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Earning Income From Equities

Dividend-Paying Stocks 

Selling Options On Stocks 
• covered calls (buy writes) 
• cash-covered puts 
• dividends to boost returns



Print Money Every Month  
Pocketing Dividends & Options Premium

4 Dividends, 8 Covered Calls



Figuring Total Return 

Price Change + Dividends + Premium 
Price Paid 

Dividends & Options Premium  
Reduce Cost Basis



Three Reasons  
Stock Prices Rise

- Earnings  
Depend on management decisions, competitive stature, 
overall economy 

- Dividend Growth 
Cash you earn for owning stocks; growth and continuity 
are highly prized 

- Expanding Multiples 
Price/Earnings, Price/Sales, Price/Cash Flow; 
Influenced by interest rates, earnings



2016 - It Was A Very Good Year

Forbes Dividend Investor 
Top 25 Portfolio  +19.2%

Forbes Premium Income Report  
2016 Closed Trades: 111/112 (99.1%) profitable 
 +5.6% average, +36.4% annualized 



Strong Showing From Stocks  
In 2017



Where Are We Now?



Unleashing ‘Animal Spirits’



Repeal & Replace  
Replacement







Tax Cuts?

Infrastructure  
Spending?



S&P 500 CAPE Ratio  
1900 – 2017

16.7 Average Since 1900 
Currently 75% Above Average

29.3



Interest Rates On The Rise



Generational Turn In Rates?



Interest Rates Influence  
Stock Prices



              

U.S. GDP Growth  
1947 - 2017 

2.8% Average

3.2% Average Since 1947



U.S. Gov’t Debt to GDP 105%



The Fred Sanford Fear



Returns Since 1926



Depressed Returns Since 1996

..but stocks still provide the best returns



“Investors who avoid high and 
unnecessary costs and simply sit for 

an extended period with a collection of 
large, conservatively-financed 

American businesses will almost 
certainly do well.”

Warren Buffett 

2017 Berkshire Hathaway  
shareholder letter



Don’t Depend On Crystal Balls



Demand Dividends!

Buy Cheap Stocks 

Get Paid To Wait



Why Dividends?
- Big source of total return, especially  
   when stock prices are flat or declining 

- Indication of management’s long-term 
commitment to shareholder value 

- Reliable source of portfolio income with  
   yields substantially higher than bond rates



The  
Best Dividend Stocks 

are the  
Best Value Stocks

It pays to be cheap



Make Friends Of  
Fear & Greed







Respect Ben Graham



Margin of Safety



Oracle of Omaha Agrees



Honest Abe



Buy Low, Sell High





Price-Earnings Growth:  
PEG Ratio

P/E Ratio / EPS 
Growth 

Shoot for PEG < 1.0



PEGY Ratio

Builds on PEG Ratio by including 
dividends 

PEGY =  P/E / Growth Rate +  
Dividend Yield



Eugene Fama & Kenneth French

Value & Smaller Stocks Outperform



Harry Markowitz 
Efficient Market Hypothesis





Screening For Dividends



• Value Investing approach  
• Stocks at discounts to historical valuations: 

– Price-Sales, Price-Earnings, Price-Cash Flow 
(Operating & Free), EV/EBITDA, Book Value 

• Positive revenue growth, comfortable dividend 
coverage, positive operating cash flow 

• Dividend growth and PEG ratio are also factors 
• Insider buying/selling also considered



Dividend Payout Ratio
Dividends / Earnings 

Lower the better, but some industries pay out 
a higher percentage (REITs, MLPs) 

Good idea to look at dividends divided by 
cash flow; earnings are not cash



Dividend Yield 

How High? 
Keep in mind 
the “4% Rule” 



Dividend Growth 

% change year-over-year 

Looking for long-term growth 

Cutting the dividend is serious 



Revenue Growth 

Can’t pay higher 
dividends for long without 

rising sales



Common 
Stocks 

MLPs 
REITs 
BDCs 



Weekly Top 25



Valuation 
Discounts







Hanesbrands (HBI)



Growth Looks Good



Cash Flow Strong & Rising



Risk Management
Use a 10% 

Trailing Stop
Sell any stock that has declined -10%  

from its highest closing price  
since you’ve owned it.



L Brands 
Tempting but Treacherous



You Broke My Heart, Fredo



Let’s Just Kiss & Say Goodbye



5 Steps  
for  

Successful 
Dividend  

Stock 
Selection 

1. Don’t compromise 
on coverage 

2. Demand reliable 
dividend history 

3. Get a good view of 
relative valuation 

4. Use the chart to 
guide buys and sells 

5. Know when to walk 
away…when to run 



Boost Dividend Yields 
By 

Selling Options 
On  

Dividend Stocks



Sell Cash-Secured Puts 

Sell Covered-Calls 
(Buy Writes)



Call & Put Options

Call Option: Contract giving an investor 
the right, but not the obligation, to buy an 
asset at a specified price within a specific 
time period 
 
Put Option: Contract giving the owner the 
right, but not the obligation, to sell a 
specified amount of an underlying security 
at a specified price within a specified time



Strike Price & Expiration

Strike Price: Price at which a put call or 
option can be exercised 
 
Expiration: Last date on which the holder 
of the option may exercise it 
 
Each options “contract” cover 100 shares of 
the underlying stock



Selling Calls

- Good way to earn income from stocks 
when they trade in a range 

- Reduces cost basis, do it again and again 
- Money today for giving upside potential 

above strike price 
- Surrender upside, so make it worth your 

while (15% annualized minimum) 
- Total return is the objective 
- Dividends juice returns



Selling Puts
- You agree to buy a stock at a certain price in 

the future in exchange for pocketing cash today 
- Do it on stocks you wouldn’t mind owning 
- Use charts and fundamentals  
- Ideally you sell them on a down day 
- Need to tie up cash/margin 
- Must deal in multiples of 100 shares 
- Be mindful of trading costs



1. Intrinsic 
value:  Amount in/
out of the money 

2. Time value: 
Days until expiration 

3. Volatility 
value: Higher 
volatility, higher 
premium 
 
 

3 
Primary 

Components 
of Options  

Prices



L Brands July 21 Options



More Liquidity In Intel Options







Think In Terms Of  
Annualized Return

What you would make in a year if you duplicate 
your return for a 12-month period 

PREMIUM/MONEY AT RISK = RAW RETURN  

RAW RETURN X (365/NUMBER OF DAYS) = 
ANNUALIZED RETURN 

3% for 45 days is +24% annualized 
2.5% for 45 days is +20% annualized



Options Selling In Action



$0.69  
Dividend 
May 15 

$0.60  
Call Premium 

Total: 
$1.29 

Stock Price 
$79 

Strike Price 
$80 



Got The Dividend and Got Called Away

D

Total Return 2.92%  
  38 Days 
  28.1% Annualized 



Stealing Dividends



Xilinx (XLNX)  
Buy Write  

Buy 100 XLNX 
Sell 1 June 16 $65 Call  

    @ $1.30 or better 

Ex-Dividend Date 
May 12 
$0.35



Buy Write Here 

Income 
Premium: $1.30 
Dividend: $0.35

How It Turned Out



Do It Again... Bow, Bow, Bow!



Sell Covered Calls



Writing Puts on STX



Seagate Technology 
(XLNX)  

Put Write  
Sell 1 STX June 16  

 $42 Put  
@ $1.25 or better 

Ex-Dividend Date 
June 19 

$0.63



Sold Puts Here

Income: 
$1.25 premium

3.1% in 43 days 
26.3% annualized

Got Out Just In Time



June 16 Expirations

Date Stock Shares Price P/C Strike Premium Dividends Exp. Price  
5/9/2017 ED 100 $79.00 C $80.00 $0.60 $0.69 $84.85
5/4/2017 LB PUT SPREAD $49.20 P 45.00/47.50 $0.83 $51.56
5/19/2017 SBGI PUT SPREAD $33.15 P  32.00/33.00 $0.40 $35.10
3/30/2017 STAG 200 $24.77 C $25.00 $0.65 $0.23 $27.89
5/4/2017 STX $42.54 P $42.00 $1.26 $42.03
5/2/2017 SUP $21.30 P $20.00 $0.45 $19.25
4/4/2017 TLLP 100 $55.03 C $55.00 $1.70 $0.94 $48.70
5/11/2017 XLNX 100 $64.30 C $65.00 $1.30 $0.35 $64.74



Closed-Out  
June Positions

Date Stock Outcome Total Return Annualized Return Days Held
5/9/2017 ED $229.00 2.92% 28.06% 38
3/30/2017 STAG $222.00 4.60% 21.53% 78
5/4/2017 STX $252.00 3.09% 26.25% 43



Stocks We Ended Up Owning

Date Stock Premium Dividends Cost Basis Current Price Total Return 
5/2/2017 SUP $0.45 $0.00 $19.55 $19.25 -1.5%
4/4/2017 TLLP $1.70 $0.94 $52.39 $48.70 -7.0%
5/11/2017 XLNX $1.30 $0.35 $62.65 $64.74 3.3%

-1.7% average



Tesoro Logistics (TLLP)

P $1.40

Buy

C $0.90

C

D $0.875

Ex-Dividend Feb. 2: $0.91

Date Stock Price P/C Strike Premium Expiration Exp. Price
8/11/2016 TLLP $45.46 P $45.00 $1.40 9/16/2016 $44.69
9/29/2016 TLLP $48.67 C $50.00 $0.90 11/18/2016 $44.96
1/17/2017 TLLP $54.75 C $55.00 $1.05 2/17/2017 $59.13

Date Expiration Cost Basis Return Annualized Days Held
8/11/2016 9/16/2016 $40.78 32.6% 68.9% 173
9/29/2016 11/18/2016 $45.85 19.2% 56.4% 124
1/17/2017 2/17/2017 $53.70 2.4% 63.1% 14



M.D.C. Holdings (MDC)

Sell $25 Put

$0.2381 Dividend

Buy

Feb. 6  
$0.25 Dividend

Sell $28 Call 

Date Stock Price P/C Strike Premium Expiration Exp. Price  Return Annualized Days
4/26/2016 MDC $25.45 P $25.00 $0.60 5/20/2016 $21.29 21.0% 23.6% 325
1/24/2017 MDC $27.68 C $28.00 $0.80 3/17/2017 $30.21 5.1% 35.8% 52



Spreads

Do not require as much capital 

Provide well-defined risk-reward



Spreading Caterpillar



CAT Comes Through



Comcast Call Spread



Wow, Talk About Timing!

May 30

Buy To Close @ $0.10



L Brands (LB) - Bull Put Spread   
Sell 2 HBI June 16 $47.50 Puts 
Buy 2 HBI June 16 $45.00 Puts  
Net Credit of $0.83 or higher



Max Gain: $166 (Premium Collected) 
Max Loss: $334 (Difference Between Strikes 

Minus Premium) 

SPREAD



L Brands Stays Up





What could go wrong?
Stock price tanks: 
If you’ve sold calls, buy to close and sell new 

calls at lower strike prices if you can buy them 
at 75% or more below the price at which you 
sold them. 

If you’ve sold puts, buy to close when underlying 
stock price drops 10% below potential cost 
basis (strike price minus put premium).



When The Stock Jumps
If you’ve sold calls, you could buy to close 

the short calls at a loss, but then sell 
additional calls at a higher strike price  

If you’ve sold puts, and if you can buy to 
close the position 75% or more below the 
price you received for the puts, buy them 
and look for new opportunities, maybe a 
buy write on the underlying stock



Forbes Premium Income Report

6.3% average raw return  
31.9% average annualized return 

549 Closed Trades 
since March 20, 2014



John Dobosz 
jdobosz@forbes.com 

 
forbes.com/newsletters 


