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Exchange and Industry Sponsored Webinars are presented by unaffiliated third parties. Interactive Brokers LLC is not responsible for the content of these

presentations. You should review the contents of each presentation and make your own judgment as to whether the content is appropriate for you.

Interactive Brokers LLC does not provide recommendations or advice. This presentation is not an advertisement or solicitation for new customers. It is

intended only as an educational presentation.



Options involve risk and are not suitable for all investors. For information on the uses and risks of 
options, you can obtain a copy of the Options Clearing Corporation risk disclosure document titled 
Characteristics and Risks of Standardized Options by calling (312) 542-6901. Multiple leg strategies, 
including spreads, will incur multiple transaction costs.

Futures are not suitable for all investors. The amount you may lose may be greater than your initial 
investment. Before trading futures, please read the CFTC Risk Disclosure. For a copy visit 
interactivebrokers.com. 

There is a substantial risk of loss in foreign exchange trading. The settlement date of foreign exchange 
trades can vary due to time zone differences and bank holidays. When trading across foreign exchange 
markets, this may necessitate borrowing funds to settle foreign exchange trades. The interest rate on 
borrowed funds must be considered when computing the cost of trades across multiple markets.

The Order types available through Interactive Brokers LLC’s Trader Workstation are designed to help you 
limit your loss and/or lock in a profit. Market conditions and other factors may affect execution.  In 
general, orders guarantee a fill or guarantee a price, but not both. In extreme market conditions, an order 
may either be executed at a different price than anticipated or may not be filled in the marketplace.

There is a substantial risk of loss in trading futures and options. Past performance is not indicative of 
future results. 

Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended to 
portray recommendations.

•IRS Circular 230 Notice: These statements are provided for information purposes only, are not 
intended to constitute tax advice which may be relied upon to avoid penalties under any federal, 
state, local or other tax statutes or regulations, and do not resolve any tax issues in your favor.

•Interactive Brokers LLC is a member of NYSE FINRA SIPC

Disclosure:

http://www.optionsclearing.com/about/publications/character-risks.jsp
https://www.interactivebrokers.com/Universal/servlet/Registration.formSampleView?file=registration_1/cftc_risk_disclosure.html
http://www.nyse.com/
http://www.finra.org/
http://www.sipc.org/
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Disclaimer
Options involve risks and are not suitable for everyone. Individuals should not enter into options transactions until they have read and 
understood the risk disclosure document, Characteristics and Risks of Standardized Options, available by visiting OptionsEducation.org or by 
contacting your broker, any exchange on which options are traded, or The Options Clearing Corporation at 125 S. Franklin St., #1200, Chicago, 
IL 60606.

In order to simplify the calculations used in the examples in these materials, commissions, fees, margin, interest and taxes have not been 
included. These costs will impact the outcome of any stock and options transactions and must be considered prior to entering into any 
transactions. Investors should consult their tax advisor about any potential tax consequences.

Any strategies discussed, including examples using actual securities and price data, are strictly for illustrative and educational purposes and 
should not be construed as an endorsement, recommendation, or solicitation to buy or sell securities. Past performance is not a guarantee 
of future results.

All content in this document is owned, or licensed, by The Options Clearing Corporation (‘OCC’). Unauthorized use is prohibited without 
written permission of OCC.  While reasonable efforts have been made to ensure that the contents of this document are accurate, the 
document is provided strictly “as is”, and no warranties of accuracy are given concerning the contents of the information contained in this 
document, including any warranty that the document will be kept up to date. OCC reserves the right to change details in this document 
without notice. To the extent permitted by law no liability (including liability to any person by reason of negligence) will be accepted by OCC or 
its employees for any direct or indirect loss or damage caused by omissions from or inaccuracies in this document.

© 2022 The Options Clearing Corporation. All rights reserved.
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Trademarks
The following trademarks, logos, and service marks displayed are owned by The Options Clearing Corporation: 

OCC®The Options Clearing Corporation®

The Options Industry Council (OIC)SM

© 2022 The Options Clearing Corporation. All Rights Reserved. 3
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• FREE unbiased and professional options education
• OptionsEducation.org
• Online courses, podcasts, videos, & webinars
• Contact Investor Education at options@theocc.com

About OIC

© 2022 The Options Clearing Corporation. All Rights Reserved. 4
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• Protective puts 

• Covered calls

• Traditional collars

• Collar variations

Presentation Outline

© 2022 The Options Clearing Corporation. All Rights Reserved. 5
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Rights of Put Buyers

• Options buyers (holders) have rights, not obligations

• Put buyers have the right to sell shares at their strike price

• For this right, they pay a premium to the seller

• When exercising this right, put buyers receive strike x $100 and deliver 
100 shares of stock

© 2022 The Options Clearing Corporation. All Rights Reserved. 7
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Why a Protective Put?

• Investor is bullish on a stock already owned but looking for protection 
against a downside move 

• Establish a floor price at which investor 
can sell shares, if needed

• Can act like an “insurance policy” on a stock
that represents a large % of portfolio

© 2022 The Options Clearing Corporation. All Rights Reserved. 8



Public

Protective Put Example

Break-even at Expiration:
Initial Share Price + Put Premium

$80.00 + $2.70 = $82.70
Maximum Loss:

Initial Share Price + Put Premium –
Strike Price

$80.00 – $75.00 + $2.70 = $7.70

–

0

10

-10
BEP $82.70

70 80

Long Stock
at $80.00

75

+

–

Max 
Loss 

$7.70

Long Stock at $80
Buy 75.00 strike put at $2.70

© 2022 The Options Clearing Corporation. All Rights Reserved. 9
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Covered Calls
• Covered call: 

• Investor writes (sells) one or more equity call contracts for each 100 shares 
owned

• Accepts obligation to deliver shares in exchange for the option premium

• Primary goal – increase returns
• Call premium received and kept (assigned or not)
• Generate additional income (over any dividends)

• Investor’s forecast
• Neutral to moderately bullish on the underlying stock
• Within a small price range over strategy’s lifetime

© 2022 The Options Clearing Corporation. All Rights Reserved. 11



Public

Covered Call Writer’s Obligations?
• Like any call writer (short call position)

• Has the obligation to sell underlying shares
• At strike price 
• If assigned

• Assignment (your potential obligation)
• Possible at any time before expiration (e.g. dividends)
• Equity options are American-style

• In return for this obligation
• Call writer receives and keeps option premium

© 2022 The Options Clearing Corporation. All Rights Reserved. 12
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Covered Call Example

Own 100 shares XYZ at $75.00
Sell 1 XYZ 80 call at $1.80

Break-even at Expiration:
Stock Price Paid –

Call Premium Received

$75.00 – $1.80 = $73.20

Maximum Profit if Assigned:
Effective Stock Sale Price –

• Stock Price Paid

($80.00 + $1.80) – $75.00 = $6.80

• $680.00 Total

70 80 90
0

–

+

Long stock at $75.00

BEP $73.20+680

© 2022 The Options Clearing Corporation. All Rights Reserved. 13
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A Collar can be considered as two strategies in one:

On the upside it’s a Covered Call and on the downside it’s a Protective Put:

• Risk reducing strategy with possible objective of scaling down a 
concentrated position while a downside hedge is in place

• Call premium received is used to offset cost of Protective Put
• Typically, an OTM call is sold and OTM put is purchased
• Call strike selected determines where stock may be called away
• Put strike selected determines downside exit price

Traditional Options Collar

© 2022 The Options Clearing Corporation. All Rights Reserved. 15
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Long 100 shares of stock at $75.00
• Buy 67.50 put for $1.30
• Sell 82.50 call at  $0.90
Net DEBIT:  $.40

Max Profit: $82.5 (short call strike) – $75 (share 
price) - $0.40 (debit) = $7.10
Max Loss: $75 (share price) – $67.50 (long put 
strike) + $0.40 (debit) = $7.90 
Breakeven: $75 (share price) + $0.40 (debit) = 
$75.40 

Traditional Collar Example
10

-10

B/E: $75.40

75 807065 85

67.50 82.50

© 2022 The Options Clearing Corporation. All Rights Reserved. 16
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What if the stock price plummets?
• Close position and free up capital?
• Hold shares and sell back long put?

What if the stock price remains flat?
• Still cautious?
• Roll out?

What if shares rally?
• Is protection still needed?
• Roll up and out?

Managing the Position

© 2022 The Options Clearing Corporation. All Rights Reserved. 17
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Staggered 
Collar

What would happen if we 
bought longer-term 
protection and sold 
shorter-dated calls?

Cost of trade
Risk of assignment

Theta
Management 

© 2022 The Options Clearing Corporation. All Rights Reserved. 19
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Advantages (A) and Disadvantages (D) of selling shorter dated calls:

• (A) Faster time decay: Theta accelerates roughly 30-40 days out
• (A) If calls are unassigned, investor might be able to continue selling short 

dated calls
• (D) Longer dated put = more premium

Shorter dated call = less premium

Staggered Collar and Theta (Time Decay)

• (D) Due to initial debit incurred, a large 
move in either direction would favor the 
traditional collar

© 2022 The Options Clearing Corporation. All Rights Reserved. 20
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• What if the stock moves sharply lower?

• Exercise long put early or sell back to market?

• Hold put and keep selling lower strike calls? (lowers potential 
assignment price)

• What if the stock moves sharply higher?

• Assignment will result in lower profit due to higher initial debit incurred
• Roll up and out?

Staggered Collar Risks

© 2022 The Options Clearing Corporation. All Rights Reserved. 21
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Standard options collar provides protection (long put) down to zero

What is the likelihood of the stock plummeting to zero vs. a minor 
downturn—but NOT to zero?

Might be possible to save money (or increase credit) by selling a further 
OTM put also!

Possible position:  long stock, short OTM call, long OTM put (traditional 
collar) & short a further OTM put

Put Spread Collar

© 2022 The Options Clearing Corporation. All Rights Reserved. 22
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Setup:  Long 100 shares from $105 with stock currently trading $120
Sells 1 45-day 125 call at $3.00
Buys 1 45-day 115 put for $3.60, AND
Sells 1 45-day 105 put at  $1.60

Put Spread Collar Example

Traditional Collar

Stock Price at 
Expiry

115/105 Put 
Spread P/L at 

Expiry

Short 125 Call P/L 
at Expiry

Long $105 Stock P/L 
at Expiry

Net P/L + $1 
Credit

$95 $8.00 $3.00 ($10.00) $1.00

$105 $8.00 $3.00 -0- $11.00

$115 ($2.00) $3.00 $10.00 $11.00

$125 ($2.00) $3.00 $20.00 $21.00

$135 ($2.00) ($7.00) $30.00 $21.00
© 2022 The Options Clearing Corporation. All Rights Reserved. 23
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Long 100 shares of stock from $105 
(stock currently at $120)
• Sell 1 125 call at  $3.00
• Buy 1 115 put for $3.60
• Sell 1 105 put at $1.60

Net CREDIT:  $1.00 
Max profit: short call strike (125) – long 
stock price (105) + net premium (1) =  $21
Max loss: new cost basis (104) – width of 
put spread (10): -$94
Protection exists from 115 down to 105

Put Spread Collar Example
25

-25

B/E: $94

105 1159585 125

© 2022 The Options Clearing Corporation. All Rights Reserved. 24
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Buying a put (long or short-term depends on protection desired)
Sell calls at various strikes/expiry’s

Example: Stock trading $100, long 500 shares
• Buy 5 180 day 85 puts for $4.00/each 
• Sell 1 30-day 105 call at $.75
• Sell 1 60-day 110 call at $.80
• Sell 1 120-day 115 calls at $1.80
• Sell 2 180-day 120 call at $2.50

Net DEBIT of $1,165

Laddered Collar (Strikes & Expiry’s)

© 2022 The Options Clearing Corporation. All Rights Reserved. 25
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What if’s?
• Stock makes a sharp move in either direction?

• Sharp move down: Exercise put and buy to close short calls?
• Sharp move up: Some or all short calls may be assigned, and stock 

gets called away at various intervals

Regardless, less premium collected for shorter dated calls vs. longer dated 
puts results in less overall profit from a big move

Laddered Collar (Strikes & Expirys)

© 2022 The Options Clearing Corporation. All Rights Reserved. 26
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www.OptionsEducation.org

Investor Education: options@theocc.com

OIC YouTube Channel

LIKE us on Facebook 

Follow us on Twitter @Options_Edu!

For More Information

© 2022 The Options Clearing Corporation. All Rights Reserved. 27




