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Protection for Stock Positions

Requirements

Access to brokerage account for stock and option purchasing/selling
Knowledge on Option contracts

Benefits

Risks

Protects against downward shifts in the markets
Guarantees a Sell price for stock for the life of the option contract
Can be used for new stock positions, or can be used to lock in profits for existing positions

If you believe stock price is reaching a long-term top, and could retrace significantly, Buying the Put options
allows you to lock in profit level.

Purchasing of Put option is an additional cost to your position, where cost will not be recovered.
For existing positions, is an additional cost if stock price continues to rise

How to ...

With existing stock position, or in evaluation for purchasing stock, choose a Put option contract to serve as
protection against falling stock price.

Evaluate where you would like protection to be set. For example, purchase stock at $61.50, the nearest strike
is the $60 put options.

Also evaluate for what length of time you require the protection, considering a put option that spans this time
frame.

Purchase Put option.

Tips & Hints

A Put option contract gives you the right, but not the obligation, to Sell your stock at a set price, on or before
a set time in the future. Therefore, at any time during the life of the Put options, you can Exercise the option
contracts and sell your shares at the designated price.

Choose a Put option with a strike price that is nearest your original purchase price (as long as the share price
has not significantly moved since you entered the position). This will protect your original investment.
Remember to adjust your “average purchase price” with the cost of the put options.

If you suspect that an existing stock position may be at the end of its upwards trend, but do not wish to sell
your stock, purchase a put option with a strike price at the expected high levels. This will give you the right to
sell your stock at that price (if you want), especially if the stock price does fall significantly.

1 option contract = 100 shares (US stock/option market)
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Example

FMR

e Current stock price = $61.30
e Nearest Put option strike = $60
e Time frame = 1 year

CAT - Caterpillar Inc., Constr. & Agiic. Machinery, MYSE [Daily]
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$60 strike price

e The Jan2008 60.00 Puts would cost us $5.00 per share (see below option quote)
e Therefore, to protect our position between now and Jan 2008, we have a cost of $5 per share, or 8.15% (55
divided by $61.30 purchase price)
e Because there is $1.30 difference between the strike price and the purchase price, our maximum loss is $1.30
+$5 = $6.30, or 9.5%
e Our Breakeven level with the cost of the Put option is $61.30 + $5 = $66.30
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Symbol Last Change Bid Ask High Low Volume
CAT 61.33 n.oo 60.39 61.67 0.oo 0.oo CATERPILLAR®
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Disclaimer

Trading involves risk of loss and may not be suitable for you. Past performance is no guarantee or reliable indication of future
results. This advertisement is of the nature of general information only and must not in any way be construed or relied upon as
legal, financial or professional advice. No consideration has been given or will be given to the individual investment objectives,
financial situation or needs of any particular person. The decision to invest or trade and the method selected is a personal
decision and involves an inherent level of risk, and you must undertake your own investigations and obtain your own advice
regarding the suitability of this product for your circumstances. Please ensure you obtain and read the current offer
documentation prior to acquiring the products advertised herein, so you are fully informed regarding the key risks and costs
associated with these products.
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