OPTION TRADING STRATEGIES
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Buy Call

Buying or “Going Long” on a Call is a strategy that must be devised when the investor is bullish on the market
direction moving up in the short term.

A Long Call Option is the simplest way to benefit if the investor believes that the market will make an upward
move. It is the most common choice among first-time investors. “Being Long” on a Call Option means the
investor will benefit if the underlying Stock/Index rallies. However, the risk is limited on the downside if the
underlying Stock/Index makes a correction.

Investor View: Bullish on the Stock / Index.

Risk: Limited to the premium paid.

Reward: Unlimited.

Breakeven: Strike Price + premium paid.

Ilustration

E.g Nifty is currently trading @ 5500. Investor is expecting the markets to rise from these levels. So buying
Call Option of Nifty having Strike 5500 @ premium 50 will benefit the investor when Nifty goes above 5550.

Strategy | Stock/Index | Type Strike Premium
Outflow
Buy Call | NIFTY(Lot Buy CALL | 5500 50
size 50)

The Payoff Schedule and Chart for the above is shown below.

Payoff Schedule Payoff Chart

NIFTY @ Expiry  Net Payoff (3) 14000 -
5200 -2500 12000 -
5300 -2500 10000 -
5400 -2500 8000 _
5500 -2500 6000
5550 0 4000 -
5600 2500 2000
5700 7500 0 : : ‘ : ‘ :
5800 12500 -2000 15200 5300 5400 5590/5600 5700 5800
5900 17500 -4000 -

In the above chart, the breakeven happens the moment Nifty crosses 5550 and risk is limited to a maximum of
2500 (calculated as Lot size * Premium Paid).

Disclaimer
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Buy Put

Buying or “Going Long” on a Put is a strategy that must be devised when the investor is Bearish on the
market direction going down in the short-term.

A Put Option gives the buyer of the Put a right to sell the Stock (to the Put Seller) at a pre-specified price and
thereby limit his risk. “Being Long” on a Put Option means the investor will benefit if the underlying
Stock/Index falls down. However, the risk is limited on the upside if the underlying Stock/Index rallies.
Investor View: Bearish on the Stock / Index.

Risk: Limited to the premium paid.

Reward: Unlimited.

Breakeven: Strike Price — premium paid.

llustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to fall down from these levels. So
buying a Put Option of Nifty Strike 5500 @ premium 50, the investor can gain if Nifty falls below 5450.

Strategy Stock/Index Type Strike Premium
Outflow
Buy Put NIFTY (Lot size | Buy PUT | 5500 50
50)

The Payoff Schedule and Chart for the above is shown below.

Payoff Schedule Payoff Chart

NIFTY @ Expiry  Net Payoff (Rs) 14000
5100 17500 12000
5200 12500 10000
5300 7500 8000
5400 2500 6000
5450 0 1090
5500 22500 0 N
5600 -2500 2000 15200 5300 5400 5 00
5700 -2500 -4000
5800 -2500

In the above chart, the breakeven happens the moment Nifty crosses 5450 and risk is limited to a maximum of
2500 (calculated as Lot size * Premium Paid)

Disclaimer
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Sell Call

Selling or “Going Short” on a Call is a strategy that must be devised when the investor is not so bullish on the
market. On selling a Call, the investor earns a Premium (from the buyer of the Call).

This position offers limited profit potential and the possibility of large losses on big advances in underlying
prices. Although easy to execute it is a risky strategy since the seller of the Call is exposed to unlimited risk.

Investor View: Very Bearish on the Stock / Index.

Risk: Unlimited.

Reward: Limited to the premium received.

Breakeven: Strike Price + premium received.

lHlustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to fall down drastically from these

levels. So by selling a Call Option of Nifty having Strike 5500 @ premium 50, the investor can get an inflow of
¥ 50 and benefit if Nifty stays below 5550.

Strategy | Stock/Index | Type Strike Premium
Inflow
Sell Call NIFTY (Lot Sell 5500 50
size 50) CALL

The Payoff Schedule and Chart for the above is shown alongside.

Payoff Schedule Payoff Chart
NIFTY @ Expiry  Net Payoff (%)

5200 2500 2oco ]

5300 2500 0 - S
5400 2500 -2000 {5200 5300 5400 5500 5800 5700 5800
5500 2500 -4000 -

5550 0 -6000 -

5600 -2500 -8000 -

5700 -7500 -10000 -

5800 -12500 ijggg I

5900 -17500

In the above chart, the breakeven happens the moment Nifty crosses 5550 and risk is unlimited .It is important
to note that irrespective of how much the market falls, the reward is limited to 2500 only.

Disclaimer
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Sell Put

Selling or “Going Short” on a Put is a strategy that must be devised when the investor is Bullish on the
market direction and expects the stock price to rise or stay sideways at the minimum

When investor sells a Put, he/she earns a Premium (from the buyer of the Put).If the underlying price
increases beyond the Strike price, the short Put position will make a profit for the seller by the amount of
the premium. But, if the price decreases below the Strike price, by more than the amount of the premium,
the Put seller will lose money.

Investor View: Very Bullish on the Stock / Index.

Risk: Unlimited.

Reward: Limited to the premium received.

Breakeven: Strike Price — premium received.

llustration
Eg. Nifty is currently trading @ 5500. Investor is Bullish on the market. So by going selling a Put Option
of Nifty having Strike 5500 @ premium 50, the investor can gain if Nifty goes above 5550.

Strategy Stock/Index Type Strike Premium
Inflow
Short Put NIFTY (Lot Sell 5500 50
size 50) PUT

The Payoff Schedule and Chart for the above is shown alongside.

Payoff Schedule Payoff Chart
NIFTY @ Expiry Net Payoff (3) 4000
5100 -17500 2000 -
5200 -12500 0 ‘ ‘ ‘ ‘ ‘
5300 -7500 -2000 45200 5300 5400 5500 5600 5700
5400 -2500 ~4000 -
5450 0 oo
5500 2500 10000
5600 2500 12000 .
5700 2500 14000 -
5800 2500

In the above chart, the breakeven happens the moment Nifty crosses 5450 and risk is unlimited. It is important
to note that irrespective of how much the market gains, the reward is limited to 2500 only.

Disclaimer
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Buy Straddle

Buy or Long Straddle is considered as a non-directional strategy and is used when the underlying is expected to
show large movements in either direction i.e. Upside or Downside.

This strategy involves Buying a Call as well as Put on the same underlying for the same maturity and Strike
Price. This strategy gives the investor an advantage of a movement in either direction — a soaring or
plummeting value of the underlying.

Profits can be made in either direction if the underlying shows volatility to cover the cost of the trade. Loss is
limited to the premium paid in buying the options.

All that the investor is looking out for, is the underlying to break out exponentially in either direction.
Investor View: Neutral direction but expecting significant volatility in underlying movement.

Risk: Limited to the premium paid.

Reward: Unlimited.

Lower Breakeven: Strike Price - net premium paid.

Higher Breakeven: Strike Price + net premium paid.

llustration

Eg. Nifty is currently trading @ 5500. Long Straddle can be created by Buying Call and Put Option for Strike
5500 having premium of 65 and 35 respectively. Net outflow of premium is 100.

Strategy | Stock/Index Type | Strike Premium

Outflow
Buy NIFTY(Lotsize | Buy 5500 65
Straddle 50) CALL

Buy 5500 35
PUT

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart

NIFTY @ Expiry Net Payoff ()

4900 20000 12000 -

5000 15000 10000 A

5100 10000 8000 -

5200 5000 6000 -

5300 0 4000 -

5400 -5000 2000 A

5500 0 0 NS
5600 5000 2000 5100 5200 53W00 5600 5700
5700 10000 4000 -

5800 15000 6000 J

5900 20000

In the above chart, the breakeven happens the moment Nifty crosses 5300 or 5500 and risk is limited to a
maximum of 5000 (calculated as Lot size * Premium Paid).Here it is important to note that the premium is
calculated as the sum of premium paid for the Call and Put option.

Disclaimer
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Sell Straddle

Sell or Short Straddle is the opposite of Buy Straddle. It is used when the investor is expecting underlying to
show no large movement. Investor expects the underlying to show little volatility Upside or Downside.

This strategy involves Selling a Call as well as Put on the same underlying for the same maturity and Strike
Price. It creates a net income for the investor.

If the underlying does not move much in either direction, the investor retains the Premium as neither the Call
nor the Put will be exercised. However, incase the underlying moves in either direction, up or down
significantly, the investor’s loss can be unlimited.

This is a risky strategy and should be carefully adopted only when the expected volatility in the market is
limited.

Investor View: Neutral direction but expecting little volatility in underlying movement.
Risk: Unlimited.

Reward: Limited to the premium received.

Lower Breakeven: Strike Price - net premium received.

Higher Breakeven: Strike Price + net premium received.

llustration

Eg. Nifty is currently trading @ 5600. Sell Straddle can be created by Selling Call and Put Option for Strike
5500 having premium of 65 and 35 respectively. Net inflow of premium is 100.

Strategy Stock/Index Type Strike Premium
Inflow
Sell NIFTY (Lot Sell 5600 65
Straddle size 50) CALL
Sell 5600 35
PUT

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart

NIFTY @ Expiry Net Payoff (%)) 6000 -
5100 -20000 4000 A
5200 15000 2000 /\
5300 -10000 0 | ‘ ‘ ‘ : :
5400 -5000 2000 /5300 5400 8500 5600 570D 5800 5900
5500 0
- 200 5000 -4000 |
2700 0 6000
5800 -5000 18000 4
5900 10000 10000 -
5000 15000 12000 -
6100 -20000

In the above chart, the breakeven happens the moment Nifty crosses 5500 or 5700 and reward is limited to
a maximum of 5000 (calculated as Lot size * Premium received). Here it is important to note that the
premium is calculated as the sum of premium received for the Call and Put option. The risk in such a
strategy is unlimited.

Disclaimer
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L_ong Synthetic

Long Synthetic is a strategy to be used when the investor is bullish on the market direction.

This strategy involves buying a Call Option and selling a Put Option at the same Strike price. Both Options
must have the same underlying security and expiration month.

Long Synthetic behaves exactly the same as being long on the underlying security.

The investor going for Long Synthetic strategy expects payoff characteristics similar to holding the stock or
futures contract. It has the benefit of being much cheaper than buying the underlying outright.

Investor View: Bullish on direction of the Stock / Index.
Risk: Unlimited.

Reward: Unlimited.

Breakeven: Strike Price +/- net premium paid/ received.
llustration

Eg. Nifty is currently trading @ 5500. A Long Synthetic can be created by selling Put Strike 5500 @ premium
of 140 and buying Call Strike 5500 @ 100. Net inflow of premium is 40.

Strategy Stock/Index | Type Strike Premium

Long NIFTY (Lot | Sell PUT | 5500 140

Synthetic size 50) (Inflow)
Buy 5500 100
CALL (Outflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart

NIFTY @ Expiry Net Payoff (%) 15000
5000 -23000
5100 -18000 10000 -
5200 -13000 5000
5300 -8000
5400 -3000 0 ‘ ‘ ‘ w w !
5500 2000 5000 | 5100 5200 5300 5 5500 5600 5700
5600 7000
5700 12000 -10000 1
5800 17000 -15000
5900 22000 20000
6000 27000

In the above chart, the breakeven happens the moment Nifty crosses 5460 (since net inflow is ¥ 40). In such a
strategy, risk and reward is unlimited.

Disclaimer
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Short Synthetic

Short Synthetic is a strategy to be used when the investor is bearish on the market direction and expects
market to fall down in the near term.

This strategy involves Selling a Call Option and Buying a Put Option at the same Strike price. Both Options
must have the same underlying security and expiration month.

Short Synthetic behaves exactly the same as being short on the underlying security.

The investor can go for Short Synthetic strategy expecting payoff characteristics similar to being short on the
stock or future contract.

The risk and the reward are unlimited.

Investor View: Bearish on direction of the Stock / Index.
Risk: Unlimited.

Reward: Unlimited.

Breakeven: Strike Price +/- net premium paid/ received.
llustration

Eg. Nifty is currently trading @ 5500. A Short Synthetic can be created by selling Call Strike 5500 @
premium of 140 and buying Put Strike 5500 @ 100. Net inflow of premium is 40.

Strategy Stock/Index | Type Strike Premium
Short Synthetic NIFTY (Lot Buy PUT | 5500 100
size 50) (Outflow)
Sell CALL | 5500 140
(Inflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart

NIFTY @ Expiry  Net Payoff (%)

5000 27000 25000 7
5100 22000 20000 -
5200 17000 15000
5300 12000 10000 -
5400 7000

5500 2000 2000
5540 0 ° 5100 | 5200 | 5300 | 5400 | 5500 5600 | 5700 | 5800 | 5900 |
5600 -3000 -5000 1
5700 _8000 -10000 +
5800 -13000 -15000
5900 -18000 -20000 -

In the above chart, the breakeven happens the moment Nifty crosses 5540 (since net inflow is #40). In such a
strategy, risk and reward is unlimited.

Disclaimer
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Bull Call Spread

Bull Call Spread is a strategy that must be devised when the investor is moderately bullish on the market
direction going up in the short-term.

A Bull Call Spread is formed by buying an “In-the-Money Call Option” (lower strike) and selling an “Out-of-
the-Money Call Option” (higher strike). Both the call options must have the same underlying security and
expiration month.

The net effect of the strategy is to bring down the cost and breakeven on a Buy Call (Long Call) strategy.

The investor will benefit if the underlying Stock/Index rallies. However, the risk is limited on the downside if
the underlying Stock/Index makes a correction.

Investor view: Moderately bullish on the Stock/ Index.

Risk: Limited.

Reward: Limited to the net premium paid.

Breakeven: Strike price of Buy Call + net premium paid.

lHlustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to rise from these levels. So buying

Put Option of Nifty having Strike 5400 @ premium 150 and selling Call Option of Nifty having Strike 5600
@ premium 50 will help investor benefit if Nifty goes above 5500.

Strategy Stock/Index Type Strike Premium
Bull NIFTY (Lot Buy 5400 150
Call size 50) CALL (Outflow)
Spread Sell 5600 50

CALL (Inflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 6000 -
Expiry

5100 -5000 4000 1
5200 -5000 2000 -
5300 -5000
5400 -5000 ° 5200 ‘5300 ‘5400 ‘5 00 5600 5700 5800 ‘
5500 0 -2000 A
5600 5000
5700 5000 4000 1
5800 5000 000
5900 5000

In the above chart, the breakeven happens the moment Nifty crosses 5500 and risk is limited to a maximum of
5000 (calculated as Lot size * Premium Paid).

Disclaimer
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Bull Put Spread

Bull Put Spread is a strategy that must be devised when the investor is moderately bullish on the market
direction going up in the short-term.

A Bull Put Spread is formed by buying an “Out-of-the-Money Put Option” (lower strike) and selling an *“In-
the-Money Put Option” (higher strike). Both Put options must have the same underlying security and
expiration month.

The concept is to protect the downside of a Put sold by buying a lower strike Put, which acts as insurance for
the Put sold.

This strategy is equivalent to the Bull Call but is done to earn a net credit (premium) and collect an income.
Investor view: Moderately bullish on the Stock/ Index.

Risk: Limited.

Reward: Limited to the premium received.

Breakeven: Strike price of Short Put - premium received.

llustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to rise from these levels. By selling a

Put Option of Nifty having Strike 5600 @ premium 150 and buying a Put Option of Nifty having Strike 5400
@ premium 50, the investor can get an inflow of the premium of # 100 and benefit if Nifty stays above 5500.

Strategy Stock/Index Type Strike Premium

Bull Put NIFTY (Lot Sell 5600 150
Spread size 50) PUT (Inflow)

Buy 5400 50
PUT (Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 6000 -
Expiry
5100 -5000 4000 -
5200 -5000
5300 -5000 2000 1
5400 -5000 0 | | | | | | |
5500 0 5200 5300 5400 5400 5600 5700 5800
5600 5000 -2000 -
5700 5000
5800 5000 4000 ~
5900 5000
-6000 A

In the above chart, the breakeven happens the moment Nifty crosses 5500 and risk is limited to a maximum of
5000 (calculated as Lot size * Premium received). Payoff Schedule for Bull Call/Put Spread is the same. Only
differenceisthat in Bull Put Spread thereis an inflow of premium.
Disclaimer
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Bear Call Spread

Bear Call Spread is a strategy that must be devised when the investor is moderately bearish on the market
direction and is expecting the underlying to fall in the short-term.

A Bear Call Spread is formed by buying an “Out-of-the-Money Call Option” (higher strike) and selling an
“In-the-Money Call Option” (lower strike). Both Call options must have the same underlying security and
expiration month.

The investor receives a net credit because the Call bought is of a higher strike price than the Call sold.

The concept is to protect the downside of a Call sold by buying a Call of a higher strike price to insure the
Call sold.

Investor view: Moderately bearish on the Stock/ Index.

Risk: Limited.

Reward: Limited to the net premium received.

Breakeven: Strike price of Short Call + premium received.

lHlustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to fall down drastically from these
levels. So, by selling a Call option of Nifty having Strike 5400@ premium 150 and buying a Call option of

Nifty having Strike 5600 @ premium 50, the investor can get an inflow of the premium of # 100 and benefit if
Nifty stays below 5500.

Strategy Stock/Index Type Strike Premium
Bear Call NIFTY (Lot size | Sell CALL 5400 150 (Inflow)
Spread 50)

Buy CALL 5600 50 (Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 6000 -
Expiry
5100 5000 4000 7
5200 5000 2000
5300 5000
5400 5000 ° 5200 ‘ 5300 ‘5400 ‘ 550 ‘5600 ‘5700 ‘5800 ‘
5500 0 2000
5600 -5000
5700 -5000 4000 1
5800 -5000 o0 J
5900 -5000

In the above chart, the breakeven happens the moment Nifty crosses 5500 and risk is limited to a maximum of
5000 (calculated as Lot size * Premium received).

Disclaimer
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Bear Put Spread

Bear Put Spread is a strategy that must be devised when the investor is moderately bearish on the market
direction and is expecting the underlying to fall in the short-term.

A Bear Put Spread is formed by buying an In-the-Money Put Option (higher strike) and selling Out-of-the-
Money Put Option (lower strike). Both Put options must have the same underlying security and expiration
month.

The investor has to pay a net premium because the Put bought is of a higher strike price than the Put sold.
The net effect of the strategy is to bring down the cost and raise the breakeven on buying a Put (Long Put).
Investor view: Moderately bearish on the Stock/ Index.

Risk: Limited to the premium paid.

Reward: Limited.

Breakeven: Strike price of Long Put - net premium paid.

Illustration

Eg. Nifty is currently trading @ 5500. Investor is expecting the markets to fall down drastically from these

levels. So by selling a Put option of Nifty having strike 5400@ premium 50 and buying a Put option of Nifty
having strike 5600 @ premium 150 will help investor benefit if Nifty stays below 5500.

Strategy Stock/Index Type Strike Premium
Bear Put NIFTY (Lot size Sell PUT | 5400 50 (Inflow)
Spread 50)
Buy PUT | 5600 150
(Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 6000 -
Expiry
5100 -17500 #0001
5200 -12500 2000
5300 -7500
5400 -2500 ° 5200 ‘ 5300 ‘ 5400 ‘ 550 ‘ 5600 ‘ 5700 ‘ 5800 ‘
5450 0 2000
5500 2500
5600 2500 4000 1
5700 2500 cooo )
5800 2500

In the above chart, the breakeven happens the moment Nifty crosses 5500 and risk is limited to a maximum of
5000 (calculated as Lot size * Premium paid). Payoff Schedule for Bull Call/Put Spread is the same. Only
differenceisthat in case of Bear Call Spread there isinflow of premium.

Disclaimer
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Call Backspread

Investors must use “Call Backspread” strategy when they are bullish on market direction as well as volatility.
It works well if the investor is bullish as well as bearish on the market with a bias to the upside.

This strategy involves selling an “In-the-Money Call Option” and buying two lots of “Out-of-the-Money Call
Option”. Both Call Options must have the same underlying security and expiration month.

“Call Backspread” is similar to Long Straddle except the payoff flattens out on the downside. Investor makes
profit when prices fall, although the gains are greater if the market rallies.

Investor view: Bullish on direction as well as volatility of the Stock/ Index.

Risk: Limited to difference between the two Strikes -/+ net premium paid/ received.

Reward: Unlimited on upside and limited on downside.

Breakeven: Strike price of Long Call + Strike price of Long Call - Strike price of Short Call +/- net premium
paid/ received. In case of net inflow of premium there is one more breakeven point which is calculated as
(Strike price of Short Call + net premium received).

Illustration

Eg. Nifty is currently trading @ 5500. A Call Backspread can be created by selling Call strike 5400 @
premium of 210 and buying two lots Call strike 5600 @ 90 respectively. Net inflow of premium is 30.

Strategy Stock/Index Type Strike Premium
Call NIFTY (Lot size Sell CALL | 5400 210 (Inflow)
Backspread 50)

Buy CALL - | 5600 90*2 =180
2 Lots (Outflow)

The payoff schedule and chart for the above is shown below.

page 22 HSBC 4X» InvestDirect




Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 15000 -
Expiry
5200 1500 10000
5300 1500
5400 1500
5430 0 5000 1
5500 -3500
2388 -2288 ’ 5300 | 5400 ‘ 5500 ‘5600 | 5700 ‘ 5800 ‘5900 ‘6000 |
5770 0 5000 -
5800 1500
5900 6500 -10000
6000 11500

In the above chart, the breakeven happens the moment Nifty crosses 5430 or 5770 and risk is limited to a
maximum of 8500 [calculated as (Buy Call Strike - Sell Call Strike — net premium received) * Lot Size].

Disclaimer
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Put Backspread

“Put Backspread” is a strategy that must be devised when the investor is bearish on market direction and
bullish on volatility.

It works well if the investor is bullish as well as bearish on the market with a bias to the downside.

This strategy involves selling an “In-the-Money Put Option” and buying two lots of “Out-of-the-Money Put
Option”. Both Put options must have the same underlying security and expiration month.

“Put Backspread” is similar to Long Straddle except the payoff flattens out on the upside. Investor makes
profit when prices rise, although the gains are greater if the market falls.

Investor view: Bearish on direction and bullish on volatility of the Stock/ Index.

Risk: Limited to difference in Strike price of Short Put - Strike price of Long Put +/- net premium
paid/received.

Reward: Unlimited on upside and limited on downside.

Breakeven: Strike price of Long Put + Strike price of Long Put - Strike price of Short Put +/- net premium
received/paid. In case of net inflow of premium there is one more breakeven point which is calculated as
(Strike price of Short Put - net premium received).

llustration

Eg. Nifty is currently trading @ 5500. A Put Backspread can be created by buying two lots of Put strike 5400
@ premium of 70 and selling Call strike 5600 @ 160 respectively. Net inflow of premium is 20.

Strategy Stock/Index Type Strike Premium

Put NIFTY(Lotsize | Buy PUT - | 5400 70*2 =140

Backspread 50) 2 Lots (Outflow)
Sell PUT 5600 160 (Inflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 15000 -
Expiry
5000 11000
5100 6000 10000 1
5200 1000
5220 0 5000 -
5300 -4000
5400 -9000 o | | | | | | ‘
5500 -4000 5000 5100 5200\ 5300 5400 5500 /5600 5700
5580 0
5600 1000 "9000 7
5700 1000
5800 1000 +10000 -

In the above chart, the breakeven happens the moment Nifty crosses 5220 or 5580 and risk is limited to a
maximum of 8500 [calculated as (Sell Put Strike - Buy Put Strike - net premium received) * Lot Size].

Disclaimer
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L_ong Combo

Long Combo is a bullish strategy.

It involves selling an “Out-of-the-Money” (lower strike) Put Option and buying an “Out-of-the-Money”
(higher strike) Call Option. Both options must have the same underlying security and expiration month.

It is an inexpensive trade, similar in pay-off of Long Stock, except there is a gap between the strikes.
As the stock price rises the strategy starts making profits.

Investor view: Bullish on the Stock/ Index.

Risk: Unlimited.

Reward: Unlimited.

Breakeven: Strike price of Long Call + net premium paid (in case there is outflow) or Strike price of Short
Put — net premium received (in case there is inflow).

Illustration

Eg. Nifty is currently trading @ 5500. A Long combo can be created by selling Put Option for strike 5400 @
premium 60 and buying Call Option Strike 5600 @ premium 40 respectively. Investor will benefit if Nifty
stays above 5600 levels.

Strategy Stock/Index Type Strike Premium
Long Combo NIFTY (Lot Sell PUT | 5400 60 (Inflow)
size 50)
Buy CALL| 5600 40
(Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 12000 -
Expiry
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In the above chart, the breakeven happens the moment Nifty crosses 5380. In such a strategy, risk and reward is
unlimited.

Disclaimer
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L_onq Strangle

Long Strangle is a strategy to be used when the investor is Neutral on the market direction and bullish on
volatility.

This strategy involves buying an “Out-of-the-Money Call Option” and buying an “Out-of-the-Money Put
Option”. Both options must have the same underlying security and expiration month.

Long Strangle is a slight modification to the Long Straddle to make it cheaper to execute.

The investor makes profit when the underlying makes significant movement on the upside or downside. The
strategy has limited downside.

Investor view: Neutral on direction but bullish on volatility of the Stock/ Index.
Risk: Limited to net premium paid.

Reward: Unlimited.

Upper breakeven: Buy Call Strike price + net premium paid.

Lower breakeven: Buy Put Strike price — net premium paid.

llustration

Eg. Nifty is currently trading @ 5500. A Long Strangle can be created by buying Put strike 5400 @ premium
of 40 and buying Call strike 5600 @ 60 respectively. Net outflow of premium is 100.

Strategy Stock/Index Type Strike Premium
Long Strangle NIFTY(Lotsize | Buy PUT | 5400 40
50) (Outflow)
Buy CALL | 5600 60
(Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 12000 -
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5000 15000
5100 10000 8000 1
5200 5000 6000 -
5300 0 4000 -
5400 -5000 2000
5500 -5000
5600 -5000 ’ 5100 | 5200 | 530 5400 5500 5600 00 | 5800 | 5900
5700 0 -2000 4
5800 5000 -4000 -
5900 10000 6000 J
6000 15000

In the above chart, the breakeven happens the moment Nifty crosses 5300 or 5700 and risk is limited to a
maximum of 5000 (calculated as Lot size * Premium Paid).Here it is important to note that the premium is
calculated as the sum of premium paid for the Call and Put option.

Disclaimer
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Short Strangle

Short Strangle is a strategy to be used when the investor is Neutral on the market direction and bearish on
volatility expecting markets to trade in a narrow range.

This strategy involves selling an “Out-of-the-Money Call Option” and selling an “Out-of-the-Money Put
Option”. Both options must have the same underlying security and expiration month.

Short Strangle is a slight modification to the Short Straddle. The profit payoff region is much wider as
compared to Short Straddle.

If the underlying stock does not show much of a movement, the investor of the Short Strangle gets to keep the
premium.

Investor view: Neutral on direction and bearish on volatility of the Stock/ Index.
Risk: Unlimited.

Reward: Limited to net premium received.

Upper breakeven: Sell Call Strike price + net premium received.

Lower breakeven: Sell Put Strike price — net premium received.

llustration

Eg. Nifty is currently trading @ 5500. A Short Strangle can be created by selling Put Strike 5400 @ premium
of 80 and selling Call Strike 5600 @ 90 respectively. Net inflow of premium is 170.

Strategy Stock/Index Type Strike Premium
Short Strangle NIFTY (Lot | Sell PUT 5400 80 (Inflow)
size 50)
Sell CALL | 5600 90 (Inflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5230 or 5770 and reward is limited to a
maximum of 8500 (calculated as Lot size * Premium received).Here it is important to note that the premium is
calculated as the sum of premium received for the Call and Put option. The risk in such a strategy is unlimited.

Disclaimer
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Strap

Investors must use Strap strategy when they are bullish on volatility and bullish on market direction going
upwards.

This strategy involves buying two lots of “At-the-Money Call Option” and buying an “At-the-Money Put
Option”. Both options must have the same underlying security and expiration month.

Strap is similar to bullish version of the common Long Straddle.

Large profit is attainable with the Strap strategy when the underlying makes a strong move either upwards or
downwards at expiration, with greater gains to be made with an upward move.

Investor view: Bullish on direction as well volatility of the Stock/ Index.
Risk: Limited to net premium paid.

Reward: Unlimited.

Upper breakeven: Strike price + (net premium paid/2).

Lower breakeven: Strike Price — net premium paid.

llustration

Eg. Nifty is currently trading @ 5500. A Strap can be created by buying Put Strike 5500 @ premium of 120
and buying two lots of Call strike 5500 @ 125 respectively. Net outflow of premium is 370.

Strategy Stock/Index Type Strike Premium
Outflow
Strap NIFTY (Lot Buy PUT 5500 120
size 50) (Outflow)
Buy CALL - | 5500 125*2=250
2 Lots (Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart

NIFTY @ Net Payoff (3) 15000 -
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In the above chart, the breakeven happens the moment Nifty crosses 5130 or 5685 and risk is limited to a
maximum of 18500 (calculated as Lot Size * net premium paid).

Disclaimer
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Strip

Investors must use Strip strategy when they are bullish on volatility and bearish on market direction.

This strategy involves buying two lots of “At-the-Money Put Option” and buying an “At-the-Money Call
Option”. Both Options must have the same underlying security and expiration month.

Strip is similar to bearish version of the common Long Straddle.

Large profit is attainable with the Strip strategy when the underlying makes a strong move either upwards or
downwards at expiration, with greater gains to be made with a downward move.

Investor view: Bearish on direction but bullish on volatility of the Stock/ Index.
Risk: Limited to net premium paid.

Reward: Unlimited.

Upper breakeven: Strike price + net premium paid.

Lower breakeven: Strike price — (net premium paid/2).

lHlustration

Eg. Nifty is currently trading @ 5500. A Strip can be created by buying Call strike 5500 @ premium of 130
and buying two lots of Puts strike 5500 @ 125 respectively. Net outflow of premium is 380.

Strategy Stock/Index Type Strike Premium
Outflow
Strip NIFTY(Lotsize | Buy CALL | 5500 130
50) (Outflow)
Buy PUT 5500 125*2=250
-2 Lots (Outflow)

The payoff schedule and chart for the above is shown below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5310 or 5880 and risk is limited to a
maximum of 19000 (calculated as Lot Size * net premium paid).

Disclaimer
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L_ong Call Ladder

Long Call Ladder is a strategy that must be devised when the investor is moderately bullish on the market
direction and expects volatility to be less in the market.

A Long Call Ladder strategy is formed by buying “In-the-Money Call Option”, selling one “At-the-Money
Call Option” and one “Out-of-the-Money Call Option”.

A Long Call Ladder is an extension of Bull Call Spread.

The investor will benefit if the underlying Stock/ Index remains between strike prices of the Call options.
Investor view: Neutral on direction and bearish on Stock/ Index volatility.

Risk: Unlimited.

Reward: Limited.

Breakeven: Total strike prices of Short Calls — strike price of Long Call +/- net premium received/ paid.
lHlustration

Eg. Nifty is currently trading @ 5500. Buying Call Option of Nifty having Strike 5400 @ premium 200,

selling Call Option of Nifty having Strike 5500 @ premium 130 and selling Call Option of Nifty having
Strike 5600 @ premium 80 will help investor benefit if Nifty expiry happens between 5400 and 5600.

Strategy Stock/Index | Type Strike Premium
Long Call NIFTY (Lot Buy CALL | 5400 200
Ladder size 50) (Outflow)
Sell CALL | 5500 130
(Inflow)
Sell CALL | 5600 80 (Inflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5710 (since net inflow is ¥ 10). The risk
in such a strategy is unlimited.

In the above illustration there is a net inflow for the investor. If for any case there is a net outflow, there
would be one lower breakeven point. The point will be calculated as (Buy Call Strike price + net premium
paid).

Disclaimer
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_ong Put Ladder

Long Put Ladder is a strategy that must be devised when the investor is moderately bearish on the market
direction and expects volatility to be less in the market.

A Long Put Ladder strategy is formed by buying “In-the-Money Put Option”, selling one *“At-the-Money Put
Option” and one “Out-of-the-Money Put Option”.

A Long Put Ladder is an extension of Bear Put Spread.

The investor will benefit if the underlying Stock/ Index remains between Strike prices of the Put Options.
Investor view: Neutral on direction and bearish on Stock/ Index volatility.

Risk: Unlimited.

Reward: Limited.

Breakeven: Total Strike prices of Short Puts — Strike price of Long Put -/+ net premium received/paid.
lHlustration

Eg. Nifty is currently trading @ 5500. Buying Put Option of Nifty having Strike 5600 @ premium 140,

selling Put Option of Nifty having Strike 5400 @ premium 60 and selling Put Option of Nifty having Strike
5500 @ premium 100 will help investor benefit if Nifty expiry happens between 5400 and 5600.

Strategy | Stock/Index | Type Strike Premium
Long Put | NIFTY(Lot | Sell PUT 5400 60

Ladder size 50) (Inflow)
Sell PUT 5500 100

(Inflow)
Buy PUT | 5600 140

(Outflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5280 (since net inflow is ¥ 20). The risk
in such a strategy is unlimited. In the above illustration there is a net inflow for the investor.

If for any case there is a net outflow, there would be one higher breakeven point. The point will be calculated
as (Buy Put Strike price - net premium paid).

Disclaimer
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Short Call Ladder

Short Call Ladder is a strategy that must be devised when the investor is moderately bullish on the market
direction and expects volatility to be significant in the market.

A Short Call Ladder strategy is formed by selling “In-the-Money” Call Option, buying one “At-the-Money”
Call Option and one “Out-of-the-Money” Call Option.

Maximum gain for the Short Call Ladder strategy is limited if the underlying goes down. Profit is limited to
the net premium received.

However, if the underlying rallies explosively, potential profit is unlimited due to the extra Long Call.
Investor view: Neutral on direction and bullish on Stock/ Index volatility.

Risk: Limited.

Reward: Unlimited.

Breakeven: Total Strike prices of Long Calls - Strike price of Short Call -/+ net premium received/paid.
Illustration

Eg. Nifty is currently trading @ 5500. Selling Call Option of Nifty having Strike 5400 @ premium 200,

buying Call Option of Nifty having Strike 5500 @ premium 130 and buying Call Option of Nifty having
Strike 5600 @ premium 80 will help investor benefit if Nifty expiry happens above 5700.

Strategy Stock/Index | Type Strike Premium
Short Call NIFTY (Lot Sell CALL | 5400 200
Ladder size 50) (Inflow)
Buy CALL | 5500 130
(Outflow)
Buy CALL | 5600 80
(Outflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule
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In the above chart, the breakeven happens the moment Nifty crosses 5710 (since net outflow is ¥ 10). The
reward in such a strategy is unlimited. The risk is limited to 5500 [calculated as (Difference in strike prices +
net premium paid) * Lot Size].

In the above illustration there is a net outflow for the investor. If for any other case there is a net inflow, there
would be one lower breakeven point. The point will be calculated as (Sell Call Strike price + net premium

received).

Disclaimer
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Short Put Ladder

Short Put Ladder is a strategy that must be devised when the investor is neutral to bearish on the market
direction and expects volatility to be significant in the market.

A Short Put Ladder strategy is formed by selling “In-the-Money” Put Option, buying one “At-the-Money’ Put
Option and one “Out-of-the-Money” Put Option.

Maximum gain for the Short Put Ladder strategy is limited if the underlying goes up.

However, if the underlying rallies downwards, potential profit is unlimited due to the extra Long Put.
Investor view: Neutral on direction and bullish on Stock/ Index volatility.

Risk: Limited.

Reward: Unlimited.

Breakeven: Total Strike prices of Long Puts - Strike price of Short Put +/- net premium received/paid.
lHlustration

Eg. Nifty is currently trading @ 5500. Selling Put Option of Nifty having Strike 5600 @ premium 140,

buying Put Option of Nifty having Strike 5400 @ premium 60 and Put Option of Nifty having Strike 5500 @
premium 100 will help investor benefit if Nifty expiry happens below 5300.

Strategy Stock/Index | Type Strike Premium
Short Put NIFTY(Lot | Buy PUT | 5400 60
Ladder size 50) (Outflow)
Buy PUT | 5500 100
(Outflow)
Sell PUT 5600 140
(Inflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5280 (since net outflow is ¥ 20). The
reward in such a strategy is unlimited. The risk is limited to 6000 [calculated as (Difference in strike prices +
net premium paid) * Lot Size].

In the above illustration there is a net outflow for the investor. If for any other case there is a net inflow, there
would be one higher breakeven point. The point will be calculated as (Sell Put Strike price + net premium
received).

Disclaimer
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L_ong Call Butterfly

Long Call Butterfly is a strategy that must be devised when the investor is neutral on the market direction and
expects volatility to be less in the market.

A Long Call Butterfly strategy is formed by selling two At-the-Money Call Options, buying one Out-of-the-
Money Call Option and one In-the-Money Call Option.

A Long Call Butterfly is similar to a Short Straddle except that here the investor’s losses are limited.
The investor will benefit if the underlying Stock/ Index remains at the middle strike at expiration.
Investor view: Neutral on direction and bearish on Stock/ Index volatility.

Risk: Limited to the premium paid.

Reward: Limited.

Lower Breakeven: Strike price of Lower Strike Long Call + net premium paid.

Higher Breakeven: Strike Price of Higher Strike Long Call — net premium paid.

lHlustration

Eg. Nifty is currently trading @ 5500. Buying Call Option of Nifty having Strike 5400 @ premium 200,

Strike 5600 @ premium 80 and selling two lots of Call Option of Nifty having Strike 5500 @ premium 130
will help the investor benefit if Nifty expiry happens at 5500.

Strategy Stock/Index | Type Strike Premium
Long Call NIFTY (Lot Buy CALL | 5400 200
Butterfly size 50) (Outflow)
Sell CALL | 5500 130
— 2 lots (Inflow)
Buy CALL | 5600 80
(Outflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5420 or 5580.

The reward is limited to 4000 [calculated as (Difference in strike prices - net premium paid) * Lot Size].
The risk is limited to 1000 (calculated as Net premium paid * Lot Size).

Note: Similar strategy can be constructed using Put Options as well

Disclaimer
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Short Call Butterfly

Short Call Butterfly is a strategy that must be devised when the investor is neutral on the market direction and
expects volatility to be significant in the market.

A Short Call Butterfly strategy is formed by buying two “At-the-Money Call” Options, selling one “Out-of-
the-Money Call” Option and one “In-the-Money” Call Option.

Compared to Straddle and strangle, this strategy offers very small returns. The risk involved is slightly less as
compared to them.

The investor will benefit if the underlying Stock/ Index finishes on either side of the upper and lower strike
prices at expiration.

Investor view: Neutral on direction and bullish on Stock/ Index volatility.

Risk: Limited to difference between adjacent Strikes — net premium received.

Reward: Limited to the premium received.

Lower breakeven: Strike price of higher Strike Short Call + net premium received.

Higher breakeven: Strike price of Lower Strike Short Call - net premium received.

Ilustration

Eg. Nifty is currently trading @ 5500. Selling Call Option of Nifty having Strike 5400 @ premium 200,

Strike 5600 @ premium 80 and Buying 2 lots of Call Option of Nifty having Strike 5500 @ premium 130 will
help the investor benefit if Nifty on expiry stays below 5400 or above 5600.

Strategy Stock/Index | Type Strike Premium
Short Call NIFTY(Lot Sell CALL | 5400 200
Butterfly size 50) (Inflow)
Buy CALL | 5500 130
— 2 lots (Outflow)
Sell CALL | 5600 80 (Inflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5420 or 5580.

The reward is limited to 1000 (calculated as Net premium received * Lot Size).

The risk is limited to 4000 [calculated as (Difference in strike prices - net premium received) * Lot Size].
Note: Similar strategy can be constructed using Put Options as well

Disclaimer
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L_ong Call Condor

Long Call Condor is a strategy that must be devised when the investor is neutral on the market direction and
expects volatility to be less in the market.

A Long Call Condor strategy is formed by buying Out-of-the-Money Call Option (lower strike), buying In-
the-Money Call Option (lower strike), selling Out-of-the-Money Call Option (higher middle) and selling In-
the-Money Call Option (higher middle). All Call Options must have the same underlying security and
expiration month.

This strategy is very similar to a Long Call Butterfly. The difference is that the sold options have different
strikes. The profit pay off profile is wider than that of the Long Butterfly.

Investor view: Neutral on direction and bearish on Stock/ Index volatility.

Risk: Limited.

Reward: Limited.

Lower breakeven: Lowest Strike + net premium paid.

Higher breakeven: Highest Strike — net premium paid.

Illustration

Eg. Nifty is currently trading @ 5500. Buying Call Option of Nifty having Strike 5300 @ premium 280,

Strike 5700 @ premium 50 and Selling Call Option Strike 5400 @ premium 200, Strike 5600 @ premium 90
will help the investor benefit if Nifty trades between 5400 and 5600.

Strategy Stock/Index | Type Strike Premium
Long Call NIFTY (Lot Buy CALL | 5300 280 (Outflow)
Condor size 50)
Sell CALL | 5400 200 (Inflow)
Sell CALL | 5600 90 (Inflow)
Buy CALL | 5700 50 (Outflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5340 or 5660.

The reward is limited to 3000 [calculated as (Difference in adjacent Sell and Buy Call strike prices - net
premium paid) * Lot Size].

The risk is limited to 2000 (calculated as Net premium paid * Lot Size).

Note: Similar strategy can be constructed using Put Options as well

Disclaimer
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Short Call Condor

Short Call Condor is a strategy that must be devised when the investor is neutral on the market direction and
expects markets to break out of a trading range, but is not sure in which direction.

A Short Call Condor strategy is formed by selling an “Out-of-the-Money” Call Option (lower strike), selling
“In-the-Money” Call Option (lower strike), buying “Out-of-the-Money” Call Option (higher middle) and
buying “In-the-Money” Call Option (higher middle). All Call Options must have the same underlying security
and expiration month.

This strategy is suitable in a volatile market. The maximum profit occurs if the underlying finishes on the
either side of the Upper or Lower Strike prices at expiry.

Investor view: Neutral on direction, but expecting breakout in either direction.

Risk: Limited.

Reward: Limited.

Lower breakeven: Lowest Strike + net premium received

Higher breakeven: Highest Strike - net premium received.

Illustration

Eg. Nifty is currently trading @ 5500. Selling Call Option of Nifty having Strike 5300 @ premium 280,

Strike 5700 @ premium 50 and Buying Call Option Strike 5400 @ premium 200, Strike 5600 @ premium 90
will help investor benefit if Nifty on expiry stays below 5300 or above 5700.

Strategy Stock/Index | Type Strike Premium
Short Call NIFTY (Lot Sell CALL | 5300 280
Condor size 50) (Inflow)
Buy CALL | 5400 200
(Outflow)
Buy CALL | 5600 90 (Outflow)
Sell CALL | 5700 50 (Inflow)

The Payoff Schedule and Chart for the above is below.
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Payoff Schedule Payoff Chart
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In the above chart, the breakeven happens the moment Nifty crosses 5340 or 5660.

The reward is limited to 2000 (calculated as Net premium received * Lot Size).

The risk is limited to 3000 [calculated as (Difference in adjacent Sell and Buy Call strike prices - net premium
received) * Lot Size].

Note: Similar strategy can be constructed using Put Options as well

Disclaimer
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Covered Call

Covered Call is a strategy that is devised when the investor is holding shares in the underlying and feels that
the underlying position is good for “medium to long term” but is moderately bullish on the near term.

In Covered Call, an investor sells a Call Option on a stock he owns. This leads to an inflow of premium for
the investor. The profit increases as the underlying rises, but gets capped after it reaches the Strike price.

If the underlying crosses the Strike price, the Call Option will start making losses and payoff will be capped.
Investor can use this strategy as an income in a neutral market.

Investor view: Neutral to bullish on direction.
Risk: Limited.

Reward: Limited.

Breakeven: Stock Price — premium received.
lHlustration

Eg. Nifty is currently trading @ 5400. Investor has bought one lot of Nifty Futures @ 5300. Covered Call
strategy can be initiated by selling Call Option Strike 5500 @ 50. Investor is not expecting the underlying to

cross 5500.
Strategy | Stock/Index | Type Strike Premium
Covered | NIFTY(Lot Buy 5300 5300*50
Call size 50) Underlying (Outflow)
Sell CALL | 5500 50 (Inflow)

The Payoff Schedule and Chart for the above is below.
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In the above chart, the breakeven happens the moment Nifty crosses 5250.
The reward is limited to 12500 [calculated as (Difference in adjacent Sell Call strike price and Underlying
Buy price - premium received) * Lot Size]. The risk is unlimited.

Disclaimer
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Covered Put

Covered Put is a strategy that is devised when an investor is intending to short shares in the underlying and
feels that the price of an underlying Stock/ Index is going to remain range bound or move down.

In Covered Put, an investor sells a Put Option on a stock he is short on. This leads to an inflow of premium for
the investor. The profit is capped till the underlying remains below the Strike price. If the underlying crosses
the Strike price, the Put Option will start making loss and there could be a chance of unlimited loss.

The investor can use this strategy as an income in a neutral market.

Investor view: Neutral to bearish on direction.

Risk: Unlimited.

Reward: Limited.

Breakeven: Stock price + premium received

lHlustration

Eg. Nifty is currently trading @ 5400. The investor has sold one lot of Nifty Futures @ 5500. Covered Put
strategy can be initiated by selling Put Option Strike 5300 @ 50. Investor is not expecting the underlying to

cross 5300.
Strategy Stock/Index | Type Strike Premium
Covered Put NIFTY (Lot Sell PUT 5300 50
size 50) (Inflow)
Sell 5500 5500*50
Underlying (Inflow)

The Payoff Schedule and Chart for the above is below.

Payoff Schedule Payoff Chart
NIFTY @ Expiry  Net Payoff (3) 15000 -

4900 12500 o000
5000 12500 |
5100 12500 000 .
5200 12500
5300 12500 0 ‘ ‘ ‘ : : : ‘
5400 7500 5100 5200 5300 5400 5500 00 5700 5800
5500 2500 507
5550 0 -10000 -
5600 -2500
5700 -7500 -15000 -
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In the above chart, the breakeven happens the moment Nifty crosses 5250.
The reward is limited to 12500 [calculated as (Difference in adjacent Sell Call strike price and Underlying
Buy price + premium received) * Lot Size]. The risk is unlimited.
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Collar

Collar is a strategy that is devised when an investor is holding shares in the underlying and feels that the
underlying position is good for “medium to long term” but is moderately bullish on the near term.

In Collar, an investor sells a Call option on a stock he owns. The investor also buys a Put Option to insure
against the fall in the price of the underlying. This is a low risk strategy since the Put prevents downside risk.
The profits are also capped on the upside because the Call sold prevents profits when the underlying rallies.
Investor view: Neutral to bullish on direction.

Risk: Limited.

Reward: Limited.

Breakeven: Stock Price — Call premium + Put premium

llustration

Eg. Nifty is currently trading @ 5400. Investor has bought one lot of Nifty Futures @ 5400. Collar can be

initiated by selling Call Option Strike 5500 @ 70 and buying Put Option Strike 5300 @ 50. The investor
benefits if Nifty stays above 5500.

Strategy Stock/Index | Type Strike Premium
Collar NIFTY (Lot Buy PUT | 5300 50
size 50) (Outflow)
Buy 5400 5400*50
Underlying (Outflow)
Sell CALL | 5500 75
(Inflow)

The Payoff Schedule and Chart for the above is below.

Payoff Schedule Payoff Chart
NIFTY @ Expiry Net Payoff (%) 8000 -
4900 -3750
6000 -
5000 -3750
5100 -3750 4000 4
5200 -3750 2000 |
5300 -3750
5375 0 ° 5000 ‘ 5100‘ 5200 ‘ 5300 ‘ 5400 ‘ 5500 ‘ 5600 ‘ 5700 ‘ 5800 ‘
5400 1250 -2000 - /
5500 6250 2000
5600 6250
5700 6250 0000 -
5800 6250
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In the above chart, the breakeven happens the moment Nifty crosses 5375.

The reward is limited to 6250 [calculated as (Difference in adjacent Sell Call strike price and Underlying
Buy price + premium received) * Lot Size].

The risk is limited to 3750 [calculated as (Difference in adjacent Underlying Buy price and Buy Put strike
price - premium received) * Lot Size].

Disclaimer
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Disclaimer:

Issuer of the Document:- HSBC InvestDirect Securities (India) Limited*
Registered Office:-

Dhana Singh Processor Premises

J B Nagar Andheri - Kurla Road

Andheri (East)

Mumbai — 400 059

Telephone: +91 22 6789 7830

Fax: +91 22 6789 7700

Website: www.hsbcinvestdirect.co.in

SEBI Registration No.
NSE SEBI Registration. No. : INB/F 231324238
BSE SEBI Registration No. : INB/F 011328433

Disclosure

HSBC InvestDirect Securities (India) Limited (“HISL”) its associate and group companies its directors associates and employees
may have various positions in any of the stocks securities and financial instruments dealt in this document or may make sale or
purchase or other deals in the securities from time to time or may deal in other securities of the companies / organizations
described in this document.

Certification
The views and opinions expressed by the author in the document are his own and do not reflect the views of HSBC InvestDirect
Securities (India) Limited or any of its associate and group companies.

Disclaimer Clause

The above is for customer information only and does not constitute investment advice or an offer to purchase or subscribe for any
investment. This document is not directed to or intended for display downloading printing reproducing or for distribution to or use
by any person or entity who is a citizen or resident or located in any locality state country or other jurisdiction where such
distribution publication reproduction availability or use would be contrary to law or regulation or would subject HSBC InvestDirect
Securities (India) Limited (HISL) or its associates or group companies to any registration or licensing requirement within such
jurisdiction. If this document is inadvertently sent or has reached any individual in such country the same may be ignored and
brought to the attention of the sender. This document may not be reproduced distributed or published for any purpose without
prior written approval of HISL.

This document is not intended to provide legal accounting or tax advice and should not be relied upon in that regard. Persons
accessing this document are advised to obtain appropriate legal accounting or tax advice where necessary. Financial advice
provided has not been prepared taking into account the particular investment objectives financial situation and needs of any
particular investor. As a result investors using the advice should assess whether it is appropriate in the light of their own individual
circumstances before acting on it.

* Formerly known as IL&FS Investsmart Securities Limited
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