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The views and opinions expressed in this presentation reflect those of the individual authors/presenters only and do not 
represent in any way Bourse de Montréal Inc.’s (the “Bourse”) opinion or any of its affiliates.  The presentation is not 
endorsed by the Bourse or its affiliates. The information provided in this presentation, including financial and economic 
data, quotes and any analysis or interpretation thereof, is provided solely on an information basis and shall not be 
interpreted in any jurisdiction as an advice or a recommendation with respect to the purchase or sale of any derivative 
instrument, underlying security or any other financial instrument or as a legal, accounting, tax, financial or investment 
advice. The Bourse and its affiliates do not endorse or recommend any securities referenced in this presentation. The 
Bourse recommends that you consult your own advisors in accordance with your needs. Although care has been taken in 
the preparation of these articles, the Bourse and/or its affiliates do not guarantee the completeness of the information 
contained in this presentation, and are not responsible for any errors or omissions in or your use of, or reliance on, the 
information.  The Bourse reserves the right to amend, review or delete, at any time and without prior notice, the content of 
this presentation. The Bourse, its affiliates, directors, officers, employees and agents will not be liable for damages, losses 
or costs incurred as a result of the use of any information appearing in this presentation.

“S&P ®” and “Standard & Poor’s ®” are registered trademarks of The McGraw-Hill Companies, Inc. and “TSX®” is a 
trademark of TSX Inc. (“TSX”). The products mentioned in this presentation are not sponsored, endorsed, sold or promoted 
by S&P or TSX; and S&P and TSX make no representation, warranty or condition regarding the advisability of investing in 
them.

"VIX®" is the trademark of the Chicago Board Options Exchange ("CBOE"), used by Standard &Poor's Financial Services 
LLC ("S&P"), TSX Inc. ("TSX") and its affiliates with the permission of CBOE. "S&P" is the trademark of S&P and "TSX" is 
the trademark of TSX. The VIX Methodology is the property of the CBOE. CBOE has granted S&P a license to use the VIX 
Methodology to create the S&P/TSX 60 VIX index and has agreed that S&P may permit values of the S&P/TSX 60 VIX 
index to be disseminated. Neither CBOE nor S&P nor TSX or their respective affiliates makes any representation regarding 
such index or the advisability of relying on such index for any purpose. Neither CBOE nor S&P or their respective affiliates 
sponsors, endorses, sells or promotes any investment product that is or may be based on the S&P/TSX 60 VIX index. 
Neither TSX nor its affiliates sponsors, endorses or promotes any third party investment product that is or may be based on 
the S&P/TSX 60 VIX index. 
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Agenda

• Standard investment dilemma.

• Protective strategies using Puts.

• Protective strategies using Calls.

• The Collar strategy.
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Standard Investing Dilemma

• When you start making money, when do you take 
profits?

• If you start losing on a stock, when do you sell?

• Do you wait for the investment to come back?
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• Traditional approach to limiting losses on an 
investment has always been to put in a stop loss.

• Stop loss is entered as a market order once the 
specified price has been hit.

• Results in an immediate realization of loss in a 
volatile market.

• Forces the sale of shares at lower then expected 
prices in the event of a gap down.
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Stop-loss orders are at risk to market volatility. 

$17.00

$15.00 Stop Loss

$20.00 Target

Disadvantages of stop-loss orders
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Gap slippage

$17.00 Purchase Price

$15.00 Stop Loss

$13.00 Fill Price
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Protective Strategies
Using Puts



• Each contract represents a specific price and time 
frame at which the owner of the Put has the right to 
SELL the underlying security.

What does a Put represent?
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Considerations

• You own 100 RIM shares at $43.00

• Wish to benefit from a move higher.

• Own the stock/buy a protective Put

What Put strike price to select?
What expiration date to select?
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Put Option Selection May 30  
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The Mechanics
1.Own 100 shares of RIM @ $43.00

2. Buy 1 Put option - July Expiration, 42 Strike

Risk on the stock = $1.00
Asking price for Put : $1.85
Break even on position : $44.85
Most you can lose until July expiry : $2.85
Profit potential = unlimited
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Protecting RIM 

Break Even = Stock + Put Premium 

Risk is limited to the strike price selected



Stock Drops 

$8.00 Loss/Share

RIM on June 16

Stock drops to $35.00

Your entry at $43.00



Option Quotes June 16 
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Continue To Hold Both…

• Put option does not expire until July 15, 2011

• Profits are fully protected regardless of how low the 
shares drop.
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Stock Drops 

$17.00 Loss/Share

Stock drops to $26.00 on expiry

Your entry at $43.00

RIM at July 15 Expiration



RIM at July 15 Expiration
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• If the options contract is $0.01 in – the – money.

• Only triggered at the market close on the expiration 
date.

• The Clearing Corporation assumes the option 
holder wishes to exercise their right.

Automatic Exercise
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• As a RIM Put option holder, the shares will be sold 
at the strike price.

• The investor will receive $42.00 per share despite 
the drop to $26.00.

• Investor loses the premium paid for the Put as well 
as the difference between the share purchase 
price and the strike…but has guaranteed the sale 
of the shares at $42.00

Implications
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• On July 15, the investor is sitting with a 39% 
LOSS on the shares.

• Investor can continue to hold…hoping for a 
reversal.

Without the Put 
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• Shares are automatically sold at $42.00

• Has insured the sale of the shares at the strike.

• Must consider the cost of the Put and risk on the 
stock:

$1.00 risk on the stock
$43.00 – $1.00 - $1.85 = $40.15 (Net Sale)
$43.00 - $40.15 = $2.85
Net result is 6% LOSS instead of 39%

Result with the Put
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• The investor can sell the Put back into the options 
market for the BID price.

• Sell the Put and collect $15.65 or $1565.00

Loss on shares = $17.00 ($1700.00)
Profit on the Put is $13.80 ($1380.00)
Net result = $3.20 loss or – 7.4%

BID            ASK          LAST

Alternatively…
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• The investor can use the Put profits to buy more 
shares at the lower price.

• Or, simply continue to hold the shares with the 
expectation of a reversal.

• And purchase another Put at a lower strike if 
concerned about further downside.

The Result
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Protective Strategies
Using Calls



• Each contract represents a specific price and time 
frame at which the owner of the Call has the right to 
BUY the underlying security.

What does a Call represent?
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Short Tim Hortons - THI 

June 17, Expectation that THI will drop in value

Sell short 100 shares at $44.00

UNIDENTIFIED 
RISK

June 17th



Considerations
• You sell short 100 THI shares at $44.00

• Wish to benefit from a move lower.

• Short the stock/buy a protective Call

What Call strike price to select?
What expiration date to select?
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Call Option Selection June 17
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The Mechanics
1. Short 100 shares of THI @ $44.00

2.  Buy 1 Call option - July Expiration, 44 Strike

Asking price for Call = $0.85
Break even on position : $43.15
Most you can lose until July expiry : $0.85
Profit potential = unlimited
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Break Even = 
Stock - Call Premium 

Risk is limited to the strike price 
selected

Short THI 
June 17th



$3.50 Loss

Short THI 
July 5th

Your short entry at $44.00

Stock pops to $47.50



Option Quotes July 5th
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• As a Call option holder, you have the right to buy 
the shares at the strike.

• The investor will cover at $44.00 per share despite 
the rally to $47.50

• Investor loses the premium paid for the Call …but 
is guaranteed to cover the shares at $44.00

Implications
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• On July 5, the investor is sitting with a 8% LOSS
on the shares.

• Investor can continue to stay short the shares 
…hoping for a reversal.

Without the call 
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• Continue to stay short and hold the call.

• Sell the call and anticipate a reversal.

• Cover the shares and sell the call.

Considerations
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Sell the Call 
• The call can be sold at the BID price.

• BID price = $3.45 ($345.00)

$3.45 – $0.85 = $2.60 profit on the Call
$3.50 loss on the shares - $2.60 = $0.90 loss

• Net result  is 2% loss instead of 8%

• Risk is continuing to remain short and the stock 
continuing to rally.
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Cover the Shares and Sell Call 
• You are no longer bearish on the shares

Cover  the shares for $47.50 (debit)
Sell the Call for $3.45 (credit)
Net result $44.05
Add the cost of the Call = $0.85
Result is $44.90

LOSS INCURED: $44.90 – $44.00 = -$0.90
Instead of  $3.50.
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Risks

• If you continuously buy options for protection you 
can experience accumulating losses.

• With each Put we purchase, we raise the break 
even of the position.

• At some point we must admit that we are wrong on 
the direction
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Summary

When you buy protective Calls/Puts:

It prevents feeling trapped in a losing position.

It prevents you from making a short-term trade 
into a long-term holding.

Gives you the control to reposition.
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The Collar Strategy



The Collar Strategy
• Also known as the Hedge Wrap.

• Creating a position that limits the risk as well as 
the profit potential.

• Ideal for existing positions that are already 
profitable with limited profitability anticipated.

• Involves a combination of two strategies.
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Components
• The first component is the sale of a Call option 

creating a Covered Call position.

• Profit on the underlying is now limited to the sold 
strike.

• The second component requires the purchase of a 
Protective Put.

• The credit received from the Covered Call is 
applied to the cost of the Put.
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When To Use a Collar
• Investor wishes to continue to hold the shares in a 

company but has short-term concerns.

• Concerns may be technical or fundamental.

• Can be applied inside and outside of registered 
accounts.
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Collar on Toronto Dominion Bank (TD)

April 11th 2011

• Investor has held TD shares long and is concerned 
about a possible sell off.

Bought at $70.00, price is $84.00 = $14.00 profit

Investor wishes to protect profits at a reduced 
cost.
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The First Step 
Buy 1 Put option

July Expiration
84 Strike

• Asking price for Put =  $2.91
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Option Quotes April 11th
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Long TD plus Protective Put 
April 11th

You bought at $70.00

Risk is limited to the put strike 
price selected.

You pay a $2.91 premium but 
are guaranteed to sell your 
shares at $84.00



The Second Step

The investor feels the cost of the $84.00 put protection is 
too high.

Sell 1 Call option

July Expiration
86 Strike

• Bid price for the Call = $1.96
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Option Quotes April 11th
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TD Collar  
April 11th

Buy July $84.00 put

Sell July $86.00 call
Benefit in profits up to 
the written strike.



Net Cost of the Collar
• Buy 1 July 84.00 Put =  - $2.91

• Sell 1 July 86.00 Call = +$1.96

• Cost of the Collar = $0.95/share.

• The cost of the protection has been reduced by 
67%
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The Result at July 15 Expiration

Stock drops to $79.00 on expiry

86 Strike call expires worthless 



Option Quotes July 15th
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Results – July Expiration
• Put worth = $4.60

• Call expires worthless, you keep the credit.

• Net cost of the Collar = $0.95

• Profit on the Put: $4.60 - $0.95 = $3.65
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Results of the Collar
• Loss on shares: $84.00-$79.00 = - $5.00

• Profit on Put = +$3.65

• $5.00 loss - $3.65 profit on Put = - $1.35

• The investor has locked in 90% of the profit despite 
the drop in shares.
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Summary
• The collar reduces the cost but caps the upside.

• A loss is still incurred, but considerably less than 
without the protection.

• The Investor can:

Allow the stock to be sold at the 84 strike.
Sell the Put and continue to hold the shares.
Buy another Put.

57



To Learn More…

The Montréal Exchange provides e-learning 
tools:

Options blog
Webinars and videos 
Trading guides
Covered call calculator
Options calculator

Visit www.m-x.tv for more information.

58



Jason Ayres, DMS
Founder & President
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