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Bearish strategies
The buyer of a put option has the 
right—but not the obligation—to 
sell the underlying stock at a fi xed 
price (the strike price) for the life of 
the option. The value of a put option 
benefi ts from a decline in the
underlying stock price and is
the reason many investors use puts
to protect their stock positions. In
many respects puts, when used in this 
fashion, can be viewed as
insurance policies.

Hedging strategy — Investors 
looking for ways to reduce their 
exposure and protect the value of 
their equity positions may consider 
purchasing a protective put 
option, as an alternative to selling 
shares. The put purchase reduces 
downside exposure while allowing 
for continued upside potential. 
Clients might initiate this prior to an 
earnings report or if they believe the 
stock is trending downward.

Strike price choice — The strike 
price of the put option determines 
the level at which the investor may 
choose to exercise and sell his or her 
shares. Put options with higher strike 
prices afford greater protection for 
the underlying stock. These higher 
strike puts will also have higher 

premiums. Like an insurance policy, 
a put with a strike price that is less 
than the stock’s price can be viewed 
as having a deductible. Puts offer 
price protection below the strike 
price, investors who purchase out-
of-the-money puts assume risk of the 
difference between the stock price and 
the strike price. Also, like an insurance 
policy, the further out-of-the-money 
(higher deductible), the premium price 
will be lower. The investor must weigh 
the trade-off of the lower premium 
and the higher deductible.

Expiration choice — Options have 
a fi nite life, making it extremely 
important for investors to choose an 
option with an expiration date that 
more than covers the time frame of 
perceived risk in their underlying 
stock position. Note, long puts 
decrease in value and incur losses 
when time passes and the stock price 
remains unchanged.

Volatility — Rising and falling stock 
prices create volatility, which impacts 
options prices. When volatility rises, 
options prices tend to move higher. A 
protective put position will increase 
when volatility rises and decrease 
when volatility falls when all other 
factors—such as the stock price—
remain constant.

Alternative strategy to stop-loss 
stock order — Some investors prefer 
to enter stop-loss stock orders to limit 
their downside risk in their underlying 
stock. Unfortunately, executed stop-
loss orders can sell shares in volatile 
markets at very poor prices and 
then that same stock can recover at 
much higher prices within the same 
day. A client who owns a protective 
put helps avoid the sale of shares 
because they decide when they’ll 
exercise or sell their shares. The 
long put provides protection in those 
volatile markets. Clients control the 
ability to sell their put or keep their 
protection in place.
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*Commissions not included

Example of a
protective put strategy 

$87
Price of XYX stock

$5
Buy 1 XYZ three-month

$85 strike put

$500*

Total premium paid for 
long put

Unlimited
Max profi t of buying

protective put strategy

-$700*

Max loss of buying
protective put strategy

$85*

Stock price at max loss

$92*

Break-even price of stock

Reach out to your RBC Wealth Management fi nancial advisor to discuss option strategies, including buying put 
options, and how these strategies may help you accomplish your overall wealth management goals. 

Strategy P/L

Maximum profi t 
unlimited

Break-even $92.00

Underlying price at expiration
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Max loss
-$700.00

Long stock

$87.00$85.00
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