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Alan Ellman's Complete Encyclopedia for Covered Call Writing Volume 2: A 
Comprehensive Guide

For traders and investors who have already explored the fundamentals of covered call writing, Alan Ellman's 

Complete Encyclopedia for Covered Call Writing Volume 2offers a deeper dive into advanced tactics, market

nuances, and practical tools that elevate a basic income strategy into a sophisticated portfolio management

technique. This volume builds upon the original encyclopedia, expanding its scope to include the latest market

developments, new option types, and refined risk �management frameworks. Whether you’re a seasoned options

professional or a retail investor looking to generate consistent cash flow, this guide is designed to arm you with the

knowledge and confidence to thrive in any market environment.

About the Author: Alan Ellman

Alan Ellman is a seasoned options trader, educator, and author with more than three decades of experience in the 

financial markets. His career spans roles as a portfolio manager, risk analyst, and market strategist for leading 

investment firms. Ellman’s passion for options education led him to author the first edition of the Complete 

Encyclopedia for Covered Call Writing, which quickly became a staple reference for traders seeking a systematic

approach to income generation.

Ellman’s writing style is characterized by clarity, actionable insights, and a deep appreciation for the psychological

aspects of trading. He frequently speaks at industry conferences, mentors emerging traders, and contributes to

respected financial publications. His encyclopedic approach combines rigorous technical analysis with real �world

trading scenarios, making his books both academically sound and practically useful.

Why Volume 2 Stands Out

While the first volume laid the groundwork for covered call fundamentals, Volume 2 takes the reader beyond the

basics:

•  Expanded Market Analysis – Incorporates recent data on volatility regimes, macroeconomic shifts, and 

regulatory changes.

•  New Option Instruments – Covers exotic options, index options, and newly introduced structured products.

•  Enhanced Risk �Management Techniques – Introduces dynamic hedging strategies and stress �testing 

frameworks.

•  Case �Based Learning – Provides detailed trade scenarios across different market conditions.

•  Tools & Templates – Includes spreadsheets, checklists, and algorithmic scripts for automated execution.

These additions transform the encyclopedia from a static reference into a living toolkit that adapts to the evolving

options landscape.

Core Concepts Covered in the Encyclopedia



1. The Anatomy of a Covered Call

A covered call involves holding a long position in a stock (or ETF) and selling a call option against that position. The

strategy generates premium income while limiting upside potential. Ellman’s encyclopedia breaks down each

component—underlying asset selection, option pricing, and trade sizing—providing clear guidelines for

constructing a balanced portfolio.

2. Option Pricing Fundamentals

Understanding the Black �Scholes model, implied volatility, and the Greeks (Delta, Gamma, Theta, Vega, Rho) is

essential for evaluating covered call profitability. The book explains how to interpret these variables and how they

influence the cost of carry and potential returns.

3. Volatility Management

Volatility is the lifeblood of options premium. The encyclopedia teaches traders how to identify high �volatility periods,

forecast volatility spikes, and time option sales to maximize premium capture. It also covers volatility clustering and

the impact of earnings announcements.

4. Position Sizing and Portfolio Allocation

Proper position sizing ensures that a covered call strategy does not over �expose the portfolio to a single asset or

market sector. Ellman outlines quantitative methods for determining optimal contract numbers based on account

size, risk tolerance, and diversification goals.

5. Advanced Covered Call Variants

Beyond the classic strategy, the encyclopedia explores:

•  Cash �Secured Put Writing

•  Ratio Call Writing

•  Covered Call on Index Options

•  Covered Call on Futures

•  Hybrid Strategies (e.g., Covered Call + Protective Put)

Each variant is dissected with entry and exit criteria, risk �return profiles, and scenario analyses.

6. Risk Management and Exit Strategies

Ellman emphasizes the importance of predefined exit rules. The encyclopedia covers:

•  Rolling strategies (in �the �money vs. out �of �the �money)

•  Stop �loss thresholds based on option Greeks

•  Portfolio �wide risk limits (maximum loss per trade, overall drawdown limits)

•  Dynamic hedging during market stress

7. Tax Implications and Regulatory Considerations

Options trading can trigger complex tax events. The book outlines the tax treatment of covered call premiums,

capital gains, and wash sales, as well as recent regulatory changes affecting options traders.

Volume 2: New Features and Enhancements

1. Updated Market Data and Trend Analysis

The second volume incorporates the latest market data up to 2026, reflecting trends such as the rise of passive

ETFs, increased institutional options activity, and the impact of geopolitical events on volatility. These updates help



traders anticipate market swings and adjust covered call strategies accordingly.

2. Introduction to Index Options and ETFs

Index options offer broader diversification and lower transaction costs. Ellman explains how to construct covered

call portfolios on major indices like the S&P 500 and Nasdaq, including the use of leveraged ETFs and inverse

products.

3. Algorithmic and Automated Execution Tools

Volume 2 includes a section on building algorithmic trading systems for covered calls. It covers:

•  Python scripts for scanning suitable stocks and option chains

•  Integration with brokerage APIs for automated order placement

•  Backtesting frameworks to evaluate strategy performance over historical data

•  Risk �control modules to monitor margin and exposure

4. Stress �Testing and Scenario Analysis

Ellman introduces a robust stress �testing methodology that simulates extreme market conditions (e.g., 30 �day price

swings, sudden volatility spikes). The guide walks readers through creating custom scenarios, interpreting results,

and adjusting position sizing or strike selection to mitigate potential losses.

5. Enhanced Case Studies

Case studies now span a broader range of market environments: bullish, bearish, sideways, and high �volatility

periods. Each case includes:

1.  Trade setup and rationale

2.  Real �time performance metrics

3.  Post �trade analysis and lessons learned

4.  Alternative strategies that could have been employed

6. Community and Peer Review Integration

The encyclopedia now features a section where traders can submit their own trade results, receive peer feedback,

and engage in moderated discussions. This collaborative element encourages continuous learning and helps

traders refine their approach through shared experiences.

How to Use the Encyclopedia in Your Trading Workflow

Step 1: Build a Master List of Eligible Securities

Start by compiling a list of stocks or ETFs that meet your liquidity, volatility, and dividend criteria. Use the 

encyclopedia’s Screening Checklist to filter candidates based on:

•  Average daily volume > 1 million shares

•  Implied volatility > 15%

•  Dividend yield > 2%

•  Sector diversification

Step 2: Analyze Option Chains

For each eligible security, review the option chain focusing on:

•  Premiums relative to the underlying price

•  Delta values (typically 0.20–0.30 for covered calls)



•  Time decay (Theta) and the impact of approaching expiration

•  Implied volatility trends

Step 3: Apply Position �Sizing Rules

Use the Position �Sizing Formula provided in the book:

Contracts = (Account Equity × Risk % × 0.01) ÷ (Premium × 100)

This formula ensures that each trade aligns with your overall risk tolerance.

Step 4: Execute and Monitor

Place your covered call orders and set up monitoring alerts. The encyclopedia recommends:

•  Using stop �loss orders based on option Greeks

•  Re �evaluating the trade at key events (earnings, macro releases)

•  Rolling the option to a later expiration if the underlying moves significantly

Step 5: Review and Adjust

After each trade, log performance metrics (premium collected, underlying price movement, realized P/L). Compare 

actual results against the encyclopedia’s Benchmark Models to identify deviations and refine future strategies.

Community Feedback and Professional Reviews

Since its release, Volume 2 has received acclaim from both retail traders and institutional professionals. Here are

some highlights:

•  John M., Portfolio Manager: “Ellman’s updated analysis on index options has become an integral part of our 

income �generation desk.”

•  Lisa P., Options Trader: “The algorithmic tools section saved me hours of manual data crunching.”

•  MarketWatch Review: “A comprehensive, up �to �date resource that balances theory with actionable strategy.”

•  Seeking Alpha Contributor: “The stress �testing framework is a game �changer for risk �averse traders.”

Comparing Ellman’s Encyclopedia to Other Options Guides

While there are numerous books on covered call writing, Ellman’s encyclopedia distinguishes itself in several ways:



Feature Ellman’s Encyclopedia (Volume 2) Other Popular Guides

Depth of Technical Analysis Advanced Greeks, volatility 
forecasting, dynamic hedging

Basic pricing, limited Greeks 
discussion

Market Coverage Stocks, ETFs, index options, futures Primarily individual stocks

Practical Tools Spreadsheets, scripts, checklists Limited or no tools
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