
The put sets a limit on her 
losses should the stock price 
go down, while the covered call 
gives her the opportunity to 

Suzanne purchased shares of her company’s stock 
when she first started working there. Over time, 
the stock’s value rose steadily. Suzanne wanted 
to protect the unrealized profit she had gained, 
especially since some research analysts were saying 
its price could start going down.

Her advisor told her about an options strategy 
called a protective collar. Suzanne could preserve 
her investment from a drop in the stock’s price by 
purchasing a put below the stock’s current price, and 
fully or partially offset the cost of the put by selling 
a covered call above the current price on the same 
stock. The put sets a limit on her losses should the 
stock price go down, while the covered call gives 
her the opportunity to profit, up to a certain point, 
should the stock continue to rise – thus creating a  
“collar.” This collar provides protection by securing 
Suzanne’s long-held stock between two prices.

Three months later, the price of the stock had indeed 
fallen, but only slightly, so Suzanne was able to let 
the put expire unexercised; naturally, the covered 
call also expired unassigned. The protective collar 
allowed Suzanne to help preserve her long-held 
stock during an uncertain period in the market.

How one investor 
preserved long-held  

stock at little to no cost

 



Reducing the impact of a long-held stock’s temporary decline with 
a protective collar

protective put
that put, you can also write a covered call on the same stock 

collar around your unrealized gains on long-held stock, at 

HOW IT WORKS

1The stock exceeds the strike price of the covered call at 
the expiration date, or possibly sooner.

call is assigned, you are paid only the strike 
price and you will 

2The stock price remains between the strike prices 
of the protective put and the covered call.

3The stock price falls below the strike price of your 
protective put

unassigned, and the premium you collected likely covered the 

date, then you must purchase the call you sold on the stock to 
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Options involve unique risks, tax consequences and commission charges and are not suitable for all investors. 
When appropriate, options should comprise a modest portion of an investor’s portfolio. Prior to buying or selling 
an option, a person must receive a copy of “Characteristics and Risks of Standardized Options,” also known as 
the 


