
Strategies for protecting and diversifying highly concentrated holdings. 

MANAGING A CONCENTRATED EQUITY POSITION



Diversifying a highly  
concentrated position 
can help reduce 
your risk.
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MANAGING A CONCENTRATED EQUITY POSITION

•

•

•

•

CONCENTRATED EQUITY STRATEGIES

T

Diversi cation and strategic asset allocation do not ensure a pro t or protect against a loss. 
 Investments are subject to market risk, including possible loss of principal.
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PROTECTIVE PUTS

LOW COST COLLARS
C

 

OPTIONS CONSIDERATIONS

HEDGING

A hedging strategy will allow you to retain the stock position and any ownership rights through 
options and other types of derivative securities. This approach also can help protect against 
downside risk by allowing you to specify the amount of risk you’re willing to accept. You may 
then control that risk for a fixed premium. 
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Adelphia Communications 

Bank of New England 

Bethlehem Steel 

Boston Chicken 

Burlington Industries 

Charter Medical 

Circuit City Stores 

Columbia Gas Systems 

Conseco 

Delphi Corporation 

Delta Airlines 

Drexel Burnham Lambert 

Eastern Airlines 

Enron 

Federated Dept. Stores 

Financial Corp. of America 

Fruit of the Loom 

General Motors 

Global Crossing 

IndyMac Bancorp, Inc. 

Kmart 

Lehman Brothers 
Holdings, Inc. 

Magellan Health Services 

Montgomery Ward 

Nortel Networks 

Pacific Gas & Electric 

Polaroid 

Refco Inc. 

Rockefeller Center Properties 

Spiegel 

Sunbeam 

Texaco 

Texas American Bancshares 

Tribune Company 

Tropicana Entertainment, LLC 

UAL (United Airlines) 

Washington Mutual, Inc. 

Winn-Dixie Stores 

WorldCom 

FEES

This example is for illustrative purposes only and does not reflect the 
performance of any specific investment. 

*Net premium may vary based on the terms of the structure.

SHARE DELIVERY

Closing
Price

Client’s
Value

Client’s
Total Value

Value
Protected

Profit
Participation

$25 $42.50 $4,250,000 $1,750,000 $0

$37.50 $42.50 $4,250,000 $500,000 $0

$42.50 $42.50 $4,250,000 $0 $0

$50 $50 $5,000,000 $0 $0

$51 $51 $5,100,000 $0 $100,000

$55 $55 $5,500,000 $0 $500,000

$75 $55 $5,500,000 $0 $500,000

Sample OTC Collar Transaction

Number of shares 100,000

Current price $50

Total value $5,000,000

Put (floor) price 85% ($42.50)

Call (ceiling) price 110% ($55.00)

Net premium* 0% ($0)

TERM 12 MONTHS

SELECTED U.S. COMPANIES 
DECLARING BANKRUPTCY: 1987 – PRESENT

The table above is meant for illustrative purposes only and 
not designed to represent a complete list of all bankruptcies. 
Source: bankruptcydata.com



OUTRIGHT SALE

AFFILIATE TRANSACTION PLANS (10b5-1 PLANS)

SECURITIES BASED LENDING1 

1 A securities based line of credit may not be suitable for all clients. The proceeds from a securities based line of credit cannot be used to purchase or carry 
margin securities. Borrowing on securities based lending products and using securities as collateral may involve a high degree of risk. Market conditions can 
magnify any potential for loss. If the market turns against the client, he or she may be required to deposit additional securities and/or cash in the account(s) 
or pay down the loan. The securities in the pledged account(s) may be sold to meet the collateral call, and the firm can sell the client’s securities without 
contacting them. The interest rates charged are determined by the market value of pledged assets and the net value of the client’s Capital Access account. 
Securities based line of credit provided by Raymond James Bank. Raymond James & Associates, Inc., and Raymond James Financial Services, Inc., are 
affiliated with Raymond James Bank, N.A., a federally chartered national bank.

MONETIZATION

Monetization is a way of generating cash from a stock position. As an alternative to the 
outright sale of a concentrated position, there are other techniques that may be more 
appropriate from a tax-planning perspective, so be sure to consult your tax professional to 
determine which, if any, are appropriate for your individual circumstances.
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VARIABLE PREPAID FORWARD

•

•

•

•

•

This example is for illustrative purposes only and does not reflect the 
performance of any specific investment. The NetValue Retained by Client 
column equals the product of the shares retained and the assumed stock 
price at maturity.

Sample VPF Transaction

Number of shares 100,000

Current price $50

Total value $5,000,000

Put (floor) price 100% ($50)

Call (ceiling) price 120% ($60)

Upfront payment 85% ($4,250,000)

TERM 24 MONTHS

SHARE DELIVERY

% Change Stock 
Price

Shares
Delivered

Shares
Retained

Net Value 
Retained
by Client

-50% $25 100,000 0 $0

-25% $37.50 100,000 0 $0

-15% $42.50 100,000 0 $0

-10% $45 100,000 0 $0

-5% $47.50 100,000 0 $0

0% $50 100,000 0 $0

5% $52.50 95,238 4,762 $250,000

10% $55 90,909 9,091 $500,000

15% $57.50 86,957 13,043 $750,000

20% $60 83,333 16,667 $1,000,000

30% $65 84,615 15,385 $1,000,000

50% $75 86,667 13,333 $1,000,000

VPF

A VPF is an alternative to an outright sale and holding long

No future appreciation, 
full downside protection.

Some future 
appreciation possible, 

some downside protection.

All future appreciation, 
unprotected downside.
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EQUITY EXCHANGE FUNDS MANAGED ACCOUNT SOLUTIONS

BORROWING ON MARGIN2

NET UNREALIZED APPRECIATION

TAX-EFFICIENT DIVERSIFICATION 

Diversifying a concentrated stock position can help you reduce your risk. While some 
diversification techniques may trigger immediate tax liabilities, there are some strategies that 
can be used to provide diversification in a tax-efficient manner. 
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3 Changes in tax laws may occur at any time and could have a substantial 
impact upon each person’s situation. While we are familiar with the tax 
provisions of the issues presented herein, we are not qualified to render 
advice on tax or legal matters. Before making any investment decision 
please consult a tax professional to evaluate the tax consequences of 
any prospective investment.

Taxed as ordinary 
income upon  
NUA election

Taxed as long-term 
capital gain when stock 
is eventually sold

Taxed as short-term  
or long-term capital gain 
when stock is eventually 
sold, depending on holding 
period a er NUA election

P

Tax treatments of employer stock positions for 
which NUA treatment is selected

Original 
purchase 

price

Current stock 
price at time 

of transfer

2 A margin account may not be suitable for all investors. Borrowing on 
margin and using securities as collateral involves a high degree of risk, 
and an investor can lose more funds than he or she deposited in the 
account. Market conditions can magnify any potential for loss. If the 
market turns against the investor, he or she may be required to deposit 
additional securities and/or cash in the account. The securities in the 
account may be sold by the firm to meet the margin call, and the firm 
can sell the investor’s securities without contacting them. An investor 
is not entitled to choose which securities or other assets in his or her 
account are liquidated or sold to meet a margin call. The firm can 
increase its maintenance margin requirements at any time and is not 
required to provide an investor advance written notice. An investor is 
not entitled to an extension of time on a margin call. The interest rates 
charged are determined by the amount borrowed. Please visit sec.gov/
investor/pubs/margin.htm for additional information.
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COVERED CALLS

INCOME ENHANCEMENT

An income enhancement strategy may allow you to increase the income generated by your 
stock position. Oftentimes, clients who own concentrated positions benefit from a regular 
income stream in the form of quarterly dividend payments. An income enhancement strategy 
can increase the cash flow received from your stock position, or create cash flows for a stock 
that does not pay a current dividend. 
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CHARITABLE REMAINDER TRUSTS 

POOLED INCOME FUNDS/CHARITABLE GIFT ANNUITIES 

 

GIFTING TO FAMILY MEMBERS 

Always consult with your tax advisor before making decisions. 

UPON DEATH OF DONOR 
OR EXPIRATION OF TERM CHARITY

GIFT OF ASSETS
(i.e., concentrated stock)

INCOME STREAM

CHARITABLE  
REMAINDER TRUSTDONOR

TAX-EFFICIENT GIFTING

Some methods for reducing concentrated equity risk can also help you leave a long-standing, 
meaningful legacy. Consider these ways to achieve philanthropic or generational transfer 
goals while reducing your tax obligation. 
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THE VALUE OF PROFESSIONAL ADVICE

•  Taxes – 

•  Dividend income – 

•  Behavioral finance biases – 
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Common behavioral finance biases:

•  Overconfidence – If you hold a concentrated stock that has
appreciated over time, you may expect this pattern of appreciation
to continue. This sense of confidence may cause you to focus
solely on the stock’s positive return and underestimate or ignore
the risks. Take the time to review your risk tolerance and explore the 
investment strategies that may help to reduce the downside risk of 
a single-stock position. 

•  Anchoring – You may target a price above where the stock is
currently trading as the point at which you are determined to
reduce your concentration risk. However, that limit price may
represent a recent high for the stock, and there may be no

fundamental reason for the stock to trade back up to that high 
price. Should the stock trade down further, you will continue to 
participate in downside price movements.

•  Mental accounting – If you’re like many investors, you may
categorize various parts of your personal wealth into different
buckets. Single-stock concentrations may be viewed separately 
from other investments, and you may also segregate retirement 
plans, bank accounts, insurance policies, etc. You should actually 
incorporate all of these assets into a comprehensive review of
your risk-return profile. This is especially true if you are employed 
by the company in which you own a stock concentration. 
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T T

Protective Puts

Low Cost Collars

Options Considerations

Outright Sale

Staged Selling

Securities Based 
Lending

Variable 
Prepaid Forward

Equity Exchange Fund

Margin Borrowing

NUA Strategy

Charitable  
Remainder Trust

Pooled Income Fund

Charitable  
Gift Annuity

Gifting to  
Family Members

Covered Calls

STRATEGIES FOR CONCENTRATED EQUITY POSITIONS

CUSTOMIZED SOLUTIONS 



Options involve risk 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  

options disclosure document (ODD). Copies of the ODD are available from your financial advisor.

   //      //   


