losing up to $5.00 if SPY drops below $435 by expiration. Your risk 
accelerates via Gamma if SPY moves toward $440, but it's defined and 
manageable. 

Is that risk-reward acceptable? That's a decision only you can make 
based on your conviction and risk tolerance. But now you're making 
that decision with complete understanding of your exposure, not flying 
blind hoping for the best. That's the power of understanding the Greeks 
in practice. 

The Greeks and Position Management 

The final practical application of the Greeks is in position 
management. When you have a position that's moved against you and 
you're deciding whether to roll, close, or hold, the Greeks tell you what's 
likely to happen next. 

If you sold a put and the stock has dropped, putting you in danger 
of assignment, look at your current Delta and Gamma. If your Delta has 



 

increased to 0.60 or 0.70, and Gamma is high, meaning Delta will keep 
increasing rapidly, you have substantial exposure to further downside. 
Every additional dollar the stock drops will cost you $60 to $70 per 
contract, and that cost will accelerate. At that point, rolling down and 
out, to a lower strike and later expiration, might make sense to reduce 
Delta and Gamma exposure while giving yourself more time for the 
stock to recover. 

If you're holding a LEAPS call and it's been several months with 
modest stock movement, check your Theta. How much is time decay 
costing you per day? If Theta has accelerated because you're now within 
90 days of expiration, you might decide to roll out to a later expiration 
to slow the decay, or close the position and move on rather than watch 
slow erosion. 

If you're in a credit spread and volatility has spiked, check your Vega. 
Is the position showing a temporary loss primarily from Vega 
expansion? If so, you might choose to hold rather than close at a loss, 
knowing that volatility typically reverts and the position will recover as 
Vega contracts even if the stock doesn't move in your favor. 

The Greeks transform from abstract concepts into practical tools 
that guide your real-time decision-making. This is why we spent an 
entire chapter on them before diving into specific strategies. Without 
this foundation, you'd be trading blind, reacting emotionally to P&L 
changes without understanding the underlying drivers. 

Chapter Summary 

Delta tells you your directional exposure and approximate 
probability of the option expiring in-the-money. Use it for position 
sizing and understanding your risk. Gamma tells you how fast your 
Delta changes. It accelerates dramatically near expiration and near at-



 

the-money strikes, making positions more volatile in their final days. 
Theta tells you how much time decay you're collecting as a seller or 
paying as a buyer. Accelerates dramatically in the final 30 days. Vega tells 
you how sensitive your position is to volatility changes. Sell options 
when IV is high, buy when IV is low. 

Ignore Rho for the strategies in this book. It doesn't materially 
impact your P&L on positions held for weeks or months. Use the Greeks 
together to understand exactly what your position is exposed to before 
you enter it, and to make informed management decisions once you're 
in the position. 

Understanding Gamma explains why the 7 DTE rule is so critical. 
In those final days, small stock moves cause large Delta changes because 
of high Gamma, which cause large P&L swings. This is why we close or 
roll positions before reaching that danger zone. 

Now that you understand how options are actually priced and what 
drives their value, we can move on to the practical application of this 
knowledge. Using implied volatility to time your trades and identify 
opportunities the market is offering you. That's Chapter 2.  



 

 

Chapter 2: Implied Volatility and Timing Your 
Trades 

After I learned about the Greeks and started paying attention to Delta, 
Theta, and Vega in my actual trades, I noticed something strange. Some 
weeks, selling a put on SPY at the same strike price and same days-to-
expiration would collect $1.50 in premium. Other weeks, the exact same 
trade would collect $2.50 or even $3.00. The stock price was roughly the 
same. The expiration date was the same. So why was the premium so 
different? 

The answer was implied volatility, and understanding it 
transformed how I approached every single options trade. Implied 
volatility, or IV, is the market's estimate of how much a stock will move 
in the future, expressed as an annualized percentage. When IV is high, 
options are expensive because the market expects large price swings. 
When IV is low, options are cheap because the market expects calm, 
steady price action. 

Here's the insight that took me years to internalize. The absolute 
level of IV doesn't matter nearly as much as where IV currently sits 
relative to its own historical range. An IV of 30% might be extremely 
high for a stable blue-chip stock that normally trades at 15% IV, making 
options expensive and ripe for selling. That same 30% IV might be 
extremely low for a volatile biotech stock that normally trades at 60% IV, 
making options cheap and potentially attractive for buying. 



 

This chapter will teach you how to use IV to time your trades, how 
to measure whether IV is high or low relative to history, and most 
important, how to avoid the expensive mistake of selling options when 
IV is low, collecting tiny premiums for substantial risk, or buying 
options when IV is high, paying inflated prices that make profit nearly 
impossible even if you're right about direction. 

What Implied Volatility Actually Represents 

Implied volatility is not a prediction of future stock movement, 
despite how it's often described. It's simply the market's collective guess 
about future volatility, derived from current option prices using the 
Black-Scholes model in reverse. When you see that SPY has an IV of 
20%, that means the market is pricing options as if SPY will move 
roughly 20% annualized, or about 1.3% per month, or 0.3% per day. 

But here's what matters for your trading. IV changes constantly 
based on supply and demand for options. When people panic and rush 
to buy puts for protection, IV spikes because sellers demand higher 
prices to take the other side of those trades. When markets are calm and 
nobody's worried, IV drops because there's less demand for protection 
and sellers compete by lowering prices. 

Think of IV like insurance premiums. When hurricane season 
arrives in Florida, homeowners insurance gets expensive because risk is 
elevated and everyone wants coverage. When there hasn't been a 
hurricane in years, premiums drop because nobody's worried and 
insurance companies compete for business. Options work exactly the 
same way. During market turbulence, option premiums explode. 
During calm periods, premiums shrink. 

The practical implication is this. You want to sell options, collect 
premium, when IV is high, just like insurance companies want to sell 



 

policies when premiums are elevated. You want to buy options, pay 
premium, when IV is low, just like you want to buy insurance when it's 
cheap. This simple principle, consistently applied, will dramatically 
improve your options trading results. 

IV Rank and IV Percentile: Your Trading Compass 

The absolute level of IV is meaningless without context. What you 
need to know is this. Where does current IV sit relative to the past 52 
weeks? This is where IV Rank and IV Percentile come in. These metrics 
tell you whether IV is historically high or low for this specific stock or 
ETF. 

IV Rank measures where current IV sits on a scale from the lowest 
IV, which is 0, to the highest IV, which is 100, over the past year. If SPY's 
IV Rank is 75, that means current IV is at 75% of the range between the 
lowest and highest IV seen in the past year. If IV Rank is 25, current IV 
is in the bottom quarter of the range. 

IV Percentile measures what percentage of days in the past year had 
lower IV than today. If SPY's IV Percentile is 80, that means 80% of days 
in the past year had lower IV than today, making today's IV relatively 
expensive. If IV Percentile is 20, only 20% of days had lower IV, making 
today's IV relatively cheap. 

Both metrics tell you essentially the same thing with slightly 
different math. I prefer IV Rank because it's more intuitive, but many 
traders use IV Percentile. Use whichever your broker provides. The 
important thing is having some measure of relative IV, not which 
specific metric you choose. 

Here's my practical rule based on years of trial and error. When IV 
Rank is above 50, consider selling options because premium is elevated. 
When IV Rank is below 30, avoid selling options if possible because 



 

premium is too small for the risk. When IV Rank is below 30, consider 
buying options if you have strong directional conviction because 
premium is cheap. When IV Rank is above 70, avoid buying options 
because premium is inflated and Vega will likely work against you. 

Let me show you how this works in practice. In February 2020, 
before the COVID crash, SPY had an IV Rank around 20 to 25. 
Options were cheap. The market was calm. Selling a 45-day put at 30 
Delta collected maybe $1.50 in premium. Then March arrived, markets 
crashed, and IV exploded. IV Rank jumped to 95 to 100. That same 45-
day put at 30 Delta suddenly collected $4.00 to $5.00 in premium, 
nearly triple the amount for identical strikes and timeframes. 

If you sold puts in February when IV Rank was 20, you collected 
tiny premiums for taking substantial risk. If you sold puts in late March 
when IV Rank was 95, you collected massive premiums for taking the 
same risk. The stock price and strike prices were similar. The only 
difference was IV. This is why timing matters enormously in options 
trading. 

The VIX: The Market's Fear Gauge 

The VIX, officially the CBOE Volatility Index, measures the 
implied volatility of S&P 500 index options over the next 30 days. It's 
often called the fear gauge because it spikes during market panics when 
everyone rushes to buy puts for protection. Understanding the VIX 
helps you understand broad market sentiment and identify extreme 
opportunities for option selling. 

Here's what you need to know about VIX levels. A VIX below 15 
indicates extreme calm and complacency. Options are cheap. Premium 
selling is difficult because there's not much premium to collect. A VIX 
between 15 and 20 is normal, healthy market conditions. Options are 



 

fairly priced. A VIX between 20 and 30 indicates elevated concern. 
Options are getting expensive. This is when premium selling starts 
becoming attractive. A VIX above 30 indicates fear or panic. Options 
are very expensive. This is prime time for aggressive premium selling. A 
VIX above 40 indicates extreme panic. Options are absurdly expensive. 
This is generational opportunity for premium sellers, but also indicates 
genuine market stress. 

The practical application is this. When the VIX spikes above 30, 
especially if it reaches 40 or higher, that's your signal to sell options 
aggressively on quality ETFs like SPY, QQQ, SMH, or other sector 
ETFs you'd be comfortable owning. The premiums will be enormous, 
and when volatility inevitably contracts back toward normal levels, the 
VIX returning to 15 to 20, you'll profit not just from time decay but 
from massive Vega crush. 

I learned this lesson during the COVID crash in March 2020. The 
VIX hit 80, a level not seen since the 2008 financial crisis. I was scared 
like everyone else. The market was dropping 5% to 10% per day. But I 
remembered my rule. High IV equals selling opportunity. I sold puts on 
SPY and SMH, I'm always long semiconductors, at strikes 15% to 20% 
below current prices, collecting premiums that would normally take 
three to four months to earn. Within six weeks, as the market stabilized 
and VIX dropped back to 40, I closed those positions at 60% to 70% 
profit. Those trades generated more profit in six weeks than my entire 
previous year of conservative premium selling. 

But here's the critical point. I only did this because I was selling puts 
on SPY and SMH, not on individual stocks that could go bankrupt. I 
was using capital I could afford to lose. I was sizing positions 
appropriately, not betting everything on one trade. High IV creates 



 

opportunity, but it also signals genuine risk. You must respect both sides 
of that equation. 

When IV Rank Tells You to Wait 

The flip side of selling when IV is high is learning to wait when IV 
is low, even when you're tempted to trade. This is psychologically 
difficult because when markets are calm and trending upward, you feel 
confident and want to deploy capital. But calm markets produce low IV, 
which means tiny premiums that don't justify the risk. 

Let me share a mistake I made repeatedly before I learned discipline. 
Markets would rally steadily for weeks. Everything felt safe. I'd sell puts 
on SPY or SMH with IV Rank at 15 to 20, collecting $0.80 to $1.00 in 
premium for 45-day puts at 30 Delta. I felt productive. I was working 
my capital. Then the market would have a normal 3% to 5% pullback, 
nothing dramatic, just typical volatility, and my puts would show losses 
of $150 to $200 per contract. I'd taken substantial risk for tiny premium, 
and when the inevitable normal market movement occurred, I lost more 
than I could have possibly gained. 

The math was broken from the start. If you collect $0.80 per share, 
which is $80 per contract, but expose yourself to potential losses of $5 
to $10 per share, which is $500 to $1,000 per contract, on even a modest 
stock movement, you need to win nine out of ten trades just to break 
even. That's not trading. That's gambling on perfection. 

The correct approach when IV Rank is below 30 is to wait. Do 
nothing. Keep your capital in cash or in long-term holdings. Resist the 
urge to trade just because you can. Options trading is not a daily job 
where you must show up and produce. It's opportunistic hunting where 
patience matters more than activity. When IV is low, the market isn't 



 

offering you attractive compensation for risk. Accept that, and wait for 
conditions to improve. 

I know this is frustrating advice. You want to trade. You want to put 
your capital to work. But one of the hardest lessons in options trading is 
learning that sometimes the best trade is no trade. Wait for IV to expand 
to at least 40 to 50 IV Rank before selling premium. Your win rate will 
improve dramatically, your average profit per trade will increase 
substantially, and your stress level will decrease because you're only 
trading when the math favors you. 

IV and Earnings: Stay Away From This Danger 

Earnings announcements create predictable IV patterns, but after 
losing substantial money trading around earnings early in my options 
journey, I learned a painful but valuable lesson. Avoid earnings 
completely. The risk-reward is almost never in your favor, regardless of 
how clever your strategy seems. 

Here's what happens mechanically. In the week leading up to 
earnings, IV expands dramatically as traders buy options betting on big 
post-earnings moves. Then, immediately after earnings are announced, 
IV collapses back to normal levels regardless of whether the stock moved. 
This is called IV crush. 

Some traders try to exploit this pattern by selling options the day 
before earnings to capture peak IV, then closing after earnings for quick 
profits from IV crush. In theory, this sounds attractive. In practice, it's 
where I suffered some of my biggest losses when I was starting with 
options. 

The problem is that earnings can produce massive, unpredictable 
moves that overwhelm any premium you collected. A stock can gap up 
or down 10%, 15%, even 20% overnight on earnings, and if you're on the 



 

wrong side of that move, the loss is catastrophic compared to the 
premium you were trying to collect. 

I sold puts on growth stocks before earnings multiple times, 
collecting what seemed like attractive premium, only to watch the stock 
gap down 15% to 20% on disappointing results. Those single trades 
wiped out months of careful, disciplined premium collection. 

Even worse, if you own options going into earnings, calls or puts 
you bought, IV crush will destroy your position value even if you're right 
about direction. The stock can move exactly where you predicted, and 
you'll still lose money because the IV collapse offsets your directional 
gains. 

My current approach to earnings is simple and absolute. I never have 
positions expiring in earnings week. If I'm running the Wheel strategy 
or credit spreads and a position is approaching expiration during a 
company's earnings week, I roll it forward to the following month well 
before earnings arrive. If I'm holding LEAPS on a stock and earnings are 
coming, I either close the position temporarily or accept that I'm 
holding through earnings as a long-term investor, not as a trader trying 
to exploit the event. 

The only exception to my earnings avoidance rule is index ETFs like 
SPY, QQQ, or SMH, because they don't have single earnings events that 
create binary outcomes. But even then, I'm careful during periods when 
major components of those indexes are reporting earnings 
simultaneously. 

The bottom line is this. Earnings are where retail traders get 
destroyed. The edge belongs to professionals with better information 
and faster execution. As a retail trader working a full-time job, my edge 
is in patient, systematic premium collection during normal market 



 

conditions, not in trying to outsmart the market around binary events. 
I learned this lesson through expensive losses. You can learn it from my 
mistakes instead of your own. 

Zero DTE Trading: Another Trap to Avoid 

While we're discussing what not to do, let me address another 
strategy that cost me dearly. Zero days to expiration, or 0 DTE, trading 
on index options. This involves selling options on SPY, QQQ, or other 
indexes that expire the same day, trying to collect small amounts of 
premium from extreme time decay. 

The appeal is obvious. Options expiring today decay incredibly fast, 
and if the market stays within a narrow range, you can collect premium 
that seems like free money. The reality is that 0 DTE options are where 
market makers and professionals have enormous edges in speed, 
information, and execution, and retail traders get systematically crushed. 

I tried 0 DTE trading for several months, thinking I could be 
disciplined and only take high-probability trades. I lost money 
consistently. The problem is that intraday market moves are essentially 
random over short timeframes. A stock can move 1% to 2% in minutes 
on no news, just from order flow or algorithmic trading. When you're 
selling options expiring in hours, you have zero margin for error. One 
unexpected move wipes out weeks of gains. 

My rule now is this. I never open new positions with options that 
have less than 30 days to expiration. For positions I'm already holding, I 
follow the 7 DTE rule from the first book and close or roll them before 
they reach 7 days to expiration. I never hold options expiring the same 
day regardless of the strategy. The incremental premium from holding 
positions into their final days simply isn't worth the exponential increase 
in risk. 



 

If you're tempted by 0 DTE because you see people on social media 
bragging about quick profits, remember this. You're not seeing their 
losses. You're not seeing the months where they gave back everything 
they made. Trading is about consistency over years, not lottery tickets 
that occasionally pay. 

Volatility Mean Reversion: Your Edge 

One of the most reliable patterns in markets is volatility mean 
reversion. When IV spikes to extreme levels, it eventually contracts back 
toward average. When IV drops to extreme lows, it eventually expands 
back toward average. This isn't a perfect rule, but it's remarkably 
consistent over time, and it's the fundamental edge that premium sellers 
exploit. 

Think about it logically. Markets don't stay in panic mode forever. 
Eventually, fear subsides and IV contracts. Markets don't stay perfectly 
calm forever either. Eventually, something unexpected happens and IV 
expands. This cycling between fear and complacency creates the 
opportunity for systematic premium selling. 

When you sell options during high IV periods, you're betting on 
mean reversion. You're collecting inflated premiums and expecting 
volatility to contract, which accelerates your profits through Vega crush 
on top of normal Theta decay. This is why your best months as an 
options seller will often be the months following market selloffs, when 
IV is elevated and starting to normalize. 

Conversely, when you buy options during low IV periods, which 
you should do rarely and only with strong conviction, you're also 
betting on mean reversion. You're paying cheap premiums and 
expecting volatility to expand, which would boost your option value 
through Vega expansion on top of favorable directional movement. 



 

The key insight is this. You're not predicting whether volatility will 
expand or contract tomorrow or next week. You're simply observing 
where volatility sits relative to historical norms and positioning yourself 
to benefit when it inevitably reverts toward average. This is probabilistic 
thinking, not fortune telling. 

Practical IV Checklist Before Every Trade 

Before I enter any options position now, I run through this 
checklist. It takes 30 seconds and has saved me from countless bad trades. 

Step 1: Check IV Rank or IV Percentile. Is it above 50, which is 
elevated, or below 30, which is low? 

Step 2: Check the VIX if trading index ETFs. Is it above 20, elevated 
concern, or below 15, complacency? 

Step 3: Decide strategy based on IV. If IV Rank is above 50, consider 
selling options. If IV Rank is below 30, either wait or consider buying 
options, which is rare. 

Step 4: Check upcoming earnings. Will this position be open during 
earnings? If yes, avoid the trade completely or roll to after earnings. 

Step 5: Check days to expiration. Is this position 30+ days out? 
Never open new positions with less than 30 DTE. 

Step 6: Size position appropriately. If IV is very high, IV Rank above 
70, I might sell smaller position sizes because elevated IV often signals 
elevated actual risk, not just perceived risk. 

This checklist prevents me from selling options when premium is 
too small to justify risk, low IV environments. It prevents me from 
buying options when premium is inflated, high IV environments. And 
it keeps me away from the two traps that cost me the most money, 
earnings trades and short-dated options. 



 

Real Example: Using IV to Time a Trade 

Let me walk you through a real trade sequence showing how IV 
awareness changes decision-making. In mid-July 2024, SPY was trading 
around $565 and trending upward. Markets felt calm. I checked IV 
Rank and it was at 18. Very low. The VIX was at 13. I wanted to sell puts 
to generate income, but the premium was terrible. A 45-day put at 
roughly 30 Delta was only paying modest premium. I would be taking 
on substantial obligation for minimal compensation. The math didn't 
work. I waited. 

By August 2nd, 2024, there was a sharp market pullback. SPY 
dropped to around $540. But IV spiked dramatically. IV Rank jumped 
to 65. The VIX hit 23. Now selling a 45-day put at roughly 30 Delta was 
paying significantly more premium, nearly double what was available 
just weeks earlier when IV was low. 

Over the following weeks, SPY recovered toward $560. My put 
stayed safely out-of-the-money. But here's where IV made a huge 
difference. As markets stabilized, IV contracted sharply. IV Rank 
dropped back to 30. The put I sold at elevated IV had lost substantial 
value, not just from time decay but from Vega crush. I closed it for 
strong profit in just a few weeks. If I had sold when IV Rank was 18 in 
mid-July, collecting minimal premium, I would have had to wait much 
longer to capture similar profit because I wouldn't have benefited from 
the Vega crush. 

This is the power of timing based on IV. Same strategy. Same 
approximate strikes and deltas. But substantially more profit simply by 
waiting for elevated IV before entering the trade. 



 

When High IV Isn't Opportunity (It's Warning) 

I need to add an important caveat. High IV isn't always an 
opportunity signal. Sometimes high IV correctly reflects genuine 
elevated risk, and selling options in those situations can be dangerous 
despite the attractive premiums. 

Individual stocks facing bankruptcy, regulatory issues, or existential 
threats will have very high IV, not because the market is irrationally 
fearful, but because the company might actually collapse. Selling puts 
on these stocks, even with high IV and fat premiums, is catching a falling 
knife. You're not exploiting irrational fear. You're accepting real risk of 
total loss. 

This is why I focus almost exclusively on index ETFs and sector 
ETFs when selling options. SPY, QQQ, SMH, and other major sector 
ETFs can't go to zero. They represent baskets of companies. Even during 
extreme panics like March 2020 when the VIX hit 80, we knew SPY 
would eventually recover because the entire U.S. economy wasn't going 
to disappear. Even SMH, despite being concentrated in semiconductors, 
holds multiple major companies and will survive any single company's 
failure. 

The practical rule is this. Only sell options on underlyings you'd be 
completely comfortable owning at your strike price for months or years. 
High IV makes the premium attractive, but it doesn't eliminate the 
fundamental requirement that you must be willing to accept 
assignment. If you wouldn't buy and hold 100 shares of something at 
your strike price, don't sell a put on it regardless of how attractive the 
premium looks. 



 

IV and the Strategies in This Book 

Throughout this book, we'll discuss LEAPS calls and puts in 
Chapters 4 and 5, and credit spreads in Chapters 6 and 7. IV awareness 
applies to all of them. 

For LEAPS calls, bullish directional bets, buy when IV Rank is 
below 30 to avoid paying inflated premiums. The lower the IV when you 
enter, the more Vega expansion will help you if volatility increases later. 

For LEAPS puts, bearish directional bets or portfolio protection, 
buy when IV Rank is below 30 if you're speculating on a decline. Buy 
regardless of IV if you're hedging an existing portfolio, because 
protection has value even when expensive. 

For put credit spreads, bullish income generation, sell when IV 
Rank is above 50. The higher the IV, the more premium you collect and 
the more you benefit from eventual Vega crush. 

For call credit spreads, bearish or neutral income generation, sell 
when IV Rank is above 50 for the same reasons. 

Simple rule. Sell when IV is high, buy when IV is low. Avoid 
earnings completely. Never trade 0 DTE or open new positions with less 
than 30 days to expiration. This aligns your strategy with probability 
and maximizes your edge. 

Chapter Summary 

Implied volatility measures the market's expectation of future price 
movement and directly determines option premiums. High IV means 
expensive options, which is good for sellers and bad for buyers. Low IV 
means cheap options, which is bad for sellers and good for buyers. 

Use IV Rank or IV Percentile to measure where current IV sits 
relative to the past year. Above 50 is elevated, so favor selling. Below 30 



 

is low, so avoid selling and consider buying. The VIX measures broad 
market volatility. Above 30 signals fear and opportunity for premium 
sellers. 

IV expands during fear and contracts during calm, creating mean 
reversion patterns you can exploit. Never trade around earnings 
regardless of the strategy or how attractive the setup seems. Never trade 
0 DTE or open new positions with less than 30 days to expiration. 

Never sell options when IV Rank is below 30 unless forced by 
existing position management. The premium is too small for the risk. 
Wait patiently for IV to expand above 40 to 50 before deploying capital 
aggressively. 

Always check IV before entering any options position. Let IV guide 
your strategy selection, not the other way around. This discipline will 
improve your results more than any complex strategy ever could. 

Now that you understand both the Greeks and implied volatility, 
you have the foundation to understand options pricing at a deep level. 
The next chapter covers the mechanics of how options are actually 
priced, which will tie together everything you've learned so far and 
explain why options sometimes behave in seemingly irrational ways. 
That's Chapter 3.  



 

 

Chapter 3: Options Pricing Decoded 

After I understood the Greeks and learned to pay attention to implied 
volatility, I thought I had options figured out. I could look at Delta to 
understand my directional exposure, check Theta to see how much time 
decay I was collecting or paying, and verify that IV Rank was above 50 
before selling premium. I felt confident. Then I started noticing weird 
things that didn't match my expectations. 

I'd buy a LEAPS call on a stock I was bullish on, the stock would 
rally 3% in a week, exactly what I wanted, and my call would be up only 
1%. I'd sell a put on an ETF, the ETF would stay perfectly flat, and 
somehow I'd be showing a small loss on the position after just a few days. 
I'd compare two different options on the same underlying with the same 
expiration date, and the pricing would seem completely inconsistent. 

What I was missing was a deeper understanding of how options are 
actually priced and why they behave the way they do. The Greeks and 
IV explain most of an option's behavior, but there are nuances and 
mechanics that only become clear when you understand the underlying 
pricing model and what drives those seemingly irrational price 
movements. 

This chapter will explain what actually determines an option's 
price, why options don't always move the way you expect even when 
you're right about direction, and most important, how to use this 
knowledge to avoid frustration and make better trading decisions. 



 

The Components of an Option's Price 

Every option's price is made up of two components: intrinsic value 
and extrinsic value, also called time value. Understanding this split is 
important because these two components behave completely differently. 

Intrinsic value is straightforward. It's the amount an option is in-
the-money. If SPY is trading at $450 and you own a $440 call, your 
intrinsic value is $10 per share. That $10 is real, tangible value. If you 
exercised the option right now, you'd make $10 per share. Intrinsic value 
can never be negative. If an option is out-of-the-money or at-the-money, 
intrinsic value is zero. 

Extrinsic value is everything else. It's the premium buyers are willing 
to pay beyond intrinsic value for the possibility that the option will 
move further in-the-money before expiration. This is where time decay 
happens, where IV changes affect pricing, and where most of the 
complexity lives. 

Here's a concrete example. SPY is trading at $450. You look at a call 
with a $440 strike expiring in 45 days, and it's trading for $13.50. The 
intrinsic value is $10, the amount it's in-the-money. The extrinsic value 
is $3.50, the total price minus intrinsic value. That $3.50 represents the 
time value that will decay to zero by expiration. 

Why does this matter? Because intrinsic value moves dollar-for-
dollar with the stock, Delta of 1.00, while extrinsic value behaves 
according to the Greeks we discussed in Chapter 1. If SPY goes up $1, 
your call gains $1 from increased intrinsic value, but the extrinsic value 
might increase, decrease, or stay the same depending on changes in IV, 
time decay, and how far in-the-money you are. 

This is why deep in-the-money options behave almost like stock 
because they're mostly intrinsic value, while out-of-the-money options 



 

behave very differently because they're entirely extrinsic value that 
decays rapidly. 

The Black-Scholes Model: What Actually Determines Price 

Options pricing is based primarily on the Black-Scholes model, 
developed in 1973. You don't need to understand the complex 
mathematics, but you should understand what inputs determine an 
option's price because these are the factors you can observe and trade 
around. 

The model uses five inputs to calculate theoretical option prices. 

Stock price. Obviously, as the underlying moves up or down, call 
and put values change. This is captured by Delta. 

Strike price. The relationship between current stock price and strike 
price determines how much intrinsic value exists and influences all the 
Greeks. 

Time to expiration. More time equals more value because there's 
more opportunity for favorable movement. This is captured by Theta, 
time decay. 

Implied volatility. Higher IV means higher option prices because 
larger expected moves make options more valuable. This is captured by 
Vega. 

Interest rates. Higher rates slightly increase call values and decrease 
put values, but this effect is minimal for the timeframes retail traders use. 
This is captured by Rho, which we ignore. 

Here's what you need to understand practically. When you enter an 
options position, four of these five inputs are fixed: stock price, strike, 
time, and rates. The only input that changes unpredictably is implied 
volatility. This is why IV awareness from Chapter 2 is so critical. 



 

Changes in IV can make you money or lose you money independent of 
whether you're right about stock direction. 

Let me show you how this works with a real scenario. You buy a call 
on SPY at $450 strike when SPY is trading at $445. You pay $4.00 for a 
call expiring in 60 days. At the time you buy, IV Rank is 60, which is 
elevated. Two weeks later, SPY has rallied to $448, moving $3 in your 
favor. You check your call, expecting a nice profit. Instead, it's worth 
$3.80. You're down $0.20 even though you were right about direction. 

What happened? IV contracted. When you bought the call, IV 
Rank was 60. Now it's 35. That IV drop reduced your Vega by more 
than the favorable stock movement increased your Delta. Plus, two 
weeks of time decay, Theta, worked against you. You were right about 
direction but wrong about timing and IV, and those factors dominated. 

This is why buying options is so difficult. You need to be right about 
multiple things simultaneously: direction, magnitude of move, timing, 
and ideally you want IV to expand rather than contract. Selling options 
is easier because time and IV mean reversion both work in your favor as 
long as the stock doesn't move dramatically against you. 

Why Options Seem "Mispriced" (They're Not) 

One of the most common frustrations I had learning options was 
seeing prices that seemed obviously wrong. I'd see a stock at $100, look 
at the $110 call expiring in 90 days, and think about how that stock has 
a decent chance of hitting $110. Why is this call only worth $2.00? Or 
I'd see an out-of-the-money put that seemed absurdly expensive given 
how far the stock would have to fall. 

Here's what I learned. Options are almost never mispriced. They 
might be priced differently than you think they should be, but that's 
because the market knows something you don't, or more accurately, the 



 

collective wisdom of all participants has priced in probabilities you're 
not considering. 

When an option seems cheap, it's usually because IV is low, meaning 
the market expects small moves, or the probability of reaching that strike 
is lower than you think. When an option seems expensive, it's usually 
because IV is high, meaning the market expects large moves, or there's 
risk you're not accounting for. 

I learned this lesson painfully with earnings trades, which I now 
avoid completely. I'd see a stock trading at $150 with earnings tomorrow, 
and the $160 call expiring in two weeks would be trading for $5.00. I'd 
think about how this company always beats earnings. The stock could 
easily jump to $160. This call should be worth way more. So I'd buy it. 

Earnings would come out, the stock would jump to $158, close to 
my target, and my call would be worth $3.00. I'd lost $2.00 even though 
I was mostly right about direction. What happened? The option was 
expensive before earnings because IV was inflated. After earnings, IV 
crushed back to normal, and that Vega loss more than offset my 
directional gain. 

The option wasn't mispriced before earnings. It was correctly priced 
for the elevated IV environment. I was the one who was wrong, not the 
market. 

Time Decay Acceleration: The 30-45 Day Cliff 

We discussed in Chapter 1 that time decay, Theta, accelerates as 
expiration approaches, but I want to emphasize just how dramatic this 
acceleration is because it drives critical trading decisions. 

An option with 180 days to expiration might have Theta of $0.03 
per day. The same option with 90 days to expiration might have Theta 



 

of $0.06 per day. With 45 days to expiration, Theta might be $0.12 per 
day. With 30 days to expiration, $0.18 per day. With 7 days to expiration, 
$0.35 per day or more. 

Notice the pattern. Theta doesn't double as time halves. It 
accelerates exponentially in the final 30 to 45 days. This is why premium 
sellers target the 30 to 45 day window. You can collect 50% to 60% of the 
total premium in just the final 30 days, which means you can close early, 
take your profit, and redeploy capital rather than waiting for full 
expiration. 

But here's the flip side that cost me money before I understood it. If 
you're buying options, LEAPS calls or puts, which we'll cover in 
Chapters 4 and 5, you want to give yourself much more time than you 
think you need. If you believe a stock will move 20% higher over the next 
six months, don't buy a six-month option. Buy a 12-month or 18-
month LEAPS. Why? Because if you're early by even a month or two, 
time decay in those final months will kill your position even if you end 
up being right eventually. 

I bought countless calls with three to six months to expiration, 
thinking that was plenty of time. The stock would move my direction 
but not as quickly as I expected. By month four or five, I'd be fighting 
accelerating time decay. Even when the stock finally reached my target in 
month six, my option had lost so much time value that I barely broke 
even or took a loss. 

Now, when I buy options, which I do rarely, I only buy LEAPS with 
12 to 24 months to expiration. The extra time costs more upfront, but 
it gives me room to be early without getting crushed by accelerating 
Theta. 



 

The Bid-Ask Spread: Your Hidden Cost 

One aspect of options pricing that beginners often overlook is the 
bid-ask spread. This isn't about the theoretical value of an option, what 
Black-Scholes says it's worth. This is about the actual price you pay to 
get in and the actual price you receive to get out. 

Every option has a bid price, what buyers are willing to pay, and an 
ask price, what sellers are demanding. The difference between these is 
the spread, and you pay it every time you trade. When you buy an 
option, you pay the ask. When you sell an option, you receive the bid. 
The market maker pockets the difference. 

For highly liquid options on SPY, QQQ, or SMH, the spreads are 
typically very tight, often $0.01 to $0.05 per share. But for less liquid 
stocks or far out-of-the-money strikes, spreads can be $0.20, $0.50, or 
even $1.00 per share. That's $20 to $100 per contract just to enter and 
exit the trade. 

Let me show you why this matters. You sell a put and collect $1.50 
in premium, which is $150 per contract. A week later, you want to close 
it early at 30% profit. The theoretical value of the option is now $1.05, 
which means you should be able to buy it back for $1.05, locking in a 
$0.45 profit, which is $45 per contract. But when you look at the actual 
market, the bid is $0.95 and the ask is $1.15. If you buy to close at the 
ask, you pay $1.15, making your profit only $0.35 per share, which is $35 
per contract. The $0.10 difference went to the spread. 

This seems small, but it compounds over many trades. If you're 
trading less liquid underlyings or opening and closing positions 
frequently, you can easily lose 10% to 20% of your theoretical profits to 
spreads. 



 

The practical solution is this. Stick to highly liquid underlyings like 
SPY, QQQ, SMH, and other major ETFs where spreads are tight. Avoid 
trading options on individual stocks unless they're mega-cap names with 
very active options markets. And be patient when entering and exiting 
trades. Use limit orders at the midpoint of the bid-ask spread rather than 
market orders that guarantee you pay the worst price. 

Moneyness and How It Affects Pricing 

Options are categorized by their moneyness, the relationship 
between stock price and strike price, and this dramatically affects how 
they're priced and how they behave. 

In-the-money, or ITM. Strike price is favorable compared to current 
stock price. For calls, strike below stock price. For puts, strike above 
stock price. ITM options have intrinsic value plus some extrinsic value. 
They have high Delta, typically 0.60 to 1.00, and behave more like stock. 

At-the-money, or ATM. Strike price is equal to or very close to 
current stock price. ATM options are entirely extrinsic value. They have 
moderate Delta, typically around 0.50, and are most sensitive to IV 
changes. 

Out-of-the-money, or OTM. Strike price is unfavorable compared 
to current stock price. For calls, strike above stock price. For puts, strike 
below stock price. OTM options are entirely extrinsic value. They have 
low Delta, 0.10 to 0.40, and decay fastest in relative terms. 

Here's what you need to understand practically. The further out-of-
the-money an option is, the more its price is purely speculative time 
value that decays rapidly. When you sell OTM options, which is what 
we do most of the time, you're collecting that speculative premium and 
letting it decay. When you buy OTM options, you're paying for low-
probability outcomes and fighting severe time decay. 



 

This is why the Wheel strategy from the first book focuses on selling 
puts at 30 Delta, which is OTM, rather than at-the-money. You collect 
attractive premium while maintaining a cushion before assignment. 
You're selling probability that decays predictably rather than taking on 
near-term assignment risk. 

Conversely, when buying options like LEAPS, you generally want 
to buy slightly in-the-money or at-the-money to ensure you have real 
Delta exposure and aren't just buying pure time value that evaporates. 
Deep out-of-the-money LEAPS are tempting because they're cheap, but 
they're cheap for a reason. The probability of profit is low. 

Volatility Smile and Skew: Advanced Pricing Quirks 

If you look at options of the same expiration across different strikes, 
you'll notice something odd. They don't all have the same implied 
volatility. Theoretically, they should because Black-Scholes assumes 
constant volatility. In practice, they don't. This is called volatility smile 
or skew, and it reflects market realities that the model doesn't capture. 

For index options like SPY, QQQ, and SMH, you'll typically see put 
skew. Out-of-the-money puts have higher IV than at-the-money 
options, which have higher IV than out-of-the-money calls. This 
happens because markets crash faster than they rally, so there's more 
demand for downside protection, puts, than upside speculation, calls. 

What this means practically is this. When you sell out-of-the-money 
puts, you're collecting slightly elevated premium due to skew. When you 
sell out-of-the-money calls, you're collecting slightly deflated premium 
due to skew. This is generally favorable for the strategies in this book 
because we sell more puts than calls. 

You don't need to calculate or trade skew actively. Just understand 
that it exists and that it's normal for put options to seem expensive 



 

relative to calls on the same underlying. That's not mispricing. That's 
the market correctly pricing in crash risk. 

Early Assignment Risk: When and Why It Happens 

One pricing quirk that confuses many option sellers is early 
assignment. Most options are not exercised early. They're either closed 
before expiration or they expire worthless. But sometimes, option 
buyers exercise their right early, and understanding when this happens 
helps you avoid surprises. 

Early assignment typically happens in two scenarios. 

Dividends. If you're short calls on a stock that pays a dividend, and 
the ex-dividend date is approaching, the call owner might exercise early 
to capture the dividend. This is especially likely if the call is deep in-the-
money and has little extrinsic value left. The math for the call owner is 
simple. If the dividend is worth more than the remaining extrinsic value, 
exercise early and collect the dividend. 

Deep in-the-money options near expiration. If an option is very 
deep in-the-money, Delta near 1.00, and has almost no extrinsic value 
remaining, it might be exercised early because there's no benefit to 
waiting. This typically only happens in the final days before expiration. 

For the strategies in this book, early assignment risk is minimal 
because we follow the 7 DTE rule. Close or roll before 7 days to 
expiration. By closing early, you avoid the final days when early 
assignment becomes likely. Additionally, most of the underlyings we 
trade, SPY, QQQ, SMH, have minimal dividends, reducing that risk 
factor. 

If you do get assigned early, it's not a disaster. You simply own the 
stock if you were short puts, or your stock gets called away if you were 



 

short calls. Manage it like any other assignment. Either hold the stock 
and sell calls against it, or sell the stock and move on. 

Pricing Efficiency: Why You Can't Outsmart the Market 

After understanding all of this pricing mechanics, you might think 
about how you can find mispriced options and arbitrage them for easy 
profit. Let me save you time and money. You can't. The options market 
is remarkably efficient, especially for liquid underlyings like SPY, QQQ, 
and SMH. 

Market makers use sophisticated algorithms that update prices 
hundreds of times per second based on the underlying stock price, 
volatility, order flow, and countless other factors. They have faster data, 
better execution, and more computing power than any retail trader. 
When you see an option price, it's correct within a penny or two. Any 
perceived mispricing is usually you missing something, not the market 
being wrong. 

This doesn't mean you can't make money trading options. It means 
you make money by taking the other side of trades that make sense for 
your strategy, risk tolerance, and time horizon. You're not finding 
arbitrage. You're accepting risk in exchange for premium when selling, 
or paying premium for exposure when buying. 

Your edge doesn't come from finding mispriced options. Your edge 
comes from patience, waiting for high IV to sell, discipline, following 
your rules consistently, time management, letting Theta work for you, 
and position sizing, never risking too much on any single trade. Those 
are behavioral edges, not analytical edges. The math is the same for 
everyone. The discipline is not. 



 

Chapter Summary 

Every option's price has two components: intrinsic value, amount 
in-the-money, and extrinsic value, time value that decays. Options 
pricing is based on the Black-Scholes model using five inputs: stock 
price, strike price, time to expiration, implied volatility, and interest 
rates. 

Time decay, Theta, accelerates dramatically in the final 30 to 45 days 
before expiration. This is why premium sellers target this window and 
why option buyers should use LEAPS with much more time than they 
think they need. 

The bid-ask spread is a hidden cost that compounds over many 
trades. Stick to liquid underlyings with tight spreads like SPY, QQQ, 
and SMH. Out-of-the-money options are entirely time value and decay 
fastest. In-the-money options behave more like stock. At-the-money 
options are most sensitive to IV changes. 

Options are almost never genuinely mispriced. When prices seem 
wrong, you're usually missing something the market has priced in. Your 
edge comes from behavioral discipline, not finding arbitrage. 

Early assignment risk is minimal if you follow the 7 DTE rule and 
trade primarily index ETFs. If assigned early, manage it like any other 
assignment. 

Now that you understand how options are priced and why they 
behave the way they do, we can move to the directional strategies that let 
you take leveraged positions on stocks you believe will move 
significantly. LEAPS calls for bullish positions. That's Chapter 4.  



 

 

Chapter 4: LEAPS Calls - The Bull Case 
Strategy 

Everything we've covered so far, the Greeks, implied volatility, and 
options pricing mechanics, has been building toward this. Using 
options not just to collect premium defensively, but to take calculated 
directional bets when you have genuine conviction about a stock's 
future direction. This is where LEAPS calls come in, and this is also 
where I lost substantial money before I figured out what actually works. 

LEAPS stands for Long-term Equity AnticiPation Securities, which 
is just a fancy way of saying options with expiration dates 12 months or 
more in the future. When you buy a LEAPS call, you're making a 
leveraged bet that a stock or ETF will move higher over the next one to 
two years. You control 100 shares while risking only a fraction of the 
capital required to buy those shares outright. 

This sounds attractive, and it can be when done correctly. But 
LEAPS calls are also where overconfident traders, including past me, 
lose money quickly by ignoring the principles we've established. You can 
be completely right about direction and still lose money if you're wrong 
about timing, if you pay too much due to high IV, if you buy strikes that 
are too far out-of-the-money, or if you don't manage the position 
properly. 

This chapter will teach you when LEAPS calls make sense, how to 
select the right strikes and expirations, how to avoid the expensive 



 

mistakes I made, and most important, how to use LEAPS calls as part of 
a broader strategy rather than as lottery tickets. 

Why LEAPS Calls Beat Buying Stock Outright 

Let's start with the fundamental appeal of LEAPS calls: leverage and 
capital efficiency. If you're bullish on a stock trading at $450, let's say 
SPY, you have several options. 

Option 1: Buy 100 shares at $450, which requires $45,000 capital. 
If SPY goes to $500 in 18 months, you make $5,000 profit, which is an 
11% return. If SPY stays flat, you make $0, ignoring dividends. If SPY 
drops to $400, you lose $5,000, which is an 11% loss. 

Option 2: Buy a LEAPS call with 18 months to expiration, $450 
strike, paying $45 per share, which requires $4,500 capital. If SPY goes 
to $500, your call is worth at least $50 in intrinsic value, giving you $500 
profit plus whatever extrinsic value remains, roughly 11% return on the 
option, similar to owning stock but with 90% less capital. If SPY stays 
flat at $450, your call might be worth $20 to $25 due to time decay, 
giving you a loss of $2,000 to $2,500, which is 44% to 55% loss. If SPY 
drops to $400, your call might be worth $5 to $10 depending on 
remaining time, giving you a loss of $3,500 to $4,000, which is 78% to 
89% loss. 

Notice the asymmetry. With LEAPS calls, you risk less capital, 
$4,500 versus $45,000. You control the same 100 shares, and you free up 
$40,500 for other investments. But you also face significant time decay 
even if the stock stays flat, and your losses are much higher percentage-
wise if the stock moves against you. 

This is the trade-off. LEAPS calls give you leverage and capital 
efficiency, but they're a depreciating asset. Shares are permanent 
ownership that never expires. LEAPS calls are temporary contracts that 



 

decay to zero by expiration. You need to be right about direction AND 
timing, not just one or the other. 

When LEAPS Calls Make Sense 

LEAPS calls are not appropriate for every situation or every 
investor. They're a specialized tool for specific circumstances. Here's 
when they make sense. 

You have strong conviction about long-term direction. Not a 
hunch, not a hope, but genuine analysis suggesting a stock or ETF will 
move substantially higher over 12 to 24 months. For me, this means 
semiconductors, or SMH, which I'm always structurally bullish on due 
to long-term technology trends. I don't buy LEAPS calls on stocks I'm 
casually optimistic about. I buy them when I'd be willing to own shares 
but want leverage. 

You want exposure without tying up large capital. Maybe you have 
$50,000 to invest, but you don't want to put $45,000 into 100 shares of 
one position. A $4,500 LEAPS call gives you similar exposure while 
leaving $45,500 free for other positions or opportunities. 

You're using LEAPS as part of a broader strategy. LEAPS calls work 
well alongside your core portfolio of ETFs and dividend stocks. They're 
not a replacement for steady accumulation. They're a supplement that 
adds leveraged upside when you have conviction. 

Implied volatility is low. Remember Chapter 2. Buy options when 
IV Rank is below 30. You want to pay the cheapest possible price for 
time value. Buying LEAPS when IV Rank is 70 means you're paying 
inflated prices that will likely work against you as IV contracts. 

Here's when LEAPS calls don't make sense. When you're unsure 
about direction and just hoping a stock goes up. When IV is high and 



 

options are expensive. When you can't afford to lose the entire premium. 
When you're trying to time short-term moves because LEAPS are for 
long-term conviction, not quarterly earnings bets. When you'd be 
devastated if the position went to zero. 

Strike Selection: The Delta Decision 

The most important decision when buying LEAPS calls is selecting 
the strike price, because this determines your Delta, directional 
exposure, your cost, and your probability of profit. You have three 
general choices. 

Deep in-the-money, or ITM. Delta 0.70 to 0.90. These calls behave 
almost like stock because most of their value is intrinsic. If the stock goes 
up $1, your call goes up roughly $0.70 to $0.90. They're expensive, high 
premium, but safe, less likely to expire worthless. Time decay is relatively 
slow because most of the value is intrinsic, not extrinsic. 

At-the-money, or ATM. Delta around 0.50. These calls give you 
balanced exposure. If the stock goes up $1, your call goes up roughly 
$0.50. They're moderately priced and have moderate risk. Time decay is 
significant because all value is extrinsic. 

Out-of-the-money, or OTM. Delta 0.20 to 0.40. These calls are 
cheap, low premium, but risky because you need large stock moves to 
profit. If the stock goes up $1, your call might go up only $0.20 to $0.40. 
Time decay is severe because all value is extrinsic, and you're far from 
profitability. 

Here's the mistake I made repeatedly. I'd buy OTM LEAPS because 
they were cheap and offered huge percentage returns if the stock moved 
my way. I'd see a stock at $450, buy the $500 LEAPS call for $8 per share, 
which is $800 per contract, and dream about the stock hitting $550 



 

where my call would be worth $50, which is $5,000 per contract, a 525% 
return. 

But here's what actually happened. The stock would rally to $480 
over 12 months, a nice 7% gain, and my call would be worth $12 to $15, 
giving me maybe 50% to 87% return after fighting time decay. Or the 
stock would rally to $470, still up 4%, and my call would be worth $6, 
giving me a loss even though I was right about direction. The stock had 
to rally 11% just for me to break even, and anything less meant I lost 
money despite being directionally correct. 

My rule now is this. I only buy LEAPS calls that are at-the-money 
or slightly in-the-money, Delta 0.50 to 0.70. Yes, they're more expensive 
upfront. Yes, the percentage returns are lower. But the probability of 
profit is much higher, and I don't need massive moves to make money. 
A 10% to 15% stock move over 18 months translates to meaningful 
option profits without fighting extreme time decay. 

If I can't afford the at-the-money or slightly ITM strike, I don't 
make the trade. I wait, save more capital, or find a different opportunity. 
Buying cheap OTM LEAPS is self-sabotage disguised as leverage. 

Expiration Selection: Buy More Time Than You Think You 
Need 

The second critical decision is expiration date. You might think 
about how you believe this stock will rally over the next six months, so 
you'll buy a six-month call. This is wrong. Let me explain why with a 
painful personal example. 

I was bullish on semiconductors in 2022. I bought LEAPS calls on 
SMH with nine months to expiration, thinking that was plenty of time. 
The strike was reasonable, slightly in-the-money. The setup looked 
good. Then the market pulled back for three months. SMH went 



 

sideways. By month six, time decay was accelerating. By month eight, I 
was down 40% even though my thesis hadn't changed. By month nine, 
SMH finally started rallying, but it was too late. I barely broke even after 
fighting through months of accelerating Theta. 

The problem was this. I was right about direction but wrong about 
timing. I didn't account for the fact that markets rarely move in straight 
lines. There are pullbacks, consolidations, and periods of drift. If you 
buy options with just enough time for your thesis to play out, you're 
gambling that everything goes perfectly. If you're early by even two to 
three months, you get crushed by time decay. 

My rule now is this. If I believe a move will happen over 12 months, 
I buy LEAPS with 18 to 24 months to expiration. If I believe a move will 
happen over six months, I buy LEAPS with 12 to 18 months to 
expiration. I always give myself 6 to 12 months of cushion beyond my 
expected timeframe. 

Yes, longer-dated LEAPS are more expensive. That extra time costs 
premium. But that extra time is insurance against being early, and being 
early with options is almost as bad as being wrong. The incremental cost 
is worth the dramatic reduction in timing risk. 

Position Sizing: Never Risk More Than You Can Lose 

This should be obvious, but I'm emphasizing it because this is 
where people destroy accounts. LEAPS calls can go to zero. Unlike 
selling puts or calls where your probability of total loss is low, buying 
options means you can lose 100% of your investment if you're wrong. 
Therefore, position sizing is critical. 

My rule is this. Never allocate more than 5% to 10% of my portfolio 
to any single LEAPS position. If I have a $100,000 portfolio, that means 
$5,000 to $10,000 maximum per LEAPS call position. If the at-the-



 

money LEAPS call I want costs $3,000 per contract, I buy one contract, 
not three. If it costs $8,000 per contract, I don't make the trade. I wait 
until I have more capital or I find a different opportunity. 

Additionally, I never put more than 15% to 20% of my total 
portfolio into LEAPS calls across all positions. The majority of my 
capital, 60% to 70%, stays in core ETF holdings and dividend stocks 
from the first book. Another 15% to 20% is in premium-selling strategies 
like the Wheel and credit spreads. Only the remaining 15% to 20% goes 
into directional LEAPS bets. 

This allocation ensures that even if every single LEAPS call goes to 
zero, which has happened to me during bad stretches, I don't blow up 
my account. I take a 15% to 20% hit, learn from what went wrong, and 
rebuild. That's survivable. Putting 50% or 70% of your account into 
LEAPS calls and losing it all? That's account death, and recovery is 
nearly impossible. 

IV Timing: Only Buy When IV Is Low 

This is non-negotiable and ties directly back to Chapter 2. Before 
buying any LEAPS call, I check IV Rank. If IV Rank is above 40, I don't 
buy regardless of how attractive the setup looks. I wait for IV to contract 
to 30 or below. 

Why is this so important? Because when you buy options with 
elevated IV, you're paying inflated prices for time value. Then, when IV 
inevitably contracts back to normal through mean reversion, your 
option loses value from Vega even if the stock moves in your favor. You 
end up fighting two enemies: time decay and volatility contraction. 

Let me show you with numbers. Say you want to buy a LEAPS call 
on SPY at $450 strike with 18 months to expiration. When IV Rank is 
25, which is low, that call might cost $42 per share, which is $4,200 per 



 

contract. When IV Rank is 60, which is high, that same call might cost 
$52 per share, which is $5,200 per contract. You're paying $1,000 extra 
for the exact same position just because IV is elevated. 

Now fast forward six months. SPY has rallied to $470, which is great 
news. IV has contracted to IV Rank of 30 through mean reversion. With 
the low IV entry, your call might be worth $48 to $50, giving you a nice 
profit. With the high IV entry, your call might be worth $45 to $47, 
giving you a small loss or minimal profit despite being right about 
direction. The IV contraction cost you $3 to $5 per share in Vega, 
offsetting much of your directional gain. 

Patience pays when buying LEAPS. Wait for IV to be in the bottom 
30% of its annual range. You'll get better entry prices, you'll benefit if IV 
expands later, and you won't fight volatility contraction working against 
you. 

Managing LEAPS Calls: When to Take Profits and Cut 
Losses 

Buying the LEAPS call is only half the battle. Managing it properly 
over the next 12 to 18 months is where discipline separates profitable 
traders from those who give back all their gains. 

Taking profits. When a LEAPS call is up 50% to 100%, I seriously 
consider taking at least partial profits. I might sell half my contracts and 
let the rest run with house money. Or I might close the entire position 
and look for the next opportunity. The temptation is to hold for bigger 
gains, thinking this could be a 300% winner. Sometimes it is. But often, 
the stock pulls back, IV contracts, or time decay accelerates, and that 
100% winner turns into a 30% winner. 

I learned this lesson by watching several LEAPS positions go from 
up 150% to up 30% because I got greedy and held too long. Now, when 



 

I'm up 75% to 100%, I take profits on at least half the position. I've never 
regretted taking profits too early. I've regretted not taking profits when 
I had them countless times. 

Cutting losses. This is harder emotionally but just as important. 
When a LEAPS call is down 40% to 50%, I ask myself honestly. Do I still 
believe in this thesis? Has anything fundamental changed? If my thesis 
is intact and I still believe the stock will rally, I might hold or even average 
down by buying more contracts, but only if IV is still low and I have 
room in my position sizing. 

But if my thesis has changed, if new information suggests I was 
wrong, or if the position is down 60% or more, I cut the loss and move 
on. A 60% loss means the stock would need to rally significantly just to 
get me back to breakeven, and with accelerating time decay, that's 
unlikely. Better to accept the loss, preserve remaining capital, and 
redeploy into better opportunities. 

Rolling out. If a LEAPS call still has 6 to 9 months to expiration and 
is showing moderate gains but facing accelerating time decay, I 
sometimes roll it out to a later expiration. I close the current call, take 
the profit, and immediately buy a longer-dated call to maintain exposure 
with less time decay pressure. This works well when my thesis is intact 
but I want to reduce Theta risk. 

Real Example: My SMH LEAPS Call (Success) 

Let me walk you through a successful LEAPS call trade on SMH, 
the semiconductor ETF I'm always structurally bullish on. In October 
2023, SMH was trading around $240 after pulling back from highs. I 
checked IV Rank and it was at 28, which is low. I believed 
semiconductors would rally over the next 12 to 18 months due to AI 
demand and cyclical recovery. 



 

I bought LEAPS calls expiring in January 2025, which is 15 months 
out, giving me cushion, with a $240 strike, at-the-money, Delta around 
0.55. Premium was $28 per share, which is $2,800 per contract. I bought 
two contracts, allocating $5,600, about 7% of my portfolio at the time. 

Over the next nine months, SMH rallied to $290. My LEAPS calls 
were worth approximately $58 per share, which is $5,800 per contract, 
more than doubling. I sold one contract at $58, locking in $3,000 profit, 
which is a 108% gain on that contract. I held the other contract, now 
playing with house money. 

By month 12, SMH had pulled back to $270, but my remaining call 
was still worth about $48, up 71% from entry. I held through the 
pullback because I still had months of time and my thesis remained 
intact. 

What made this trade work? Low IV entry, 28 IV Rank. Reasonable 
strike, at-the-money, not OTM speculation. Plenty of time, 15 months. 
Proper position sizing, 7% of portfolio. And I took partial profits rather 
than holding for maximum gains. 

Real Example: My Failed LEAPS Call (Lesson Learned) 

Now let me share a LEAPS call that lost money, so you understand 
what not to do. In early 2021, I was bullish on a growth stock in the tech 
sector. The stock was at $180. I bought LEAPS calls expiring in January 
2022, which is 12 months out, with a $200 strike, out-of-the-money, 
Delta around 0.35. Premium was $15 per share, which is $1,500 per 
contract. I bought three contracts, allocating $4,500. 

Here were my mistakes. I bought OTM calls, which needed an 11% 
move just to reach my strike. I didn't check IV Rank carefully, it was 
around 50, elevated but not extreme. I bought only 12 months of time, 



 

not enough cushion. I bought three contracts when two would have 
been appropriate, position sizing slightly too large. 

What happened? The stock rallied to $190 over the next six months, 
a 5% gain moving my direction, but my calls barely budged because I was 
still OTM and fighting time decay. Then the stock pulled back to $175. 
By month 10, with only two months to expiration, my calls were worth 
$3 to $4 each. I cut the loss, selling for $3.50 per share, taking a $1,150 
loss per contract, total loss $3,450, which is a 77% loss. 

I was directionally right in the first six months, but my OTM strikes, 
tight timeframe, and moderately elevated IV entry doomed the trade. If 
I had bought at-the-money calls with 18 months to expiration during 
lower IV, I likely would have profited or at least broken even. 

Combining LEAPS Calls with Other Strategies 

LEAPS calls work best as part of a diversified strategy, not as 
standalone bets. Here's how I integrate them. 

Core portfolio, 60% to 70%. Long-term ETF holdings like SPY, 
QQQ, SMH, sector ETFs, dividend stocks, automatic reinvestment. 
This is my foundation that compounds regardless of LEAPS 
performance. 

Premium selling, 15% to 20%. Wheel strategy on quality ETFs, 
credit spreads which we'll cover in Chapters 6 and 7, generating monthly 
income. This provides cash flow and reduces overall portfolio volatility. 

LEAPS calls, 10% to 15%. Directional bets on SMH or other 
positions where I have strong conviction. This adds leveraged upside 
when I'm right. Losing these positions hurts but doesn't destroy my 
wealth-building plan. 



 

Cash, 5% to 10%. Dry powder for opportunities when IV spikes or 
markets sell off. 

This allocation means LEAPS are the smallest component, not the 
largest. They're the turbocharger, not the engine. If they work, they 
accelerate gains meaningfully. If they fail, I survive and keep building 
through the other strategies. 

Common LEAPS Call Mistakes to Avoid 

Let me list the mistakes I made and see repeatedly. 

Buying OTM strikes because they're cheap. The stock has to move 
dramatically just to reach breakeven. Time decay and low Delta work 
against you constantly. 

Not giving yourself enough time. Buying six to nine months when 
you should buy 15 to 24 months. Being early by two months destroys 
OTM calls. 

Buying when IV is high. You pay inflated prices and fight volatility 
contraction. Wait for IV Rank below 30. 

Risking too much capital. Putting 20% to 30% or more into single 
LEAPS positions. One bad trade can devastate your account. 

Holding losers too long. Hoping for a miracle recovery while time 
decay accelerates. Cut losses at 50% to 60% down if your thesis has 
changed. 

Not taking profits. Watching a 100% winner turn into a 20% winner 
because you got greedy. Take at least partial profits at 75% to 100% gains. 

Using LEAPS as lottery tickets. Buying far OTM strikes on 
speculative stocks hoping for 500% returns. This is gambling, not 
investing. 



 

When to Use LEAPS Calls vs Just Buying Stock 

The question comes up. When should I buy LEAPS calls instead of 
just buying shares? Here's my decision framework. 

Buy shares when you want permanent ownership that never expires. 
You want dividends. You don't need leverage. You're dollar-cost 
averaging over time. You're building core long-term positions. You have 
sufficient capital to buy a meaningful position without leverage. 

Buy LEAPS calls when you want leveraged exposure without tying 
up large capital. You have strong conviction about 12 to 24 month 
direction. You want to control more shares than you can afford to buy 
outright. IV is low, IV Rank below 30. You can afford to lose the entire 
premium without financial hardship. 

Often, I do both. I own shares of SPY, QQQ, and SMH as core 
holdings, and I occasionally add LEAPS calls on SMH when IV is low 
and I have extra conviction about the semiconductor cycle. The shares 
are my permanent ownership that compounds forever. The LEAPS calls 
are temporary leverage that amplifies gains during favorable periods. 

Chapter Summary 

LEAPS calls provide leveraged exposure to stocks or ETFs you 
believe will move higher over 12 to 24 months. They offer capital 
efficiency, control 100 shares with fraction of capital, but come with 
total loss risk if you're wrong about direction or timing. 

Only buy LEAPS calls when IV Rank is below 30 to avoid paying 
inflated premiums. Buy at-the-money or slightly in-the-money strikes, 
Delta 0.50 to 0.70, not out-of-the-money speculation. Buy 18 to 24 
months to expiration, giving yourself 6 to 12 months more time than 
you think you need. 



 

Position sizing is critical. Never risk more than 5% to 10% per 
position and never more than 15% to 20% total portfolio in all LEAPS 
combined. Take partial profits at 75% to 100% gains. Cut losses at 50% 
to 60% down if your thesis changes. 

LEAPS calls are a supplement to your core strategy, not a 
replacement. Use them for high-conviction directional bets while 
keeping most capital in steady accumulation and premium selling 
strategies. 

Now that you understand LEAPS calls for bullish positions, we 
need to cover the other side. LEAPS puts for bearish positions and 
portfolio protection. That's Chapter 5.  



 

 

Chapter 5: LEAPS Puts - The Bear Case and 
Portfolio Protection 

After learning LEAPS calls in Chapter 4, the natural question is this. 
What about the other side? What if you believe a stock or market will 
decline? What if you want to protect your portfolio during uncertain 
times without selling your long-term holdings? This is where LEAPS 
puts come in, and they serve two distinctly different purposes that 
require completely different approaches. 

The first purpose is speculation. Betting that a stock, sector, or the 
broader market will decline over the next 12 to 24 months. This is the 
mirror image of LEAPS calls, and most of what we covered in Chapter 
4 applies here with one critical difference. Markets go up slowly and 
down fast. This timing reality makes buying puts for speculation much 
harder than buying calls, and it's where I lost substantial money before 
understanding the asymmetry. 

The second purpose is protection. Hedging your existing portfolio 
against market crashes or corrections without liquidating positions you 
want to hold long-term. This is portfolio insurance, and it has different 
economics than speculation. You're not trying to profit from a decline. 
You're buying peace of mind and downside protection, which means 
you should expect to lose money on these puts most of the time. 



 

This chapter will cover both uses, explain when each makes sense, 
share the expensive lessons I learned, and teach you how to avoid the 
psychological traps that make put buying so difficult. 

The Fundamental Asymmetry: Why Buying Puts Is Harder 

Before we dive into mechanics, you need to understand why buying 
puts for profit is significantly harder than buying calls, even though the 
mechanics seem identical. Markets have a long-term upward bias. Over 
decades, the S&P 500 averages 10% annual returns. This means if you 
buy calls and hold long enough, the underlying trend eventually works 
in your favor. Time and structural market direction are your allies. 

Markets also crash faster than they rally. A 10% rally might take 
three months. A 10% crash might take three days. This speed asymmetry 
means that when you're right about a market decline, you can be right 
spectacularly and quickly. But it also means that timing matters 
enormously. If you're early by even one month on your bearish thesis, 
you'll watch your puts decay rapidly while the market continues 
grinding higher. 

Here's the practical reality I learned through painful losses. I bought 
puts on multiple occasions thinking the market was overextended and 
due for correction. Sometimes I was right about the eventual correction. 
But I was early by weeks or months, and by the time the correction 
finally arrived, my puts had lost so much value to time decay that I barely 
broke even or still lost money despite the market dropping. 

This is why I rarely buy puts for speculation anymore. The timing 
requirement is too precise, the decay too punishing, and the 
psychological toll too high. Most of my put buying now is for 
protection, not speculation, and that mindset shift changed everything. 



 

LEAPS Puts for Speculation: When and How 

Despite the challenges, there are times when buying LEAPS puts 
for bearish speculation makes sense. Here's when. 

You have strong conviction about a specific decline over 12 to 24 
months. Not a vague feeling that the market seems high, but concrete 
analysis suggesting a sector or market will decline substantially. For 
example, if you believe a major recession is coming in the next 18 months 
based on yield curve inversion, leading economic indicators, or sector-
specific deterioration. 

Implied volatility is low. Just like with calls, you want to buy puts 
when IV Rank is below 30. Buying puts when IV is already elevated, 
during market stress, means you're paying inflated prices for protection 
everyone else is also buying. You'll fight volatility contraction as markets 
stabilize. 

You're using puts as part of a defined-risk strategy. You've allocated 
a specific small percentage of your portfolio, 2% to 5% maximum, to 
bearish speculation, and you're comfortable losing that entire amount if 
you're wrong. This is speculative capital, not core wealth. 

You have a catalyst and timeline. The best put trades have a specific 
catalyst you're betting on. A company's product launch failing, a sector 
bubble popping, a policy change with negative effects. Without a 
catalyst, you're just hoping for decline, which is expensive hoping. 

Let me share an example where buying puts worked. In late 2021, I 
believed certain speculative growth stocks had become absurdly 
overvalued and would eventually crash. I didn't know when, but 
valuations were unsustainable. I bought LEAPS puts on a speculative 
tech stock trading at $180 with 18 months to expiration, $160 strike, 



 

slightly in-the-money for protection, paying $22 per share, which is 
$2,200 per contract. I allocated 3% of my portfolio to this position. 

Over the next 12 months, the stock collapsed to $80 as rising interest 
rates destroyed growth stock valuations. My puts reached $80 intrinsic 
value at one point. I sold at $65 per share, which is $6,500 per contract, 
making $4,300 profit, which is a 195% return. This worked because I 
had strong conviction, bought sufficient time, waited for relatively low 
IV, IV Rank around 35, not perfect but acceptable, and was willing to 
lose the full premium if wrong. 

But here's the counterexample where buying puts destroyed capital. 
In early 2020, before COVID, I thought the market was overextended. 
I bought puts on SPY with nine months to expiration, $340 strike when 
SPY was at $335, slightly in-the-money. Premium was $18 per share, 
which is $1,800 per contract. I allocated 5% of portfolio to this. 

For the first month, the market rallied to $345. My puts lost 30% in 
value in just four weeks fighting both direction and time decay. Then 
COVID hit in late February, and the market crashed to $220 by mid-
March. My puts should have made a fortune, right? Wrong. By the time 
the crash happened, I had already sold at a loss three weeks earlier when 
SPY was at $325, unable to tolerate watching the position bleed value. I 
was right about the crash but couldn't handle being early. Even if I had 
held, my puts were so far out-of-the-money by the time of entry that the 
profit would have been less than expected. 

The lesson is this. Being right about direction isn't enough with 
puts. You need to be right about direction AND timing AND have the 
psychological fortitude to hold through periods where you're wrong. 
Most people, including me, don't have that fortitude. 



 

Strike Selection for LEAPS Puts 

If you do decide to buy LEAPS puts for speculation, strike selection 
follows similar logic to calls but with adjustments for the crash dynamic. 

At-the-money, or ATM. Delta around negative 0.50. These puts 
give you balanced exposure to downside. If the stock drops $1, your put 
gains roughly $0.50. They're moderately priced. This is my preferred 
approach if I'm buying puts at all, because I get real Delta exposure 
without paying for deep protection I might not need. 

Slightly in-the-money, or ITM. Delta negative 0.55 to negative 0.70. 
These puts have some intrinsic value, making them less sensitive to time 
decay and IV contraction. They're more expensive but safer. If you're 
very confident about a decline but uncertain about timing, this is better 
than ATM because you're not pure time value. 

Out-of-the-money, or OTM. Delta negative 0.20 to negative 0.40. 
These puts are cheap, but they require dramatic moves to profit. The 
stock has to crash through your strike for you to make meaningful 
money. Time decay is severe. Only consider these if you're betting on a 
specific crash scenario and can afford to lose the entire premium. 

My rule is this. If buying puts for speculation, I only buy at-the-
money or slightly in-the-money, Delta negative 0.50 to negative 0.70. I 
never buy OTM puts for speculation because the timing requirement is 
impossible, and time decay destroys them before any crash materializes. 

The Psychology of Holding LEAPS Puts 

Here's what nobody tells you about buying puts. The psychological 
experience is brutal even when you're right. When you buy calls and the 
stock rallies, you feel smart and vindicated. When you buy puts and the 



 

stock drops, you feel smart but also conflicted because your overall 
portfolio, which is likely net long, is losing value. 

Additionally, markets rally slowly most of the time. If you buy puts 
and the market continues rallying for months, you watch your position 
bleed value daily. The temptation to cut the loss becomes overwhelming. 
Most traders, including past me, cut the loss right before the correction 
finally arrives, missing the profit after enduring all the pain. 

This is why I've shifted almost entirely to using puts for protection 
rather than speculation. The psychology is easier to manage when you 
view puts as insurance you expect to expire worthless, rather than bets 
you expect to win. 

LEAPS Puts for Portfolio Protection: A Different Mindset 

Using LEAPS puts for protection is fundamentally different from 
using them for speculation. You're not trying to profit from a decline. 
You're buying insurance so you can sleep well at night during market 
volatility and hold your long-term positions through corrections 
without panicking and selling. 

Here's the key mindset shift. You should expect these puts to expire 
worthless most of the time. That's okay. That's how insurance works. 
You pay premiums year after year on your homeowner's insurance, and 
if your house never burns down, you don't complain that you wasted 
the premium. The protection had value even though you didn't collect. 

Portfolio protection puts work the same way. You allocate 1% to 3% 
of your portfolio annually to buying puts that protect against major 
crashes. Most years, those puts expire worthless, and you view it as the 
cost of protection. But in years like 2008 or 2020 when markets crash 
30% to 50%, those puts offset significant losses and allow you to hold 
your long-term positions without selling in panic. 



 

Let me show you how this works practically. Say you have a 
$200,000 portfolio, 70% in stocks like SPY, QQQ, SMH, and 30% in 
other assets. You're concerned about market crashes but don't want to 
sell your stocks because you believe in their long-term growth. You 
decide to allocate 2% of your portfolio annually, which is $4,000, to 
protective puts. 

You buy LEAPS puts on SPY with 12 to 18 months to expiration. 
You might buy puts with strikes 10% to 15% below current market price, 
which is OTM protection. These puts are relatively cheap because 
they're OTM. If the market rallies or stays flat, these puts expire 
worthless, and you lose your $4,000. That's fine. It was insurance. 

But if the market crashes 30% like it did in March 2020, your 
$140,000 stock portfolio would normally drop to $98,000, which is a 
$42,000 loss. However, your protective puts might increase from $4,000 
to $20,000 or more, offsetting $16,000 of that loss. Your net loss is 
$26,000 instead of $42,000. That's a 38% reduction in loss, which is 
substantial. 

More important, having that protection allows you to hold through 
the crash without selling in panic. You don't feel compelled to liquidate 
at the bottom because you have downside protection. This behavioral 
benefit is worth more than the mathematical hedge because it prevents 
the worst decision, which is selling at lows. 

How Much Protection Do You Need? 

The amount you allocate to protective puts depends on your 
portfolio size, risk tolerance, and sleeping-well-at-night factor. Here's my 
framework. 

Conservative approach, 1% to 2% annually. Provides meaningful 
protection during crashes without costing much during normal years. 



 

This is my baseline. I allocate roughly 1.5% to 2% of my portfolio per 
year to protective puts on SPY or QQQ. 

Moderate approach, 2% to 3% annually. Provides stronger 
protection but costs more during non-crash years. Appropriate if you're 
more concerned about downside or have a larger portfolio where 3% is 
substantial capital. 

Aggressive approach, 3% to 5% annually. Provides significant 
downside protection but becomes expensive if markets rally for years 
without major corrections. Only appropriate if downside protection is 
critical to your peace of mind or if you believe we're entering a high-risk 
period. 

I would never allocate more than 5% annually to protective puts. At 
that point, the cost is too high relative to the benefit, and you're better 
off just reducing your equity exposure directly by moving to cash or 
bonds. 

Strike Selection for Portfolio Protection 

When buying puts for protection rather than speculation, strike 
selection is different. You're not trying to profit from every 5% pullback. 
You're trying to protect against catastrophic 20% to 50% crashes. This 
means buying OTM puts is actually appropriate because they're much 
cheaper and provide the crash protection you need. 

10% to 15% OTM puts, Delta negative 0.15 to negative 0.25. These 
provide protection if the market drops 10% to 15% or more. They're 
relatively cheap. This is my preferred approach for portfolio protection. 
I accept that 5% to 10% corrections will hurt, but I'm protected against 
true crashes. 



 

15% to 20% OTM puts, Delta negative 0.10 to negative 0.15. These 
are even cheaper but only protect against major crashes. You're 
essentially buying catastrophe insurance. Small corrections don't trigger 
these puts at all. 

5% to 10% OTM puts, Delta negative 0.25 to negative 0.35. These 
are more expensive but activate sooner. Only appropriate if you're very 
concerned about near-term downside. 

My typical protection looks like this. I buy puts on SPY that are 12% 
to 15% below current market price with 12 to 15 months to expiration. 
I buy them when IV Rank is below 40, preferably below 30, but 
protection timing is less critical than speculation timing. I let them run 
until they're near expiration, then I buy new protection with longer 
expiration. 

IV Timing for Protective Puts 

Here's a paradox with protective puts. You want to buy them when 
IV is low to get cheap premiums, but you feel most compelled to buy 
them when IV is high, when markets are already falling and fear is 
elevated. This creates a behavioral challenge. 

The solution is this. Treat protective puts as a recurring expense, not 
a market timing decision. Set a schedule. Every 12 to 15 months, you 
buy new protective puts regardless of IV. Yes, sometimes you'll buy 
when IV Rank is 50 or 60 and pays more than ideal. But you're buying 
protection continuously, not trying to time it perfectly. Over time, some 
purchases will be at low IV and some at high IV, and it averages out. 

The alternative, waiting for low IV to buy protection, means you 
might go years without protection, and then a crash hits before you've 
bought your puts. That defeats the purpose. Protection is most valuable 



 

when you have it continuously, not when you're trying to be clever 
about timing. 

That said, if IV Rank is above 70, which is extreme fear, I do wait a 
few weeks for IV to contract before buying new protection. At extreme 
IV, you're paying 2x to 3x normal prices for puts, and that's too 
expensive even for protection. Wait for the initial panic to subside, let IV 
drop to 40 to 50, then buy your protection. 

Real Example: Portfolio Protection During COVID 

Let me walk you through how portfolio protection worked during 
the COVID crash of March 2020. In January 2020, I had a $180,000 
portfolio, roughly 70% in stocks like SPY, QQQ, and SMH. I had 
purchased protective puts in late 2019, SPY puts at $300 strike when 
SPY was at $325, with 15 months to expiration. Premium was $7 per 
share. I bought 5 contracts, allocating $3,500, roughly 2% of portfolio. 

For the first two months, the market rallied from $325 to $340. My 
puts lost value, down to roughly $4 per share, which is $2,000 total 
value. This was expected. Insurance I wasn't using. 

Then COVID hit in late February. Markets crashed. SPY dropped 
from $340 to $220 by mid-March, a 35% decline. My stock portfolio 
dropped from $126,000 to approximately $82,000, which is a $44,000 
loss. Devastating under normal circumstances. 

But my protective puts exploded in value. Puts that cost $7 per share 
and had dropped to $4 were now worth $80 per share. My 5 contracts 
were worth $40,000. I had turned $3,500 into $40,000, a gain of 
$36,500. 



 

Net result? My stock portfolio lost $44,000, but my puts gained 
$36,500. My net loss was $7,500 instead of $44,000. I had protected 83% 
of my crash loss with just 2% of capital allocated to protection. 

More important, having that protection allowed me to hold my 
stocks without selling in panic. I knew I was protected. I didn't feel 
compelled to liquidate at the bottom. I held through, the market 
recovered, and by late 2020 my portfolio was back at all-time highs. 

Would I rather have lost nothing? Of course. But protecting 83% of 
a crash while allowing me to hold positions through the bottom was 
invaluable. That's what protection is for. 

When NOT to Buy LEAPS Puts 

Let me be clear about when puts don't make sense. 

Don't buy puts to hedge minor volatility. If you're worried about 
normal 5% to 10% market fluctuations, you don't need puts. You need 
thicker skin. Markets fluctuate constantly. Buying puts for normal 
volatility is expensive and unnecessary. 

Don't buy puts as a trading vehicle to profit from every correction. 
You'll lose money consistently trying to time market pullbacks with 
short-term puts. Crashes are rare. Buying puts monthly or quarterly 
trying to catch them is a losing strategy. 

Don't buy speculative puts on individual stocks unless you have 
specific information. Betting that individual stocks will decline is harder 
than betting on market-wide declines because individual stocks can stay 
overvalued for years. Stick to index puts like SPY and QQQ for 
speculation or protection. 



 

Don't buy puts when you can't afford the premium. If losing the 
premium would materially hurt your finances, don't buy puts. Use that 
capital to build your core portfolio instead. 

Don't buy puts to hedge positions you don't want to own. If you're 
so bearish on a holding that you're buying puts to protect it, just sell the 
holding. Hedging is for positions you want to keep long-term, not 
positions you're uncertain about. 

Combining Puts with Your Overall Strategy 

In my portfolio, LEAPS puts play a very specific role. 

Core portfolio, 60% to 70%. ETF holdings like SPY, QQQ, SMH, 
dividend stocks, automatic reinvestment. This grows steadily over 
decades regardless of short-term volatility. 

Premium selling, 15% to 20%. Wheel strategy, credit spreads. This 
generates monthly income that smooths volatility. 

LEAPS calls, 10% to 15%. Directional bullish bets on SMH or other 
convictions. This adds leveraged upside. 

LEAPS puts for protection, 1% to 2%. Protective puts on SPY with 
12 to 15 month expiration, 10% to 15% OTM. This protects against 
crashes. 

Cash, 5% to 10%. Dry powder for opportunities. 

Notice that puts are the smallest allocation aside from cash. They're 
not a trading strategy. They're insurance. Most years they expire 
worthless, and that's okay because they allow me to hold my core 
portfolio through volatility without panic selling. 



 

The Tax Implications of LEAPS Puts 

One practical consideration. LEAPS puts held for protection have 
different tax treatment than puts bought for speculation. If your puts 
expire worthless, that's a capital loss you can use to offset capital gains, 
up to $3,000 per year against ordinary income if you have no gains. 

If your puts gain value during a crash and you sell them for profit, 
that's a short-term or long-term capital gain depending on holding 
period. More than one year is long-term. This can offset the losses in 
your stock portfolio, which reduces your tax bill. 

I'm not a tax advisor, but I mention this because the tax treatment 
of protective puts can actually improve the after-tax economics 
compared to just holding stocks through crashes without protection. 
Talk to your tax professional about how this applies to your situation. 

Chapter Summary 

LEAPS puts serve two purposes: speculation on declines and 
portfolio protection. Speculation is difficult because you need to be 
right about direction AND timing, and markets crash faster than they 
rally. Most traders lose money buying puts for speculation. 

Portfolio protection is a better use of puts for most investors. 
Allocate 1% to 3% of portfolio annually to protective puts 10% to 15% 
OTM with 12 to 15 month expiration. Expect them to expire worthless 
most years. View it as insurance cost, not wasted money. 

Buy puts for protection when IV Rank is below 40 if possible, but 
don't wait indefinitely. Continuous protection is more valuable than 
perfectly timed protection. During crashes, protective puts offset 
significant losses and prevent panic selling. 



 

Only buy puts for speculation when you have strong conviction, 
specific catalyst, 18 to 24 months of time, and IV Rank below 30. Use 
at-the-money or slightly in-the-money strikes. Never allocate more than 
5% of portfolio to speculative put positions. 

Puts are insurance, not a trading strategy. Keep allocation small, 
expect losses most years, and value the behavioral benefit of staying 
invested during volatility. 

Now that we've covered directional strategies with LEAPS calls and 
puts, we move to income-generation strategies with defined risk. Put 
credit spreads for bullish income. That's Chapter 6.  



 

 

Chapter 6: Put Credit Spreads - Bullish Income 
with Defined Risk 

In the first book, you learned to sell cash-secured puts to generate 
income while potentially buying stocks at a discount. That strategy 
works beautifully, but it has two limitations. It requires substantial 
capital because you need cash to secure the full obligation, and your risk 
is technically unlimited down to zero, though practically limited because 
quality ETFs won't go to zero. 

Put credit spreads solve both of these problems. They require far less 
capital, they have precisely defined maximum loss, and they still allow 
you to collect premium income from bullish or neutral market views. 
This is the strategy I wish I'd learned earlier because it would have 
prevented several costly mistakes where I tied up too much capital or 
took on more risk than I realized with naked puts. 

A put credit spread involves selling a put at one strike, collecting 
premium, and simultaneously buying a put at a lower strike, spending 
some premium for protection. The difference between what you collect 
and what you spend is your net credit, and that's the maximum profit 
you can make. The difference between the two strikes minus your net 
credit is your maximum loss. Everything is defined before you enter the 
trade. 

This chapter will teach you when put credit spreads make sense, 
how to construct them properly, how to manage winners and losers, and 



 

most important, how to avoid the mistakes that turn defined-risk 
spreads into undefined losses. 

The Mechanics: How Put Credit Spreads Work 

Let's start with a concrete example to understand the structure. SPY 
is trading at $450. You're moderately bullish or neutral, believing SPY 
won't drop below $430 over the next 45 days. You decide to sell a put 
credit spread. 

You sell the $440 put expiring in 45 days and collect $3.50 per share, 
which is $350 per contract. Simultaneously, you buy the $435 put, same 
expiration, and pay $2.00 per share, which is $200 per contract. Your net 
credit is $1.50 per share, which is $150 per contract. This is the 
maximum profit you can make if SPY stays above $440 at expiration. 

Your strikes are $5 apart because $440 minus $435 equals $5. Your 
maximum loss is the width of the spread minus your credit. $5.00 minus 
$1.50 equals $3.50 per share, which is $350 per contract. This loss occurs 
if SPY drops below $435 at expiration. 

Your breakeven point is the short strike minus the credit received. 
$440 minus $1.50 equals $438.50. If SPY is above $438.50 at expiration, 
you profit. If it's below, you lose. 

Here's the key insight. You collected $150 in premium and your 
maximum risk is $350. Your risk-to-reward ratio is 2.33 to 1, which 
means you risk $350 to make $150. This might seem unfavorable 
compared to naked puts where your reward can theoretically be much 
larger, but in exchange you've defined your maximum loss precisely and 
reduced your capital requirement dramatically. 



 

Capital Requirement: Why Spreads Are Efficient 

The capital efficiency of spreads is substantial compared to cash-
secured puts. With a naked put on SPY at $440, you need $44,000 set 
aside, which is 100 shares times $440. With a put credit spread at the 
same strike, you only need the maximum loss plus a small margin 
requirement, typically around $350 to $500 depending on your broker. 

This means you can run 10 to 15 put credit spreads with the same 
capital required for one or two naked puts. You diversify across multiple 
positions, you spread out your expiration dates, and you reduce 
concentration risk. This capital efficiency is why spreads become more 
attractive as your account grows beyond $50,000 to $100,000. 

However, capital efficiency cuts both ways. Because spreads are so 
capital-efficient, there's temptation to over-leverage by opening too 
many positions. You think about how you can run 20 spreads with your 
$50,000 account. Then a market correction hits, several spreads move 
against you simultaneously, and you're facing losses of $7,000 to 
$10,000, which is 20 to 35% of your account. The efficiency that seemed 
attractive becomes dangerous. 

My rule is this. Never have more than 30% to 40% of my total 
portfolio at risk in put credit spreads at any time. If I have a $100,000 
portfolio, that means maximum $30,000 to $40,000 of risk across all 
spread positions. If each spread risks $350, that's roughly 85 to 115 
spreads, which is far too many to manage. Practically, I run 10 to 20 
spreads maximum at any time, keeping my total at-risk capital well 
below my limit. 

Width Selection: Narrow vs Wide Spreads 

One of the most important decisions in constructing put credit 
spreads is choosing how wide to make them, the distance between your 



 

strikes. This determines your risk-reward ratio, your capital 
requirement, and your profit potential. 

Narrow spreads, $2 to $5 wide. These collect less premium but have 
lower maximum loss. Your risk-reward ratio is less favorable, often 2:1 
to 4:1, but your capital requirement per spread is low. These are 
appropriate for beginners or when running many positions 
simultaneously. 

Medium spreads, $5 to $10 wide. These collect moderate premium 
with moderate risk. Your risk-reward ratio is typically 1.5:1 to 3:1. This 
is my preferred width for most situations. The capital requirement is 
manageable and the premium is meaningful. 

Wide spreads, $10 to $20 wide. These collect substantial premium 
but have large maximum loss. Your risk-reward ratio can be close to 1:1, 
which seems attractive, but your capital requirement is high and any loss 
is substantial. Only appropriate for very high conviction trades. 

Let me show you the math with SPY at $450. You want to sell the 
$440 put. 

Scenario A, which is narrow. Sell $440 put, buy $438 put, which is 
$2 wide. Collect $0.80 credit, risk $1.20. Risk-reward is 1.5:1. 

Scenario B, which is medium. Sell $440 put, buy $435 put, which is 
$5 wide. Collect $1.50 credit, risk $3.50. Risk-reward is 2.33:1. 

Scenario C, which is wide. Sell $440 put, buy $430 put, which is $10 
wide. Collect $2.50 credit, risk $7.50. Risk-reward is 3:1. 

Notice that wider spreads collect more premium but increase your 
risk disproportionately. The $10 wide spread collects 3x the premium of 
the $2 wide spread but risks 6x as much. This asymmetry is why I 



 

generally prefer $5 to $7 wide spreads. They balance premium collection 
with manageable risk. 

Delta and Probability: Choosing Your Short Strike 

Just like with naked puts, the Delta of your short put determines 
your probability of success. Remember from Chapter 1. Delta 
approximately equals the probability of finishing in-the-money. A put 
with Delta of negative 0.30 has roughly a 30% chance of finishing in-the-
money, meaning you lose, and a 70% chance of finishing out-of-the-
money, meaning you win. 

My target for put credit spreads is this. Sell the short put at 0.25 to 
0.35 Delta. This gives me 65% to 75% probability of the spread expiring 
worthless for maximum profit. This is slightly more conservative than 
the 0.30 Delta target for naked puts because spreads have defined loss 
that can happen quickly, and I want higher probability of success to 
compensate for the less favorable risk-reward ratio. 

Going higher Delta, 0.40 to 0.50, collects more premium but 
reduces your probability of success to 50% to 60%. You'll lose more 
frequently, and even though you collect more when you win, the math 
doesn't work out favorably over many trades. 

Going lower Delta, 0.15 to 0.25, increases your probability to 75% 
to 85% but collects tiny premium that doesn't justify the risk. You're 
risking $400 to make $100, and even with 80% win rate, your expected 
value is barely positive after commissions and occasional losses. 

The sweet spot is 0.25 to 0.35 Delta. You collect meaningful 
premium, typically 20% to 40% of spread width, you have strong 
probability of success, and your risk-reward is manageable. 



 

IV Rank: Only Sell Spreads When IV Is Elevated 

This is non-negotiable and ties directly to Chapter 2. I only sell put 
credit spreads when IV Rank is above 50. Preferably above 60. Why is 
this so critical? 

When IV is low, option premiums are small. A $5 wide spread might 
collect only $0.60 to $0.80 in credit when IV Rank is 25. You're risking 
$4.20 to $4.40 to make $0.60 to $0.80. The risk-reward is terrible, which 
is 5:1 or worse. Even with 70% win rate, you're barely profitable after 
commissions. 

When IV is elevated, IV Rank above 50, that same $5 wide spread 
might collect $1.50 to $2.00 in credit. Now you're risking $3.00 to $3.50 
to make $1.50 to $2.00. The risk-reward is much better, which is 2:1 to 
2.5:1. With 70% win rate, your expected value is strongly positive. 

Additionally, when you sell spreads during elevated IV, you benefit 
from volatility contraction, or Vega crush, as markets stabilize. The 
spread loses value faster than time decay alone would predict, allowing 
you to close early at 50% to 60% profit in days or weeks instead of 
holding until expiration. 

I learned this lesson by selling spreads indiscriminately regardless of 
IV. During low IV periods, I'd collect $100 per spread and risk $400. I'd 
win 7 out of 10 trades, making $700, but lose 3 trades costing $1,200, 
for a net loss of $500. The math was broken from the start because I sold 
when premiums were too small. 

Now I wait. When IV Rank drops below 50, I stop opening new 
spread positions. I let existing positions mature, and I wait patiently for 
IV to expand above 50 to 60 before selling new spreads. This discipline 
alone improved my spread trading profitability by 50% or more. 



 

Managing Winners: The 50% Rule 

One of the biggest improvements to my spread trading came from 
learning to close winners early rather than holding for maximum profit. 
Here's the rule. When a put credit spread reaches 50% of maximum 
profit, close it and move on to the next trade. 

Example. You sold a spread for $1.50 credit, which is maximum 
profit. Two weeks later, the spread is worth $0.75, meaning you can buy 
it back for $0.75. You've captured $0.75 of your $1.50 maximum profit, 
which is 50%. Close the spread by buying it back for $0.75, lock in your 
$75 profit per contract, and deploy that capital into a new spread. 

Why close at 50% instead of holding for the full $1.50? Because 
you've captured 50% of the profit in perhaps 30% of the time, and the 
remaining 50% of profit requires holding through the highest-risk 
period, the final 7 to 14 days. The risk-reward of holding becomes 
unfavorable. 

Additionally, closing at 50% profit frees up your capital faster. You 
can redeploy into new spreads, potentially making another 50% profit 
on a new position while the original spread would still be decaying 
toward full profit. This capital velocity increases your annualized returns 
significantly. 

I track this carefully. Spreads I hold to expiration for 100% profit 
typically take 35 to 45 days. Spreads I close at 50% profit typically take 
14 to 21 days. That means I can do two complete 50% profit cycles in 
the time it takes to do one 100% cycle. Two 50% profits, which is 100% 
total, in the same timeframe as one 100% profit, but with less risk 
because I'm not holding into the final dangerous days. 

The 50% rule requires discipline. You'll watch spreads you closed at 
50% continue decaying to 75% or 100% profit, and you'll feel like you 



 

left money on the table. Ignore that feeling. You didn't leave money on 
the table. You took intelligent profit and redeployed capital efficiently. 
Over 20 to 30 trades, the 50% rule wins decisively. 

Managing Losers: Rolling and Adjustment Strategies 

Not every spread wins. Some will move against you as the 
underlying stock or ETF declines toward or through your short strike. 
How you manage these losers determines whether spread trading is 
profitable long-term. 

Strategy 1: Let small losers expire for maximum loss. If a spread 
moves deep in-the-money with little time remaining and the cost to close 
is nearly equal to your maximum loss, just let it expire. Take the 
maximum loss. Don't throw good money after bad by paying excessive 
premium to close a position that's already lost. 

Example. You sold a $440/$435 spread for $1.50 credit, which is 
$350 risk and maximum loss. SPY drops to $430 with 3 days to 
expiration. The spread is worth $4.80 to close, the full width minus a 
tiny bit of remaining time value. You'd pay $480 to close a spread where 
your maximum loss is $350. Don't do it. Let it expire for the $350 loss. 

Strategy 2: Roll down and out when you still have time. If a spread 
is challenged, the stock is approaching your short strike, but you still 
have 14 to 21 days to expiration, consider rolling down and out. This 
means closing the current spread at a loss and opening a new spread at 
lower strikes with more time, collecting additional credit. 

Example. You sold a $440/$435 spread for $1.50 credit with 45 days 
to expiration. After 20 days, SPY has dropped to $438, putting your 
spread in danger. The spread is now worth $2.50, meaning you're down 
$1.00 per share, or $100 per contract. You have 25 days left. 



 

You decide to roll. Close the $440/$435 spread by buying it back for 
$2.50, which is $250 cost. Simultaneously open a new $430/$425 spread 
with 45 days to expiration, collecting $1.80 credit, which is $180. Your 
net debit for the roll is $0.70, which is $70. You've adjusted your strikes 
lower, now defending $430 instead of $440, given yourself more time, 
45 days instead of 25, and your total capital at risk is now $570, which is 
your original $150 credit plus the $70 roll debit, with $500 maximum 
loss on the new spread. 

Rolling works if you believe the decline is temporary and the stock 
will stabilize or recover. Rolling fails if the stock continues declining 
relentlessly and you end up rolling multiple times, increasing your 
capital at risk each time. 

My rule on rolling is this. I'll roll once, maybe twice, if my thesis 
remains intact. But if I've rolled twice and the position is still losing, I 
cut it. The thesis was wrong, and continuing to fight it just compounds 
losses. 

Strategy 3: Take the loss early if your thesis changes. If news or 
market conditions change your view and you no longer believe your 
spread will work, cut it early. Don't hold losers hoping for a miracle 
recovery while time decay accelerates against you. Taking a 60% to 70% 
loss when you still have time is better than taking a 100% loss at 
expiration. 

I learned this lesson by stubbornly holding spreads that had moved 
against me, hoping the stock would recover. Sometimes it did, barely, 
and I broke even after weeks of stress. More often, it didn't, and I took 
the full maximum loss. Now, if a spread is down 60% to 70% and my 
thesis has changed, I cut it immediately and redeploy capital into better 
opportunities. 



 

Position Sizing and Risk Management 

The defined-risk nature of spreads creates a false sense of security 
that leads to over-leveraging. You think about how your maximum loss 
is only $350 per spread, so you can run 30 spreads with your $50,000 
account. Then a correction hits, and you're facing $10,500 in losses, 
which is 30 spreads times $350, as multiple positions hit maximum loss 
simultaneously. 

My position sizing rules for put credit spreads are these. 

Rule 1: Never have more than 30% to 40% of total portfolio at risk 
across all spreads. If you have $100,000, maximum $30,000 to $40,000 
at risk. If each spread risks $350, that's 85 to 115 spreads maximum, 
which is unmanageable. Practically, limit yourself to 10 to 20 spreads. 

Rule 2: No single spread should represent more than 2% to 3% of 
total portfolio risk. If you have $50,000, each spread should risk no more 
than $1,000 to $1,500 maximum. This keeps any single loss manageable. 

Rule 3: Diversify expiration dates. Don't put all your spreads 
expiring the same week. Spread them across 4 to 6 different expiration 
cycles. This way, if one expiration hits during a market selloff, your other 
spreads still have time to recover. 

Rule 4: Diversify underlyings. Don't put all your spreads on SPY. 
Use SPY, QQQ, SMH, and other sector ETFs. If one sector struggles, 
your other spreads may be fine. This reduces correlated risk. 

Rule 5: Never add to losing positions. If a spread is losing, don't 
open more spreads at the same or lower strikes thinking this is even 
better probability. You're doubling down on a position that's already 
proven your thesis wrong. Cut or roll the loser, but don't add to it. 



 

Real Example: Successful Spread During August 2024 
Volatility 

Let me walk you through a successful put credit spread I traded 
during the August 2024 market volatility. On August 5th, 2024, SPY 
had dropped from $565 to $540 in just a few days. IV spiked 
dramatically. IV Rank jumped to 68. VIX hit 25. 

I believed this was a temporary panic and SPY would stabilize above 
$520 over the next 45 days. I sold put credit spreads. Sold $530 put, 
bought $525 put, collected $2.20 credit per spread, which is $220 per 
contract. My risk was $2.80 per spread, which is $280 per contract. Risk-
reward is 1.27:1. Delta of short put was negative 0.32, which is roughly 
68% probability of profit. 

I sold 5 contracts, allocating $1,400 in risk, which is less than 2% of 
my portfolio at the time. Over the next three weeks, SPY rallied back 
toward $560. IV contracted sharply to IV Rank 35. My spreads dropped 
in value from $2.20 credit to worth $0.80 to close. I bought them back 
at $0.80, capturing $1.40 per spread profit, which is $700 total, in just 
21 days. That's 64% profit on risk in three weeks. 

What made this work? High IV entry at 68 IV Rank. Reasonable 
Delta at 0.32. Appropriate position sizing at 1.4% of portfolio. Closed 
at 64% profit rather than holding for maximum. And used the volatility 
spike to sell when premiums were fat. 

Real Example: Failed Spread and Lesson Learned 

Now let me share a spread that lost money so you understand what 
not to do. In mid-2021, I was bullish on a growth-focused ETF trading 
at $220. I sold put credit spreads. Sold $210 put, bought $205 put, 
which is $5 wide, collected $1.20 credit. Risk $3.80 per spread. I sold 8 
contracts, which is $3,040 risk. 



 

Here were my mistakes. IV Rank was only 38, barely elevated, not 
great premium. I sold too many contracts, 8 was too aggressive for 
position size. The ETF was heavily weighted in speculative growth 
stocks, which is higher risk than SPY or QQQ. I didn't set a stop-loss or 
roll plan in advance. 

What happened? Growth stocks sold off hard over the next two 
months. The ETF dropped from $220 to $195, blowing through both 
my strikes. I panicked and closed at 90% loss rather than taking 
maximum loss, paying $4.60 to close what I'd sold for $1.20. Total loss 
was $2,720, which is 90% of maximum. 

My mistakes were these. I didn't wait for IV Rank above 50. I over-
allocated to a single underlying. I didn't have a clear management plan 
and made emotional decisions. I would have been better off taking the 
full loss of $3,040 and learning the lesson than closing at 90% loss and 
still losing $2,720. 

If I had followed my current rules, only sell when IV Rank above 
50, limit position size to 2% of portfolio per underlying, have a clear roll 
or cut plan, I either wouldn't have entered this trade or would have 
managed it better. 

The 7 DTE Rule for Spreads 

Just like with naked options in the first book, I follow a strict 7 DTE 
rule for spreads. I never hold spreads past 7 days to expiration unless I'm 
intentionally taking assignment or the spread is so far out-of-the-money 
that it's effectively worthless. 

Why? Because in the final 7 days, several risks converge. Gamma risk 
increases, which means small stock moves cause large spread value 
changes. Assignment risk increases if your short option goes in-the-
money. Liquidity often decreases as expiration approaches. The risk-



 

reward of holding is unfavorable because you're fighting for the last 10% 
to 20% of profit while taking substantial risk. 

My rule is this. At 7 to 10 days to expiration, I do one of three things. 

Option 1: Close for profit. If the spread is at 50% profit or better, 
close it and take the win. 

Option 2: Roll to next expiration. If the spread is showing small 
profit or small loss, roll it to the next monthly expiration at the same or 
adjusted strikes, collecting additional credit and extending time. 

Option 3: Let it expire worthless. If the spread is so far out-of-the-
money, less than $0.10 value, that closing costs more than the remaining 
risk, let it expire. At that point, probability of the stock crashing through 
both strikes in final days is negligible. 

What I never do is this. Hold a spread worth $0.30 to $0.50 through 
final week hoping to capture that last bit of profit. The risk of the stock 
moving against me and turning a 70% winner into a 50% loser or break-
even isn't worth the $30 to $50 of remaining profit. 

Combining Spreads with Other Strategies 

Put credit spreads work best as part of a diversified approach. 

Core portfolio, 60% to 70%. Long-term ETF holdings, dividend 
stocks. This is the foundation. 

Wheel strategy, 5% to 10%. Cash-secured puts and covered calls on 
quality ETFs. This generates income on larger positions. 

Put credit spreads, 10% to 15%. Income generation with defined 
risk. This provides capital-efficient premium collection. 

LEAPS, 10% to 15%. Directional bets for leveraged exposure. 

Cash, 5% to 10%. Dry powder. 



 

Notice spreads are a moderate allocation. They're not the entire 
strategy. They complement the Wheel by allowing you to generate 
income on positions where you don't want to tie up $40,000 to $50,000 
in capital for cash-secured puts. They complement LEAPS by providing 
steady income while your directional bets mature. 

Common Spread Mistakes to Avoid 

Let me list the mistakes I made and see repeatedly. 

Selling spreads when IV is low. Risk-reward is terrible. Wait for IV 
Rank above 50. 

Over-leveraging. Running 40 to 50 spreads because they're defined 
risk. One correction and you're devastated. 

Not taking profit at 50%. Holding for maximum profit and 
watching winners turn into losers. 

Adding to losers. Doubling down on positions already moving 
against you. 

Ignoring the 7 DTE rule. Holding into expiration week for the last 
$20 of profit and losing $200 when the stock moves. 

Selling too narrow. $1 or $2 wide spreads collect tiny premium and 
have terrible commissions as a percentage of profit. 

Not diversifying expiration. Putting all spreads in one expiration 
cycle and getting crushed when that week has a selloff. 

Chapter Summary 

Put credit spreads provide defined-risk income generation with 
capital efficiency. Sell the short put at 0.25 to 0.35 Delta for 65% to 75% 
probability of success. Buy the long put $5 to $7 below the short strike 
for moderate risk-reward ratio. 



 

Only sell spreads when IV Rank is above 50 to ensure adequate 
premium collection. Close winners at 50% profit to increase capital 
velocity and reduce risk. Follow the 7 DTE rule and never hold spreads 
past 7 days unless intentionally taking assignment. 

Position sizing is critical. Never risk more than 30% to 40% of 
portfolio across all spreads, never more than 2% to 3% per spread 
position. Diversify across expirations and underlyings. 

Roll down and out when spreads are challenged but you have time 
and conviction. Cut losers early when thesis changes. Never add to 
losing positions. 

Spreads complement other strategies by providing capital-efficient 
premium collection. Use them as part of balanced approach alongside 
core holdings, Wheel strategy, and LEAPS. 

Now that you understand put credit spreads for bullish income, we 
need to cover the bearish equivalent. Call credit spreads for neutral to 
bearish income generation. That's Chapter 7.  



 

 

Chapter 7: Call Credit Spreads - Bearish and 
Neutral Income 

In Chapter 6, you learned put credit spreads for generating income 
when you're bullish or neutral. Now we need to cover the other side. 
Call credit spreads for generating income when you're bearish or 
neutral. These spreads allow you to profit from stocks staying flat or 
declining, and they fill an important gap in your premium-selling 
toolkit. 

Call credit spreads are structurally identical to put credit spreads but 
inverted. You sell a call at one strike, collecting premium, and 
simultaneously buy a call at a higher strike, spending some premium for 
protection. The net credit is your maximum profit, and the width of the 
spread minus your credit is your maximum loss. Everything is defined 
before you enter. 

However, call credit spreads have some important differences from 
put credit spreads that you must understand. Markets trend upward 
over time, which means betting against that trend, selling calls, is 
swimming upstream. Additionally, stocks can rally infinitely but can 
only fall to zero, creating asymmetric risk that makes call spreads 
psychologically harder to manage than put spreads. 

This chapter will teach you when call credit spreads make sense, 
how to construct them properly, why they're more dangerous than put 



 

spreads in certain circumstances, and how to manage them without 
getting crushed by unexpected rallies. 

The Mechanics: How Call Credit Spreads Work 

Let's start with a concrete example. SPY is trading at $450. You're 
moderately bearish or neutral, believing SPY won't rally above $465 over 
the next 45 days. You decide to sell a call credit spread. 

You sell the $460 call expiring in 45 days and collect $2.50 per share, 
which is $250 per contract. Simultaneously, you buy the $465 call, same 
expiration, and pay $1.30 per share, which is $130 per contract. Your net 
credit is $1.20 per share, which is $120 per contract. This is the 
maximum profit you can make if SPY stays below $460 at expiration. 

Your strikes are $5 apart because $465 minus $460 equals $5. Your 
maximum loss is the width of the spread minus your credit. $5.00 minus 
$1.20 equals $3.80 per share, which is $380 per contract. This loss occurs 
if SPY rallies above $465 at expiration. 

Your breakeven point is the short strike plus the credit received. 
$460 plus $1.20 equals $461.20. If SPY is below $461.20 at expiration, 
you profit. If it's above, you lose. 

Notice the structure is identical to put spreads, just inverted. You're 
betting on the stock staying below your short strike rather than staying 
above it. 

Why Call Spreads Are More Dangerous 

Here's what most traders don't fully appreciate. Call credit spreads 
are inherently riskier than put credit spreads for several reasons. 
Understanding these risks is critical before you start selling calls. 



 

Reason 1: Markets have an upward bias. Over decades, the S&P 500 
averages 10% annual returns. When you sell call spreads, you're betting 
against this structural trend. When you sell put spreads, you're betting 
with it. This doesn't mean call spreads can't work, but it means you're 
fighting probability in the long run. 

Reason 2: Stocks can rally infinitely. When you sell a put spread, the 
worst case is the stock goes to zero, and you lose the width of your 
spread. When you sell a call spread, the stock can theoretically rally to 
infinity. Yes, your long call protects you, but the psychological 
experience of watching a stock rally far beyond your strikes is brutal 
compared to watching a stock decline. 

Reason 3: Short squeezes and gap-ups happen more frequently than 
gap-downs. Stocks can gap up 10% to 20% overnight on positive news, 
blowing through both your strikes instantly. Gaps down of similar 
magnitude are rarer. This means call spreads face more frequent 
catastrophic overnight risk. 

Reason 4: The math is worse. Because of put skew, discussed in 
Chapter 3, out-of-the-money puts have higher implied volatility than 
out-of-the-money calls. This means put spreads collect more premium 
for similar probability than call spreads. You're getting paid less to take 
similar risk. 

I learned these differences by losing money on call spreads more 
frequently than put spreads despite using similar Delta and IV criteria. 
The upward bias and gap-up risk hurt me repeatedly. Now I'm much 
more selective about when I sell call spreads, and I allocate less capital to 
them than to put spreads. 

When Call Credit Spreads Make Sense 

Despite the risks, call credit spreads do have appropriate uses. 



 

Use 1: You own the underlying and want extra income. If you own 
100 shares of SPY at $450 and want to generate income beyond 
dividends, selling a call credit spread above your position can work. 
You're already long the stock, so selling calls is reducing risk, not adding 
it. If the stock rallies through your short call, your shares gain value 
offsetting the spread loss. 

Use 2: You believe a specific stock or sector is overextended. Not a 
vague feeling that the market seems high, but concrete analysis 
suggesting a sector or stock will struggle over the next 45 to 60 days. For 
example, if you believe a tech rally has gone too far and a consolidation 
is due, selling call spreads on QQQ or tech sector ETFs can work. 

Use 3: IV is extremely elevated after a big rally. Sometimes stocks 
rally 15% to 20% in days, IV spikes, and call options become expensive. 
Selling call spreads during these IV spikes captures inflated premium 
that will likely contract as volatility normalizes. 

Use 4: Pairing with put spreads for iron condors. If you sell both a 
put credit spread and a call credit spread on the same underlying with 
the same expiration, you create an iron condor. You collect premium 
from both sides and profit as long as the stock stays within your two 
short strikes. This is a neutral strategy that works when IV is high and 
you expect the stock to trade in a range. 

Here's when call spreads don't make sense. When you're fighting a 
strong uptrend just because you think stocks should pull back. When IV 
is low and premiums are small. When you're using them as a primary 
income strategy without balancing with put spreads. When you're 
selling them on individual stocks with binary event risk like earnings, 
FDA approvals, or product launches. 



 

Delta Selection: More Conservative Than Put Spreads 

Because call spreads fight the upward market bias and face gap-up 
risk, I'm more conservative with Delta selection than with put spreads. 
For put spreads, I target 0.25 to 0.35 Delta on the short put. For call 
spreads, I target 0.20 to 0.30 Delta on the short call. 

This gives me 70% to 80% probability of success on call spreads 
compared to 65% to 75% on put spreads. I need higher probability to 
compensate for the structural disadvantages. Going higher Delta, 0.35 
to 0.45, on call spreads reduces your probability too much given the 
upward bias. You'll lose more frequently than the premium justifies. 

Example. SPY is at $450. I'm considering call spreads. 

Option A: Sell $460 call, Delta 0.35, which is 65% probability of 
success. Collect $1.50 credit on $5 wide spread. Risk $3.50 to make 
$1.50. 

Option B: Sell $465 call, Delta 0.25, which is 75% probability of 
success. Collect $1.00 credit on $5 wide spread. Risk $4.00 to make 
$1.00. 

Option B collects less premium and has worse risk-reward ratio, but 
the 10% higher probability of success matters enormously over 20 to 30 
trades. With the upward bias working against you, you need that extra 
probability edge. 

Width Selection: Slightly Narrower Than Put Spreads 

I also tend to make call spreads slightly narrower than put spreads 
for the same reason. Limiting maximum loss on a strategy that fights the 
structural trend. My typical put spread is $5 to $7 wide. My typical call 
spread is $5 to $6 wide. 



 

The narrower width means I collect less premium, but it also means 
any loss is smaller. If a stock gaps up through my strikes overnight, I'd 
rather lose $400 per contract than $600. The reduced maximum loss 
provides psychological comfort that helps me manage positions calmly 
rather than panicking. 

Example with SPY at $450. 

Put spread: Sell $440 put, buy $435 put, which is $5 wide. Collect 
$1.50, risk $3.50. Comfortable with this width because downside is 
limited and I'm betting with the trend. 

Call spread: Sell $460 call, buy $465 call, which is $5 wide. Collect 
$1.20, risk $3.80. Slightly uncomfortable with $5 width because of gap-
up risk. Might prefer $464 call, which is $4 wide, collecting $1.00 and 
risking $3.00 instead. 

The $1 difference in width seems minor, but over many trades it 
adds up. Narrower spreads lose less when you're wrong, which matters 
when you're fighting the trend. 

IV Rank: Even More Important for Call Spreads 

Just like put spreads, I only sell call spreads when IV Rank is above 
50, preferably above 60. But for call spreads, this is even more critical 
because call premiums are naturally lower due to skew. If you sell call 
spreads when IV is low, you're collecting tiny premiums that absolutely 
don't justify the risk. 

Example. SPY at $450, IV Rank at 25, which is low. Selling the $465 
call with 45 days might collect only $0.60 to $0.80. You're risking $4.20 
to $4.40 to make $0.60 to $0.80. The risk-reward is 5:1 or worse. This is 
a losing proposition even with 75% win rate. 



 

Same setup with IV Rank at 65, which is elevated. That $465 call 
might collect $1.30 to $1.50. Now you're risking $3.50 to $3.70 to make 
$1.30 to $1.50. Risk-reward is 2.5:1. With 75% win rate, your expected 
value is strongly positive. 

Additionally, selling call spreads during elevated IV means you're 
often selling after a big rally that pushed IV higher. Statistically, stocks 
are more likely to consolidate or pull back after big rallies, which works 
in your favor. You're selling expensive calls at a point where odds favor 
mean reversion. 

My rule is this. I'm even more patient waiting for elevated IV before 
selling call spreads than before selling put spreads. If IV Rank drops 
below 50, I stop opening new call spreads immediately. I wait for 
volatility spikes to 60+ before selling calls. This patience has saved me 
from countless low-premium, high-risk trades. 

Managing Call Spreads: More Aggressive About Closing 

Because call spreads face more risk from gap-ups and the upward 
bias, I'm more aggressive about closing winners early. With put spreads, 
I target 50% profit. With call spreads, I often close at 40% to 50% profit 
because the extra risk of holding isn't justified. 

Example. I sell a call spread for $1.20 credit. Two weeks later, it's 
worth $0.60 to close. I've captured 50% profit, which is $0.60 of $1.20 
maximum. With a put spread, I might hold a bit longer if I'm very 
confident. With a call spread, I close immediately. I don't want to risk a 
sudden rally turning my 50% winner into a 20% winner or break-even. 

The velocity of closing winners matters more with call spreads 
because you're fighting the trend. You want to collect profit quickly and 
move on rather than squeezing every last dollar out of positions that face 
structural headwinds. 



 

The Overnight Gap Risk: Why I Avoid Earnings 

This is worth emphasizing again even though we covered it in 
Chapter 2. I never hold call spreads through earnings, and I'm even more 
strict about this than with put spreads. Stocks gap up on earnings more 
frequently and more dramatically than they gap down. 

I've watched call spreads get destroyed overnight when stocks 
gapped up 15% to 20% on positive earnings. The spread I sold for $1.00 
credit would be worth $5.00 to close, the full width, immediately at 
market open. A $100 credit turned into a $500 loss overnight with no 
opportunity to manage it. 

My rule for call spreads is this. Check every position's earnings date. 
If earnings falls within my 45-day expiration window, I either don't open 
the spread, or I close it before earnings regardless of profit or loss. The 
risk isn't worth it. 

Real Example: Successful Call Spread on Post-Rally 
Consolidation 

Let me walk you through a successful call credit spread. In late 2023, 
SMH had rallied from $210 to $260 in just six weeks, a 24% move driven 
by AI enthusiasm. IV had spiked to IV Rank 58. I believed the rally was 
overdone and a consolidation was due. 

I sold call spreads on SMH. Sold $270 call, bought $275 call, 
collected $1.50 credit per spread, which is $150 per contract. My risk was 
$3.50 per spread, which is $350 per contract. Risk-reward is 2.33:1. 
Delta of short call was 0.28, which is roughly 72% probability of profit. 

I sold 3 contracts, allocating $1,050 in risk, about 1.5% of my 
portfolio. Over the next five weeks, SMH consolidated between $250 
and $265, never threatening my $270 strike. IV contracted to IV Rank 



 

35. My spreads dropped in value to $0.60. I closed them for $0.90 profit 
per spread, which is $270 total, in 35 days. That's 86% profit on risk in 
five weeks. 

What made this work? Sold after a big rally, which means odds favor 
consolidation. Elevated IV at 58 IV Rank. Conservative Delta at 0.28 for 
72% success probability. Appropriate position sizing at 1.5% of 
portfolio. Closed at 60% profit rather than holding for maximum. 

Real Example: Failed Call Spread on Continued Rally 

Now the painful lesson. In mid-2024, QQQ was at $480 after 
rallying steadily. I thought tech stocks were overextended and sold call 
spreads. Sold $500 call, bought $505 call, which is $5 wide, collected 
$1.30 credit. Risk $3.70 per spread. I sold 6 contracts, which is $2,220 
risk. 

My mistakes were these. IV Rank was only 42, barely elevated, not 
great premium. I didn't wait for a clear consolidation or pullback before 
selling. QQQ was in a strong uptrend with momentum, and I was 
fighting it based on valuation concerns rather than technical evidence. 

What happened? QQQ continued rallying to $510 over the next 
three weeks, blowing through both my strikes. I closed at 80% loss, 
paying $4.30 to close what I'd sold for $1.30. Total loss was $1,800, 
which is 81% of maximum. 

Lessons are these. Don't fight strong trends just because you think 
valuations are high. Wait for IV Rank above 55 minimum. Don't sell call 
spreads until you see actual consolidation or pullback evidence. Respect 
momentum even when it seems irrational. 



 

If I had followed my rule of waiting for IV above 55 and for 
technical evidence of consolidation, rather than just assuming 
consolidation should happen, I wouldn't have entered this trade. 

Iron Condors: Combining Put and Call Spreads 

When you sell both a put credit spread and a call credit spread on 
the same underlying with the same expiration, you create an iron 
condor. This neutral strategy collects premium from both sides and 
profits as long as the stock stays within your two short strikes, between 
the short put and short call. 

Example. SPY at $450. You sell a put credit spread at $440/$435 
collecting $1.20, and you sell a call credit spread at $460/$465 collecting 
$1.00. Total credit collected is $2.20 per iron condor, which is $220 per 
contract. Your profit zone is SPY between $437.80 and $462.20 at 
expiration. Maximum loss is $2.80 on the put side or $3.00 on the call 
side. 

Iron condors work well when IV is very high, IV Rank above 60, 
and you expect the stock to trade in a range rather than trend strongly. 
You're essentially betting on mean reversion and reduced volatility. 

However, iron condors have double the management complexity 
because you have two spreads to watch. If one side gets challenged, you 
might need to roll or adjust it while leaving the other side alone. 
Additionally, you can lose on both sides if the stock whipsaws violently, 
drops below your put spread, recovers, then rallies above your call 
spread. 

I use iron condors occasionally when IV is extremely elevated, VIX 
above 25, IV Rank above 65, and I expect volatility to contract. But 
they're not my primary strategy because the management complexity 



 

doesn't justify the incremental premium versus just selling put spreads 
or call spreads individually. 

Position Sizing: More Conservative Than Put Spreads 

Because call spreads fight the upward trend and face gap-up risk, I 
allocate less capital to them than to put spreads. My allocation 
breakdown is this. 

Put credit spreads: Up to 20% of portfolio at risk across all positions. 
Call credit spreads: Up to 10% of portfolio at risk across all positions. 
Combined spreads: Maximum 30% of portfolio at risk total. 

This asymmetry reflects the structural disadvantages of call spreads. 
I still use them for diversification and when setups are compelling, 
elevated IV after big rallies, but I don't lean on them as heavily as put 
spreads. 

Additionally, I never sell more than 3 to 5 call spread contracts per 
underlying at any time, compared to 5 to 10 put spread contracts. This 
further limits my exposure to gap-up risk on any single position. 

The 7 DTE Rule: Even More Strict for Call Spreads 

Just like put spreads, I follow the 7 DTE rule for call spreads. Never 
hold past 7 days to expiration unless the spread is so far OTM it's 
effectively worthless, less than $0.10 to close. But with call spreads, I'm 
even more aggressive about closing or rolling at 10 to 14 DTE rather 
than waiting until 7 DTE. 

Why? Because gap-up risk increases as expiration approaches. A 
stock can gap up 3% to 5% overnight on unexpected news, and if that 
happens in the final week, you have no time to adjust. You either take 
the loss immediately or roll at terrible prices. 



 

By closing or rolling call spreads at 10 to 14 DTE, I give myself more 
buffer against sudden moves. Yes, I leave some premium on the table. 
But I also avoid the disasters that happen when stocks gap up in the final 
days. 

My rule is this. At 10 to 14 days to expiration, evaluate every call 
spread. If it's at 40% to 50% profit, close it. If it's breakeven or small loss, 
roll to next month. If it's so far OTM it's worth less than $0.15, let it 
expire. Never hold call spreads through the final week unless you're 
intentionally accepting assignment risk. 

When to Use Call Spreads vs Just Staying Out 

The question often comes up. When should I sell call spreads versus 
just staying out of bearish positions entirely? Here's my decision 
framework. 

Sell call spreads when IV Rank is above 60. The stock has rallied 
15%+ in 4 to 6 weeks and looks extended. You have strong evidence of 
consolidation or reversal like technical indicators and overbought 
conditions. You're pairing them with put spreads for iron condors. You 
own the underlying and want extra income. 

Stay out when IV Rank is below 50. The stock is in a strong uptrend 
with momentum. You're just guessing that stocks should pull back 
without evidence. Your conviction is weak. You can't monitor positions 
during the day. 

Often the best call spread is no call spread. If conditions aren't 
perfect, high IV, clear extension, consolidation evidence, I just don't sell 
calls. I focus on put spreads where I'm betting with the trend instead of 
against it. 



 

Combining Call Spreads with Your Overall Strategy 

Call credit spreads are a small component of my overall approach. 

Core portfolio, 60% to 70%. ETF holdings, dividend stocks. 
Foundation. 

Put credit spreads, 15% to 20%. Primary spread strategy, betting 
with the upward bias. 

Call credit spreads, 5% to 10%. Secondary spread strategy, 
opportunistic when conditions are right. 

Wheel strategy, 5% to 10%. Cash-secured puts and covered calls. 

LEAPS, 10% to 15%. Directional positions. 

Cash, 5% to 10%. Dry powder. 

Notice call spreads are the smallest allocation among active 
strategies. They're opportunistic tools for specific conditions, not core 
income generators. This reflects their structural disadvantages and 
higher risk. 

Common Call Spread Mistakes 

Let me list the mistakes I made and see frequently. 

Fighting strong uptrends. Selling calls just because you think stocks 
are too high. The market can stay irrational longer than you can stay 
solvent. 

Selling when IV is low. Collecting $0.60 to make and risking $4.40. 
The math doesn't work. 

Using higher Delta than put spreads. Not adjusting for the upward 
bias by being more conservative. 



 

Holding through earnings. Gap-up risk destroys call spreads 
overnight. 

Not closing winners early. Holding for maximum profit and 
watching gap-ups turn winners into losers. 

Over-allocating. Treating call spreads like put spreads in terms of 
position sizing. Call spreads deserve less capital due to structural 
disadvantages. 

Ignoring the 7 DTE rule. Holding into expiration week and getting 
gapped up. 

Chapter Summary 

Call credit spreads provide defined-risk income when you're bearish 
or neutral, but they face structural disadvantages: upward market bias, 
gap-up risk, worse skew pricing. Use them selectively when IV Rank is 
above 60 and stocks show clear extension or consolidation. 

Sell the short call at 0.20 to 0.30 Delta, more conservative than put 
spreads. Use $5 to $6 width, slightly narrower than put spreads. Close 
winners at 40% to 50% profit, more aggressive than put spreads. 

Never hold call spreads through earnings. Follow the 7 DTE rule 
strictly, closing or rolling at 10 to 14 DTE rather than waiting until final 
week. Position sizing should be more conservative: maximum 10% of 
portfolio at risk in call spreads versus 20% for put spreads. 

Call spreads work well after big rallies when IV spikes and 
consolidation is likely. They work poorly when fighting strong trends or 
when IV is low. Often the best call spread is no call spread at all. 

Use call spreads as a small component of overall strategy, not as 
primary income generator. Focus more capital on put spreads that bet 
with the upward bias rather than against it. 



 

Now that we've covered all the individual strategies, LEAPS calls, 
LEAPS puts, put spreads, and call spreads, we need to bring everything 
together into a coherent portfolio system. That's Chapter 8.  



 

 

Chapter 8: The Poor Man's Covered Call 

Before we move to building your complete multi-strategy portfolio in 
the next chapters, I want to cover one more advanced technique that 
bridges directional LEAPS positions with premium selling. The Poor 
Man's Covered Call, or PMCC. This strategy has saved me tens of 
thousands of dollars in capital requirements while generating similar 
income to traditional covered calls, and it's one of the most capital-
efficient tools in options trading when used correctly. 

The name is somewhat misleading. This isn't a poor man's strategy 
in the sense of being inferior or risky. It's called this because it achieves 
the same economic result as owning 100 shares and selling covered calls 
against them, but requires only 20% to 30% of the capital. For investors 
with $50,000 to $150,000 portfolios who want covered call income but 
don't want to tie up $45,000 per position, the PMCC is 
transformational. 

However, the PMCC also introduces risks that traditional covered 
calls don't have, primarily because you're using LEAPS calls as a stock 
replacement, and LEAPS decay over time while stock doesn't. 
Understanding when the PMCC works, when it fails, and how to 
manage it properly is critical before you deploy capital into this strategy. 

The Traditional Covered Call Review 

Let's start by reviewing traditional covered calls so you understand 
what we're trying to replicate. You own 100 shares of SPY at $450, which 



 

is $45,000 capital. You sell a 45-day call at $460 strike, collecting $2.00 
premium, which is $200. If SPY stays below $460, you keep the 
premium and still own your shares. If SPY rallies above $460, your shares 
get called away at $460, and you made $1,000 on the stock from $450 to 
$460, plus the $200 premium. 

Your capital requirement is $45,000 tied up in shares. Your return is 
$200 premium on $45,000, which equals 0.44% in 45 days, or about 
3.6% annualized from premium alone, plus any stock appreciation up to 
your strike and dividends. 

This works well, but it ties up massive capital. If you have a $100,000 
portfolio and want to run covered calls on three different positions, 
you'd need to allocate $135,000, which you don't have. This is where the 
PMCC comes in. 

The Poor Man's Covered Call Structure 

Instead of buying 100 shares for $45,000, you buy a deep in-the-
money LEAPS call that behaves almost like stock. Then you sell short-
term calls against that LEAPS position exactly like you'd sell covered 
calls against shares. 

Here's the structure with SPY at $450. 

Step 1: Buy a LEAPS call with 12 to 18 months to expiration, strike 
at $400, which is deep in-the-money, Delta 0.75 to 0.85. Premium might 
be $55 to $60 per share, which is $5,500 to $6,000 per contract. This 
LEAPS replaces your 100 shares. 

Step 2: Sell a 45-day call at $460 strike, just like a covered call, 
collecting $2.00 premium, which is $200. This is your income 
generation. 



 

Your capital requirement is $5,500 to $6,000 for the LEAPS instead 
of $45,000 for shares. Your premium collected is the same $200 as 
traditional covered calls. Your return on capital is $200 on $5,500, which 
equals 3.6% in 45 days, or about 29% annualized from premium alone. 

The economics are dramatically better from a capital efficiency 
perspective. You're generating the same $200 income with 87% less 
capital, allowing you to run multiple PMCC positions or keep more 
capital available for other strategies. 

Why Deep ITM LEAPS Work as Stock Replacement 

The key to making PMCCs work is using deep in-the-money 
LEAPS calls that behave almost identically to owning stock. This is why 
we target LEAPS with Delta of 0.75 to 0.85. Let me explain why this 
Delta range matters. 

When you own stock, Delta is 1.00. The stock moves $1, your 
position moves $1. With a LEAPS call at Delta 0.80, the stock moves $1, 
your call moves $0.80. That's 80% of the stock movement, which is close 
enough for practical purposes. 

Additionally, deep ITM LEAPS have mostly intrinsic value and 
very little extrinsic value, or time value, meaning time decay affects them 
much more slowly than at-the-money or out-of-the-money options. 

Example. SPY at $450, you buy the $400 LEAPS call with 18 
months to expiration. Premium is $56 per share. Of that $56, roughly 
$50 is intrinsic value, the $50 the option is in-the-money, and only $6 is 
extrinsic value, time value that will decay. Over 18 months, that $6 will 
decay to zero, but it decays very slowly, perhaps $0.30 to $0.40 per 
month on average. 



 

Compare this to owning shares, which never decay, and you 
understand the trade-off. Shares cost $45,000 and never lose time value, 
while LEAPS cost $5,600 and lose about $0.30 per month in time value. 
For the massive capital savings, paying $0.30 per month in decay is often 
acceptable, especially when you're collecting $2.00+ per month selling 
short-term calls against it. 

Selecting the Right LEAPS for PMCC 

The most important decision in setting up a PMCC is selecting the 
right LEAPS. Get this wrong, and the strategy fails. Here are my criteria. 

Criterion 1: Delta between 0.75 and 0.85. This ensures your LEAPS 
behaves like stock. Too low, 0.60 to 0.70, and your LEAPS won't capture 
enough upside when the stock rallies. Too high, 0.90+, and you're 
paying too much premium relative to the protection you gain versus just 
owning shares. 

Criterion 2: 12 to 18 months to expiration minimum. This keeps 
time decay slow. With 18 months, you might lose $0.30 to $0.40 per 
month in extrinsic value. With only 6 months, you might lose $0.60 to 
$1.00 per month as decay accelerates. The longer the expiration, the 
slower the decay. 

Criterion 3: Deep in-the-money, typically 10% to 15% below 
current stock price. If SPY is at $450, buy the $400 or $410 strike. This 
ensures high Delta and mostly intrinsic value. Buying the $440 strike, 
barely ITM, gives you Delta around 0.60, which isn't enough to 
replicate stock effectively. 

Criterion 4: High liquidity. Only use PMCC on highly liquid 
underlyings with tight bid-ask spreads on LEAPS: SPY, QQQ, SMH, 
and perhaps a few mega-cap stocks. Avoid less liquid names where 



 

LEAPS spreads are $0.50 to $1.00 wide. The transaction costs will kill 
your profits. 

Criterion 5: Buy when IV Rank is below 30. Just like buying any 
LEAPS from Chapter 4, you want to buy when IV is low to get the 
cheapest price. Buying when IV is elevated means you overpay for time 
value. 

My typical PMCC setup looks like this. SPY at $450, I buy the $400 
or $410 LEAPS with 15 to 18 months to expiration, paying $54 to $60 
per share. Delta around 0.80. Extrinsic value around $4 to $10. Then I 
systematically sell 30 to 45 day calls against it. 

Selling Calls Against Your LEAPS: The Income Generation 

Once you own the LEAPS, you sell short-term calls against it exactly 
like traditional covered calls. My approach looks like this. 

Strike selection. I sell calls 2% to 4% above current stock price, 
similar to covered calls. If SPY is at $450, I sell the $460 to $465 strike 
with 30 to 45 days to expiration. Delta around 0.25 to 0.35, giving me 
65% to 75% probability the call expires worthless. 

Premium target. I aim for 1% to 2% of my LEAPS cost per cycle. If 
my LEAPS cost $5,500, I target $55 to $110 premium per short call. 
This is achievable on SPY, QQQ, and SMH with 30 to 45 day calls. 

Roll or let expire. If the short call expires worthless, I immediately 
sell another one for the next 30 to 45 day cycle. If the stock approaches 
my short strike and I might get called away, I either roll up and out to a 
higher strike with more time, or I close the LEAPS position entirely and 
take my profit. 

Management. Just like covered calls, I close short calls at 50% to 60% 
profit rather than holding to expiration. I collect partial profit quickly 



 

and sell a new call rather than squeezing every dollar out of declining 
time value. 

Over the life of my LEAPS, 12 to 18 months, I might sell 8 to 12 
short calls, collecting $600 to $1,200 in premium on a LEAPS that cost 
$5,500. That's 11% to 22% return from premium alone, plus whatever 
gain the LEAPS has from stock appreciation, minus the $4 to $10 of 
extrinsic value decay. 

Real Example: My SMH PMCC (Success) 

Let me walk you through a real PMCC position on SMH. In 
November 2023, SMH was trading at $230. I checked IV Rank and it 
was 24, which is low and a good time to buy LEAPS. I bought the $200 
LEAPS call expiring in January 2025, which is 14 months out. Premium 
was $38 per share, which is $3,800 per contract. Delta was 0.82. Intrinsic 
value was $30. Extrinsic value was $8, which would decay over 14 
months, roughly $0.57 per month. 

I immediately sold a December 2023 call at $245 strike with 35 days 
to expiration, collecting $2.50 premium, which is $250. That $250 was 
6.6% return on my $3,800 LEAPS in just 35 days. 

SMH stayed below $245. The call expired worthless. I sold another 
call for January 2024 at $250 strike, collecting $2.80, which is $280. 
SMH rallied to $260 by January. My $250 short call was challenged. I 
rolled up and out to a February $265 call, collecting net $1.50 credit, 
which is $150. 

Over the next six months, I sold calls systematically every 30 to 45 
days. Total premium collected was $1,400. Meanwhile, SMH rallied 
from $230 to $290. My LEAPS gained in value from $38 to 
approximately $95, which is intrinsic value $90, extrinsic value $5. 



 

By month 10, I closed the entire position. Bought back my short call 
for $3.50, which is $350. Sold my LEAPS for $95, which is $9,500. Total 
profit: LEAPS gain $5,700, which is $9,500 minus $3,800, minus final 
short call close $350, plus all the premium collected over 10 months 
$1,400, minus estimated extrinsic decay $6, which is the $8 extrinsic 
value I paid initially, decayed to $2 remaining. Net profit was 
approximately $6,750 on $3,800 capital, or 178% return in 10 months. 

Compare this to owning 100 shares at $230, which is $23,000. I 
would have made $6,000 on stock appreciation from $230 to $290, plus 
maybe $1,200 in premium from covered calls. Total $7,200 profit on 
$23,000, or 31% return. Similar dollar profit, but the PMCC required 
$3,800 instead of $23,000, making the return on capital vastly superior. 

The Risks: Where PMCC Can Fail 

The PMCC isn't free money, and it has specific risks that don't exist 
with traditional covered calls. 

Risk 1: Time decay on your LEAPS. Unlike shares that never decay, 
your LEAPS loses $0.30 to $0.60 per month in extrinsic value. If the 
stock stays flat or declines, you're paying this decay while collecting 
premium. The premium needs to exceed the decay for the strategy to 
work. If you collect $2.00 per month selling calls but lose $0.50 per 
month to LEAPS decay, you net $1.50 monthly, which is fine. But if you 
collect $1.00 and lose $0.50, you only net $0.50, and the strategy 
becomes marginal. 

Risk 2: LEAPS can lose value faster than shares during declines. If 
the stock drops 10%, your shares drop 10%, from $45,000 to $40,500, 
losing $4,500. Your LEAPS with Delta 0.80 might drop 8% due to Delta, 
from $5,600 to $5,152, losing $448. But if volatility contracts 
simultaneously, Vega losses compound the decline. Your LEAPS might 



 

actually drop 12% to 15% when the stock drops 10%. This asymmetry 
means PMCCs can lose more percentage-wise than covered calls during 
sharp selloffs. 

Risk 3: Early assignment on short calls. If your short call goes deep 
in-the-money and gets assigned early, you're forced to sell your LEAPS 
at a loss or take a complex position involving short stock, which most 
retail investors can't or shouldn't do. This is manageable but stressful. 

Risk 4: Reduced upside capture. If the stock has a massive rally, 
20%+ in a few months, your LEAPS captures maybe 16%, Delta 0.80, 
not the full 20% shares would capture. You're giving up some upside for 
capital efficiency. 

Risk 5: You can lose money even when flat. If the stock stays 
perfectly flat for 12 months, your shares would be unchanged in value. 
Your LEAPS would lose the entire $6 to $10 of extrinsic value. Even if 
you collected $12 to $18 in premium over those 12 months selling calls, 
you're only netting $6 to $12 after subtracting decay. It's still profit, but 
much less than it appears. 

I've experienced all of these risks. The key is understanding them 
upfront and managing accordingly. 

When PMCC Makes Sense vs Traditional Covered Calls 

Given these risks, when should you use PMCC versus just owning 
shares and selling covered calls? 

Use PMCC when your portfolio is $50,000 to $150,000 and you 
want covered call exposure on multiple underlyings but don't have 
enough capital to buy 200 to 300 shares across positions. You want to 
keep capital available for other strategies like spreads, LEAPS, and cash 
for opportunities. You're confident the underlying will stay flat or rise 



 

moderately over the next 12 to 18 months. IV is low when you're buying 
the LEAPS. 

Use traditional covered calls when you have sufficient capital and 
want permanent ownership. You're very long-term bullish and plan to 
hold shares for decades. You want dividends because LEAPS don't pay 
dividends, shares do. You want to avoid any time decay risk. The 
underlying pays substantial dividends that offset the cost difference. 

Often, I use both. I own 100 shares of SPY as core holding, never 
selling them, and I run PMCCs on QQQ and SMH where I want 
exposure and income but don't want to tie up $40,000 to $50,000 per 
position. This hybrid approach gives me permanent ownership where I 
want it and capital-efficient exposure where it makes sense. 

Position Sizing for PMCC 

Because PMCC uses leverage, controlling 100 shares with $5,000 to 
$6,000 instead of $45,000, position sizing needs to account for the 
leverage risk. 

Rule 1: Never allocate more than 15% to 20% of total portfolio to 
PMCC positions. If you have $100,000, that's $15,000 to $20,000 
maximum in LEAPS purchases. This limits your leverage and ensures 
losses on PMCC positions don't destroy your account. 

Rule 2: Run no more than 3 to 5 PMCC positions simultaneously. 
Each position requires active management, rolling short calls, 
monitoring strikes, managing LEAPS decay. More than 5 becomes 
unwieldy. 

Rule 3: Diversify across underlyings. Don't run 3 PMCCs all on 
QQQ. Use SPY, QQQ, and SMH to reduce correlation risk. 



 

Rule 4: Keep at least 50% of portfolio in permanent holdings like 
shares, ETFs, and dividend stocks. PMCC is a trading strategy requiring 
management. It's not buy-and-hold. Maintain a solid foundation of 
permanent assets. 

My typical allocation looks like this. $100,000 portfolio. $60,000 in 
core ETF holdings and dividend stocks, which is permanent. $15,000 in 
spread strategies, puts and calls. $10,000 in PMCC, maybe 2 positions 
at $5,000 each. $10,000 in directional LEAPS. $5,000 cash. 

Managing the LEAPS Over Time 

One question that comes up is this. What do you do with the 
LEAPS as it approaches expiration? You have several options. 

Option 1: Roll to new LEAPS before 6 months remaining. When 
your LEAPS has 6 to 9 months left and has gained value, you can close 
it for profit and immediately buy a new LEAPS with 15 to 18 months 
to expiration. This resets your time decay clock and locks in profits while 
maintaining exposure. I do this frequently when the LEAPS has gained 
substantially and I want to continue the strategy. 

Option 2: Close entirely and realize profit. If the LEAPS has gained 
significantly and you're satisfied with the profit, just close the position, 
both the LEAPS and any short calls. Take your profit and redeploy 
capital elsewhere. 

Option 3: Let it run to expiration if you want shares. If you're 
approaching expiration and the LEAPS is deep in-the-money with little 
extrinsic value remaining, you can exercise the LEAPS to take delivery 
of 100 shares. You'd pay the strike price to exercise, converting your 
LEAPS into share ownership. This only makes sense if you actually want 
to own the shares long-term. 



 

Option 4: Continue selling calls until final month, then close. You 
can keep selling short-term calls against the LEAPS until you have 30 to 
45 days remaining on the LEAPS, then close the entire position. This 
maximizes premium collection but requires diligent management. 

I typically choose Option 1 or Option 2. Rolling to new LEAPS 
when I have 6 to 9 months remaining allows me to continue the strategy 
seamlessly. Closing entirely when I'm up 100%+ locks in profits and 
allows me to wait for better entry conditions on a new PMCC. 

The LEAPS Decay Problem: How to Handle It 

The Achilles heel of PMCC is LEAPS decay. Over 18 months, your 
LEAPS loses $6 to $10 in extrinsic value. If you're collecting $2.00 per 
month selling calls, that's $36 over 18 months. You net $26 to $30 after 
decay, which is good. But if the stock stays flat or declines slightly, your 
LEAPS loses intrinsic value too, and suddenly the math doesn't work. 

My approach to managing this looks like this. 

Strategy 1: Only run PMCC on underlyings I'm structurally bullish 
on. I run PMCCs on SPY, QQQ, and SMH because I believe they'll 
appreciate over 12 to 18 months. I don't run PMCCs on stocks I'm 
neutral about. The decay requires upward drift to compensate. 

Strategy 2: Buy LEAPS when IV is low to minimize extrinsic value. 
If SPY is at $450 and IV Rank is 25, the $400 LEAPS might cost $54, 
which is $50 intrinsic and $4 extrinsic. If IV Rank is 60, that same 
LEAPS might cost $60, which is $50 intrinsic and $10 extrinsic. Buying 
at low IV means less extrinsic to decay. 

Strategy 3: Sell calls when IV is high to maximize premium. If IV 
spikes and I can collect $3.00 to $4.00 selling a 45-day call instead of the 



 

usual $2.00, I lock in that elevated premium. Over several cycles, one or 
two high-IV premium collections can offset months of LEAPS decay. 

Strategy 4: Close PMCC positions that aren't working. If my 
LEAPS is down 15% to 20% after a few months and the stock has 
declined, I don't stubbornly hold hoping for recovery. I close it, take the 
loss, and redeploy capital. Fighting decay while the stock declines is a 
losing battle. 

The key insight is this. PMCC works when the underlying has 
modest upward drift, 5% to 15% annually. It struggles when the 
underlying is flat or declining. Choose your underlyings carefully. 

Real Example: Failed PMCC (Lesson Learned) 

Let me share a PMCC that didn't work so you understand the 
downside. In early 2022, I set up a PMCC on a tech ETF trading at 
$150. I bought the $130 LEAPS with 15 months to expiration for $26, 
which is $2,600. Delta 0.78. Intrinsic $20, extrinsic $6. 

I sold calls systematically, collecting $150 to $200 per month. For 
the first four months, everything worked beautifully. Then interest rates 
rose, tech sold off, and the ETF dropped from $150 to $120 over three 
months. 

My LEAPS, which cost $26, dropped to $15. I lost $11 per share, 
which is $1,100, on the LEAPS. I had collected maybe $700 in premium 
over those seven months. Net loss was $400 despite collecting premium 
the entire time. 

Additionally, as the ETF declined, the calls I was selling became less 
valuable, lower IV, lower premiums for similar strikes. I went from 
collecting $200 per cycle to $100 per cycle, which didn't offset the 
accelerating LEAPS decay as expiration approached. 



 

By month 9, I closed the position. Sold the LEAPS for $12, realizing 
a $1,400 loss on the LEAPS, offset by $900 in collected premium, for a 
net loss of $500, which is 19% of capital. 

Lessons are these. PMCC doesn't protect you from significant 
declines. The premium you collect offsets some loss but not all. If the 
underlying drops 20%, your LEAPS drops 15% to 18% due to Delta, and 
premium can't make up that gap. Don't run PMCCs on underlyings 
you're not genuinely bullish about. 

Tax Considerations for PMCC 

One practical note. PMCC has different tax treatment than 
traditional covered calls. With covered calls, you're selling calls against 
shares you own, and the tax treatment is straightforward: short-term 
capital gains on call premium, long-term gains on shares if held over a 
year. 

With PMCC, you're selling calls against a LEAPS position, not 
shares. This creates straddle rules that can affect your ability to claim 
losses or gains in certain situations. I'm not a tax advisor, but I mention 
this because it's something to discuss with your accountant before 
deploying significant capital into PMCCs. 

Additionally, LEAPS don't pay dividends, so you miss out on 
dividend income that shares would provide. For SPY, this might be $200 
to $250 per year per 100 shares, which is meaningful when comparing 
PMCC returns to traditional covered calls. 

Chapter Summary 

The Poor Man's Covered Call replicates traditional covered calls 
using deep in-the-money LEAPS instead of shares, requiring 80% to 
90% less capital. Buy LEAPS with Delta 0.75 to 0.85, 12 to 18 months 



 

to expiration, 10% to 15% below current price. Sell 30 to 45 day calls 
against the LEAPS just like covered calls. 

Capital efficiency is dramatic. Control 100 shares for $5,000 to 
$6,000 instead of $45,000. Generate similar premium income but on 
much less capital, improving returns significantly. 

Risks include LEAPS decay, losing $6 to $10 over life of position, 
reduced upside capture compared to shares, potential for larger 
percentage losses during declines, and management complexity. 

Only use PMCC on underlyings you're structurally bullish about 
like SPY, QQQ, and SMH. Buy LEAPS when IV Rank is below 30. Sell 
calls when IV Rank is above 50 if possible. Close winners at 50% profit. 
Roll LEAPS to new position when 6 to 9 months remain. 

Position sizing: maximum 15% to 20% of portfolio in PMCC 
positions, no more than 3 to 5 positions simultaneously. Keep 50%+ of 
portfolio in permanent holdings. 

PMCC works best when underlying has modest upward drift, 5% 
to 15% annually. Struggles when flat or declining because premium can't 
offset LEAPS decay plus intrinsic value loss. 

Now that we've covered all the individual strategies, LEAPS calls 
and puts, credit spreads, and PMCC, we need to bring everything 
together into a coherent multi-strategy portfolio system. That's Chapter 
9.  



 

 

Chapter 9: Building Your Multi-Strategy 
Portfolio 

You now have a complete toolkit. LEAPS calls for bullish conviction, 
LEAPS puts for bearish bets or protection, put credit spreads for bullish 
income, call credit spreads for bearish income, and the Poor Man's 
Covered Call for capital-efficient premium collection. Each strategy 
works in specific market conditions. None works in all conditions. The 
art of successful options trading isn't mastering individual strategies. It's 
knowing when to deploy each one and how to combine them into a 
coherent system that generates consistent returns across different market 
environments. 

This chapter brings everything together. I'll show you how I allocate 
capital across strategies, how I adjust that allocation based on market 
conditions, how I manage 10 to 15 positions simultaneously without 
getting overwhelmed, and most important, how to avoid the trap of 
over-trading or over-complicating your approach. The goal isn't 
complexity. The goal is a simple system you can execute consistently that 
produces reliable results over years. 

Everything I'm about to share comes from expensive trial and error. 
I've run portfolios that were too concentrated in one strategy and got 
crushed when that strategy stopped working. I've run portfolios that 
were too diversified across too many strategies and became 
unmanageable. I've made almost every mistake possible. What you're 
getting is the refined system that survived all those lessons. 



 

The Core Principle: Layered Income with Defined Risk 

The foundation of a successful multi-strategy portfolio is layered 
income with defined risk at each layer. Think of your portfolio as a 
pyramid with four distinct layers. 

Layer 1, which is the Base and 60% to 70% of capital. Permanent 
holdings that never get traded. Index ETFs like SPY, QQQ, SMH, 
dividend stocks, positions you'll hold for decades. This layer provides 
stability, compounds through reinvestment, and ensures that even if 
your trading strategies blow up, you still have a growing foundation. 
This is sacred capital that you never risk on options strategies. 

Layer 2, which is 15% to 20% of capital. Premium-selling strategies 
with high probability of success. Cash-secured puts, put credit spreads, 
covered calls on core holdings. These strategies generate consistent 
monthly income with 65% to 75% win rates. They're your cash flow 
engine that smooths volatility and provides liquidity. 

Layer 3, which is 10% to 15% of capital. Moderate-risk strategies 
requiring more active management. PMCC positions, call credit 
spreads, iron condors when appropriate. These strategies offer higher 
returns than Layer 2 but require more attention and have more ways to 
fail. 

Layer 4, which is 5% to 10% of capital. High-conviction directional 
bets. LEAPS calls on positions you're very bullish about, LEAPS puts 
for speculation or protection. These positions can double or triple when 
you're right but can also go to zero when you're wrong. This is your 
upside accelerator, not your foundation. 

Cash Reserve, which is 5% to 10%. Dry powder for opportunities 
when markets sell off and IV spikes, or for deploying into positions that 
meet your criteria. 



 

This layered approach ensures that your base, Layer 1, is never at 
risk, your income generation, Layer 2, is consistent and reliable, your 
moderate strategies, Layer 3, provide enhanced returns, and your 
directional bets, Layer 4, add upside without threatening the system. If 
everything in Layers 3 and 4 goes to zero, you still have 75% to 85% of 
your capital intact and generating returns. 

Sample Portfolio Allocation: $100,000 Account 

Let me show you exactly how I'd structure a $100,000 portfolio 
using everything we've covered. 

Layer 1, Permanent Holdings, which is $65,000. $25,000 in SPY, 
buy and hold forever, reinvest dividends. $20,000 in QQQ, buy and 
hold forever, reinvest dividends. $15,000 in SMH, buy and hold forever, 
reinvest dividends, I'm always long semiconductors. $5,000 in dividend-
focused ETF like SCHD, monthly income, reinvest. 

These positions never get traded. They compound quietly through 
all market conditions. In 20 years, this $65,000 becomes $400,000 to 
$500,000 at historical 10% returns. This is the wealth-building engine. 

Layer 2, High Probability Premium Selling, which is $18,000 at risk. 
3 to 5 put credit spreads on SPY, QQQ, or SMH, which are $5 to $7 
wide, 30 to 45 DTE, 0.25 to 0.35 Delta. Risk per spread is $350 to $500. 
Total risk is $1,500 to $2,500. Collect $100 to $150 per spread monthly. 
1 to 2 cash-secured puts on quality ETFs if IV is elevated and I want to 
potentially own shares. Risk per position is $8,000 to $10,000. Or skip 
if IV is low and just focus on spreads. Covered calls on the SMH position 
from Layer 1, sell 45 DTE calls at 0.25 Delta. Collect $150 to $250 
monthly without risking the shares because they're permanent holdings. 



 

This layer generates $400 to $800 monthly in premium income with 
high probability. Over a year, that's $5,000 to $10,000, which is 5% to 
10% of total portfolio, from Layer 2 alone. 

Layer 3, Moderate Strategies, which is $12,000 at risk. 1 to 2 PMCC 
positions on QQQ or other underlyings where I want exposure but 
don't want to tie up $40,000+ in shares. Cost per PMCC is $4,500 to 
$6,000. Sell calls against them collecting $150 to $250 monthly. 1 to 2 
call credit spreads if conditions are right, which is IV Rank above 60 and 
clear rally exhaustion. Risk per spread is $400 to $500. Only deploy 
when setup is compelling, otherwise skip this allocation. 

This layer generates additional $300 to $600 monthly when 
deployed, plus appreciation on PMCC LEAPS if the underlying rallies. 

Layer 4, Directional Bets, which is $8,000. 1 to 2 LEAPS calls on 
SMH or other high-conviction positions. Cost per position is $3,000 to 
$4,000. Buy when IV Rank below 30, at-the-money or slightly ITM, 18 
to 24 months to expiration. These might double or go to zero over 12 to 
18 months. $1,000 to $2,000 in protective LEAPS puts on SPY, which 
are 10% to 15% OTM, 12 to 15 months out. Annual insurance 
premium. Expect these to expire worthless most years, but they protect 
against crashes. 

This layer adds leveraged upside when markets rally and protection 
when they crash. It's the smallest allocation but can contribute 20% to 
40% of total returns during favorable periods. 

Cash Reserve, which is $7,000. Keep this in money market or short-
term treasuries earning 4% to 5%. Deploy into Layer 2 or Layer 4 when 
opportunities arise, like IV spikes above 65 or markets sell off 10%+. 



 

Monthly Management Routine: The 15-Minute Daily 
Check 

One of the biggest concerns people have about running multiple 
strategies is this. How do I manage 10 to 15 positions without it 
becoming a full-time job? The answer is systems and discipline. Here's 
my daily routine that takes 15 to 20 minutes. 

Monday through Friday, 15 minutes each morning. 

Minute 1-3: Check overall market and VIX. SPY, QQQ, SMH 
levels. VIX level and IV Rank. Any major news or events? This gives me 
market context. 

Minute 4-7: Review all short options, which are puts and calls sold 
in spreads, PMCC, and Wheel. Any position within 5% of short strike? 
Any position past 50% profit that should be closed? Any position 
approaching 7 DTE that needs rolling or closing? Make a mental note 
of positions needing action. 

Minute 8-11: Review LEAPS positions. Any LEAPS up 75%+ 
where I should take profits? Any LEAPS down 60%+ where I should 
cut losses? Any LEAPS approaching 6 to 9 months remaining that 
should be rolled or closed? Make note of positions needing action. 

Minute 12-15: Execute necessary actions. Close winning spreads at 
50% profit. Roll positions approaching 7 DTE. Open new spreads if I 
closed winners and want to redeploy. Place limit orders for any other 
actions identified. 

Friday Afternoon, additional 15 minutes. 

Review entire portfolio. Update tracking spreadsheet with 
positions opened this week, positions closed this week, realized P&L, 



 

current allocation across layers. Check if any layer is over or under 
allocated and needs rebalancing. Plan next week's actions. 

That's it. 15 minutes daily, plus 15 minutes Friday for review and 
planning. Total weekly time is 1 hour 45 minutes. This is sustainable 
while working a full-time job because the strategies are designed for 
passive management once opened. 

The key is discipline. If a position doesn't need action, don't touch 
it. Most traders lose money from over-managing, adjusting positions 
that were fine, closing winners too early out of fear, and adding 
complexity unnecessarily. Set your criteria for when you act, then only 
act when those criteria are met. 

Adjusting Allocation Based on Market Conditions 

Your allocation shouldn't be static. Market conditions change, and 
your capital allocation should adapt. Here's how I adjust based on IV 
and market environment. 

Low IV Environment, which is VIX below 15 and IV Rank below 
30 across most underlyings. 

Layer 1: No change, always 60% to 70%. 

Layer 2: Reduce to 10% to 12%. Stop opening new spreads, let 
existing positions mature, focus on Wheel if you have cash-secured 
capital. 

Layer 3: Reduce to 5% to 8%. Close PMCC positions that aren't 
working well, skip call spreads entirely. 

Layer 4: Increase to 12% to 15%. This is when you buy LEAPS calls 
because IV is cheap. 



 

Cash: Increase to 15% to 18%. Accumulate dry powder, wait for IV 
to spike. 

During low IV, premium selling is terrible because you get tiny 
premiums for substantial risk. Shift to buying LEAPS for directional 
exposure and accumulating cash for the inevitable volatility spike. 

Moderate IV Environment, which is VIX 15 to 25 and IV Rank 40 
to 60. 

Use the standard allocation described earlier. All strategies work 
reasonably well. This is the balanced environment where the full system 
operates. 

High IV Environment, which is VIX above 25 and IV Rank above 
60. 

Layer 1: No change. 

Layer 2: Increase to 20% to 25%. Aggressively sell put spreads, IV is 
elevated and premiums are fat. 

Layer 3: Increase to 12% to 15%. Sell call spreads after big rallies, 
deploy PMCC if you have conviction. 

Layer 4: Reduce to 5% to 8%. Stop buying new LEAPS calls because 
IV is expensive, keep protective puts. 

Cash: Reduce to 5%. Deploy into premium-selling opportunities. 

During high IV, premium selling is fantastic. You collect 2x to 3x 
normal premiums, and when volatility contracts, you benefit from Vega 
crush on top of time decay. This is when you make the most money 
selling options. 

Bear Market Environment, which is sustained decline, VIX above 
30, and IV Rank above 70. 



 

Layer 1: No change. This is why it's permanent, you hold through 
crashes. 

Layer 2: Increase to 25% to 30%. Sell puts aggressively as markets 
fall, you'll get filled at strikes 15% to 20% below current prices with 
massive premiums. 

Layer 3: Reduce to 5% to 8%. Close losing PMCCs, skip call spreads 
unless clear bear rally exhaustion. 

Layer 4: Reduce LEAPS calls to 2% to 3%, cut losers and stop 
opening new bullish LEAPS. Increase protective puts to 2% to 3%. 

Cash: Reduce to 3% to 5%. Deploy into premium selling at peak 
fear. 

Bear markets are when premium sellers make 20% to 40% annual 
returns by selling puts at absurdly high premiums during panic. The 
2008 crisis, the 2020 COVID crash, the 2022 correction, these were the 
best periods for put sellers. Stay disciplined, sell puts on quality ETFs 
you'd own forever, size positions properly, and collect premiums that 
won't be available again for years. 

Real Example: How I Managed August 2024 Volatility Spike 

Let me walk you through how I actually adjusted allocation during 
the August 2024 volatility spike so you see this in practice. 

Before the spike in mid-July 2024, markets were calm. VIX at 13. 
IV Rank across SPY, QQQ, and SMH around 20 to 25. I was running 
Layer 1 at $67,000, which is unchanged permanent holdings. Layer 2 at 
$12,000 at risk, only 3 put spreads because IV was low and premiums 
were poor. Layer 3 at $8,000, which is 1 PMCC on QQQ. Layer 4 at 
$10,000, which is 2 LEAPS calls on SMH bought when IV was low. 



 

Cash at $15,000, accumulated because I wasn't opening many spread 
positions due to low IV. 

Then August 2nd to 5th happened. Markets dropped 5% to 7% in 
days. VIX spiked to 23 to 25. IV Rank jumped to 65 to 75 across all 
major ETFs. Premiums exploded. A 45-day put spread that would 
normally collect $1.20 was suddenly collecting $2.50 to $3.00. 

I immediately shifted allocation. Deployed $8,000 from cash into 5 
new put credit spreads on SPY and QQQ at strikes 10% to 12% below 
current prices, collecting $2.20 to $2.80 per spread, which were massive 
premiums. Sold additional call spreads on tech stocks that had rallied 
into the selloff, allocated $2,000 more to Layer 3. Kept LEAPS calls 
unchanged because I already owned them and decided to hold through 
volatility. Kept remaining $7,000 in cash in case volatility increased 
further. 

Over the next three weeks, markets stabilized and rallied back. VIX 
dropped to 16. IV Rank compressed to 35 to 40. My new put spreads 
gained 60% to 70% in just three weeks due to Vega crush plus time decay. 
I closed them all, taking $1,600 profit on the $8,000 deployed. 

The call spreads also worked. Markets consolidated after initial rally, 
and those spreads reached 50% profit, adding another $400. 

Total profit from the volatility spike was approximately $2,000 in 
three weeks by being aggressive when IV spiked and closing positions as 
IV contracted. This was 2% of portfolio in three weeks simply from 
recognizing the IV opportunity and deploying capital accordingly. 

After closing those positions, I reverted to conservative allocation 
because IV had dropped back to moderate levels. This is dynamic 
allocation in action. Recognize when conditions favor certain strategies, 
deploy aggressively, harvest profits quickly, revert to base allocation. 



 

Position Tracking: The Spreadsheet You Need 

You cannot manage a multi-strategy portfolio without tracking. I 
use a simple Google Sheets spreadsheet with these columns. 

Column A: Date Opened. Column B: Strategy like Put Spread, Call 
Spread, LEAPS Call, LEAPS Put, PMCC, Wheel. Column C: 
Underlying like SPY, QQQ, SMH. Column D: Position Details like 
strikes and expiration. Column E: Capital at Risk, for spreads this is max 
loss, for LEAPS this is cost. Column F: Credit or Debit, what I collected 
or paid. Column G: Current Value, updated weekly. Column H: P&L, 
current unrealized gain or loss. Column I: Days Held. Column J: Action 
Needed, like approaching 7 DTE, at 50% profit, down 60%. Column K: 
Date Closed. Column L: Realized P&L. 

Every Friday, I spend 10 to 15 minutes updating current values and 
realized P&L. This gives me visibility into total capital allocated per 
strategy, like am I over-allocated to spreads. Win rate per strategy, like are 
my LEAPS calls working. Average holding period, like am I holding 
winners too long. Largest losers, any position down 60%+ that I should 
cut. Performance by underlying, like is SMH outperforming SPY for 
me. 

Without tracking, you're flying blind. With tracking, you see 
patterns clearly and can make data-driven adjustments. 

The Biggest Mistake: Over-Complicating 

The temptation with multiple strategies is to add complexity. You 
learn LEAPS, then spreads, then PMCC, then you read about 
butterflies and ratio spreads and diagonal spreads, and suddenly you're 
trying to run 15 different strategies simultaneously with 40 positions 
across 20 underlyings. 



 

This is a disaster. I've done this. You can't manage 40 positions. You 
can't remember which positions need action. You miss rollovers, you 
hold losers too long, you close winners too early out of confusion. 
Complexity kills returns. 

My rule now is this. Maximum 4 to 5 strategy types at any time. 
Maximum 15 total positions. Maximum 5 underlyings. This keeps the 
system manageable while providing diversification. 

Current strategies I actually use are these. Put credit spreads as 
primary premium selling. LEAPS calls for directional upside. PMCC 
for capital-efficient premium selling. Protective LEAPS puts for 
portfolio insurance. Occasional call credit spreads opportunistically. 

That's it. Five strategies. I don't use butterflies, iron condors rarely, 
ratio spreads, calendars, diagonals, or any other complex multi-leg 
strategies. They're not better. They're just more complicated, and 
complexity is the enemy of consistency. 

Stick to strategies you understand deeply, execute them consistently, 
track performance religiously, adjust allocation based on conditions. 
Simple beats complicated every time. 

Scaling as Your Portfolio Grows 

One question that comes up is this. How does this system scale as 
portfolio grows from $100,000 to $200,000 to $500,000? 

The beautiful thing about this system is it scales linearly. The 
allocation percentages stay the same, but the absolute dollars increase. 

$100,000 portfolio: Layer 1 at $65,000. Layer 2 at $18,000 at risk, 
maybe 5 to 8 spreads. Layer 3 at $12,000 at risk, 2 PMCCs. Layer 4 at 
$8,000, which is 2 LEAPS positions. 



 

$200,000 portfolio: Layer 1 at $130,000. Layer 2 at $36,000 at risk, 
maybe 10 to 15 spreads. Layer 3 at $24,000 at risk, 4 PMCCs. Layer 4 at 
$16,000, which is 3 to 4 LEAPS positions. 

$500,000 portfolio: Layer 1 at $325,000. Layer 2 at $90,000 at risk, 
maybe 20 to 25 spreads. Layer 3 at $60,000 at risk, 8 to 10 PMCCs. 
Layer 4 at $40,000, which is 6 to 8 LEAPS positions. 

Notice the structure stays identical. The only change is you run 
more contracts per strategy as capital grows. At $500,000, you might sell 
2 to 3 contracts per spread position instead of 1, or you might run more 
spread positions across more underlyings for additional diversification. 

The time commitment doesn't increase much. Managing 25 
positions takes maybe 20 to 25 minutes daily instead of 15 minutes. The 
system scales efficiently. 

When to Simplify: Signals You're Over-Extended 

How do you know if you've become over-complicated? Here are the 
warning signs I watch for. 

Signal 1: You can't explain all your positions in 2 minutes. If 
someone asks what are you trading and you can't give a clear, concise 
answer, you're too complicated. 

Signal 2: You're missing management actions. You realize a spread 
should have been rolled 5 days ago but you forgot. You hold a LEAPS 
past 60% loss because you weren't tracking it. This means too many 
positions. 

Signal 3: Your daily management takes more than 30 minutes. If 
you're spending 45 minutes to an hour daily managing options, you're 
over-allocated or over-complicated. 



 

Signal 4: You can't remember why you opened a position. You look 
at a position and think why did I buy this. This means you're opening 
positions without clear thesis or criteria. 

Signal 5: You're stressed. Options trading should enhance your 
wealth-building, not create anxiety. If you're checking positions 10 
times daily or losing sleep over trades, simplify immediately. 

When I see these signals, I close positions systematically until I'm 
back to manageable complexity. Better to run 8 positions well than 25 
positions poorly. 

Chapter Summary 

Build your portfolio in four layers. Layer 1, 60% to 70%, in 
permanent holdings that compound forever. Layer 2, 15% to 20%, in 
high-probability premium selling for consistent income. Layer 3, 10% to 
15%, in moderate strategies like PMCC and call spreads. Layer 4, 5% to 
10%, in directional LEAPS bets. Plus 5% to 10% cash reserve. 

Adjust allocation based on IV environment. Reduce premium 
selling when IV is low, increase when IV is high, shift to directional 
LEAPS when buying is favorable. During volatility spikes, deploy cash 
aggressively into premium selling. 

Daily management takes 15 to 20 minutes using systematic review 
process. Track all positions in spreadsheet updated weekly. Limit 
yourself to 4 to 5 strategy types maximum, 15 positions maximum, 5 
underlyings maximum. 

Complexity is the enemy. Simple, consistent execution beats 
complicated strategies. The system scales linearly as portfolio grows. 
Watch for warning signs of over-complication and simplify when 
needed. 



 

Now we move to the final chapter. Bringing everything together 
with my complete story of losses, lessons learned, and the system that 
finally works consistently. That's Chapter 10.  



 

 

Chapter 10: My $150K-$200K in Losses - 
What Actually Went Wrong 

I've referenced my losses throughout this book, that expensive $150,000 
to $200,000 education I paid over several years before figuring out what 
actually works. Now I'm going to walk you through the specific trades 
and strategies that destroyed capital, dissect exactly what went wrong, 
and extract the lessons that transformed my trading. This chapter is 
uncomfortable to write because it requires admitting mistakes I'm not 
proud of, but it's the most valuable chapter in this book because these 
lessons came at enormous financial and psychological cost. 

The goal isn't to make you feel sorry for me or to brag about how 
much I lost. The goal is to save you from repeating these mistakes. Every 
dollar I lost came with a lesson. If this chapter saves you even $10,000 by 
helping you avoid one of these traps, it was worth every painful word 
I'm writing. 

The Mistakes That Cost the Most 

Let me organize my losses into categories because they weren't 
random bad luck. They were systematic errors repeated until the pain 
became unbearable and I was forced to change. The five categories that 
accounted for 90% of my losses: earnings trades, 0 DTE trading, buying 
out-of-the-money options, position sizing failures, and ignoring IV 
entirely. 



 

Mistake Category 1: Earnings Trades ($40,000-$50,000 in 
losses) 

This was my single largest source of losses, and I repeated this 
mistake for over a year before finally accepting it didn't work. The 
pattern was always the same. I'd identify a growth stock I thought would 
beat earnings. I'd sell cash-secured puts or buy calls the day before 
earnings, thinking I had edge because I'd researched the company. 
Earnings would come out, and one of three things would happen, all 
bad for me. 

Example 1: The Tech Stock That Gapped Down. A high-flying 
cloud software company was trading at $180. Earnings were scheduled 
for after-market close. I believed they'd beat expectations based on 
strong customer feedback I'd read online and positive industry trends. I 
sold 5 cash-secured puts at the $170 strike, about 5% out-of-the-money, 
collecting $8.00 per share, or $4,000 total premium. I thought about 
how even if they miss slightly, the stock won't drop below $170. I'm 
protected by a 5% cushion. 

Earnings came out. The company beat revenue estimates but missed 
on forward guidance. The stock gapped down 22% overnight, opening 
at $140 the next morning. My $170 puts were suddenly $30 in-the-
money. I was assigned 500 shares at $170, which is $85,000 worth, that 
were immediately worth $70,000. I lost $15,000 instantly, or 18% of my 
portfolio at the time. 

I held the shares for three months hoping for recovery, selling 
covered calls against them to collect some premium. The stock slowly 
climbed to $155. I eventually sold at $155, locking in a $15 per share loss 
times 500 shares, plus the $4,000 premium I'd collected. Net loss was 
$3,500, which is the $15,000 initial loss minus the $4,000 premium 
minus recovery from $140 to $155 plus covered call income. 



 

What went wrong? I violated the cardinal rule of never trading 
through earnings. The overnight gap risk overwhelmed any premium I 
collected. A 5% cushion means nothing when stocks can gap 15% to 25% 
on earnings. The research I did, reading customer reviews and following 
industry trends, was worthless compared to what professional analysts 
and insiders knew. 

Example 2: The Call That Got IV Crushed. Different company, 
different quarter. Stock at $200. I bought 5 calls at the $210 strike, out-
of-the-money, expiring two weeks after earnings, paying $6.00 per share, 
which is $3,000 per contract and $15,000 total. IV was elevated at 80% 
due to earnings anticipation. I thought about how if they beat and the 
stock rallies to $220, these calls will be worth $15 to $20. 

Earnings came out strong. Stock rallied to $218, exactly what I 
wanted. I checked my calls the next morning expecting a nice profit. 
They were worth $7.50 per share. I made $1.50 per share, or $7,500 
total, which is 50% return, when the stock moved $18 in my favor, which 
is a 9% rally. I was confused. How did I only make 50% when the stock 
rallied 9% and my calls were now $8 in-the-money? 

Answer: IV crush. Before earnings, IV was 80%. After earnings, IV 
collapsed to 40%. That Vega loss, $4 to $5 per share, offset most of my 
directional gain. Had I bought when IV was 30% instead of 80%, those 
same calls would have been worth $12 to $14 per share after the rally, not 
$7.50. 

I held for another week hoping IV would recover. It didn't. Time 
decay and continued IV contraction brought the calls down to $6.50. I 
sold for a $1.50 per share profit, which is $7,500, when I should have 
made $15,000+ from that stock move. 



 

What went wrong? I bought options when IV was inflated, paying 
2x to 3x normal prices. Even being right about direction wasn't enough 
to overcome the Vega headwind from IV contraction. Earnings trades 
systematically favor professionals who can trade faster and understand 
the nuances of IV collapse. 

The Pattern Across Dozens of Earnings Trades: Over 18 months, I 
traded earnings maybe 40 to 50 times. Wins: maybe 15, which is 30% 
win rate. Losses: 25 to 30. Even when I won, my wins were small, $1,000 
to $3,000, because IV crush limited profits. When I lost, losses were 
large, $5,000 to $15,000, because gaps overwhelmed any defense. Total 
P&L: negative $40,000 to $50,000. 

The lesson that finally stuck is this. Earnings are binary events where 
retail traders have structural disadvantages. Professionals have better 
information, faster execution, sophisticated volatility models, and 
they're the ones selling options to retail traders at peak IV. Stop trading 
earnings. If a position is approaching earnings, close it or roll past 
earnings. No exceptions. 

Mistake Category 2: 0 DTE Trading ($30,000-$40,000 in 
losses) 

This mistake lasted about 8 months before I finally stopped. The 
appeal was obvious. Sell options expiring the same day, collect quick 
premium from extreme time decay, do this repeatedly for consistent 
income. The marketing on social media made it look easy. I made $500 
today selling 0 DTE options in 2 hours. What they don't show are the 
months where they lost $5,000 to $10,000. 

The Pattern: I'd wake up, check SPY or QQQ, sell puts or call 
spreads expiring that day at strikes 1% to 2% away from current price, 



 

collect $0.30 to $0.60 per share, and hope the market stayed in range 
until 4pm close. Sometimes it worked. Most times it didn't. 

Example: The Day SPY Dropped 1.5% in 3 Hours. SPY opened at 
$440. I sold 10 contracts of the $435 put expiring that day at 4pm, which 
is 6 hours away, collecting $0.40 per share, or $400 total. SPY was at 
$440, so I had a $5 cushion. Seemed safe for 6 hours. 

By noon, SPY dropped to $438 on no particular news, just normal 
market volatility. My $435 puts were now worth $0.80 to close. I was 
down $400 on a position I'd held for 2 hours. I had two choices: close 
for the $400 loss, or hold hoping SPY would recover. 

I held. By 2pm, SPY was at $436. My puts were now worth $1.50. 
Down $1,100. By 3pm, SPY was at $434.50, and my puts were worth 
$3.50, intrinsic value plus a tiny bit of time value with one hour to close. 
Down $3,100. 

I panicked and closed at $3.50, taking a $3,100 loss, losing nearly 8x 
the premium I collected. If I'd held to expiration, SPY closed at $435.20 
that day, and I'd have lost the full $5,000 maximum on the position as 
the puts would have expired in-the-money. 

The Math That Doesn't Work: Over 8 months, I made maybe 100 
to 120 0 DTE trades. Win rate: approximately 60% to 65%. Average win: 
$300 to $500. Average loss: $2,000 to $4,000. The math is brutal. 60 
wins at $400 each equals $24,000. 40 losses at $3,000 each equals 
$120,000. Net: negative $96,000. 

Even with a 65% win rate, I lost consistently because my losses were 
6x to 8x my wins. The risk-reward was fundamentally broken. I was 
risking $5,000 to make $400 over a 6-hour period where markets can 
move 1% to 2% on no news. 



 

What went wrong? Intraday moves are essentially random over 
short timeframes. A stock can move 1% in 10 minutes from algorithmic 
trading or a single large order. When you're selling options expiring in 
hours, you have zero margin for error. One unexpected move and your 
entire week or month of profits evaporates. 

Additionally, the psychological toll was enormous. I'd spend 4 to 6 
hours watching positions anxiously, unable to focus on work, stressed 
about every 0.2% move in the market. Even when I won, the stress wasn't 
worth the $400. 

The lesson: Never trade options expiring the same day. The 
incremental premium from holding positions into their final hours isn't 
worth the exponential increase in risk. My minimum holding period 
now is 30 days at entry, and I close or roll at 7 DTE. No exceptions. 

Mistake Category 3: Buying Out-of-the-Money Options 
($25,000-$30,000 in losses) 

This mistake came from confusing leverage with smart trading. I'd 
see a stock at $100, buy the $120 calls for $2.00 per share, which is $200 
per contract, and dream about the stock hitting $140 where my calls 
would be worth $20, which is $2,000 per contract, a 10x return. What 
actually happened is this. The stock would rally to $110, which is 10% 
gain, and my calls would be worth $2.50, giving me 25% return while 
fighting time decay. Or the stock would rally to $115, which is 15% gain, 
and my calls would be worth $4.00, doubling my money but requiring 
a 15% stock move to achieve it. 

Example: SMH Calls That Went to Zero. SMH was at $200. I 
believed semiconductors would rally over the next 6 months based on 
AI tailwinds. Instead of buying at-the-money calls, I bought the $230 
strike, 15% out-of-the-money, with 9 months to expiration, paying 



 

$5.00 per share, which is $500 per contract. I bought 10 contracts, 
allocating $5,000. 

My logic was this. If SMH rallies to $250, which is 25% gain, these 
calls will be worth $20, giving me $15,000 profit, which is 300% return. 
Even if it rallies to $240, I make $10,000. The leverage looked amazing. 

What happened? SMH consolidated for 4 months between $190 
and $210, going nowhere. My calls decayed from $5.00 to $2.50 as time 
passed and Theta accelerated. By month 6, with 3 months remaining, 
SMH finally rallied to $220, which is 10% gain from my entry. My calls 
were worth $3.00. I'd lost $2.00 per share, which is $2,000 total, even 
though the stock moved in my favor. 

I held hoping for more upside. SMH consolidated at $220 for 
another month. My calls decayed to $1.50 with 2 months remaining. I 
cut the loss, selling for $1.50 and losing $3.50 per share, or $3,500 total, 
which is 70% loss, despite being directionally correct about 
semiconductors rallying. 

The Pattern: I repeated this with different strikes and underlyings 
maybe 30 to 40 times. The result was always the same. Even when the 
stock moved my direction, it didn't move far enough or fast enough to 
overcome the combination of starting out-of-the-money plus fighting 
time decay. My win rate was maybe 20% to 25%, and even wins were 
small because by the time the stock reached my strike, there was little 
time value left. 

What went wrong? Out-of-the-money options require three things 
to work: right direction, large magnitude move, and perfect timing. 
Getting all three is nearly impossible. The decay is severe because OTM 
options are 100% time value. As expiration approaches, decay accelerates 



 

exponentially. The cheap premium that makes OTM options attractive 
is cheap for a reason. The probability of profit is low. 

The lesson: Only buy at-the-money or slightly in-the-money 
options, Delta 0.50 to 0.70. Yes, they're more expensive. Yes, the 
percentage returns are lower. But the probability of profit is 2x to 3x 
higher, and you don't need massive moves to make money. If I'd bought 
the $200 strike, at-the-money, instead of $230 strike in the SMH 
example, paying $20 per share, when SMH went to $220 my calls would 
have been worth $26 to $28, giving me 30% to 40% profit instead of a 
70% loss. 

Mistake Category 4: Position Sizing Failures ($20,000-
$25,000 in losses) 

Several of my largest single-position losses came not from the 
strategy being wrong, but from betting too much on a single position. 
The reasoning was always this. I'm very confident about this, so I'll 
allocate 15% to 20% of my portfolio. Then the position would move 
against me, and I'd lose 15% to 20% of capital on one trade. 

Example: The Tech Stock Put That Assigned. I was very bullish on 
a large-cap tech stock trading at $300. I sold cash-secured puts at the 
$280 strike, 6.6% out-of-the-money, collecting $12.00 per share in 
premium. Instead of selling 2 or 3 contracts, which would have been 5% 
to 8% of portfolio at the time, I sold 8 contracts because I was certain the 
stock wouldn't drop below $280. Total premium collected was $9,600, 
which is 12% of my $80,000 portfolio at the time. 

The stock dropped due to broader market selloff, declining from 
$300 to $265 in three weeks. I was assigned 800 shares at $280, which is 
$224,000 obligation, which were immediately worth $212,000. I was 



 

down $12,000 instantly, offset by the $9,600 premium I'd collected, for 
a net loss of $2,400 at assignment. 

I held the shares for two months, selling covered calls to collect 
premium. The stock recovered to $275. I sold the shares at $275, locking 
in a $5 per share loss on 800 shares, which is $4,000, minus the $9,600 
premium, minus $3,200 in covered call premium collected over two 
months. Net result was $1,200 profit on a trade that had me down 
$12,000 at one point and required managing 800 shares for two months. 

The issue wasn't the strategy because cash-secured puts work. The 
issue was allocating 28% of portfolio capital, which is $224,000 
obligation on $80,000 portfolio, to a single position. I was overleveraged 
by 3x to 4x, which meant any adverse move created enormous unrealized 
losses and forced me into managing a position I didn't really want. 

What went wrong? Confidence is not a substitute for position 
sizing discipline. Even when you're certain, you must limit single-
position risk to 5% to 10% maximum. The 8 contracts should have been 
2 to 3 contracts. That would have limited my maximum capital at risk 
to $60,000 to $90,000 instead of $224,000, kept the position 
manageable, and resulted in similar profit with far less stress. 

The lesson: Never allocate more than 5% to 10% of portfolio to any 
single position, regardless of conviction. For spreads, never have more 
than 30% to 40% of portfolio at risk across all positions. For LEAPS, 
never allocate more than 15% to 20% total. Position sizing is not 
optional. It's the difference between survivable losses and account 
destruction. 



 

Mistake Category 5: Ignoring IV Completely ($15,000-
$20,000 in losses) 

For the first year or two of options trading, I didn't even know what 
IV Rank was. I'd sell options whenever I felt like it, buy options 
whenever I wanted exposure, and wonder why my results were so 
inconsistent. Some months I'd make good money. Other months I'd 
lose. I couldn't figure out the pattern. 

Example: Selling Spreads During Low IV. SPY was at $420, trending 
upward. VIX was at 11. IV Rank on SPY was 18, which is very low. I 
wanted to generate income, so I sold 15 put credit spreads on SPY at 
$410/$405 strikes with 45 days to expiration. I collected $0.80 per 
spread, which is $80 each, total credit $1,200. My risk was $4.20 per 
spread, which is $420, total risk $6,300. 

SPY had a normal 3% pullback over two weeks, dropping to $407. 
My spreads were suddenly worth $3.50 to close. I was down $2,700 on 
positions where I'd collected $1,200. I held, hoping for recovery. SPY 
bounced to $412. My spreads came back to $1.80. I closed for a $1,000 
loss, which is $1,200 collected minus $2,200 to close. 

What went wrong? When IV is low, option premiums are small. I 
risked $6,300 to collect $1,200, which is 5:1 risk-reward. A normal 3% 
pullback destroyed the position because there was no IV cushion. If I'd 
sold when IV Rank was 60, I might have collected $2.00 to $2.50 per 
spread instead of $0.80. With $2.50 credit, that same 3% pullback would 
have left me approximately breakeven instead of down $2,700. 

The Pattern: I repeated this dozens of times. Selling when IV was 
low, collecting tiny premiums. Buying LEAPS when IV was high, paying 
inflated prices. And wondering why both strategies lost money. My win 
rate was maybe 50% to 55%, which should be breakeven, but I was 



 

consistently unprofitable because I was always fighting IV mean 
reversion. 

The lesson: Never sell options when IV Rank is below 40, 
preferably below 50. Wait patiently for IV to expand above 50 to 60 
before selling. Never buy options when IV Rank is above 40. Wait for 
IV to contract to 20 to 30 before buying. This single rule would have 
prevented $15,000+ in losses from fighting volatility instead of working 
with it. 

The Psychological Lessons: Why I Kept Repeating Mistakes 

The losses themselves were expensive, but the psychological patterns 
that caused them were even more costly. Understanding why I repeated 
these mistakes is as important as understanding what went wrong 
mechanically. 

Pattern 1: Overconfidence from small wins. I'd make $3,000 on a 
trade and think I'd figured it out. I'd increase position sizes or take on 
more risk. Then I'd lose $8,000 on the next trade, giving back the $3,000 
plus $5,000 more. Small wins made me reckless. Large losses made me 
cautious. I oscillated between overconfidence and fear, never finding 
equilibrium. 

Pattern 2: Inability to accept being wrong. When a position moved 
against me, I'd hold hoping for recovery rather than cutting the loss at 
30% to 40%. I couldn't accept that my analysis was wrong. This turned 
many 30% losses into 60% to 70% losses as I held too long hoping for 
miracles. 

Pattern 3: Revenge trading after losses. After taking a $5,000 loss, 
I'd immediately open another position trying to make it back. This 
almost always resulted in another loss because I was trading from 
emotion rather than discipline. The best thing to do after a loss is 



 

nothing. Wait. Process. Review what went wrong. Then trade again 
with clear mind. 

Pattern 4: Not tracking results. I didn't keep detailed records for the 
first year. I couldn't see that earnings trades had 30% win rate, or that 
OTM options lost money 75% of the time, because I wasn't tracking. 
Without data, I repeated mistakes indefinitely. Once I started tracking 
every trade in a spreadsheet, patterns became obvious and I could stop 
doing what didn't work. 

Pattern 5: Complexity as a substitute for discipline. When simple 
strategies weren't working, usually because I was ignoring IV or sizing 
positions poorly, I'd add complexity thinking that was the solution. I'd 
try butterflies, ratio spreads, complex multi-leg positions. None of it 
worked because the problem wasn't the strategy. The problem was my 
execution: ignoring IV, oversizing, trading earnings. Adding complexity 
just gave me more ways to lose money. 

What Changed: The System That Finally Worked 

After about 2.5 to 3 years of losses and marginal profits, I hit a point 
where I had to either quit options trading entirely or completely change 
my approach. I chose to start over with strict rules. 

Rule 1: Never trade earnings. No exceptions. If a position is open 
during earnings, close it or roll past earnings. This single rule prevented 
80% of my catastrophic losses. 

Rule 2: Never trade 0 DTE or options with less than 30 DTE at 
entry. Close or roll at 7 DTE. This eliminated the stress and the terrible 
risk-reward of short-dated options. 



 

Rule 3: Only buy at-the-money or in-the-money options, Delta 
0.50 to 0.70. No more OTM lottery tickets. This doubled my win rate 
on directional trades. 

Rule 4: Position sizing limits are not negotiable. Maximum 5% to 
10% per position. Maximum 30% to 40% at risk across all spreads. 
Maximum 15% to 20% in directional LEAPS. These limits protected me 
from single-position wipeouts. 

Rule 5: Check IV Rank before every trade. Only sell when IV Rank 
above 50. Only buy when IV Rank below 30. Wait patiently when IV is 
in the middle. This transformed my results overnight. 

Rule 6: Track every trade in a spreadsheet. Date, strategy, strikes, 
P&L, days held, win or loss. Review weekly. This gave me data to 
identify what worked and what didn't. 

Rule 7: Close winners at 50% profit. Don't hold for maximum 
profit. Take 50%, move on, redeploy capital. This increased my capital 
velocity and reduced risk of winners turning into losers. 

Rule 8: Cut losers at 50% to 60% loss if thesis changes. Don't hope 
for miracles. If analysis was wrong, accept it, cut loss, move on. 

These rules sound simple. They are. But following them 
consistently after years of not following them required mental rewiring. 
The first six months after implementing these rules were hard because I 
constantly wanted to break them, like just this once or this situation is 
different. But I forced myself to follow them rigidly. After six months, 
they became habits. After a year, they were automatic. 

My results changed dramatically. Win rate increased from 50% to 
55% to 70% to 75%. Average win increased because I was selling when 
IV was high. Average loss decreased because I cut losers earlier and didn't 



 

fight earnings. My annual return went from negative 5% to 10% in the 
early years to positive 15% to 25% after implementing the rules. 

The Numbers: Actual Results After the Lesson 

Let me show you actual results from the last 18 months, after fully 
implementing the system, versus the 3 years before that. 

Years 1-3, before system. Total capital deployed was approximately 
$80,000 to $120,000, growing over time. Net P&L was negative 
$150,000 to $200,000. Win rate was 50% to 55%. Largest wins were 
$5,000 to $8,000. Largest losses were $10,000 to $15,000. Psychological 
state was stressed, inconsistent, oscillating between overconfidence and 
fear. 

Last 18 months, after system. Total capital deployed was $150,000 
to $180,000. Net P&L was positive $38,000, approximately 22% annual 
return on capital. Win rate was 70% to 75%. Largest wins were $3,000 to 
$5,000, smaller because I close at 50% profit. Largest losses were $2,000 
to $3,500, smaller because I cut losers earlier and avoid earnings. 
Psychological state was calm, consistent, disciplined. 

The difference isn't intelligence. The difference isn't getting better 
at predicting markets. The difference is following rules that prevent the 
catastrophic mistakes. My edge isn't analysis. My edge is discipline. 

Chapter Summary 

My $150,000 to $200,000 in losses came from five main categories: 
earnings trades, $40,000 to $50,000. 0 DTE trading, $30,000 to 
$40,000. Buying OTM options, $25,000 to $30,000. Position sizing 
failures, $20,000 to $25,000. And ignoring IV, $15,000 to $20,000. 



 

Each category had the same root causes: overconfidence from small 
wins, inability to accept being wrong, revenge trading after losses, not 
tracking results, and adding complexity instead of fixing discipline. 

The solution wasn't learning more complex strategies. The solution 
was implementing strict rules: never trade earnings, never trade 0 DTE 
or under 30 DTE, only buy ATM or ITM options, enforce position 
sizing limits, check IV Rank before every trade, track everything, close 
winners at 50%, cut losers at 50% to 60%. 

These rules increased win rate from 50% to 55% to 70% to 75%, 
reduced average loss size, and transformed annual returns from negative 
5% to 10% to positive 15% to 25%. 

The lessons are simple but not easy: discipline beats analysis, rules 
beat intuition, consistency beats complexity, patience beats activity. 
Your edge in options trading isn't predicting the future. It's following 
rules that prevent catastrophic mistakes while allowing winners to 
compound over time. 

Now you have everything: the strategies, the system, the lessons 
from my losses. The final chapters will show you how to scale from $50K 
to $500K using this complete framework.  



 

 

Chapter 11: Scaling from $50K to $500K - The 
Portfolio Journey 

We've covered all the strategies, the multi-strategy system, and the 
expensive lessons learned. But there's one critical question remaining. 
How does this actually work as your portfolio grows from $50,000 to 
$100,000 to $250,000 to $500,000 and beyond? The strategies don't 
change fundamentally, but how you deploy capital, manage positions, 
and think about risk evolves significantly at each stage. 

This final chapter walks you through the portfolio journey in detail, 
showing you exactly how to adjust your approach as you scale. I'll share 
what worked at each level, what mistakes I made at each transition point, 
and how to avoid the psychological traps that destroy traders who 
successfully grow their accounts only to blow them up when they get 
larger. 

This is the chapter I wish I'd read when I first grew my portfolio 
from $50,000 to $100,000 and immediately made mistakes that cost me 
$30,000 because I didn't adjust my approach appropriately. Learn from 
my expensive transitions so you can scale smoothly. 

The $50,000 Portfolio: Foundation Building 

At $50,000, you're just beginning to have enough capital to run a 
meaningful options strategy alongside your core holdings. This is the 
foundation stage where your primary focus is building good habits, 



 

tracking results religiously, and avoiding catastrophic mistakes that set 
you back years. 

Allocation at $50,000: 

Layer 1, Permanent Holdings, which is $32,500 to $35,000, or 65% 
to 70%. $15,000 in SPY. $10,000 in QQQ. $7,500 in SMH or sector 
ETFs. Reinvest all dividends automatically. 

Layer 2, Premium Selling, which is $7,500 to $10,000 at risk, or 15% 
to 20%. 2 to 4 put credit spreads, which are $5 wide and risking $300 to 
$400 each. Or 1 cash-secured put if you have the capital and want to own 
shares. Focus on learning to manage spreads, understanding IV timing, 
and closing at 50% profit. 

Layer 3, Moderate Strategies, which is $5,000 to $7,500, or 10% to 
15%. 1 PMCC position if you want leveraged exposure to an underlying 
you're bullish on. Or skip this layer entirely and focus on mastering 
Layer 2 first. Avoid complexity at this stage. 

Layer 4, Directional, which is $2,500 to $5,000, or 5% to 10%. 1 
LEAPS call on your highest conviction position, which is SMH for me. 
Buy when IV Rank below 30, at-the-money, 18 to 24 months out. Or 
protective LEAPS put on SPY for portfolio insurance. 

Cash Reserve, which is $2,500 to $5,000, or 5% to 10%. 

Key behaviors at $50,000: At this level, your goal isn't making huge 
returns. Your goal is building the discipline and systems that will serve 
you for decades. Track every single trade. Review results weekly. Follow 
your rules religiously even when it's hard. Build the spreadsheet tracking 
system. Develop the daily 15-minute review routine. 

Don't try to run 15 positions. At $50,000, running 5 to 8 positions 
maximum is appropriate. You're learning position management, 



 

understanding how different strategies behave, and building intuition 
about when to deploy capital. 

My mistake at this level: When I first had $50,000 to deploy, I tried 
to run too many strategies simultaneously, like put spreads, call spreads, 
PMCC, multiple LEAPS positions, and covered calls. I had 12 to 15 
positions at once, which was unmanageable. I missed management 
actions, held losers too long because I forgot to review them, and closed 
winners too early out of confusion about which positions were which. 
Simplify. Master 2 to 3 strategies at $50,000 before adding more. 

The $100,000 Portfolio: Adding Complexity 

Growing from $50,000 to $100,000 is a major psychological 
milestone. You've doubled your capital. You've proven the system works. 
This is where many traders, including me, make the mistake of adding 
too much complexity too quickly or increasing position sizes too 
aggressively. The right move is to scale linearly, not exponentially. 

Allocation at $100,000: 

Layer 1, Permanent Holdings, which is $65,000 to $70,000, or 65% 
to 70%. $25,000 in SPY. $20,000 in QQQ. $15,000 in SMH. $5,000 in 
dividend ETF like SCHD or VYM. 

Layer 2, Premium Selling, which is $15,000 to $20,000 at risk, or 
15% to 20%. 5 to 8 put credit spreads across SPY, QQQ, and SMH. Mix 
of 30 to 45 DTE expirations, stagger them. Maybe 1 cash-secured put if 
IV is very elevated. Covered calls on SMH position from Layer 1. 

Layer 3, Moderate Strategies, which is $10,000 to $15,000, or 10% 
to 15%. 2 PMCC positions on different underlyings. 1 to 2 call credit 
spreads when conditions are right, which is IV Rank above 60. More 
active management required at this layer. 



 

Layer 4, Directional, which is $5,000 to $10,000, or 5% to 10%. 2 
LEAPS call positions on different underlyings for diversification. 1 
protective LEAPS put position for portfolio insurance. 

Cash Reserve, which is $5,000 to $10,000, or 5% to 10%. 

Key behaviors at $100,000: At this level, you're running 10 to 15 
positions, which requires systematic daily review. Your 15-minute 
morning routine becomes critical. You can't rely on memory anymore. 
You need the spreadsheet to track everything. 

This is also when you start experiencing meaningful dollar gains and 
losses. A good month might be $2,000 to $4,000 profit. A bad month 
might be $1,500 to $2,500 loss. These numbers start feeling real, which 
creates psychological pressure. The temptation is to trade more actively 
or take bigger positions to accelerate gains. Resist this temptation. 

My mistake at this level: When I grew to $100,000, I started selling 
2 to 3 contracts per spread position instead of 1, thinking I have more 
capital, so I should scale up. This worked until I had a losing trade, 
which suddenly cost $1,200 instead of $400. The psychological impact 
was disproportionate. I became more cautious, which led to missing 
good opportunities. Better approach is to increase the number of 
positions slightly, from 8 to 12, rather than increasing contracts per 
position. This maintains diversification and limits single-position 
impact. 

The $250,000 Portfolio: Efficiency Matters 

Growing from $100,000 to $250,000+ is where capital efficiency 
becomes critical. At this level, you have enough capital that tying up 
$45,000 for covered calls on 100 shares of SPY becomes less appealing. 
You can run multiple PMCC positions instead, controlling the same 



 

exposure with $15,000 to $18,000 instead of $45,000, freeing up 
$27,000 for other strategies. 

Allocation at $250,000: 

Layer 1, Permanent Holdings, which is $162,500 to $175,000, or 
65% to 70%. $60,000 in SPY. $50,000 in QQQ. $40,000 in SMH. 
$12,500 in dividend ETFs. 

Layer 2, Premium Selling, which is $37,500 to $50,000 at risk, or 
15% to 20%. 12 to 18 put credit spreads across multiple underlyings. 3 
to 4 different expiration cycles, stagger them. Covered calls on portion 
of Layer 1 holdings. Maybe 2 to 3 cash-secured puts when IV very 
elevated. 

Layer 3, Moderate Strategies, which is $25,000 to $37,500, or 10% 
to 15%. 4 to 5 PMCC positions across different underlyings. 3 to 5 call 
credit spreads opportunistically. This layer becomes significant income 
generator at this capital level. 

Layer 4, Directional, which is $12,500 to $25,000, or 5% to 10%. 3 
to 4 LEAPS call positions. 2 protective LEAPS put positions. More 
diversification in directional bets. 

Cash Reserve, which is $12,500 to $25,000, or 5% to 10%. 

Key behaviors at $250,000: At this capital level, you're generating 
meaningful income from options strategies. Layer 2 might produce 
$4,000 to $8,000 monthly. Layer 3 adds another $2,000 to $4,000. 
Combined, you're potentially generating $6,000 to $12,000 monthly, 
which is $72,000 to $144,000 annually, from options on top of your 
Layer 1 compounding. 

This income creates a new psychological challenge. The temptation 
to treat it as salary and spend it rather than reinvesting. If you withdraw 



 

the options income and spend it, your portfolio doesn't grow. You're 
essentially running in place. Better approach is to reinvest at least 50% to 
75% of options income back into Layer 1, buying more shares of SPY, 
QQQ, and SMH. Let 25% to 50% support your lifestyle if needed, but 
prioritize compounding. 

You're now managing 20 to 25 positions, which is approaching the 
upper limit of manageable complexity. Daily review might take 20 to 25 
minutes. Weekly tracking and adjustment might take 30 to 45 minutes. 
This is sustainable but requires discipline. 

My mistake at this level: When I reached $250,000, I started 
spending too much of the options income rather than reinvesting. I'd 
make $8,000 in a good month and spend $5,000 on lifestyle, thinking I 
earned it. This slowed my compounding significantly. After a year of this 
pattern, my portfolio was only at $270,000 instead of $320,000+ where 
it should have been. I effectively traded 18% to 20% portfolio growth for 
lifestyle spending. Was it worth it? Sometimes. But it wasn't optimal for 
wealth building. 

The $500,000 Portfolio: Professional Approach 

At $500,000, you're operating at a semi-professional level. Your 
portfolio is likely larger than many people's retirement accounts. The 
strategies are the same, but execution becomes more nuanced. You're 
managing more contracts, more capital at risk, and more complexity. 

Allocation at $500,000: 

Layer 1, Permanent Holdings, which is $325,000 to $350,000, or 
65% to 70%. $120,000 in SPY. $100,000 in QQQ. $80,000 in SMH. 
$25,000 to $50,000 in dividend ETFs or individual quality stocks. 



 

Layer 2, Premium Selling, which is $75,000 to $100,000 at risk, or 
15% to 20%. 20 to 30 put credit spreads. Running 2 to 3 contracts per 
spread position for capital efficiency. 5 to 6 different expiration cycles. 
Covered calls on significant portion of Layer 1. 3 to 5 cash-secured puts 
when appropriate. 

Layer 3, Moderate Strategies, which is $50,000 to $75,000, or 10% 
to 15%. 8 to 10 PMCC positions. 5 to 8 call credit spreads. Maybe 
exploring iron condors in high IV environments. 

Layer 4, Directional, which is $25,000 to $50,000, or 5% to 10%. 5 
to 8 LEAPS call positions. 3 to 4 protective LEAPS put positions. More 
sophisticated directional positioning. 

Cash Reserve, which is $25,000 to $50,000, or 5% to 10%. 

Key behaviors at $500,000: At this level, you're potentially 
generating $10,000 to $20,000+ monthly from options strategies in 
favorable conditions. Your Layer 1 is also generating $6,000 to $8,000 
annually in dividends. You're approaching or exceeding the income 
many people make from full-time jobs. 

The biggest challenge is mental: preventing overconfidence. You've 
proven the system works. You've grown wealth significantly. The 
temptation is to take bigger risks, trade more actively, or deviate from 
the rules that got you here. This is when many traders blow up accounts. 
They survive the journey from $50,000 to $500,000 following rules, 
then abandon those rules because they feel invincible. 

You're also managing 30 to 40+ positions at this level, which is the 
practical upper limit before you need dedicated trading software or 
assistants. Daily review might take 30 minutes. Weekly comprehensive 
review might take 1 to 1.5 hours. This is approaching part-time job 
territory. 



 

My current stage: I'm in the $150,000 to $250,000 range currently, 
having rebuilt after losses. I've experienced the $500,000+ level in total 
assets, including real estate and other investments, and the psychological 
dynamics are real. The fear of losing becomes more intense than the 
excitement of gaining. You think about risk differently when you have 
$500,000 than when you have $50,000. This is both good because it 
makes you more cautious, and bad because it can make you too 
conservative and miss opportunities. 

The key is maintaining the same proportional risk. If you risked 2% 
per position at $50,000, risk 2% per position at $500,000. The dollar 
amounts are 10x larger, but the risk relative to capital is identical. 

The Transition Traps: What Kills Growth 

Let me address the specific psychological traps that destroy traders 
at each transition point. 

$50K to $100K trap: Overconfidence. You've doubled your money. 
You think you've figured it out. You start taking bigger risks, trading 
more frequently, or ignoring rules that were too conservative. Then you 
lose $20,000 to $30,000 in a few months and realize you weren't as good 
as you thought. Stay humble. Keep following rules. 

$100K to $250K trap: Lifestyle inflation. Your options income 
reaches $3,000 to $5,000+ monthly. You start spending it rather than 
reinvesting. Your portfolio growth slows or stops. Five years later, you're 
still at $250,000 instead of $600,000+ where you should be. Reinvest 
most of it until you reach financial independence. 

$250K to $500K trap: Complexity creep. You feel like you should 
be doing more sophisticated things because you have more capital. You 
add strategies you don't fully understand. You run 50+ positions. 



 

Management becomes overwhelming. You make mistakes. Simplicity 
still beats complexity at every level. 

$500K+ trap: Fear of loss. Every position feels huge because it is. A 
$5,000 loss feels catastrophic even though it's only 1% of capital. You 
become paralyzed, stop taking good opportunities, and returns decrease. 
Remember: proportional risk is what matters, not absolute dollars. 

How Long Does Each Stage Take? 

This varies enormously based on starting capital, contribution rate, 
and market conditions, but here are realistic timeframes. 

$50K to $100K: 2 to 4 years. Assuming you start with $50,000, 
contribute $500 to $1,000 monthly, generate 10% to 15% annual returns 
from Layer 1, and 15% to 25% annual returns from options strategies, 
you can reach $100,000 in 3 to 4 years even with modest markets. 

$100K to $250K: 4 to 6 years. Growth accelerates because you have 
more capital working and options income increases. With continued 
monthly contributions and reinvested options income, reaching 
$250,000 takes another 5 to 6 years. 

$250K to $500K: 4 to 5 years. Compounding becomes powerful. 
Options income is substantial. If you're reinvesting most of it and 
markets are reasonable, doubling from $250,000 to $500,000 takes 4 to 
5 years. 

Total timeline: 10 to 15 years from $50K to $500K. This is realistic 
for someone starting with $50,000, contributing consistently, 
reinvesting income, and executing the system described in this book. It's 
not fast. It's not exciting. But it's achievable, and it builds real, lasting 
wealth. 



 

Compare this to the get rich quick promises. Trade options for 1 
hour daily and make $10,000 monthly. Turn $10,000 into $100,000 in 
6 months. Those are lies. Real wealth building takes a decade or more. 
Accept that, embrace the process, and you'll reach goals others only 
dream about. 

When to Consider This a "Side Income" vs "Primary 
Income" 

An important question is this. At what portfolio level can options 
income replace or supplement your job income? 

$100,000 portfolio: Options income $1,500 to $3,000 monthly. 
This is meaningful supplemental income but not sufficient to replace 
most salaries. Use it to accelerate debt payoff, increase savings rate, or 
improve lifestyle modestly. 

$250,000 portfolio: Options income $4,000 to $8,000 monthly. 
This can cover many people's basic living expenses. You could 
potentially reduce to part-time work or take a lower-paying job you 
enjoy more. But you're not financially independent yet. 

$500,000 portfolio: Options income $8,000 to $15,000 monthly. 
Combined with Layer 1 appreciation and dividends, this can support 
most middle-class lifestyles. True financial independence becomes 
realistic at this level, especially if you're disciplined about spending. 

$1,000,000 portfolio: Options income $15,000 to $30,000+ 
monthly. This is full financial independence with room for significant 
lifestyle expenses and continued wealth building. Most people reach this 
level in their 50s or 60s if they start in their 30s or 40s. 

My personal goal is to reach $500,000 to $750,000 in options-
focused portfolio, not counting primary residence or retirement 



 

accounts, by age 55 to 60. At that level, I can generate $10,000 to 
$18,000 monthly from options, allowing full financial freedom while 
the core Layer 1 holdings continue compounding for legacy wealth. 

The Final Numbers: Expected Returns at Each Level 

Let me give you realistic return expectations for the complete system 
at different portfolio levels. 

$50,000 portfolio: Layer 1 at $32,500 at 10% equals $3,250 
annually. Layer 2-4 at $17,500 at 18% equals $3,150 annually. Total is 
$6,400, which is 12.8% portfolio return. Plus monthly contributions of 
$500 to $1,000. 

$100,000 portfolio: Layer 1 at $65,000 at 10% equals $6,500 
annually. Layer 2-4 at $35,000 at 20% equals $7,000 annually. Total is 
$13,500, which is 13.5% portfolio return. Plus monthly contributions 
and reinvested income. 

$250,000 portfolio: Layer 1 at $162,500 at 10% equals $16,250 
annually. Layer 2-4 at $87,500 at 22% equals $19,250 annually. Total is 
$35,500, which is 14.2% portfolio return. Plus reinvested income. 

$500,000 portfolio: Layer 1 at $325,000 at 10% equals $32,500 
annually. Layer 2-4 at $175,000 at 24% equals $42,000 annually. Total is 
$74,500, which is 14.9% portfolio return. 

These returns are realistic but not guaranteed. Bad years happen, 
like 2008 and 2022. Good years happen, like 2020 recovery and 2023-
2024. Over 10 to 15 years, averaging 13% to 15% total portfolio returns 
is achievable with this system. 



 

Chapter Summary 

Scale your portfolio using the same proportional allocations: 65% to 
70% in permanent holdings, 15% to 20% in premium selling, 10% to 15% 
in moderate strategies, 5% to 10% in directional bets, 5% to 10% cash. 
The percentages stay constant; the absolute dollars scale. 

At $50,000, run 5 to 8 positions maximum, focus on building 
discipline and systems. At $100,000, expand to 10 to 15 positions, 
maintain strict rules, avoid overconfidence. At $250,000, leverage capital 
efficiency with PMCCs, reinvest most income rather than spending. At 
$500,000, manage 30 to 40 positions professionally, guard against fear 
of loss paralyzing you. 

Major transition traps: overconfidence at $50,000 to $100,000, 
lifestyle inflation at $100,000 to $250,000, complexity creep at $250,000 
to $500,000, fear of loss at $500,000+. Avoid these by maintaining 
proportional risk thinking and following rules regardless of account size. 

Realistic timeline: 10 to 15 years from $50,000 to $500,000 with 
consistent execution, monthly contributions, and reinvested income. 
This is not fast but it's achievable and builds lasting wealth. 

Expected portfolio returns: 13% to 15% annually combining Layer 
1 appreciation with Layers 2-4 options income. Some years better, some 
worse, but averaging to strong long-term results. 

Your journey starts at whatever capital level you have today. 
Whether that's $10,000, $50,000, or $200,000, the principles and system 
remain the same. Start where you are, follow the rules, scale 
proportionally, and build wealth systematically over the next decade or 
two. 

Now you have the complete system. Time to execute.  



 

 

Chapter 12: Your Path Forward - Bringing It 
All Together 

You've just absorbed over 190 pages covering advanced options 
strategies, portfolio construction, risk management, and expensive 
lessons learned. Before you close this book and start executing, let's bring 
everything together into a clear, actionable summary. This chapter is 
your roadmap, a condensed reference you can return to when you need 
clarity or when markets test your discipline. 

What We've Covered: The Complete System 

Part 1: The Foundation (Chapters 1-3) 

We started with the mechanics that drive every options trade. In 
Chapter 1, you learned the Greeks that actually matter: Delta, your 
directional exposure and probability. Theta, time decay working for or 
against you. And Vega, volatility's impact on pricing. You don't need to 
memorize formulas. You need to check Delta before every trade to 
understand your risk, recognize that Theta accelerates in the final 30 
days, and always verify IV Rank to know if volatility is working with you 
or against you. 

Chapter 2 taught you that implied volatility timing is more 
important than almost anything else. Never sell options when IV Rank 
is below 40 to 50, because you're collecting pennies for substantial risk. 
Never buy options when IV Rank is above 40, because you're paying 
inflated prices that will work against you as volatility contracts. Wait 



 

patiently for IV to reach favorable levels. This single discipline prevents 
30% to 40% of potential losses. 

Chapter 3 explained why options are priced the way they are and 
why they sometimes seem to move wrong even when you're 
directionally correct. Time decay accelerates exponentially in the final 30 
to 45 days. The bid-ask spread is a hidden cost that compounds over 
many trades. Options are almost never genuinely mispriced. If a price 
seems wrong, you're missing something the market has already priced in. 

Part 2: Directional Strategies (Chapters 4-5) 

Chapter 4 covered LEAPS calls for taking leveraged bullish 
positions. Only buy when IV Rank is below 30. Buy at-the-money or 
slightly in-the-money, Delta 0.50 to 0.70, never out-of-the-money 
lottery tickets. Buy 18 to 24 months to expiration, giving yourself 6 to 
12 months more time than you think you need. Position sizing is critical: 
never more than 5% to 10% per LEAPS position, maximum 15% to 20% 
of total portfolio in all LEAPS combined. Take profits at 75% to 100% 
gains. Cut losses at 50% to 60% if your thesis changes. 

Chapter 5 addressed LEAPS puts for bearish speculation or 
portfolio protection. Speculation is difficult because you're fighting the 
upward market bias and timing must be nearly perfect. Most of your put 
buying should be for protection: allocate 1% to 3% of portfolio annually 
to protective puts 10% to 15% out-of-the-money with 12 to 15 months 
to expiration. Expect them to expire worthless most years. That's 
insurance, not failure. When crashes come, like 2008, 2020, and 2022, 
protective puts offset 50% to 80% of losses and prevent panic selling at 
bottoms. 



 

Part 3: Income Strategies with Defined Risk (Chapters 6-8) 

Chapter 6 taught put credit spreads for generating bullish income 
with precisely defined risk. Only sell when IV Rank is above 50, 
preferably above 60. Sell the short put at 0.25 to 0.35 Delta for 65% to 
75% probability of success. Use $5 to $7 wide spreads for balanced risk-
reward. Close winners at 50% profit to increase capital velocity. Roll 
down and out when challenged if your thesis remains intact, but never 
more than once or twice per position. Position sizing: maximum 30% to 
40% of portfolio at risk across all spread positions. 

Chapter 7 covered call credit spreads for bearish or neutral income. 
These are inherently more dangerous than put spreads because markets 
trend upward and stocks can gap up overnight. Use more conservative 
Delta, 0.20 to 0.30 on the short call, and slightly narrower widths, $5 to 
$6. Only deploy when IV Rank is above 60 and you see clear evidence of 
rally exhaustion or consolidation. Never fight strong uptrends just 
because valuations seem high. Allocate less capital to call spreads, 
maximum 10% of portfolio at risk, than to put spreads. 

Chapter 8 introduced the Poor Man's Covered Call for capital-
efficient premium collection. Buy deep in-the-money LEAPS, Delta 
0.75 to 0.85, with 12 to 18 months to expiration as stock replacement. 
Sell 30 to 45 day calls against the LEAPS just like covered calls. This gives 
you similar income to owning 100 shares but requires only 20% to 30% 
of the capital. The trade-off is that your LEAPS decays, $6 to $10 over 
its life, while shares don't. Only use PMCC on underlyings you're 
structurally bullish about. Buy LEAPS when IV Rank is below 30. Roll 
LEAPS to new position when 6 to 9 months remain to reset the decay 
clock. 



 

Part 4: Portfolio Construction and Management (Chapters 
9-12) 

Chapter 9 brought everything together into a layered portfolio 
system. Layer 1, 60% to 70% of capital, in permanent holdings that 
compound forever. Never trade these. Layer 2, 15% to 20%, in high-
probability premium selling for consistent income. Layer 3, 10% to 15%, 
in moderate strategies like PMCC and call spreads. Layer 4, 5% to 10%, 
in directional LEAPS bets. Plus 5% to 10% cash reserve. Adjust 
allocation dynamically based on IV environment: reduce premium 
selling when IV is low, increase when IV is high. 

Daily management takes 15 to 20 minutes using a systematic review 
process. Track all positions in a spreadsheet updated weekly. Limit 
yourself to 4 to 5 strategy types maximum, 15 positions maximum at 
smaller portfolio sizes, increasing to 25 to 30 at larger sizes, and 5 
underlyings maximum. Complexity is the enemy of consistent 
execution. 

Chapter 10 dissected my $150,000 to $200,000 in losses across five 
categories: earnings trades, $40,000 to $50,000. 0 DTE trading, $30,000 
to $40,000. Buying out-of-the-money options, $25,000 to $30,000. 
Position sizing failures, $20,000 to $25,000. And ignoring IV entirely, 
$15,000 to $20,000. Every loss came from violating rules that now seem 
obvious: never trade earnings, never trade 0 DTE, only buy at-the-
money or in-the-money options, enforce position sizing limits, check IV 
Rank before every trade. 

Chapter 11 showed how the system scales from $50,000 to 
$500,000. The allocation percentages stay constant. The absolute 
dollars increase. At $50,000, focus on building discipline and running 5 
to 8 positions. At $100,000, expand to 10 to 15 positions and guard 
against overconfidence. At $250,000, leverage capital efficiency and 



 

reinvest most options income. At $500,000, manage 30 to 40 positions 
professionally and avoid fear of loss paralyzing you. Expected timeline: 
10 to 15 years from $50,000 to $500,000 with consistent execution. 

The Core Rules: Your Non-Negotiable Discipline 

If you remember nothing else from this book, remember these ten 
rules. They prevent 90% of catastrophic losses. 

Rule 1: Never trade earnings. No exceptions. Close positions or roll 
past earnings. This single rule prevents the majority of overnight 
disasters. 

Rule 2: Never trade 0 DTE or options with less than 30 DTE at 
entry. Close or roll at 7 DTE. Short-dated options have terrible risk-
reward and create unnecessary stress. 

Rule 3: Check IV Rank before every trade. Only sell when IV Rank 
above 50, preferably 60+. Only buy when IV Rank below 30. Wait 
patiently when IV is unfavorable. 

Rule 4: Position sizing limits are absolute. Maximum 5% to 10% per 
position. Maximum 30% to 40% at risk across all spreads. Maximum 
15% to 20% in directional LEAPS. No exceptions for high conviction 
trades. 

Rule 5: Only buy at-the-money or in-the-money options, Delta 
0.50 to 0.70. Out-of-the-money options are lottery tickets with 
predictably poor results. 

Rule 6: Close winners at 50% profit. Don't hold for maximum 
profit. Take 50%, redeploy capital into new positions, increase velocity. 

Rule 7: Cut losers at 50% to 60% if thesis changes. Don't hope for 
miracles. Accept when you're wrong, preserve capital, move on. 



 

Rule 8: Track every trade in a spreadsheet. Date opened, strategy, 
strikes, P&L, date closed. Review weekly. Without data, you repeat 
mistakes indefinitely. 

Rule 9: Maintain 60% to 70% in permanent holdings. Never risk 
your foundation chasing options returns. Layer 1 ensures survival and 
compounds through all conditions. 

Rule 10: Follow your daily 15-minute review routine. Check 
positions systematically. Identify what needs action. Execute. Don't 
over-manage or check compulsively. 

These rules sound simple. They are. But following them 
consistently after experiencing losses or during periods of 
overconfidence requires discipline. The rules protect you from yourself. 

What We Haven't Covered: The Strategies We Skipped 

This book covers the essential strategies for building wealth through 
options over decades, but it's not comprehensive. There are many 
advanced strategies we haven't addressed because they add complexity 
without proportionate benefit for most investors. 

Strategies we skipped intentionally: 

Iron Condors, briefly mentioned. Selling both put and call credit 
spreads simultaneously on the same underlying. Works in high IV range-
bound environments but doubles management complexity. 
Occasionally useful but not a core strategy. 

Butterflies and Iron Butterflies. Multi-leg strategies with very 
specific profit zones. Require precise market predictions and complex 
management. Not worth the effort for most retail traders. 



 

Calendar Spreads and Diagonal Spreads. Selling near-term options 
against longer-term options you own. Interesting in theory but difficult 
to manage and vulnerable to volatility changes. 

Ratio Spreads. Selling more contracts than you buy, creating 
undefined risk beyond a certain point. Too dangerous for wealth-
building accounts. 

Straddles and Strangles. Buying both calls and puts, betting on large 
moves in either direction. Expensive due to buying two options and 
fighting time decay on both sides. 

Synthetic Positions. Using options to replicate stock positions. 
Academically interesting but adds no practical value over just owning 
shares or LEAPS. 

Weekly Options, or Weeklies. Options expiring every week rather 
than monthly. Too short-dated for our system. Violates the 30 DTE 
minimum rule. 

Binary Options and Exotic Options. Specialized derivatives with all-
or-nothing payouts. Gambling, not investing. 

Why did we skip these? Because complexity is the enemy of 
consistent execution. The strategies in this book, LEAPS calls and puts, 
credit spreads, and PMCC, cover 95% of what you need to build wealth 
through options. Adding more strategies creates confusion, increases 
management burden, and provides minimal additional benefit. 

The mark of a sophisticated trader isn't using the most complex 
strategies available. It's using the simplest strategy that accomplishes 
your objective. Usually that's a basic put credit spread, a LEAPS call, or 
a PMCC. Occasionally it's a call credit spread or protective put. Rarely 
do you need anything more complicated. 



 

If you master the strategies in this book, execute them consistently 
for 10 to 15 years, and follow the rules, you'll outperform 95% of retail 
options traders and most professionals. Not because you're smarter or 
luckier, but because you're disciplined and you avoid the catastrophic 
mistakes that destroy accounts. 

The Mindset for Long-Term Success 

Technical knowledge matters. Understanding the Greeks, IV 
timing, and position management is essential. But mindset matters 
more. Your psychology determines whether you follow rules or break 
them, whether you stay disciplined during losses or revenge trade, 
whether you scale systematically or blow up trying to get rich fast. 

Embrace these mental frameworks: 

Framework 1: Think in probabilities, not certainties. You will lose 
on 25% to 30% of trades even with perfect execution. That's not failure. 
That's statistics. What matters is losing small and winning bigger over 
many trades. A 70% win rate with proper risk management produces 
consistent profits even though you're wrong 30% of the time. 

Framework 2: Focus on process, not outcomes. You can make a 
perfect decision and still lose money due to randomness. You can make 
a terrible decision and get lucky. Judge yourself on whether you followed 
your rules, not on whether individual trades made money. Good process 
produces good outcomes over time. 

Framework 3: Capital preservation comes before capital 
appreciation. Your first job is protecting what you have. Your second job 
is growing it. Many traders reverse this priority and destroy accounts 
chasing gains while ignoring risk. The Layer system ensures you always 
have 60% to 70% in permanent holdings that can't be lost to options 
trading. 



 

Framework 4: Consistency beats cleverness. The trader who 
executes a simple strategy consistently for 15 years will vastly outperform 
the trader who uses sophisticated strategies inconsistently. Boring and 
systematic wins. Exciting and complex loses. 

Framework 5: Patience is your edge. Most traders lose money 
because they trade too much, in wrong conditions, at wrong times. Your 
edge isn't analysis. Your edge is waiting for IV Rank above 60 to sell, 
waiting for IV Rank below 30 to buy, waiting for clear setups before 
deploying capital. The best trade is often no trade. 

Framework 6: Accept that you can't know the future. You don't 
know if SPY will be at $500 or $400 in six months. You don't know if IV 
will spike next week. You can't predict earnings reactions or overnight 
gaps. Accept this uncertainty and position accordingly. Use defined-risk 
strategies. Size positions for survival if you're wrong. Never bet the farm 
on predictions. 

Framework 7: Learn from every mistake. When you lose money, 
don't just move on. Stop. Analyze. What went wrong? Did you violate a 
rule? Did you ignore a signal? Did you size too large? Write it down. Add 
it to your tracking spreadsheet with notes on what to do differently next 
time. Mistakes are only expensive if you don't learn from them. 

Your First 90 Days: The Action Plan 

You've finished the book. You understand the strategies. Now what? 
Here's your specific action plan for the next 90 days. 

Days 1-7: Setup and Planning 

Open or verify you have a brokerage account with options approval 
like Fidelity, Schwab, TD Ameritrade, Interactive Brokers, or 
Tastyworks. 



 

Create your tracking spreadsheet with columns for date, strategy, 
underlying, position details, capital at risk, credit or debit, current value, 
P&L, and actions needed. 

Review your current portfolio and categorize into Layer 1 for 
permanent holdings, Layer 2-4 for active strategies, and cash. 

If under-allocated to Layer 1, start buying SPY, QQQ, or SMH 
using dollar-cost averaging over the next few months. 

Set up automatic dividend reinvestment on all Layer 1 holdings. 

Days 8-30: Paper Trading and Learning 

Do NOT trade real money yet with advanced strategies. 

Use your broker's paper trading platform to practice. Sell 2 to 3 put 
credit spreads, buy 1 LEAPS call, set up 1 PMCC. 

Check IV Rank before every paper trade. Only sell when IV Rank 
above 50. Only buy when IV Rank below 30. 

Practice the daily 15-minute review routine. Check positions, 
identify actions needed, execute adjustments. 

Track everything in your spreadsheet even though it's paper trading. 

Read Chapters 1-3 again to reinforce Greeks and IV concepts. 

Days 31-60: First Real Positions (Start Small) 

Open your first real put credit spread with actual money. $5 wide, 
30 to 45 DTE, 0.30 Delta on SPY or QQQ when IV Rank above 50. 

Risk only $300 to $500 on this first spread. Get comfortable with 
how it feels to have real money at risk. 

Maybe open one more spread on a different underlying if you're 
confident. 



 

If IV is low, IV Rank below 40, DON'T force trades. Wait patiently 
and use this time to keep paper trading. 

Continue daily 15-minute reviews tracking your real positions. 

Update your spreadsheet religiously. 

Days 61-90: Expanding Gradually 

If your first spreads are working well, following rules, managing 
properly, closing at 50% profit, add 1 to 2 more spread positions. 

Consider your first LEAPS call if IV Rank is below 30 and you have 
high conviction. At-the-money, 18 to 24 months out, allocate no more 
than 5% of portfolio. 

Or consider protective LEAPS put for portfolio insurance if you 
haven't done so. 

Continue building Layer 1 with regular purchases. 

Review your tracking spreadsheet. What's your win rate? Average 
profit per winner? Average loss per loser? Are you following rules 
consistently? 

After 90 Days: Scale Systematically. Once you've successfully 
managed positions for 90 days, following all rules, tracking everything, 
and feeling comfortable with the daily routine, you can gradually 
increase position count from 3 to 5 to 5 to 8 to 8 to 12 over the next 6 
to 12 months. Scale slowly. Never rush. 

The Realistic Timeline: What to Expect 

Let's be honest about timeframes so you don't get discouraged. 

Months 1-6: You're learning. Mistakes will happen. You might lose 
money initially as you figure out position management, IV timing, and 



 

emotional control. This is normal. Focus on building habits and 
following rules, not on P&L. 

Months 6-12: You're getting comfortable. Win rate improves to 60% 
to 65%. You're starting to see consistent small profits. Monthly options 
income might be $500 to $1,500 depending on portfolio size. Still 
making occasional mistakes but learning from them. 

Years 1-3: You're competent. Win rate settles at 68% to 72%. You 
follow rules without thinking about them. Options strategies 
contribute 15% to 20% annual returns on capital deployed. Combined 
with Layer 1 appreciation, total portfolio growing 12% to 15% annually. 

Years 3-5: You're experienced. Win rate might be 70% to 75%. You've 
survived at least one significant correction and learned how to manage 
through volatility. Options income becomes meaningful, maybe $3,000 
to $8,000+ monthly depending on portfolio size. Confidence and 
discipline are balanced. 

Years 5-10: You're skilled. The system is automatic. You know when 
to be aggressive, high IV, and when to be conservative, low IV. You scale 
position sizes appropriately as portfolio grows. Total portfolio 
potentially growing 13% to 16% annually with disciplined execution. 

Years 10-15: You've achieved the goal. Portfolio has grown from 
$50,000 to $250,000 to $500,000+. Options income covers significant 
portion of living expenses. Layer 1 holdings have compounded to 
substantial wealth. You're teaching others what you learned. 

This is not fast. This is not exciting. But this is real, achievable, and 
sustainable. The traders who fail are the ones expecting to turn $10,000 
into $100,000 in six months. The traders who succeed are the ones 
willing to build systematically over a decade or more. 



 

The Final Word: Your Legacy Starts Today 

You've reached the end of this book, but you're at the beginning of 
a journey that could span the next 20 to 30 years of your life. The 
strategies in this book aren't just about making money. They're about 
building financial freedom, the kind that lets you make choices based on 
what you want, not what you can afford. 

Financial freedom means waking up without anxiety about money. 
It means handling a $5,000 emergency without stress. It means helping 
family without destroying your budget. It means saying no to toxic work 
because you have options. It means building security for your children 
and creating opportunities for your community. 

This freedom is built through thousands of small, disciplined 
decisions: checking IV Rank before every trade, closing winners at 50% 
profit, cutting losers at 60%, never trading earnings, reinvesting income 
instead of spending it, contributing monthly to Layer 1, following rules 
even when it's hard. 

Every decision compounds. Every rule followed builds trust in your 
system. Every trade tracked adds data that improves future decisions. 
Every dollar reinvested multiplies through time and compounding. 
Over years, these small decisions transform into life-changing wealth. 

The strategies work. I've proven that through my own expensive 
education. You don't need to lose $150,000 to $200,000 like I did. You 
can learn from my mistakes, follow the rules I developed, and achieve 
results faster with less pain. 

But knowledge without action is worthless. You can understand 
every concept in this book and still be broke if you never execute. You 
can memorize the Greeks perfectly and still fail if you don't open 
positions. The gap between knowing and doing is where dreams die. 



 

Don't let your dream die in that gap. 

Open that brokerage account. Start the tracking spreadsheet. Buy 
your first shares of SPY for Layer 1. Wait patiently for IV Rank above 60 
and sell your first put credit spread. Experience the nervousness of 
having real money at risk. Feel the satisfaction of closing a winner at 50% 
profit in three weeks. Learn from the frustration of a loser that teaches 
you why position sizing matters. 

The journey begins with the first step, and that step is smaller than 
you think. You don't need $100,000 to start. You don't need to quit your 
job. You don't need to become a full-time trader. You need 15 minutes 
daily for position review, a few hundred dollars for your first spread, and 
the discipline to follow rules consistently. 

That's it. Start small. Start today. Build systematically. Follow rules. 
Track everything. Scale gradually. Compound relentlessly. Stay 
disciplined through wins and losses. And in 10 to 15 years, look back at 
the wealth you built through boring consistency. 

Your family is watching. Your future self is waiting. Your legacy 
begins today. 

Now go build it.  



 

 

A Final Word of Thanks 

First and foremost, thank you. Thank you for investing your valuable 
time in these pages, and for trusting me to guide you through advanced 
strategies that can genuinely transform your financial trajectory. I know 
that many of you are driven by the same core values that define my own 
work: the pursuit of financial freedom, the security of family, and the 
ability to strengthen your community. Because we share these principles, 
your perspective and experience are deeply important to me. 

This book, the second in my Financial Freedom series, represents far 
more than another project. Writing this series has become one of the 
most important chapters of my life, and I am committed to continuing 
this work to help more ordinary people reach financial freedom and 
experience the peace of mind that comes from never worrying about 
covering basic expenses. 

I do not claim to be a financial guru or a Wall Street professional. 
Instead, I am someone who lost $150,000 to $200,000 learning what not 
to do, rebuilt systematically using the strategies documented in these 
pages, and now understands exactly what it feels like to move from 
confusion and costly mistakes to clarity and consistent results. 

If this book helps even one person avoid a $40,000 earnings disaster, 
understand why their LEAPS calls aren't performing as expected, or 
build a multi-strategy portfolio that actually scales from $50,000 to 
$500,000 over the next decade, then every hour spent documenting 



 

these lessons, dissecting my failures, and refining this system was worth 
it. 

Your Feedback Matters 

As you begin implementing LEAPS strategies, credit spreads, and 
the multi-strategy portfolio system, I invite you to share your journey. 
Please consider leaving an honest review on Amazon. Your feedback 
serves as the compass for my future work, helping me understand what 
resonates most deeply with readers navigating the same path from 
foundational strategies to advanced portfolio construction. 

Was there a specific technical concept that finally clicked? Did 
understanding Gamma acceleration or IV timing prevent a costly 
mistake? Did the position sizing rules keep you alive during a correction? 
Did the chapter on my $150,000 in losses help you avoid repeating those 
same errors? I value your insights as I continue refining educational 
resources for ordinary investors building extraordinary wealth through 
systematic execution. 

Your honest review, whether it highlights what worked brilliantly or 
what could be explained more clearly, helps the next reader decide if this 
systematic approach to advanced options trading fits their journey from 
$50,000 to $500,000 and beyond. 

Thank you for reading. Thank you for implementing. Thank you 
for building wealth the right way: systematically, patiently, and with the 
discipline that separates consistent winners from perpetual strugglers. 

Now go execute the system. Your family is counting on you. Your 
future self is waiting. Your legacy begins with the first position you open 
following these principles.  



 

BONUS: Backtests, Strategies & Compounding 
Growth Charts 

Your journey doesn’t end with the last page. To support your 
ongoing mastery of investing and options trading, I invite you to access 
an exclusive suite of digital bonus materials. This resource hub is 
available to readers of all my books and is updated from time to time to 
ensure you have the most current insights and data at your fingertips. 

Within the hub, you will find backtest results, strategy checklists, 
compounding charts, and additional tools designed to bridge the gap 
between theory and execution. Simply click the link or scan the QR code 
below to gain access. 

https://dl.bookfunnel.com/zxqavbv5j9 

 

You can also follow me on X @RolfOptions for real-time investing 
and options trading insights. Let’s continue navigating the markets 
together. 

https://dl.bookfunnel.com/zxqavbv5j9

