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Terms of Use & Disclaimer 

The content of all videos or articles produced by Trusted Wealth Professionals (TWP), or the Financial 

Literacy Learning Center (FLLC) are for educational purposes ONLY. All ideas, opinions and/or forecasts 

are for informational purposes only and should not be construed as a recommendation to invest, trade, 

and/or speculate in the markets. Any investments made in light of these ideas, opinions, and/or forecasts, 

expressed or implied herein, are committed at your own risk.  

 

The Trusted Wealth Professionals (TWP) website, and FLLC website, and its publishers are not liable for 

any investment decisions made by its viewers or subscribers. 

 

The author of these videos or articles does express certain opinions in the contents of the videos or 

articles, but will not assume any responsibility for the actions of any viewer or reader who acts on this 

educational information. The author of this video may or may not hold positions in the financial instruments 

discussed in this video. 

 

Investing involves various levels of risk. Future results can be dramatically different from the opinions 

expressed herein. We STRONGLY believe in the use of an investment professional before investing. NOT 

ALL advisors are alike.   We hope you view our Sessions 8 and 9  on  the ‘Investment Industry’  to become 

fully aware of ALL the types  of various licenced investment professionals in Canada along with their fees 

and/or compensations, as well as, their services. 

 

Once again -The contents of this website and all videos or articles produced by Trusted Wealth 

Professionals (TWP) are for educational purposes ONLY. 
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    Stock Market Optimism 
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Options Market 
• Leveraged investments with a defined lifetime 

• Limited liability; when buying, the most you can lose 
is what you put up 

     

Terminology: 

• CALL – buy if you think the investment will go up 

• PUT – buy if you think the investment will fall 

• CONTRACT – one contract represents 100 shares 

• TIME PREMIUM – extra money you pay for time to 
expiry 
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Options – An Example 
•An investor likes Potash Corp. of Saskatchewan (POT on TSX) 

Nov.14th, 2016 price = $23.95 

•Dividend is 2.25%, at  $23.95 and investor wants to buy 1,000 

shares; thinks it will go to $26 by Mid January, 2017 

 

What to do? 

1.Can buy 1,000 shares = $23.95 

2.Can buy 10 $21 CALL contracts that expire Jan. 20, 2017 

– Cost of  options = $3.10 or 10 x 100 x $3.10 = $3,100 
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Buying An Option 
 

Buying an ‘in-the-money’ CALL option: 

 - Buy 10 POT January $21 CALLS for $3.10 

 - Gives you ‘a right … but not the obligation’ to buy 1000 shares 
at $21 before Jan.20, 2017                     

 - $3.10 premium broken down into $2.95 intrinsic value + $0.15 
time premium 

 - if POT goes to $26 by Jan., then option will sell for a minimum 
of $5 (26 - 21) for a minimum 52% return 

      -  $1.90 profit on $3.10 invested 
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Buying An Option (Continued) 
Buying ‘out-of-the-money’ call options: 

 - buy 10 POT $24 May CALLS for $1.00 

 - cost = $1.00 x 10 x 100 = $1,000 (most you can lose) 

 - if POT goes to $26 share price, option will sell for a minimum 
of $2,000 for at least a 100% return 

 

What if you think POT will fall to $21 by Jan. 2017? 

 - buying in-the-money PUTS: 10 POT May $26 PUTS 
@$2.50 per contract =  $2,500 

 - gives you the ‘right, but no obligation’ to sell 1,000 POT @ 
$26 

 - if POT goes to $21, then option will be worth a minimum 
$5,000 or 100% return 
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What about the ‘Other’ side? 

There are 2 sides to options: 

– The speculator 

– the conservative investors 

 

Which are you? 

 

There are buyers (speculators) and sellers (conservative investors) 

Sellers of options are called ‘writers’ 
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Option Writing requires a Rules Based Investing 

approach 

 

• Practice a Rules Based analytic approach to 

determine what is a proper time and price to WRITE a 

Put option.  

• We cover Rules Based Investing in Session 16. 
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Option Writing – POT example 

– Fertilizers prices have come down because of a 

Recession fear, POT stock plunges and then settles 

down 

– Investors fear China is slowing economically, and 

Commodity prices are falling as a result  

– Food demand, however, has not slowed down 

– Fundamental and technical analysis indicate that 

POT is now a BUY. 

– POT trades at a 4 year low, the stock price drop in 

POT is probably overdone 
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Option Writing – POT example continued 

• Stock is fundamentally cheap 

• Fertilizer prices will rebound eventually (worst case 

scenario in next economic cycle)  

• Stock has already fallen from $61 (April 2011) 

• Food demand is still high 
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Option Writing – POT example – 3 very conservative strategies 

 

Strategy #1 – Writing Puts for Income 
 

1. Want to own 1,000 shares of POT  

 - write (sell) 10  Apr, 2017 $22 Puts for $1.00 or $1,000 in premiums (this 

income is taxed as a capital gain).  Also set aside $22,000 in your account to 

cover the potential purchase of POT shares 

 - if investor gets exercised at $22, than the breakeven price is another 

$1,000 below purchase price from the premium 

-  $22.95 is the adjusted cost base 

-  Assume stock goes to $21 by May 

-  Called a ‘cash covered PUT write’ 

- YOU will not be ‘PUT’ by April because the stock does not go to $22, 

therefore,  you keep the $1,000. Calculate the profit…NEXT slide 
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Option Writing – POT example – Profit from Strategy #1 
    

Profits: 

- capital gain: $1,000  (from premium) 

- $22,000 set aside in case of being PUT 

- Total profit return = $1,000 or 4.75% in  

 4.5 months or 12 % annualized 
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Option Writing – POT example – 3 very conservative strategies 

 

Strategy #2 – Writing Calls for Income 
 

• Purchase 1,000 shares of POT at $23.95.  

• Cost is $23,950. 

• Write (sell) 10 POT $25 April 21st  Calls for $1.00 and receive $1,000 

 

• Now purchase cost of POT is $22,950 

 

• assume stock goes to $25.50 by April 21. What is the profit?  
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Option Writing – POT example – Profit from Strategy #2 
    

Profits: 
• POT goes above $25 and gets ‘Called’ 

• keep $1,000 in option premium 

• total gains = $1,000 + $1,050 gain from stock sale in 4.5 months + 
$135 CDN in dividends  

• Total gain on $23,950 invested = $2,185 or 9.12% in 4.5 months or 
24.32% annualized! 

 

This technique limits your upside potential but is very Conservative 

 
Note1: Dividends = 1000 shares * $0.10USD/share *1.35 CDN/USD = $270 CDN 

Note2: POT dividends are paid on Feb 2nd and May 2nd 2017 (you only receive the Feb 
dividend) 



16 

Canadian Investors’ Course  

Option Writing – POT example – 3 very conservative strategies 

 

Strategy #3 – Ultra Conservative Approach to POT acquisition 
 

Acquire stock through partial acquisition and writing both PUT and CALL 

options. 

 

Investor wants to own 1,000 shares of POT (current price on Nov.14, 2016 is 

$23.50) 

 

1. buy 500 shares at $23.95, cost is $11,975 

2. write 5 out of the money Apr. 20, 2017 $25 POT Call contracts 

(covered by stock purchase), receive $500 in premiums 

3. write 5 out of the money Apr.30, 2017  $22 POT cash covered Puts 

(covered by cash), receive $500 in premiums 
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Option Writing – POT example – Profit from Strategy #3 
    

Profits: 
Total Income generated = $1,000 (from option writing) + $135 in dividends from the 500 

shares 

  

3 scenarios can unfold: 

  

Scenario 1: POT moves to $25.50 by April and you will be Called to sell the original 500 

shares you bought at $25 

Profit generated: $525 (stock sale) + $1,135 (premiums + dividends) = $1,660 or 6.93% in 

4.5 months 

  

Scenario 2: Pot trades between $22 and $25 and both options expire worthless 

Profit generated: $1,000 (premiums) + $135 (dividends) = $1.135 or 4.74% in 4.5 months 

  

Scenario 3: POT Puts get exercised at $22. Average cost of shares are now $11,975 + 

$11,000 - $1,000 (premiums received) - $135 (dividends) = $21.84 

  

If you liked POT at $23.95 as a great stock investment that qualifies for Rules-Based 

Investing, then you’ll love it at a $21.84 breakeven!   
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This ‘Art’ is NOT all lost 
Option writing portfolios can provide excellent, low tax, returns over time. The 

best program, in our opinion is the Cash-covered Put writing portfolio 

(Strategy #1 from the POT example). It does require an experienced Wealth 

Professional to perform and requires work, diligence and experience. 

Unfortunately, most firms don’t teach their rookies this technique anymore. 

 

These are the important points for the investor and advisor: 

1. Find which stock to buy (Rules Based) 

2. Shop on the option exchange for a good premium to receive. (this alone 

justifies the fee to pay for this service) 

3. Stick to large capitalized, liquid, blue chip companies 

4. Should only be performed in a FEE-based investment account where 

there is one annual percentage fee which covers all transaction and 

admin costs. This maximizes your net return and is preferable to the advisor. 

 

Put Writing Portfolios can make for great steady long term 

returns.  
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Gerry Gabon  
P. Eng (retired), MBA 

AskGerry@TrustedWealthProfessionals.com  

905-203-1162 

 

www.TrustedWealthProfessionals.com  

To connect with a local Wealth Professional, please 

enter your postal code on the website listed below. 
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