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Amit is a distinguished corporate lawyer with almost two decades of experience
specializing in Banking & Finance, honed at India’s top-tier law firms. He has

studied Law, Business Administration and software programming,

His professional journey, marked by advising domestic and international
financial institutions and private equity firms on complex debt and equity
transactions, has provided him with an unparalleled understanding of various
aspects of finance including capital markets. This extensive legal and financial
expertise, combined with a deep-seated passion for independent research and a
keen analytical mind, fuelled his in-depth study of financial instruments, trading
styles, and investment concepts. It is this unique blend of a corporate lawyer's
precision and a researcher's curiosity that has culminated in his authorship of
this comprehensive book on Futures & Options trading , designed to bridge the

gap between academic theory and practical application.

A prolific writer, Amit has also authored numerous articles on law and

finance for various journals and has authored a book on Letters of Credit and
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this current series of THE INTELLIGENT F&O TRADER wrapped in 3

Volumes. Beyond his legal career, Amit has embraced his entrepreneurial spirit.

As a visionary entrepreneur, Amit has founded a startup called Aineura
where he is driving the development of a unique Generative Al-powered
multilingual platform called FnKnowBot designed to democratize personal
finance knowledge for all people globally.

FnKnowBot is accessible at https://fnknowbot.in and it serves as a
powerful tool for learning everything about all money matters, offering a full
spectrum of financial guidance of practical application in real life —from
investing and trading, F&O & crypto, fundamental & technical analysis to
budgeting, debt management, succession planning and financial report & chart
analysis etc. Through this venture, Amit continues his mission to empower
individuals with the knowledge and tools needed for financial success including

and beyond capital markets.
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DISCLAIMER

This Book on F&O Trading (the “Book”) is intended for informational and
educational purposes only. The information, concepts, strategies, techniques, trading
plans, graphs, charts, data, and risk management advice presented in the Book are
based on the author’s personal learnings, studies, research, experiments and market
experience up until a_few months prior to the publishing of this Book. The author
makes no representation or warranties with respect to the profitability through
F&O trading basis the contents of this book. Therefore, if you wish to apply ideas
and contents contained in this Book, you are taking full responsibility for your
actions. You must consult with a financial advisor before making any investment /

trading decisions based on the contents of the Book.

Trading in Futures and Options involves substantial risk of loss and is not suitable
for all investors/ traders. Past performance is not indicative of future results. The
author do not guarantee any specific outcome or profit from the use of the
information contained in the Book. You should carefully consider whether F&&O
trading is suitable for you in light of your financial condition, risk appetite and

investment / trading objectives.

The Book has been composed basis applicable market norms in F&&O segment of
Indian capital markets, as per the relevant date of writing the book or part of it.
The specific information, data including lot sizes, expiry series, instruments etc.
presented in the Book may undergo change per the actions taken by the regulator
and may be applicable with relevant changes thereto. Readers are advised to seek

updated information from authentic sources / stock exchanges.

The author shall in no event be held liable to any party for any direct, indirect,
punitive, special, incidental or other consequential damages or indemnities arising
directly or indirectly from any use of the material & contents contained in the

Book, which is provided “as is”, and without warranties.






ABOUT THE BOOK

This Book on F&O Trading has been written with the vision of enabling F&O
traders to learn the practical aspects of F&O trading in simple easy-to-
understand language. The Book has been composed basis extensive learnings,
research carried out and real-life F&O trade experiences of the Author.

Objective of the Book is to help shorten the learning curve of the F&O
traders, which in turn would contribute in minimizing their trading losses to a
great extent. We, sincerely, believe that with the learnings contained in separate
Volumes, when practiced over a period of time with discipline and risk
management, many serious learners would eventually evolve as a successful
trader.

The Book has been divided into separate Volumes, for the sake of brevity
and precision.

Volume-I:

This Volume-I caters to explain about all the basic features concerning Futures
and Options as derivative instruments, from trading perspective. Volume-I also
expounds on the varied behavioural aspects of Options, which is the backbone
of trading in Options. Most of the learning material generally available only
confines itself to the academic understanding of Greeks and other Options
influencing factors, but we have endeavoured to take special care to bring forth
the practical understanding about these factors and its significance with respect
to its usage from trading perspective. Volume-I covers unique concepts
pertaining to behavioural aspects of Options. This volume also provides detailed
guidance on the procedural aspect of F&O trading by explaining different order
types, which would enable the trader to effectively initiate and manage trading
positions by employing relevant order types basis the action required in trading.
We have also provided in Volume-I, a detailed Chapter dedicated on trading
rules (which we are calling as ‘Golden Rules of Trading) which will be kind of a
guide for the beginners to set their preparations & expectations right and also a
guidance note for the practicing traders to ensure proper checks & balances while
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trading F&O, and to prepare traders in advance to be mindful of possible

situations, risks and temptations pertaining to trading and a guidance note to

effectively handle such scenarios through proper risk management.

A brief summary of the key topics covered in Volume-I are outlined below:

Introduction to Futures & Options, their meaning and usage in
trading

Key features of F&O like Expiry series and Lot size etc for different
underlying like Indices, Stocks, Commodities & Currency etc.

Important concepts pertaining to both Futures & Options like LTP,
Open Interest, liquidity, volume, bid & ask price and bid & ask
quantity. Long & Short buildup and Unwinding etc.

Important concepts pertaining to Options like Options Chain, ITM-
ATM-OTM, calculation of Intrinsic Value & Time Value, Greeks,
PCR, Maxpain, Max Concentration of Ol etc.

Long & Short in Futures

Long & Short in CE & PE, calculation of Breakeven to determine
profit & loss area

Differences between Long Options & Short Options positions

Options Behaviour (impact of Expiry, momentum & volatility on
Options and other behavioural aspects of Options)

Tradability of premium & discount between Futures & Spot
Tradability of discount in ITMs

Calculation of future price of Options during their lifetime
Procedural aspects of initiating and managing trading positions

Golden rules of trading (Do’s & Don’ts )

Thus, Volume-I contains a full comprehensive learning on all essential

features of F&O from trading perspective, which every trader must know, so as

to be able to trade equipped with thorough knowledge on various factors which

makes an impact on Futures & Options.
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Volume-II:

In Volume-II, we have focussed on creation of hedge and construct of F&O
Strategies, employing different behavioural aspects of Options in order to play a
particular market trend/dynamics. We have also expounded about different
Adjustment techniques that can be considered by traders in the event of trend
reversal adversely impacting their running trades. The Volume-II provides
detailed explanations of about +30 Conventional Strategies (like Straddle,
Strangle, Bull CE Spread, Bear Put Spread etc.) so as to give an insight into the
construct & logic behind these Strategies and possible adjustments which can be

considered for these Strategies.

A brief summary of the key topics covered in the Volume-II are outlined

below:

e Introduction to the concept of hedging and creation of simple hedge
designs & trading Strategies

e Adjustment Concept & different adjustment techniques

e Detailed explanation on +30 Conventional Strategies along with
study on Options behaviour and possible adjustments

Volume III:
Besides Volume I & II, the Volume-lIl specifically deals with detailed

discussions on about +20 Advanced Customised Strategies and about 10 unique
Expiry Day Strategies, which can be used profitably to play different market

situations.

A brief summary of the key topics covered in Volume III are broadly

outlined below:

e Discussing construction of different customised Strategies to play

different market conditions

e Customised naked & hedged Strategies — positional & intraday
trading with risk adjustments

o Detailed explanation on +20 Advanced Customised Strategies along
with study on Options behaviour with possible adjustments, to play

different market conditions
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e Detailed explanation on about unique 10 Expiry Day Strategies, for
intraday play on Expiry Day

Complete Knowledge Pack, useful for all traders across the Globe

All Volumes together make it a comprehensive learning kit on F&O trading. A
beginner obviously must begin with Volume-I and those who are well
acquainted with various aspects of F&O (as briefly outlined for Volume-I above)
may explore to armour themselves with the various hedge designs, adjustment
techniques, various Strategies & trading rules, all encapsuled under subsequent
Volumes.

While this Book makes reference of Indian Indices and F&O instruments,
however, the fact of the matter is that all the learnings, concepts, techniques and
Strategies discussed in the Book can be adopted and implemented by a F&O trader
anywhere in the Globe wherever European Options are traded. Thus, this Book can
very well be used by traders across the Globe for their learning purposes and enbancing
their knowledge base.

Must have Knowledge Pack by every trader:

We sincerely believe that this learning kit with all 3 Volumes must be available
with every trader, not just for their learning needs but also as a reference
material for referring to varied concepts. The Book has been composed basis
applicable market norms, in F&O segment of Indian capital markets, few

months before the publication of this volume.

We hope you will enjoy & cherish the learnings contained in the Book, and
that it will contribute to shorten the learning curve and help you to build a
successful trading career.

Wishing you success,

With Best Wishes & Compliments,

Amit

Happy Learning !



Case For F&O Trading: Why F&O
Trading?

In the context of F&O trading, the most basic and utmost significant questions
which need to be addressed is: why should someone consider F&O trading?
Entertaining the thought of considering F&O trading as a career option, appears
to be even more dreadful, especially because the success rate in F&O trading in
India (from profitability perspective) is less than 10%. Therefore, such hard facts
about F&O trading, would obviously make someone ponder, if exploring F&O

trading is worth giving it the time, money & attention it demands ?

Most of us are aware that F&O trading is a very risky proposition, a zero
sum game ! However, before it is discarded outrightly (on the aforesaid ground),
I strongly feel that it merits outlining the undisputed advantages it contains,
which are obviously the points of attractions for retail traders (causing many to
flock towards it without putting the checks & balances in place before taking
plunge into F&O trading).

Advantages of F&O Trading:
To talk about the merits of F&O trading, the following brief pointers, would

suffice in order to appreciate the advantages it offers as one of the straight-

forward clean ways in which BIG MONEY can be made:

o F&O trading (unlike investing, which is dependent on bull market)
can help a trader to make money in all kinds of market situations,
whether bull, bear or sideways. So, a F&O trader is never out of
market.

e Investment portfolios can take a huge hit due to several adverse
market conditions, viz geopolitics, wars, inflation & recession, domestic
issues, scams, non-compliances & irregularities and so on and on.
However, F&O trading is not deeply or permanently impacted on

account of such situations, infact such opportunities offers a great deal
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of opportunities to smart traders to make killing profits (sometimes

even with very low capital).

F&O trading can be done with a bare minimum requirement of a
computer, and a reasonable capital amount, which can be done from
anywhere (with internet access) anytime. However, all other business
ventures or employment opportunities needs adherence to a time
schedule or a fixed place of operation and most of the business
ventures would require huge expenses (both one-time and recurring
expenses on various factors viz manpower, machinery, office space etc)
and cash reserves for operations until breakeven. Thus, F&O trading
offers an opportunity to start-off with reasonably okay capital, least of

infra requirement with anytime-anywhere operational flexibility.

Most of the employment and business opportunities remain subject
to various out-of-control factors (viz. pandemic, recession, wars,
geopolitics, health issues, demand & supply factors, dearth of material,
pricing issues, change of technology or style, job loss, competition etc).
However, F&O trading is an ongoing thing in most of the situations,
as markets apparently seems to be the last of the things to close down
(ofcourse, in case of extreme situations like war etc.) and keeps offering
opportunities to a trader to keep making money in ever-changing/

evolving situations.

No formal education is needed to start-off with trading. A drop-out
or somebody not inclined towards academics or somebody with below
average resources can also take up F&O trading as an option for

regular income or wealth creation.

The stock market offers to all retail F&O traders equal opportunities;
there is no discrimination (on any ground whatsoever amongst the
retailers), politics, groupism, favouritism, bossing-over, peer pressure,
exploitation, unreasonable target pressure, performance pressure,
unfair compensation package etc, which an employee may have to
face during the course of his career pursuit at some time or the other,

are completely absent in this method of money making,

F&O trading, probably, is one of the few ways which offers clean
opportunities to make BIG Money in quickest time even with low
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capital. While, on the other hand, in most of the employment-
oriented careers, the compensation structure is barely able to provide
even saving opportunities (post taxation & inflation); thus, financial
freedom or wealth creation is certainly impossible through most of

the employment-oriented careers.

e Money making through F&O trading has no retirement age. Even
people who are differently abled or those who are unable to pursue
otherwise lucrative career options due to any kind of ailments (even
if bed-ridden), can also opt for this method of income generation, not
just for earning their livelihood but for wealth creation.

e Starting a business venture or embarking on an entrepreneurial
journey itself may be a risky proposition, requiring lot of hard work,
R&D, investing good amount of time & money. Inspite of having a
good idea, the success of a business plan may still be dependent on a
lot of factors (which may or may not be within the control of a
person). However, success in F&O trading seems achievable with
proper learning, knowledge, skill development, practice, discipline
and risk management. Thus, success in F&O trading is dependent on

self-evolution & learning !

Today, owing to the fact that information is readily available, we know of
few names who have made huge money from trading F&O, and are regularly
making BIG Money consistently through F&O trading. Cherry-on-the-cake is
that these names have made fortune for themselves through trading in F&O,
inspite of starting from a very humble background or even with low capital or
without pursuing any formal studies in finance / capital markets. These success
stories offers a great deal of confidence that the much-longed for financial
freedom by the mid-income group and the desire to live-their-dream by the
retailers can certainly be fulfilled through F&O trading !

Success mantra in F&O Trading:

The aforesaid base case, clearly establishes that F&O trading has huge advantages
over conventional employment-based careers or business pursuits, and also
seems to offer great opportunity for wealth creation and can therefore be

considered as a full-time career. Having said this, we must remember that the
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success rate in India is less than 10% in the space of F&O trading. So how can
an average person achieve his financial goal through F&O trading ?

The answer for the said question can be derived by evaluating the success
stories of F&O traders who have made for themselves a fortune from F&O
trading. The commonalities in most of these success stories boils down to the
fact that: undoubtedly, F&O trading is a complex subject, but silver lining is
that it can be learnt by any average person (even by those who do not have any
finance or maths background). Acquiring relevant knowledge about F&O
concepts & trading, which is practically required, is the first step towards
exploring F&O trading as a source of income or financial freedom.

This learning about practically relevant aspects of F&O trading,
unfortunately, is not very widely available. Most of the learning materials on
F&O are academic knowledge driven — which is a big drawback, as the
practically relevant matters relating to F&O trading gets lost like a needle in a
hay stack. Moreover, such materials are presented in a manner as if only the
finance wizards are suitable for learning F&O concepts and no one else. Thus,
learners find it extremely difficult to be able to start making sense of what is

being explained in such materials.

The speciality of this Book:

It is our sincere endeavour to present to the keen learners, a learning material
which is comprehensive, in easy-to-understand simple language, and focussing
only on practically relevant aspects of F&O trading, explaining them with real
case studies and examples. With this vision, this book on F&O Trading has
been composed, split in more than one Volume, for the sake of brevity and
precision.

While, learning about practically relevant aspects of F&O trading is
certainly the first step; but to evolve as a successful F&O trader is a process which
will require besides acquiring knowledge (both about F&O & Technical
Analysis), skill development which comes with practice, developing trading
psychology, inculcating discipline & following risk management. Knowledge
can be acquired but all other aspects which are required to eventually evolve as
a successful trader, will have to be developed by a learner by own self by keen

observation, evaluation, discipline, patience & exercising restraint.
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No ShOI‘t—Cth to Success:

To be successful in any discipline of life, one needs to persevere, devote time,
attention and resource; and the same applies to F&O trading as well.

In the present times, with advent and advancement in Al (artificial
intelligence), people misunderstand that through Al or algorithm trading, one
can by-pass the need for learning relevant aspects and concepts relating to F&O
trading. This is absolutely incorrect and the truth is that one can neither
randomly employ any Al tool for their learnings (even Chat-GPT gives wrong
responses in relation to F&O trading related queries), nor can someone safely
rely on algo set-ups for all their trading needs. It is therefore an absolute
requirement to walk that extra mile for learning F&O concepts & trading in a
structured manner by devoting time and being patient, than to opt for

dangerously unreliable short-cuts.

Infact, appropriate knowledge about F&O concepts, techniques and
Strategies can even help a trader to build their own algorithms using Al tools
for coding algos; rather than considering Al trading tools or algos as a
substitute for learning. Ultimately, success in the trading career lies in the time-
tested approach of taking small steps of learning, one at a time, and making
gradual progression in this trading career and evolving as a knowledgeable self-

reliant trader; and definitely not through random hit & try approach.

While, the journey of becoming a successful F&O trader may not be very
easy, but we know that it is not invincible, it can be learnt by people from all
walks of life, has undisputed advantages over conventional employment-oriented
career or business ventures and last but not the least - the reward in F&O
trading, if done properly, has no limits (as can be deduced from genuine success

stories) !

Powerful Knowledge Pack:

This book on F&O Trading (with its other Volumes) is an attempt to help retail
traders to shorten their learning curve in knowing about F&O concepts as one
ought to know, in order to eventually evolve as a successful trader. Concepts
about F&O, which are practically relevant from trading perspective, and various
unique concepts, techniques and Strategies pertaining to F&O trading, have

been carefully crafted and incorporated in separate Volumes.
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We sincerely hope and desire that the learnings that this Book contains will
be instrumental in shaping your trading career and fast-forward you towards

achieving your financial goals.

A brief summary of what all is covered in the Book, is already discussed

earlier.
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Chapter — 1

F&O Trading

Construction of Hedge & Strategies

In Volume — I, we have covered in detail the most important basic aspects of
F&O trading, which are: (i) Basic features of the Futures and Options; (ii)
Calculations pertaining to FNO trading positions; (iii) Options behaviour; (iv)
Significance of Long & Short in Options; (v) procedural aspects of initiating
different order types as per the trading requirements; and (vi) Golden rules of

trading, as a guidance note on risk management procedures, etc.

The basic features of the Futures and Options instruments, various
calculations pertaining to FNO trading positions, different behavioural aspects
of Options and relevance of Long & Short in F&O instruments, forms the
backbone of all the hedges and F&O trades that we will discuss in this and
subsequent Chapters in this Volume II of the Book. Various important aspects
pertaining to F&O instruments and F&O trading, covered in Volume I, will
be used as the building blocks for designing and decoding various Strategies
and Adjustment techniques relevant for trading F&O instruments, discussed
in this Volume II.

We now kick-off discussions on Volume 11, with this Chapter. This first
Chapter of Volume II, is focussed on the parameters and approach to be factored
in order to play different market dynamics through F&O instruments. Here, we
will also understand about the various factors which play a very important role
in constructing a particular hedge design / Strategy employing F&O. A sound
understanding of the basic building block, to design a Strategy, will help us
appreciate many Conventional Strategies which are still very useful and will also
be able to put our own thoughts to carve out a suitable Customised hedge design

in order to play a particular market dynamic.

Let us begin !
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STEPS INVOLVED IN F&O TRADING

Trading in F&O, requires beforechand planning and identification of the

following factors:
1) Trend / view on the underlying
2) Decision to execute a Hedged trade or a naked trade
3) Implementation of most suitable Strategy to play the Trend
4) Adjustment of the trade, if view goes wrong

These four factors must be thoroughly analysed and planned by a smart
trader. If a trader understands how F&O instruments play out and various
factors concerning them, then he will be able deploy right instrument or mix of
instruments and design a suitable Strategy to play out his view on the underlying
and would also know how to wriggle his way out if the trade does not go as per

plan by making suitable adjustments to his trade.

Our discussion on these important aspects in this Chapter, narrates the
thought process which will help in selection / designing of a suitable Strategy
and the next Chapter is focussed on making suitable adjustments to curtail the
potential loss that arise on the trade (if the view goes wrong). These factors
basically empowers a trader to plan what he should play, how he should play and

how best he can mitigate the loss.

TREND IDENTIFICATION / VIEW ON THE
UNDERLYING

Let us discuss about each of the first three important factors in this Chapter; and

we will focus on the fourth factor on Adjustments in the next Chapter.

Before, we decide on whether to Long or Short an Option or which
particular Strategy to deploy, we need to be clear about our view on the
underlying. Therefore, basis the technical analysis, generally speaking, we may
have any of the following views on the underlying we wish to play out by trading

in Options/ FNO instrument pertaining to that underlying:
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e  Bullish

e  Mildly Bullish

e  Bearish

e  Mildly Bearish

e  Rangebound / sideways (with narrow range)
e  Rangebound / sideways (with wide range)

e  Non-directional (may either breakout or breakdown from the

range)

DECISION TO INITIATE NAKED OR HEDGED
TRADES

Here we are not expounding about the technical analysis to determine the trend.
A trader must have proper understanding about determining the trend, as this is

the first step of trading.

After first step of identification of the trend is done, the next logical step
will be whether we should play out the trend with a naked position or a hedged
position/Strategy. The concept of a naked position or a hedged position, is

discussed below.

Naked Positions in F&O:

When basis our view on the underlying, we may consider to initiate our single
position to play out the view/ trend. When a trend is played out through Long
or Short position by employing single F&O instruments or instruments
favouring the direction of the trend, then such positions are referred to as naked

positions/ Strategies.

For example, the aforementioned trends can be played out by initiating
Long or Short in single F&O instruments or through instruments favouring the

direction of the trend, in the following manner:
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Sl Trend / view on the underlying Naked F&O position(s)
No.

1 Bullish CE Long; or

Futures Long

2 Mildly Bullish PE Short; or

Futures Long

3 Bearish PE Long; or

Futures Short

4 Mildly Bearish CE Short; or

Futures Short

5 Rangebound / sideways CE Short & PE Short

6 Non-directional CE Long & PE Long

(may either breakout or
breakdown from the range)

Construction of Hedged Strategies:

When a trader decides to play cautiously and initiates a position to play his view
on the underlying as the main position through F&O instruments favouring the
direction of the trend (referred to as the primary leg), but also adds to this naked
primary leg position a counter position with a opposite view to the primary leg
(i.e. through F&O instruments in the opposite direction of the trend), then this
counter position is referred to as the hedged leg. This counter position or hedged
leg is added to the primary leg, with an understanding that if the technical
analysis about the trend goes wrong or there occurs some unplanned
developments which goes against / opposite to the trend being played out
through primary leg, then the hedged leg will help mitigate the losses that might
occur on the primary leg. Thus, the significance of hedged leg is to cover for
losses to some extent, that may occur on the primary leg when the main position

(initiated to follow the trend / view on the underlying) goes wrong.

Therefore, generally, when a particular view on the underlying is played

out through a primary leg and also another leg is also simultaneously initiated to
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counter the primary leg in order to mitigate the potential losses on the primary
leg, then such trades are referred to as hedged positions/ Strategies. In a hedged
trade/ Strategy, the hedged leg is added to the primary leg with a conscious
understanding that if the primary leg goes as per plan i.e. as expected per
technical analysis, then the hedged position (being opposite to the primary leg)
would yield loss and therefore would cut some profit from the primary leg. But
inspite of this loss of profit in the primary leg caused by the hedged leg in the
event of a successful trade, it is advisable to initiate a trade as a hedged trade and
not a naked trade, because from trading perspective it is better to make some
profit than to book a loss, as these small-small profits make a compounding
effect in overall profitability. Moreover, the hedged trade, besides covering for
risk, also helps to reduce the margin on the main position thereby enabling the

trader to increase their trading volume.

In the above example of naked positions, these can be converted to a hedged

position by simultaneously executing a counter position as a hedged leg, such as:

SL Trend / view on the Primary Leg (Naked Hedged Leg
No. underlying F&O position) (ot sttt
1 Bullish CE Long CE Short
Futures Long PE Long
2 Mildly Bullish PE Short PE Long
Futures Long CE Short
3 Bearish PE Long PE Short
Futures Short CE Long
4 Mildly Bearish CE Short CE Long
Futures Short PE Short
5 Rangebound / CE Short PE Short
sideways
CE Short & PE Shorc | CE Long & PE Long
6 Non-directional CE Long PE Long
(may either breakout |CE Long & PE Long  |CE Short & PE Short
or breakdown from
the range)
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Further, in certain kind of market situations, such hedged Strategies may
also be designed or employed, which may be targeted to yield profit on both the
primary leg (due to successful trend identification) as well as on the hedged leg.
Thus, in these Strategies, depending on specific market conditions, the hedged
leg is simultaneously initiated (or sometimes added later upon further
confirmation of the trend) in order to not only mitigate the loss that may arise
on the primary leg if the trend does not go as expected, but also to yield profit
even if the primary leg does not yield any loss and plays out the trend as expected.

Thus, the hedged leg is primarily initiated / added to the naked position,
to mitigate the loss (if the trend does not play out as expected). But sometimes,
depending on the view on the underlying, the hedged leg is initiated / added
to the naked position also because the trend may appear to be such that: not
only when the primary leg would yield loss that the hedged leg would yield
profit, but even if the trend is played out well by the primary naked leg
generating profit, the hedged leg may also likely yield profit. For example: a
mild bullish view through Call Ratio Spread. We will discuss different Strategies

in details in subsequent Chapters.

It can be concluded that the hedged positions/ Strategies are safer from
the perspective of overall loss and also require less capital for implementation

i.e. lower margin requirement.

Now, let us also understand how profit & loss situation gets balanced out

in a hedged position/ Strategy.

Profit & Loss Scenario in Hedged Strategies:

As mentioned above, the primary leg is initiated as our main position basis our
view / technical analysis. Hedged leg is added to the primary leg mainly in order
to cover for losses that may occur in the primary leg if our view concerning our
main position goes wrong. Thus, if our main position goes as per our view, then
the primary leg generates profit but the hedged leg generates loss. But if our main
position does not go as per our view, then the primary leg generates loss but the

hedged leg generates profit.
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Thus, in any hedged position / Strategy, the basic intention is that the
following balance is maintained between the primary leg and hedged leg of a
given hedged Strategy:

e when the main position goes as per plan, then the primary leg
generates more profit than the loss generated in the hedged leg,
thereby the hedged strategy/position generates net profit; and

e when the main position does not go as per plan, then the primary leg
generates a loss but the hedged leg should generate some reasonable
profit such that the net loss in the hedged strategy/position is

reasonably contained.

Therefore, the hedged leg must be such that it should not eat the profit
generated by the primary leg, yet at the same time must be able to generate

suitable profit to reasonably absorb the loss in the primary leg.

This aforesaid balance between the primary leg and the hedged leg of a
hedged position/ Strategy is primarily maintained in case of Options, through
selection of Options pertaining to: relevant Strike level(s) and of a given closer
or farther Expiry series. The relevance of the Strike selection of a specific Expiry
series of Options, in case of hedged Strategies/ positions involving Options, is

explained below.

Strike Selection for Options Strategies:

Strike level of Options, are most important, for the purpose of designing a
suitable hedged Strategy/ position in order to maintain pre-calculated suitable
profit & loss balance in the Strategy. This is because each Strike level in the
Options Chain offer two most critical piece of information, basis which a hedged

position/ Strategy must be planned. These are:
(a) Delta values of Strike levels

(b) Premium / LTP of the Options at different Strike levels and

Expiry series
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These two important factors, which has a direct relevance for deciding the

primary leg and/or the hedged leg for any given Options Strategy, are discussed

below.

Delta Values in Options Strategies:

The Options Chain, provided by the stock brokers on their trading terminal’,
gives the Delta values for each of the CE & PE Options (for single Lot basis). A
good understanding about Delta values and their interplay helps a trader to plan

a better trading position or design a robust Strategy. Few most important factors

regarding the Delta value of Options, which every trader must borne in mind

while designing a hedged Options Strategy, are mentioned below:

On CE & PE sides: deep OTMs to ATM, Delta value progressively
increases from 0 to 0.5. Further, from ATM towards deep ITMs, the
Delta value progressively increases from 0.5 at ATM to 1. Delta value
of both CE & PE ATM Strike is 0.5.

In the Options Chain, for the CE side: the Delta values are +ve as it
denotes proportional relationship of rise/fall in the LTP of CE
Options with the movement of the underlying, i.e. if the underlying
moves up, the CE Options’ LTP moves up; and if the underlying
moves down, the CE Options’ LTP moves down. On the contrary,
in the Options Chain, for the PE side: the Delta values are -ve as it
denotes inversely proportional relationship of rise/fall in the LTP of
PE Options with the movement of the underlying, i.c. if the
underlying moves up, the PE Options’ LTP moves down; and if the
underlying moves down, the PE Options” LTP moves up.

On CE & PE OTM sides: Both Delta value and Theta value
progressively decreases from ATM towards deep OTM.

' May be for some subscription charges. Greek values for various Options are also provided by

certain Options analytical softwares.
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On CE & PE ITM sides: Delta values progressively increases from
ATM towards deep ITM; whereas Theta value progressively decreases
from ATM towards deep [TM.

Delta values of CE OTMs somewhat matches with those of the PE
OTMs. Also, Delta values of CE ITMs somewhat matches with those
of the PE I'TMs.

On CE side, lower Strike has more Delta value and more Premium;
and higher strike has lower Delta and lower Premium. On the
contrary, for the PE side, higher Strike has more Delta value and more

Premium; and lower strike has lower Delta and lower Premium.

A given CE OTM having similar Delta value as that of any PE OTM,
are likely to have somewhat similar LTPs (or vice-versa). Also, any
given CE I'TM having similar Delta value as that of any PE ITM, are

likely to have somewhat similar LTPs (or vice-versa).
Futures have a Delta of 1.

Deep ITM Options (both CE & PE) have almost 100% Intrinsic
Value has a Delta value close to 1, and thus behaves like Futures.

Each Strike has a CE and a PE Option, and their aggregate Delta
value is always 1. Therefore, if at same Strike one side Option is on
Long and another side Option on Short, then such position will have

a Delta value of 1, and thus behaves like Futures.

For ITM Options (both CE & PE), the Delta value of same strike
ITMs decreases as we move from closer Expiry series towards farther
Expiry series. On the contrary, for OTM Options (both CE & PE),
the Delta value of same Strike OTMs increases as we move from

closer Expiry series towards farther Expiry series.

Delta effect on a Strategy/ hedged position depends upon the
aggregate Delta value in the primary leg and the hedged leg. Delta
values gets added up depending upon the number of Lots used to
create a position, i.e. for example: if in a hedged Strategy, the primary

leg has 3 Lots Options of a given Strike and the hedged leg is initiated
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with 6 Lots of Options on a different Strike, then the final Delta effect
on this Strategy, will be determined basis the aggregate Delta value
on the primary leg (i.e. Delta value for 1 Lot x 3) and the aggregate
Delta value in the hedged leg (i.e. Delta value for 1 Lot x 6).

CE Long and PE Short has a +ve Delta which denotes that if the
underlying moves up, the CE Long and PE Short yields profit. While,
CE Short and PE Long has a -ve Delta which denotes that if the
underlying moves down, the CE Short and PE Long yields profit.
Thus, in a hedged Strategy, if the net Delta value (i.c. aggregate Delta
value of primary leg — aggregate Delta value of hedged leg) is +ve then
the Strategy is tilted towards bullish side and will generate profit if the
underlying moves higher; and if the net Delta value of the Strategy is
-ve then the Strategy will yield profit if the underlying will slide down.

Accordingly, a bullish Strategy can be designed with more aggregate
+ve Delta on the Strategy than the aggregate -ve Delta. Likewise, a
bearish Strategy can be designed with more aggregate -ve Delta than
the aggregate +ve Delta. And a neutral strategy would involve Options

with same / similar Delta values.

When the Options position keep advancing in the money, the effect
of climbing higher Delta ladder causes rise in the Premium up in a
compounding manner as the position keeps moving deeper in the
money drifting from higher Delta levels to even higher Delta levels.
In such case, the Premium of the Options position increases at a
higher rate with every move to a higher Delta level than the previous
rate (due to current higher Delta value than that of the previous lower
level). However, when the Options position keep advancing out of
the money, the effect of coming down from the Delta ladder (i.c. from
higher Delta level to lower level) causes lesser and lesser fall in the
Premium as the position keeps moving deeper out of the money
drifting from higher Delta levels to lower and then even lower Delta
levels. In such case, the Premium of the Options position decreases at

a reduced rate with every move to a lower Delta level than the
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previous rate (due to current lower Delta value than that of the

previous higher level to next lower level).

e  On Expiry day, all Options loose the Time Value comprised in the
Premium. Accordingly, on Expiry day, Delta values of all OTMs
starts to exceedingly reduce to become zero by the end of the Expiry
(from deep OTMs towards ATM); and the Delta values of all ITMs
tend to become 1 by the close of the Expiry (from deep ITMs towards
ATM). Thus, by mid-day on Expiry, even very near ITMs get on to
the Delta value of 1 and thereby starts behaving like Futures.

Options behaviour, such as above, helps a trader to design a suitable
hedged position depending upon his view on the underlying. The aforesaid
information can be used to maintain a specific distance / tilt on the bullish side
or the bearish side in a given Strategy at the time of initiating the positions; or
to maintain a non-directional neutral Strategy by having Options of same
Delta values for the primary leg and the hedged leg of the Strategy. The Delta
values would help ensure the change in the Premium values of the Options at
the primary leg and the hedged leg, in response to both, the favourable and
unfavourable movement in the underlying. Thus, the bullish/ bearish tilt or
neutrality in the Strategy is ensured by choosing appropriate Strike levels with
the requisite Delta values and maintaining a proper difference in the Delta
values between the primary leg and the hedged leg of the Strategy at the time

of initiating the positions/ Strategy.

Now let us discuss and understand the importance of Strike levels for a

suitable hedge design, from the perspective of their Premium.

Premium of Options in different Strikes & Expiry:

The Options Chain provides the LTP/ premium value of each of the CE and
PE Options at each Strike level on almost real time basis. Certain important
aspects pertaining to the Premium of Options, which must be borne in mind,

while designing a Strategy are summarised below:

e On CE & PE sides: the Premium progressively increases from deep
OTMs towards deep I'TMs.
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On CE side: lower Strike has more Premium and more Delta value;

and higher strike has lower Premium and lower Delta.

On the PE side, higher Strike has more Premium more and Delta

value; and the lower strike has lower Premium and lower Delta.

Premium of CE OTMs somewhat matches with those of the PE
OTMs. Also, Premium of CE ITMs somewhat matches with those of
the PE ITMs.

A given CE OTM having similar Premium value as that of any PE
OTM, are likely to have somewhat similar Delta value (or vice-versa).
Also, any given CE I'TM having similar Premium value as that of any
PE ITM, are likely to have somewhat similar Delta value (or

vice-versa).

All OTMs and ATMs (both CEs & PEs) only have Time Value in
their Premium/ LTP.

Only ITMs (both CEs & PEs) have Intrinsic Value in their Premium/
LTP. For both CEs & PEs, from ATM towards deep ITM, the
Intrinsic Value component in the Premium/LTP of ITMs keeps
increasing and the Time Value keeps decreasing. Deepest ITMs have
only Intrinsic Value and no Time Value. Such deepest ITMs have a
Delta value of 1 and behave like Futures.

Options’ Premium follows the Futures’s LTP of the relevant
underlying until Expiry and on the Expiry day the Options starts
following the Spot value of the underlying.

With each passing day towards the Expiry of the Options, the Time
Value of all the Options undergo decay on account of time decay/
Theta effect.

On Expiry of the relevant Options, Time Value in all the Options
become zero. Consequently, on Expiry, both ATMs and all OTMs
expire worthless as their Premium has 100% Time Value; while the

ITM:s are left with the final LTP equal to their Intrinsic Value.
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On Expiry, the ITMs would have final Premium left equal to their
Intrinsic Value. Since, on Expiry day, Intrinsic value of ITMs is the
difference between the Spot value of the underlying (or the ATM
Strike on Expiry) and the Strike value of the relevant ITM, therefore,
in effect the Premium of each of the ITM Options would be the
distance between the ITM Strike and the ATM. For example: the
Premium of an ITM which is 7" Strike from ATM of BankNifty
Options would be 700 (because distance between each Strike in the
BankNifty Options Chain is in multiples of 100); and the Premium of
an ITM which is 7* Strike from ATM of Nifty Options would be
350 (because distance between each Strike in the Nifty Options Chain is
in multiples of 50). However, the final Premium value of ITMs,
sometimes, may not exactly be the same as the distance between their
Strike and the ATM, due to final effects of rise / drop in Volatility
thereby closing marginally higher or lower than the actual difference
between the ITM Strike and the ATM.

Time decay which erodes the Time Value of Options, becomes fast

and Theta value increases as the Expiry draws near.

On Expiry day, the Premium value of all OTMs starts to exceedingly
reduce to become zero by the end of the Expiry from deep OTMs
towards ATM; and the Premium value of all I'TMs tend to get
reduced to their Intrinsic Value from deep ITMs towards ATM.
Thus, by mid-day on Expiry, even very near I'TMs have their
Premium value almost close to their Intrinsic Value (which starts

behaving like Futures, as such ITMs have their Delta value of 1).

Premium of same Strike Options, from closer to farther Expiry series,
increases. Theta value is higher in closer Expiry series than farther

Expiry series.

Long Options (buying CE or PE) involves payment of Premium, thus
it is a debit position. Short Options (selling CE or PE) involves

receiving credit of Premium, thus it is a credit position.
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Long Options should be preferably initiated on farther Expiry series
(with lower Theta value) for a long holding period; and Short Options
should be initiated on closer Expiry series (with higher Theta value)
for a shorter holding period.

When the underlying moves higher, Premium of CE Options rises;
and that of the PE Options fall. However, when the underlying moves
lower, Premium of CE Options falls; and that of the PE Options rises.
Higher the momentum in the underlying upwardly, higher the CE
Options’ Premium may rise (like 300% or 400% etc.), but the
Premium of the PEs can fall as much as 100%. Likewise, higher the
momentum in the underlying downwardly, higher the PE Options’
Premium may rise (like 300% or 400% etc.), but the Premium of the
CE:s can fall as much as 100%.

Long Options may have unlimited reward if the trend is favourable
and with momentum; but would have a maximum loss limited to the
extent of Premium paid on them. While, Short Options may have
unlimited risk potential if the trend is unfavourable with momentum;
but would have a maximum profit limited to the extent of Premium

credit received on them.

Rise in Volatility causes rise in the Premium or keeps the Premium
value from falling much. This is because the rise in Volatility causes
expansion in the Time Value comprised in the Premium. Fall in
Volatility causes drop in the Premium or keeps the Premium value
from rising much. This is because the fall in Volatility causes

contraction in the Time Value comprised in the Premium.

Impact of momentum and volatility is felt in the Most Impacted
Radius Zone in the Options Chain, which is mainly concentrated
upto a few Strikes around ATM particularly towards OTM. Options
at the Strike levels outside the Most Impacted Radius Zone may not
get much or negligibly impacted with the momentum / Volatility.

During low Volatility periods, for Short Options positions, closer

Expiry series may not offer suitable Premium credit. Therefore, in
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such cases, subject to market condition, farther Expiry series Strike
levels may be considered for Shorting to play movement in the
underlying (which may not be necessarily suitable to play Theta
decay, as Theta value would be lower in farther Expiry).

Since Long Options are debit positions, from Expiry perspective, the
underlying must cross-over the Breakeven Strike of the Long Options.
Breakeven Strike of CE Long position is: CE Strike + Premium paid.
Breakeven Strike of PE Long position is: PE Strike - Premium paid.
If by Expiry, the underlying does not cross the Breakeven Strike then
the entire Premium paid is a loss. Thus, in Long Options, from Expiry

perspective, profit begins after crossing the Breakeven Strike.

Since Short Options are credit positions, from Expiry perspective, the
underlying must not cross-over the Breakeven Strike of the Short
Options. Breakeven Strike of CE Short position is: CE Strike +
Premium credit. Breakeven Strike of PE Short position is: PE Strike
— Premium credit. If by Expiry, the underlying does not cross the
Breakeven Strike then the Short Options position yields profit.
However, if by Expiry, the Short Options position crosses beyond the
Breakeven Strike then the Short Options position may suffer

unlimited loss.

In Long Options, the Premium rises (thus generating profit) as the
Long Strike keeps moving in the money (in which case it moves up
the Delta ladder). In Short Options, the Premium falls (thus
generating profit) as the Short Strike keeps moving out of the money

(in which case it moves down the Delta ladder).

When the Options position keep advancing in the money, the
Premium of the Options rises up in a compounding manner i.e. the
Premium of the Options position increases at a higher rate with every
move in to the money (due to the Strike getting drifted in to the
money from current higher Delta value than that of the previous
level). However, when the Options position keep advancing out of
the money, the Premium of the Options falls at a reduced rate than

the previous rate with every move out of the money (due to the Strike
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getting drifted further out of the money from current lower Delta

value to even lower next Delta level).

Using the aforesaid information, a trader can plan to design his Strategy

by selecting appropriate Strike levels at which primary legs and hedged legs

may be initiated, in order to play out a particular market condition by creating

a net debit or credit Strategy. Net Debit and Net Credit hedged positions are

discussed below.

Net Debit Hedged Strategies:

If a trader plans to play a strong momentous move in the underlying, he may

opt to play such momentum through a net debit Strategy by having Long

Options with higher aggregate Premium and Short Options with lesser aggregate

Premium. Higher aggregate Premium can be achieved:

by having higher number of Long Options than Short Options, such
that the aggregate Premium of Long Options leg is higher than the

aggregate Premium on Short Options leg; or

by initiating equal number Long Option at higher Premium Strike
(i.e. lower Strike for CEs and higher Strike for PEs) and equal number
of Short Options initiated at lower Premium Strike (i.e. higher Strike
for CEs and lower Strike for PEs); or

by initiating equal number Long Option at farther Expiry series
Options (which have higher Premium value for same Strike Options)
and equal number of Short Options initiated at closer Expiry series

(which have lower Premium value for same Strike Options)

In the Net Debit hedged positions, a trader can pre-calculate the Breakeven

Strike, risk & reward in the Strategy and plan his positions accordingly.

Net Credit Hedged Strategies:

If a trader wishes to play a mild directional move or a sideways movement of the

underlying, then he may opt to design a suitable credit Strategy by having Short
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Options with higher aggregate Premium and Long Options with lesser aggregate

Premium. Higher aggregate Premium can be achieved:

e by having higher number of Short Options than Long Options, such
that the aggregate Premium of Short Options leg is higher than the

aggregate Premium on Long Options leg; or

e by inidating equal number Short Option at higher Premium Strike
(i.e. lower Strike for CEs and higher Strike for PEs) and equal number
of Long Options initiated at lower Premium Strike (i.e. higher Strike
for CEs and lower Strike for PEs); or

e by initiating equal number Short Option at farther Expiry series
Options (which have higher Premium value for same Strike Options)
and equal number of Long Options initiated at closer Expiry series

(which have lower Premium value for same Strike Options).

In the Net Credit hedged positions, a trader can pre-calculate the
Breakeven Strike upto which the Strategy is safe and accordingly select suitable
Strikes for the primary and the hedged leg.

Thus, the aforesaid Options behavioural aspects which have an impact on
the Options’ Premium value, helps a trader to design a suitable hedged position
with pre-calculated profit & loss areas and risk to reward ratio and taking into
account the favourable and unfavourable factors prevalent at the time of
initiating the hedged debit/ credit Strategy and during the lifetime of the
Strategy. Ultimately, it is about the Premium of the Options that we trade for.
Hence, these factors must be considered for selecting suitable Strikes in order to

design a particular Strategy to play out the trend / movement of the underlying.

Basis the aforesaid discussions on the relevance of Strike levels from the
perspective of the Delta value and the Premium at those Strike levels, suitable
Strategies can be designed for the different market situations / trend in the
underlying by identification of appropriate Strikes for the primary leg and the
hedged leg. Strike levels at which the primary leg and the hedged leg can possibly
be initiated to play out the trend would constitute a hedged Strategy. A few
hedged Strategies are briefly discussed below in view of the possible trend in the
underlying,.
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SELECTION OF SUITABLE STRATEGY TO PLAY
THE TREND

Once, the trend is identified as the first step, and then suitable Strike levels are
analysed (keeping in mind their Premium, Theta value, Delta value, Expiry etc.) to
play out the trend though initiating Long or Short positions for the primary leg
and hedged leg, then a most suitable hedged positions/ Strategy can be planned
and implemented.

Examples of Hedged Strategies

The Table below broadly outlines the Strategy that can be implemented to play
out the possible trend scenarios as highlighted in this Chapter, namely: Bullish,
Mild Bullish, Bearish, Mild Bearish, Rangebound (non-directional), Breakout/

Breakdown (non-directional).

(i) Bullish Trend:

Strategy 1 for Bullish Trend

Trend / view on the Primary Leg Hedged Leg

underlying (Naked F&O position) (Counter positions)

Bullish CE Long CE Short

Strategy / Hedge Design with explanation:
e Long lower Strike CE having higher Delta (primary leg)
e  Short higher Strike CE with lower Delta (hedged leg)

Bullish trend is planned to be played through Long CE. A CE Short counter position
is also executed to mitigate for any loss on the primary leg if the bullish trend reverses.
CE Long is to be initiated on higher Delta thus lower Strike CE, and CE Short is
initiated on lower Delta thus higher CE Strike, so that if bullish trend continues then
primary leg yields higher profit than the loss on the hedged leg; and if the trend
reverses then the hedged leg is not too low on Delta than that of the primary leg so as
to be able to reasonably mitigate the loss on the primary leg through the profit
generated on the hedged leg.

Further, since lower CE Strike is the Long leg therefore Long leg requires more

Premium payment than the Premium credit received on the hedged leg, thus making
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it a net debit strategy. Both the primary and hedged leg can be initiated on the same
Expiry if Expiry is still far to avoid time decay on the Long leg. Moreover, the Long
leg should be within the Most Impacted Radius Zone in order to get benefited most
from the expected bullish momentum. This Strategy is called Bull CE Debit Spread

Strategy 2 for Bullish Trend

Trend / view on the Primary Leg Hedged Leg
il yibug (Naked F&O position) (Counter positions)
Bullish Futures Long PE Long

Strategy / Hedge Design with explanation:
e  Long Futures with Delta of 1 (primary leg)
e  Long ITM Strike PE with Delta of around 0.6 or higher (bedged leg)

Bullish trend is planned to be played through Long Futures. The primary leg is
hedged with a Long PE so that if the trend reverses to a downward momentum then
PE Long is able to set-off the losses on Futures position. Futures have a Delta of 1,
therefore, PE Long must not be having greater difference in the Delta values with the
Futures position, so that in case of reversal towards downward momentum PE
generates decent profit and can reasonably set-off losses on Futures.

However, in case of reversal towards slow downward trend, this position should be
held only upto a time before Theta starts overpowering profits on the PE Long. But
if the bullish momentum continues as originally envisaged, then Futures being on a
higher Delta would yield more profit than the loss incurred on PE Long. Also, in case
of bullish momentum, the maximum loss that can be incurred on the PE hedged leg
is to the limited extent of the Premium paid on PE.

(i) Mildly Bullish Trend:

Strategy 1 for Mild Bullish Trend

Trend / view on the Primary Leg Hedged Leg
s ibng (Naked F&O position) (Counter positions)
Mildly Bullish PE Short PE Long

Strategy / Hedge Design with explanation:
e Short PE at higher Strike with higher Delta (primary leg)
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e  Long PE at lower Strike with lower Delta (hedged leg)
Mild bullish trend is planned to be played through PE Short. A PE Long counter

position is also executed to mitigate for any loss on the primary leg if the mild bullish
trend reverses on the downside. PE Short is to be initiated on higher Delta thus higher
Strike PE, and PE Long is initiated on lower Delta thus lower PE Strike, so that if
mild bullish trend continues then primary leg yields higher profit than the loss on the
hedged leg; and if the trend reverses then the hedged leg is not too low on Delta than
that of the primary leg so as to be able to reasonably mitigate the loss on the primary
leg through the profit generated on the hedged leg.

Further, since higher PE Strike is the Short leg therefore Short leg received more
Premium credit than the Premium paid on the lower PE Strike Long leg, thus making
it a net credit strategy. Both the primary and hedged leg can be initiated on the same
Expiry. The net Premium credit received in this strategy needs to be protected and
the net credit of premium received shall be the maximum profit in this strategy. The
Short leg should be such which must be at Far OTM Strike so that it expires as OTM
on Expiry. This Strategy is called Bull PE Credit Spread.

Strategy 2 for Mild Bullish Trend

Trend / view on the Primary Leg Hedged Leg

underlying (Naked F&O position) (Counter positions)

Mildly Bullish Futures Long CE Short

Strategy / Hedge Design with explanation:
e  Long Futures with Delta of 1 (primary leg)
e Short OTM Sturike CE (hedged leg)

Mild bullish trend is planned to be played through Long Futures. The primary leg is
hedged with a Short CE so that if the trend reverses to a downward momentum then
CE short is able to set-off the losses on Futures position. Further, in order to benefit
from Theta the CE Short leg should be such which must be at Far OTM Strike so
that it expires as OTM on Expiry. If CE Short leg expires as OTM then the hedged
leg position yields profit. Futures have a Delta of 1, therefore, if the mild bullish trend

reverses to a steep downward momentum, then the CE short leg would not be able to
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absorb the loss on the Futures Long leg more than the Premium credit received on

the CE short leg (the maximum profit of the hedged leg).

Moreover, since CE Short leg is initiated on Far OTM Strike, the Delta value of Short
leg will be too less as compared to that of the Futures Long leg, therefore, the loss
incurred on account of steep reversal on the downside would be phenomenally higher.
Thus, instead of Far OTM CE, near OTM CE or ATM CE even near I[TM CE can
be Shorted for the hedged leg. This Strategy is called Covered Call.

(iii) Bearish Trend:

Strategy 1 for Bearish Trend

Trend / view on the Primary Leg Hedged Leg
mdfEing (Naked F&O position) (Counter positions)
Bearish PE Long PE Short

Strategy / Hedge Design with explanation:
e  Long higher Strike PE having higher Delta (primary leg)
e Short lower Strike PE lower Delta (bedged leg)

Bearish trend is planned to be played through Long PE. A PE Short counter position
is also executed to mitigate for any loss on the primary leg if the bearish trend reverses.
PE Long is to be initiated on higher Delta thus higher Strike PE, and PE Short is
initiated on lower Delta thus lower PE Strike, so that if bearish trend continues then
primary leg yields higher profit than the loss on the hedged leg; and if the trend
reverses then the hedged leg is not too low on Delta than that of the primary leg so as
to be able to reasonably mitigate the loss on the primary leg through the profit
generated on the hedged leg.

Further, since higher PE Strike is the Long leg therefore Long leg requires more
Premium payment than the Premium credit received on the hedged leg, thus making
it a net debit strategy. Both the primary and hedged leg can be initiated on the same
Expiry if Expiry is still far to avoid time decay on the Long leg. Moreover, the Long
leg should be within the Most Impacted Radius Zone in order to get benefited most
from the expected bearish momentum. This Strategy is called Bear PE Spread.




The Intelligent F&O Trader: Volume II

44

Strategy 2 for Bearish Trend

Trend / view on the Primary Leg Hedged Leg
il yibug (Naked F&O position) (Counter positions)
Bearish Futures Short CE Long

Strategy / Hedge Design with explanation:
e  Short Futures with Delta of 1 (primary leg)
e  Long ITM Strike CE with Delta of around 0.6 or higher (hedged leg)

Bearish trend is planned to be played through Short Futures. This primary leg is
hedged with a Long CE so that if the trend reverses to an upward momentum then
CE Long is able to set-off the losses on Futures position. Futures have a Delta of 1,
therefore, CE Long must not be having greater difference in the Delta value with the
Futures position, so that in case of reversal towards upward momentum CE generates

decent profit and can reasonably set-off losses on Futures.

However, in case of reversal towards slow upward trend, this position should be held
only upto a time before Theta starts overpowering profits on the CE Long. But if the
bearish momentum continues as originally envisaged, then Futures being on a higher
Delta would yield more profit than the loss incurred on CE Long. Also, in case of
bearish momentum, the maximum loss that can be incurred on the PE hedged leg is

to the limited extent of the Premium paid on CE.

(iv) Mildly Bearish Trend:

Strategy 1 for Mild Bearish Trend

Trend / view on the Primary Leg Hedged Leg
sl ibarg (Naked F&O position) (Counter positions)
Mildly Bearish CE Short CE Long

Strategy / Hedge Design with explanation:
e  Short CE at lower Strike with higher Delta (primary leg)

e  Long CE at higher Strike with lower Delta (hedged leg)
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Mild bearish trend is planned to be played through CE Short. A CE Long counter
position is also executed to mitigate for any loss on the primary leg if the mild bearish
trend reverses on the upside. CE Short is to be initiated on higher Delta thus lower
Strike CE, and CE Long is initiated on lower Delta thus higher CE Strike, so that if
mild bearish trend continues then primary leg yields higher profit than the loss on the
hedged leg; and if the trend reverses then the hedged leg is not too low on Delta than
that of the primary leg so as to be able to reasonably mitigate the loss on the primary
leg through the profit generated on the hedged leg.

Further, since lower CE Strike is the Short leg therefore Short leg received more
Premium credit than the Premium paid on the higher CE Strike Long leg, thus
making it a net credit strategy. Both the primary and hedged leg can be initiated on
the same Expiry. The net Premium credit received in this strategy needs to be
protected and the net credit of premium received shall be the maximum profit in this
strategy. The Short leg should be such which must be at Far OTM Strike so that it
expires as OTM on Expiry. This Strategy is called Bear CE Credit Spread.

Strategy 2 for Mild Bearish Trend

Trend / view on the Primary Leg Hedged Leg
mdfEing (Naked F&O position) (Counter positions)
Mildly Bearish Futures Short PE Short

Strategy / Hedge Design with explanation:
o  Short Futures with Delta of 1 (primary leg)
e Short OTM Strike PE (bedged leg)

Mild bearish trend is planned to be played through Short Futures. This primary leg
is hedged with a Short PE so that if the trend reverses to an upward momentum then
PE short is able to set-off the losses on Futures position. Further, in order to benefit
from Theta the PE Short leg should be such which must be at Far OTM Strike so
that it expires as OTM on Expiry. If PE Short leg expires as OTM then the hedged
leg position yields profit. Futures have a Delta of 1, therefore, if the mild bearish trend
reverses to a steep upward momentum, then the PE short leg would not be able to
absorb the loss on the Futures Short leg more than the Premium credit received on

the PE short leg (the maximum profit of the hedged leg).
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Moreover, since PE Short leg is initiated on Far OTM Strike, the Delta value of Short
leg will be too less as compared to that of the Futures Short leg, therefore, the loss
incurred on account of steep reversal on the upside would be phenomenally higher.
Thus, instead of Far OTM PE, near OTM PE or ATM PE or even near [TM PE can
be Shorted for the hedged leg. This Strategy is called Covered Put.

(v) Rangebound/ Sideways (non-directional) Trend:

Strategy 1 for Rangebound Trend

Trend / view on the Primary Leg Hedged Leg
mdfEing (Naked F&O position) (Counter positions)

Rangebound / sideways CE Short PE Short

Strategy / Hedge Design with explanation:
e  Short ATM CE (primary leg); and
e Short ATM PE (primary leg).

When underlying is expected to remain within a very tight range from its current level
and Expiry is expected almost close to the current price level, then ATM CE & PE
can be shorted to benefit from the rangebound up & down move of the underlying
which causes erosion of the Time Value in the Shorted Options; and also to benefit
from Theta decay: as by Expiry both or one of the Short leg would Expire worth less
yielding entire Premium credit on that leg as profit and the other leg may also face
some decay of the Time Value even if it expires as an ITM very close to ATM. The
ATM Strike commands a very good Premium with highest Theta value and 100%

Time Value in the Premium.

However, this Strategy comprises of naked Short positions, which may yield
potentially unlimited loss if the underlying breaks-out in either direction. However,
so long the underlying hovers up & down within the tight range, the two Short legs
in this strategy being ATM Strikes have same Delta values and therefore have a neutral
or balanced Delta effect (i.e. when one leg profits other loses in almost same
proportion). The strategy has an aggregate Premium credit, which needs to be

retained for deriving profit. This Strategy is called Short Straddle.
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Strategy 2 for Rangebound Trend

Trend / view on the Primary Leg Hedged Leg
il yibug (Naked F&O position) (Counter positions)

Rangebound / sideways CE Short PE Short

Strategy / Hedge Design with explanation:
e  Short OTM CE with similar Delta value as that of PE leg (primary leg); and
e  Short OTM PE with similar Delta value as that of CE leg (primary leg).

When the underlying is expected to remain within a wide range and Expiry is expected
somewhere between the anticipated wide range from the current price level, then
OTM CE & PE can be shorted to benefit from the rangebound up & down move of
the underlying which causes erosion of the Time Value in the Shorted Options; and
also to benefit from Theta decay: as by Expiry at best both of the Short leg would
Expire worthless yielding entire Premium credit on both the legs as profit. The OTM

Strike has relatively less Premium but has 100% Time Value in the Premium.

However, this Strategy comprises of naked Short positions, which may yield
potentially unlimited loss if the underlying breaks-out in either direction and one of
the Short leg ends up as an ITM by Expiry. The two OTM strikes which are selected
must be having similar Delta values (and almost same Premium values), so that so
long the underlying hovers up & down within the wide defined range, the two Short
legs would have a neutral or balanced Delta effect (i.e. when one leg profits other
looses in almost same proportion). The strategy has an aggregate Premium credit,

which needs to be retained for being profitable. This Strategy is called Short Strangle.

Strategy 3 for Rangebound Trend

Trend / view on the Primary Leg Hedged Leg

underlying (Naked F&O position) (Counter positions)

Rangebound / sideways CE Short & PE Short CE Long & PE Long

Strategy / Hedge Design with explanation:

e  Short ATM CE with higher Delta (primary leg) and Long OTM CE at
higher Strike with lower Delta (bedged leg); and
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e  Short ATM PE with higher Delta (primary leg) and Long OTM PE at lower
Strike with lower Delta (bedged leg)

When underlying is expected to remain within a very tight range from its current level
and Expiry is expected almost close to the current price level, then ATM CE & PE
can be shorted for the reasons explained in case of Short Straddle Strategy. However,
in this strategy, both the naked Short positions are hedged by simultaneously
initiating Long counter position to mitigate for any loss on the primary Short leg if
the underlying breakouts the narrow range and starts trending in one direction. Both
CE Long and PE Long hedged legs are initiated on lower Delta thus OTM CE & PE
Strike. Consequently, Short legs receives more Premium credit than the premium

paid for the Long legs.

Thus, this strategy is a net premium credit strategy, which needs to be retain for being
profitable in this strategy. If the underlying by Expiry remains within the narrow
range then the primary Short leg yields higher profit than the loss on the hedged leg;
and if the underlying breaks out of the narrow range in either direction, then the
hedged leg must not be too low on Delta than that of the primary leg, so as to be able
to reasonably mitigate the loss on the primary leg through the profit generated on the
hedged leg. Both the primary and hedged leg can be initiated on the same Expiry.
The net Premium credit received in this strategy shall be the maximum profit in this
strategy. This strategy is therefore hedged Short Straddle, referred to as Iron Fly or
Iron Butterfly.

Strategy 4 for Rangebound Trend

Trend / view on the Primary Leg Hedged Leg

underlying (Naked F&O position) (Counter positions)

Rangebound / sideways CE Short & PE Short CE Long & PE Long

Strategy / Hedge Design with explanation:

e Short OTM CE at lower Strike with higher Delta (primary leg) and Long
CE at higher Strike with lower Delta (bedged leg); and

e  Short OTM PE at higher Strike with higher Delta (primary leg) and Long
PE at lower Strike with lower Delta (bedged leg)

When the underlying is expected to remain within a wide range and Expiry is expected
somewhere between the anticipated wide range from the current price level, then
OTM CE & PE can be shorted for the reasons explained in case of Short Strangle
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Strategy. However, in this strategy, both the naked Short positions are hedged by
simultaneously initiating Long counter position to mitigate for any loss on the
primary Short leg if the underlying breakouts the defined range and starts trending in
one direction. Both CE Long and PE Long hedged legs are initiated on lower Delta
thus even Far OTM CE & PE Strikes. Consequently, Short legs receives more

Premium credit than the premium paid for the Long legs.

Thus, this strategy is a net premium credit strategy, which needs to be retained for
being profitable in this strategy. If the underlying by Expiry remains within the
defined range then the primary Short leg yields higher profit than the loss on the
hedged leg; and if the underlying breaks out of the defined range in either direction,
then the hedged leg must not be too low on Delta than that of the primary leg, so as
to be able to reasonably mitigate the loss on the primary leg through the profit
generated on the hedged leg. Both the primary and hedged leg can be initiated on the
same Expiry. The net Premium credit received in this strategy shall be the maximum
profit in this strategy. This strategy is therefore hedged Short Strangle, referred to as

Iron Condor.

(vi) Rangebound/ Sideways (non-directional) Trend:

Strategy 1 for Rangebound Trend — Expecting Breakout / Breakdown

Trend / view on the Primary Leg Hedged Leg
mndEping (Naked F&O position) (Counter positions)
Non-directional CE Long PE Long

(may either breakout or
breakdown from the
range)

Strategy / Hedge Design with explanation:
e  Long ATM CE (primary leg); and
e Long ATM PE (primary leg).

When underlying is expected to take a sudden strong momentous move shortly in
any one direction from its current level (owing to some news, event or results etc.),

about which there is no certainty as to in which direction the momentum would

arrive, then such expected momentous move can be played out by initiating a neutral
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position through Long ATM CE & ATM PE. However, in this strategy, the
requirement is that momentum should be strong and must arrive soon before Theta
starts eroding the Premium. Both the positions are naked Long positions initiated at

ATM thereby maintaining a neutral Delta position on the strategy.

Moreover, since both the positions are Long positions therefore this strategy is an
aggregate Premium debit strategy, which needs to be first set-off from the profits so
as to be net profitable in this strategy. Both the positions can be initiated on the same
Expiry. If the momentum fails to arrive soon or is feeble then the maximum loss that
may occur in this strategy shall be limited to the extent of the aggregate premium paid

on this strategy. This strategy is referred to as Long Straddle.

Strategy 2 for Rangebound Trend — Expecting Breakout / Breakdown

Trend / view on the Primary Leg Hedged Leg
il yibirg (Naked F&O position) (Counter positions)
Non-directional CE Long PE Long

(may either breakout or
breakdown from the
range)

Strategy / Hedge Design with explanation:
e Long OTM CE with similar Delta value as that of PE leg (primary leg); and
e Long OTM PE with similar Delta value as that of CE leg (primary leg)

When underlying is expected to take a sudden strong momentous move shortly in
any one direction from its current level and keep trending in that direction (owing to
some news, event or results etc.), about which there is no certainty as to in which
direction the momentum would arrive, then such expected momentous move can be
played out by initiating a neutral position through Long OTM CE & OTM PE.
However, in this strategy, the requirement is that momentum should be strong and
must arrive soon before Theta starts eroding the Premium on both OTM legs. Both
the positions are naked Long positions initiated at OTM Strikes having similar Delta
values (and similar Premium values), thereby maintaining a neutral Delta position on

the strategy.

Moreover, since both the positions are Long positions therefore this strategy is an

aggregate Premium debit strategy, which needs to be first set-off from the profits so
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as to be net profitable in this strategy. Both the positions can be initiated on the same
Expiry, provided, the Theta value is still less and favourable (i.e. there is reasonable
time for Expiry). However, if the momentum fails to arrive soon or is feeble, then the
maximum loss that may occur in this strategy shall be limited to the extent of the

aggregate premium paid on this strategy. This strategy is referred to as Long Strangle.

Strategy 3 for Rangebound Trend — Expecting Breakout / Breakdown

Trend / view on the Primary Leg Hedged Leg
sl g (Naked F&O position) (Counter positions)
Non-directional CE Long & PE Long CE Short & PE Short

(may either breakout or
breakdown from the

range)

Strategy / Hedge Design with explanation:

e Long ATM CE having higher Delta (primary leg) and Short higher Strike
OTM CE with lower Delta (bedged leg)

e  Long ATM PE having higher Delta (primary leg) and Short lower Strike PE
with lower Delta (bedged leg)

When underlying is expected to breakout / take a strong momentous move in any
one direction from its current level, then Long position on ATM CE & PE can be
initiated for the reasons explained in case of Long Straddle Strategy. However, in this
strategy, both the naked Long positions are hedged by simultaneously initiating Short
counter positions on OTM Strikes to mitigate for any loss on the primary Long leg(s)
if the underlying fails to breakout and take a strong momentous move in any one
direction shortly, because then the rangebound underlying will eat away the premium
on the Long legs and Theta will further erode their premium value. In such situation,
the Short legs will also face erosion in their premium value and therefore will generate
some profit which will mitigate the losses on the Long legs(s). Both CE Long and PE
Long hedged legs are initiated on higher Delta as they are ATM Strikes, while the
Short legs initiated on OTM Strikes are on lower Delta. Consequently, Long legs
pays more Premium than the premium credit received on the Short legs.

Thus, this strategy is a net premium debit strategy, which needs to be first recovered
in order for this strategy to be profitable, for which the underlying must soon take a

momentous move in any one direction such that the net profit will be much higher
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than the aggregate net premium paid on the strategy. If the underlying by Expiry
remains within a range or momentum is slow and weak, then this strategy may suffer
loss to the maximum extent of the aggregate net premium paid on this strategy. Both
the primary and hedged leg can be initiated on the same Expiry. This strategy is,
therefore, hedged Long Straddle, and is called Reverse Iron Butterfly or Reverse Iron
Fly.

Strategy 4

Trend / view on the |Primary Leg Hedged Leg

niEpig (Naked F&O position) (Counter positions)
Non-directional CE Long & PE Long CE Short & PE Short

(may either breakout or
breakdown from the
range)

Strategy / Hedge Design with explanation:

e Long OTM CE at lower Strike having higher Delta (primary leg) and Short
higher Strike OTM CE with lower Delta (hedged leg)

e Long OTM PE at higher Strike having higher Delta (primary leg) and Short
lower Strike PE with lower Delta (hedged leg)

When underlying is expected to breakout / take a strong momentous move in any
one direction from its current level and to trend in that direction until around Expiry,
then Long position on OTM CE & PE can be initiated for the reasons explained
above in case of Long Strangle Strategy. However, in this strategy, both the naked
Long positions are hedged by simultaneously initiating Short counter positions on
even far OTM Strikes on both CE & PE sides, to mitigate for any loss on the primary
Long leg(s) if the underlying fails to breakout and take a strong momentous move in
any one direction shortly, because then the rangebound underlying will eat away the
premium on the Long legs and Theta will further erode their premium value. To cater
to such situation, the Short legs will also face erosion in their premium value and
therefore will generate some profit which will mitigate the losses on the Long legs(s).
Both CE Long and PE Long hedged legs are initiated on higher Delta i.e. CE Long
on lower Strike and PE Long on higher Strike, than their respective hedged legs
comprising of even farther OTM Strikes (i.e. CE Short on higher Strike and PE Short
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on lower Strike). Consequently, Long legs pays more Premium than the premium

credit received on the Short legs.

Thus, this strategy is a net premium debit strategy, which needs to be first recovered
in order for this strategy to be profitable, for which the underlying must soon take a
momentous move in any one direction such that the net profit will be much higher
than the aggregate net premium paid on the strategy. If the underlying by Expiry
remains within a range or momentum is slow and weak, then this strategy may suffer
loss to the maximum extent of the aggregate net premium paid on this strategy. Both
the primary and hedged leg can be initiated on the same Expiry. This strategy is,
therefore, hedged Long Strangle, and is called Reverse Iron Condor.

Thus, suitable hedged strategies can be planned and executed to play a
specific market trend with good understanding of the Options behaviour as
summarised and discussed above in this Chapter and as explained in depth in
Volume 1. The Strategies mentioned in the above table briefly gives the
reasoning behind its design, and these Strategies along with a few other Strategies

are discussed in detail in subsequent Chapters in this Volume II.

Now, we have seen thus far in this Chapter, as to how we arrive at a decision
regarding which particular Strategy would be most suitable to play out a
particular trend, we also need to now understand as to what are we going to do
if the trend basis which a Strategy was designed and executed, did not turn out
as expected. Then in such situation the whole objective should be to save the
capital which may potentially be lost on the Strategy which is not going so well.
This objective to further mitigate the potential loss in a hedged Strategy can be
achieved by taking fresh Long and/or Short positions. This process of initiating
fresh Long and/or Short positions in F&QO instruments to mitigate the potential
loss in the executed hedged Strategy, which is not going as originally envisaged,
is generally referred to as Adjustment of trade.

Let us therefore now proceed to understand the process of Adjustment of
trade and different Adjustment Techniques which can be employed to adjust

existing trading positions in order to mitigate loss, discussed in the next Chapter.




The Intelligent F&O Trader: Volume II 54

Chapter — 2

Adjustment Techniques
Mitigating Losses

We have discussed in detail in the previous Chapter, about the steps that need
to be followed and the know-how that is required, in order to plan and execute
a trade through F&O instruments. As discussed, we must first identify the trend
and then accordingly plan the trade and execute the trade through designing a
suitable Strategy to play the trend.

But trading is a game of probability, in which a trader analyses the market
information and plans a trade basis his knowledge & skill, for an outcome which
seems relatively more probable to him. Having said this, the truth of the matter
is, that the market may surprise a trader more than often. There are various
factors which are not within the control of a trader after he has initiated his trade.
There can be sudden events & announcements, which cannot be factored by any
trader howsoever well informed and abreast with information relevant to the
markets. There is always an overnight risk on positional trades from any
untoward developments. There can also be sudden change in the price governing
factors such as demand & supply, volatility, interest rates, besides many other
factors which can cause disruptions and throw challenges on to a running trade,
and may cause loss on such trading positions, which would obviously lead to

capital depletion.

It is therefore imperative for every trader to understand the possible ways
by which a trader can bring down his losses and protect his trading capital, if the
analysis basis which he initiated trading positions, goes wrong. At what poing, a
trader can conclude, that now his trading position is not going as he planned, is
a matter of technical analysis, which is not the point of focus for us in this
Chapter. But once, it has been concluded that the trend has reversed and the
running positions are / will not go as envisaged, then the trader must plan to

mitigate the potential losses in the running trade positions. Mitigation of loss in
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the running F&O positions, is done by initiating suitable Long and/or Short
positions in same or other F&O instruments, in the direction of reversal or basis
the then prevailing market situation. Thus, initiating fresh positions in suitable
F&O instruments in order to mitigate or outrun the losses in the running

trading positions is generally referred to as the Adjustments to trade.

Options are a dynamic instrument. Besides using them for riding a trend
or hedging a trading position, the Options can also be employed to make suitable
adjustments to the losing positions originally initiated whether through Futures

or through Options or both.

In this Chapter, we will be focussing on the thought process basis which
we can consider making appropriate adjustments to trade, keeping in mind the
then prevailing market conditions, broadly, through initiating suitable Long
and/or Short positions in Options, with the sole objective of mitigating the losses
on the running F&O trading positions. Obviously, since, adjustments to trade
requires executing fresh Long and/ or Short positions in Options, it requires
extra capital deployment by the trader in addition to what is already deployed in
the running trading positions. A trader must therefore spare reasonable amount
from his capital to make these adjustments, should the need arise. Ideally, at any
given point in time, a trader must not deploy more than 40% of his capital unless

he is seasoned trader and has sufficient backup capital.

Let us now begin traversing through the thought process involved in
carrying out the adjustments to loosing F&O positions. The objective here is to
learn about the various factors which a trader must bear in mind while deciding
to carry out Adjustments to trade; and not necessarily to follow exactly the same
methodologies which are discussed in this Chapter to handle a particular
situation. Let us therefore focus on the various factors being discussed here in
the context of Adjustments to trade under different market situations and trend

reversal.
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ADJUSTMENTS TO TRADE

Reversal of trend requiring Adjustments:

As discussed earlier, the first step before any particular trading position is
initiated or a Strategy is executed, is to identify the trend. If the position or
Strategy executed to play out the identified trend goes right, then the Strategy
would obviously yield profit and a trader may consider booking the profits
generated on the Strategy before Expiry of the F&O instruments involved in the
trading positions. However, the problem would arise if the trend basis which the
F&O trading positions were executed goes wrong. In such situation there may

be a need to make adjustments to the running positions to mitigate the losses.

The following table outlines broadly the situation, when the trend as
originally envisaged is no longer applicable/ sustaining and thereby meriting

adjustments to the running F&O positions:

SI. | Trend as originally envisaged Reversal/Trend which requires
No. at the time of initiating adjustments to be made to the original
trading positions trading positions
1 Bullish When original bullish trend turns mild
bullish or bearish
2 Mildly Bullish When original mild bullish trend turns
bearish
3 Bearish When original bearish trend turns mild
bearish or bullish
4 Mildly Bearish When original mild bearish trend turns
bullish
5 Rangebound / sideways When the underlying breaks out from the
range and starts trending in either direction
6 Non-directional When the underlying fails to break out /
break down and gets trapped in range
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(may either breakout or
breakdown from the range)

Thus, when the original trend is confirmed to have reversed as per the
technical analysis, then the situation would require making adjustments to the
running F&O positions. Let us now discuss the possible ways in which

adjustments to the running positions can be made.

Objective of Adjustments:

The basic premise in an Adjustment to trade is to mitigate the potential loss after
reversal of the main trend (basis which the original Strategy was initiated). The
original Strategy are usually either a Debit Strategy or a Credit Strategy, from
expiry perspective. The objective to carry out adjustments to these original Debit
Strategy or Credit Strategy are as follows:

e Ina Debit Strategy, adjustments are primarily targeted to recover the
potential limited loss of Premium paid on the Strategy, in the unlikely
event of the underlying not being able to cross-over the Breakeven

Strike level of the Debit Strategy; and

e In a Credit Strategy, adjustments are primarily targeted to mitigate
the unlimited loss situation that may arise if the underlying starts

trending beyond the Breakeven Strike of the Credit Strategy.

TYPE OF ADJUSTMENTS TO TRADE

This is the primary objective in adjustments to trade depending on whether the

Strategy deployed is a Debit or a Credit Strategy.

Broadly, there can be two ways by which adjustments to a losing position

can be considered. These are as follows:

1. Adjustment through F&O instruments pertaining to different
underlying
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2. Adjustment through F&O instruments pertaining to same
underlying

Both these aforesaid types of adjustments to running trading positions are

discussed below.

Adjustments through F&O of different Underlying:

This type of adjustment is done by employing F&O instruments of an
underlying which moves in directly inverse corelation to the underlying
pertaining to which F&O positions are currently running in losses. For example:
Nifty may have an inverse relationship with Gold. Thus, if bullish positions/ Strategy
was initiated on Nifty through F&O instruments pertaining to Nifty, and the Nifty
trend reverses on the bearish side then a bullish position(s) may be initiated on Gold
through its F&O instruments. Idea bere is to absorb the losses on the bullish positions
initiated on Nifty, by initiating fresh bullish positions on Gold F&rO instruments
(either naked or hedged, depending upon our view on the movement in Gold prices).

Thus, in the above example, adjustments involved initiating fresh positions
on Gold F&O instruments on the bullish side, in order to curtail / outrun the
losses on the bullish Strategy initiated on Nifty originally. The bullish position
on Gold F&O instruments, may need to be initiated on atleast double the
quantity than the Nifty bullish trading positions (as originally initiated) so as to

suitably outrun / absorb the losses in the Nifty positions.

However, the drawback of employing this kind of Strategy are two folds:
(i) the other second underlying may not necessarily go in inverse direction of the
first underlying on which original trading positions were initiated, due to
changed market dynamics, geopolitical and economical tussle; and (ii) the
second underlying (which is being contemplated for initiating positions as
adjustments) may not give a sound technical go-ahead to play out the trend in
the opposite direction to the first underlying on which original positions were
initiated. Thus, such adjustments may have to be carefully weighed before
putting into effect merely on the reasoning that the underlyings have historically

demonstrated trends in opposite directions.
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Let us know explore adjustments initiated on the same underlying on which

the original trading positions were initiated.

Adjustments through F&O of same Underlying:

This type of adjustment mode is pretty straightforward in terms of choice of the
underlying F&O instruments, for employing them as adjustments to the
running trading positions. That is: if the original trading positions were initiated
employing Nifty’s F&O instruments to play out a bullish trend on Nifty index,
and subsequently if there is a reversal of the trend in Nifty on the bearish side,
then we would contemplate making adjustments to the running bullish trading
positions/ Strategy on Nifty, by employing F&O instruments pertaining to
Nifty (and not any other underlying), in order to play out the new trend of
Nifty, with the objective to mitigate the losses arising on the running bullish
positions on Nifty F&O instruments (originally initiated).

Now, whenever there arises the need to make adjustments to the running
F&O trading positions, the possible adjustments broadly speaking which may

be made, can be categorised into the following two categories:

A.  Adjustments through countering the original trading position;

and
B. Adjustments through pyramiding.

These two categories of adjustments are discussed below.

ADJUSTMENTS THROUGH COUNTERING

This simply means inidating trading positions in more quantity (than the
original trading quantity) of suitable F&O instruments, with higher Delta value
(than the Delta value of the original trading Strategy), in the direction of the
reversed trend (which is in opposite direction of the original trend basis which
running F&O positions/ Strategy was executed originally). That is: if the original
trend in Nifty was bullish and the trend was being played out by initiating some
bullish trading positions / Strategy by employing F&O instruments of Nifty,

then in order to make counter adjustments upon reversal of the bullish trend
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towards bearish side, we would contemplate initiating fresh Nifty F&O
positions/ Strategy with more quantity and higher delta on the bearish side (than
the delta value of the bullish position). Thus, initiating positions on the opposite
side of the original trend is called Counter Adjustments or Adjustment through

Countering the original position.

This adjustment may be done only by deploying naked Options positions
or hedged Strategies to play out the trend reversal.

Counter Adjustments through Long or Short Options:

However, the most important aspect in Counter Adjustment is to consider if the
trend reversal needs to be played through favourable Long Options or favourable
Short Options. That is: if the original trend of Nifty has reversed from bullish
to bearish, then the Counter Adjustments need to be planned basis whether we
must play the bearish reversal through Long PE or Short CE. Likewise, if the
original trend of Nifty has reversed from bearish to bullish, then the Counter
Adjustments need to be planned basis whether we must play the bullish reversal
through Long CE or Short PE. The answer to this is as follows:

o If the reversal seems to be with momentum, which is expected to
sustain and the trend to continue, then we must make counter
Adjustment positions by employing Long Options in the direction of
the current trend upon reversal. For example, bearish reversal can be

played through PE Long and bullish reversal through CE Long,.

o If the reversal seems to be slow (not with momentum) or likely to
remain rangebound or the reversal is with momentum but does not
seem last, then we must make counter Adjustment positions by
employing Short Options in the direction of the current trend upon

reversal. For example, bearish/mild bearish reversal can be played

through CE Short and bullish/mild bullish reversal through PE Short.

Thus, whether or not there seems to be a sustaining momentum basis
technical analysis, is the key factor for determining if the counter Adjustments

should be initiated with Long Option positions or Short Option positions.
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However, initiating Short Options positions would require more capital and

may also have to meet the MTM requirements.

The significance of Counter Adjustments is that it can be used for both
mild and super reversals. Mild reversals are played through Short Options and

super reversal having momentum are played through Long Options.
Counter Adjustments through Delta positions:

Higher Delta on positions in Counter Adjustments:

Second most important factor, after determining whether the trend reversal
should be played out through Long Option positions or Short Option positions,
is the aggregate Delta value of the positions initiated as part of Counter

Adjustments.

The positions on the Counter Adjustments must have an aggregate higher
Delta (than the aggregate Delta on the original position) in the direction of the
current trend after reversal. This higher Delta requirement on the Counter
Adjustment positions can be met by, either selecting higher Delta Strike or
increasing quantity on lower Delta Strike (thereby achieving higher Delta than
the original position):

Thus, if the original bullish trend reverses on the bearish side, then such
bearish reversal can be played through few PE Long on such higher Strike, which
can on aggregate basis make up for higher Delta for the counter position (than
the aggregate Delta on the original position); or through more quantity of PE
Long on lower Strike, which can on aggregate basis make up for higher Delta
for the bearish counter position (than the aggregate Delta on the original
position). However, bearish reversal through CE Short must be preferably played
through Far OTMs. This is because, if the trend again reverses on the bullish
side, then the PE Long counter positions may suffer limited loss (to the extent
of Premium paid), but CE Short may suffer unlimited loss if it is near ATM

Strike as it will go in the money should there arrives a bullish trend again.

Likewise, if the original bearish trend reverses on the bullish side, then such

bullish reversal can be played through few CE Long on such lower Strike, which
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can on aggregate basis make up for higher Delta for the counter position (than
the aggregate Delta on the original position); or through more quantity of CE
Long on higher Strike, which can on aggregate basis make up for higher Delta
for the bullish counter position (than the aggregate Delta on the original
position). However, bullish reversal through PE Short must be preferably played
through Far OTMs. This is because, if the trend again reverses on the bearish
side, then the CE Long counter positions may suffer limited loss (to the extent
of Premium paid), but PE Short may suffer unlimited loss if it is near ATM

Strike as it will go in the money should there arrives a bearish trend again.

Delta shifting in Counter Adjustments:

When Counter Adjustments are planned through overall higher Delta on the
adjustment positions (than the original trading position), then the same may be

implemented and played through Delta shifting mechanism. Therefore:

e if the original bullish trend reverses on the bearish side, then such
bearish reversal can be played through Delta shifting mechanism by
buying PEs as Near OTMs / slightly Far OTMs (i.e. those PEs having
Delta values per Lot basis, ranging from 0.3 to 0.45). Once these Near
OTM PEs / slightly Far OTM PEs becomes an I'TM, then these PEs
can be booked and if the bearish reversal seems to continue, then
again fresh set of Near OTM PEs / slightly Far OTM PEs (i.e. those
PEs having Delta values per Lot basis, ranging from 0.3 to 0.45) can
be bought, in order to continue to ride the bearish reversal as an
Counter Adjustment to the original bullish side trading positions.
This process of initiating fresh lower Deltas (and booking them at
profit), time and again to ride the bearish momentum is PE side Delta
shifting (through Long Options) based Counter Adjustment to play
the bearish side reversal. In this Delta shifting based Counter
Adjustment, it is ensured that if the trend reversal fails upon initiating
the Counter Adjustment trading positions, then the loss on these
positions will be relatively less (as they are on lower Delta), as
compared to the Counter Adjustment trading positions initiated on

per Lot higher Delta PEs (like ITMs / deeper ITMs).
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This bearish reversal can also be played through CE side Delta
shifting (through Short Options) Counter Adjustment. In this case,
the bearish reversal can be targeted through Delta shifting by
initiating Counter Adjustments on Far OTM CEs having Delta
value around the range of 0.3 to 0.20 per Lot sorts. This position is
booked when the profit is generated on these Short CEs, when the
CE Strike becomes even Far OTM due to bearish move in the
underlying and the Ce Strikes moves to even lower Delta value like
0.15 or less. If the bearish move in the underlying appears to
continue, then again a fresh Short CE is initiated at a relatively higher
Delta value like 0.3 to 0.2 per Lot, on which profit is booked again
as this Strike too becomes an even farther OTM due to bearish move
in the underlying.

if the original bearish trend reverses on the bullish side, then such
bullish reversal can be played through Delta shifting mechanism by
buying CEs as Near OTMs / slightly Far OTMs (i.e. those CEs
having Delta values per Lot basis, ranging from 0.3 to 0.45). Once
these Near OTM CEs / slightly Far OTM CEs becomes an ITM,
then these CEs can be booked and if the bullish reversal seems to
continue, then again fresh set of Near OTM CE:s / slightly Far OTM
CEs (i.e. those CEs having Delta values per Lot basis, ranging from
0.3 to 0.45) can be bought, in order to continue to ride the bullish
reversal as an Counter Adjustment to the original bearish side trading
positions. This process of initiating fresh lower Deltas (and booking
them at profit), time and again to ride the bullish momentum is CE
side Delta shifting based Counter Adjustment to play the bullish
side reversal. In this Delta shifting based Counter Adjustment, it is
ensured that if the trend reversal fails upon initiating the Counter
Adjustment trading positions, then the loss on these positions will be
relatively less (as they are on lower Delta), as compared to the Counter
Adjustment trading positions initiated on per Lot higher Delta CEs
(like ITMs / deeper ITMs).

This bullish reversal can also be played through PE side Delta shifting

(through Short Options) Counter Adjustment. In this case, the bullish
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reversal can be targeted through Delta shifting by initiating Counter
Adjustments on Far OTM PEs having Delta value around the range of 0.3
to 0.20 per Lot sorts. This position is booked when the profit is generated
on these Short PEs, when the PE Strike becomes even Far OTM due to
bullish move in the underlying and the PE Strike moves to even lower Delta
value like 0.15 or less. If the bullish move in the underlying appears to
continue, then again a fresh Short PE is initiated at a relatively higher Delta
value like 0.3 to 0.2 per Lot, on which profit is booked again as this Strike

too becomes an even farther OTM due to bullish move in the underlying.

The decision whether or not to buy a lower Delta Options for the purpose
of Counter Adjustments through Delta shifting, will depend on the expected
momentum in the trend reversal. This Delta shifting for Counter Adjustment,
through Long Options positions, must only be implemented when the trend
reversal is expected to be strong and last, else Delta shifting based Counter
Adjustment through Short Options position can be explored.

Counter Adjustments to Net Premium Credit - Debit:

Every original Options positions/ Strategies, which is initiated to play out a

trend, is effectively, either:

(i) a Debit position (i.e. where Premiums are paid on Long legs; or
more Premiums are paid on Long legs than the Premium credit
received on Short legs); or

(i) a Credit position (i.e. where Premium credits are received on Short
legs; or more Premiums credits are received on Short legs than the

Premium paid on the Long legs).

Therefore, when the original Options positions/ strategies goes wrong, on
account of trend reversal or otherwise, then the Counter Adjustments need to

also factor in the following considerations:

(i) If the original Options position/ Strategy is a Premium Debit
positions/Strategy, then the Counter Adjustments must be
targeted to save the loss of the Premium debit incurred on the

original Strategy. This can be achieved by initiating Short Options
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positions in the direction of trend reversal’, at far OTM Strikes,
with such large quantity so as to have an effective Delta higher
than the Delta value of the original Strategy. Here the objective
must be to have as much Premium credit on Short Options
(contemplated as part of Counter Adjustments) so as to be able to

recover the Premium debit incurred on the original Strategy.

However, if the original Strategy involves a Futures leg (or huge
Premium debit positions in large quantities) and the trend reversal
is with strong momentum, then the Short Options position
(contemplated as part of Counter Adjustments) may have the
limitation of being able to generate limited profits to the
maximum extent of the Premium credits received on the Short
Options positions initiated as part of Counter Adjustments, and
thus may not be able to sufficiently cover up for the losses incurred
on the original Strategy. This limitation can be mitigated by,

either:

a) initiating numerous successive batches of Short Options
positions (favourable to the direction of the reversed trend),
in large quantities, initiated one after the other i.c. as soon as
the one batch of Short Options position is exhausted of its
Premium and the momentum in the direction of the trend
reversal is still continuing, a successive batch of Short
Options positions (favourable to the direction of the reversed
trend) can be initiated after booking profit on the earlier

batch of Short Options; or

b) to play such momentum in the direction of reversed trend
though initiating Long Options positions, with such large
quantity so as to have an effective Delta higher than the Delta
value of the original Strategy, as part of Counter Adjustments
to the original Strategy. The objective is that these Long

Options must yield greater / reasonable profit so as to be able

*i.e. PE Short to play trend reversal towards bullish/ mild bullish; and through CE Shorts to play

trend reversal towards bearish/ mild bearish.
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to absorb the max loss on the original Debit strategy to the
tune of Premium paid, as the reversed trend continues with
momentum. as part of Counter Adjustments to the original
Strategy. Since, initiating Long Options positions as Counter
Adjustments, will create Premium debit positions, therefore,
such Long Options positions must only be initiated as part
of Counter Adjustment when the strong lasting momentum

is expected on the trend reversal.

(ii) If the original Options position/ Strategy is a Premium Credit
positions/Strategy (or involves a Futures leg), then the Counter
Adjustments must be targeted to save the max unlimited loss
situation that may arise on account of the Short Options position
or Futures position in the original Strategy. This can be achieved
by initiating Short Options positions in the direction of trend
reversal®, at far OTM Strikes, with such large quantity so as to have
an effective Delta higher than the Delta value of the original
Strategy. Here the objective must be to have as much Premium
credit on Short Options (contemplated as part of Counter
Adjustments) so as to be able to mitigate the loss likely to be

incurred on the original Strategy.

However, if the original Strategy involves huge Premium credit
positions in large quantities on account of Short Options positions (or
Futures leg) and the trend reversal is with strong momentum, then the
Short Options position (contemplated as part of Counter Adjustments)
may have the limitation of being able to generate limited profits to the
maximum extent of the Premium credits received on the Short Options
positions initiated as part of Counter Adjustments, and thus may not be
able to sufficiently cover up for the losses incurred on the original

Strategy. This limitation can be mitigated by, either:

a) initiating numerous successive batches of Short Options

positions (favourable to the direction of the reversed trend), in

% i.e. PE Short to play trend reversal towards bullish/ mild bullish; and through CE Shorts to play

trend reversal towards bearish/ mild bearish.
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large quantities, initiated one after the other i.e. as soon as the
one batch of Short Options position is exhausted of its Premium
and the momentum in the direction of the trend reversal is still
continuing, a successive batch of Short Options positions
(favourable to the direction of the reversed trend) can be initiated

after booking profit on the earlier batch of Short Options; or

to play such momentum in the direction of reversed trend though
initiating Long Options positions, with such large quantity so as
to have an effective Delta higher than the Delta value of the
original Strategy, as part of Counter Adjustments to the original
Strategy. The objective is that these Long Options must yield
greater / reasonable profit as compared to the loss being incurred
on the original Credit strategy, as the reversed trend continues
with momentum. Since, initiating Long Options positions as
Counter Adjustments, will create Premium debit positions,
therefore, such Long Options positions must only be initiated as
part of Counter Adjustment when the strong lasting momentum

is expected on the trend reversal.

Strike Selection for Counter Adjustments:

Counter Adjustment positions through Options, are therefore, decided after

taking into account all the abovementioned factors, namely:

ii.

Counter Adjustment positions to be initiated in the direction of the

reversed trend (i.e. in opposite direction of the original trend basis

which running F&O positions/ Strategy was executed). Thus, if the

original trend has reversed and turned bearish / mild bearish, then

adjustments are done initiating Long PEs or Short CEs; and if the

trend has reversed and turned bullish / mild bullish, then adjustments

are done initiating Long CEs or Short PEs.

Counter Adjustment positions must be initiated at a higher aggregate

Delta value than the Delta value of the original Strategy.
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iii. Counter Adjustment positions should also factor the Options

Premium debit/ credit situation in the original Strategy.

iv. And finally, depending upon whether the trend reversal is in
momentum or not, Counter Adjustment positions may employ Long

Options or Short Options.

Thus, basis the aforementioned factors, Counter Adjustment positions

must be initiated through Options at suitable Strike levels.

Illustrations of Counter Adjustment techniques:

The following table will indicatively explain about the Positions and Strike levels
that may be considered for initiating Counter Adjustment positions taking into
account all the above mentioned factors discussed above in the context of

Counter Adjustments (also refer to the note section in the Tables below):

Original Trend Selection of Strike levels for Counter
Strategy/ Reversal Adjustments
positions(naked
/ hedged)
Bullish / Mild Bearish Long PE with such quantities on ITM or OTM
Bullish momentum  |Strikes so as to have aggregate Delta more than

the aggregate Delta on original Strategy. Idea is
to play trend reversal on bearish momentum,
through higher Delta PE Long counter
positions, to cover/mitigate potential loss on the

original Strategy; or

Short CE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on original Strategy. Also,
idea is to get sufficient Premium credit on Short
CEs, so as to cover/mitigate potential loss in
original Strategy. In order to do so, successive
batches of far OTM CEs may need to be
Shorted as and when the previous batch of CE

Short have exhausted their Premium value, and
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the bearish momentum is still trending and

continuing.

Bullish / Mild
Bullish

Mild Bearish

Short CE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on original Strategy. Also,
idea is to get sufficient Premium credit on Short
CEs, so as to cover/mitigate potential loss in

original Strategy.

Bearish / Mild
Bearish

Bullish

momentum

Long CE with such quantities on I'TM or OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on original Strategy. Idea is
to play trend reversal on bullish momenctum,
through higher Delta CE Long counter
positions, to cover/mitigate potential loss on the

original Strategy; or

Short PE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on original Strategy. Also,
idea is to get sufficient Premium credit on Short
PEs, so as to cover/mitigate potential loss in
original Strategy. In order to do so, successive
batches of far OTM PEs may need to be
Shorted as and when the previous batch of PE
Short have exhausted their Premium value, and
the bullish momentum is still trending and

continuing.

Bearish / Mild
Bearish

Mild Bullish

Short PE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on original Strategy. Also,
idea is to get sufficient Premium credit on Short
PEs, so as to cover/mitigate potential loss in

original Strategy.

Rangebound

Bullish

momentum

Long CE with such quantities on I'TM or OTM
Strikes so as to have aggregate Delta more than

the aggregate Delta on the bearish leg of original
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range

Breakout

Strategy (i.e. Futures Short andfor CE Short
andfor PE Long, as the case may be). Idea is to
play bullish momentum breakout trend,
through higher Delta CE Long counter
positions, to cover/mitigate potential loss on the

original Strategy; or

Short PE with such quantities on far OTM
Strikes so as to have sufficient Premium credit
on Short PEs, in order to cover/mitigate
potential loss in original Strategy. In order to do
so, successive batches of far OTM PEs may need
to be Shorted as and when the previous batch of
PE Short have exhausted their Premium value,
and the bullish momentum is still trending and

continuing.

Rangebound

Mild Bullish
range

Breakout

Short PE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on the bearish leg of original
Strategy (i.e. Futures Short andlor CE Short
andfor PE Long, as the case may be). Also, idea is
to get sufficient Premium credit on Short PEs,
so as to cover/mitigate potential loss in the

original Strategy.

Rangebound

Bearish
momentum
range

Breakdown

Long PE with such quantities on ITM or OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on the bullish leg of original
Strategy (i.e. Futures Long andfor PE Short
andfor CE Long, as the case may be). ldea is to
play bearish momentum breakdown trend,
through higher Delta PE Long counter
positions, to cover/mitigate potential loss on the

original Strategy; or

Short CE with such quantities on far OTM
Strikes so as to have sufficient Premium credit
on Short CEs, in order to cover/mitigate

potential loss in original Strategy. In order to do
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so, successive batches of far OTM CEs may
need to be Shorted as and when the previous

batch of CE Short have exhausted

Premium value, and the bearish momentum is

their

still trending and continuing.

Rangebound

Mild Bearish
range

Breakdown

Short CE with such quantities on far OTM
Strikes so as to have aggregate Delta more than
the aggregate Delta on the bullish leg of original
Strategy (i.e. Futures Long andfor PE Short
andfor CE Long, as the case may be). Also, idea is
to get sufficient Premium credit on Short CEs,
so as to cover/mitigate potential loss in the

original Strategy.

Non-directional
breakout/
breakdown

Strategy

Breakout/
Breakdown
with
momentum
does not
arrive or fails

(i.e.

Short CEs and Short PEs with such number of
equal quantities on far OTM Strikes (outside
the possible range). Idea is to get sufficient
Premium credit on Short CEs and Short PEs,
collectively, so as to cover/mitigate potential
loss in the original Strategy (or to have aggregate

Premium credit more than the Premium paid

Breakdown

underlying  |for on the original Strategy).
gets
rangebound)

Non-directional Mild Short PEs with such quantities on far OTM
breakout/ Breakout Strikes so as to have sufficient Premium credit
breakdown instead of  |on Short PEs, in order to cover/mitigate

Strategy Strong potential loss in the original Strategy (or to have
Breakout aggregate Premium credit more than the
with Premium paid for on the original Strategy).
momentum

Non-directional Mild Short CEs with such quantities on far OTM
breakout/ Breakdown  |Strikes so as to have sufficient Premium credit
breakdown instead of on Short CEs, in order to cover/mitigate

Strategy Strong potential loss in the original Strategy (or to have
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with aggregate Premium credit more than the

momentum  |Premium paid for on the original Strategy).

Long Options positions in the aforementioned Counter Adjustments must
be of the current Expiry series only if the Expiry is still far, in order to avoid
Theta impact. However, if the Expiry is near, then in order to avoid the
impact of Theta decay, Long Options of subsequent farther Expiry series

may be considered to initiate positions for Counter Adjustments.

Long Options are being contemplated as part of counter Adjustments, as
against Futures position, because the Long Options position will have
limited risk to the extent or Premium paid on them (whereas Futures
positions would have unlimited risk) if the trend again reverses back to the

direction of the original Strategy.

Short Options positions in the aforementioned Counter Adjustments must
be of the current Expiry series, so as to get benefit of the increasing Theta
impact due to approaching Expiry. The Short Options for Counter
Adjustments must be of the same Expiry series as that of the closer Expiry
series in the original Strategy. However, if the Premium in the closer Expiry
series is less (due to low volatility or otherwise), then large quantities at
smaller available Premium values may be considered (i.e. more decay on large
Short quantities); or else even large quantities on subsequent farther Expiry
series may also be considered to get benefitted from lower decay on much
large quantities of Short positions (i.e. lower decay on even much larger

quantities with bigher Premium values).

Short Options positions, as part of Counter Adjustments, must be initiated
at such far OTM Strikes, which are reasonably expected to expire worthless
as OTM by Expiry, i.e. CE Shorts must be above the upper resistance level
where the underlying is not expected to cross by Expiry and the PE Shorts
must be below the lower support level where the underlying is not expected

to cross by Expiry.

Counter Adjustments involving Short Options positions may require huge

capital and compliance towards MTM requirements.

The Counter Adjustments may be implemented through naked Options
positions or through relevant hedged Strategies favourable to the direction /

type of the trend reversal requiring adjustments to the original trade.
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However, hedged strategies will require relatively much larger quantities

than the naked positions for implementing relevant adjustments.

e If Volatility is in rising state then Counter Adjustments through Long
Options must be considered; and if Volatility is in falling state then Counter
Adjustments through Short Options must be considered.

Now, basis the aforesaid understanding about the possible trading positions
which can be initiated as part of Counter Adjustment to the existing positions,
we can explore different possible Counter Adjustments that may be employed
to different types of trading positions, in order to mitigate the losses on such

existing positions in case of trend reversal. This is discussed below.

Different Counter Adjustment Techniques:

Let us now look at some situations to understand the logic with which certain
Counter Adjustment techniques can be employed, in case of trend reversal.
Primarily, the logic to use these adjustment techniques, are based on Net
Premium Debit / Credit situation or bringing in the Delta variance in the

overall trading positions/ Strategy, as already explained above.

Here for the purpose of understanding the core concept of making suitable
Counter Adjustments in a trading position, we will discuss the naked positions
of FNO. This will help us understand the logic to be applied to Counter Adjust

the leg which may cause the overall trading positions/ Strategy into loss.

Let us explore a few situations, and possible Counter Adjustment options
that may be employed upon occurrence of trend reversal, depending on varied

market dynamics.

We have used below the nomenclature of certain Strategies. Please do not
feel uncomfortable with these nomenclatures. For now, just focus on the possible
Counter Adjustment measures that may be employed to adjust a loss causing leg.
A detailed study on all the Strategies referred to here, is given on subsequent
Chapters. You may consider to refer to the relevant Strategies in the subsequent

Chapters, should you wish to understand about those Strategies in detail.
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(i) Adjustment of a Naked CE Long position:

Original Position: CE Long (bullish view)

Trend Reversal: Bearish / Mild Bearish

Logic of the Adjustments: To set-off the possible loss on the Premium paid for the
CE Long due to reversal on the Bearish / Mild Bearish side, through collecting
Premium Credit by Shorting relevant CEs. The adjustments discussed below are all

Counter Adjustment measures.

Adjustment-1: Converting naked CE into CE Ratio Credit Spread.

Short Far OTM CEs (i.e. CEs of much higher Strike than CE Long leg) in more quantity
than the CEs on Long leg. This will convert naked CE into CE Ratio Credit Spread.

Ensure that Premium Credit received on CE Short is more than the Premium paid

on the CE Long leg (by selling more quantity of Far OTM CE).

Logic for Adjustment-1: Premium paid on CE Long leg, can be set-off by the
Premium Credit received on the CE Short leg initiated towards adjustment as part of
CE Ratio Spread, if the trend remains towards bearish / mild bearish side (thus, CEs
shorted expire worthless as OTMs on Expiry thereby generating profit higher than
the loss generated by the CE Long leg). However, if the trend again reverses on the
bullish side, such that it appears that the underlying may breach the CE Short Strike
by Expiry of the CE Long leg, then

these CE Shorts must be adjusted by taking more CE Long of same or preferably
higher Expiry series (than that of the CE Short leg) as explained below in relation to
Adjustment for naked CE Shorts.

Adjustment-2: Converting naked CE into Bear CE Credit Spread.

In the event, reversal towards bearish side is strong and confirmed, then Short CEs of
lower Strike than CE Long leg. This will convert naked CE into Bear CE Credit
Spread.

o [n Bear CE Credit Spread, CE Short shall be of the same quantity as that of the
CE Long leg. The net Premium credit (i.e. Premium received on CE Short leg
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minus Premium paid on CE Long leg), shall be the max profit in this Strategy,
from Expiry perspective.

o Ensure that Premium Credit received on CE Short is more than the Premium
paid on the CE Long leg (by Shorting CEs of such lower Strike which offers
decent Premium Credit).

o However, if upon bearish reversal, naked CE Long position is adjusted
subsequently by Shorting CEs of any given lower Strike than CE Long leg Strike,
then there may be a possibility that the Premium credit received on the CE Short
leg would be less than the Premium already paid on the Long leg. Thus, in this
scenario, there will be a net Premium debit situation on the Bear CE Credit
Spread; and the ner Premium debit shall be the max loss in this Strategy. This
net Premium debit, may be attempted to be recovered by shorting some extra Far

OTM CEs aggregating to atleast net Premium debit or more.

Logic for Adjustment-2: Premium paid on CE Long leg, will be lower than the
Premium Credit received on the CE Short leg initiated towards adjustment as part of
Bear CE Credit Spread. The Net Premium Credit on the Spread will be the expected
profit from Expiry perspective. Further, strong bearish move will favour the Delta

move on this Bear CE Credit Spread to set-off potential loss on CE Long leg.

Adjustment-3: Converting naked CE into Futures Hedge (Bearish side).

In the event, reversal towards bearish side is strong and confirmed, then Short Futures.
This will convert naked CE into Futures Hedge (Bearish side).

Futures Short shall be of the same quantity and Expiry series as that of the CE Long.

Logic for Adjustment-3: Futures will have a Delta of 1 (per Lot basis), and will be
higher than the Delta on the CE Long leg (per Lot basis). Therefore, effectively, the
net Delta of Futures Hedge (Bearish side) shall favour the bearish move in the
underlying. Thus, as the downtrend continues, Futures Short leg would generate
more profit than the loss incurred on the CE Long leg. Further, the max loss on the
CE Long leg due to continued downtrend will be limited to the amount of Premium
paid; while the potential profit on the Futures Short leg due to continued downward

move in the underlying would be unlimited.

Thus, in the event of confirmed reversal on the bearish side, this Futures Hedge
(Bearish side) Strategy may be implemented, to take advantage of the Delta move of
Futures Short leg.
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Further, there will not be any Theta impact on the Futures leg and hence this position
can be held close to Expiry to take full advantage of the unlimited profit potential on
a continued downward move of the underlying. Also, there will not be any adverse
impact of rise or fall in volatility / VIX on this Futures Hedge (Bearish side) Strategy,

and thus can be held with conviction so long the underlying is in a downtrend.

Adjustment-4: Converting naked CE into Bull CE Debit Spread.

In the event reversal towards bearish side is unsure, or if the CE Long leg does not
seem to generate desired profit, then potential loss on CE Long leg may be set-off to
some extent by Shorting Far OTM CEs of higher Strike than CE Long leg. This will
convert naked CE into Bull CE Debit Spread.

o In Bull CE Debit Spread, Far OTM CE Short shall be of the same gquantity as
that of the CE Long leg. The net Premium debit (i.e. Premium paid on CE Long
minus Premium credit received on CE Short leg), shall be the max loss in this
Strategy, from Expiry perspective. This net Premium debit, may be attempted to be
recovered by Shorting some extra Far OTM CEs aggregating to atleast net Premium
debit or more. If more quantity of Far OTM CE is shorted than those on CE Long
leg, such thar the aggregate Premium Credit on CE Short leg is more than the
Premium debit on the CE Long leg, then the Strategy will not be Bull CE Debit
Spread but CE Ratio Spread (already discussed above as Adjustment 1).

o FEnsure that Premium Credit received on Far OTM CE Short is not too low
than the Premium paid on the CE Long leg.

Logic for Adjustment-4: Premium paid on CE Long leg, will be higher than the
Premium Credit received on the CE Short leg initiated towards adjustment as part
of Bull CE Debit Spread. The Net Premium Debit on the Spread will be the max
loss from Expiry perspective. The idea in this adjustment is that the potential loss in
the CE Long leg, due to bearish/ mild bearish trend reversal, will be largely set-off
from the premium credit received on the CE short leg. Further, if the trend again
changes on the bullish side, then CE Long will generate more profit than the loss
generated by the CE Short leg, hence, this Strategy (both Long & Short legs) can be

continued if the trend again changes towards bullish side.

Important points in relation to aforesaid Counter Adjustments:

The logic in all the aforesaid Counter Adjustments is that upon reversal of trend on

the bearish or mild bearish side, the potential loss on the CE Long leg must be
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attempted to be recovered by collecting Premiums through Shorting CEs or Shorting

Futures.

Since, these Counter Adjustments require initiating CE Short / Futures Short
positions therefore more capital would be needed in order to sell CEs or Short
Futures. However, since, there are already CE Long against which CE Shorts / Futures
Short are initated therefore initiating these CE Shorts/ Futures Short will effectively
require lower margins as compared to the capital required for initiating naked Short

Options / Futures.

Further, in order to consider an appropriate Adjustment technique, one must also
consider the: (i) state of volatility VIX; and (ii) strength of trend reversal on bearish
side. Accordingly, if the volatility / VIX is in rising state and bearish trend is in strong
momentum, then it may be advisable to initiate Counter Adjustments using Futures
Short (instead of using CE Short). However, if the volatility / VIX is stable or in
falling state, and bearish trend is not in strong momentum, then it may be advisable

to initiate Counter Adjustments using CE Short (instead of using Futures Short).

Lastly, in order to look for Shorting CEs, following key factors must be borne in

mind:

o Do notexit the CE Long leg, instead try to recover losing Premium on Long
leg by Shorting Far OTM CEs in higher quantities.

o Try to get Premium credit of an amount closer or more than the Premium
paid for the CE Long leg.

o Try to get Premium credit by Shorting Far OTM CEs (avoid Shorting CEs
of Strike lower than the CE Long leg, unless strong bearish trend is confirmed,
as mentioned above). Idea here is to ensure that the Far OTM CEs must be
of those Strikes which are not expected to be breached by the underlying on
the upside by the Expiry. This is important so as to ensure that there is no

risk even if the bearish side again reverses and gets mild bullish;

o It is better to add more quantity of CE Shorts to get the desired Premium
Credit, rather than compromising on the Strike and choosing a lower CE
OTM Strike closer to ATM (in order to get higher Premium Credit with
fewer quantity of CEs) than higher CE Strike Far OTM for CE Short leg.

This will save the Adjustment made in case of any subsequent reversal on

the mild bullish side.

o If there is safe opportunity then it is advisable to keep booking profit on CE

Short leg, and re-create the CE Short position (if needed, by moving CE
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Short positions at lower Strikes with relatively more Premium) in same or
farther Expiry series. Idea is to take benefit of favourable Delta move on CE

Short leg during continuation of bearish trend.

o Try to get Premium credit on the same or closer Expiry series than the
Expiry series of the CE Long leg. This will help get the Theta to work on
the CEs Shorted in order to generate quick profit even if the bearish trend

is not swift.

o In case there isn’t enough Premium credit available on Far OTM CEs of
the same or closer Expiry series, then Far OTM CEs of immediately next
higher Expiry series may also be considered. However, in this case, the trend
must either be bearish or mildly bearish; then only the CE short initiated at
this next Expiry series will benefit to recover loss on the CE Long leg. But
if the trend ceases to remain bearish/ mild bearish, and again reverses on the
bullish side, then these CE Shorts initiated at next Expiry series will not
work (as both Theta and Delta will not be favourable); in which case these
CE Shorts must either be immediately exited at minor loss or these CE
Shorts must be adjusted by taking more CE Longs of same or preferably
higher Expiry series (than that of the CE short leg) as explained below in
relation to Adjustment for naked CE Shorts.

(i) Adjustment of a Naked PE Long position

Original Position: PE Long (bearish view)

Trend Reversal: Bullish / Mild Bullish

Logic of the Adjustments: To set-off the possible loss on the Premium paid for the
PE Long due to reversal on the Bullish / Mild Bullish side, through collecting
Premium Credit by Shorting relevant PEs. The adjustments discussed below are all

Counter Adjustment measures.

Adjustment-1: Converting naked PE into PE Ratio Credit Spread.

Short Far OTM PEs (i.e. PEs of much lower Strike than PE Long leg) in more quantity
than the PEs on Long leg. This will convert naked PE into PE Ratio Credit Spread.

Ensure that Premium Credit received on PE Short is more than the Premium paid on
the PE Long leg (by selling more quantity of Far OTM PEs).
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Logic for Adjustment-1: Premium paid on PE Long leg, can be set-off by the
Premium Credit received on the PE Short leg initiated towards adjustment as part of
PE Ratio Spread, if the trend remains towards bullish / mild bullish side (thus, PEs
shorted expire worthless as OTMs on Expiry thereby generating profit higher than
the loss generated by the PE Long leg). However, if the trend again reverses on the
bearish side, such that it appears that the underlying may breach the PE Short Strike
by Expiry of the PE Long leg, then

these PE Shorts must be adjusted by taking more PE Long of same or preferably
higher Expiry series (than that of the PE Short leg) as explained below in relation to
Adjustment for naked PE Shorts.

Adjustment-2: Converting naked PE into Bull PE Credit Spread.

In the event, reversal towards bullish side is strong and confirmed, then Short PEs of
higher Strike than PE Long leg. This will convert naked PE into Bull PE Credit
Spread.

o [n Bull PE Credit Spread, PE Short shall be of the same quantity as that of the
PE Long leg. The net Premium credit (i.e. Premium received on PE Short leg
minus Premium paid on PE Long leg), shall be the max profit in this Strategy,
from Expiry perspective.

o Ensure that Premium Credit received on PE Short is more than the Premium
paid on the PE Long leg (by Shorting PEs of such higher Strike which offers
decent Premium Credit).

o However, if upon bullish reversal, naked PE Long position is adjusted
subsequently by Shorting PEs of any given higher Strike than PE Long leg Strike,
then there may be a possibility that the Premium credit received on the PE Short
leg would be less than the Premium already paid on the Long leg. Thus, in this
scenario, there will be a net Premium debit situation on the Bull PE Credit
Spread; and the ner Premium debir shall be the max loss in this Strategy. This
net Premium debit, may be attempred to be recovered by shorting some extra

Far OTM PEs aggregating to atleast net Premium debir or more.

Logic for Adjustment-2: Premium paid on PE Long leg, will be lower than the
Premium Credit received on the PE Short leg initiated towards adjustment as part of
Bull PE Credit Spread. The Net Premium Credit on the Spread will be the expected
profit from Expiry perspective. Further, strong bullish move will favour the Delta
move on this Bull PE Credit Spread to set-off potential loss on PE Long leg.
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Adjustment-3: Converting naked PE into Futures Hedge (Bullish side).

In the event, reversal towards bullish side is strong and confirmed, then Long Futures.
This will convert naked CE into Futures Hedge (Bullish side).

Futures Long shall be of the same quantity and Expiry series as that of the PE Long.

Logic for Adjustment-3: Futures will have a Delta of 1 (per Lot basis), and will be
higher than the Delta on the PE Long leg (per Lot basis). Therefore, effectively, the
net Delta of Futures Hedge (Bullish side) shall favour the bullish move in the
underlying. Thus, as the uptrend continues, Futures Long leg would generate more
profit than the loss incurred on the PE Long leg. Further, the max loss on the PE
Long leg due to continued uptrend will be limited to the amount of Premium paid;
while the potential profit on the Futures Long leg due to continued upward move in

the underlying would be unlimited.

Thus, in the event of confirmed reversal on the bullish side, this Futures Hedge
(Bullish side) Strategy may be implemented, to take advantage of the Delta move of
Futures Long leg.

Further, there will not be any Theta impact on the Futures leg and hence this position
can be held close to Expiry to take full advantage of the unlimited profit potential on
a continued upward move of the underlying. Also, there will not be any adverse
impact of rise or fall in volatility / VIX on this Futures Hedge (Bullish side) Strategy

and thus can be held with conviction so long the underlying is in an uptrend.

Adjustment-4: Converting naked PE into Bear PE Debit Spread.

In the event reversal towards bullish side is unsure, or if the PE Long leg does not
seem to generate desired profit, then potential loss on PE Long leg may be set-off to
some extent by Shorting Far OTM PEs of lower Strike than PE Long leg. This will
convert naked PE into Bear PE Debit Spread.

o [n Bear PE Debit Spread, Far OTM PE Short shall be of the same quantity as
that of the PE Long leg. The net Premium debit (i.e. Premium paid on PE Long
minus Premium credit received on PE Short leg), shall be the max loss in this
Strategy, from Expiry perspective. This net Premium debit, may be attempted ro
be recovered by Shorting some exira Far OTM PEs aggregating to atleast net
Premium debit or more. If more quantity of Far OTM PE is shorted than those
on PE Long leg, such that the aggregate Premium Credit on PE Short leg is more
than the Premium debit on the PE Long leg, then the Strategy will not be Bear
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PE Debit Spread butr PE Ratio Spread (already discussed above as Adjustment
1).

o Ensure that Premium Credit veceived on Far OTM PE Short is not too low than
the Premium paid on the PE Long leg.

Logic for Adjustment-4: Premium paid on PE Long leg, will be higher than the
Premium Credit received on the PE Short leg initiated towards adjustment as part
of Bear PE Debit Spread. The Net Premium Debit on the Spread will be the max
loss from Expiry perspective. The idea in this adjustment is that the potential loss in
the PE Long leg, due to bullish/ mild bullish trend reversal, will be largely set-off
from the premium credit received on the PE short leg. Further, if the trend again
changes on the bearish side, then PE Long will generate more profit than the loss
generated by the PE Short leg, hence, this Strategy (both Long & Short legs) can be

continued if the trend again changes towards bearish side.

Important points in relation to aforesaid Counter Adjustments:

The logic in all the aforesaid Counter Adjustments is that upon reversal of trend on
the bullish or mild bullish side, the potential loss on the PE Long leg must be
attempted to be recovered by collecting Premiums through Shorting PEs.

Since, these Counter Adjustments require initiating PE Short / Futures Long
positions therefore more capital would be needed in order to sell PEs or buy Futures.
However, since, there are already PE Long against which PE Shorts / Futures Long
are initiated therefore initiating these PE Shorts / Futures Long will require lower
margins as compared to the capital required for initiating naked Short Options or

Futures Long.

Further, in order to consider an appropriate Adjustment technique, one must also
consider the: (i) state of voladilitcy / VIX; and (ii) strength of trend reversal on bullish
side. Accordingly, if the volatility / VIXis in rising state and bullish trend is in strong
momentum, then it may be advisable to initiate Counter Adjustments using Futures
Long (instead of using PE Short). However, if the volatility / VIX is stable or in falling
state, and bullish trend is not in strong momentum, then it may be advisable to

initiate Counter Adjustments using PE Short (instead of using Futures Long).
Lastly, in order to look for Shorting PEs, following key factors must be borne in mind:

o Do notexit the PE Long leg, instead try to recover losing Premium on Long
leg by Shorting Far OTM PEs in higher quantities.
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Try to get Premium credit of an amount closer or more than the Premium

paid for the PE Long leg.

Try to get Premium credit by Shorting Far OTM PEs (aveid Shorting PEs
of Strike higher than the PE Long leg, unless strong bullish trend is confirmed,
as mentioned above). Idea here is to ensure that the Far OTM PEs must be
of those Strikes which are not expected to be breached by the underlying
on the downside by the Expiry. This is important so as to ensure that there

is no risk even if the bullish side again reverses and gets mild bearish.

It is better to add more quantity of PE Shorts to get the desired Premium
Credit, rather than compromising on the Strike and choosing a higher PE
OTM Strike closer to ATM (in order to get higher Premium Credit with
fewer quantity of PEs) than lower PE Strike Far OTM for PE Short leg.

This will save the Adjustment made in case of any subsequent reversal on

the mild bearish side.

If there is safe opportunity then it is advisable to keep booking profit on PE
Short leg, and re-create the PE Short position (if needed, by moving PE
Short positions at higher Strikes with relatively more Premium) in same or
farther Expiry series. Idea is to take benefit of favourable Delta move on PE
Short leg during continuation of bullish trend.

Try to get Premium credit on the same or closer Expiry series than the
Expiry series of the PE Long leg. This will help get the Theta to work on
the PEs Shorted in order to generate quick profit even if the bullish trend

is not swift.

In case there isn’t enough Premium credit available on Far OTM PEs of
the same or closer Expiry series, then Far OTM PEs of immediately next
higher Expiry series may also be considered. However, in this case, the trend
must either be bullish or mildly bullish; then only the PE short initiated at
this next Expiry series will benefit to recover loss on the PE Long leg. But
if the trend ceases to remain bullish/ mild bullish, and again reverses on the
bearish side, then these PE Shorts initiated at next Expiry series will not
work (as both Theta and Delta will not be favourable); in which case these
PE Shorts must either be immediately exited at minor loss or these PE
Shorts must be adjusted by taking more PE Longs of same or preferably
higher Expiry series (than that of the PE short leg) as explained below in
relation to Adjustment for naked PE Shorts.
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(iii) Adjustment of a Naked Futures Long position

Original Position: Futures Long (bullish view)

Trend Reversal: Bearish and Mild Bearish

Logic of the Adjustments:

In case of mild bearish trend reversal, potential loss caused on Futures Long leg may

be set-off, through collecting Premium Credit by Shorting Far OTM CEs.

In case of strong bearish trend reversal, potential loss caused on Futures Long leg may
be set-off, by playing the strong bearish momentum of the trend through Long PEs
or Shorting large quantities of Far OTM CEs.

Both these adjustments are Counter Adjustments.

Adjustment-1: Converting naked Futures Long into Covered Call Strategy.

Short Far OTM CEs of the same Expiry series as that of the Futures leg. This will
convert naked Futures Long leg into Covered Call Strategy.

Ensure that there is sufficient Premium Credit received on CE Short (by selling more
quantity of Far OTM CEs). Aggregate amount of Credit collected through CE

Shorting, will be the max amount upto which Futures loss shall be mitigated.

Logic for Adjustment-1: Premium credit received on the CE Short leg will help
absorb the loss incurred on Futures Long leg, if the trend remains towards bearish /

mild bearish side.

Idea is to ensure that the underlying does not breaches the CE Strike Shorted on the
upside by Expiry (thus, CEs Shorted expire worthless as OTMs on Expiry thereby

generating profit, which will absorb the loss incurred on the Futures Long leg).

Delta value of a Futures is 1 (per Lot), accordingly, suitable quantity of Far OTM CE
Shorts need to be ensured, so that the net Delta position on this Strategy is favourable
for the bearish trend (and accordingly movement of the underlying on the bearish

side causing loss on the Futures Long leg is sufficiently absorbed by the CE Shorts).

Adjustment-2: Converting naked Futures Long into Futures Hedge.

In the event reversal towards bearish side is sure and strong, then potential loss on

Futures Long leg can be limited to large extent by initiating ['TM PE Long of same
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or farther Expiry series as that of the Futures leg. This will convert naked Futures

Long into Futures Hedge (PE side).

In Futures Hedge, ITM PE Long shall be of the same quantity as that of the
Futures Long leg. ITM PE must have atleast around 75% Intrinsic Value.

This Strategy helps confine the potential unlimited loss on Futures Long leg
due to trend reversal on the bearish side to the max extent of Time Value
comprised in the [TM PE leg (per Lot basis).

If the trend again reverses on the bullish side then addition of PE Long leg does
not limit the upside profit potential for the Futures Long, thereby making this
Strategy an unlimited reward and limited loss Strategy. Therefore, if the trend
again reverses on the bullish side after initiating PE Long leg, then no further
adjustments would be required and the Futures Hedge Strategy can be
continued as such to play the bullish move in the underlying.

The max loss that may be caused due to continued bearish trend, to the
maximum extent of Time Value of the PE Long leg (per Lot basis), can be
attempted to be recovered by Shorting some Far OTM CEs (in addition to
Futures Hedge comprising of Futures Long ¢ PE Long only) aggregating to

atleast max loss amount or more.

Also, if the continuation of strong downtrend momentum is confirmed to
sustain, then even morve PE Longs in higher quantity than the existing Futures
Long quantity can be initiated, in order to make the net Delta on this Futures
Hedge Strategy favouring bearish side. This way, the max loss on this Futures
Hedge Strategy can be mitigated and even profit can be generated out of the

strong downtrend.

Logic for Adjustment-2: Strong bearish momentum will cause Futures Long leg to

bleed profusely as its Delta is 1. This can be best mitigated by initiating a Long PE

leg with around 80% or more Intrinsic Value, which will have around 0.7 Delta

value or more (per Lot basis), thus effectively controlling the loss caused on Futures

leg. Further, the downside risk in this Strategy gets limited to pre-defined max loss,

which can be easily set-off by Shorting some Far OTM CEs; while the upside profit

remains unlimited and does not require any further adjustments.

Important points in relation to aforesaid Counter Adjustments:

The logic in all the aforesaid Counter Adjustments is that upon reversal of trend on

the bearish or mild bearish side, the potential loss on the Futures Long leg must be
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attempted to be either recovered by collecting Premiums through Shorting CEs or by
limiting potential loss by initiating ITM Long PEs (even more PE Long can be initiated
than Futures Long quantity, in order to make the net Delta on Futures Hedge Strategy
favouring bearish side).

Further, in order to consider an appropriate Adjustment technique, one must also
consider the: (i) state of volatility / VIX; and (ii) strength of trend reversal on bearish
side. Accordingly, if the voladility / VIX is in rising state and bearish trend is in strong
momentum, then it may be advisable to initiate Counter Adjustments using more
quantity of Long PE (instead of using CE Short). However, if the volatility / VIX is
stable or in falling state, and bearish trend is not in strong momentum, then it may
be advisable to initiate Counter Adjustments using CE Short (instead of using Long
PE).

In relation to the above Adjustments, following key factors must be borne in mind:

o  Since, there are already Futures Long against which PE Long are initiated
therefore these PE Long will lower the overall margin requirement as

compared to the capital required for initiating naked Long Futures.

o  These Counter Adjustments may require initiating CE Short positions

therefore more capital would be needed in order to sell CEs.

o Do not exit the Futures Long leg, instead try to mitigate loss incurred on
Futures Long leg by initiating suitable Counter Adjustments as explained

above.

o  Try to get Premium credit by Shorting Far OTM CEs. Idea here is to
ensure that the Far OTM CEs must be of those Strikes which are not
expected to be breached by the underlying on the upside by the Expiry.
This is important so as to ensure that there is no risk even if the bearish

side again reverses and gets mild bullish.

o ltis better to add more quantity of CE Shorts to get the desired Premium
Credit, rather than compromising on the Strike and choosing a lower CE
OTM Strike closer to ATM (in order to get higher Premium Credit with
fewer quantity of CEs) than higher CE Strike Far OTM for CE Short leg.
This will save the Adjustment made in case of any subsequent reversal on

the mild bullish side.

o If there is safe opportunity then it is advisable to keep booking profit on
CE Short leg, and re-create the CE Short position (if needed, by moving

CE Short positions at lower Strikes with relatively more Premium) in same
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or farther Expiry series. Idea is to take benefit of favourable Delta move

on CE Short leg during continuation of bearish trend.

o Try to get Premium credit when plan to Short CEs, on the same or closer
Expiry series than the Expiry series of the Futures Long leg. This will help
get the Theta to work on the CEs Shorted in order to generate quick profit

even if the bearish trend is not swift.

o In case there isn’t enough Premium credit available on Far OTM CEs of
the same or closer Expiry series, then Far OTM CEs of immediately next
higher Expiry series may also be considered. However, in this case, the
trend must either be bearish or mildly bearish; then only the CE Short
initiated at this next Expiry series will benefit to recover loss on the Futures
Long leg. But if the trend ceases to remain bearish/ mild bearish, and again
reverses on the bullish side, then these CE Shorts initiated at next Expiry
series will not work (as both Theta and Delta will not be favourable); in
which case these CE Shorts must either be immediately exited at minor
loss or these CE Shorts must be adjusted by taking more Futures Long or
CE Longs (of same or preferably higher Expiry series than that of the CE
Short leg) as explained below in relation to Adjustment for naked CE
Shorts.

(iv) Adjustment of a Naked Futures Short position

Original Position: Futures Short (bearish view)

Trend Reversal: Bullish and Mild Bullish

Logic of the Adjustments:

In case of mild bullish trend reversal, potential loss caused on Futures Short leg may
be set-off, through collecting Premium Credit by Shorting Far OTM PEs.

In case of strong bullish trend reversal, potential loss caused on Futures Short leg may
be set-off, by playing the strong bullish momentum of the trend through Long CEs
or Shorting large quantities of Far OTM PEs.

Both these adjustments are Counter Adjustments.
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Adjustment-1: Converting naked Futures Short into Covered Put Strategy.

Short Far OTM PEs of the same Expiry series as that of the Futures leg. This will
convert naked Futures Short leg into Covered Put Strategy.

Ensure that there is sufficient Premium Credit received on PE Short (by selling more
quantity of Far OTM PEs). Aggregate amount of Credit collected through PE

Shorting, will be the max amount upto which Futures loss shall be mitigated.

Logic for Adjustment-1: Premium credit received on the PE Short leg will help absorb

the loss incurred on Futures Short leg, if the trend remains towards bullish / mild

bullish side.

Idea is to ensure that the underlying does not breaches the PE Strike Shorted on the
downside by Expiry (thus, PEs Shorted expire worthless as OTMs on Expiry thereby

generating profit, which will absorb the loss incurred on the Futures Short leg).

Delta value of a Futures is 1 (per Lot), accordingly, suitable quantity of Far OTM PE
Shorts need to be ensured, so that the net Delta position on this Strategy is favourable
for the bullish trend (and accordingly movement of the underlying on the bullish side
causing loss on the Futures Short leg is sufficiently absorbed by the PE Shorts).

Adjustment-2: Converting naked Futures Short into Futures Hedge.

In the event reversal towards bullish side is sure and strong, then potential loss on
Futures Short leg can be limited to large extent by initiating I'TM CE Long of same
or farther Expiry series as that of the Futures leg. This will convert naked Futures
Short into Futures Hedge (CE side).

o In Futures Hedge, ITM CE Long shall be of the same quantity as that of the
Futures Short leg. ITM CE must have atleast around 75% Intrinsic Value.

o This Strategy helps confine the potential unlimited loss on Futures Short leg due
to trend reversal on the bullish side to the max extent of Time Value comprised

in the ITM CE leg (per Lot basis).

o Ifthe trend again reverses on the bearish side then addition of CE Long leg does
not limit the downside profit potential for the Futures Short, thereby making this
Strategy an unlimited reward and limited loss Strategy. Therefore, if the trend
again reverses on the bearish side after initiating CE Long leg, then no further
adjustments would be required and the Futures Hedge Strategy can be continued
as such to play the bearish move in the underlying.
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o The max loss that may be caused due to continued bullish trend, to the maximum
extent of Time Value of the CE Long leg (per Lot basis), can be attempted to be
recovered by Shorting some Far OTM PEs (in addition to Futures Hedge
comprising of Futures Short ¢& CE Long only) aggregating to atleast max loss

amount or more.

o Abo, if the continuation of strong uptrend momentum is confirmed to sustain,
then even more CE Longs in higher quantity than the existing Futures Short
quantity can be initiated, in order to make the net Delta on this Futures Hedge
Strategy favouring bullish side. This way, the max loss on this Futures Hedge
Strategy can be mitigated and even profit can be generated out of the strong
uptrend.

Logic for Adjustment-2: Strong bullish momentum will cause Futures Short leg to
bleed profusely as its Delta is 1. This can be best mitigated by initiating a Long CE
leg with around 80% or more Intrinsic Value, which will have around 0.7 Delta
value or more (per Lot basis), thus effectively controlling the loss caused on Futures
leg. Further, the upside risk in this Strategy gets limited to pre-defined max loss,
which can be easily set-off by Shorting some Far OTM PEs; while the downside

profit remains unlimited and does not require any further adjustments.

Important points in relation to aforesaid Counter Adjustments:

The logic in all the aforesaid Counter Adjustments is that upon reversal of trend on
the bullish or mild bullish side, the potential loss on the Futures Short leg must be
attempted to be either recovered by collecting Premiums through Shorting PEs or by
limiting potential loss by initiating ITM Long CEs (ever more CE Long can be initiated
than Futures Short quantity, in order to make the net Delta on Futures Hedge Strategy
favouring bullish side).

Further, in order to consider an appropriate Adjustment technique, one must also
consider the: (i) state of voladilitcy / VIX; and (ii) strength of trend reversal on bullish
side. Accordingly, if the volatility / VIXis in rising state and bullish trend is in strong
momentum, then it may be advisable to initiate Counter Adjustments using more
quantity of Long CE (instead of using PE Short). However, if the volatility / VIX is
stable or in falling state, and bullish trend is not in strong momentum, then it may
be advisable to initiate Counter Adjustments using PE Short (instead of using Long
CE).

In relation to the above Adjustments, following key factors must be borne in mind:
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Since, there are already Futures Short against which CE Long are initiated
therefore these CE Long will lower the overall margin requirement as

compared to the capital required for initiating naked Futures Short.

These Counter Adjustments may require initiating PE Short positions

therefore more capital would be needed in order to sell PEs.

Do not exit the Futures Short leg, instead try to mitigate loss incurred on
Futures Short leg by initiating suitable Counter Adjustments as explained

above.

Try to get Premium credit by Shorting Far OTM PEs. Idea here is to ensure
that the Far OTM PEs must be of those Strikes which are not expected to
be breached by the underlying on the downside by the Expiry. This is
important so as to ensure that there is no risk even if the bullish trend again

reverses and gets mild bearish.

It is better to add more quantity of PE Shorts to get the desired Premium
Credit, rather than compromising on the Strike and choosing a higher PE
OTM Strike closer to ATM (in order to get higher Premium Credit with
fewer quantity of PEs) than lower PE Strike Far OTM for PE Short leg.

This will save the Adjustment made in case of any subsequent reversal on

the mild bearish side.

If there is safe opportunity then it is advisable to keep booking profit on PE
Short leg, and re-create the PE Short position (if needed, by moving CE
Short positions at higher Strikes with relatively more Premium) in same or
farther Expiry series. Idea is to take benefit of favourable Delta move on PE

Short leg during continuation of bullish trend.

Try to get Premium credit when plan to Short PEs, on the same or closer
Expiry series than the Expiry series of the Futures Short leg. This will help
get the Theta to work on the PEs Shorted in order to generate quick profit

even if the bullish trend is not swift.

In case there isn’t enough Premium credit available on Far OTM PEs of
the same or closer Expiry series, then Far OTM PEs of immediately next
higher Expiry series may also be considered. However, in this case, the trend
must either be bullish or mildly bullish; then only the PE Short initiated at
this next Expiry series will benefit to recover loss on the Futures Short leg.
But if the trend ceases to remain bearish/ mild bearish, and again reverses

on the bearish side, then these PE Shorts initiated at next Expiry series will
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not work (as both Theta and Delta will not be favourable); in which case
these PE Shorts must either be immediately exited at minor loss or these PE
Shorts must be adjusted by taking more Futures Short or PE Longs (of same
or preferably higher Expiry series than that of the PE Short leg) as explained
below in relation to Adjustment for naked PE Shorts.

(v) Adjustment of a Naked CE Short position

Original Position: CE Short (bearish view)

Trend Reversal: Bullish (such that the underlying price is likely to breach the CE Short
Strike, on the upside, by Expiry)

Logic of the Adjustments:

In case of bullish trend reversal, potential loss caused on CE Short leg may be
unlimited. Thus, unlimited loss situation can be set-off, by initiating positions to play

the bullish trend and outwit the potential loss on the CE Short leg.

Accordingly, in case of strong bullish trend reversal, potential loss caused on CE Short
leg may be set-off, by playing the strong bullish momentum of the trend through
Long Futures or Long CEs.

Both these adjustments are Counter Adjustments.

Adjustment-1: Converting naked CE Short into Covered Call Strategy.

As soon as the trend reversal on the bullish side is confirmed and strong (and CE Short
Strike is expected to become an ATM or near ITM), add Long Futures position of the
same Expiry series as that of the CE Short leg. This will convert naked CE Short leg
into Covered Call Strategy.

Ensure to add same quantity of Futures as those on CE Short leg.

Logic for Adjustment-1: Futures Delta is 1 (per Lot basis), which is higher than the
Delta value of CE (per Lot basis). Thus, as the strong uptrend continues, the loss
generated on the CE Short leg would get set-off with relatively more profit generated
on the Futures Long leg.

Further, there will not be any Theta impact on the Futures leg and hence this position
can be held close to Expiry to take full advantage of the unlimited profit potential on

a continued upward move of the underlying. Also, there will not be any adverse
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impact of rise or fall in volatility / VIX on the Futures leg, and thus can be held with

conviction so long the underlying is in an uptrend.

In the event the trend again reverses on the bearish side, after initiating Futures Long
leg, then this Covered Call Strategy would be able to absorb any bearish move upto
the Futures Long Buy Price minus Premium Credit collected on CE Short leg. Any
downward move below this Strike, would require adjustments with the logic as

applicable on naked Futures Long leg (discussed above).

Adjustment-2: Converting naked CE Short into Bull CE Spread.

In the event reversal towards bullish side appears indecisive (i.e. whether it would
sustain or reverse back), then such type of reversal on the bullish side may be adjusted
by initiating Long CE. This will convert naked CE Short into Bull CE Spread.

o In Bull CE Spread, Long CE (on same Expiry series as that of the CE Short leg,
if 50% or more time period is remaining to Expiry) can be initiated on lower
Strike than CE Short leg; so as to bring the Delta variance between the CE Long
and CE Short leg (i.e. CE Long on higher Delta than the CE short leg). Further,
the CE Long strike must have such Premium value, so as to ensure that the net
Premium debit (if any) on this Spread Strategy is reasonably less. The ner
Premium debit on this Vertical Spread will be the max loss on this Strategy from
Expiry perspective. This net Premium debit, may be attempted to be recovered
after a clear view on the underlying is established.

o [f'50% or more time period to Expiry for the CE Short leg has already lapsed,
the CE Long leg must be initiated on next / farther Expiry Series (making it a
Calendar Spread), in order to avoid the Theta impact on this CE Long leg.
However, the net Premium debit factor must still be ensured to keep the max

loss situation reasonably low. Also, Delta variance must be ensured such that
CE Long is at higher Delta than CE Short leg.

Logic for Adjustment-2: By initiating CE Long on higher Delta than CE Short leg,
it can be ensured that if the bullish move continues then from the time the adjustment
is implemented, CE Long will set-off the losses incurred on CE short leg. Further, the
net Premium debit is ensured to be low, so that the max loss on the Spread from
Expiry perspective (for the CE Short leg), is kept low. This max loss situation can be
mitigated upon confirmation of the bullish trend by Shorting Far OTM PEs with an

aggregate Premium Credit sufficient to set-off the max loss situation on the Spread.
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In the event the trend again reverses on the bearish side, after initiating CE Long leg,
then this Spread Strategy may generate max loss situation from Expiry perspective. In
such event, suitable adjustments may have to be made with the logic as applicable on
naked CE Long leg (discussed above). In such case, converting the Spread into CE
Ratio Spread may be explored.

Important points in relation to aforesaid Counter Adjustments:

The logic in the aforesaid Counter Adjustments is that upon reversal of trend on the
bullish side, the potential unlimited loss on the CE Short leg must be attempted to
be either recovered by initiating Futures Long (0 take Delta advantage) or by limiting
the loss by converting into Bull CE Spread thereby limiting potential loss on CE Short
leg.

Since, Adjustment-1 requires initiating Futures Long positions therefore more capital
would be needed in order to buy Futures. Moreover, Futures Long are initiated
against naked CE Short which itself requires higher margin. Therefore, conversion

into Covered Call Strategy would entail requirement of more capital to fulfil margin
& MTM requirements.

Further, Adjustment-2 requiring conversion into Bull CE Spread, would entail lesser
margin requirements as it involves buying CE against existing CE Shorts. However,
in order to cover the max loss on the Spread, PE Short may be required to be initiated,
which would entail requirement of more capital to fulfil margin & MTM

requirements.

Additionally, in order to consider an appropriate Adjustment technique, one must
also consider the: (i) state of volatility / VIX; and (ii) time period for Expiry of the
CE Short leg. Accordingly, if the volatility / VIX is in falling state, or the Expiry of
the CE Short leg has already lapsed by 50% or more, then it may be advisable to
initiate Counter Adjustments using Futures Long (instead of using CE Long). But if
volatility / VIX is in rising state, and the Expiry of the CE Short leg has not already
lapsed by 50% or more, and the bullish momentum is not very sure, then it may be
advisable to initiate Counter Adjustments using CE Long (instead of using Futures

Long).

It is not advisable to exit the CE Short leg, instead try to mitigate loss on CE Short

leg by initiating suitable Counter Adjustments as explained above.
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(vi) Adjustment of a Naked PE Short position

Original Position: PE Short (bullish view)

Trend Reversal: Bearish (such that the underlying price is likely to breach the PE Short
Strike, on the downside, by Expiry)

Logic of the Adjustments:

In case of trend reversal on the bearish side, potential loss caused on PE Short leg may
be unlimited. Thus, unlimited loss situation can be set-off, by initiating positions to

play the bearish trend and outwit the potential loss on the PE Short leg.

Accordingly, in case of strong bearish trend reversal, potential loss caused on PE Short
leg may be set-off, by playing the strong bearish momentum of the trend through
Short Futures or Long PEs.

Both these adjustments are Counter Adjustments.

Adjustment-1: Converting naked PE Short into Covered Put Strategy.

As soon as the trend reversal on the bearish side is confirmed and strong (and PE Short
Strike is expected to become an ATM or near ITM), add Futures Short position of the
same Expiry series as that of the PE Short leg. This will convert naked PE Short leg
into Covered Put Strategy.

Ensure to add same quantity of Futures as those on PE Short leg.

Logic for Adjustment-1: Futures Delta is 1 (per Lot basis), which is higher than the
Delta value of PE (per Lot basis). Thus, as the strong downtrend continues, the loss
generated on the PE Short leg would get set-off with relatively more profit generated
on the Futures Short leg.

Further, there will not be any Theta impact on the Futures leg and hence this position
can be held close to Expiry to take full advantage of the unlimited profit potential on
a continued downward move of the underlying. Also, there will not be any adverse
impact of rise or fall in volatility / VIX on the Futures leg, and thus can be held with

conviction so long the underlying is in a downtrend.

In the event the trend again reverses on the bullish side, after initiating Futures Short

leg, then this Covered Put Strategy would be able to absorb any bullish move upto

the Futures Short Sell Price plus Premium Credit collected on PE Short leg. Any
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upward move above this Strike, would require adjustments with the logic as applicable

on naked Futures Short leg (discussed above).

Adjustment-2: Converting naked PE Short into Bear PE Spread.

In the event reversal towards bearish side appears indecisive (i.e. whether it would
sustain or reverse back), then such type of reversal on the bearish side may be adjusted

by initiating Long PE. This will convert naked PE Short into Bear PE Spread.

o In Bear PE Spread, Long PE (on same Expiry series as that of the PE Short leg,
if 50% or more time period is remaining to Expiry) can be initiated on higher
Strike than PE Short leg; so as to bring the Delta variance between the PE Long
and PE Short leg (i.e. PE Long on higher Delta than the PE short leg). Further,
the PE Long strike must have such Premium value, so as to ensure that the net
Premium debit (if any) on this Spread Strategy is reasonably less. The net
Premium debit on this Vertical Spread will be the max loss on this Strategy from
Expiry perspective. This net Premium debit, may be attempted to be recovered
after a clear view on the underlying is established.

o If50% or more time period to Expiry for the PE Short leg has already lapsed,
the PE Long leg must be initiated on next / farther Expiry Series (making it a
Calendar Spread), in order to avoid the Theta impact on this PE Long leg.
However, the net Premium debit factor must stil] be ensured to keep the max loss
situation reasonably low. Also, Delta variance must be ensured such that PE
Long is at higher Delta than PE Short leg.

Logic for Adjustment-2: By initiating PE Long on higher Delta than PE Short leg, it
can be ensured that if the bearish move continues then from the time the adjustment
is implemented, PE Long will set-off the losses incurred on PE Short leg. Further, the
net Premium debit is ensured to be low, so that the max loss on the Spread from
Expiry perspective (for the PE Short leg), is kept low. This max loss situation can be
mitigated upon confirmation of the bearish trend by Shorting Far OTM CEs with an

aggregate Premium Credit sufficient to set-off the max loss situation on the Spread.

In the event the trend again reverses on the bullish side, after initiating PE Long leg,
then this Spread Strategy may generate max loss situation from Expiry perspective. In
such event, suitable adjustments may have to be made with the logic as applicable on
naked PE Long leg (discussed above). In such case, converting the Spread into PE
Ratio Spread may be explored.
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Important points in relation to aforesaid Counter Adjustments:

The logic in the aforesaid Counter Adjustments is that upon reversal of trend on the
bearish side, the potential unlimited loss on the PE Short leg must be attempted to
be either recovered by initiating Futures Short (o take Delta advantage) or by limiting
the loss by converting into Bear PE Spread thereby limiting potential loss on PE Short
leg.

Since, Adjustment-1 requires initiating Futures Short positions therefore more capital
would be needed in order to sell Futures. Moreover, Futures Short are initiated against
naked PE Short which itself requires higher margin. Therefore, conversion into
Covered Put Strategy would entail requirement of more capital to fulfil margin &

MTM requirements.

Further, Adjustment-2 requiring conversion into Bear PE Spread, would entail lesser
margin requirements as it involves buying PE against existing PE Shorts. However, in
order to cover the max loss on the Spread, CE Short may be required to be initiated,
which would entail requirement of more capital to fulfil margin & MTM

requirements.

Additionally, in order to consider an appropriate Adjustment technique, one must
also consider the: (i) state of volatility / VIX; and (ii) time period for Expiry of the PE
Short leg. Accordingly, if the volatility / VIX is in falling state, or the Expiry of the
PE Short leg has already lapsed by 50% or more, then it may be advisable to initiate
Counter Adjustments using Futures Short (instead of using PE Long). But if voladilicy
/ VIXis in rising state, and the Expiry of the CE Short leg has not already lapsed by
50% or more, and the bearish momentum is not very sure, then it may be advisable

to initiate Counter Adjustments using PE Long (instead of using Futures Short).

It is not advisable to exit the PE Short leg, instead try to mitigate loss on PE Short leg

by initiating suitable Counter Adjustments as explained above.

Adjustments, as explained above in the context of naked Futures and
Options (Long & Short) positions, would form the basic tenet basis which even
the hedged Strategies can also be adjusted.

Adjustments applicable towards specific Strategies (viz. Bull CE Debit
Spread, Bear CE Credit Spread, Bear PE Debit spread, Bull PE Credit Spread,
Covered Call, Short Strangle, Straddle etc) are explained in the subsequent

Chapters as part of comprehensive discussions on those Strategies. You may
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consider exploring those Strategies as referred to above, in the subsequent

Chapters.

ADJUSTMENTS THROUGH PYRAMIDING

Now, let us discuss about the Adjustments through Pyramiding.

Contrary to Counter Adjustments discussed above, adjustments through
pyramiding are done by initiating positions in the direction of the original trend
(i.e. mot following the trend reversal). However, this type of adjustment is only
deployed when:

(i) the reversal is a trending one but upto a limited extent (i.e. would
maximum last upto a strong resistance level on the upside or to a

strong support level on the downside); and
(i) Expiry is not far.

The idea / objective behind this type of adjustment is to capture high Premium
Far OTM Options (which gets benefited from the trend reversal) for shorting,
and eventually deriving profit from their decay due to approaching/ not-so-far
Expiry. This adjustment may be done only by deploying naked Short Options
positions (preferably) or Credit hedged Strategies (in large quantities).

Thus, this type of adjustments can be deployed in case of following

situations:

(iii) Mild-Bearish Trending Reversal: When a bullish / mild bullish trend
was being played out through a Strategy, and there arrives a mild-
bearish reversal, which is expected to not trend below a strong support
level as per the technical analysis by the approaching Expiry of the

F&O instruments involved in the original Strategy.

(iv) Mild-Bullish Trending Reversal: When a bearish / mild bearish trend
was being played out through a Strategy, and there arrives a mild-
bullish reversal, which is expected to not trend above a strong
resistance level as per the technical analysis by the approaching Expiry
of the F&O instruments involved in the original Strategy.
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Let us understand in detail about ‘Adjustments through Pyramiding’ in

case of the aforesaid two trending reversal situations.

Pyramiding in Mild-Bearish Trend Reversal:

If an original position / Strategy was initiated to play bullish trend but the trend
has reversed to mild-bearish which is expected to remain mild-bearish only upto
a strong support level on the downside, then adjustments through pyramiding
would be done by shorting Far OTM PEs below the strong support level, as it
gets a higher Premium value from the reversal on the bearish side. Further, in
this adjustment, more quantity is shorted on even lower Strikes as the mild-

bearish reversal keeps approaching towards the support level.

For example: if Nifty ATM is at 17000 and a Bull CE Debit Spread
Strategy was initiated expecting Nifty to trend higher; but the Nifty reverses and
becomes mild-bearish and starts trending downward (causing PE Premiums to
rise and CE Premiums to fall, thereby causing loss in the original Strategy) and there
seems to be a strong support level at 16000 PE below which the Nifty is not
expected to slip by Expiry (which is not too far from the time of trend reversal),
then we can consider shorting PE Options as they get benefited with higher
Premium as the underlying starts approaching 16000 support level. Thus, we

can consider shorting:

» Far OTM 15800 PE 2 Lots at Rs. 100 per Lot (when its Premium rises
from Rs. 50 to Rs 100) as Nifty starts its downward move below
17000; and

> thereafter, can short 3 or 4 lots of 15600 PE at Rs. 85 per Lot (when
its Premium rises from 45 Rs. to Rs. 85) as Nifty slides below 16500

and

» thereafter, can short 5 or 6 lots of 15400 PE at Rs. 65 per Lot (when
its Premium rises from 25 Rs. to Rs. 65) as Nifty slides below 16200
towards the support level of 16000.

Idea here is that the Nifty will respect the strong support level of 16000
and will not slip below that level by approaching Expiry, which is close-by.
Approach in this adjustment is to keep shorting more quantity of PEs at lower
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Strikes below the support level of 16000, when they get benefited with relatively
higher Premium (than these Strikes had earlier). If our technical view is correct,
then the Nifty will respect the strong support level of 16000 and the rise in
Premium values of PE will not happen once Nifty slides down to 16000 level
and sustains. Infact, as the Nifty sustains at 16000 level and remains there or
closes higher at Expiry, these PE Shorts initiated as part of adjustments through
pyramiding, will start showing profit due to cessation of downward momentum
and Theta effect of approaching Expiry. Thus, all these PEs which were shorted
(taking benefit of higher Premiums due to mild-bearish trend reversal) will
expire worthless as OTM by Expiry, thereby yielding profit to the extent of
Premium credit received on these Short PEs. This profit on Premium credit
from PE Shorts are targeted to mitigate the potential loss on the original Bull
CE Spread Strategy.

The benefit of this adjustment is: (a) to be able to take benefit of collecting
higher Premium due to the momentum; (b) shorts are targeted at Far OTM
Strikes below strong support levels; (c) since these adjustments collects Premium
at lower Strike levels, it helps to increase the Breakeven Strike much below the

support level; (d) to get benefited from Theta decay due to close-by Expiry.

However, having said above, there is a potent risk in this type of
adjustment. The risk is: if the downward momentum does not stop at the
support level and slides down breaching the Breakeven Strikes of all these PE
Shorts taken collectively. Since, the adjustments involves shorting Options or
credit strategy, therefore, in case the momentum breaks the support level on the
downside and also breaches the Breakeven Strike levels, then it may lead to an
unlimited loss situation on these adjustments, besides loss on the original
Strategy. This unlimited loss situation can be contained by deploying equal
number of PE Long at even lower Strike than the PE Short Strike (#hus,
converting naked PE Shorts into PE Credit Spread). While, these hedged positions
may contain the unlimited loss to some extent, but this should be initiated when
the bearish momentum appears to be not very strong. However, if the bearish
trend appears to be continuing and strong then instead of initiating PE Long at
lower Strikes than PE Short, it will be prudent to initiate PE Long on higher
Strike than PE Shorts in equal quantity (thus, converting naked PE Shorts in to
Bear PE Spread). Since, the original Strategy was towards bullish side, therefore
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large quantities for Bear PE Spread may need to be deployed as part of these
adjustments in order to sufficiently mitigate the loss on the original Strategy due

to trend reversal on the bearish side.

Therefore, this adjustment, to play out the bearish trending reversal so as
to curtail/mitigate the loss on the original bullish/mild bullish Strategy, should
be considered only if there is a strong conviction on the support level on the

downside to remain intact by Expiry.

Pyramiding in Mild-Bullish Trend Reversal:

If an original position / Strategy was initiated to play bearish trend but the trend
has reversed to mild-bullish side which is expected to remain mild-bullish only
upto a strong resistance level on the upside, then adjustments through
pyramiding would be done by shorting Far OTM CEs above the strong
resistance level, as it gets a higher Premium value from the reversal on the bullish
side. Further, in this adjustment, more quantity is shorted on even higher Strikes

as the mild-bullish reversal keeps approaching towards the resistance level.

For example: if Nifty ATM is at 17000 and a Bear PE Debit Spread
Strategy was initiated expecting Nifty to trend lower; but the Nifty reverses and
becomes bullish and starts trending upward (causing CE Premiums to rise and PE
Premiums to fall, thereby causing loss in the original Strategy) and there seems to
be a strong resistance level at 18000 CE, above which the Nifty is not expected
to rise further up by Expiry (which is not too far from the time of trend reversal),
then we can consider shorting CE Options as they get benefited with higher
Premium as the underlying starts approaching 18000 resistance level. Thus, we

can consider shorting:

e Far OTM 18200 CE 2 Lots at Rs. 120 per Lot (when its Premium
rises from Rs. 95 to Rs 120) as Nifty starts its upward move from
170005 and

e thereafter, can short 3 or 4 lots of 18300 CE at Rs. 100 per Lot
(when its Premium rises from 75 Rs. to Rs. 100) as Nifty rises above
17600; and
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o thereafter, can short 5 or 6 lots of 18500 CE at Rs. 75 per Lot (when
its Premium rises from 50 Rs. to Rs. 75) as Nifty further rises above
17800 towards 18000 resistance level.

Idea here is that the Nifty will respect the strong resistance level of 18000
and will not rise above that level by approaching Expiry, which is close-by.
Approach in this adjustment is to keep shorting more quantity of CEs at higher
Strikes above the resistance level of 18000, when they get benefited with
relatively higher Premium (than these Strikes had earlier). If our technical view
is correct, then the Nifty will respect the strong resistance level of 18000 and the
rise in Premium values of CE will not happen once Nifty reaches upto 18000
level and sustains. Infact, as the Nifty sustains at 18000 level and remains there
or closes lower at Expiry, these CE Shorts initiated as part of adjustments
through pyramiding, will start showing profit due to cessation of upward
momentum and Theta effect of approaching Expiry. Thus, all these CEs which
were shorted (taking benefit of higher Premiums due to mild-bullish trend
reversal) will expire worthless as OTM by Expiry, thereby yielding profit to the
extent of Premium credit received on these Short CEs. This profit on Premium
credit from CE Shorts are targeted to mitigate the potential loss on the original

Bear PE Spread Strategy.

The benefit of this adjustment is: (a) to be able to take benefit of collecting
higher Premium due to the momentum; (b) shorts are targeted at Far OTM
Strikes above strong resistance levels; (c) since these adjustments collects
Premium at higher Strike levels, it helps to increase the Breakeven Strike much
above the resistance level; (d) to get benefited from Theta decay due to close-by
Expiry.

However, having said above, there is a potent risk in this type of
adjustment. The risk is: if the upward momentum does not stop at the resistance
level and rises up even higher breaching the Breakeven Strikes of all these CE
Shorts taken collectively. Since, the adjustments involves shorting Options or
credit strategy, therefore, in case the momentum breaches the resistance level
and the Breakeven Strike levels, then it may lead to an unlimited loss situation
on these adjustments, besides loss on the original Strategy. This unlimited loss

situation can be contained by deploying equal number of CE Long at even
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higher Strike than the CE Short Strike (thus, converting naked CE Shorts into CE
Credit Spread). While, these hedged positions may contain the unlimited loss to
some extent, but this should be initiated when the bullish momentum appears
to be not very strong. However, if the bullish trend appears to be continuing and
strong then instead of initiating CE Long at higher Strikes than CE Short, it will
be prudent to initiate CE Long on lower Strike than CE Shorts in equal quantity
(thus, converting naked CE Shorts in to Bull CE Spread). Since, the original
Strategy was towards bearish side, therefore large quantities for Bull CE Spread
may need to be deployed as part of these adjustments in order to sufficiently

mitigate the loss on the original Strategy due to trend reversal on the bullish side.

Therefore, this adjustment, to play out the mild-bullish trending reversal
so as to curtail/mitigate the loss on the original bearish/mild bearish Strategy,
should be considered only if there is a strong conviction on the resistance level

on the upside to remain intact by Expiry.

Thus, the significance of Adjustments through pyramiding is that it can
be used only for trending reversals which can be reasonably expected to trend
to limited extent and not beyond.

Further, this kind of Adjustment would be best suited for:

e original Strategies/positions which are exposed to a defined / limited

loss; or

e for original Strategies/ positions which are exposed to unlimited loss
and the trend reversal is almost absolutely confirmed to be of a limited
extent (i.e. would not breach the relevant resistance/ support level, as

the case may be) and for a temporary time.

Also, this Adjustment must be considered, when Volatility is not in a
rising state; and Expiry is quite near.

Ilustrations of Adjustment through Pyramiding:

Basis the aforementioned factors, the following table will indicatively explain the
Adjustments through Pyramiding in different trend reversal situations (also refer

to the note section below the Tables):
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Original Strategy/ positions: Bullish / Mild Bullish
(naked / hedged)
Trend Reversal: Mild-Bearish momentum

Selection of Strike levels for Adjustments through Pyramiding:

Idea is to benefit by Shorting the Option whose Premium would be on rise due to
trend reversal. In this case of trend reversal toward bearish momentum, we will target
Shorting PEs below the support level (below which we do not expect the underlying
to fall by the approaching relevant Expiry of the instruments in the original Strategy).

We will keep adding larger quantity of Short PEs at lower Strikes (below the support
level and at Strikes even lower than the Strike at which PE Shorts were initiated
previously as part of adjustments through pyramiding), as their Premium rises due to
trending reversal toward bearish momentum. Thus:

e few quantities of PE Short at Strike below the support level;

e then, more quantities of PE Short below support level and at even lower
Strikes than the previous PE Short Strike

e  then, even more quantities of PE Short below support level and at even lower
Strikes than the previous two PE Short Strikes; and so on.

Original Strategy/ positions: Bearish / Mild Bearish
(naked / hedged)
Trend Reversal: Mild-Bullish momentum

Selection of Strike levels for Adjustments through Pyramiding:

Idea is to benefit by Shorting the Option whose Premium would be on rise due to
trend reversal. In this case of trend reversal toward bullish momentum, we will target
Shorting CEs above the resistance level (above which we do not expect the underlying
to rise by the approaching relevant Expiry of the instruments in the original Strategy).

We will keep adding larger quantity of Short CEs at higher Strikes (above the
resistance level and at even higher Strikes than the Strike ac which CE Shorts were
initiated previously as part of adjustments through pyramiding), as their Premium
rises due to trending reversal toward bullish momentum. Thus:

e few quantities of CE Short at Strike above the resistance level;

e then, more quantities of CE Short above the resistance level and at even
higher Strikes than the previous CE Short Strike
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o then, even more quantities of CE Short above the resistance level and at even
higher Strikes than the previous two CE Short Strikes; and so on.
Original Strategy/ positions: Rangebound
(naked / hedged)
Trend Reversal: Mild-Bullish  momentum with range
Breakout

Selection of Strike levels for Adjustments through Pyramiding:

Through CE Shorts as explained above.

Original Strategy/ positions: Rangebound

(naked / hedged)

Trend Reversal: Mild-Bearish momentum with range
Breakdown

Selection of Strike levels for Adjustments through Pyramiding:

Through PE Shorts as explained above.

Additional Notes on Adjustments through Pyramiding:

Short Options positions in the aforementioned Adjustments must be of the
current Expiry series, so as to get benefit of the increasing Theta impact due
to approaching Expiry. The Short Options for these Adjustments must be of
the same Expiry series as that of the closer Expiry series in the original Strategy.

Short Options positions, as part of these Adjustments, must be initiated at
such far OTM Strikes, which are reasonably expected to expire worthless as
OTM by Expiry, i.e. CE Shorts must be above the upper resistance level where
the underlying is not expected to cross by Expiry and the PE Shorts must be
below the lower support level where the underlying is not expected to cross by

Expiry.

These Adjustments involving Short Options positions may require huge

capital and compliance towards MTM requirements.
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e  These Adjustments may be implemented through naked Short Options
positions or through relevant hedged credit Strategies. However, hedged credit
strategies will require relatively much larger quantities than the naked Short

positions, to collect good amount of Premium Credit through Pyramiding.

e Ensure that Volatility is not in rising state.

BOOKING LOSS VS ADJUSTMENTS

Adjustments must be initiated as soon as the trend reversal is identified, but also
only when trend reversal is absolutely confirmed; because it is extremely difficult
to further adjust the positions initiated as part of Adjustments (if the trend
reversal, as understood, goes wrong).

Sometimes, it would be more prudent to take a minor loss than to consider
initiating Adjustments. It may be better to take a minor loss and wait for a
convincing trend reversal confirmation; and then initiate a fresh trade/ Strategy
in the direction of the new trend / trend reversal.

SUMMARY ON ADJUSTMENT TECHNIQUES

Thus, basis the foregoing discussions, following conclusions concerning
adjustments to trade, can be drawn:

e Adjustments may be required in the original positions/ Strategy, once

the original trend has reversed or is no more valid.

e Adjustments to the original trade, can be done broadly in two ways:
(i) Counter Adjustments (ii) Adjustments through Pyramiding.

e Counter Adjustment positions are initiated in the direction of the new
trend/ reversed trend, by employing Long Options or Short Options.
Main objective in this type of Adjustment is to mitigate losses in the
original trade positions, through Delta play (by initiating higher Delta
positions on the Counter Adjustments than the original trade/Strategy),
i.e. by countering the losses in original trade by playing the direction
of the new / reversed trend with Delta advantageous positions
initiated on Counter Adjustment positions over Delta position on
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original Strategy/ trade. Theta impact on Premium credits collected
on Short Options positions initiated as Counter Adjustments are also

harnessed to mitigate loss on the original Strategy/trade positions.

e Position in Adjustments through Pyramiding are initiated in the
direction of the original trend, by employing Short Options. Main
objective in this type of Adjustment is to mitigate losses in the original
trade positions, through collecting Premium credits by initiating
Short positions on those Options which are getting Premium
appreciation due to trending underlying (i.e. CE Short when
underlying is rising; and PE Short when underlying is falling), and to
eventually get benefited on account of Theta impact on Premium
credits collected on such Short Options positions initiated in

pyramidal fashion.

e Adjustments through Pyramiding are relatively riskier than Counter
Adjustments, as the former is in opposite direction of the
new/reversed trend. Therefore, Adjustments through Pyramiding
must be initiated only when the intensity of momentum and level of
resistance/ support convincingly meets the criterion of Adjustments
through Pyramiding discussed above. Also, Adjustments through
Pyramiding must be implemented only when the Expiry is near and
the relevant Resistance / Support zone is strong to not let the
underlying breach the relevant Resistance/ Support zone, as the case

may be.

e These Adjustments can be implemented through naked Options
positions or by implementing suitable hedged Strategies. However,
much larger quantities would be needed for Adjustments through
hedged positions rather than naked positions.

e If Voladility is in rising state then Adjustments involving Long
Options must be considered; and if Volatility is in falling state then
Adjustments through Short Options may be considered.

e Adjustments employing Short positions (especially naked Shorts)
would require higher capital, and may have MTM consequences.

After having learnt about the approach for initiating a trade and
constructing a hedged Strategy in the previous Chapter and the logic behind
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making Adjustments (if the original Strategy seems to have failed) in this
Chapter, we are now prepared to dive into understanding the merits and
applicability of various Conventional and Customised Strategies, which are
discussed in details in the subsequent Chapters starting with Chapter 3.




Chapter — 3
F&O Strategies

Conventional Strategies

It needs to be understood that in order to design / play a particular Strategy, it
is very important to have a sound understanding about the following concepts

regarding FNO, broadly segregated below:

i. The basic features about the Futures and Options, behavioural
aspects of Options under different market dynamics and the
understanding & significance of Long Options and Short Options

positions; and

ii.  Factors to be considered for initiating / designing a trading position
[ Strategy (viz., trend, Premium debit/credit, , effects of Options Greeks
etc.) and Trade Adjustments that may be considered if the original

trade position goes wrong.

These aforesaid aspects are extremely crucial and forms the backbone of all
the F&O trades. Of these two broadly categorised concepts, topics mentioned
as (i) above are explained in Volume-I of the Book and those mentioned as (ii)
above have been explained in the previous Chapters in this Volume-II itself.
Make sure that you have a sound understanding of these important concepts, as
it will help you to plan, identify, execute, ride manage and adjust a trading

position, basis the dynamic market conditions.

Now, it’s time that we explore the structure, inter-play and significant
factors basis which certain Conventional Strategies/ trading positions are
designed and may be considered for taking a trading position for a given market

situation.

Let us begin !
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CONVENTIONAL STRATEGIES

In this Chapter, we will learn and focus on some of the most common and

important Conventional Strategies involving Futures and/or Options.

In the context of these Conventional Strategies, we would be discussing
here in-depth about various important parameters of each of Strategies, viz. its
objective, merits & demerits, Breakeven levels, Profit & loss scenario, Payoff
charts, Risk & Reward, Options behaviour and inter-play of Greeks, selection
of Strikes, the logic behind the design of a Strategy and possible adjustments
should the Strategy seems to fail its expectation. We have tried to cover as many
aspects as are practically relevant to be learnt about these Strategies; and have
thus provided comprehensive coverage to each heads and subheads under each
Strategy, to bring ultra-clarity and sound understanding on their various facets,

even if it is at the cost of repetition.

Word of Caution:

Before we start discussions on various Strategies, we would like to again upfront
highlight as a caution that: one must avoid to trade in FNO instruments of
such asset class / underlying (like FNO stocks), where there is a requirement
to comply with physical delivery. Because if the FNO instruments of such
underlying / assets (which is subject of physical delivery requirements) expires as an
ITM, then even though any given Strategy may be overall profitable, but such
situation may warrant the trader to unnecessarily comply with the physical
delivery requirements. Hence, if any Strategy is executed deploying FNO
instruments in relation to such assets/ underlying (which are subject to physical
delivery requirements), then it is advisable to not hold the trading positions in
such instruments tll Expiry (or even near to Expiry). Instead, it is advisable to
play any trading Strategy(ies) on positional basis, only on Indices/ assets, where
there is no requirements toward physical delivery viz. Nifty F&¢O / BankNifty
F&O / FinNifty F&O etc., so as completely avoid unwarranted situation which

may fall upon due to any factor beyond one’s control.

Also, it must be clearly understood that knowing Strategies alone is not

sufficient to be profitable in a trade, as the market can be unexpectedly very
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volatility (especially on Expiry Days) and there can be numerous factors beyond
the knowledge and control of a trader which may influence the trade plan or
outcome of a Strategy. Therefore, every trader must first acquire the relevant
knowledge and then devote time to develop his trading skill by testing different
Strategies in different market conditions, by practicing first on some virtual
trading platform and then starting with real trades in just one or two Lots. We
have discussed about this aspect of learning and skill development in detail in
our Chapter: Golden Rules (‘Dos’ & Don’ts in Trading’) contained in Volume
L. Please go through that Chapter, before you decide to start initiating real trades.

Different Conventional Strategies:

Having said above, we are going to now explore in this Chapter, about 24
different Conventional Strategies, both hedged & naked, which are commonly
employed to play specific market trends. The Strategies which will be discussed
in this Chapter, are outlined in the Table below:

Sl Strategy To play the Trend
No.
1. Covered Call Bullish to sideways
2. Covered Put Bearish to sideways
3. Big Boy’s Covered Call Bullish to sideways
and Poor Man’s
Covered Call
4. Poor Man’s Covered Bearish to sideways
Put
5. Collar Strategy for Bearish
Covered Call
6. Collar Strategy for Bullish
Covered Put

7. Covered Call (Stock)
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8. Married Put or Bearish
Protective Put (Stock)

9. Bull Call Debit Spread Bullish

10. Bear Put Debit Spread Bearish

11. Bull Put Credit Spread Bullish to sideways

12. Bear Call Credit Spread Bearish to sideways

13. Call Ratio Spread Bullish to sideways

14. Put Ratio Spread Bearish to sideways

15. Call Calendar Spread Bullish to sideways

16. Put Calendar Spread Bearish to sideways

17. Short Strangle (naked) Neutral (underlying to expire within a range)

18. Iron Condor Neutral (underlying to expire within a range)
(hedged Short Strangle)

19. Short Straddle (naked) Neutral (underlying to be in a tight range)

20. Iron Fly Neutral (underlying to be in a tight range)
(hedged Short Straddle)

21. Long Strangle (naked) Neutral (underlying to be in move with

momentum in either direction outside a wide the
range)
22. Reverse Iron Condor Neutral (underlying to be in move with

(hedged Long Straddle)

momentum in either direction outside a wide
range )
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23. Long Straddle (naked) Neutral (underlying to be in move with
momentum in either direction outside a narrow
range)
24. Reverse Iron Fly Neutral (underlying to be in move with

(hedged Long Straddle) momentum in either izrec;twn outside a narrow
range

Besides the fact that the aforesaid Strategies pertain to play out different
market conditions; these Conventional Strategies is a mixed bag of Strategies,
involving: naked & hedged Strategies, Premium Debit & Credit Strategies,
Long Options & Short Options, Vertical & Horizontal Spreads, Calendar &

Ratio Spreads etc., thus providing analysis on Strategies of varied spectrum.

Further, as mentioned above, for the purpose of practical trading, it is
important to understand the various facets of these Strategies to get a
comprehensive understanding. The idea behind these in-depth discussions on
these Strategies in this Chapter, is to be able to instil a logical thinking to
appreciate the construct of these Strategies, which are devised to play a particular
market condition; and to help understand the possible ways by which a trade

position may be adjusted if it appears to be not going as initially expected.

This understanding will not only help a trader to be able to dissect a
Strategy, but will also help to evolve as an informed trader who would know
what to deploy when and how to construct and adjust a trade as the situation
merits. Also, this analysis about each of these Strategies can also be used as a
reference, from time to time, as may be relevant in the context of planning or

managing a trading position.

So let us fasten our seat belt to start exploring each of the aforesaid

Conventional Strategies.
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COVERED CALL & COVERED PUT STRATEGY

If there is a main position with mild bullish view, either in cash Stocks or Long
in Futures (the primary leg), then this primary leg can be hedged by introducing
a hedged leg with a bearish view by employing Options (the hedged leg). This
hedged leg can be created by selling CE (i.e. Call Short). This hedged position/
strategy where a bullish primary leg is hedged with Call Short position — it is
called a Covered Call Strategy.

Likewise, if there is a main position with mild bearish view, either in cash
Stocks or Short in Futures (the primary leg), then this primary leg can be hedged
by introducing a hedged leg with a bullish view by employing Options (the
hedged leg). This hedged leg can be created by selling PE (i.e. Put Short). This
hedged position/ strategy where a bearish primary leg is hedged with Put Short
position — it is called a Covered Put Strategy.

With this background, now let delve into discussing the Covered Call
Strategy and Covered Put Strategy in detail. Both these Strategies are analysed
and discussed side-by-side in the table below:

Covered Call Strategy Covered Put Strategy
Trade legs: Trade legs:
o Long Futures (primary leg) o Short Futures (primary leg)
o Short CE (hedged leg) o Short PE (hedged leg)

or
e Stocks bought (primary leg)*
o Short CE (bedged leg)

Objective: Objective:

4 This Strategy wherein Cash segment investments are hedged by Shorting CE, is called Big Boy’s
Covered Call. Here, the investments on the primary leg must be in the multiples of the Lot size
in F&O of that particular Stock, in order to play Covered Call Strategy through Shorting CEs of
equivalent number of Lots (depending on the quantity of stocks held as investments, in the multiples
of Lot size in F&O segment of that scrip).
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Objective is to generate limited pre-
determined profit from the rangebound-
to-mild bullish move in the underlying;
and to mitigate the risk / loss that may
arise if the primary leg with bullish view
gets reversed.

Then upon such reversal the loss in the
primary leg will get covered to some
extent (i.e. to the extent of Premium

received on CE Short) by the hedged leg

initiated to cover the downside risk.

Covered Call can also be played through
Synthetic Futures i.e. deep ITM CE
with 100% Intrinsic Value
(instead of Futures Long position) for the
primary leg. The hedged leg would as
usual be played through CE Short
positions. Such Covered Call is called
Poor Man’s Covered Call.

almost

Covered Call can also be played as a Big
Boy’s Covered Call for the investments
held in the Cash segment / other

instruments.

Objective is to generate limited pre-
determined profit from the rangebound-
to-mild bearish move in the underlying;
and to mitigate the risk / loss that may
arise if the primary leg with bearish view
gets reversed.

Then upon such reversal the loss in the
primary leg will get covered to some
extent (i.e. to the extent of Premium
received on PE Short) by the hedged leg

initiated to cover the upside risk.

Covered Put can also be played through
Synthetic Futures i.e. deep ITM PE with
almost 100% Intrinsic Value (instead of
Futures Short position) for the primary leg.
The hedged leg would be played through
PE Short positions. Such Covered Put is
called Poor Man’s Covered Put.

Examples of Covered Call:

o Nifly Futures 4 Lot Long @
17108;

o Nifiy ATM 4 Lot CE 17000 Short
at Rs. 200 Premium

Or
Poor Man's Covered Call:

o Nifty Deep ITM 16000 CE Long
(Synthetic  Futures with 100%
Intrinsic Value) 4 Lot at Rs. 1400
Premium per Lot;

o Nifty ATM CE 17000 Short 4 Los
at Rs. 200 Premium per Lot

Examples of Covered Put:
o Nifty Futures 4 Lot Short @ 17104;

o Nifiy ATM 4 Lot PE 17000 Short
at Rs. 200 Premium

Or
Poor Man’s Covered Put:

o Nifty Deep ITM 18000 PE Long
(Synthetic ~ Futures  with 100%
Intrinsic Value) 4 Lot at Rs. 1500
Premium per Lot;

o Nifty ATM PE 17000 Short 4 Lot
at Rs. 200 Premium per Lot
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Or
Big Boys Covered Call:

e Investments in Shares (eg: Tata
Steel, SBIN etc) equivalent to 1
Lot equivalent in FNO segment
of such Shares

e Short ATM CE of such FNO
Stock (eg: Tata Steel, SBIN etc) 1
Lot

Demerits:

e  Max reward / profit is limited and
max loss situation is unlimited.

e Buying Futures and Shorting
Options, both require huge margin
and MTM issues.

e While, Covered Call Strategy can
also be played as Poor Man’s
Covered Call, in which Futures’
Long primary leg is replaced with
Synthetic Futures ie. ITM CE
with almost 100% Intrinsic Value,
however, such deep ITM CE may
not be liquid (especially in case of

Stock Options).

e Low Volaiility may not offer good
premium for Shorting CEs for the
hedged leg, thereby reducing the
loss area/ Breakeven Strike upon
reversal besides low Premium as

profit from Theta decay.

e Sometimes, it may be prudent to
Short ITM CE for the hedged leg,
to have larger Breakeven room on
the downside on this Strategy. But
this Strategy may pose risk in
instruments (like FNO  stocks)

Demerits:

e Max reward / profit is limited and
max loss situation is unlimited.

e Shorting Futures and Shorting
Options, both require huge margin
and MTM issues.

e While, Covered Put Strategy can also
be played as Poor Man’s Covered
Put, in which Futures’ Short primary
leg is replaced with Synthetic Futures
i,e. ITM PE with almost 100%
Intrinsic Value, however, such deep
ITM PE may not be liquid
(especially in case of Stock Options).

e Low Voladility may not offer good
premium for Shorting PEs for the
hedged leg, thereby reducing the loss
area/ Breakeven Strike upon reversal
besides low Premium as profit from
Theta decay.

e Sometimes, it may be prudent to
Short ITM PE for the hedged leg, to
have larger Breakeven room on the
upside on this Strategy. But this
Strategy may pose risk in instruments
(like FNO stocks) where there is a
requirement to comply with physical
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where there is a requirement to
comply with physical delivery
obligations. Because if the primary
leg and/or Short leg comprising of
FNO instruments expires as an
ITM of such underlying / assets
(which is

delivery obligations), then even

subject of physical

though the Strategy may be overall
profitable, but the trader would
have to unnecessarily comply with
the physical delivery obligations.
Hence, even if such assets/
underlying are chosen to play
Covered Call (even, Big Boy’s
Covered Call), then it is advisable
to not hold the positions in Futures
or Options till Expiry (or even near
to Expiry). Instead, it is advisable to
play this Strategy on Indices/ assets,
where there is no requirements

toward physical delivery viz. Nifty
F&&O / BankNifty F&O ete.

delivery obligations. Because if the
primary leg Short

comprising of FNO instruments

and/or leg
expires as an I'TM of such underlying
/ assets (which is subject of physical
then
though the Strategy may be overall

delivery obligations), even
profitable, but the trader would have
to unnecessarily comply with the
physical delivery obligations. Hence,
even if such assets/ underlying are
chosen to play Covered Call (even,
Big Boy’s Covered Call), then it is
advisable to not hold the positions in
Futures or Options till Expiry (or
even near to Expiry). Instead, it is
advisable to play this Strategy on
Indices/ assets, where there is no
requirements  toward  physical

delivery viz. Nifty F&O / BankNify
F&O ete.

Benefits of Covered Call:

Futures’ Long primary leg can be
replaced with Synthetic Futures i.e.
Long ITM CE with almost 100%
Intrinsic Value (called, Poor Man’s
Covered Call)

margin and MTM requirements

to avoid huge

applicable on Futures. Further,
such Synthetic Futures restricts the
loss to maximum extent of the net
premium debit incurred on the
Strategy  (i.e.  premium  debir
incurred on buying Synthetic Futures
(deep ITM CE) minus premium

credit collected on CE Short leg).

Benefits of Covered Put:

Futures’ Short primary leg can be
replaced with Synthetic Futures i.e.
Long ITM PE with almost 100%
Intrinsic Value (called, Poor Man’s
Covered Put) to avoid huge margin
and MTM requirements applicable
on Futures. Further, such Synthetic
the

maximum extent of the premium

Futures  restricts loss  to
debit incurred on the Strategy (i.c.
premium  debit incurred on buying
Synthetic  Futures (deep ITM PE)
minus premium credit collected on PE

Short leg).
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This Covered Call Strategy can also
be used to hedge investments made
in Stocks/ other segments. This is
done by way of initiating CE Short
position as a hedged leg, to hedge
the already existing position in cash
segment i.e. investments (called,
Big Boy’s Covered Call). While,
the hedged leg continues to protect
the downside on the already
existing investments (in stocks,
Nifty Bees, Bank Bees etc.), the
hedged leg can help earn regular
income by virtue of Theta impact
on OTM CE Short leg by its
Expiry. This
introduction of hedged leg can be

process  of

done regularly t earn rental
income on investments untl the
OTM CE Short leg becomes a deep
ITM, requiring the investments
held on the primary leg to be
liquidated. We have covered this
Strategy in detail in the Next
Chapter (Customised Strategies).
Big Boy’s Covered Call on Stocks
should not be held until expiry due
to physical delivery obligations
applicable on F&O Stocks.

This is a very suitable Strategy for a
mild  bullish to
underlying (as the CE Short
hedged leg would generate profit

rangebound

due to Theta impact).

This Strategy is also suitable when
the Volatility is relatively high, as
CE Shorts for the hedged leg can be
initiated at suitable Near OTM
Strikes with good Premium. When
India VIX is high (like above 20 or
50), then good premium credit can

This is a very suitable Strategy for a
mild  bearish to  rangebound
underlying (as the PE Short hedged
leg would generate profit due to
Theta impact).

This Strategy is also suitable when
the Volatility is relatively high, as PE
Shorts for the hedged leg can be
initiated at suitable Near OTM
Strikes with good Premium. When
India VIX is high (like above 20 or
50), then good premium credit can be
targeted on Near [ITM / ATM / Near
OTM PE Strikes for the Short leg,
and profit margin in such cases
increases phenomenally.
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be targeted on Near ITM / ATM /
Near OTM CE Strikes for the
Short leg, and profit margin in such
cases increases phenomenally.

Breakeven  Strike  from  Expiry

Breakeven Strike from Expiry

perspective:

So long the underlying keeps moving
higher this Strategy would be in profit.
Further, if the underlying closes by
Expiry, between the CE Short Strike and
the Breakeven Strike of this Strategy,
then this Strategy would yield profit.
Therefore, there is no upside risk on this
Strategy.

However, if the underlying starts falling,
then Futures Long primary leg would
start generating loss and CE Short leg
would start generating profit. The CE
Short leg can generate profit to the
maximum extent of Premium credit

Therefore,

perspective, if the underlying starts

received. from  Expiry
falling, then Futures’ Long primary leg
would start giving unlimited loss; and
CE Short hedged leg would be able to
cover the losses incurred on Futures
Long primary leg to the maximum
extent of the Premium Credit received
on the CE Short position. Therefore,
there is an unlimited downside risk in
this

understand the Breakeven level below

Strategy. Thus, we need to
which if the underlying closes on Expiry,

then this Strategy would yield loss.

BE Suike Level of Strategy: The
Breakeven Price level, below which the
loss will arise in this Strategy is
calculated as:

perspective:

So long the underlying keeps moving
lower this Strategy would be in profit.
Further, if the underlying closes by
Expiry, between the PE Short Strike and
the Breakeven Strike of this Strategy, then
this

Therefore, there is no downside risk on

Strategy would  yield profit.

this Strategy.

However, if the underlying starts rising
higher, then Futures Short primary leg
would start generating loss and PE Short
leg would start generating profit. The PE
Short leg can generate profit to the
maximum extent of Premium credit

Therefore,

perspective, if the underlying starts rising

received. from  Expiry
higher, then Futures’ Short primary leg
would start giving unlimited loss; and PE
Short hedged leg would be able to cover
the losses incurred on Futures Short
primary leg to the maximum extent of the
Premium Credit received on the PE Short
position. Therefore, there is an unlimited
upside risk in this Strategy. Thus, we need
to understand the Breakeven level above
which if the underlying closes on Expiry,
then this Strategy would yield loss. BE
Strike Level of Strategy: Accordingly, the
Breakeven Price level, above which the

loss will arise in this Strategy is calculated
as:

Breakeven Strike: [Futures’ Sell Price +
Premium Credit received on PE Short].
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Breakeven Strike: [Futures Buy Price —
Premium Credit received on CE Short].
Below this level, this Strategy would
enter into unlimited loss situation.

For Example: If Nifty Futures is ar 17000
and a Covered Call Strategy is initiated
with the following legs:

e Nifty Futures Long 17000;
and

e  Nifty ATM CE 17000 Short at
Rs. 200 Premium

then the Breakeven level would be: 17000
— 200 = 16800.

Thus, from Expiry perspective, if the
underlying slips below 16800, then this
Covered Call Strategy would yield loss.
Lower the underlying trends by Expiry
below the said Breakeven level, greater the
loss incurred on this Strategy.

If the underlying closes above the BE
Strike, then the Strategy would yield
profit. A near ITM CE has more
premium than OTM CE Strike,
therefore, if for the hedged leg an ITM
CE Short Strike is used then the
Breakeven gets expanded and more
favourable. That is: below this BE Strike
if underlying closes by Expiry, then loss
situation will arise; and if underlying
closes anywhere higher than the BE
Strike, the Strategy would yield some
profit.

Above this level, this Strategy would enter
into unlimited loss situation.

For Example: If Nifty Futures is at 17000
and a Covered Put Strategy is initiated with
the following legs:

e  Nifty Futures Sell 17000; and

e Nifty ITM PE 17100 Short at
Rs. 250 Premium

then the Breakeven level would be: 17000 +
250 = 17250.

Thus, from Expiry perspective, if the
underlying is found trending above 17250
Strike, then this Covered Put Strategy would
yield loss. Higher the underlying trends by
Expiry above the said Breakeven level,
greater the loss incurred on this Strategy.

If the underlying closes below the BE
Strike, then the Strategy would yield
profit. A near ITM PE has more premium
than OTM PE Strike, therefore, if for the
hedged leg an [TM PE Short Strike is used
then the Breakeven gets expanded and
more favourable. That is: above this BE
Strike if underlying closes by Expiry, then
loss situation will arise; and if underlying
closes anywhere lower than the BE Strike,
the Strategy would yield some profit.
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Payoff Chart of Covered Call

Covered Call

Limited Max Profit

'
o BE = Futures Price - CE Short Premium 1

'
'
'

CE Short

Underlying Price — E Shor
Strike Price

g Unlimited Loss
below BE

Payoff Chart of Covered Put

Covered Put

:
° N T
.
.
.

PE Short
Strike Price

Underlying Price —

Max Loss from Expiry perspective:

Below the Breakeven price level, there
could be unlimited loss in this Strategy
if the underlying keeps slipping down
below the Breakeven Strike level of this
Strategy.

Loss Level: If by Expiry, the underlying
closes on the downside, below the
Breakeven Strike level of the Strategy,
then from this BE level onwards the loss
would commence and become
unlimited as the underlying keeps
falling below the said BE Strike level of
the Strategy.

For Example: If Nifty Futures is ar 17000
and a Covered Call Strategy is initiated
with the following legs:

e  Nifty Futures Long 17000;

e Nifty ATM CE 17000 Short at
Rs. 200 Premium

then if' Nifty Futures starts slipping below
the Breakeven level of 16800 (i.e. 17000
— 200) then this Strategy would start
incurring unlimited loss.

Max Loss from Expiry perspective:

Above the Breakeven price level, there
could be unlimited loss in this Strategy if
the underlying keeps rising higher above
the Breakeven Strike level of this Strategy.

Loss Level: If by Expiry, the underlying
closes on the upside, above the Breakeven
Strike level of the Strategy, then from this
BE level onwards the loss would
commence and become unlimited as the
underlying keeps trending higher the said
BE Strike level of the Strategy.

For Example: If Nifty Futures is at 17000
and a Covered Put Strategy is initiated with
the following legs:

e  Nifty Futures Sell 17000; and

e Nifty ITM PE 17100 Short at
Rs. 250 Premium

then if Nifty Futures starts rising above the
Breakeven level of 17250 (ie. 17000 +
250) then this Strategy would start
incurring unlimited loss.

Covered Put with Limited Max Loss: If
the Covered Put is initiated as a Poor
Man’s Covered Put (i.e. with deep ITM PE
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Covered Call with Limited Max Loss: If
the Covered Call is initiated as a Poor
Man’s Covered Call (i.e. with deep ITM
CE having almost 100% Intrinsic Value,
instead of Futures Long on the primary
leg), then the unlimited max loss
situation on a regular Covered Call,
would get curtailed to the limited extent
of the net premium debit incurred in the
Strategy (i.e. premium debit paid on deep
ITM CE minus premium credit collected
on CE Short hedged leg). This is a big
advantage of a Poor Man’s Covered Call.

having almost 100% Intrinsic Value,
instead of Futures Short on the primary leg),
then the unlimited max loss situation on a
regular Covered Put, would get curtailed
to the limited extent of the net premium
debit incurred in the Strategy (e
premium debit paid on deep ITM PE minus
premium credit collected on PE Short hedged
leg). This is a big advantage of a Poor
Man’s Covered Put.

Max Reward from Expiry perspective:

Max Reward from Expiry perspective:

If the underlying moves upwardly, then
the Futures’ Buy primary leg would be
in profit; but if the Futures trends much
higher crossing above the CE Short
Strike, then the Futures Long leg will
generate profit but CE Short hedged leg
would start generating loss. However,
due to the Delta difference between the
Futures’ Long primary leg and the CE
Short hedged leg, the Strategy would be
in net profit and would generate limited
max profit even if the underlying expires
at or keeps trending higher than the CE
Short leg.

Max Profit Level: Thus, the maximum
limited reward would be generated in
this Strategy, if by Expiry the underlying
closes at CE Short Strike or at any higher
Strike than the CE Short Strike. This
max reward, which is however limited, is
calculated as:

Max profit = [CE Short Strike +
premium credit received] — [Futures
Buying Price] x Lot qty

Thus, this maximum limited reward
situation can be targeted on this Strategy

If the underlying moves downwardly,
then the Futures’ Sell primary leg would
be in profit; but if the Futures trends
much lower crossing below the PE Short
Strike, then the Futures Short leg will
generate profit but PE Short hedged leg
would start generating loss. However, due
to the Delta difference between the
Futures’ Short primary leg and the PE
Short hedged leg, the Strategy would be in
net profit and would generate limited max
profit even if the underlying expires at or
keeps trending lower than the PE Short
leg.

Max Profit Level: Thus, the maximum
limited reward would be generated in this
Strategy, if by Expiry the underlying closes
at PE Short Strike or at any lower Strike
than the PE Short Strike.

reward, which is however limited, and is

This max

calculated as:

Max profit = [PE Short Strike - premium
credit received] — [Futures Selling Price]

x Lot qty

Thus,
situation can be targeted on this Strategy

this maximum limited reward
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when the view is rangebound to mildly
bullish on the underlying.

Profit Zone: If by Expiry the undetlying
closes between the CE Short Strike and
the BE Strike of the Strategy, then also
this Strategy would generate some profit.
However, if the underlying would close
by Expiry closer towards the CE Short
Strike, then the profic would be
relatively higher, but if the underlying
closes lower towards the BE Strike of the
Strategy then the profit would be less.

when the view is rangebound to mildly
bearish on the underlying.

Profit Zone: If by Expiry the underlying
closes between the PE Short Strike and
the BE Strike of the Strategy, then also
this Strategy would generate some profit.
However, if the underlying would close by
Expiry closer towards the PE Short Strike,
then the profit would be relatively higher,
but if the underlying closes higher towards
the BE Swrike of the Strategy then the
profit would be less.

Profit & Toss Levels on the Strategy,
from Expiry perspective:

BE level: [Futures Buying Price -
Premium Credit received on CE Short

leg]

Min Profit Level: If underlying closes by
Expiry above the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere higher than the
CE Short Strike

Profit Zone: If underlying closes by
Expiry anywhere higher than the BE
Level. If underlying closes at or higher
than CE Short Strike, then Max Profit is
generated; and if underlying closes
towards the BE Level (on the downside)
then less profit generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry below the BE Level.

Max Loss Level: If underlying closes by
Expiry, below the BE Level, then the
unlimited loss area starts; lower the
underlying would close below the BE
Level, higher will be the loss incurred on
the Strategy. Thus, below the BE level,

Profit & Toss Levels on the Strategy,
from Expiry perspective:

BE Ievel:
Premium Credit received on PE Short leg]

[Futures Selling Price +

Min Profit Level: If underlying closes by
Expiry below the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere lower than the PE
Short Strike

Profit Zone: If underlying closes by
Expiry anywhere lower than the BE Level.
If underlying closes at or lower than PE
Short Strike, then Max Profit is generated;
and if underlying closes towards the BE
Level (on the wupside) then less profit
generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry above the BE Level.

Max Loss Level: If underlying closes by
Expiry, above the BE Level, then the
unlimited loss area starts; higher the
underlying would close abive the BE
Level, higher will be the loss incurred on
the Strategy. Thus, above the BE level,
unlimited Max Loss

may  occur,
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unlimited Max Loss may occur,

depending on the fall in the underlying
below the BE Level by Expiry.

Loss Zone: If underlying closes by
Expiry anywhere lower than the BE
Level, the Strategy enters into unlimited
loss area. Lower the underlying will close
by Expiry, higher will be the loss

incurred on the Strategy.

depending on the rise in the underlying
above the BE Level by Expiry.

Loss Zone: If underlying closes by Expiry
anywhere higher than the BE Level, the
Strategy enters into unlimited loss area.
Higher the underlying will close by
Expiry, higher will be the loss incurred on
the Strategy.

Options behaviour:

The primary objective in a regular
Covered Call is to target profit due to
rangebound-to-mild bullish move in the

the
underlying gets bullish such that the

underlying. However, even if

underlying closes by Expiry at or higher
than the CE Short leg, then the max
reward would be reaped on the
Strategy. This max reward on the
Strategy would be limited, irrespective of
how much higher the underlying keeps
trending beyond the CE Short Strike
level by the Expiry. The Delta difference
between the Futures Long (or Synthetic
Futures: Deep ITM CE in case of Poor
Man’s Covered Call Strategy) primary leg
and CE Short hedged leg, helps to
maintain a balance between the net
profit position, in case of extreme bullish
move in the underlying.

the

rangebound, then there will not be

In  case underlying  remains
erosion on the Futures Long primary leg,
but the CE Short leg will lose its
premium (due to expansion & erosion in
its Time Value), thereby generating

profit on the overall Strategy.

Further, in case the underlying remains
rangebound, and there is Volatility

Options behaviour:

The primary objective in a regular
Covered Put is to target profit due to
rangebound-to-mild bearish move in the

the
underlying gets bearish such that the

underlying. However, even if

underlying closes by Expiry at or lower
than the PE Short leg, then the limited
max reward would be reaped on the
Strategy. The Delta difference between
the Futures Short (or Synthetic Futures:
Deep ITM PE in case of Poor Man's
Covered Put Strategy) on the primary and
the PE Short hedged leg, helps to
maintain a balance between the net profit
position, in case of extreme bearish move
in the underlying. The Delta difference in
the Futures Short & PE Short leg would
help ensuring the limited max profit on
this Strategy, in the aforesaid situation, i.e.
howsoever low the underlying keeps going
below the PE Short Strike and closes by
Expiry lower than the PE Short Strike, the
max reward would be same.

the

rangebound, then there will not be

In case underlying  remains
erosion on the Futures Short primary leg,
but the PE Short leg will lose its premium

(due to expansion & erosion in its Time
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crash (i.e. India VIX crashes from 18 to
12), then there will not be erosion on the
Futures Long primary leg, but the CE
Short leg will lose its premium due to
erosion in its Time Value due to
volatility crash. Thus, the Strategy
would generate profit in such situation.

Also, if after a long holding time, the
underlying closes around the same level
where the Strategy was initiated, then
also there will not be much loss on the
Futures Long primary leg, but the Theta
impact on the CE short leg would
generate profit on the Strategy to the
extent of erosion in its Time Value.

If the underlying falls down, but closes
on Expiry between the CE Short Strike
and the Breakeven Strike (i.e. without
breaching the BE Strike of the Strategy
downwardly), then too this Strategy
would yield some profit, because the loss
in the Futures position would not be
more than the profit generated on the
CE Short leg (because the CE Short leg in
such situation would expire worthless as
OTM and entire premium credit would be
the profit on the CE Short leg, which
would set-off the loss on Futures Long leg).
However, in the aforesaid situation,
lower the Futures fall towards the BE
Strike level of the Strategy, lower would
be the profit generated on the Strategy.

However, if the underlying falls down
and closes on Expiry below the
Breakeven Strike (i.e. breaching the BE
Strike of the Strategy downwardly), then
the Strategy would yield loss, because the
entire premium credit on CE Short leg
would get exhausted due to the big
downfall/ gapdown and the hedged leg

therefore will not be able to cover for any

Value), thereby generating profit on the
overall Strategy.

Further, in case the underlying remains
rangebound, and there is Volatility crash
(i.e. India VIX crashes from 18 to 12), then
there will not be erosion on the Futures
Short primary leg, but the PE Short leg
will lose its premium due to erosion in its
Time Value due to volatility crash. Thus,
the Strategy would generate profit in such
situation.

Also, if after a long holding time, the
underlying closes around the same level
where the Strategy was initiated, then also
there will not be much loss on the Futures
Short primary leg, but the Theta impact
on the PE short leg would generate profit
on the Strategy to the extent of erosion in
its Time Value.

If the underlying surges upwardly, but
closes on Expiry between the PE Short
Strike and the Breakeven Strike (i.e.
without breaching the BE Strike of the
Strategy upwardly), then too this Strategy
would yield some profit, because the loss
in the Futures position would not be more
than the profit generated on the PE Short
leg (because the PE Short leg in such
situation would expire worthless as OTM
and entire premium credit would be the
profit on the PE Short leg, which would set-
off the loss on Futures Short leg). However,
in the aforesaid situation, higher the
Futures rise towards the BE Strike level of
the Strategy, lower would be the profit
generated on the Strategy.

However, if the underlying gets trending
upwardly and closes on Expiry above the
Breakeven Strike (i.e. breaching the BE
Strike of the Strategy upwardly), then the
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loss below the BE Strike level of the
Strategy. In such situation, lower the
underlying would fall below the BE
Strike of the Strategy, the Futures Long
position (baving positive Delta of 1, on
per Lot basis) would keep generating loss
on the Strategy. Further, in such
situation, regular Covered Call with
Futures Long position on the primary
leg, would keep generating unlimited
loss as the fall extends in the underlying.
However, if the Strategy is played as a
Poor Man’s Covered Call (with primary
leg comprising of Deep ITM CE), then the
max loss on the Strategy would be
limited to the extent of net premium
debit incurred on the Strategy, in the

event the underlying keep extending its
fall.

Strategy would yield loss, because the
entire premium credit on PE Short leg
would get exhausted due to the strong
upmove/ gapup in the underlying and the
hedged leg therefore will not be able to
cover for any loss above the BE Strike level
of the Strategy. In such situation, higher
the underlying rises above the BE Strike of
the Strategy, the Futures Short position
(having negative Delta of 1, on per Lor
basis) would keep generating loss on the
Strategy. Further, in such situation,
regular Covered Call with Futures Short
position on the primary leg, would keep
generating unlimited loss as the upward
the
However, if the Strategy is played as a

move continues in underlying.
Poor Man’s Covered Put (with primary leg
comprising of Deep ITM PE), then the max
loss on the Strategy would be limited to
the extent of net premium debit incurred
the

on the Strategy, in the event

underlying keep extending its uptrend.

Strike / Delta value:
e TFuture has Delta value of 1

e CE Short can be initiated with a
Delta value of 0.5 to 0.6 (0.5 Delta
is of ATM and 0.6 is of near ITM)

Even Synthetic Futures (deep ITM CE)
in Poor Man’s Covered Call Strategy,

would also have a Delta value close to 1.

The Delta difference between the
primary leg and the hedged leg will help
ensure max reward in this Strategy if by
Expiry the Futures closes at CE Short
Strike or at any higher Strike than the
CE Short Strike.

For a strong conviction bullish to
sideways view, a lower Delta value ATM

Strike / Delta value:
e TFuture has Delta value of 1

e PE Short can be initiated with a
Delta value of 0.5 to 0.6 (0.5 Delta
is of ATM and 0.6 is of near ITM)

Even Synthetic Futures (deep ITM PE) in
Poor Man’s Covered Put Strategy, would
also have a Delta value close to 1.

The Delta difference between the primary
leg and the hedged leg will help ensure
max reward in this Strategy if by Expiry
the Futures closes at PE Short Strike or at
any lower Strike than the PE Short Strike.

For a strong conviction bearish to
sideways view, a lower Delta value ATM
PE would be suitable; but where the view
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CE would be suitable; but where the
view is little uncertain and reversal seems
a good possibility then it is better to
initiate CE Short at Near ITM with
higher Delta value (in order to maintain
a net lower Delta difference berween the
primary leg and the hedged leg) and a
larger Breakeven room to cover the loss
on the downside (also this BE level from
which profit would be generated on the
Strategy, will be much lower, if [TM CE
is shorted instead of an ATM CE. Hence
enhancing the profit probability in case of
a bullish view).

It is pertinent to note that a higher CE
Strike (like Near OTM Strike, as against
ITM) on the hedged leg, would have
higher profit potential, because the max
profit is generated if Expiry happens at
CE Short leg or higher. Therefore,
higher the CE Short Strike, larger the
profit potential, if Futures expires at that
CE Short Strike or even higher. But at
the same time, in case of a higher OTM
CE Short Strike, the underlying will
have to travel much higher upto the CE
Short Strike in order to generate max
profit on the Strategy.

But a lower CE Strike (like Near ITM
Strike, as against OTM) offers higher
Delta and larger Breakeven room, to
mitigate the loss on the downside. But
lower CE Strike would reduce the
limited max profit potential on the
Strategy. But at the same time, in case of
a lower OTM CE Short Strike, the
underlying will have to close only little
higher (i.e. upto the CE Short Strike) in
order to generate max profit on the

Strategy.

is little uncertain and reversal seems a
good possibility then it is better to initiate
PE Short at Near ITM with higher Delta
value (in order to maintain a net lower
Delta difference between the primary leg and
the hedged leg) and a larger Breakeven
room to cover the loss on the upside (a/so
this BE level from which profit would be
generated on the Strategy, will be much
higher, if ITM PE is shorted instead of an
ATM PE. Hence enhancing the profis
probability in case of a bearish view).

It is pertinent to note that a lower PE
Strike (like Near OTM Strike, as against
ITM) on the hedged leg, would have
higher profit potential, because the max
profit is generated if Expiry happens at PE
Short leg or lower. Therefore, lower the
PE Short Strike, the
potential, if Futures expires at that PE

larger profit
Short Strike or even lower. But at the same
time, in case of a lower OTM PE Short
Strike, the underlying will have to travel
much lower upto the PE Short Suike in
order to generate max profit on the
Strategy.

But a higher PE Strike (like Near ITM
Strike, as against OTM) offers higher Delta
and larger Breakeven room, to mitigate
the loss on the upside. But lower CE
Strike would reduce the limited max
profit potential on the Strategy. But at the
same time, in case of a lower OTM PE
Short Strike, the underlying will have to
close only little lower (i.e. upto the PE
Short Strike) in order to generate max
profit on the Strategy.




The Intelligent F&O Trader: Volume IT

Selection of Option Strike for hedged

Selection of Option Strike for hedged leg:

leg:

CE Strike for the hedged leg in this
Strategy should be such which should
Next
Month or farther Expiry CE may have

have decent Premium value.
higher Premium but lower Theta
impact.

Further, its Delta value should be such
that it does not eat away much profit
from the primary leg; and at the same
time is able to cover losses reasonably
that may occur on the primary leg if the
trade does not go as per plan.

Also, the CE Short should be initiated at
such Strike, keeping in mind that if the
underlying remains sideways then the
Theta impact should yield reasonable
profit in the hedged leg. Current Month
CE will have higher Theta impact.

Also, lower CE Short Strike will have less
amount of max profit, but a higher
probability to generate max profit in case
the underlying by Expiry closes near the
CE Short Strike. However, a higher CE
Short Strike will have higher amount of
max profit, but the underlying will have
to close higher i.e. upwardly upto the
higher CE Short Strike, in order to

generate max reward on the Strategy.

If there is rise in Volatility then CE
Short on the hedged leg may be done at
good Premium value at Far OTM CE
Strikes, to target profit from Theta decay
on the CE Short positions, especially if
view on the underlying is inclined more

on the bullish side.

Basis aforesaid factors, depending on the
intended holding time of the trade, a

PE Strike for the hedged leg in this
Strategy should be such which should
have decent Premium value. Next Month
or farther Expiry PE may have higher
Premium but lower Theta impact.

Further, its Delta value should be such
that it does not eat away much profit from
the primary leg; and at the same time is
able to cover losses reasonably that may
occur on the primary leg if the trade does
not go as per plan.

Also, the PE Short should be initiated at
such Strike, keeping in mind that if the
underlying remains sideways then the
Theta impact should yield reasonable
profit in the hedged leg. Current Month
PE will have higher Theta impact.

Also, higher PE Short Strike will have less
amount of max profit, but a higher
probability to generate max profit in case
the underlying by Expiry closes near the
PE Short Strike. However, a lower PE
Short Strike will have higher amount of
max profit, but the underlying will have to
close lower ie. downwardly upto the
lower PE Short Strike, in order to generate
max reward on the Strategy.

If there is rise in Volatility then PE Short
on the hedged leg may be done at good
Premium value at Far OTM PE Strikes, to
target profit from Theta decay on the PE
Short positions, especially if view on the
underlying is inclined more on the bearish
side.

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable PE Option Strike level of a
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suitable CE Option Strike level of a
particular Expiry series and Delta value

may be selected for the hedged leg.

particular Expiry series and Delta value

may be selected for the hedged leg.

If trade goes as per plan:

higher,
primary leg will generate profit. But with
Future going higher, the hedged CE
Short leg will generate loss (because the
LTP of CE Short leg will vise due to
underlying going upward). However, the

Future goes Future Long

Delta difference between the primary leg
and hedged leg will bring the net
position in profit. But as the underlying
expires at the CE Short Swike or
anywhere on any higher Strike, then the
Strategy would yield the limited, pre-
determined, max profit on the Strategy.
In such situation, profit target on this
Strategy is achieved and hence profit
must be booked.

If underlying becomes sideways:

If the underlying keeps fluctuating in a
range, then the primary leg (being
Futures position) will not get impacted
with Theta; but the hedged leg would
generate profit due to rangebound
fluctuations in the underlying as well as
due to Theta impact with passage of
time. This situation may likely result in
profit in both primary and hedged leg, if
Futures end up closing even slightly
higher than its buying price.

If trade does not go as per plan:

Future starts falling, and Futures Long
primary leg will generate loss. But with
Futures falling down, the hedged CE
Short leg will generate limited profit to
the extent of Premium received on the

If trade goes as per plan:

Future goes lower, Future Short primary
leg will generate profit. But with Future
going lower, the hedged PE Short leg will
generate loss (because the LTP of PE Short
leg will rise due to wunderlying going
downward). the  Delta
difference between the primary leg and

However,

hedged leg will bring the net position in
profit. But as the underlying expires at the
PE Short Strike or anywhere on any lower
Strike, then the Strategy would yield the
limited, pre-determined, max profit on
the Strategy. In such situation, profit
target on this Strategy is achieved and
hence profit must be booked.

If underlying becomes sideways:

If the underlying keeps fluctuating in a
range, then the primary leg (being Futures
position) will not get impacted with
Theta; but the hedged leg would generate
profit due to rangebound fluctuations in
the underlying as well as due to Theta
impact with passage of time. This
situation may likely result in profit in both
primary and hedged leg, if Futures end up
closing even slightly lower from its selling
price.

If trade does not go as per plan:

Future starts rising, and Future Short
primary leg will generate loss. But with
Futures rising up, the hedged PE Short leg
will generate limited profit to the extent of
Premium received on the Short position.

Thus, the PE Short hedged leg will protect
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Short position. Thus, the CE Short
hedged leg will protect the loss in
Futures Long primary leg to the extent
of Premium collected on the CE Short
hedged leg. Accordingly, if by Expiry the
underlying closes between the CE Short
Strike and the BE Strike level of the
Strategy, then also due to premium
credit collected on CE Short leg, the
Strategy would yield some profit. If
underlying closes towards the CE Short
Strike then profit would be closer to
Max Profit, but if the underlying closes
by Expiry towards the BE Strike of the
Strategy, then the profit will be less.

However, if the underlying keeps falling
even further breaching the Breakeven
Strike of the Strategy downwardly, then
beyond this level the premium credit of
the CE Short leg would get exhausted
and the Futures Long primary leg (which
is having a positive Delta of 1, per Lot
basis) will start incurring losses; and in
such situation the trade need to be
adjusted to mitigate potential losses
the

which may be unlimited if

underlying keeps falling.

the loss in Futures Short primary leg to the
extent of Premium collected on the PE
Short hedged leg. Accordingly, if by
Expiry the underlying closes between the
PE Short Strike and the BE Strike level of
the Strategy, then also due to premium
credit collected on PE Short leg, the
Strategy would yield some profit. If
underlying closes towards the PE Short
Strike then profit would be closer to Max
Profit, but if the underlying closes by
Expiry towards the BE Strike of the
then the will  be

less.However, if the Futures keeps rising

Strategy, profit
even further breaching the Breakeven
Strike of the Strategy upwardly, then
beyond this level the premium credit of
the PE Short leg would get exhausted and
the Futures Short primary leg (which is
having a negative Delta of 1, per Lot basis)
will start incurring losses; and in such
situation the trade need to be adjusted to
mitigate potential losses which may be
unlimited if the underlying keeps trending
upwardly.

Adjustments (if trade does not go as per
plan):

Since, hedged leg will be able to cover
the losses arising in the primary leg to
the extent of the Premium received on
CE Short, the following adjustments
may be considered: (i) Long PE; or (ii)
Short CE. These

discussed below.

adjustments  are

(i) If there seems to be a trending
downtrend, then PEs can be
bought (Long PE). Buying OTM

Adjustments (if trade does not go as per
plan):

Since, hedged leg will be able to cover the
losses arising in the primary leg to the
extent of the Premium received on PE
Short, the following adjustments may be
considered: (i) Long CE; or (ii) Short PE.
These adjustments are discussed below.

(i) If there seems to be a trending
uptrend, then CEs can be bought
(Long CE). Buying OTM CEs to

protect the upside risk in a Covered
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PEs to protect the downside risk in
a Covered Call with OTM CE
Short converts such a Covered
Call into Collar (i.e. Covered Call
with OTM CE Short + Long
OTM PE). This additional PE will
overcome the limitation of limited
downside protection offered by
the hedged leg of CE Short; and
this PE Long position will take
care of unlimited bearish trend if it
continues. Buying PEs to protect
the downside risk in this Strategy
will add a debit position, therefore
this PE Long should only be
prudent to initiate only if there is
strong momentum for the
downward direction.

While, the PE Long position will
help CE Short to mitigate the loss
incurred on the Futures Long/
Cash buy in primary leg, but the
difference between the Delta value
of the Futures Long and PE Long
will determine the net loss. Thus,
depending upon the momentum
in the downtrend, suitable Delta
value of PEs can be added at
higher Strike levels (ITM PEs
would be preferrable if downtrend
is expected with momentum so as
to suitably cover the losses in
Futures Long position), so that in
case of continuation of strong
downtrend, Long PEs should
generate more profit and help
cover losses in the Futures Long
primary leg. Also, depending upon
the likely downtrend momentum,
suitable number of Long PEs can
be considered to be added as an

Put with OTM PE Short converts
makes it akin to Collar strategy for
the Covered Put. This additional CE
will overcome the limitation of
limited upside protection offered by
the hedged leg of PE Short; and this
CE Long position will take care of
unlimited bullish trend if it
continues. Buying CEs to protect the
upside risk in this Strategy will add a
debit position, therefore this CE
Long should only be prudent to
initiate only if there is strong
momentum for the upward direction.

While, the CE Long position will
help PE Short to mitigate the loss
incurred on the Futures Short/Cash
Short in primary leg, but the
difference between the Delta value of
the Futures Short and CE Long will
Thus,

depending upon the momentum in

determine the net loss.

the upside, suitable Delta value of
CEs can be added (ITM CEs would
be preferrable if uptrend is expected
with momentum so as to suitably
cover the losses in Futures Short
position), so that in case of
continuation of strong uptrend, Long
CEs should generate more profit and
help cover losses in the Futures Short
primary leg. Also, depending upon
the likely uptrend momentum,
suitable number of Long CEs can be
to be added as an
adjustment to absorb or outweigh the

considered

loss in the Strategy. Generally, atleast
4 to 8 times more Lot quantity may
be required to be added to Long CEs
in comparison to the original number
of Lots initiated on the hedged leg of
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(ii)

adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 4 to 8 times more Lot
quantity may be required to be
added to Long PEs in comparison
to the original number of Lots
initiated on the hedged leg of this
Strategy. Such number of PEs
must be added, such that the
effective overall Delta position of
the Strategy becomes negative
(thus, favourable for the bearish
move in the underlying).

If there seems to be a slow
downtrend, then an OTM CEs
can be sold (Short CE). This
additional CE Short will cover
further losses that may be incurred
in the Futures primary leg as the
downtrend continues, to the
extent of Premium received by
selling this additional CE. Far
OTM CEs can be sold (CE Short)
above the Resistance area of the
underlying, which is expected not
to be breached by the underlying
by Expiry in case of a reversal
towards uptrend. Idea in this
adjustment is to pick up suitable
Far OTM CE:s for Shorting, such
that this Far OTM CEs expires
worthless as an OTM on Expiry
thereby giving full Premium at
which Short is initiated as profit.
This CE Short will help cover the
loss generated on the original
Strategy (due to Futures Long
primary leg). Generally, atleast 4
to 8 times more Lot quantity may
be required to be added to Short
CE in comparison to the original

this Strategy. Such number of CEs
must be added, such that the effective
overall Delta position of the Strategy
becomes positive (thus, favourable for
the bullish move in the underlying).

(ii) If there seems to be a slow uptrend,
then an OTM PEs can be sold (Short
PE). This additional PE Short will
cover further losses that may be
incurred in the Futures primary leg as
the uptrend continues, to the extent
of Premium received by selling this
additional PE. Far OTM PEs can be
sold (PE Short) below the Support
area of the underlying, which is
expected not to be breached by the
underlying by Expiry in case of a
reversal towards downtrend. Idea in
this adjustment is to pick up suitable
Far OTM PEs for Shorting, such that
this Far OTM PEs expires worthless
as an OTM on Expiry thereby giving
full Premium at which Short is
initiated as profit. This PE Short will
help cover the loss generated on the
original Strategy (due to Futures
Short primary leg). Generally, atleast
4 to 8 times more Lot quantity may
be required to be added to Short PE
in comparison to the original number
of Lots in the hedged leg initiated on
the original Strategy. Such number of
Short PEs must be added, such that
the effective overall Delta position of
the Strategy becomes positive (thus,
favourable for the bullish move in the
underlying). However, selling
additional PEs will require higher
margin / capital to Short PEs and
MTM requirements will also have to
be met.
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number of Lots in the hedged leg
initiated on the original Strategy.
Such number of additional Short
CEs must be added, such that the
effective overall Delta position of
the Strategy becomes negative
(thus, favourable for the bearish
move in the underlying).
However, selling additional CEs
will require higher margin / capital
to Short CEs and MTM
requirements will also have to be
met.
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BIG BOY’S COVERED CALL, POOR MAN’S
COVERED CALL & POOR MAN’S COVERED PUT
AND COLLAR STRATEGY

In the above discussions on Covered Call and Covered Put, we have also
discussed about the Big Boy’s Covered Call, Poor Man’s Covered Call & Put
and Collar Strategy. Briefly, these are explained again here:

Big Boy’s Covered Call: When a CE Short position is introduced as a
hedged leg to an existing investment (in Stocks, ETFs or otherwise), then such
Covered Call are referred to as the Big Boy’s Covered Call. For example: Against
1500 shares of SBI on cash holding, 1 Lot Far OTM SBIN CE is sold (1 Lot of
SBIN in F&O segment comprise of 1500 shares of SBI).

Poor Man’s Covered Call: When in a Covered Call strategy, Synthetic
Futures (i.e. an ITM CE Option with 100% Intrinsic Value having Delta Value
of 1) is employed in the primary leg instead of Futures or stocks, in order to
optimize the margin requirements/ deploy less capital and to avoid MTM risk
by taking main position in Futures, then such Covered Call are referred to as the
Poor Man’s Covered Call. Besides aforesaid, the max loss situation in a Poor
Man’s Covered Call gets curtailed to the maximum extent of net premium debit
incurred on the Strategy (i.e. premium paid for the deep ITM CE minus the
premium credit received on the CE Short hedged leg). For example: Long Deep
ITM CE & OTM CE Short.

Poor Man’s Covered Put: When in a Covered Put strategy, Synthetic
Futures (i.e. an ITM PE Option with 100% Intrinsic Value having Delta Value
of 1) is employed in the primary leg instead of shorting Futures or stocks, in
order to optimize the margin requirements/ deploy less capital and to avoid
MTM risk by taking main position in Futures, then such Covered Put are
referred to as the Poor Man’s Covered Put. Besides aforesaid, the max loss
situation in a Poor Man’s Covered Put gets curtailed to the maximum extent of
net premium debit incurred on the Strategy (i.e. premium paid for the deep ITM
PE minus the premium credit received on the PE Short hedged leg). For example:
Long Deep ITM PE & OTM PE Short.
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Collar Strategy: When in a Covered Call strategy, in order to contain a
further downside risk (due to trending downward momentum of the
underlying), Long OTM PEs position is added, then such Strategy is called a
Collar in the context of a Covered Call. For example: [Futures Long + OTM
CE Short] + OTM PEs Long.

Also, when a Married Put Strategy [comprising: Stocks bought + OTM PE
Long] seems to be not going into a downwardly trending momentum (as was
anticipated), but appears to be mildly bearish, then CE Shorts are added to cover
for the losses on the Premium paid on the PE Long of Married Put. This
addition of Short CEs to Married Put, also makes this Strategy, a Collar Strategy.
For example: [Stocks bought + OTM PE Long] + OTM CE Short.

Likewise, when in a Covered Put strategy, in order to contain a further
upside risk, a Long OTM CE position is added, then such Strategy is called a
Collar in the context of a Covered Put. For example: [Futures Short + OTM PE
Short] + OTM CE Long.

A comparative analysis between Covered Call and Married Put, in relation

to holding position in Stocks, is separately discussed below.
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COVERED CALL VS MARRIED PUT: FOR STOCK
POSITIONS

In Covered Call Strategy, existing investments are hedged by Shorting Call in
order to cover the downside risk; however, the same can also be achieved by
buying Puts instead of Shorting Calls. Thus, when existing investments in stocks
etc. are hedged by taking a Long position in Puts of that underlying, then such
Strategy is called Married Put.

With this background, now let us delve into discussing the Covered Call
Strategy and Married Put Strategy in detail. Both these Strategies are analysed

and discussed side-by-side in the table below:

o Stocks bought (primary leg)
o Short CE (bedged leg)

Covered Call Strategy Married Put Strategy
Trade Legs: Trade Legs:

o Stocks bought (primary leg)
o Long PE (bedged leg)

Objective:

Objective is to mitigate the risk / loss
that may arise if the primary leg with
mild bullish view on investment gets
reversed. Then upon such reversal the
loss in the primary leg will get covered to
some extent (i.e. to the extent of Preminm
received on CE Short) by the hedged leg

initiated with a bearish view.

Objective:

Objective is to mitigate the risk / loss that
may arise if the primary leg with bullish
view on the investment gets reversed.
Then upon such reversal the loss in the
primary leg will get covered to an
unlimited extent by the PE Long position
initiated as the hedged leg with a bearish

view.

Demerits:

e Shorting Options require huge
margin and MTM issues need to be
taken care.

e Short CE in the hedged leg can

cover limited risk in the stock

holding position in the primary leg,

Demerits:

e PE Long is a Debit position i.e.
Premium is paid for this hedged leg,
and this Premium will have to be
recovered by crossing over the

Strike

perspective, else it will generate loss.

Breakeven

from  Expiry
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ie. to the extent of Premium

received in the CE Short position.

e Long PE position in the hedged leg
will be subject to time decay and will
be suitable only in the event of a
strong downtrend reversal on the
investments held in the primary leg.

Benefits of Covered Call:
o CE Short gives Premium as Credit.

e Hedged leg can also be introduced
as part of Big Boy’s Covered Call
Strategy to earn regular rental

therefrom. While, the

hedged leg continues to protect the

income

downside on the already existing
investments (such as in stocks,
NiftyBees, BankNifty Bees etc.), the
hedged leg can help earn regular
income by virtue of Theta impact
on OTM CE Short leg by its
This
introduction of hedged leg can be

Expiry. process  of

rental

This
Strategy is covered in detail in our
Next  Chapter
Strategies).

done regularly to earn

income on investments.

(Customised

o This is a very suitable Strategy for a
mild bullish to rangebound
underlying (as the CE Short hedged
leg would generate profit due to
Theta impact).

Benefits of Married Put:

e Buying Put is cheaper than Shorting
Call. Further, there is no MTM
hassle in being Long in PE.

e This is a very suitable Strategy to
cover losses incurred on investment
position due to strong downtrend;
and so long the strong downtrend
continues Long PE position will
generate unlimited profit.

Selection of Option Strike for hedged

Selection of Option Strike for hedged

leg:

For a strong conviction for mild bullish
to sideways view, an ATM CE / Near
OTM would be suitable; but where the
view is little uncertain and reversal seems

a good possibility then it is better to

leg:

Where continuation of uptrend in the
investments gets highly uncertain and
downtrend reversal seems a good
possibility then it is better to initiate

Married Put to hedge investments.
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initiate Married Put instead of Covered
Call to hedge investments.

CE Strike for the hedged leg in this
strategy should be such which should
Next
Month or farther Expiry CE may have

have decent Premium value.
higher Premium but lower Theta
impact.

Further, its Delta value should be such
that it does not eat away much profit
from the primary leg; and at the same
time is able to cover losses reasonably
that may occur on the primary leg if the
trade does not go as per plan.

Further, the CE Short should be
initiated at such Strike, keeping in mind
that if the underlying remains sideways
then the Theta impact should yield
reasonable profit in the hedged leg.
Current Month CE will have higher
Theta impact.

Basis aforesaid factors, depending on the
intended holding time of the trade, a

PE Strike for the hedged leg in this
strategy should be such which should have
lower Theta value. Next Month or farther
Expiry PE would have lower Theta impact
but will be available at higher Premium.

Further, depending upon the momentum
in the downtrend a suitable Delta value of
PE can be selected (an ITM PE would be
preferrable if uptrend is expected with
momentum so as to suitably cover the
losses in the investment position). Even
Synthetic Futures i.e. deep [ITM PE with
100% Intrinsic Value having Delta value
of 1 can also be considered to play a sound
downtrend momentum, as it will be very
the

investment positions. Such Synthetic

effective to mitigate losses in
Futures will have negligible Time Value
and therefore will not be impacted with

fall in Volatility or Theta impact.

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable PE Option of a particular Expiry
series and Delta value may be selected to

suitable CE Option Strike level of a |go Long.

particular Expiry series and Delta value

may be selected to Short.

Breakeven  Strike  from  Expiry |Breakeven Strike from Expiry

perspective:

If the underlying starts falling, then the
Breakeven Price level, below which the
loss will arise in this Strategy is:

[Buying Price - Premium Credit
received on CE Short]. Below this level,
this Strategy would enter into unlimited

loss situation.

perspective:

If the underlying starts falling, then the
Breakeven Price level, below which the
profit will arise in the hedged leg of PE
Long (so as to enable it to mitigate losses
on the investments held in the primary

leg):

[PE Strike — Premium paid for the PE
Long hedged leg]. Below this level, the
Married Put will cover up the losses
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incurred on the investments held in the

primary leg.

Payoff for Cash Covered Call

Cash Covered Call
o i
—9
P ] 7
i |
I CE Short ok ke
Breakeven Strike Price
Point
&
primary leg.

Married Put or Protective Put

Long Stock ,

Protective Put

(]

Net Value of the Positions

BE = Long Stock
’ | crosses PE Premium

o
S
’

Long Put

Stock Price

holding investment would incur loss, as

well as there will be loss in the PE Long
hedged leg to the maximum extent of the
Premium paid for buying the PEs.

Max Reward from Expiry perspective:

Max Reward from Expiry perspective:

Maximum reward would be generated in
this Strategy, if the underlying by Expiry
of the CE Short leg, closes at the CE
Short Strike or at any higher Strike than
the CE Short Strike.

Thus, this maximum reward situation
can be targeted on this strategy when the
view is mildly bullish on the underlying.

Maximum reward would be generated in
this Strategy, if by Expiry the investments
held in the primary leg gets profitable due
to the upward move of the underlying,
and the profit incurred on the investments
is much higher than the total Premium
paid on the Long PEs in the hedged leg.
This the
underlying keeps trending higher and the

situation would arise, if
investments held in the primary leg gets
extremely profitable after absorbing the
loss on the premium paid for the
Protective Puts.

Collar Adjustment:

Addition of Married Put to the Covered
Call Strategy will make it a Collar
Strategy.

Married Put will be required to be added
to the Covered Call, if the underlying

Collar Adjustment:
Addition of CE Short leg to this Married
Put Strategy will make it a Collar Strategy.

CE Short leg will be required to be added
to the Married Put Strategy, if the
underlying seems to be not likely to go
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reverses and becomes extremely bearish
trending with downward momentum.
In such situation on bearish reversal, the
unlimited loss situation on the Covered
Call can be mitigated by adding Far
OTM PEs, thereby converting Covered
Call into Collar Strategy.

Conversion of Covered Call into Collar
can be adopted as an adjustment to

Covered Call the

underlying does not seem to be trending

Strategy, when
upwardly with mild bullish trend but is
likely to fall
momentum exhausting the Premium
Credit received on the CE Short leg and
pushing the Covered Call Strategy into

downwardly  with

unlimited loss situation. Thus, adding
Long PEs will help counter the Collar
Strategy makes the overall Strategy a
limited profit and limited loss Strategy.

down with momentum and may appear to
be bearish to sideways. In such situation
of bearish to sideways movement of the
underlying, the underlying is not expected
to cross-below the Breakeven Strike of the
PE Long leg and therefore the entire
Premium paid on the PE Long leg would
be a loss. Thus, in order to mitigate the
loss of Premium paid on the PE Long leg,
sufficient quantity of Far OTM CEs can
be Sold, with the view that the underlying
would not breach the Breakeven Strike of
these CE Shorts (i.e. CE Strike + Premium
received on these CE Shorts) and thereby
these CE Shorts would expire as OTM by
Expiry and the entire Premium Credit
received on these CE Shorts would be the
profit on these CE Shorts which will help
absorb the loss of Premium on Long Puts.
Thus, addition of CE Shorts to this
Married Put Strategy, would convert
Married Put into Collar Strategy.

Conversion of Married Put into Collar
can be adopted as an adjustment to
Married Put the
underlying does not seem to be falling

Strategy, when
down with momentum (which was the
original view basis which Married Put was
initiated to cover for losses on investments
held in the primary leg). Collar Strategy
makes the overall Strategy a limited profit
and limited loss Strategy.
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BULL CALL DEBIT SPREAD & BEAR PUT DEBIT
SPREAD

Bullish and Bearish view can be played through Long Options with hedged

positions.

When the view on the underlying is bullish, we can play the uptrend by
being Long on CE Options (i.e. buy CE Options) as our main position (the
primary leg). This primary leg can be hedged by introducing a hedged leg with
a bearish view by Shorting Call Options (i.e. sell CE Options), of the same
number of Lots as in the primary leg (i.e. in the ratio of 1:1 in terms of Lots/
quantity), on the same underlying with same Expiry series (the hedged leg). This
hedged position/ strategy where a bullish primary leg initiated with Long CE
positions with higher Premium is hedged with a Call Short position with lower
Premium, on the same underlying and of same Expiry series — it is called a Bull
Call Spread Strategy or Call Debit Strategy. It is a Vertical Spread (i.e. involving

two same side Options of same Expiry series on different Strikes).

Likewise, when the view on the underlying is bearish, we can play the
downtrend by being Long on Put Options (i.e. buy PE Options) as our main
position (the primary leg). This primary leg can be hedged by introducing a
hedged leg with a bullish view by Shorting Put Options (i.e. sell PE Options),
of the same number of Lots as in the primary leg (i.e. in the ratio of 1:1 in terms
of Lots/ quantity), on the same underlying with same Expiry series (the hedged
leg). This hedged position/ strategy where a bearish primary leg initiated with
Long PE positions having higher Premium, is hedged with a Put Short position
having lower Premium, on the same underlying and of same Expiry series — it is
called a Bear Put Spread Strategy or Put Debit Strategy. It is a Vertical Spread

(i.e. involving two same side Options of same Expiry series on different Strikes).
These Strategies have limited profit potential and pre-defined max loss.

With this background, now let us delve into discussing the Bull Call Spread
Strategy and Bear Put Strategy in detail. Both these Strategies are analysed and
discussed side-by-side in the table below:
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Bull Call Spread Strategy Bear Put Spread Strategy
Trade Legs: Trade Legs:

e Long CE of lower Strike with
higher Premium (primary leg)

e Short CE of higher Strike with
lower Premium (hedged leg)

Equal number of Lots in primary and
hedged leg; and both legs on same Expiry

o LongPE of higher Strike with higher

Premium (primary leg)

e Short PE of lower Strike with lower
Premium (hedged leg)

Equal number of Lots in primary and
hedged leg; and both legs on same Expiry

series. series.
Example: Example:

o Buy 2 Lors Nifiy 17600 CE of
Current Month Expiry series (at Rs.
75 per Lot)

o Sell 2 Lors Nifty 17800 CE of
Current Month Expiry series (at Rs.
50 per Lot)

e Buy 3 Lot Nifty 17500 PE of
Current Week Expiry series (ar Rs. 95
per Lot)

o Sell 3 Lozs Nifty 17300 PE of Current
Week Expiry series (at Rs. 60 per Lot)

Objective:

Objective is to play bullish view through
buying CEs (as the primary leg); and to
mitigate the risk / loss that may arise on
the primary leg upon reversal of the trend
towards bearish side with a CE Short
position (on the hedged leg).

If the bullish view continues, overall the
Strategy would generate a pre-defined
max profit; and if there is reversal of the
trend, the loss on the Strategy would also
be limited and pre-defined (i.e. 7o the
extent of Net Premium debit incurred on
the overall Strategy).

Thus, there is a limited profit potential
on this Strategy if the bullish view
continues, but at the same time a limited
max loss scenario on the Strategy (if the
bullish view goes wrong).

Objective:

Objective is to play bearish view through
buying PEs (as the primary leg); and to
mitigate the risk / loss that may arise on
the primary leg upon reversal of the trend
towards bullish side with a PE Short
position (on the hedged leg).

If the bearish view continues, overall the
Strategy would generate a pre-defined
max profit; and if there is reversal of the
trend, the loss on the Strategy would also
be limited and pre-defined (i.e. 2o the
extent of Net Premium debit incurred on
the overall Strategy).

Thus, there is a limited profit potential on
this Strategy if the bearish view continues,
but at the same time a limited max loss
scenario on the Strategy (if the bearish
view goes wrong).
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Demerits: Demerits:

e This Strategy has limited profit | e This Strategy has limited profit
potential. potential.

o This Spread strategy will be suitable | o This Spread strategy will be suitable
for a momentum bullish view. A for a momentum bearish view. A
rangebound or slow uptrend may rangebound or slow downtrend may
cause loss in the primary leg due to cause loss in the primary leg due to
Theta impact (loss in primary leg Theta impact (loss in primary leg
would be more than the profit in would be more than the profit in the
the hedged leg due to Theta decay). hedged leg due to Theta decay).

o If the holding period is long, then | o If the holding period is long, then
Synthetic Futures (i.e. ITM CE Synthetic Futures (i.e. ITM PE with
with almost 100% Intrinsic Value) almost 100% Intrinsic Value) for
can be considered for playing the playing the expected bearish move,
expected bullish move, with less with less time decay. However,
time decay. However, Synthetic Synthetic Futures (i.e. deep ITM
Futures (i.e. deep ITM CE) may PE) may not be liquid especially in
not be liquid especially in case of case of Stock Options.

Stock Options. o If the holding period is long, then

o If the holding period is long, then this Spread must be initiated on
this Spread must be initiated on Next Month / Far Month PE
Next Month / Far Month CE Options, especially if this Spread is
Options, especially if this Spread is being initiated after 15% of a given
being initiated after 15th of a given Current Month with a holding time
Current Month with a holding time of 7 days or more. However, Far
of 7 days or more. However, Far Month Expiry may have liquidity
Month Expiry may have liquidity issues, therefore Next Month Expiry
issues, therefore Next Month series may be preferred, in such case.
Expiry series may be preferred, in Also, Next Month & Far Month
such case. Also, Next Month & Far Expiry series would require relatively
Month Expiry series would require more capital (than the Spread on
relatively more capital (than the Current Month Expiry series) as PEs
Spread on Current Month Expiry of the same Strike would be on
series) as CEs of the same Strike higher premium value on farther
would be on higher premium value Expiry series.
on farther Expiry series. o It is a net Premium debit strategy.

e It is a net Premium debit Strategy. Since primary leg comprises of

Since primary leg comprises of

buying higher Strike PE, Premium
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buying lower Strike CE, Premium
at which Long is initated is the
amount of Premium paid. The
hedged leg comprises of selling
higher Strike CE, therefore the
Premium at which CE is sold is the
amount of Premium received.
Since, primary leg comprises of
lower CE Strike and hedged leg of
higher CE Strike, the primary leg
will have more Premium than the
hedged leg. Thus, in this Strategy,
Long is initiated at higher Premium
and Short at lower Premium, thus
making it a Debit Strategy.
Accordingly, in this Strategy the
Net Debit of Premium need to be
recovered in order to come in profit
in this Strategy, from Expiry

perspective.’

Thus, from Expiry perspective, the
bullish move in the underlying must

at which Long is initated is the
amount of Premium paid. The
hedged leg comprises of selling lower
Strike PE, therefore the Premium at
which PE is sold is the amount of
Premium received. Since, primary
leg comprises of higher PE Strike
and hedged leg of lower PE Strike,
the primary leg will have more
Premium than the hedged leg. Thus,
in this strategy, Long is initiated at
higher Premium and Short at lower
Premium, thus making it a Debit
Strategy.  Accordingly, in this
Strategy the Net Debit of Premium
need to be recovered in order to
come in profit in this Strategy, from
Expiry perspective.®

Thus, from Expiry perspective, the
bearish move in the underlying must
cross below the Breakeven Strike of
this Strategy (discussed below here).
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cross above the Breakeven Strike of o Fall in Volatility (eg: India VIX is

this Strategy (discussed below here). making lower lows), is harmful for

> Since, this Strategy is a Net Premium Debit Strategy, the cost of the Strategy may sometimes be
not so palatable. In such cases, especially when the view is not very bullish, the cost of a Bull Call
Spread can be further reduced by adding another Far OTM Short CE leg in order to collect some
more Premium Credit for the Strategy. This addition of another CE Short leg to Bull Call Spread,
converts it to a Bull Call Ladder Spread Strategy. Here, the additional Short Call leg must be at
such Far OTM Strike which is reasonably above some major Resistance level (i.e. upto where the
underlying is not expected to trend upwardly & close, by Expiry), thereby realising the extra Premium
Credit collected on these additional Short leg, as profit.

“Since, this Strategy is a Net Premium Debit Strategy, the cost of the Strategy may sometimes be
not so palatable. In such cases, especially when the view is not very bearish, the cost of a Bear Put
Spread can be further reduced by adding another Far OTM Short PE leg in order to collect some
more Premium Credit for the Strategy. This addition of another PE Short leg to Bear Put Spread,
converts it to a Bear Put Ladder Spread Strategy. Here, the additional Short Put leg must be at
such Far OTM Strike which is reasonably below some major Support level (i.e. upto where the
underlying is not expected to trend downwardly & close, by Expiry), thereby realising the extra
Premium Credit collected on these additional Short leg, as profit.
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o Fall in Voladility (eg: India VIX is
making lower lows), is harmful for
the Strategy, as it would become
difficult the Net

Premium debit incurred on this

to breakeven

Strategy (as falling volatility would
cause erosion in the premium value of
all Options) even if underlying
makes an upmove. Strong volatility
crash may dilute the favourable
Delta impact of the upmove in the
underlying.

the Strategy, as it would become
difficult the Net
Premium debit incurred on this
Strategy (as falling volatility would
cause erosion in the premium value of
all Options) even if underlying

to breakeven

makes  bearish move.  Strong
volatility crash may dilute the
favourable Delta impact of a slow

fall in the underlying.

Benefits of Bull Call Spread:

o This Strategy requires low margin /
capital.

o This is a very suitable Strategy for a
bullish trend.

o The risk upon reversal or otherwise
is limited to the extent of Net
Premium paid, i.e. Max Loss is
limited.

e Rise in Volatility (eg: India VIX is
making higher highs), is suitable for
the Strategy.

Benefits of Bear Put Spread:

o This Strategy requires low margin /
capital.

o This is a very suitable Strategy for a
bearish trend.

e The risk upon reversal or otherwise
is limited to the extent of Net
Premium paid, i.e. Max Loss is
limited.

e Rise in Volatility (eg: India VIX is
making higher highs), is suitable for
the Strategy.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

Net Premium paid on the Strategy (i.e.
the difference between the premium paid on
the primary leg and the premium credit
received on the hedged leg), must be
crossed upwardly by the underlying
above the Strike at which CE Long
primary leg is initiated, by Expiry, in
order that this Spread be profitable by
Expiry. Thus, we need to determine the
Breakeven Strike level above which the

Expiry perspective:

Net Premium paid on the Strategy (i.e.
the difference between the premium paid on
the primary leg and the premium credit
received on the hedged leg), must be crossed
downwardly by the underlying below the
Strike at which PE Long primary leg is
initiated, by Expiry, in order that this
Spread be profitable by Expiry. Thus, we
need to determine the Breakeven Strike
level below which the underlying must
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underlying must close by Expiry, in order
to bring the Strategy into profit.

Breakeven (BE) Strike for profit:

BE level is the level which the underlying
must close above by Expiry, so as to yield
profit on the Strategy. This BE level is
determined by adding the Net Premium
debit incurred on the Strategy, to the CE
Long leg.

i.e., BE Strike for this Strategy = CE
Long Strike + Net Premium

For example, if Nifty 17600 CE is bought
at Rs. 200 premium per Lot and Nifty
17800 CE is sold at Rs. 150 premium per
lot, then BE Strike will be 17600+(200-
150) = 17650 CE Strike, to be profitable
from Expiry perspective. That is by Expiry,
Nifty must go up beyond 17650 Strike (in
which case 17600 CE primary leg becomes
an ITM).

Higher the underlying closes by Expiry,
above the aforesaid BE level, higher will
be the profit generated on this Spread
(until the Max Profit level is reached).

Impact on BE level, due to Strike
Difference:

Larger the difference between CE Long
and CE Short Strike, larger will be the
net premium debit, and accordingly
larger will be the Breakeven required for
profit on the Strategy, from Expiry
perspective.

Also, the Breakeven Strike gets larger if a
CE Spread is initiated on a farther Expiry
series than closer Expiry series, on same
Strikes of CEs (eg: both primary & hedged
leg CEs are initiated on Next Month
Expiry series than Current Month Expiry
series). This is because the net premium

close by Expiry, in order to bring the
Strategy into profit.

Breakeven (BE) Strike for profit:

BE level is the level which the underlying
must close below by Expiry, so as to yield
profit on the Strategy. This BE level is
the Net
Premium debit incurred on the Strategy,
from the PE Long leg.

i.e., BE Strike for this Strategy = PE
Long Strike - Net Premium

For example, if Nifty 17500 PE is bought
at Rs. 250 premium per Lot and Nifty
17300 PE is sold ar Rs. 180 premium per
lot, then BE Strike will be 17500-(250-
180) = 17430 PE Strike, to be profitable
from Expiry perspective. That is by Expiry,
Nifty must go down below 17430 (in which
case 17500 PE primary leg becomes an
ITM).

determined by deducting

Lower the underlying closes by Expiry,
below the aforesaid BE level, higher will
be the profit generated on this Spread
(until the Max Profit level is reached).

Impact on BE level, due to Strike
Difference:

Larger the difference between PE Long
and PE Short Strike, larger will be the net
premium debit, and accordingly larger
will be the Breakeven required for profit
on the Strategy, from Expiry perspective.

Also, the Breakeven Strike gets larger if a
PE Spread is initiated on a farther Expiry
series than closer Expiry series, on same
Strikes of PEs (eg: both primary & hedged
leg PEs are initiated on Next Week Expiry
series than Current Week Expiry series).
This is because the net premium debit
paid on the Spread increases as we go on
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debit paid on the Spread increases as we
go on farther Expiry series, even though
the primary & hedged leg CE Strikes are

kept same.

farther Expiry series, even though the
primary & hedged leg PE Strikes are kept

same.

Payoff Chart for Bull CE Spread

Bull Call Debit Spread

—

[+ ] BE = CE Long Strike + (CE Long s
Premium - CE Short Premium) 4
'
'
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'
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Payoff Chart for Bear PE Spread
Bear Put Debit Spread

8 = PE Long Strike - PE Lang Premium -
PE Short Premiuml
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Maximum loss in this Strategy from
Expiry perspective:

Net Premium debit incurred on the
overall Strategy (i.e. the difference between
the premium paid on the primary leg and
the premium credit collected on the hedged
leg), is the maximum loss that may be
incurred in this Strategy, i.c.

Max Loss on CE Spread = Premium
Paid on Long leg — Premium Credit
Received on Short Leg

For example, if Nifiy 17600 CE is bought
at Rs. 200 premium per Lot and Nifty
17800 CE is sold at Rs. 150 premium per
Lot, then Max Loss will be Rs 200 — Rs.
150 per lot = Rs. 50 per Lot from Expiry

perspective.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between CE Long
and CE Short Strike, larger will be the
net premium debit, and accordingly
larger will be the Breakeven required for
profit from Expiry perspective; which

Maximum Loss in this Strategy from
Expiry perspective:

Net Premium debit incurred on the
overall Strategy (i.e. the difference between
the premium paid on the primary leg and
the premium credit collected on the hedged
leg), is the maximum loss that may be
incurred in this Strategy, i.e.

Max Loss on PE Spread = Premium Paid
— Premium Credit Received on Short
Leg

For example, if Nifiy 17500 PE is bought
at Rs. 250 premium per Lot and Nifty
17300 PE is sold at Rs. 180 premium per
Lot, then Max Loss will be Rs 250 — Rs. 180
per lor = Rs. 70 per Lot from Expiry

perspective.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between PE Long
and PE Short Strike, larger will be the net
premium debit, and accordingly larger
will be the Breakeven required for profit
from Expiry perspective; which will
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will eventually lead to higher Max Loss
on the Strategy. Thus, pre-calculated loss
on the Strategy will help decide, the
Strike at which Long & Short leg must
be initiated.

Loss Level:

The CE Spread will yield profit only if
the underlying closes above the BE Strike
by Expiry, as discussed above, else the
Strategy would yield loss. Therefore, if
the underlying fails to cross the BE Strike
upwardly and closes below the BE level
by Expiry, then this Strategy would yield
loss on the Spread.

Max Loss Level:

If the underlying fails to cross the BE
Strike upwardly and closes below the CE
Long Strike by Expiry, then this Strategy
would yield Max Loss, to the extent of
Net Premium debit paid on this Spread.

Loss Zone on the CE Debit Spread:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying crosses and closes above the

Strike the
underlying would close below the BE

Breakeven level. Lower
strike level, more loss would be generated
on this Spread. However, once the
underlying crosses the CE Long Strike
downwardly by Expiry, then the Max
Loss Level is achieved on the Strategy.
Thereafter, any further fall in the
underlying below the CE Long Strike,
would not yield any further loss than the
Max Loss determined on this Spread (as

per aforesaid calculations).

Thus, the BE Strike level and the CE
Long Strike is the loss zone from Expiry

perspective of this Spread. If the

eventually lead to higher Max Loss on the
Strategy. Thus, pre-calculated loss on the
Strategy will help decide, the Strike at
which Long & Short leg must be
initiated.

Loss Level:

The PE Spread will yield profit only if the
underlying closes below the BE Strike by
Expiry, as discussed above, else the
Strategy would yield loss. Therefore, if
the underlying fails to cross the BE Strike
downwardly and closes above the BE level
by Expiry, then this Strategy would yield
loss on the Spread.

Max Loss Level:

If the underlying fails to cross the BE
Strike downwardly and closes above the
PE Long Strike by Expiry, then this
Strategy would yield Max Loss, to the
extent of Net Premium debit paid on this
Spread.

Loss Zone on the PE Debit Spread:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying crosses and closes below the
Higher the
underlying would close above the BE

Breakeven Strike level.
strike level, more loss would be generated
on this Spread. However, once the
underlying crosses the PE Long Strike
upwardly by Expiry, then the Max Loss
Level is achieved on the Strategy.
Thereafter, any further rise in the
underlying above the PE Long Strike,
would not yield any further loss than the
Max Loss determined on this Spread (as
per aforesaid calculations).

Thus, the BE Strike level and the PE
Long Strike is the loss zone from Expiry

146




147

F&O Strategies

underlying closes by Expiry, closer to the
BE Strike, then less loss would be
incurred on the Spread; but if the
underlying closes by Expiry near the CE
Long Strike then more loss would be
generated on this Spread (subject to Max
Loss, when the underlying closes by Expiry,
at or anywbere lower than the CE Long
Strike).

Thus,
underlying by Expiry, seems to be below
the BE level, then it is a Max Loss

situation on the Strategy.

if expected closing of the

this Spread. If the
underlying closes by Expiry, closer to the
BE Strike, then less loss would be
incurred on the Spread; but if the

perspective  of

underlying closes by Expiry near the PE
Long Strike then more loss would be
generated on this Spread (subject ro Max
Loss, when the underlying closes by Expiry,
at or anywbere higher than the PE Long
Strike).

Thus,
underlying by Expiry, seems to be above
the BE level, then it is a Max Loss
situation on the Strategy.

if expected closing of the

Calculation of Maximum Reward in
this Strategy:

Max reward is calculated as:

o [difference between the primary leg
Strike and the hedged leg Strike]

minus

o [Net Premium paid on the Strategy
i.e. difference between the Premium
paid on the primary leg and the
Premium  credit  received on  the

hedged leg)’

For example, if Nifty 17600 CE is bought
at Rs. 200 premium per Lot and Nifty
17800 CE is sold ar Rs. 150 premium per
Lot, then Max Reward will be:

Maximum Reward in this Strategy:

Max reward is calculated as:

o [difference between the primary leg
Strike and the hedged leg Strike]

minus

o [Net Premium paid on the Strategy
i.e. difference between the Premium
paid on the primary leg and the
Premium credit received on the hedged

leg/®
For example, if Nifty 17500 PE is bought
at Rs. 250 premium per Lot and Nifty

17300 PE is sold at Rs. 180 premium per
Lot, then Max Reward will be:

7 Max Reward for CE Spread can also be calculated as the difference between the Breakeven Strike

of primary leg and hedged leg, i.e. the difference between (i) Breakeven Strike of CE Buy (primary
leg) = CE Strike + Premium paid; and (ii) Breakeven Strike of CE Sell (hedged leg) = CE Strike +

Premium received.

¥ Max Reward for PE Spread can also be calculated as the difference between the Breakeven Strike

of primary leg and hedged leg, i.e. the difference between (i) Breakeven Strike of PE Buy (primary
leg) = PE Strike - Premium paid; and (ii) Breakeven Strike of PE Sell (hedged leg) = PE Strike -

Premium received.
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[17800 —17600] — [200-150] = [200-
50] = Rs. 150 per qty.

1 Lot Nifty has 50 qty, therefore in above
example max reward would be Rs. 150 x
50 = 7500 per Lot.

Max Profit Level: The Max Profit (as
calculated above) would be generated on
this Spread, if the underlying moves up
and crosses the Breakeven level and
finally closes by Expiry, at the CE Short
Strike or anywhere higher than the CE
Short Strike.

Profit Zone on the CE Debit Spread:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying crosses and closes above the
Breakeven Strike level. Higher the
underlying would trend towards the CE
Short Strike level, more and more profit
would be generated on the Spread.
However, once the underlying crosses
the CE Short Strike upwardly, then the
Max Profit Level is achieved on the
Strategy. Thereafter, any further rise in
the underlying, would not yield any
further higher profit than the Max Profit
determined on this Spread (as per
aforesaid calculations).

Thus, the Profit Zone on this Spread,
from Expiry perspective, can be said to be
the starting upwardly from the BE Strike
level of the Spread upto the CE Short
Strike level. If the underlying closes by
Expiry, closer towards the CE Short
Strike in this profit zone, then higher
profit would be generated, but if the
underlying closes towards the BE Strike
of this Strategy within the zone, then

[17500-17300] — [250-180] = [200-70]
= Rs. 130 per q1y.

1 Lot Nifty has 50 qty, therefore in above
example max reward would be Rs. 130 x 50
= 6500 per Lot.

Max Profit Level: The Max Profit (as
calculated above) would be generated on
this Spread, if the underlying falls and
crosses below the Breakeven level and
finally closes by Expiry, at PE Short Strike
or anywhere lower than the PE Short
Strike.

Profit Zone on the PE Debit Spread:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying crosses and closes below the

the
underlying would trend towards the PE

Breakeven Strike level. Lower
Short Strike level, more and more profit
would be generated on the Spread.
However, once the underlying crosses the
PE Short Strike downwardly, then the
Max Profit Level is achieved on the
Strategy. Thereafter, any further fall in
the underlying, would not yield any
further higher profit than the Max Profit
determined on this Spread (as per

aforesaid calculations).

Thus, the Profic Zone on this Spread,
from Expiry perspective, can be said to be
the starting from below the BE Strike
level of the Spread upto the PE Short
Strike level. If the underlying closes by
Expiry, closer towards the PE Short Strike
in this profit zone, then higher profit
would be generated, but if the underlying
closes towards the BE Strike of this
Strategy within the zone, then relatively
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relatively less profit would be generated

on the Spread.

less profit would be generated on the
Spread.

Profit & Loss Levels on the Strategy,

Profit & loss Levels on the Strategy,

from Expiry perspective:

BE level: [CE Long Strike + Net
Premium Debit paid on the Spread]

Min Profit Level: If underlying closes by
Expiry above the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere higher than the
CE Short Strike

Profit Zone: If underlying closes by
Expiry anywhere higher than the BE
Level. If underlying closes at or higher
than CE Short Strike, then Max Profit is
generated; and if underlying closes
towards the BE Level then less profit
generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry below the BE Level.

Max Loss Level: If underlying closes by
Expiry, at or below the CE Long Strike,
then Max Loss (i.e. to the extent of Net
Premium debit paid on the Spread) would
be generated on the Spread.

Loss Zone: If underlying closes by Expiry
anywhere lower than the BE Level. If
underlying closes at or lower than CE
Long Strike, then Max Loss is generated;
and if underlying closes towards the BE
Level then less profit generated on the
Spread.

from Expiry perspective:

BE TIevel: [PE Long Strike - Net
Premium Debit paid on the Spread]

Min Profit Level: If underlying closes by
Expiry below the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere lower than the PE
Short Strike

Profit Zone: If underlying closes by
Expiry anywhere lower than the BE Level.
If underlying closes at or lower than PE
Short Strike, then Max Profit is
generated; and if underlying closes
towards the BE Level then less profit
generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry above the BE Level.

Max TLoss Level: If underlying closes by
Expiry, at or higher than the PE Long
Strike, then Max Loss (i.e. to the extent of
Net Premium debit paid on the Spread)
would be generated on the Spread.

Loss Zone: If underlying closes by Expiry
anywhere higher than the BE Level. If
underlying closes at or higher than PE
Long Strike, then Max Loss is generated;
and if underlying closes towards the BE
Level then less loss generated on the

Spread.

Risk & Reward in a CE Spread:

The ratio between the Max Loss and the
Max Reward gives the Risk & Reward
ratio for this Strategy.

Risk & Reward in a PE Spread:

The ratio between the Max Loss and the
Max Reward gives the Risk & Reward
ratio for this Strategy.
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A CE Spread initiated on ITM CEs (for
both primary & hedged leg), has a large net
premium debit in absolute terms, and
therefore, the Max Loss is quite high in
an I'TM Spread, as compared to an OTM
CE Spread (with both primary & hedged
leg initiated on OTM CEs).

Also, since, Max Reward in this Spread is
calculated as the difference between the:
[Strike Difference and the Net premium
paid on the Strategy], therefore, an ITM
CE Spread (initiated on ITM CEs for both
primary & hedged leg), has lesser Max
Reward than an OTM CE Spread (with
both primary & hedged leg initiated on
OTM CEs), with same Strike width
between the CE Long & CE Short leg.
This is because, a CE Spread initiated on
I'TM CEs (for both primary & hedged leg),
has a large net premium debit in absolute
terms than a CE Spread initiated on
OTM CEs (for both primary ¢ hedged
leg).

Accordingly, the Risk-to-Reward Ratio
in a CE Spread, is favourable in an OTM
CE Spread than an ITM CE Spread. In
case Volatility is too high (like India VIX
is above 25 or 30 level), then an ITM-
ATM CE Spread may be considered; else
during other times OTM-OTM CE
Spread must be considered.

Further, wider the Strike difference
between the Long CE leg and CE Short
leg, more favourable the Risk-to-Reward
gets (due to ner premium debit getting
lower), however, it must be borne in
mind that from Expiry perspective, the
the
Breakeven Strike of the Strategy and to

underlying must close above
be able to reap Max Reward on the

Strategy the underlying must go much

A PE Spread initiated on ITM PEs (for
both primary & hedged leg), has a large net
premium debit in absolute terms, and
therefore, the Max Loss is quite high in an
ITM Spread, as compared to an OTM PE
Spread (with both primary & hedged leg
initiated on OTM PEs).

Also, since, Max Reward in this Spread is
calculated as the difference between the:
[Strike Difference and the Net premium
paid on the Strategy], therefore, an ITM
PE Spread (initiated on ITM PEs for both
primary & hedged leg), has lesser Max
Reward than an OTM PE Spread (with
both primary & hedged leg initiated on
OTM PEs), with same Strike width
between the PE Long & PE Short leg.
This is because, a PE Spread initiated on
ITM PEs (for both primary & hedged leg),
has a large net premium debit in absolute
terms than a PE Spread initiated on
OTM PEs (for both primary & hedged leg).

Accordingly, the Risk-to-Reward Ratio in
a PE Spread, is favourable in an OTM PE
Spread than an ITM PE Spread. In case
Volatility is too high (like India VIX is
above 25 or 30 level), then an [TM-ATM
PE Spread may be considered; else during
other times OTM-OTM PE Spread must
be considered.

Further, wider the Strike difference
between the Long PE leg and PE Short
leg, more favourable the Risk-to-Reward
gets (due to ner premium debit getting
lower), however, it must be borne in mind
that the
underlying  must the
Breakeven Strike of the Strategy and to be
able to reap Max Reward on the Strategy

from Expiry perspective,

close  below

the underlying must go much lower
below the Breakeven Strike of the
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higher above the Breakeven Strike of the
Strategy i.e. upto the Max Reward level
of the Strategy, calculated as the
difference  between  the: [Strike
Difference and the Net premium paid on

the Strategy].

Therefore, ideally, if there is a clear view
of more than 1% to 1.5% quick move in
the underlying, then a CE Spread with
little wider Strike Difference, in Near
OTM CEs, on a closer Expiry series may
be considered. However, if the upmove
in the underlying is expected after
sometime (or over longer time), then
such position on CE Spread may be
created on a farther Expiry series (like
Next Month Expiry series etc.).

Strategy i.e. upto the Max Reward level of
the Strategy, calculated as the difference
between the: [Strike Difference and the
Net premium paid on the Strategy].

Therefore, ideally, if there is a clear view
of more than 1% to 1.5% quick fall in the
underlying, then a PE Spread with little
wider Strike Difference, in Near OTM
PEs, on a closer Expiry series may be
considered. However, if the fall in the
underlying is expected after sometime (or
over longer time), then such position on
PE Spread may be created on a farther
Expiry series (like Next Month Expiry

sevies etc.).

Options behaviour:

e It is pertinent to note that by
Expiry, if the primary leg becomes
an I'TM (then its final LTP if higher
than at which it was bought, will
yield profit), and the hedged leg if
expires as an OTM then the entire
Premium at which CE was Shorted
for the hedged leg will also be a
profit in this Strategy. However, if
closer to Expiry both primary and
hedged leg are OTMs and the
Strategy is in profit, then the profit
must be booked before Expiry
because otherwise the profit in the
primary leg would become zero
(due to Theta impact on primary leg
and hedged leg, both being OTMs).

o Therefore, it is very important to
keep track of the Breakeven Strike
and to examine if the underlying
would sustain above the BE Strike
of the Strategy or not by Expiry. If

Options behaviour:

e ltis pertinent to note that by Expiry,
if the primary leg becomes an ITM
(then its final LTP if higher than at
which it was bought, will yield
profit), and the hedged leg if expires
as an OTM then the entire Premium
at which PE was Shorted for the
hedged leg will also be a profit in this
Strategy. However, if closer to
Expiry both primary and hedged leg
are OTMs and the Strategy is in
profit, then the profit must be
booked before
otherwise the profit in the primary

Expiry because

leg would become zero (due to
Theta impact on primary leg and
hedged leg, both being OTMs).

e Therefore, it is very important to
keep track of the Breakeven Strike
and to examine if the underlying
would sustain below the BE Strike of
the Strategy or not by Expiry. If not,
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not, then the profits if generated on
the Spread must be booked before
Expiry.

Rise in Volatility may not adversely
impact this Strategy, as rise in
Volatility would be favourable to
the CE Long primary leg; and if the
CE Short hedged leg continues to
be an OTM unitil Expiry then even
if rising Volatility increases the
Premium value of the hedged leg,
then also it would eventually
become zero and yield profit if the
hedged leg CE Short position
happens to be an OTM on Expiry.
Therefore, at any time before
Expiry, if rising state of Volatility
adds impetus to profitability in this
Strategy, then the profit must be
booked before the favourable
impact of Volatility is lost.

Falling state of Volatility may not
be favourable to this Strategy, as the
drop in Volatility will erode the
Premium value of both the primary
leg and the hedged leg and the Net
Premium paid may get difficult to
be realised in order to get profitable
in this Strategy. Moreover, if the
impact of falling Volatility lasts
longer then the erosion of Premium
due to Volatility crash would get
coupled with the Theta impact,
making all the more difficult to
realise and cross-over the Net
Premium paid in order to get
profitable in this Strategy. Only
strong favourable bullish
momentum can help overcome the
adverse impact of Voladlity crash
and Theta decay. A sideways

then the profits if generated on the
Spread must be booked before
Expiry.

Rise in Volatility may not adversely
impact this Strategy, as rise in
Volatility would be favourable to the
PE Long primary leg; and if the PE
Short hedged leg continues to be an
OTM untl Expiry then even if
rising  Volatility increases the
Premium value of the hedged leg,
then also it would eventually
become zero and yield profic if the
hedged leg PE Short position
happens to be an OTM on Expiry.
Therefore, at any time Dbefore
Expiry, if rising state of Volaility
adds impetus to profitability in this
Strategy, then the profit must be
booked before the favourable impact
of Volatility is lost.

Falling state of Volatility may not be
favourable to this Strategy, as the
drop in Volatility will erode the
Premium value of both the primary
leg and the hedged leg and the Net
Premium paid may get difficult to be
realised in order to get profitable in
this Strategy. Moreover, if the
impact of falling Voladility lasts
longer then the erosion of Premium
due to Volatility crash would get
coupled with the Theta impact,
making all the more difficult to
realise and cross-over the Net
Premium paid in order to get
profitable in this Strategy. Only
strong favourable bearish
momentum can help overcome the
adverse impact of Volatility crash

and Theta decay. A sideways
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movement in the underlying will
further aggravate the chances of

profitability in this Strategy.

e Delta play between the primary leg
and the hedged leg is separately

discussed hereinbelow.

movement in the underlying will
further aggravate the chances of
profitability in this Strategy.

o Delta play between the primary leg
and the hedged leg is separately

discussed hereinbelow.

Strike / Delta value:

The Delta between the
primary leg and the hedged leg will help

difference

maintain a reasonable control on profit
& loss scenario in this Strategy. Delta
difference can be ensured by selecting
appropriate distance CE Strikes for this
Strategy.

It must be borne in mind that larger the
Strike difference between CE Long &
CE Short, the max profit on the Strategy
increases and the risk & reward is more
favourable; but the Breakeven Strike gets
even larger in order to reap profit on the
Strategy (thus, more bullish move is
required in the underlying).

Therefore, for a strong conviction bullish
view, an OTM CE of lower Strike having
higher Delta value can be bought as the
primary leg; but a Far OTM CE of
higher Strike having lower Delta value
can be sold as the hedged leg. When
bullish view has conviction, then a
suitable larger Delta difference can be
maintained between the primary leg and
the hedged leg, i.e. higher Delta value on
primary leg would yield more profit on
bullish uptrend and a lower Delta on
hedged leg would yield less loss. This
larger Delta difference can be maintained
by maintaining suitable larger gap
between the Strikes at which primary leg
and the hedged leg are initiated of the

Strike / Delta value:

The Delta difference between the primary
leg and the hedged leg will help maintain
a reasonable control on profit & loss
scenario in this Strategy. Delta difference
can be ensured by selecting appropriate
distance PE Strikes for this Strategy.

It must be borne in mind that larger the
Strike difference between PE Long & PE
Short, the max profit on the Strategy
increases and the risk & reward is more
favourable; but the Breakeven Strike gets
even larger in order to reap profit on the
Strategy (thus, more bearish move is
required in the underlying).

Therefore, for a strong conviction bearish
view, an OTM PE of higher Strike having
higher Delta value can be bought as the
primary leg; but a Far OTM PE of lower
Strike having lower Delta value can be
sold as the hedged leg. When bearish view
has conviction, then a suitable larger
Delta difference can be maintained
between the primary leg and the hedged
leg, i.e. higher Delta value on primary leg
would yield more profit on bearish
downtrend and a lower Delta on hedged
leg would yield less loss. This larger Delta
difference can be maintained by
maintaining suitable larger gap between
the Strikes at which primary leg and the
hedged leg are initiated of the same
Expiry. Because there is conviction on the
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same Expiry. Because there is conviction
on the bullish view, the wider Breakeven
(due to larger Strike difference) should
not be an hinderance to reap profit on
the Strategy, and a much favourable
Risk-to-Reward can be targeted.

However, when bullish view does not

have conviction and there seems
uncertainty about continuation of
bullish trend, then a suitable smaller
Delta difference can be maintained
between the primary leg and the hedged
leg, i.e. the primary leg would yield more
loss (due to its higher Delta value) on
reversal of uptrend and the hedged leg
because of having not too low Delta
value than that of the primary leg would
yield decent profit on reversal of uptrend.
This smaller Delta difference can be
ensured by maintaining suitable smaller
gap between the Strikes at which primary
leg and the hedged leg are initiated of the
same Expiry. Due to smaller Strike
difference, the Breakeven for generating
profit would also be smaller thus if the
uptrend remains intact, then a slight
uptrend move in the underlying crossing
above the smaller BE Level, would make

the Strategy profitable.

bearish view, the wider Breakeven (due to
larger Strike difference) should not be an
hinderance to reap profit on the Strategy,
and a much favourable Risk-to-Reward
can be targeted.

However, when bearish view does not

have conviction and there seems
uncertainty about continuation of bearish
trend, then a suitable smaller Delta
difference can be maintained between
the primary leg and the hedged leg, i.e.
the primary leg would yield more loss
(due to its higher Delta value) on reversal
of bearish trend and the hedged leg
because of having not too low Delta value
than that of the primary leg would yield
decent profit on reversal of downtrend.
This smaller Delta difference can be
ensured by maintaining suitable smaller
gap between the Strikes at which primary
leg and the hedged leg are initiated of the
same Expiry. Due to smaller Strike
difference, the Breakeven for generating
profit would also be smaller thus if the
downtrend remains intact, then a slight
downtrend move in the underlying
crossing the smaller BE Level, would

make the Strategy profitable.

Selection of Option Strikes:

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable CE Option Strike levels of a
particular Expiry series and Delta value
may be selected.

For higher Risk and Reward and less
margin for this Strategy: OTM CE Long
and Far OTM CE Short in Current
Expiry series can be considered. Further,

Selection of Option Strikes:

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable PE Option Strike levels of a
particular Expiry series and Delta value
may be selected.

For higher Risk and Reward and less
margin for this Strategy: OTM PE Long
and Far OTM PE Short in Current
Expiry series can be considered. Further,
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it may be considered in OTM-OTM CE
Spread, that the CE Long primary leg is
such Far OTM Strike, which is slightly
below some major Resistance level (as per
Technical Analysis / Chart reading) and
the CE Short hedged leg is higher than
the said major Resistance level on the
upside. This way it can be attempted to
ensure that if the bullish trend sustains as
expected then the primary leg would
generate profit due to the upmove in the
underlying; but also if the underlying by
Expiry closes near the said major
Resistance level, then even the CE Short
leg would generate profit to the extent of
the premium credit collected on the
hedged leg (as it would expire worthless
as OTM). Thus, the Strategy in such
situation would generate the max profit
(as per calculations discussed above). In
such situation, it must be ensured that
the CE Long primary leg does not expire
as ATM / OTM; and therefore, profit
generated on the primary leg must be
booked, if the underlying appears to

reverse from near the Resistance level.

It must be borne in mind that larger the
Surike difference between CE Long &
CE Short, the max profit on the Strategy
increases and the risk & reward is more
favourable; but the Breakeven Strike gets
even larger in order to reap profit on the
Strategy (thus, more bullish move is
required in the underlying).

Also, the Max Loss and Max Reward in
the Strategy must be calculated, as per
the calculations explained above, before
initiating this CE Spread Strategy, so as
to determine a balanced Strike selection

for playing this Spread.

it may be considered in OTM-OTM PE
Spread, that the PE Long primary leg is
such Far OTM Strike, which is slightly
above some major Support level (as per
Technical Analysis | Chart reading) and the
PE Short hedged leg is lower than the said
major Support level on the downside.
This way it can be attempted to ensure
that if the bearish trend sustains as
expected then the primary leg would
generate profit due to the downmove in
the underlying; but also if the underlying
by Expiry closes near the said major
Support level, then even the PE Short leg
would generate profit to the extent of the
premium credit collected on the hedged
leg (as it would expire worthless as
OTM). Thus, the Strategy in such
situation would generate the max profit
(as per calculations discussed above). In
such situation, it must be ensured that the
PE Long primary leg does not expire as
ATM / OTM; and therefore, profit
generated on the primary leg must be
booked, if the underlying appears to
reverse from near the Support level.

It must be borne in mind that larger the
Strike difference between PE Long & PE
Short, the max profit on the Strategy
increases and the risk & reward is more
favourable; but the Breakeven Strike gets
even larger in order to reap profit on the
Strategy (thus, more bearish move is
required in the underlying).

Further, the Max Loss and Max Reward
in the Strategy must be calculated, as per
the calculations explained above, before
initiating this PE Spread Strategy, so as to
determine a balanced Strike selection for

playing this Spread.
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If trade goes as per plan:

The underlying remains bullish, and the
CE Long primary leg will generate profit.
But as the underlying moves higher, the
hedged CE Short leg will generate loss
(because the LTP of CE Short leg will rise
due to  underlying going upward).
However, the Delta difference between
the primary leg and hedged leg will bring

the net position in profit.

But as the underlying keeps going higher
quickly with strong momentum, there
may come a time when the Strategy will

Max Reward level. Then
beyond such level, if the underlying

cross the

keeps trending further upwardly, then
once Max Reward level is achieved by the
Strategy then no further profit can be
expected on the Strategy. Hence, in such
situation, the Max profit on the Strategy
must be immediately booked.

If underlying movement is slow /
sideways:

If the movement of the underlying
becomes slow / sluggish in its upward
movement or if the underlying keeps
fluctuating in a range, then the Theta
impact would cause erosion in the
Premium value of both CE Long and CE
Short leg. Thus, time decay may result in
some loss situation in this Strategy with
long holding period. Therefore, if it
appears that by Expiry, the BE Strike
level would not be crossed upwardly by
the underlying on sustained basis, then
Max Loss would occur on the Strategy.
In such situation, suitable adjustments
(as discussed below) may be considered to
mitigate the Max Loss situation on the
Strategy by Expiry.

If trade goes as per plan:

The underlying remains bearish, and the
PE Long primary leg will generate profit.
But as the underlying moves lower, the
hedged PE Short leg will generate loss
(because the LTP of PE Short leg will rise
due to underlying going downward).
However, the Delta difference between
the primary leg and hedged leg will bring

the net position in profit.

But as the underlying keeps going lower
quickly with strong momentum, there
may come a time when the Strategy will
cross the Max Reward level. Then beyond
such level, if the underlying keeps
trending further downwardly, then once
Max Reward level is achieved by the
Strategy then no further profit can be
expected on the Strategy. Hence, in such
situation, the Max profit on the Strategy
must be immediately booked.

If underlying movement is slow /
sideways:

If the movement of the underlying
becomes slow / sluggish in its downward
movement or if the underlying keeps
fluctuating in a range, then the Theta
impact would cause erosion in the
Premium value of both PE Long and PE
Short leg. Thus, time decay may result in
some loss situation in this Strategy with
long holding period. Therefore, if it
appears that by Expiry, the BE Strike level
would not be crossed downwardly by the
underlying on sustained basis, then Max
Loss would occur on the Strategy. In such
(as
discussed below) may be considered to

situation,  suitable  adjustments
mitigate the Max Loss situation on the

Strategy by Expiry.
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If trend reverses on the bearish side, and
trade does not go as per plan:

If the underlying gets in a downtrend,
then the primary leg of CE Long will
generate limited loss to the extent of
Premium paid. But with the underlying
falling down, the hedged CE Short leg
will generate limited profit to the extent
of Premium received on the Short
position. Thus, the CE Short hedged leg
will protect the loss in CE Long primary
leg to the extent of Premium collected on
the CE Short hedged leg. If the
underlying keeps falling even further
then the Net Premium (i.e. the Premium
paid on the primary leg and the Premium
collected on CE Short leg) will be the total
Max Loss till Expiry.

This final loss to the extent of Net
Premium debit on the Strategy, in the
event of reversal of uptrend in downward
direction, can be contained by making
certain adjustments (as discussed below

here).

If trend reverses on the bullish side, and
trade does not go as per plan:

If the underlying gets in an uptrend, then
the primary leg of PE Long will generate
limited loss to the extent of Premium
paid. But with the underlying rising up,
the hedged PE Short leg will generate
limited profit to the extent of Premium
received on the Short position. Thus, the
PE Short hedged leg will protect the loss
in PE Long primary leg to the extent of
PE Short
hedged leg. If the underlying keeps rising

Premium collected on the

even further then the Net Premium (i.e.
the Premium paid on the primary leg and
the Premium collected on PE Short leg) will
be the total Max Loss till Expiry.

This final loss to the extent of Net
Premium debit on the Strategy, in the
event of reversal of downtrend in upward
direction, can be contained by making
certain adjustments (as discussed below

here).

Adjustments (if bullish view and this

Strategy does not go as per plan):

Since, this strategy is a Debit spread,
therefore, the Net Premium (e the
difference between the Premium paid on
primary leg and the Premium credit
collected in the hedged leg) need to be first
recovered for this Spread to generate
profit from Expiry perspective; and
accordingly the underlying must cross-
over the BE Swike level upwardly on
sustained basis.

However, if the bullish trend reverses
towards downward direction, then the
Net Premium paid on the overall Spread,
will be the final amount of Max Loss that

Adjustments (if bearish view and this

Strategy does not go as per plan):

Since, this strategy is a Debit spread,
the

difference between the Premium paid on

therefore, the Net Premium (i.e.

primary leg and the Premium credit
collected in the hedged leg) need to be first
recovered for this Spread to generate
profit from Expiry perspective; and
accordingly the underlying must cross-
over the BE Swrike level downwardly on
sustained basis.

However, if the bearish trend reverses in
the upward direction, then the Net
Premium paid on the overall Spread, will
be the final amount of Max Loss that may




The Intelligent F&O Trader: Volume IT

158

may be incurred on this Strategy by
Expiry. Thus, upon reversal, this Net
Premium amount need to be covered up
by making suitable adjustments.

The following adjustments can be
considered to cover up for the potential
Max Loss that may occur in this Strategy
to the tune of Net Premium: (i)
Conversion of Bull CE Spread into Call
Ratio Spread (through Short CE); or (ii)
Long PE; or (iii) Short PE. These

adjustments are discussed below:

through
Short Option (Conversion to Call
Ratio Spread): In case of a
downtrend, farther OTM CEs can
be sold (additional Short CEs).
Idea in this adjustment is to pick
up a suitable Far OTM CE for
Shorting, such that this Far OTM
CE expires worthless as an OTM
on Expiry thereby giving full
which  Short is
initiated as profit. This additional
CE Short can be initiated on such
Premium so as to cover for the Net

(i) Counter Adjustment

Premium at

Premium amount on the original
Strategy. Selection of a Far OTM
CE for this

important because even if the

adjustment s

downtrend again reverses on the
bullish side, this additional CE
be
expected to expire as an OTM on

must such which can be
Expiry, thereby generating profit to
the extent of its Premium on
Expiry. Also, depending upon the
Net Premium Debit in the original
Strategy and the likely downtrend
and the Premium available on Far

OTM CEs (of same Strike as that of

be incurred on this Strategy by Expiry.
Thus, upon reversal, this Net Premium
amount need to be covered up by making
suitable adjustments.

The

considered to cover up for the potential

following adjustments can be
Max Loss that may occur in this Strategy
to the tune of Net
Conversion of Bear PE Spread into Put
Ratio Spread (through Short PE); or (ii)
Long CE; or (iii) Short CE. These

adjustments are discussed below:

Premium: (i)

(i) Counter Adjustment through Short
Option (Conversion to Put Ratio
Spread): In case of an uptrend,
farther OTM PEs can be sold
(additional Short PEs). Idea in this
adjustment is to pick up a suitable
Far OTM PE for Shorting, such
that this Far OTM PE expires
worthless as an OTM on Expiry

thereby giving full Premium at
which Short is initiated as profit.
This additional PE Short can be
initiated on such Premium so as to
cover for the Net Premium amount
on the original Strategy. Selection of
a Far OTM PE for this adjustment
is important because even if the
uptrend again reverses on the
bearish side, this additional PE must
be such which can be expected to
expire as an OTM on Expiry,
thereby generating profit to the
extent of its Premium on Expiry.
Also, depending upon the Net
Premium Debit in the original
Strategy and the likely uptrend and
the Premium available on Far OTM
PEs (of same Strike as that of hedged
leg or even lower Far OTM Strike),
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(i)

hedged leg or even higher Far OTM
Strike), suitable number of Short
CEs can be considered to be added
as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Short CE in comparison
to the original number of Lots
initiated on the Strategy, so as to
bring the original Bull CE Strategy
on to an overall negative Delta
play the bearish
reversal. In this situation there will
be more CE Short than CE Long
and therefore the original Bull CE
Spread gets converted into Call
Ratio Spread (this Ratio Spread is
separately discussed in this Chapter).
These additional CE Short should
be initiated at such Far OTM CE,
which may be the same Strike at

position  to

which hedged leg was originally
initiated or at even higher Far
OTM Strike, depending on the
Premium available. However,
selling additional CEs will require
higher margin / capital to Short
CEs and MTM requirements will

also have to be met.

Counter  Adjustment  through

Long Option: If there seems to be
a wending downtrend with
momentum, then a PE can be
bought (Long PE). Buying a PE to
protect the downside risk in this
Strategy will add up another debit
position, therefore this PE Long
should only be prudent to initiate
only if there is strong momentum
for the downward direction. This

(i)

suitable number of Short PEs can be
to be added as

adjustment to absorb or outweigh

considered an
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to Short PE in comparison to
the original number of Lots initiated
on the Strategy, so as to bring the
original Bear PE Strategy on to an
overall positive Delta position to
play the bullish reversal. In this
situation there will be more PE
Short than PE Long and therefore
the original Bear PE Spread gets
converted into Put Ratio Spread
(this  Ratio Spread is separately
discussed in this Chapter). These
additional PE Short should be
initiated at such Far OTM PE,
which may be the same Strike at
which hedged leg was originally
initiated or at even lower Far OTM
Strike, depending on the Premium
available. However, selling
additional PEs will require higher
margin / capital to Short PEs and
MTM requirements will also have
to be met.

Counter Adjustment through Long
Option: If there seems to be a

trending uptrend with momentum,
then a CE can be bought (Long
CE). Buying a CE to protect the
upside risk in this Strategy will add
up another debit position, therefore
this CE Long should only be
prudent to initiate only if there is
strong momentum for the upward
direction. This Long CE will help
overcome the loss of Net Premium
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(iii)

Long PE will help overcome the
loss of Net Premium amount in
this Strategy upon reversal. If this
PE generates profit to the tune of
Net Premium then it would be
advisable to book the profit on this
Long PE position. The reversal on
downside can be played by a naked
PE or a Bear PE Spread Strategy.
Further, Long PE should be
initiated at a Strike having Delta
value higher than the current Delta
value of the Long CE primary leg
(i.e. at a higher Strike than the CE
buy Strike), so that in case of
reversal on downtrend, Long PE
should generate more profit than
the loss generated by the Long CE.
Also, depending upon the Net
Premium Debit in the original
Strategy and the likely downtrend
momentum, suitable number of
Long PEs can be considered to be
added as an adjustment to absorb
or outweigh the loss in the
Strategy. Generally, atleast 2 to 4
times more Lot quantity may be
required to be added to Long PE in
comparison to the original number
of Lots initiated on the Strategy, so
as to bring the original Bull CE
Strategy on to an overall negative
Delta position to play the bearish
reversal.

Adjustment through Pyramiding:
If the downtrend is expected to be

trending but limited, then even
Farther OTM PEs can be sold (PE
Short) below the major support
area of the underlying, which is
expected not to be breached by the

this
reversal. If this CE generates profit

amount in Strategy upon

to the tune of Net Premium then it
would be advisable to book the
profit on this Long CE position.
The reversal on upside can be played
by a naked CE or a Bull CE Spread
Strategy. Further, Long CE should
be initiated at a Strike having Delta
value higher than the current Delta
value of the Long PE primary leg, so
that in case of reversal towards
uptrend, Long CE should generate
more profit than the loss generated
by the Long PE. Also, depending
upon the Net Premium Debit in the
original Strategy and the likely
uptrend  momentum,  suitable
number of Long CEs can be
to be added as an

adjustment to absorb or outweigh

considered

the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to Long CE in comparison to
the original number of Lots initiated
on the Strategy, so as to bring the
original Bear PE Strategy on to an
overall positive Delta position to
play the bullish reversal.

(iii) Adjustment through Pyramiding: If
the uptrend is expected to be

trending but limited, then even
Farther OTM CE:s can be sold (CE
Short) above the major resistance
area of the underlying, which is
expected not to be breached by the
underlying by Expiry. Idea in this
adjustment is to pick up suitable Far
OTM CEs for Shorting, such that
this Far OTM CEs expires worthless
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underlying by Expiry. Idea in this
adjustment is to pick up suitable
Far OTM PEs for Shorting, such
that this Far OTM PEs expires
worthless as an OTM on Expiry
thereby giving full Premium at
which Short is inidated as profit.
This PE Short will help cover the
Net Premium paid on this
Strategy. Selection of a Far OTM
PE for this adjustment is important
because even if the downtrend
continues, this additional PE must
be such which can be expected to
be not breached by the underlying
by Expiry and to expire asan OTM
on Expiry, thereby generating
profit to the extent of its Premium
on Expiry. Also, depending upon
the Net Premium Debit in the
original Strategy and the likely
downtrend and the Premium
available on Far OTM PEs (of even
lower Far OTM Strike below
Support area), suitable number of
Short PEs can be considered to be
added as an adjustment to absorb
or outweigh the loss in the
Strategy, by the profit yielded by
these Short PEs due to time decay
on Expiry. Generally, atleast 2 to 4
times more Lot quantity may be
required to be added to Short PE in
comparison to the original number
of Lots initiated on the Strategy.
PE Short positions (of same Expiry
series as that of the hedged leg) can
also be added in a pyramidal
structure. As the downtrend
continues Far OTM PEs’ Premium
would rise, therefore, Short PEs
added at

positions can  be

as an OTM on Expiry thereby
giving full Premium ac which Short
is initiated as profit. This CE Short
will help cover the Net Premium
paid on this Strategy. Selection of a
Far OTM CE for this adjustment is
important because even if the
uptrend continues, this additional
CE must be such which can be
expected to be not breached by the
underlying by Expiry and to expire
as an OTM on Expiry, thereby
generating profit to the extent of its
Premium on  Expiry.  Also,
depending upon the Net Premium
Debit in the original Strategy and
the likely uptrend and the Premium
available on Far OTM CEs (of even
higher Far OTM Strike above
Resistance area), suitable number of
Short CEs can be considered to be
added as an adjustment to absorb or
outweigh the loss in the Strategy, by
the profit yielded by these Short CEs
due to time decay on Expiry.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Short CE in comparison to
the original number of Lots initiated
on the Strategy. CE Short positions
(of same Expiry series as that of the
hedged leg) can also be added in a
pyramidal structure. As the uptrend
continues Far OTM CEs’ Premium
would rise, therefore, Short CEs
added  at
subsequent higher Strike levels as

positions can  be

the uptrend continues with higher
CEs gaining decent Premium
values. For example, when the
uptrend continues in Nifty, a Far

OTM CE ar 18000 having Premium
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subsequent lower Strike levels as
the downtrend continues with
lower PEs gaining decent Premium
values. For example, when the
downtrend continues in Nifty, a Far
OTM PE at 16500 having
Premium of Rs. 50 can be sold,
thereafter when the Nify slips down
further, subsequent lower PE at
16400 (whose Premium would have
become 50 due to continuous
downtrend) can be sold in equal or
double quantity and so on. This
Shorting of PEs in a pyramiding
manner may ensure a lower
Breakeven strike and thus greater
probability of profiting due to
Theta decay on these bunch of
Short PEs on Expiry. However,
selling additional PEs will require
higher margin / capital to Short
PEs and MTM requirements will
also have to be met.

of Rs. 50 can be sold, thereafter when
the Nifty rises further, subsequent
higher CE at 18500 (whose Premium
would  have become 50 due to
continuous uptrend) can be sold in
equal or double guantity and so on.
This Shorting of CEs in a
pyramiding manner may ensure a
higher Breakeven strike and thus
greater probability of profiting due
to Theta decay on these bunch of
Short CEs on Expiry. However,
selling additional CEs will require
higher margin / capital to Short PEs
and MTM requirements will also
have to be met.
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BULL PUT CREDIT SPREAD & BEAR CALL
CREDIT SPREAD

Bullish and Bearish view can be played through Short Options with hedged

positions.

When the view on the underlying is bullish to sideways, we can play such
view by being Short on Put Options (i.e. sell PE Options) as our main position
(the primary leg). This primary leg can be hedged by introducing a hedged leg
with a bearish view by buying Put Options (i.e. buy PE Options), of the same
number of Lots as in the primary leg (i.e. in the ratio of 1:1 in terms of Lots/
quantity), on the same underlying with same Expiry series (the hedged leg). This
hedged position/ strategy where a bullish primary leg initiated with Short PE
positions with higher Premium, is hedged with a PE Long position with lesser
Premium than the primary leg, on the same underlying and of same Expiry series
— it is called a Bull Put Spread Strategy or Put Credit Strategy. It is a Vertical
Spread (i.e. involving two same side Options of same Expiry series on different

Strikes).

Likewise, when the view on the underlying is bearish to sideways, we can
play such view by being Short on Call Options (i.c. sell CE Options) as our main
position (the primary leg). This primary leg can be hedged by introducing a
hedged leg with a bullish view by buying Call Options (i.e. buy CE Options),
of the same number of Lots as in the primary leg (i.e. in the ratio of 1:1 in terms
of Lots/ quantity), on the same underlying with same Expiry series (the hedged
leg). This hedged position/ strategy where a bearish primary leg initiated with
Short CE positions having higher Premium, is hedged with a Call Long position
having lesser Premium, on the same underlying and of same Expiry series — it is
called a Bear Call Spread Strategy or Call Credit Strategy. It is a Vertical Spread

(i.e. involving two same side Options of same Expiry series on different Strikes).
These Strategies have limited profit potential and pre-defined max loss.

With this background, now let us delve into discussing the Bull Put Spread
Strategy and Bear Call Strategy in detail. Both these Strategies are analysed and
discussed side-by-side in the table below:
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Bull Put Spread Strategy Bear Call Spread Strategy
Trade Legs: Trade Legs:

e Short PE of higher Strike with
higher Premium (primary leg)

e Long PE of lower Stuike with
lower Premium (hedged leg)

Equal number of Lots in primary and
hedged leg; and both legs must be of

same Expiry series.

e Short CE of lower Strike with
higher Premium (primary leg)

e Long CE of higher Strike with
lower Premium (hedged leg)

Equal number of Lots in primary and
hedged leg; and both legs must be of same
Expiry series.

Example:

o Sell 5 Lots Nifiy 17400 PE of
Current Month Expiry (ar Rs. 50
per Lot)

e Buy 5 Lots Nifiy 17100 PE of
Current Month Expiry (ar Rs. 25

Example:

o Sell 2 Lots Nifty 17200 CE of
Current Week Expiry (at Rs. 75 per
Lot)

e Buy 2 Lots Nifiy 17500 CE of
Current Week Expiry (at Rs. 50 per

per Lot) Lot)
Objective: Objective:

Objective is to play bullish-to-sideways
view through selling PEs (as the primary
leg). Further, in order to mitigate the risk
/ loss that may arise if the primary leg
with  bullish-to-sideways view gets
reversed for downtrend, a hedged leg by
buying PE (ar a lower Strike than PE
Short) with bearish view is also initiated

simultaneously with the primary leg.

Thus, in this Strategy, bullish view
generates a limited profit on the primary
leg to the maximum extent of the Net
Premium credit collected on the Strategy
(i.e. premium credit collected on primary
leg — premium debit incurred on the

hedged leg).

However, in case of a downward reversal,
the unlimited loss that may occur in the
primary leg (PE sell will start giving

Objective is to play bearish-to-sideways
view through selling CEs (as the primary
leg). Further, in order to mitigate the risk
/ loss that may arise if the primary leg with
bearish-to-sideways view gets reversed for
an uptrend, a hedged leg by buying CE (ar
a higher Strike than CE Shors) with bullish
view is also initiated simultaneously with
the primary leg.

Thus, in this Strategy, bearish view
generates a limited profit on the primary
leg to the maximum extent of the Net
Premium credit collected on the Strategy
(i.e. premium credit collected on primary leg
— premium debit incurred on the hedged
leg).

However, in case of an upward reversal,
the unlimited loss that may occur in the
primary leg (CE sell will start giving
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unlimited loss if underlying reverses for a
downtrend) would be covered by the
hedged leg (i.e. PE Long) initiated with
a bearish view. Thus, the risk upon
reversal is also limited in this Strategy.

Therefore, this Strategy is suitable for a
the

underlying, and generates a limited

rangebound-to-bullish  view in

profit if the trend goes right; and a
limited max loss if the trend reverses on
the downward.

unlimited loss if underlying reverses for an
uptrend) would be covered by the hedged
leg (i.e. CE Long) initiated with a bullish
view. Thus, the risk upon reversal is also
limited in this Strategy.

Therefore, this Strategy is suitable for a
the

underlying, and generates a limited profit

rangebound-to-bearish  view in

if the trend goes right; and a limited max
loss if the trend reverses on the upward.

Demerits:

e Since this Strategy is
implemented using Far OTM PE
(in order to gain Theta benefit on
the leg),
during low Volatility period,

primary sometime
sufficient Premium may not be
available in Far OTM PEs.

e  This Strategy can yield profit on
the upside to the extent of Net
Premium credit collected on the
Strategy  (premium  credit  on

primary leg — premium debit on

hedged leg). Therefore, after max
profit level is achieved in this

Strategy, then in order to play

the

underlying, fresh bullish positions
will have to be initiated. Thus, the
profit in this Strategy is limited,

i.e. the Max Reward is limited.

further bullish move in

Demerits:

e  Since this Strategy is implemented
using Far OTM CE (in order to
gain Theta benefit on the primary
leg), sometime during low period,
sufficient Premium may not be
available in Far OTM CEs.

e This Strategy can yield profit on
the downside to the extent of Net
Premium credit collected on the
Strategy  (premium  credit  on

primary leg — premium debit on

hedged leg). Therefore, after max
profit level is achieved in this

Strategy, then in order to play

further the

underlying, fresh bearish positions
will have to be initiated. Thus, the

profitin this Strategy is limited, i.e.

the Max Reward is limited.

bearish move in

Benefits of Bull Put Spread:

o This Strategy requires low margin /
capital.

Benefits of Bear Call Spread:

o This Strategy requires low margin /
capital.




The Intelligent F&O Trader: Volume IT

This Spread strategy will be suitable
for a bullish to sideways view. A
rangebound or slow uptrend
generates profit in the primary leg
due to erosion of time value owing
to such movement in the
underlying coupled with Theta

impact.

In this Strategy, two factors help in
generating profit: (i) bullish to
sideways move in the underlying;
and (ii) Theta impact on the
primary  leg.  Therefore, this
Strategy is mainly created in Far

OTM PE Options.

It is a Net Premium Credit
primary  leg
comprises of selling higher Strike
PE, the Premium on PE Short is the

amount of Premium collected. The

Since

Strategy.

hedged leg comprises of buying
lower Strike PE, therefore the
Premium at which PE is bought is
the amount of Premium paid.
Since, primary leg comprises of
higher Strike PE and hedged leg of
lower Strike PE, the primary leg
will have more Premium than the
hedged leg. Thus, in this Strategy,
Short is higher

Premium lower

initiated  at

and Long at
Premium, thus making it a Credit
Strategy. Accordingly, in this
Strategy, the Net Credit of
Premium need to be protected for

profit in this Strategy.

The Net Credit Premium, increases
the loss area in this Strategy by
Breakeven Strike.

defining  the
Thus, from Expiry perspective, if

This Spread strategy will be suitable
for a bearish to sideways view. A
rangebound or slow downtrend
generates profit in the primary leg
due to erosion of time value owing to
such movement in the underlying
coupled with Theta impact.

In this Strategy, two factors help in
generating profit: (i) bearish to
sideways move in the underlying;
and (ii) Theta impact on the primary
leg. Therefore, this Strategy is
mainly created in Far OTM CE
Options.

It is a Net Premium Credit Strategy.
Since primary leg comprises of
Strike CE, the
Premium on CE Short is the amount
of Premium collected. The hedged
leg comprises of buying higher Strike
CE, therefore the Premium at which
CE is bought is the amount of
Premium paid. Since, primary leg

lower

selling

comprises of lower Strike CE and
hedged leg of higher Strike CE, the
primary leg will have more Premium
than the hedged leg. Thus, in this
Strategy, Short is initiated at higher
Premium and Long at lower
Premium, thus making it a Credit
Strategy.  Accordingly, in this
Strategy, the Net Credit of Premium
need to be protected for profit in this

Strategy.

The Net Credit Premium, increases
the loss area in this Strategy by
defining the Breakeven Strike. Thus,
from Expiry perspective, if the
bearish to sideways move in the
underlying reverses, then the loss

166




167

F&O Strategies

the bullish to sideways move in the
underlying reverses, then the loss
would occur on this Strategy when
the underlying closes below the
Breakeven Strike of this Strategy by
Expiry (discussed below here).

e The risk upon reversal towards a
downtrend, is limited in this
Strategy, i.e. the Max Loss is
limited.

would occur on this Strategy when
the underlying closes above the
Breakeven Strike of this Strategy by
Expiry (discussed below here).

e  The risk upon reversal towards an
uptrend, is limited in this Strategy,
i.e. the Max Loss is limited.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

Net Premium Credit received on the
overall Strategy (i.e. the difference between
the premium credit collected on  the
primary leg and the premium debit paid on
the hedged leg) subtracted from the
primary leg PE Short Strike, defines the
Breakeven Strike in this Strategy.

The underlying must not downwardly
cross the Breakeven Strike, from Expiry
perspective in order that this Spread be
profitable by Expiry. Thus, we need to
determine the Breakeven Strike level
below which the underlying must not
close by Expiry, in order to bring the
Strategy into profit.

Breakeven (BE) Strike for determining

Loss level:

BE level in this Spread is the level which
the underlying must not close below by
Expiry, so as to yield profit on the
Strategy. This BE level is determined by
subtracting the Net Premium credit
collected on the overall Strategy, from
the PE Short primary leg.

i.e., BE Strike for this Strategy =

Expiry perspective:

Net Premium Credit received on the
overall Strategy (i.e. the difference between
the premium credit collected on the primary
leg and the premium debir paid on the
hedged leg) added to the primary leg CE
Short Strike, defines the Breakeven Strike
in this Strategy

The underlying must not upwardly cross
the
perspective in order that this Spread be

Breakeven Swuike, from Expiry
profitable by Expiry. Thus, we need to
determine the Breakeven Strike level
above which the underlying must not
close by Expiry, in order to bring the

Strategy into profit.

Breakeven (BE) Strike for determining

Loss level:

BE level in this Spread is the level which
the underlying must not close above by
Expiry, so as to yield profit on the
Strategy. This BE level is determined by
adding the Net Premium credit collected
on the overall Strategy, to the CE Short
primary leg.
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PE Short Strike - Net Premium Credit
collected on the Spread

For example: If

e Nifiy 17400 PE is Shorted ar
premium of Rs. 300 per Lot; and

e Nifiy 17100 PE is Long ar
premium of Rs. 100 per Lot

then the BE Strike of this Strategy will be:
17400 — (300-100) = 17200 PE Strike.

This Breakeven Strike of 17200 PE must
not be breached downwardly by the
underlying, in order that this Strategy be
profitable from Expiry perspective. Thus,
by Expiry, Nifty must not go down below
17200 Strike; and if Nifty expires above
the PE Short Strike of 17400, then the
entire Net Premium of Rs. 200 per Lot
will be the profit in this Strategy.

Impact on BE level, due to Suike
Difference:

Larger the difference between PE Short
and PE Long Strike, larger will be the
net premium credit collected on the
Spread, and accordingly larger will be
the Breakeven level for the loss to occur
on the Strategy on the downside, from
Expiry perspective.

Also, the Breakeven Strike gets larger if a
PE Credit Spread is initiated on a farther
Expiry series than closer Expiry series, on
same Strikes of PEs (eg: both primary &
hedged leg PEs are initiated on Next
Month Expiry series than Current Month
Expiry series). This is because the net
premium credit collected on the Spread
increases as we go on farther Expiry
series, even though the primary &
hedged leg PE Strikes are kept same.

i.e., BE Strike for this Strategy = CE
Short Strike + Net Premium Credit
collected on the Spread

For example:If

o Nifiy 17200 CE is Shorted ar
premium of Rs. 250 per Lot; and

o Nifiy 17500 CE is Long ar
premium of Rs. 150

then the BE Strike of this Strategy will be:
17200 + (250 - 150) = 17300 CE Strike.

This Breakeven Strike of 17300 CE must
not be breached wupwardly by the
underlying, in order that this Strategy be
profitable from Expiry perspective. Thus,
by Expiry, Nifty must not go up above
17300 Strike; and if Nifty expires below
the CE Short Strike of 17200, then the
entire Net Premium of Rs. 100 per Lot will
be the profit in this Strategy.

Impact on BE level, due to Strike
Difference:

Larger the difference between CE Short
and CE Long Strike, larger will be the net
premium credit collected on the Spread,
and accordingly larger will be the
Breakeven level for the loss to occur on
the Strategy on the upside, from Expiry
perspective.

Also, the Breakeven Strike gets larger if a
CE Ciredit Spread is initiated on a farther
Expiry series than closer Expiry series, on
same Strikes of CEs (eg: both primary &
hedged leg CEs are initiated on Next Month
Expiry series than Current Month Expiry
series). This is because the net premium
credit collected on the Spread increases as
we go on farther Expiry series, even
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though the primary & hedged leg CE

Strikes are kept same.

Payoff Chart for Bull PE Credit Spread

Payoff Chart for Bear CE Credit Spread

Bull Put Credit Spread

BE = PE Short Strike - [PE Short
[+] Premium - PE Long Premium)

PE Short Underlying Price
Strike Price

Bear Call Credit Spread

BE = CE Short Strike + [CE Short

/Pmmlum - CE Long Premium)

! Long CE
| Strike Price

Underlying Price —— CE Short
Strike Price

Maximum Loss in this Strategy from
Expiry perspective:

Max Loss can also be calculated as the’:

e [difference between the
primary leg Strike and the
hedged leg Strike]

minus

e [Net Credit of the Premium
received on  the Spread i.e.
difference berween the Premium
collected on the primary leg and
the Premium paid on the hedged

leg].
For example, if

Maximum lLoss in this Strategy from
Expiry perspective:

Max Loss can also be calculated as the'®:

e [difference between the primary
leg Strike and the hedged leg
Strike]

minus

o [Net Credit of the Premium
received on  the Spread i.e.
difference between the Premium
collected on the primary leg and
the Premium paid on the hedged

leg].
Lor example, if:

? Max Loss can also be calculated as the difference between the Breakeven Strike of primary leg
and hedged leg, i.c. the difference between: (i) Breakeven Strike of PE Short (primary leg) = PE
Strike - Premium collected; and (ii) Breakeven Strike of PE buy (hedged leg) = PE Strike -

Premium paid.

19 Max Loss can also be calculated as the difference between the Breakeven Strike of primary leg
and hedged leg, i.e. the difference between (i) Breakeven Strike of CE Short (primary leg) = CE
Strike + Premium collected; and (ii) Breakeven Strike of CE buy (hedged leg) = CE Strike +

Premium paid.
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o Nifiy 17400 PE is Shorted ar
premium of Rs. 300 per Lot; and

e Nifiy 17100 PE is Long at
premium of Rs. 100 per Lot

then Max Loss will be: [17400-17100] —
[300-100] = [300 - 200] = Rs. 100 per
qv;

ie. Rs. 100 x 50 = Rs. 5000 per Lot of

Nifty is the Max Loss on the aforesaid
Credir Spread.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between PE Short
and PE Long Strike, larger will be the net
premium credit collected on the Spread,
and accordingly larger will be the
Breakeven below which the loss would
occur from Expiry perspective. However,
larger difference between the primary
leg and hedged leg increases the Max
Loss on the Strategy. Thus, pre-
calculated Max Loss on the Strategy will
help decide, the Strike at which PE Short
& PE Long leg must be initiated.

Loss Zone:

This PE Spread will yield profit only if
the underlying closes above the BE Strike
by Expiry, as discussed above, else the
Strategy would yield loss.

Therefore, if the underlying falls down
and crosses the BE Strike downwardly
and closes below the BE level of this
Spread by Expiry, then this Strategy
would yield loss. Lower the underlying
closes by Expiry below the BE level of
this Spread, higher the loss this Spread
would generate. But the Max Loss on
this Spread is limited (which can be
per  the

determined — as caleulations

e Nifty 17200 CE is Shorted ar
premium of Rs. 250 per Lot; and

e Nifty 17500 CE is Long ar
premium of Rs. 150,

then Max Loss will be: [17500-17200] —
[250-150] = [300 - 100] =

Rs. 200 per g1y,

i.e. Rs. 200 x 50 = Rs. 10,000 per Lot of

Nifty is the Max Loss on the aforesaid Credit
Spread.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between CE Short
and CE Long Strike, larger will be the net
premium credit collected on the Spread,
and accordingly larger will be the
Breakeven above which the loss would
occur from Expiry perspective. However,
larger difference between the primary leg
and hedged leg increases the Max Loss on
the Strategy. Thus, pre-calculated Max
Loss on the Strategy will help decide, the
Strike at which CE Short & CE Long leg
must be initiated.

Loss Zone:

This CE Spread will yield profit only if
the underlying closes below the BE Strike
by Expiry, as discussed above, else the
Strategy would yield loss.

Therefore, if the underlying rises higher
and crosses the BE Strike upwardly and
closes above the BE level of this Spread
by Expiry, then this Strategy would yield
loss. Higher the underlying closes by
Expiry above the BE level of this Spread,
higher the loss this Spread would
generate. But the Max Loss on this Spread
is limited (which can be determined as per

170




171

F&O Strategies

mentioned above) which is generated
when the underlying closes below the PE
Long Strike, by Expiry.

Thus, if the underlying crosses below the
BE Strike of this Spread on closing basis
by Expiry, then the Spread would
generate loss. This loss would be less, if
the underlying closes just below the BE
Strike level of the Spread; but if the
underlying closes near the PE Long
Strike level, then the Spread would
generate higher loss (which may extend
upto Max Loss, if the underlying closes
below the PE Long Strike).

Max Loss Level:

The Max Loss is generated by this Spread
if the underlying falls down crossing
below the BE level of this Spread and
further crosses and closes below the PE
Long Strike by Expiry. Thus, the Max
Loss level is achieved on this Spread
when the underlying crosses and closes
anywhere below the PE Long Strike by
Expiry. It does not matter how much
more the underlying falls below the PE
Long Strike by Expiry, because the Max
Loss would be fixed and limited, if by
Expiry the underlying closes anywhere
below the PE Long Strike.

Loss Zone:

If the underlying by Expiry closes below
the Breakeven Strike, then this Spread
would suffer loss. Max Loss level is when
the underlying closes at or below the PE
Long Strike. Therefore, loss zone of this
Spread would be between the BE Strike
and PE Long Strike. If underlying closes
by Expiry within this zone towards the
PE Long Strike then more loss would be

generated on this Spread; but if the

the calculations mentioned above) which is
generated when the underlying closes

above the CE Long Strike, by Expiry.

Thus, if the underlying crosses above the
BE Strike of this Spread on closing basis
by Expiry, then the Spread would
generate loss. This loss would be less, if
the underlying closes by Expiry just above
the BE Strike level of the Spread; but if
the underlying closes by Expiry near the
CE Long Strike level, then the Spread
would generate higher loss (which may
extend upto Max Loss, if the underlying
closes above the CE Long Strike).

Max Loss Level:

The Max Loss is generated by this Spread
if the underlying rises higher crossing
above the BE level of this Spread and
further crosses and closes above the CE
Long Strike by Expiry. Thus, the Max
Loss level is achieved on this Spread
when the underlying crosses and closes
anywhere above the CE Long Strike by
Expiry. It does not matter how much
more the underlying trends higher than
the CE Long Strike by Expiry, because the
Max Loss would be fixed and limited, if
by Expiry the underlying closes anywhere
above the CE Long Strike.

Loss Zone:

If the underlying by Expiry closes above
the Breakeven Strike, then this Spread
would suffer loss. Max Loss level is when
the underlying closes at or above the CE
Long Strike. Therefore, loss zone of this
Spread would be between the BE Strike
and CE Long Strike. If underlying closes
by Expiry within this zone towards the CE
Long Strike then more loss would be
generated on this Spread; but if the
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underlying closes towards the BE Strike
then less loss would be incurred on this

Spread.

Thus, if expected closing of the
underlying by Expiry, seems to be
below the BE level of this Spread, then
it indicates that the Strategy would
yield loss (which may get extended to the
Max Loss situation on the Strategy if the
underlying further falls down and closes
below the PE Long Strike by Expiry).

underlying closes towards the BE Strike
then less loss would be incurred on this

Spread.

Thus,
underlying by Expiry, seems to be above
the BE level of this Spread, then it
indicates that the Strategy would yield
loss (which may get extended to the Max
Loss situation on the Strategy if the
underlying keep rising higher and closes
above the CE Long Strike by Expiry).

if expected closing of the

Calculation of Maximum Reward in
this Strategy:

Net Premium Credit received on the
overall Strategy (i.e. the difference between
the premium credit collected on  the
primary leg and the premium debit paid on
the hedged leg), is the Maximum Profit /
Reward in this Strategy.

For example, if:

o Nifty 17400 PE is Shorted at
premium of Rs. 300 per Lot; and

e Nifty 17100 PE is Long at premium
of Rs. 100 per Lot

then Max Profit will be: Rs. 300 — Rs. 100
= Rs. 200 per qty

i.e. Rs 200 x 50 = Rs. 10,000 per Lot of
Nify

The ratio between the Max Loss and the

Max Reward gives the Risk & Reward
ratio for this Strategy.

Max Profit Level:

The Max Profit (as calculated above)
would be generated on this Spread, if the
underlying closes at or anywhere higher
than the PE Short Strike. Consequently,

Calculation of Maximum Reward in this
Strategy:

Net Premium Credit received on the
overall Strategy (i.e. the difference between
the premium credit collected on the primary
leg and the premium debit paid on the
hedged leg), is the Maximum Profit /
Reward in this Strategy.

For example, if:

o Nifty 17200 CE is Shorted ar
premium of Rs. 250 per Lot; and

o Nifty 17500 CE is Long at premium
of Rs. 150

then Max Profit will be: Rs. 250 — Rs. 150
= Rs. 100 per qty

i.e. Rs 100 x 50 = Rs. 5,000 per Lot of Nifiy

The ratio between the Max Loss and the
Max Reward gives the Risk & Reward
ratio for this Strategy.

Max Profit Level:

The Max Profit (as calculated above)
would be generated on this Spread, if the
underlying closes at or anywhere lower
than the CE Short Strike. Consequently,
in aforesaid situation, CE Short expires as
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in aforesaid situation, PE Short expires as
an ATM/OTM and the PE Long leg
expires as an OTM. Thus, the Net
Premium Credit collected on this Spread
will be realized on Expiry as the Max
Profit.

Thus, in order to realize the Max Profit
potential on this Spread, the underlying
must close by Expiry at or anywhere
above the PE Short Strike of this Spread.
Any further rise in the underlying, after
crossing the PE Short Strike upwardly,
would not yield any further higher profit
than the Max Profit determined on this
Spread (as per aforesaid calculations)

Profit Zone on this PE Spread:

The Expiry
perspective would arise in the Strategy, if
the underlying the
Breakeven Strike level of this Spread
(because below this BE level, the loss
situation will arise on  this Spread).
Therefore, profit would be realised on

profitability ~ from

closes above

this Spread if the underlying closes by
Expiry anywhere between the BE Strike
level of this Spread and the PE Short
Strike. This is the profit zone for this
Spread.

Thus, if the underlying closes by Expiry
above the BE Strike of this Spread, then
the Spread would generate profit. This
profit would be less, if the underlying
closes just above the BE Strike level of
the Spread; but if the underlying closes
near the PE Short Strike level, then the
Spread would generate higher profit
(which may extend upto Max Profit, if the
underlying closes at or above the PE Short
Strike by Expiry).

an ATM/OTM and the CE Long leg
expires as an OTM. Thus, the Net
Premium Credit collected on this Spread
will be realized on Expiry as the Max
Profit.

Thus, in order to realize the Max Profit
potential on this Spread, the underlying
must close by Expiry at or anywhere
below the CE Short Strike of this Spread.
Any fall in the underlying, after crossing
the CE Short Strike downwardly, would
not yield any further higher profic than
the Max Profit determined on this Spread
(as per aforesaid calculations)

Profit Zone on this CFE Spread:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying closes below the Breakeven
Strike level of this Spread (because above
this BE level, the loss situation will arise on
this Spread). Therefore, profit would be
realised on this Spread if the underlying
closes by Expiry anywhere between the
BE Strike level of this Spread and the CE
Short Strike. This is the profit zone for
this Spread.

Thus, if the underlying closes by Expiry
below the BE Strike of this Spread, then
the Spread would generate profit. This
profit would be less, if the underlying
closes just below the BE Strike level of the
Spread; but if the underlying closes near
the CE Short Strike level, then the Spread
would generate higher profit (which may
extend upto Max Profit, if the underlying
closes ar or below the CE Short Strike by
Expiry).
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Profit & Toss Levels on the Strategy.

Profit & loss Levels on the Strategy,

from Expiry perspective:

BE level: [PE Short Strike — Net
Premium Credit collected on the
Spread]

Min Profit Level: If underlying closes by
Expiry just above the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere higher than the
PE Short Strike

Profit Zone: If underlying closes by
Expiry between the BE Level and the PE
Short Strike. Closer to PE Short Strike,
higher profit is generated; and if
underlying closes towards the BE Level
then less profit generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry below the BE Level

Max Loss Level: If underlying closes by
Expiry at or anywhere lower than the PE
Long Strike.

Loss Zone: If underlying closes by
Expiry between the BE Level and the PE
Long Strike. Closer to PE Long Strike,

higher and if
underlying closes towards the BE Level

loss is generated;

then less loss generated on the Spread.

from Expiry perspective:

BE Ievel: [CE Short Strike + Net
Premium Credit collected on the Spread]

Min Profit Level: If underlying closes by
Expiry just below the BE Level

Max Profit Level: If underlying closes by
Expiry at or anywhere lower than the CE
Short Strike

Profit Zone: If underlying closes by
Expiry between the BE Level and the CE
Short Strike. Closer to CE Short Strike,

higher and if
underlying closes towards the BE Level

profit is generated;

then less profit generated on the Spread.

Loss Starting Level: If underlying closes
by Expiry above the BE Level

Max Loss Level: If underlying closes by
Expiry at or anywhere higher than the CE
Long Strike.

Loss Zone: If underlying closes by Expiry
between the BE Level and the CE Long
Strike. Closer to CE Long Strike, higher
loss is generated; and if underlying closes
BE Level then less loss
generated on the Spread.

towards the

Options behaviour:

e It is pertinent to note that this
Strategy is a Net Premium Credit
strategy. Thus, by Expiry, if both
the primary leg and hedged leg are
OTMs then the Net Credit will be
the Max Profit in this Strategy (due

Options behaviour:

e [t is pertinent to note that this
Strategy is a Net Premium Credit
strategy. Thus, by Expiry, if both the
primary leg and hedged leg are
OTMs then the Net Credit will be
the Max Profit in this Strategy (due
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to Theta impact on primary leg and

hedged leg, both being OTMs).

e Rise in Volatility may not adversely
impact this Strategy, even if rise in
Volatility would be favourable to
the PE Long hedged leg and not on
the PE Short primary leg. This is
owing to the fact that if the both the
legs continue to be an OTM until
Expiry then even if rising Volatility
increases their Premium value, then
also it would eventually become
zero and yield profit to the extent of
Net Premium credit on Expiry.

o Falling state of Volatility will also
help this Strategy to realise the
profit quickly, as the drop in
Volatility will erode the Premium
value of both the primary leg and
the hedged leg and the Net
Premium credit would be realised
as profit sooner as Theta impact too
would fasten the erosion of the
Premium.

e Delta play between the primary leg
and the hedged leg is separately

discussed hereinbelow.

to Theta impact on primary leg and

hedged leg, both being OTMs).

e Rise in Volatility may not adversely
impact this Strategy, even if rise in
Volatility would be favourable to the
CE Long hedged leg and not on the
CE Short primary leg. This is owing
to the fact that if the both the legs
continue to be an OTM until
Expiry then even if rising Volatility
increases their Premium value, then
also it would eventually become zero
and yield profit to the extent of Net
Premium credit on Expiry.

e Falling state of Volatility will also
help this Strategy to realise the profit
quickly, as the drop in Volatility will
erode the Premium value of both the
primary leg and the hedged leg and
the Net Premium credit would be
realised as profit sooner as Theta
impact too would fasten the erosion
of the Premium.

e Delta play between the primary leg
and the hedged leg is separately

discussed hereinbelow.

Strike / Delta value:

The Delta the
primary leg and the hedged leg will help

difference  between
maintain a reasonable control on profit
& loss scenario in this Strategy. Delta
difference can be ensured by selecting
appropriate distance PE Strikes for this
Strategy.

Since, in this Strategy (which is a Net
Credit Strategy), besides the direction of

Strike / Delta value:

The Delta difference between the primary
leg and the hedged leg will help maintain
a reasonable control on profic & loss
scenario in this Strategy. Delta difference
can be ensured by selecting appropriate
distance CE Strikes for this Strategy.

Since, in this Strategy (which is a Net
Credit Strategy), besides the direction of
the underlying, Theta decay also plays an
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the underlying, Theta decay also plays an
important role to ensure profit.
Therefore, Far OTM PEs are selected for
this Strategy. In order to benefit from
Theta decay, the PE Short for the
primary leg should be initiated at such a
Strike which the underlying is expected
to not breach by Expiry. Also, the
primary leg should have sufficient
Premium to be credited. Once, primary
hedge is selected then the hedged leg
must be simultaneously initiated at a
suitable Strike distance.

When bullish to sideways view has
conviction, then a suitable smaller Delta
difference can be maintained between
the primary leg and the hedged leg, as the
Risk-to-Reward  Ratio  is
favourable. This smaller Delta difference
can be ensured by maintaining suitable

more¢

smaller gap between the Strikes at which
primary leg and the hedged leg. Also, in
case of a strong conviction based view, a
near OTM can also be selected for
initiating the PE Short primary leg
(instead of a much farther OTM Strike for
the primary leg).

However, when bullish to sideways view
does not have conviction and there seems
uncertainty about continuation of
bullish trend to sideways move of the
underlying, then a suitable larger Delta
difference can be maintained between
the primary leg and the hedged leg, as
such Strike difference helps to expand
the Breakeven Strike of the Strategy.
This widening of the Breakeven area due
to larger Strike difference between the
primary leg and hedged leg helps to
enhance the profit probability and also

enhances the max profit potential on the

important role to ensure profit.
Therefore, Far OTM CEs are selected for
this Strategy. In order to benefit from
Theta decay, the CE Short for the primary
leg should be initiated at such a Strike
which the underlying is expected to not
breach by Expiry. Also, the primary leg
should have sufficient Premium to be
credited. Once, primary hedge is selected
then the hedged
simultaneously initiated at a suitable
Strike distance.

leg must be

When bearish to sideways view has
conviction, then a suitable smaller Delta
difference can be maintained between the
primary leg and the hedged leg, as the
Risk-to-Reward Ratio is more favourable.
This smaller Delta difference can be
ensured by maintaining suitable smaller
gap between the Strikes at which primary
leg and the hedged leg. Also, in case of a
strong conviction based view, a near
OTM can also be selected for initiating
the CE Short primary leg (instead of a
much farther OTM Strike for the primary
leg).

However, when bearish to sideways view
does not have conviction and there seems
uncertainty about continuation of bearish
trend to sideways move of the underlying,
then a suitable larger Delta difference can
be maintained between the primary leg
and the hedged leg, as such Strike
difference helps to expand the Breakeven
Strike of the Strategy. This widening of
the Breakeven area due to larger Strike
difference between the primary leg and
hedged leg helps to enhance the profit
probability and also enhances the max
profit potential on the Strategy (due to
increase in Net Premium Credit received on
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Strategy (due to increase in Net Premium
Credit received on the Strategy due to
larger Strike difference). However, while
larger Breakeven is gained and overall
profit potential enhanced due to larger
Strike difference, such Strike selection
also enhances the Max Loss situation.
Thus, larger Strike difference results in
overall Risk-to-Reward Ratio on the
Strategy, not so favourable. Also, in case
of a not very strong conviction based
view, Far OTMs must be selected for
initiating the PE Short primary leg
(instead of a Near OTM Strike for the
primary leg).

the Strategy due to larger Strike difference).
However, while larger Breakeven is gained
and overall profit potential enhanced due
to larger Strike difference, such Strike
selection also enhances the Max Loss
situation. Thus, larger Strike difference
results in overall Risk-to-Reward Ratio on
the Strategy, not so favourable. Also, in
case of a not very strong conviction based
view, Far OTMs must be selected for
initiating the CE Short primary leg
(instead of a Near OTM Strike for the
primary leg).

Selection of Option Strikes:

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable Far OTM PE Option Strike
levels of a particular Expiry series and
Delta value may be selected.

If Far OTM PE for Shorting as the
primary leg has sufficient Premium in
the current Expiry series, then it is always
advisable to go for closer Expiry series, as
it will have higher Theta value to benefit
from quick time decay. However, if the
sufficient Premium is not available in
current Expiry series then subsequent
Expiry series may be considered, but the
holding time will be higher to benefit
from Theta (in which case it is important
to assess that by increasing the holding
time, the underlying should not appear
to be bearish enough to breach the Far
OTM PE Strike level at which Short is
intended).

Further, it must be ensured here that the
PE Short primary leg is such Far OTM

Selection of Option Strikes:

Basis aforesaid factors, depending on the
intended holding time of the trade, a
suitable Far OTM CE Option Strike
levels of a particular Expiry series and
Delta value may be selected.

If Far OTM CE for Shorting as the
primary leg has sufficient Premium in the
current Expiry series, then it is always
advisable to go for closer Expiry series, as
it will have higher Theta value to benefit
from quick time decay. However, if the
sufficient Premium is not available in
current Expiry series then subsequent
Expiry series may be considered, but the
holding time will be higher to benefit
from Theta (in which case it is important
to assess that by increasing the holding
time, the underlying should not appear to
be bullish enough to breach the Far OTM
CE Strike level at which Short is
intended).

Further, it must be ensured here that the
CE Short primary leg is such Far OTM
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Strike, which is below some major
Support level (as per Technical Analysis /
Chart reading), such that by Expiry the
underlying does not breach the said
major Support level on the downside,
thereby causing the PE Shorc Strike
expire worthless as OTM and thus
realising the max profit equivalent to the
Net Premium Credit collected on this

Strategy.

Further, if the view is backed by strong
conviction, then relatively Near OTMs
can be opted for the primary Short leg
(instead of a Far OTM). Further, in such
case, smaller Strike difference can be
maintained between the primary leg and

Short leg.

However, when bullish to sideways view
does not have conviction and there seems
uncertainty about continuation of
bullish trend to sideways move of the
underlying, then Far OTM must be
selected for the primary Short leg; and
further larger Suike difference may be
maintained between the primary leg and
the Short leg in order to have a wider

Breakeven area.

Strike, which is above some major
Resistance level (as per Technical Analysis /
Chart reading), such that by Expiry the
underlying does not breach the said major
Resistance level on the upside, thereby
causing the CE Short Strike expire
worthless as OTM and thus realising the
max profit equivalent to the Net Premium
Credit collected on this Strategy.

Further, if the view is backed by strong
conviction, then relatively Near OTMs
can be opted for the primary Short leg
(instead of a Far OTM). Further, in such
case, smaller Strike difference can be
maintained between the primary leg and
Short leg.

However, when bearish to sideways view
does not have conviction and there seems
uncertainty about continuation of bearish
trend to sideways move of the underlying,
then Far OTM must be selected for the
primary Short leg; and further larger
Strike difference may be maintained
between the primary leg and the Short leg
in order to have a wider Breakeven area.

If trade goes as per plan:

The underlying remains limited bullish
to sideways, then the PE Short primary
leg will generate profit. But as the
underlying moves higher, the hedged PE
Long leg will generate loss (because the
LTP of PE will fall due to underlying going
upward). However, the Delta difference
between the primary leg and hedged leg

will bring the net position in profit, to

If trade goes as per plan:

The underlying remains limited bearish to
sideways, then the CE Short primary leg
will generate profit. But as the underlying
moves lower, the hedged CE Long leg will
generate loss (because the LTP of CE will
fall due to underlying going downward).
However, the Delta difference between
the primary leg and hedged leg will bring
the net position in profit, to the
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the maximum extent of Net Premium
Credit on the Strategy.

But as the underlying keeps going higher
quickly with strong momentum, there
may come a time when the Premium on

the PE
completely (and so much so the Net

short leg would exhaust
Premium credit). Then at such time the
maximum reward has been achieved and
therefore both the legs of this Strategy
must be square-off and profit must be
booked, because the limited profit
potential on the Strategy has been

reaped.

If underlying movement is slow /
sideways:

of the

underlying becomes slow / sluggish in its

However, if the movement
upward movement or if the underlying
keeps fluctuating in a range, then the
Theta impact would cause erosion in the
Premium value of both PE Short
(primary leg) and PE Long (hedged leg).
However, since the primary leg has more
Premium than the hedged leg, hence the
decay of the Net Premium Credit due to
rangebound movement / Theta impact
will result in profit in this Strategy.

If trade does not go as per plan:

Upon reversal of the trend towards a
downtrend, PE Sell primary leg would
start generating losses, which gets
covered up by the hedged leg. Thus, in
case of a fall in the underlying, breaching
the Breakeven Strike of the Strategy on
the downside, Max Loss situation may
arise in the Strategy (which is calculated

as the difference between the Breakeven

maximum extent of Net Premium Credit
on the Strategy.

But as the underlying keeps going lower
quickly with strong momentum, there
may come a time when the Premium on

the CE short exhaust
completely (and so much so the Net

leg  would

Premium credit). Then at such time the
maximum reward has been achieved and
therefore both the legs of this Strategy
must be square-off and profit must be

the
potential on the Strategy has been reaped.

booked, because limited profit

If underlying movement is slow /
sideways:

the the

underlying becomes slow / sluggish in its

However, if movement of
downward movement or if the underlying
keeps fluctuating in a range, then the
Theta impact would cause erosion in the
of both CE Short
(primary leg) and CE Long (hedged leg).

Premium value

However, since the primary leg has more
Premium than the hedged leg, hence the
decay of the Net Premium Credit due to
rangebound movement / Theta impact
will result in profit in this Strategy.

If trade does not go as per plan:

Upon reversal of the tend towards
uptrend, CE Sell primary leg would start
generating losses, which gets covered up
by the hedged leg. Thus, in case of an
upward move in the
breaching the Breakeven Strike of the
Strategy on the upside, Max Loss

underlying,

situation may arise in the Strategy (which
is calculated as the difference between the
Breakeven Strikes of the primary leg and the
hedged leg).
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Strikes of the primary leg and the hedged
leg).

However, some adjustments can be
considered in order to contain / mitigate
the Max Loss situation in this Strategy
(as discussed below bere).

However, some adjustments can be
considered in order to contain / mitigate
the Max Loss situation in this Strategy (as
discussed below here).

Adjustments (if bullish to sideways view

and this Strategy does not go as per

Adjustments (if bearish view and this

Strategy does not go as per plan):

lan):

Since, this Strategy is a Credit Spread,
therefore, the Net Premium received (i.e.
the difference  between the Premium
received on the primary leg and the
Premium paid in the hedged leg) need to
be protected for profit from Expiry
perspective.

Further, if the bullish to sideways trend
reverses in the downward direction, then
the Strategy may potentially yield the
Max Loss (calculated as already explained
above) by Expiry, if the Breakeven Strike
of the Strategy is breached on the
downside. Thus, upon reversal, this
potential Max Loss amount need to be
covered suitable

up by making
adjustments.

The following adjustments can be
considered to cover up for the potential
loss that may occur in this Strategy
(which may extend to the maximum extent
of Max Loss): (i) Long PEs; or (ii) Short

CEs; or (iii) Short PEs. These
adjustments are discussed below.
(i) Counter Adjustment through

Long Option: If there seems to be
a trending downtrend with
momentum, then a PE can be
bought (Long PE). Buying an

Since, this Strategy is a Credit Spread,
therefore, the Net Premium received (i.e.
the difference between the Premium received
on the primary leg and the Premium paid in
the hedged leg) need to be protected for
profit from Expiry perspective.

Further, if the bearish to sideways trend
reverses in the upward direction, then the
Strategy may potentially yield the Max
Loss (caleulated as already explained above)
by Expiry, if the Breakeven Strike of the
Strategy is breached on the upside. Thus,
upon reversal, this potential Max Loss
amount need to be covered up by making
suitable adjustments.

The

considered to cover up for the potential

following adjustments can be
loss that may occur in this Strategy (which
may extend to the maximum extent of Max
Loss): (i) Long CEs; or (ii) Short PEs; or
(iii) Short CEs. These adjustments are

discussed below.

(i) Counter Adjustment through Long
Option: If there seems to be a

trending uptrend with momentum,
then a CE can be bought (Long
CE). Buying an additional CE to
protect the upside risk in this
Strategy will add up another debit
position (in addition to the debit
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additional PE to protect the
downside risk in this Strategy will
add up another debit position (in
addition to the debit position in
the hedged leg), therefore this PE
Long should only be prudent to
initiate only if there is strong
momentum for the downward
direction. This Long PE will help
overcome the Max Loss amount
that may incur in this Strategy
upon reversal. The reversal on
downside can be played by a naked
PE or a Bear PE Spread Strategy.
Further, Long PE should be
initiated at a Strike having Delta
value higher than the current Delta
value of the Short PE primary leg
(i.e. at a higher Strike than the PE
sell Strike), so that in case of
reversal on downtrend, Long PE
should generate more profic than
the loss generated by the Short PE
primary leg. Also, depending upon
the Max Loss in the original
Strategy and the likely downtrend
momentum, suitable number of
Long PEs can be considered to be
added as an adjustment to absorb
or outweigh the loss in the
Strategy. Generally, atleast 2 to 4
times more Lot quantity may be
required to be added to Long PE in
comparison to the original number
of Lots initiated on the Strategy. It
must be ensured that addition of
these Long PEs, turn the net Delta
position on this Strategy to
negative Delta, in order to reap
advantage of the bearish move in
the underlying on the overall
Strategy. If the Long PEs generates

position in the hedged leg),
therefore this CE Long should only
be prudent to initiate only if there is
strong momentum for the upward
direction. This Long CE will help
overcome the Max Loss amount
that may incur in this Strategy upon
reversal. The reversal on upside can
be played by a naked CE or a Bull
CE Spread Strategy. Further, Long
CE should be initiated at a Strike
having Delta value higher than the
current Delta value of the Short CE
primary leg (i.e. at a lower Strike
than the CE sell Strike), so that in
case of reversal on uptrend, Long
CE should generate more profit
than the loss generated by the Short
CE primary leg. Also, depending
upon the Max Loss in the original
Strategy and the likely uptrend
momentum, suitable number of
Long CEs can be considered to be
added as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Long CE in comparison to
the original number of Lots
initiated on the Strategy. It must be
ensured that addition of these Long
CEs, turn the net Delta position on
this Strategy to positive Delta, in
order to reap advantage of the
bullish move in the underlying on
the overall Strategy. If the Long CEs
generates profit to the tune of pre-
calculated Max Loss amount in this
Strategy, then it would be advisable
to book the profit on this Long CE

position.
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(i)

profit to the tune of pre-calculated
Max Loss amount in this Strategy,
then it would be advisable to book
the profit on this Long PE
position.

Counter  Adjustment through
Short Option: If there seems to be
a slow downtrend, then Far OTM
CEs can be sold (Short CE) to play
the downtrend. Idea in this
adjustment is to pick up a suitable
Far OTM CE for Shorting, such
that this Far OTM CE expires

worthless as an OTM on Expiry

thereby giving full Premium at
which Short is initiated as profit.
This CE Short will help cover the
pre-calculated Max Loss that may
be generated on this Strategy.
Selection of a Far OTM CE for
this adjustment is important
because even if the downtrend
again reverses on the bullish side,
this additional CE must be such
which can be expected to expire as
an OTM on Expiry, thereby
generating profit to the extent of
its Premium on Expiry. Also,
depending upon the potential Max
Loss in the original Strategy and
the likely downtrend and the
Premium available on Far OTM
CEs, suitable number of Short CEs
can be considered to be added as an
adjustment to absorb or outweigh
the Max Loss in the Strategy (i.e.
total premium credit collected on
these CE Shorts must be equivalent
to the Max Loss, in Rupees term).
Generally, atdeast 2 to 4 times
more Lot quantity may be required

(ii) Counter Adjustment through Short

Option: If there seems to be a slow
uptrend, then Far OTM PEs can be
sold (Short PE) to play the uptrend.
Idea in this adjustment is to pick up
a suitable Far OTM PE for
Shorting, such that this far OTM
PE expires worthless as an OTM on
Expiry thereby giving full Premium
at which Short is initiated as profit.
This PE Short will help cover the
pre-calculated Max Loss that may
be generated on this Strategy.
Selection of a far OTM PE for this
adjustment is important because
even if the uptrend again reverses on
the bearish side, this additional PE
must be such which can be expected
to expire as an OTM on Expiry,
thereby generating profic to the
extent of its Premium on Expiry.
Also, depending upon the potential
Max Loss in the original Strategy
and the likely upwend and the
Premium available on Far OTM
PEs, suitable number of Short PEs
can be considered to be added as an
adjustment to absorb or outweigh
the Max Loss in the Strategy (i.e.
total premium credit collected on these
PE Shorts must be equivalent to the
Max  Loss, in  Rupees
Generally, atleast 2 to 4 times more

term).

Lot quantity may be required to be
added to Short PE in comparison to
of Lots
initiated on the Strategy. These
additional PE Short should be
initiated at such Far OTM PEs,
which

Premium and is expected to expire

the original number

may have reasonable

worthless as OTM on Expiry.
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(iii)

to be added to Short CE in
comparison to the original number
of Lots initiated on the Strategy.
These additional CE Short should
be initiated at such Far OTM CEs,
which may have reasonable
Premium and is expected to expire
worthless as OTM on Expiry.
However, selling additional CEs
will require higher margin / capital
to Short CEs and MTM
requirements will also have to be
met.

Adjustment through Pyramiding:
If the downtrend is expected to be

trending but limited, then even
Farther OTM PE:s can be sold (PE
Short) below the Support area of
the underlying, which is expected
breached by the
underlying by Expiry. Idea in this

not to be

adjustment is to pick up a suitable
Far OTM PEs for Shorting, such
that this Far OTM PE expires
worthless as an OTM on Expiry
thereby giving full Premium at
which Short is initiated as profit.
This PE Short will help cover the
pre-calculated Max Loss that may
be generated on this Strategy.
Selection of a Far OTM PE for this
adjustment is important because
even if the downtrend continues,
this additional PE must be such
which can be expected to be not
breached by the underlying by
Expiry and to expire as an OTM
on Expiry, thereby generating
profit to the extent of its Premium
on Expiry. Also, depending upon
the potential pre-calculated Max

However, selling additional PEs will
require higher margin / capital to
Short PEs and MTM requirements
will also have to be met.

(iii) Adjustment through Pyramiding: If

the uptrend is expected to be
trending but limited, then even
Farther OTM CEs can be sold (CE
Short) above the Resistance area of
the underlying, which is expected
breached by the
underlying by Expiry. Idea in this

not to be

adjustment is to pick up a suitable
Far OTM CEs for Shorting, such
that this Far OTM CE expires
worthless as an OTM on Expiry
thereby giving full Premium at
which Short is initiated as profit.
This CE Short will help cover the
pre-calculated Max Loss that may
be generated on this Strategy.
Selection of a Far OTM CE for this
adjustment is important because
even if the uptrend continues, this
additional CE must be such which
can be expected to be not breached
by the underlying by Expiry and to
expire as an OTM on Expiry,
thereby generating profit to the
extent of its Premium on Expiry.
Also, depending upon the potential
pre-calculated Max Loss in the
original Strategy and the likely
uptrend and the Premium available
on Far OTM CEs (of even higher
Far OTM Strike above Resistance
area), suitable number of Short CEs
can be considered to be added as an
adjustment to absorb or outweigh
the potential Max Loss in the
Strategy, by the profit yielded by
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Loss in the original Strategy and
the likely downtrend and the
Premium available on Far OTM
PEs (of even lower Far OTM
Strike  below  Support area),
suitable number of Short PEs can
be considered to be added as an
adjustment to absorb or outweigh
the potential Max Loss in the
Strategy, by the profit yielded by
these Short PEs due to time decay
on Expiry (i.e. toral premium credis
collected on these PE Shorts must be
equivalent to the Max Loss on the
original Strategy, in Rupees term).
Generally, ateast 2 to 4 times
more Lot quantity may be required
to be added to Short PE in
comparison to the original number
of Lots initiated on the Strategy.
PE Short positions (of same Expiry
series as that of the primary leg)
can also be added in a pyramidal
structure. As the downtrend
continues Far OTM  PEs
Premium would rise, therefore,
Short PEs positions can be added
at subsequent lower Strike levels as
the downtrend continues with
lower PEs gaining decent Premium
values. For example, when the
downtrend continues in Nifty, a Far
OTM PE ar 16500 having
Premium of Rs. 50 can be sold,
thereafter when the Nifty slips down
further, subsequent lower PE at
16400 (whose Premium would have
become 50 due to continuous
downtrend) can be sold in equal or
double quantity and so on. This
Shorting of PEs in a pyramiding

manner may cnsure a IOWCI'

these Short CEs due to time decay
on Expiry (i.e. total premium credir
collected on these CE Shorts must be
equivalent to the Max Loss on the
original Strategy, in Rupees term).
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Short CE in comparison to
the original number of Lots
initiated on the Strategy. CE Short
positions (of same Expiry series as
that of the primary leg) can also be
added in a pyramidal structure. As
the uptrend continues Far OTM
CEs’ DPremium  would rise,
therefore, Short CEs positions can
be added at subsequent higher
Strike levels as the uptrend
continues with higher CEs gaining
decent Premium  values. For
example, when the uptrend continues
in Nifty, a Far OTM CE ar 18000
having Premium of Rs. 50 can be
sold, thereafter when the Nifty rises
further, subsequent bigher CE at
18500 (whose Premium would have
become 50 due to continuous
uptrend) can be sold in equal or
double quantity and so on. This
Shorting of CEs in a pyramiding
manner may ensure a higher
Breakeven strike and thus greater
probability of profiting due to
Theta decay on these bunch of
Short CEs on Expiry. However,
selling additional CEs will require
higher margin / capital to Short CEs
and MTM requirements will also
have to be met.
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Breakeven strike and thus greater
probability of profiting due to
Theta decay on these bunch of
Short PEs on Expiry. However,
selling additional PEs will require
higher margin / capital to Short
PEs and MTM requirements will
also have to be met.
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CALL RATIO SPREAD & PUT RATIO SPREAD

Mildly Bullish and Mildly Bearish view can be played through Ratio Spreads i.e.
by employing Options in different proportion/ ratio in the primary leg and
hedged leg. In this Strategy, there are less Longs on the primary leg and more
Shorts on the hedged leg, usually in ratio of 1:2, 2:3 or 1:3 etc., on the same

underlying with same Expiry series at different Strike levels.
Call Ratio Spread:

When the view on the underlying is mildly bullish, we can play the upmove
by being Long on CE Options (i.e. buy CE Options) as our main position (the
primary leg). This primary leg can be hedged by introducing a hedged leg with
a bearish view by Shorting Far OTM Call Options (i.e. sell CE Options) on the
same underlying with same Expiry series (the hedged leg), like it is done in a
Bull Call Spread Strategy. However, the hedged leg in this Strategy, will have
more quantity / Lots than the primary leg. For example, the primary leg may
have 1 Long CE and the hedged leg may have 2 or 3 Short CEs. Thus, the ratio
of Lots between the primary leg and the hedged leg may be 1: 2 or 1:3 or 2:3

and so on.
In this Strategy:

e the mild bullish move is played using the Long CE in the primary leg,
which will yield profit due to the upmove in the underlying;

e the hedged leg has more quantity of CE Shorts initiated at such higher
Far OTM Strike, which is expected to be not breached by the
underlying by Expiry (i.e. above the Resistance area), so that on
Expiry these CE Short positions on the hedged leg will expire
worthless as an OTM thereby yielding profit due to Theta play; and

e usually it is ensured that the Premium credit received on aggregate
basis on the CE Short leg is higher than the Premium paid on the CE
Long primary leg. Thus, essentially this Strategy is a Credit Spread

from net Premium perspective.

This Strategy where a bullish primary leg initiated with Long CE positions
at lower Strike with higher Premium; and this primary leg is hedged with Far
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OTM Call Short positions at higher Strike with lower Premium with more
quantity (a// Shorts on the same Strike) than the CEs in the primary leg, on the
same underlying and of same Expiry series — it is called a Call Ratio Spread

Strategy. It is a vertical Credit Spread'".
Put Ratio Spread:

When the view on the underlying is mildly bearish, we can play the down
move in the underlying, by being Long on PE Options (i.e. buy PE Options) as
our main position (the primary leg). This primary leg can be hedged by
introducing a hedged leg with a bullish view by Shorting Far OTM Put Options
(i.e. sell PE Options) on the same underlying with same Expiry series (the
hedged leg), like it is done in a Bear Put Spread Strategy. However, the hedged
leg in this Strategy, will have more quantity / Lots than the primary leg. For
example, the primary leg may have 1 Long PE and the hedged leg may have 2
or 3 Short PEs. Thus, the ratio of Lots between the primary leg and the hedged
leg may be 1: 2 or 1:3 or 2:3 and so on.

In this Strategy:

e the mild bearish move is played using the Long PE in the primary leg,
which will yield profit due to the downward move in the underlying;

and

e the hedged leg has more quantity of PE Shorts initiated at such lower
Far OTM Surike, which is expected to be not breached by the
underlying by Expiry (i.e. below the Support area), so that on Expiry
these PE Short positions on the hedged leg will expire worthless as an
OTM thereby yielding profit due to Theta play; and

" However, if the view is bullish, then instead of Call Ratio Credit Spread, a trader must consider
Call Ratio Backspread Strategy. In Call Ratio Backspread, bullish expectation on the underlying
is played by having more Long CEs than CE Short, typically in the ratio of 2:1, 3:2, or 3:1 etc.
This may comprise of 2 OTM CE Long primary leg and 1 ITM CE Short as hedged leg on same
Expiry series; or 2 ITM CE Long and 1 OTM CE Short. Thus, Call Ratio Backspread is a Net
Premium Debit Strategy (i.e. with more Premium paid for the CE Long than Premium Credit
collected on the Short leg, due to different quantity initiated on Long leg and Short leg). In this Strategy,
the upside profit potential is unlimited and the downside risk is limited to the maximum extent

of the Net Premium Debit incurred on the Strategy. It is a Vega positive Strategy.
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e usually it is ensured that the Premium credit received on aggregate
basis on the PE Short leg is higher than the Premium paid on the PE
Long primary leg. Thus, essentially this Strategy is a Credit Spread

from net Premium perspective.

This Strategy where a bearish primary leg initiated with Long PE positions
at higher Strike with higher Premium; and this primary leg is hedged with Far
OTM Put Short positions at lower Strike with lower Premium with more
quantity (a// Shorts on the same Strike) than the PEs in the primary leg, on the
same underlying and of same Expiry series — it is called a Put Ratio Spread

Strategy. It is a vertical Credit Spread'”.

With this background, now let us delve into discussing the Call Ratio
Spread Strategy and Put Ratio Strategy in detail. Both these Strategies are
analysed and discussed side-by-side in the table below:

Call Ratio Spread Strategy Put Ratio Spread Strategy
Trade Legs: Trade Legs:

e Long CE of lower Suike with | e
higher Premium (primary leg)

Long PE of higher Strike with higher
Premium (primary leg)

Short PE of lower Strike with lower
Premium (hedged leg)

e Short CE of higher Strike with | e
lower Premium (fedged leg)

Hedged leg initiated at Far OTM CE
Strike (above Resistance area) with more
Lots than in the primary leg. All CE

Shorts may or may not be on the same

Hedged leg inidated at Far OTM PE
Strike (below Support area) with more
Lots than in the primary leg. All PE
Shorts may or may not be on the same

12 However, if the view is bearish, then instead of Put Ratio Credit Spread, a trader must consider
Put Ratio Backspread Strategy. In Put Ratio Backspread, bearish expectation on the underlying
is played by having more Long PEs than PE Short, typically in the ratio of 2:1, 3:2, or 3:1 etc.
This may comprise of 2 OTM PE Long primary leg and 1 ITM PE Short as hedged leg on same
Expiry series; or 2 ITM PE Long and 1 OTM PE Short, etc. Thus, Put Ratio Backspread is a Net
Premium Debit Strategy (i.e. with more Premium paid for the PE Long than Premium Credit
collected on the PE Short leg, due to different quantity initiated on Long leg and Short leg). In this
Strategy, the downside profit potential is unlimited and the upside risk is limited to the maximum
extent of the Net Premium Debit incurred on the Strategy. It is a Vega positive Strategy.
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Strike. Also, both primary and hedged

legs pertain to same Expiry series.

Further, aggregate Premium Credit
collected on CE Short leg is ensured to
be higher than the Premium paid for the
CE Long leg. This will make the Strategy

as a Credit Spread from net Premium
perspective, on the Strategy.

Strike. Also, both primary and hedged

legs pertain to same Expiry series.

Further, aggregate Premium Credit
collected on PE Short leg is ensured to be
higher than the Premium paid for the PE
Long leg. This will make the Strategy as a
Credit

perspective, on the Strategy.

net Premium

Spread from

Example:

e Buy 1 Lot Nifty 17000 CE of
Current Month Expiry (at Rs. 200
per Lov); and

o Sell 2 Lot Nifiy 17600 CE of
Current Month Expiry (at Rs. 120
per Lot)

Both legs of Current Month Expiry series
(expecting Resistance as  per technical
analysis to be ar 17500).

Further, aggregate Premium Credit of CE
Short leg is Rs. 240, whereas total Premium
Paid for CE Long leg is only Rs. 200. Thus,
net Premium Credit of Rs. 40 on the
Strategy (i.e. 240-200=40).

Example:

e Buy I Lor Nifty 17800 PE of
Current Week Expiry (ar Rs. 180
per Lot); and

o Sell 2 Lot Nifiy 17300 PE of
Current Week Expiry (ar Rs. 100
per Lot)

Both legs of Current Week Expiry series
(expecting Support as per technical analysis
to be at 17200)

Further, aggregate Premium Credit of PE
Short leg is Rs. 200, whereas total Premium
Paid for PE Long leg is only Rs. 180. Thus,
net Premium Credit of Rs. 20 on the
Strategy (i.e. 200-180=20).

Objective:

Objective is to play mild bullish view
through buying CEs (as the primary leg).
Further, relatively more quantities are
initiated as Short at Far OTM CE Strike
above Resistance level, in order to gain
from time decay on Expiry (as these
OTM CE Short positions will become
zero if expire as OTM).

Objective:

Objective is to play mild bearish view
through buying PEs (as the primary leg).
Further, relatively more quantities are
initiated as Short at Far OTM PE Strike
below Support level, in order to gain from
time decay on Expiry (as these OTM PE
Short positions will become zero if expire

as OTM).
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Further, same number of CEs in the
primary and hedged leg will act as Bull
Call Spread. However, extra CE Short as
part of the hedged leg will suitably cover
the downside risk of reversal in the
downward direction. The extra CE Short
position makes this Strategy a Net
Premium Credit strategy, hence upon
reversal in the downward direction this
Strategy would vyield profit to the
maximum extent of Net Premium Credit
on the Strategy.

This Strategy would generate limited
profit on the downside or if the
Breakeven Strike of this Strategy is not
breached by the underlying on the upside
by Expiry. However, if the BE strike of
this breached by the
underlying on the upside by Expiry, then

Strategy s

this Strategy would generate unlimited
loss (i.e. higher the underlying closes by
Expiry, after breaching the BE Strike of the
Strategy on the upside, higher would be the

Further, same number of PEs in the
primary and hedged leg will act as Bear
Put Spread. However, extra PE Short as
part of the hedged leg will suitably cover
the risk of reversal in the upward
direction. The extra PE Short position
makes this Strategy a Net Premium
Credit strategy, hence upon reversal in
the upward direction this Strategy would
yield profit to the maximum extent of
Net Premium Credit on the Strategy.

This Strategy would generate limited
profit on the upside or if the Breakeven
Strike of this Strategy is not breached by
the underlying on the downside by
Expiry. However, if the BE strike of this
Strategy is breached by the underlying on
the downside by Expiry, then this
Strategy would generate unlimited loss
(i.e. lower the underlying closes by Expiry,
after breaching the BE Strike of the Strategy
on the downside, higher would be the loss
generated). Thus, this Strategy bears

loss generated). Thus, this Strategy bears |limited profit and unlimited loss
limited profit and unlimited loss |potential.

potential.

Demerits: Demerits:

o If VIX is low, there may not be
reasonable
Shorts thereon for the hedged leg.

Such situations will require more

Premium to create

Shorts to be initiated in order to

ager egate

Premium value to target from Theta

have a  reasonable

decay perspective.

e Since, there are more Shorts than
Long, therefore there will be a
higher margin /capital requirement

e If VIX is low, there may not be
reasonable Premium to create Shorts
thereon for the hedged leg. Such
situations will require more Shorts
to be initiated in order to have a
reasonable aggregate Premium value

from Theta

to rarget decay

perspective.

e Since, there are more Shorts than
Long, therefore there will be a higher
margin /capital requirement and

190




191

F&O Strategies

and also MTM requirements will
also have to be adhered.

This Spread strategy will be suitable
for a mild bullish view which must
not breach the identified Resistance
level by Expiry. Strong momentum
bullish uptrend may cause this
Strategy to suffer unlimited loss
(because CE Shorts are more than
the Long CEs). Thus, this Strategy

has an upside risk of unlimited loss.

It is a Strategy with limited profit
and

potential unlimited  loss

potential.

Thus, from Expiry perspective, the
bullish move in the underlying
must not cross above the Breakeven
Strike of this Strategy (discussed
below here).

also MTM requirements will also

have to be adhered.

This Spread strategy will be suitable
for a mild bearish view which must
not breach the identified Support
level by Expiry. Strong momentum
bearish trend may cause this Strategy
to suffer unlimited loss (because PE
Shorts are more than the Long PEs).
Thus, this Strategy has a downside
risk of unlimited loss.

It is a Strategy with limited profit
and

potential unlimited  loss

potential.

Thus, from Expiry perspective, the
bearish move in the underlying must
not cross below the Breakeven Strike
of this Strategy (discussed below here).

Benefits of Call Ratio Spread:

This is a very suitable Strategy for a
mild bullish to sideways trend of the
underlying, as the primary leg will
yield profic on upmove and the
hedged leg too will yield profit due
to Theta decay on Expiry in case of
both mild bullish to sideways
movement of the underlying.

Moreover, usually this Strategy is a
Net Credit Strategy i.e. while Short
per Lot is initiated at a lower
Premium bearing Far OTM CE
Strike but the collective Premium
received in the hedged leg by
Shorting CEs is higher than the
Premium paid on the Long CE
the leg.

initiated  as primary

Benefits of Put Ratio Spread:

This is a very suitable Strategy for a
mild bearish to sideways trend of the
underlying, as the primary leg will
yield profit on down move of the
underlying and the hedged leg too
will yield profit due to Theta decay
on Expiry in case of both mild
bearish to sideways movement of the
underlying.

Moreover, usually this Strategy is a
Net Credit Strategy i.e. while Short
per Lot is initiated at a lower
Premium bearing Far OTM PE
Strike but the collective Premium
received in the hedged leg by
Shorting PEs is higher than the
Premium paid on the Long PE
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Therefore, from Expiry perspective,
this Net Credit Premium need to be
protected to become profitable (by
selection of Far OTM CE Strike for
the hedged leg above Resistance
level).

o Thus, if the underlying by Expiry
closes  anywhere the
Breakeven Strike, this Strategy will

below

yield some limited Profit.

o This Strategy being a Net premium
Credit Strategy owing to more
number of CE Shorts, therefore this
situation fully takes care of the
reversal of trend in the opposite
direction i.e reversal on downward
direction, without the need of any

Expiry

perspective, reversal in downward

adjustments. From

direction would yield profit,
without making any adjustments,
to the extent of Net Premium
received on the Strategy.

initiated as the leg.
Therefore, from Expiry perspective,
this Net Credit Premium need to be
protected to become profitable (by
selection of Far OTM PE Strike for

the hedged leg below Support level).

primary

o Thus, if the underlying by Expiry
anywhere the
Breakeven Strike, this Strategy will
yield some limited Profit.

closes above

o This Strategy being a Net premium
Credit Strategy owing to more
number of PE Shorts, therefore this
situation fully takes care of the
reversal of trend in the opposite
direction i.e reversal on upward
direction, without the need of any

From

adjustments. Expiry

perspective, reversal in upward
direction would yield profit, without
making any adjustments, to the
extent of Net Premium received on

the Strategy.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

The Breakeven Strike (BE) in case of a
CE Ratio Spread, need to be understood
as explained below:

(i) The CE Short leg’s BE Strike is CE
Short Strike + premium credit
received on CE Short leg. This
means that when the underlying
crosses upwardly beyond this BE
Strike level and closes by Expiry
higher than the said BE level, then
the CE Short leg from Expiry
perspective would yield loss on the

CE Short leg.

Expiry perspective:

The Breakeven Strike (BE) in case of a PE
Ratio Spread, need to be understood as
explained below:

(i) The PE Short leg’s BE Strike is PE
Short Strike - premium credit
received on PE Short leg. This means
that when the underlying crosses
downwardly below this BE Strike
level and closes by Expiry lower than
the said BE level, then the PE Short
leg from Expiry perspective would
yield loss on the PE Short leg.

(ii) But from a PE Ratio perspective,

since we also have a PE Long position
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(i) But from a CE Ratio perspective,

since we also have a CE Long
the primary leg,
therefore, if CE Short leg reaches its
BE strike level on the upside, then
the CE Long leg would be
generating profit (because it is on
higher Delta than the Short leg). This
profit generated on the CE Long leg
the
underlying, would further add up to
the BE level on the CE Short leg.
Thus, in order to define the BE level
on overall basis on the CE Ratio

position on

due to upside move in

Spread  Strategy, we need to
calculate the tentative net profit that
would be generated on the CE Long
the
upwardly upto the BE level of the

CE Short leg.

leg if underlying reaches

This net profit on the CE Long is
determined as per calculation given
below:

[Strike difference between CE
Long & Short leg] minus [Net
premium debit, per single Lot
basis between CE Long & Short
leg]

Accordingly, the BE Strike on the CE
Ratio Spread, would be the sum of (i) &
(i) above, i.e:

[BE of CE Short leg] + [(Strike
difference-Net Premium Debit per Lot
basis)].

This implies that if the underlying by
Expiry closes above this BE Strike level
on the upside, then the CE Ratio Spread
Higher the

underlying would move above this BE

would generate loss.

on the primary leg, therefore, if PE
Short leg reaches its BE strike level on
the downside, then the PE Long leg
would be generating profit (because it
is on higher Delta than the Short leg).
This profit generated on the PE Long
leg due to downside move in the
underlying, would further add up to
the BE level on the PE Short leg.
Thus, in order to define the BE level
on overall basis on the PE Ratio
Spread Strategy, we need to calculate
the tentative net profit that would be
generated on the PE Long leg if the
underlying reaches downwardly upto
the BE level of the PE Short leg.

This net profit on the PE Long is
determined as per calculation given
below:

[Strike difference between PE Long
& Short leg] minus [Net premium
debit, per single Lot basis between
PE Long & Short leg]

Accordingly, the BE Strike on the PE
Ratio Spread, would be (i) minus (ii)
above, i.e:

[BE of PE Shortleg] - [(Strike difference-
Net Premium Debit per Lot basis)].

This implies that if the underlying by
Expiry closes below this BE Strike level on
the downside, then the PE Ratio Spread
the

underlying would move below this BE

would generate loss. Lower

level, the PE Ratio Spread would enter
unlimited loss area.
For example, if:

o I Lot Nifty 17500 PE is bought at Rs.
250 premium (primary leg); and
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level, the CE Ratio Spread would enter
unlimited loss area.

For example, if:

o I Lot Nifty 17600 CE is bought at
premium of Rs. 200 per Lot (primary
leg); and

o 2 Lot Nifty 17800 CE is sold at
premium of Rs. 150 per Lot (hedged

leg)

then, the BE Strike of this CE Ratio
Spread Strategy will be: [17800+150] +
[200-50] = 17950+150 = 18,100 CE
Strike

Thus, by Expiry, Nifty must not close above
the BE Strike of the overall CE Ratio
Spread, which is 18100 CE Strike. And if
Nifty expires below the CE Short Strike of
17800, then the primary leg may be in
profit and the entire aggregate Premium of
Rs. 300 received on the hedged leg will be
the profit in this Strategy.

However, it must be borne in mind that if
the CE buy primary leg is not an ITM on
or near Expiry, then it is better to book
profit on the CE buy leg before its Premium
becomes zero due to Theta effect on Expiry.

o 2 Lors Nifty 17300 PE is sold at Rs.
150 premium per Lot (hedged leg)

then, the BE Strike of this PE Ratio Spread
Strategy will be: [17300-150] - [200-100]
= 17150-100 = 17,050 PE Strike

Thus, by Expiry, Nifty must not go down
below the BE Strike of the overall PE Ratio
Spread, which is 17050 PE Strike. And if
Nifly expires above the PE Short Strike of
17300, then the primary leg may be in
profit and the entire aggregate Premium of
Rs. 300 received on the PE Short hedged leg
will be the profit in this Strategy.

However, it must be borne in mind that if
the PE buy primary leg is not an ITM on or
near Expiry, then it is better to book profir
on the PE buy leg before its Premium
becomes zero due to Theta effect on Expiry.

Payoff for Call Ratio Spread

Call Ratio Spread

Braakever Poirt

v

Ungerying Price —

Lang CE Sirlbe Prce  CE Short Strike Brice

Payoff for Put Ratio Spread

Put Ratio Spread

v
'
T Underlying Price ——

Put Short Strike Price  Put Long Strike Price
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Loss in this Strategy from Expiry

Loss in this Strategy from Expiry

perspective:

Since, there are more Shorts than Long,
therefore, this CE Ratio Spread will have
more premium credits than premium
debit. This implies that the overall Delta
position on the overall CE Ratio Spread
would be negative. Therefore, if the
trend becomes extreme bullish such that
the underlying keeps trending higher
crossing above the BE Strike of the
overall CE Ratio Spread (thereby implying
that both CE buy and CE sell Strikes have
become ITM), then the CE Long will
generate profit but this profic will be
much less than the loss generated on CE
Short leg (which will generate unlimited
loss scenario) if the trend remains bullish
Higher the
underlying moves and closes above the
Breakeven Strike, higher will be the loss
generated on this Strategy. Thus, this

making higher moves.

Strategy has potential of generating
unlimited loss situation.

Loss Level:

If the underlying by Expiry closes
anywhere above the Breakeven Strike of
this Strategy, then this Strategy would

generate loss.

Calculation of Final Loss on Expiry:

Therefore, from Expiry perspective, the
difference between final Premium of CE
Short leg and the final Premium of CE
buy leg on Expiry will determine the
actual quantum of loss in this Strategy.
The max loss would enter unlimited
territory if the underlying keeps trending
higher breaching the Breakeven Strike of
this CE Ratio Spread.

perspective:

Since, there are more Shorts than Long,
therefore, this PE Ratio Spread will have
more premium credits than premium
debit. This implies that the overall Delta
position on the overall PE Ratio Spread
would be positive. Therefore, if the trend
becomes extreme bearish such that the
underlying keeps trending lower crossing
below the BE Strike of the overall PE
Ratio Spread (thereby implying that both
PE buy and PE sell Strikes have become
ITM), then the PE Long will generate
profit but this profit will be much less
than the loss generated on PE Short leg
(which will

scenario) if the trend remains bearish

generate unlimited loss
making lower lows. Lower the underlying
moves and closes below the Breakeven
Strike, higher will be the loss generated on
this Strategy. Thus, this Strategy has
potential of generating unlimited loss
situation

Loss Level:

If the underlying by Expiry closes
anywhere below the Breakeven Strike of
this Strategy, then this Strategy would

generate loss.

Calculation of Final Loss on Expiry:

Therefore, from Expiry perspective, the
difference between final Premium of PE
Short leg and the final Premium of PE
buy leg on Expiry will determine the
actual quantum of loss in this Strategy.
The max loss would enter unlimited
territory if the underlying keeps trending
lower breaching the Breakeven Strike of
this PE Ratio Spread.
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Profit in this Strategy:

Minimum Profit:

Since, there are more Shorts than Long,
therefore, this CE Ratio Spread will have
more premium credits than premium
debit, hence, this Strategy is a Net
Premium Credit Strategy. Therefore, if
the underlying by Expiry closes anywhere
below the CE Long Strike, then the Net
Premium Credit (i.e. total premium crediz
collected on Short leg — premium debit paid
on the Long leg) collected on the Strategy
will be the limited profit yield on the
Strategy.

Thus, the minimum profit yield in a Call
Ratio Credit Spread, can be pre-
determined by calculating the Net
Premium Credit on the Strategy.

Maximum Profit Level:

If the underlying by Expiry closes at the
CE Short Strike, then Maximum profit
yield would be realised on this Strategy,
which

calculated as explained below.

can be pre-determined at

Calculation of Maximum Profit:

Max profit on this Strategy can be
calculated as:

o [max profit on the equal qty of Bull
CE Spread®]

plus

Profit in this Strategy:

Minimum Profit:

Since, there are more Shorts than Long,
therefore, this PE Ratio Spread will have
more premium credits than premium
debit, hence, this Strategy is a Net
Premium Credit Strategy. Therefore, if
the underlying by Expiry closes anywhere
above the PE Long Strike, then the Net
Premium Credit (i.e. total premium credit
collected on Short leg — premium debit paid
on the Long leg) collected on the Strategy
will be the limited profit yield on the
Strategy.

Thus, the minimum profit yield in a Put
Ratio Credit Spread, pre-
determined by calculating the Net

can be

Premium Credit on the Strategy.
Maximum Profit Level:

If the underlying by Expiry closes at the
PE Short Strike, then Maximum profit
yield would be realised on this Strategy,
which

calculated as explained below.

can be pre-determined  at

Calculation of Maximum Profit:

Max profit on this Strategy can be
calculated as:

o [max profit on the equal qty of Bear
PE Spread"’]

plus

13 Max Profit in Bull CE Spread is calculated for each quantity as: [difference between Long &
Short Strike] - Net Premium debit paid on the Spread

4 Max Profit in Bear PE Spread is calculated for each quantity as: [difference between Long &
Short Strike] - Net Premium debit paid on the Spread
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o [aggregate Premium Credit Received
on extra CE Short]

For example, if:

o I Lot Nifty 17600 CE is bought at
premium of Rs. 200 per Lot (primary
leg); and

e 2 Lor Nifty 17800 CE is sold at
premium of Rs. 150 per Lot (hedged

leg)
then, the Max Reward will be:

(a) Max reward on 1 Lot Bull CE
Spread = [(17800-17600) -

(200-150)] x 50 = Rs. 7500; and

Max reward on extra 1 Lot CE
Short = [150] x 50 = Rs. 7500.

(®)

Thus, total max reward on above CE Ratio
Spread is (a) + (b) = Rs. 15000.

However, if the same Call Ratio Spread
would be initiated with higher quantity,
then the Max Profit as per aforesaid
formula would be as calculated below.

Suppose:

e 5 Lot Nifty 17600 CE is bought
at premium of Rs. 200 per Lot
(primary leg); and

e 10 Lot Nifty 17800 CE is sold at
premium of Rs. 150 per Lot
(hedged leg)

then, the Max Reward will be:

(a) Max reward on 1 Lot Bull CE Spread
- [(17800-17600) — (200-150)] x
50 = Rs. 7500. Therefore, for 5 Lots
on Long leg, max profit would be = Rs.
37,500; and

o Jaggregate Premium Credit Received
on extra PE Short]

For example, if:

o I Lot Nifty 17500 PE is bought at Rs.
250 premium (primary leg); and

o 2 NifiyNifty 17300 PE is sold at Rs.
150 premium per Lot (hedged leg)

then, the Max Reward will be:

(a) Max reward on 1 Lot Bear PE
Spread = [(17500-17300) — (250
150)] x 50 = Rs. 5000; and

(b) Max reward on extra 1 Lot PE Short
= [150] x 50 = Rs. 7500.

Thus, total max reward on above PE Ratio

Spread is (@) + (b) = Rs. 12500

However, if the same Put Ratio Spread
would be initiated with higher quantity,
then the Max Profit as per aforesaid
formula would be as calculated below.

Suppose:

e 5 Lot Nifty 17500 PE is bought
at Rs. 250 premium (primary
leg); and

e 10 Lot Nifly 17300 PE is sold ar

Rs. 150 premium per Lot (hedged
leg)
then, the Max Reward will be:
(a) Max reward on 1 Lot Bear PE Spread
= [(17500-17300) — (250-150)] x
50 = Rs. 5000. Therefore, for 5 Lots on

Long leg, max profit would be = Rs.
25,000; and

(6) Max reward on extra 1 Lot PE Short =

[150] x 50 = Rs. 7500. Therefore, for
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(b) Max reward on extra 1 Lot CE Short
= [150] x 50 = Rs. 7500. Therefore,
for extra 5 Lots on Short leg, max profit
would be = Rs. 37,500

Thus, total max reward on above CE Ratio
Spread is (a) + (b) = Rs. 75,000.

This max profit on CE Ratio Spread
would be generated if the underlying
moves higher and closes right at the CE
Short Strike. In such situation, the CE
Long leg would get benefitted from the
upmove in the underlying and due to
Expiry happening at the CE Short leg,
the CE Long would be an ITM (thus its
profir would be protected) and CE Short
would expire worthless as an ATM / near
OTM (thus generating full premium credit
on CE Short leg as profit). Thus, max
profit on this Strategy is limited.

Profit Level on overall Strategy:

If the underlying by Expiry closes
anywhere below the Breakeven Strike of
the Strategy, then this Strategy would
yield some profit.

Profit Zone(s) in this Strategy:

There are following three profit zones in
this Strategy from Expiry perspective:

(i) If the underlying by Expiry closes

below the CE Long leg, then Min
the extent of Net
Credit would be
generated on this Strategy. Thus,

profit to
Premium

in this profit zone, only Min profit
amount would be generated on this
Strategy.
(ii) If the underlying by Expiry closes
between the CE Long Strike and
CE Short Strike. Higher the

extra 5 Lots on Short leg, max profit
would be = Rs. 37,500.

Thus, total max reward on above PE Ratio
Spread is (a) + (b) = Rs. 62,500

This max profit on PE Ratio Spread
would be generated if the underlying
moves lower and closes right at the PE
Short Strike. In such situation, the PE
Long leg would get benefitted from the
downmove in the underlying and due to
Expiry happening at the PE Short leg, the
PE Long would be an ITM (¢hus its profir
would be protected) and PE Short would
expire worthless as an ATM / near OTM
(thus generating full premium credit on PE
Short leg as profir). Thus, max profit on
this Strategy is limited.

Profit Level on overall Strategy:

If the underlying by Expiry closes
anywhere above the Breakeven Strike of
the Strategy, then this Strategy would
yield some profit.

Profit Zone(s) in this Strategy:

There are following three profit zones in
this Strategy from Expiry perspective:

(i) If the underlying by Expiry closes
above the PE Long leg, then Min
profit to the extent of Net Premium
Credit would be generated on this
Strategy. Thus, in this profit zone,
only Min profit amount would be
generated on this Strategy.

(ii) If the underlying by Expiry closes

between the PE Long Strike and PE

Short Strike. Lower the underlying

closes towards PE Short Strike,

higher will be the profit generated

on this Strategy. If the underlying
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underlying closes towards CE
Short Strike, higher will be the
profit generated on this Strategy. If
the underlying closes at the CE
Short Strike on Expiry, then max
profit will be realised on this
Strategy  (as  per
explained above). Thus, in this
profit zone, profit on this Strategy
would be between Min profit to
Max profit amount.

calculations

(iii) If the underlying by Expiry closes
between the CE Short Strike and
Breakeven Strike of the Strategy.
Higher the

towards Breakeven Strike, lower

underlying  closes
will be the profit generated within
this zone. Thus, in this profit zone,
profit on this Strategy would be
between Max profit amount to
the
the
Breakeven Strike on Expiry, then

zero profit. However, if

underlying  closes above
max loss situation arise on this
Strategy (as  already explained

above).

closes at the PE Short Strike on
Expiry, then max profit will be
realised on this Strategy (as per
calculations explained above). Thus,
in this profit zone, profit on this
Strategy would be between Min
profit to Max profit amount.

(iii) If the underlying by Expiry closes
between the PE Short Strike and
Breakeven Strike of the Strategy.

the

towards Breakeven Strike, lower

Lower underlying  closes
will be the profit generated within
this zone. Thus, in this profit zone,
profit on this Strategy would be
between Max profit amount to zero
profit. However, if the underlying
closes below the Breakeven Strike
on Expiry, then max loss situation
arise on this Strategy (as already
explained above).

Profit & Loss Levels in this Strategy
from Expiry perspective:

BE Level: [BE of CE Short leg] + [(Strike
difference - Net Premium Debit)]

Min Profit Level: If the underlying closes
anywhere below CE Long Strike.

Min Profit Amount: Is equal to Net
the

Premium Credit collected on

Strategy.

Max Profit Level: If the underlying
closes at CE Short Strike.

Profit & Toss Levels in this Strategy
from Expiry perspective:

BE Level: [BE of PE Short legl — [(Strike
difference — Net Premium Debit)]

Min Profit Level: If the underlying closes
anywhere above PE Long Strike.

Min Profit Amount: Is equal to Net
the

Premium Credit collected on

Strategy.

Max Profit Level: If the underlying closes
at PE Short Strike.
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Max Profit Amount: Limited amount of

Max profit can be generated on the
Strategy (as per calculations given above).

Profit Zone: If the underlying closes
anywhere below the Breakeven Strike of
the Strategy.

Loss Level: If the underlying closes
anywhere above the Breakeven Strike of
the Strategy.

Max Toss Amount: Max loss can be

unlimited on this Strategy as the
underlying keeps trending higher than
the Breakeven Strike of this Strategy.

Max Profit Amount: Limited amount of

Max profit can be generated on the
Strategy (as per calculations given above).

Profit Zone: If the underlying closes
anywhere above the Breakeven Strike of
the Strategy.

Loss Level: If the underlying closes
anywhere below the Breakeven Strike of
the Strategy.

Max lLoss Amount: Max loss can be
this the
underlying keeps trending lower than the

unlimited on Strategy as

Breakeven Strike of this Strategy.

Options Behaviour:

Idea is to play limited bullish move
through initiating CE buy as the primary
leg; and to hedge this primary leg with
same quantity Far OTM CE Short (as
typically done in Bull CE Debit spread
Strategy), thus yielding profit on the CE
buy leg if it expires as an I'TM on Expiry.
However, if near to Expiry, the CE buy
is in profit due to the bullish move of the
underlying but does not seem to expire as
an ITM on Expiry then it is better to
book profit on the CE buy leg and to
hold the CE Short positions until Expiry
to let them expire as OTM on Expiry
(provided the trading account has enough
margin to support the naked CE Short
positions, after CE Long is squared-off for
booking profiz).

Further , in this Strategy, since Short leg
has more Premium Credit than the
Premium paid on CE Long leg therefore,
the Strategy is basically a Net Credit
Strategy from Premium perspective.

Thus, if the underlying closes by Expiry

Options Behaviour:

Idea is to play limited bearish move
through initiating PE buy as the primary
leg; and to hedge this primary leg with
same quantity Far OTM PE Short (as
typically done in Bear PE Debit spread
Strategy), thus yielding profit on the PE
buy leg if it expires as an ITM on Expiry.
However, if near to Expiry, the PE buy is
in profit due to the bearish move of the
underlying but does not seem to expire as
an ITM on Expiry then it is better to
book profit on the PE buy leg and to hold
the PE Short positions until Expiry to let
them expire as OTM on Expiry (provided
the trading account has enough margin to
support the naked PE Short positions, after
PE Long is squared-off for booking profiz).

Further , in this Strategy, since Short leg
has more Premium Credit than the
Premium paid on PE Long leg therefore,
the Strategy is basically a Net Credit
Strategy from Premium perspective.
Thus, if the underlying closes by Expiry
above the PE Long leg then both PE Long
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below the CE Long leg then both CE
Long leg and CE Short leg expires as an
OTM, thereby generating Min Profit
equivalent to the Net Premium Credit
collected on the Strategy. Thus, there is
no downside risk in this Net Credit Ratio
Spread.

In this Strategy, selection of CE Short
Strike for the hedged leg is very
important, as it must be such where the
underlying is not expected to reach on
the upside by Expiry (thus, the CE Short

must be above the Resistance level).

Additionally, in this Strategy, more
quantity of CE Shorts (which are higher
than the Resistance level) are added
which are much farther OTM CEs as
compared to CEs on the Long leg (which
are usually selected as ITMs or Near
OTMs). Thus, the impact of Theta is
more on the Short legs than the Long leg,
which helps generate net profit on the
Strategy even if the underlying keeps
hovering within a range.

However, if the underlying gets super
bullish, so as to breach the Breakeven
Strike and trend higher, then since there
are more CE Short positions than CE
Long positions, therefore, the Strategy
may start exhibiting virtual loss, which
may convert to actual loss situation if the
underlying closes by Expiry higher than
the BE Strike of the Strategy. Thus, there
is an unlimited upside risk in this

Strategy, beyond the BE Strike.

leg and PE Short leg expires as an OTM,
thereby generating Min Profit equivalent
to the Net Premium Credit collected on
the Strategy. Thus, there is no upside risk
in this Net Credit Ratio Spread.

In this Strategy, selection of PE Short
Strike for the hedged leg is very
important, as it must be such where the
underlying is not expected to reach on the
downside by Expiry (thus, the PE Short
must be above below the Support level).

Additionally, in this Strategy, more
quantity of PE Shorts (which are below
the Support level) are are added which are
much farther OTM PEs as compared to
PEs on the Long leg (which are usually
selected as ITMs or Near OTMs). Thus,
the impact of Theta is more on the Short
legs than the Long leg, which helps
generate net profit on the Strategy even if
the underlying keeps hovering within a
range.

However, if the underlying gets super
bearish, so as to breach the Breakeven
Strike and trend lower, then since there
are more PE Short positions than PE
Long positions, therefore, the Strategy
may start exhibiting virtual loss, which
may convert to actual loss situation if the
underlying closes by Expiry lower than
the BE Strike of the Strategy. Thus, there
is an unlimited downside risk in this

Strategy, beyond the BE Strike.

Selection of Option Strikes:

Depending upon the limited bullish

move, suitable Delta value lower Strike

Selection of Option Strikes:

Depending upon the limited bearish
move, suitable Delta value higher PE
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CE (ITM or near OTM) can be bought
for the primary leg, which is slightly

below the major Resistance level.

For the hedged leg, higher Strike Far
OTM CEs with
amount can be Shorted, such that a Net

suitable Premium

Premium Credit can be ensured on the
Strategy. Further, such Far OTM CEs
must be above such Resistance level,
which the underlying should not breach
on Expiry and consequently entire credit
of Premium on the hedged leg is earned
on Expiry due to Theta impact.

CE
Option Strike levels of a particular

Basis aforesaid factors, suitable

Expiry series may be selected.

(ITM or near OTM) can be bought for
the primary leg which is slightly above
than the major Support level.

For the hedged leg, lower Far OTM PEs
with suitable Premium amount can be
Shorted, such that a Net Premium Credit
can be ensured on the Strategy. Further,
such Far OTM PEs must be below such
Support level, which the underlying
should not breach on Expiry and
consequently entire credit of Premium on
the hedged leg is earned on Expiry due to
Theta impact.

PE
Option Strike levels of a particular Expiry

Basis aforesaid factors, suitable

series may be selected.

If trade goes as per plan:

If the underlying remains bullish, then
the CE Long primary leg will generate
profit.

But as the underlying moves higher, the
hedged CE Short leg will generate loss
(because the LTP of CE Short leg will rise
due  to upward,).
However, the selection of this CE Short
Strike must be such that the underlying

underlying  going

will not breach this Strike upwardly by

Expiry and will therefore expire
worthless as an OTM on Expiry (even
though it was exhibiting loss due to

bullish move of the underlying, prior to
Expiry).

Thus, if the limited bullish move goes as
per plan then the CE buy primary leg
would generate profit due to bullish
move. Further, if the CE buy does not
become an ITM on Expiry then the
profit on this CE buy leg must be booked

If trade goes as per plan:

If the underlying remains bearish, then
the PE Long primary leg will generate
profit.

But as the underlying moves lower, the
hedged PE Short leg will generate loss
(because the LTP of PE Short leg will rise
due to underlying going downward).
However, the selection of this PE Short
Strike must be such that the underlying
will not breach this Strike downwardly by
Expiry and will therefore expire worthless
as an OTM on Expiry (even though it was
exhibiting loss due to bearish move of the
underlying, prior to Expiry).

Thus, if the limited bearish move goes as
per plan then the PE buy primary leg
would generate profit due to bearish
move. Further, if the PE buy does not
become an I'TM on Expiry then the profit
on this PE buy leg must be booked before
Expiry (because if the PE buy leg is an
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before Expiry (because if the CE buy leg
is an OTM

become zero on Expiry). However, if the

then its Premium will

CE buy leg becomes an ITM on Expiry,
then its final LTP will determine the
profit on the CE buy primary leg (i.e. if
the final LTP is higher than its buying

price).

So far as the CE Short hedged leg is
concerned, if the underlying does not
breach the Breakeven Strike then profit is
generated on the hedged leg.

Thus, on such limited bullish move, both
the primary leg and the hedged leg
generates profit, and the max profit
(which can be pre-calculated, as explained
above) would be generated on this
Strategy if the underlying closes by
Expiry just near the CE Short leg on the
upside.

If movement of the underlying is slow /
sideways:
the

underlying becomes slow / sluggish in its

However, if the movement of
upward movement or if the underlying
keeps fluctuating in a range, then the
Theta impact may cause erosion in the
Premium value of both CE Long and CE
Short leg. However, since this Strategy is
a Net Premium Credit strategy (owing to
the fact that there are more CE Shorts than
CE Long and Short Strike is farther OTM
than the Long Strike), the Net Premium
Credited would be the maximum profit
in such situation by Expiry if the
underlying closes by Expiry below the
CE Long leg (in which situation both
Long & Short Strike CEs would expire as
OTM). However, if the underlying closes
by Expiry above the CE Long leg but

OTM then its Premium will become zero
on Expiry). However, if the PE buy leg
becomes an ITM on Expiry, then its final
LTP will determine the profit on the PE
buy primary leg (i.e. if the final LTP is
higher than its buying price).

So far as the PE Short hedged leg is
concerned, if the underlying does not
breach the Breakeven Strike profit is
generated on the hedged leg.

Thus, on such limited bearish move, both
the primary leg and the hedged leg
generates profit, and the max profit
(which can be pre-calculated, as explained
above) would be generated on this
Strategy if the underlying closes by Expiry
just near the PE Short leg on the

downside.

If movement of the underlying is slow /
sideways:

of the

underlying becomes slow / sluggish in its

However, if the movement
downward movement or if the underlying
keeps fluctuating in a range, then the
Theta impact may cause erosion in the
Premium value of both PE Long and PE
Short leg. However, since this Strategy is
a Net Premium Credit strategy (owing to
the fact that there are more PE Shorts than
PE Long and Short Strike is farther OTM
than the Long Strike), the Net Premium
Credited would be the maximum profit
in such situation by Expiry if the
underlying closes by Expiry above the PE
Long leg (in which situation both Long &
Short Strike PEs would expire as OTM).
However, if the underlying closes by
Expiry below the PE Long leg but higher
than the PE Short leg, then some higher
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lower than the CE Short leg, then some
higher profit would be generated on this
Strategy (as CE Long Strike in such
situation would expire as an ITM).

If trade reverses for a downtrend:

If the underlying reverses in a downtrend
instead of a limited bullish upmove as
anticipated, then this Strategy will
automatically cover the bearish move
from any loss, because there are already
more CE Shorts than CE Long and the
Strategy is a Net Credit Strategy.
Therefore, the

downtrend, the Net Premium Credit in

upon reversal on
this Strategy will be the maximum profit
from Expiry perspective and will not
require any adjustments to be made to
the existing Strategy.

If trade does not go as per plan:

However, if the underlying moves higher
than the Breakeven Strike of the CE
Short leg then the Strategy may generate
loss (after setting-off the profit generated on
the CE buy primary leg). In such scenario,
certain adjustments may be required to
be made (as discussed below here).

profit would be generated on this Strategy
(as PE Long Strike in such situation would
expire as an ITM).

If trade reverses for an uptrend:

If the underlying reverses in an uptrend
instead of a limited bearish downward
move as anticipated, then this Strategy
will automatically cover the bullish move
from any loss, because there are already
more PE Shorts than PE Long and the
Strategy is a Net Credit Strategy.
Therefore, upon reversal on the upside,
the Net Premium Credit in this Strategy
will be the maximum profit from Expiry
perspective and will not require any
adjustments to be made to the existing
Strategy.

If trade does not go as per plan:

However, if the underlying moves lower
than the Breakeven Strike of the PE Short
leg then the Strategy may generate loss
(after setting-off the profit generated on the
PE buy primary leg). In such scenario,
certain adjustments may be required to be
made (as discussed below here).

Adjustments (if limited bullish view and
this Strategy does not go as per plan):

If the underlying moves higher than the
Breakeven Strike on the CE side, then
this Strategy enters towards an unlimited
loss scenario, because, then it implies that
both CE buy and CE Short leg have
become an I'TM. In such a scenario, the
Long CE will cover the losses arising on
the CE Short leg to some extent as the
underlying moves higher, but that will

Adjustments (if limited bearish view and
this Strategy does not go as per plan):

If the underlying moves lower than the
Breakeven Strike on the PE side, then this
Strategy enters towards an unlimited loss
scenario, because, then it implies that
both PE buy and PE Short leg have
become an ITM. In such a scenario, the
Long PE will cover the losses arising on
the PE Short leg to some extent as the
underlying moves lower, but that will not
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not be sufficient to cover the losses that
will be incurred on the CE Short leg as
there are more CE Shorts than CE buy
in this Strategy. Thus, from Expiry
perspective the loss incurred on the CE
Short leg on Expiry minus the profit on
the CE buy leg, would be the actual loss
on Expiry (calculated basis their final LTP
on Expiry). In this situation, certain
adjustments can be made in order to
curtail the potential loss scenario in this

Strategy.

The following adjustments can be
considered to cover up for the potential
loss that may occur in this Strategy: (i)
Long CEs; or (ii) Short PEs. These

adjustments are discussed below.

(i) Counter Adjustment through
Long Option: If there seems to be
uptrend  with
momentum, then CEs can be
bought (Long CE). Buying CEs to

protect the upside risk in this

a  trending

Strategy will add up another debit
position, therefore this CE Long
should only be prudent to initiate
only if there is strong momentum
for the upward direction. This
Long CE will help overcome the
loss accruing on this Strategy
arising due to more CE Shorts.
However, Long CEs should be
initiated at Strike having Delta
value higher than the current Delta
value of the Short CE hedged leg
(i.e. at a lower Strike than the CE sell
Strike), so that in
continuation of strong uptrend,
these fresh Long CEs should
generate more profit than the loss

generated by the Short CEs hedged

case of

be sufficient to cover the losses that will
be incurred on the PE Short leg as there
are more PE Shorts than PE buy in this
Strategy. Thus, from Expiry perspective
the loss incurred on the PE Short leg on
Expiry minus the profit on the PE buy
leg, would be the actual loss on Expiry
(calculated basis their final LTP on Expiry).
In this situation, certain adjustments can
be made in order to curtail the potential
loss scenario in this Strategy.

The

considered to cover up for the potential

following adjustments can be

loss that may occur in this Strategy: (i)
Long PEs; or (ii) Short CEs. These

adjustments are discussed below.

(i) Counter Adjustment through Long

Option: If there seems to be a
downtrend with
momentum, then PEs can be
bought (Long PE). Buying PEs to

protect the downside risk in this

trending

Strategy will add up another debit
position, therefore this PE Long
should only be prudent to initiate
only if there is strong momentum
for the downward direction. This
Long PE will help overcome the
loss accruing on this Strategy
arising due to more PE Shorts.
However, Long PEs should be
initiated at Strike having Delta
value higher than the current Delta
value of the Short PE hedged leg
(i.e. at a higher Strike than the PE sell
Strike), so that in
continuation of strong downtrend,
these fresh Long PEs should
generate more profit than the loss
generated by the Short PEs hedged
leg. Also, depending upon the likely

case of
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(i)

leg. Also, depending upon the
likely

suitable number of Long CEs can

uptrend momentum,
be considered to be added as an
adjustment to absorb or outweigh
the loss in the Strategy i.e. by
that the Delta
gets sufficiently net
positive on the overall Strategy to

ensuring net

position

benefit from the bullish move in
the underlying. Atleast fresh Long
CEs equal to extra Lot on CE Short
leg must be added. These fresh
Long CEs at higher Delta would
turn the CE Ratio into a Bull CE
Spread. If the Long CEs generates
profit the
generated by the CE Short leg,
then it would be advisable to
immediately book the profit on the

covering up loss

Strategy.

Counter  Adjustment  through

Short Option: If the uptrend is

expected to be continue but not

with very strong momentum (and
may be expected to even reverse
downwardly), then Far OTM PEs
can be sold (PE Short) below the
the

underlying, which is expected not

major  Support area of
to be breached by the underlying
by Expiry in case of a downtrend
move. Idea in this adjustment is to
pick up suitable Far OTM PEs for
Shorting, such that this far OTM
PEs expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is
initiated as profit. This PE Short
will help cover the loss generated
on the original Strategy, if the

(i)

downtrend momentum, suitable
number of Long PEs can be
considered to be added as an
adjustment to absorb or outweigh
the loss in the Strategy i.e. by
ensuring that the net Delta position
gets sufficiently net negative on the
overall Strategy to benefit from the
bearish move in the underlying.
Atleast fresh Long PEs equal to
extra Lot on PE Short leg must be
added. These fresh Long PEs at
higher Delta would turn the PE
Ratio into a Bear PE Spread. If the
Long PEs generates profit covering
up the loss generated by the PE
Short leg, then it would be
advisable to immediately book the
profit on the Strategy.

Counter Adjustment through Short
Option: If the downtrend is

expected to be continued but not
with very strong momentum (and
may be expected to even reverse
upwardly), then Far OTM CEs can
be sold (CE Short) above the major
Resistance area of the underlying,
which is expected not t be
breached by the underlying by
Expiry in case of an uptrend move.
Idea in this adjustment is to pick up
suitable Far OTM CEs for
Shorting, such that this Far OTM
CEs expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is initiated
as profit. This CE Short will help
cover the loss generated on the
original Strategy, if the underlying
expires below the Strike at which
PE Short is initiated in the hedged
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underlying expires above the Strike
at which CE Short is initiated in
the hedged leg. Further, depending
upon the potential loss that may be
incurred in the original Strategy if
the underlying expires above the
Breakeven Strike of the Strategy,
suitable number of Far OTM PEs
(of lower Far OTM Strike below
Support area) can be Shorted as an
adjustment to absorb or outweigh
the potential loss in the Strategy,
by the profit yielded by these Short
PEs due to time decay on Expiry.
Generally, atleast 4 to 8 times more
Lot quantity may be required to be
added to Short PE in comparison
to the original number of extra
Lots in the CE Short hedged leg
initiated on the original Strategy
i.e. by ensuring that the net Delta
position gets sufficiently net
positive on the overall Strategy to
benefit from the bullish move in
the underlying. However, selling
additional PEs will require higher
margin / capital to Short PEs and
MTM requirements will also have
to be met.

leg. Further, depending upon the
potential loss that may be incurred
in the original Strategy if the
below the
Breakeven Strike of the Strategy,
suitable number of Far OTM CEs
(of higher Far OTM Strike above

Resistance area) can be Shorted as

underlying  expires

an adjustment to absorb or
outweigh the potential loss in the
Strategy, by the profit yielded by
these Short CEs due to time decay
on Expiry. Generally, atleast 4 to 8
times more Lot quantity may be
required to be added to Short CE in
comparison to the original number
of extra Lots in the PE Short
hedged leg initiated on the original
Strategy i.e. by ensuring that the net
Delta position gets sufficiently net
negative on the overall Strategy to
benefic from the bearish move in
the underlying. However, selling
additional CEs will require higher
margin / capital to Short CEs and
MTM requirements will also have
to be met.
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CALL CALENDAR SPREAD & PUT CALENDAR
SPREAD

Rangebound-to-Mild Bullish and Rangebound-to-Mild Bearish view can be
played through Calendar Spreads. When the Long Option and the Short Option
in a Spread Strategy, are initiated on different Expiry series, then such Spreads
are called Calendar Spreads (also called as Time Spreads or Horizontal
Spreads). Mostly, Calendar Spread Strategy consists of: Short leg on closer
Expiry series and Long leg on farther Expiry series, thus are also referred to as
Long Calendar Spread. However, a Calendar Spread can also be initiated with
Short leg on farther Expiry series and the Long leg on closer Expiry series. Such
a Calendar Spread is called as Reverse Calendar Spread (also called as Reverse
Time Spreads or Reverse Horizontal Spreads). Such Reverse Calendar Spread

is a net Premium credit Strategy, and is therefore a Short Calendar Spread.

Further, when the primary leg (Short Option) and the hedged leg (Long
Option) in a Call Spread Strategy or Put Spread Strategy, are initiated not only
on different Expiry series but also on different Strikes, then such Calendar
Spreads are called Diagonal Spreads. It is called a Diagonal Spread because it

combines features of a Horizontal (Calendar) Spread and a Vertical Spread”.

Here, we are going to discuss about the Calendar Spread. The Calendar
Spread can be made on Call side as well as on Put side, depending upon the view

on the movement in the underlying. Let us get an overview on the Call side and

Put side of this Calendar Spread.

Call side Calendar Spread:

When the view on the underlying is sideways-to-mild bullish, we can play
the limited uptrend / rangebound movement in the underlying through Long
Calendar Spread Strategy on the CE side:

e Shorting ATM / OTM Call Options of a closer Expiry Series (the
primary leg); and

15 Vertical Spread involves two same side Options of same Expiry series on different Strikes.
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e initiating a Long CE on same Strike ATM /OTM position of a farther
Expiry Series (the hedged leg).

In this Spread, we are calling the CE Short leg as the primary leg, as we
expect the CE Short leg of the Strategy to primarily generate profit due to
erosion in its Premium value; and the expectation from the CE Long leg is to
yield profit from a straight mild-bullish move in the underlying (besides covering
for any losses that may occur on the CE Short leg, if the underlying gets super-

bullish).

Further, in this Call side Calendar Spread, the CE Short leg is on closer
Expiry series and the CE Long leg is on farther Expiry series, therefore, this Long
Calendar Spread is a net Premium debit Strategy. Also, the primary leg and the
hedged leg have the same number of Lots (i.e. the quantity is in the ratio of 1:1
in terms of Lots/ quantity), on the same underlying but on different Expiry series

and at same ATM / OTM Strike. Thus, overall this Strategy is a Call Calendar
Spread (Long) Strategy.'®

Put side Calendar Spread:

Likewise, when the view on the underlying is sideways-to-mild bearish, we
can play the limited downtrend / rangebound movement in the underlying

through Long Calendar Spread Strategy on the PE side:
e Shorting ATM / OTM Put Options of a closer Expiry Series (the
primary leg); and
e initating a Long PE on same Strike ATM /OTM position of a farther
Expiry Series (the hedged leg).

In this Spread, we are calling the PE Short leg as the primary leg, as we
expect the PE Short leg of the Strategy to primarily generate profit due to erosion

in its Premium value; and the expectation from the PE Long leg is to yield profit

16 A Reverse Calendar Spread Strategy (as a Short Spread) on the CE side can be initiated for a
rangebound-to-mild bearish view on the underlying, in which CE Short leg is initiated on ATM
Strike of farther Expiry series and CE Long is initiated on ATM Strike of closer Expiry series. This
Strategy is called as Reverse Call Calendar Spread or Call Calendar Spread (Short) Strategy.
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from a straight mild-bearish move in the underlying (besides covering for any

losses that may occur on the PE Short leg, if the underlying gets super-bearish).

Further in this Put Calendar Spread, PE Short leg is on closer Expiry series
and the PE Long leg is on farther Expiry series, therefore, this Long Calendar
Spread is a net Premium debit Strategy. Further, the primary leg and the hedged
leg have the same number of Lots (i.e. the quantity is in the ratio of 1:1 in terms
of Lots/ quantity), on the same underlying but on different Expiry series and at
ATM Strike. Thus, overall this Strategy is a Put Calendar Spread (Long)
Strategy."’

With this background, now let us delve into discussing the Call Calendar
(Long) Spread Strategy and Put Calendar (Long) Spread Strategy in detail. Both
these Strategies are analysed and discussed side-by-side in the table below:

Call Calendar (Long) Spread Strategy

Put Calendar (Long) Spread Strategy

Trade legs:

e Short CE ATM of closer Expiry
series (primary leg); and

e Long CE ATM of farther Expiry
series (hedged leg)

Equal number of Lots in primary and

hedged leg.

CE Long leg being on farther Expiry
series will have more Premium than the
closer Expiry series CE Short, thus
making it a Net Debit Strategy.

Trade legs:

e Short PE ATM of closer Expiry
series (primary leg); and

e Long PE ATM of farther Expiry
series (hedged leg)

Equal number of Lots in primary and

hedged leg.

PE Long leg being on farther Expiry series
will have more Premium than the closer
Expiry series PE Short, thus making it a
Net Debit Strategy.

17 A Reverse Calendar Spread Strategy (as a Short Spread) on the PE side can be initiated for a
rangebound-to-mild bullish view on the underlying, in which PE Short leg is initiated on ATM
Strike of farther Expiry series and PE Long is initiated on ATM Strike of closer Expiry series. This
Strategy is called as Reverse Put Calendar Spread or Put Calendar Spread (Short) Strategy.
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Example: Example:

e Nifty 1 Lot Short CE ATM
17000 (az a premium of Rs. 200 per
Lot) Current Month Expiry

e Nifty 1 Lot Long CE ATM
17000 (at a premium of Rs. 300
per Lot) of Next Month Expiry

Net premium debit incurred = premium
paid — premium credit received = 300
200 = 100 per Lot.

e Nifty 1 Lot Short PE ATM
17000 (at a premium of Rs. 200 per
Lot) Current Month Expiry

e Nifty 1 Lot Long PE ATM
17000 (at a premium of Rs. 300 per
Lot) of Next Month Expiry

Net premium debit incurred = premium
paid — premium credit received = 300-200
= 100 per Lot.

Objective:

Objective is to play rangebound to mild
bullish view through Shorting ATM CEs
of near Expiry as the primary leg; and
buying ATM CE:; of farther Expiry series
as the hedged leg.

Same Strike CE of farther Expiry series
will have more Premium than the closer
Expiry series, but a farther Expiry series
will have lower Theta than the same
Strike on closer Expiry series.

In this Strategy profit is targeted mainly
on the CE Short primary leg (which on
higher Theta due to closer Expiry), which
will generate profit due to faster erosion
in Time Value (than CE Long leg) due
to mild bullish or
movement in the underlying. This
would be because CE Short leg has a
closer Expiry than CE Long leg.

rangebound

This Strategy is played uptill the Expiry
of the CE Short leg position (which is on
closer Expiry series than the CE Long) in
this Strategy.

It is a limited reward and limited risk

Strategy.

Objective:

Objective is to play rangebound to mild
bearish view through Shorting ATM PEs
of near Expiry as the primary leg; and
buying ATM PEs of farther Expiry series
as the hedged leg.

Same Strike PE of farther Expiry series
will have more Premium than the closer
Expiry series, but a farther Expiry series
will have lower Theta than the same
Strike on closer Expiry series.

In this Strategy profit is targeted mainly
on the PE Short primary leg (which on
higher Theta due to closer Expiry), which
will generate profit due to faster erosion in
Time Value (than PE Long leg) due to
mild bearish or rangebound movement in
the underlying. This would be because PE
Short leg has a closer Expiry than PE Long

leg.

This Strategy is played uptill the Expiry of
the PE Short leg position (which is on
closer Expiry series than the PE Long) in this
Strategy.

It is a limited reward and limited risk

Strategy.
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Demerits:

o This Spread strategy will be suitable
for a mild sideways-to-mild bullish
move of the underlying. Extreme
bullish or bearish move in the
underlying may cause loss on the

Strategy.

o If the bullish move catches strong
then the
Short leg will start giving loss if the
the
tentative Breakeven Strike of the
CE Short hedged leg. In case of
both strong bullish move in the

momentum, primary

underlying  crosses  above

underlying or extreme rise in
Volatility, the CE Short
generate more loss than the profit

will

generated on the CE Long leg.

e In case the trend becomes strongly
bullish, then the CE Short leg
would start yielding MTM loss,
thus requiring more capital to
provide for MTM losses.

e It is a Net Debit strategy i.e. Long
CE leg has more premium debit
incurred than the premium credit
received on the CE Short leg
(because it is on the closer Expiry).
Thus, in case of extreme Volatility
crash or strong bearish move in the
underlying, the max loss to the
extent of Net Premium debit paid
on the Strategy, may be incurred.

o Itisalimited reward Strategy.

Demerits:

o This Spread strategy will be suitable
for a sideways-to-mild bearish move
of the underlying. Extreme bearish
or bullish move in the underlying
may cause loss on the Strategy.

o If the bearish move catches strong
momentum, then the primary Short
leg will start giving loss if the
underlying the
tentative Breakeven Strike of the PE
Short hedged leg. In case of both

the

rise in

crosses  below

strong  bearish move in
underlying or extreme
Volatility, the PE Short will generate
more loss than the profit generated

on the PE Long leg.

o In case the trend becomes strongly
bearish, then the PE Short leg would
start yielding MTM loss, thus
requiring more capital to provide for
MTM losses.

e It is a Net Debit strategy i.e. Long
PE leg has more premium debit
incurred than the premium credit
received on the PE Short leg (because
it is on the closer Expiry). Thus, in
case of extreme Volatility crash or

the

underlying, the max loss to the

strong  bullish move in

extent of Net Premium debit paid on
the Strategy, may be incurred.

o lItisalimited reward Strategy.

Benefits CE Calendar Spread:

o This Strategy requires low margin /
capital.

Benefits of PE Calendar Spread:

o This Strategy requires low margin /
capital.
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o This is a very suitable Strategy for a

sideways-to-mild ~ bullish  trend.
This Strategy is played to benefit
from faster Theta decay on CE

Short leg than CE Long leg.

The risk is limited to the extent of
Net Premium paid on the Strategy,
i.e. Max Loss is limited on the
downside risk.

If the
rangebound, then in this Strategy,

underlying  remains
the CE Short primary leg (which on
higher Theta due to closer Expiry),
will generate profit due to faster
erosion in Time Value (than CE
Long leg) due to rangebound
movement in the underlying.

If there occurs any limited bullish
move in the underlying, then also
this  Strategy generates profit,
because CE Long leg would become
an ITM generating profit with
relatively less erosion in its Time
Value; whereas, the CE Short
primary leg, even if it becomes an
IT™,

substantial portion of its Time

would  speedily  loose

Value as its Expiry approach closer.
Thus, the

profitable in this scenario of mild

Strategy would be

bullish move in the underlying.

If there is a bearish move in the
underlying, then too this Strategy
would likely be profitable because
CE Short leg would lose its
premium by its Expiry, but the CE
Long would have some premium
left on the Expiry day of the CE
Short leg.

o This is a very suitable Strategy for a

sideways-to-mild bearish trend. This
Strategy is played to benefit from
faster Theta decay on PE Short leg
than PE Long leg.

The risk is limited to the extent of
Net Premium paid on the Strategy,
i.e. Max Loss is limited on the upside
risk.

If  the
rangebound, then in this Strategy,

underlying  remains
the PE Short primary leg (which on
higher Theta due to closer Expiry), will
generate profit due to faster erosion
in Time Value (than PE Long leg)
due to rangebound movement in the
underlying.

If there occurs any limited bearish
move in the underlying, then also
this  Strategy  generates profit,
because PE Long leg would become
an ITM generating profit with
relatively less erosion in its Time
Value; PE Short
primary leg, even if it becomes an
IT™M,

substantial portion of its Time Value

whereas, the

would  speedily  loose
as its Expiry approach closer. Thus,
the Strategy would be profitable in

this scenario of mild bearish move in
the underlying.

If there is a bullish move in the
underlying, then too this Strategy
would likely be profitable because
PE Short leg would lose its premium
by its Expiry, but the PE Long would
have some premium left on the
Expiry day of the PE Short leg.
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o Thus, we get a range in this
Strategy, within which if the
underlying closes on Expiry, then
the Strategy yield profit. This
makes it akin to Short Straddle
(except thar Calendar Spread is a Net
Premium Debit Strategy with limited
loss on either side, whereas Short
Straddle is a Net Premium Credir
Strategy with unlimited risk on either
side).

o Thus, we get a range in this Strategy,
within which if the underlying closes
on Expiry, then the Strategy yield
profit. This makes it akin to Short
Straddle (except that Calendar Spread
is a Net Premium Debit Strategy with
limited loss on either side, whereas
Short Straddle is a Ner Premium
Credit Strategy with unlimited risk on
either side).

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

The Breakeven of Calendar Spreads

cannot be ascertained accurately (as Long

leg’s premium value cannot be precisely
ascertained on the Expiry of the Short leg,
besides the impact of volatility situation
prevailing at that time). However, we can
deploy with Strategy with a tentative idea
about the Breakeven, as discussed below.

This Strategy has an upside BE Strike
and a downside BE Strike. These BE
Strikes can be tentatively determined
applying the following logic:

e The BE Level for the CE Short leg,
would be: CE Short Strike +
Premium Credit of CE Short leg.
Thus, if the underlying reaches
upto this BE Strike level of CE
Short leg, then CE Long leg (being
on the same Strike) would also rise
by about same points equivalent to
the Premium Credit of the CE
Short leg. Thus, effectively, on the

the

perspective would not happen at
the CE Short leg’s BE Strike, but
the

upside loss from Expiry

slightly more than twice

Expiry perspective:

The Breakeven of Calendar Spreads
cannot be ascertained accurately (as Long
leg’s premium value cannor be precisely
ascertained on the Expiry of the Short leg,
besides the impact of volatility situation
prevailing ar that time). However, we can
deploy with Strategy with a tentative idea
about the Breakeven, as discussed below.

This Strategy has an upside BE Strike and
a downside BE Strike. These BE Strikes
can be tentatively determined applying
the following logic:

e The BE Level for the PE Short leg,
would be: PE Short Strike —
Premium Credit of PE Short leg.
Thus, if the underlying reaches upto
this BE Strike level of PE Short leg
on the downside, then PE Long leg
(being on the same Strike) would also
rise by about same points equivalent
to the Premium Credit of the PE
Short leg. Thus, effectively, on the
downside the loss from Expiry
perspective would not happen at the
PE Short leg’s BE Strike, but slightly
more than twice the Premium Credit
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Premium Credit collected on the
Short leg. Therefore, the BE Strike
on the upper side of the Strategy
can be tentatively calculated with
the following formula:

BE Strike on the upside for this
Strategy = CE Short Strike + (2 x
Premium Credit of the CE Short)

Actual BE Strike on the upper side
should be higher than that as
determined from the above
formula, because the CE Long leg
would generate more profit (i.e.
greater than the Premium Credir
collected on the CE Short if the
underlying reaches upto the BE
Strike of the CE Short leg, as CE
Long leg is on higher Expiry and
hence experiencing  higher Delta
advantage and lower Theta impact).
However, Volatility squeeze can
cut down this extra cushion to the
formation of BE Strike Level on

the upper side for this Strategy.

If the underlying takes a downward
move, then the CE Short leg would
cover the loss to the maximum
extent of the Premium Credit
collected on the CE Short leg, from
Expiry perspective. So, we can say
that the BE Strike of the Strategy on
the downside can be atleast: CE
Short Strike — Premium Credit of
CE Short leg. Therefore, the BE
Strike on the lower side of the
Strategy can  be  tentatively
calculated with the following

formula:

collected on the Short leg.
Therefore, the BE Strike on the
lower side of the Strategy can be
tentatively  calculated with  the

following formula:

BE Strike on the downside for this
Strategy = PE Short Strike — (2 x
Premium Credit of the PE Short)

Actual BE Strike on the lower side
should be higher than that as
determined  from the above
formula, because the PE Long leg
would generate more profit (ie.
greater than the Premium Credir
collected on the PE Short if the
underlying reaches upto the BE Strike
of the PE Short leg, as PE Long leg is
on  higher  Expiry
experiencing higher Delta advantage

and  hence

and lower Theta impact). However,
Volatility squeeze can cut down this
extra cushion to the formaton of
BE Surike Level on the lower side
for this Strategy.

If the underlying takes an upward
move, then the PE Short leg would
cover the loss to the maximum
extent of the Premium Credit
collected on the PE Short leg, from
Expiry perspective. So, we can say
that the BE Strike of the Strategy on
the upside can be adeast: PE Short
Strike + Premium Credit of PE Short
leg. Therefore, the BE Strike on the
upper side of the Strategy can be
tentatively calculated with  the

following formula:

BE Strike on the upside for this
Strategy = [PE Short Suike +
Premium Credit of the PE Short]




The Intelligent F&O Trader: Volume IT

BE Strike on the downside for this
Strategy = [CE Short Strike —
Premium Credit of the CE Short]

Actual BE Strike on the lower side
may get even smaller than that as

the
formula, because the CE Long leg

determined  from above
may generate more loss (as CE
Long leg may be on a higher positive
Delta by virtue of being on higher
Expiry). Further, Volatility squeeze
may slightly reduce the BE Strike
Level on the lower side for this
Strategy.

Thus, basis the aforesaid discussions and
logic, we can conclude that we can
tentatively determine the upper and
lower BE Strike level for this Calendar
Spread Strategy, applying the following

formula:

o BE Strike on the upside for this
Strategy = CE Short Strike + (2 x
Premium Credit of the CE Short)

e BE Strike on the downside for this
Strategy = CE Short Strike —
Premium Credit of the CE Short.

Therefore, from Expiry perspective (i.e.
Expiry of the CE Short leg, which is on
closer Expiry than CE Long), if the
underlying closes between the upside BE

Strike and the downside BE Strike, then
this Strategy would yield profit.

In the aforesaid example, where the trade
legs of the Strategy are:

e Nifty 1 Lot Short CE ATM 17000
(at a premium of Rs. 200 per Loz)
Current Month Expiry

Actual BE Strike on the upper side
may get even smaller than that as

the
formula, because the PE Long leg

determined  from above
may generate more loss (as PE Long
leg may be on a higher negative Delta
by virtue of being on higher Expiry).
Further, Volatility squeeze may
slightly reduce the BE Strike Level

on the upper side for this Strategy.

Therefore, basis the aforesaid discussions
and logic, we can conclude that we can
tentatively determine the upper and lower
BE Strike level for this Calendar Spread
Strategy, applying the following formula:

e BE Strike on the downside for this
Strategy = PE Short Strike — (2 x
Premium Credit of the PE Short)

e BE Strike on the upside for this
Strategy = PE Short Strike +
Premium Credit of the PE Short.

Thus, from Expiry perspective (i.e. Expiry
of the PE Short leg, which is on closer Expiry
than PE Long), if the underlying closes
between the upside BE Strike and the
downside BE Strike, then this Strategy
would yield profit.

In the aforesaid example, where the trade
legs of the Strategy are:

e Nifty 1 Lot Short PE ATM 17000
(at a premium of Rs. 200 per Lo)
Current Month Expiry

e Nifty 1 Lot long PE ATM 17000 (at
a premium of Rs. 300 per Lot) of
Next Month Expiry
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e Nifty 1 Lot long CE ATM 17000
(at a premium of Rs. 300 per Lot)
of Next Month Expiry

Then, BE Strike of the Strategy on the
upside would be atleast: 17000+ (2 x
200) = 17400 CE; and

BE Swike of the Strategy on the
downside would be approx.: 17000 —
200 = 16800 CE.

Then, BE Strike of the Strategy on the
downside would be approx.: 17000-200-
100 = 16700 PE; and

BE Strike of the Strategy on the upside
would be: 17000+200 = 17200 PE.

Payoff for Call Calendar Spread:

Call Calendar Spread

N /S

BE Strike BE Strike
Downside  Upside

Underlying Price —

Payoff for Put Calendar Spread:

Put Calendar Spread

Underlying Price

Loss in this Strategy from Expiry
perspective:

Max Loss on the Strategy:

Net Premium incurred in the Strategy
(i.e. the difference between the: premium
credit received on the primary leg and the
premium paid on the hedged leg), is the
Maximum Loss that may be incurred in
this Strategy when the underlying closes
by Expiry beyond the Breakeven Strikes
(on either side).

In the aforesaid example, where the trade
legs of the Strategy are:

e Nifty 1 Lot Short CE ATM 17000
(at a premium of Rs. 200 per Lot)
Current Month Expiry

Loss in this Strategy from Expiry
perspective:

Max Loss on the Strategy:

Net Premium incurred in the Strategy
(i.e. the difference between the: premium
credit received on the primary leg and the
premium paid on the hedged leg), is the
Maximum Loss that may be incurred in
this Strategy when the underlying closes
by Expiry beyond the Breakeven Strikes
(on either side).

In the aforesaid example, where the trade
legs of the Strategy are:

e Nifty 1 Lot Short PE ATM 17000
(at a premium of Rs. 200 per Lot)
Current Month Expiry
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e Nifty 1 Lot long CE ATM 17000
(at a premium of Rs. 300 per Lot)
of Next Month Expiry

Net premium debit incurred = premium
paid — premium credit received = 300
200 = 100 per Lot.

Thus, Max Loss in this Strategy, on
Expiry of the CE Short leg, would be Rs.
100 per quantity (i.e. for Nifty Rs. 100 x
50 = Rs. 5000 per Lot) when the
underlying closes by Expiry beyond the
Breakeven Strikes (o7 either side).

e Nifty 1 Lot long PE ATM 17000 (at
a premium of Rs. 300 per Lot) of
Next Month Expiry

Net premium debit incurred = premium
paid — premium credit received = 300-200
= 100 per Lot.

Thus, Max Loss in this Strategy, on
Expiry of the PE Short leg, would be Rs.
100 per quantity (i.e. for Nifiy Rs. 100 x
50 = Rs. 5000 per Lot) when the
underlying closes by Expiry beyond the
Breakeven Strikes (o7 either side).

Profit in this Strategy:

Max  Profit:
generated in this Strategy when the

Maximum profit  is

underlying closes by Expiry at (or near)
the CE Short Strike.

Thus, if on Expiry, the underlying closes
at (or near) the CE Short Strike, then the
Short Strike position will expire as an
ATM / OTM yielding complete
Premium Credit of the CE Short leg as
profit. At the same time, while even the
CE Long would also be an ATM /
OTM, still have
premium value (due to lower Theta decay,
as it is of a farther Expiry series and there
is ample time in its expiry).

it will sufficient

Therefore, the profit generated on the
Short leg minus the loss of premium on
the CE Long leg, would still generate net
profit on the Strategy. Thus, we can get
a tentative idea about the Max profit.
However, a precise Max profit will be
difficult to ascertain (because the final
premium value of Long leg cannot be
precisely ascertained at the expiry of the

Profit in this Strategy:

Max Profit: Maximum profit is generated
in this Strategy when the underlying
closes by Expiry at (or near) the PE Short
Strike.

Thus, if on Expiry, the underlying closes
at (or near) the PE Short Strike, then the
Short Strike position will expire as an
ATM / OTM yielding
Premium Credit of the PE Short leg as
profit. At the same time, while even the
PE Long would also be an ATM / OTM,
it will still have sufficient premium value
(due to lower Theta decay, as it is of a farther
Expiry series and there is ample time in its

expiry).

Therefore, the profit generated on the

complete

Short leg minus the loss of premium on
the PE Long leg, would still generate net
profit on the Strategy. Thus, we can geta
tentative idea about the Max profit.
However, a precise Max profit will be
difficult to ascertain (because the final
premium value of Long leg cannor be
precisely ascertained at the expiry of the
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Short leg; besides the impact of prevailing
volatility on the Long at that time).

Profit Level on overall Strategy:

If the underlying by Expiry closes
anywhere between the upside and
the
Strategy, then this Strategy would yield

downside Breakeven Strikes of

some profit.

Profit Zone(s) in this Strategy:

There are following two profit zones in
this Strategy from Expiry perspective:

(i) If the underlying by Expiry closes
between the downside Breakeven
Strike and CE Short Strike, then
some profit would be generated on
this Higher  the
underlying closes towards CE
Short Strike, higher will be the
profit generated on this Strategy. If

Strategy.

the underlying closes at (or near)
the CE Short Strike on Expiry,
then limited max profit will be
realised on this Strategy. However,
if the underlying crosses beyond
the BE Strike on the downside,
then limited loss may be incurred.
(ii) If the underlying by Expiry closes
between the CE Short Strike and

upside Breakeven Strike, then
some profit would be generated on
this  Strategy.  Higher  the

underlying closes towards BE
Strike on the upside, lower will be
this
Strategy. If the underlying closes at
(or near) the CE Short Strike on
Expiry, then limited max profit

the profit generated on

will be realised on this Strategy.

However, if the underlying crosses

Short leg; besides the impact of prevailing
volatility on the Long leg at that time).

Profit Level on overall Strategy:

If the underlying by Expiry closes
between the upside and
Breakeven Strikes of the
Strategy, then this Strategy would yield

anywhere
downside

some profit.

Profit Zone(s) in this Strategy:

There are following two profit zones in
this Strategy from Expiry perspective:

(i) If the underlying by Expiry closes
between the downside Breakeven
Strike and PE Short Strike, then
some profit would be generated on
this Strategy. Higher the underlying
closes towards PE Short Strike,
higher will be the profit generated
on this Strategy. If the underlying
closes at (or near) the PE Short
Strike on Expiry, then limited max
profic will be realised on this

Strategy. However, if  the
underlying crosses beyond the BE
Strike on the downside, then

limited loss may be incurred.
(i) If the underlying by Expiry closes
between the PE Short Strike and
upside Breakeven Strike, then some
profit would be generated on this
Strategy. Higher the underlying
closes towards BE Strike on the
upside, lower will be the profit
generated on this Strategy. If the
underlying closes at (or near) the PE
Short Strike on Expiry, then limited
max profit will be realised on this

the
underlying crosses beyond the BE

However, if

Strategy.
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beyond the BE Suike on the
upside, then limited loss may be
incurred on Expiry of the Short leg
in this Strategy.

Strike on the upside, then limited
loss may be incurred on Expiry of
the Short leg in this Strategy.

Options behaviour:

This Strategy is basically adopted to
benefit from Theta decay on the CE
Short primary leg initiated on closer
Expiry series, which has higher
Theta decay than the Theta decay
on CE Long leg initiated on farther
Expiry, even though both CE Short
and CE Long are initiated on ATM
strikes of respective Expiry series.

Since, intention on this Strategy is
to generate profit out of faster
Theta decay on CE Short leg,
therefore it must be targeted that
sufficient premium value credit is

received on the CE Short leg.

Higher the Premium credit on
Short leg, lower the risk / Max Loss
on the Strategy, because the Max
Loss would be the Net premium
Debit
Strategy.

incurred on the overall

This Strategy is designed for a
rangebound underlying to mild
bullish move in the underlying,
such that the underlying is not
expected to breach the Breakeven
Strike(s) of the Strategy , to reap
Profit on the Strategy.

In case of mild bullish move of the
the leg
generates profit due to erosion in its
Value with

underlying, primary

Time approaching

Options behaviour:

This Strategy is basically adopted to
benefit from Theta decay on the PE
Short primary leg initiated on closer
Expiry series, which has higher
Theta decay than the Theta decay on
PE Long leg initiated on farther
Expiry, even though both PE Short
and PE Long are initiated on ATM
strikes of respective Expiry series.

Since, intention on this Strategy is to
generate profit out of faster Theta
decay on PE Short leg, therefore it
must be targeted that sufficient
premium value credit is received on

the PE Short leg.

Higher the Premium credit on Short
leg, lower the risk / Max Loss on the
Strategy, because the Max Loss
would be the Net premium Debit
incurred on the overall Strategy.

This Strategy is designed for a
rangebound underlying to mild
bearish move in the underlying, such
that the underlying is not expected
to breach the Breakeven Strike(s) of
the Strategy, to reap Profit on the
Strategy.

In case of mild bearish move of the
the  primary leg
generates profit due to erosion in its
Value with
Expiry; and the hedged leg generates

underlying,

Time approaching
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Expiry; and the hedged leg
generates profits due to mild bullish
move. However, in case of extreme
gapup or bullish move beyond the
upside Breakeven Strike of the
Strategy, both CE short leg and CE
Long leg may become an ITM and
both would rise in their premium
value and the Strategy may yield
some loss and may require
adjustments to be made. However,
in this situation, the CE short leg
even if it becomes an ITM, would
have some Time Value left (which
may be lost on irs Expiry, thus
reducing the final premium value of

the CE Short Strike).

However, if the underlying falls
down heavily (or makes a huge
gapdown), then in such extreme

bearish
underlying would close by Expiry

situation, when the
crossing below the downside BE
Strike, this Strategy can yield a
limited max loss upto a maximum
extent of the Net Premium Debit
incurred on the overall Strategy.

Slight rise in Volatility may not
adversely impact this Strategy, as
slight rise in Volatility would be
favourable to the CE Long leg.
Further, slight rise in Volatility may
adversely impact the CE Short leg,
however, if the underlying by
Expiry remains between the
Breakeven Strike(s) of the Strategy
then CE Short leg would also
generate some profit due to erosion
in its Time Value by its Expiry
(thereby nullifying the adverse impact
of rise in its premium value due to

profits due to mild bearish move.
However, in case of extreme
gapdown or bearish move below the
downside Breakeven Strike of the
Strategy, both PE short leg and PE
Long leg may become an ITM and
both would rise in their premium
value and the Strategy may yield
some loss and may require
adjustments to be made. However,
in this situation, the PE short leg
even if it becomes an ITM, would
have some Time Value left which
may be lost on its Expiry, thus reducing
the final premium value of the PE

Short Strike).

However, if the underlying rises up
swiftly (or makes a huge gapup), then
in such extreme bullish situation,
when the underlying would close by
Expiry crossing above the upside BE
Strike, this Strategy can yield a
limited max loss upto a maximum
extent of the Net Premium Debit
incurred on the overall Strategy.

Slight rise in Volatility may not
adversely impact this Strategy, as
slight rise in Volatility would be
favourable to the PE Long leg.
Further, slight rise in Volatility may
adversely impact the PE Short leg,
however, if the underlying by Expiry
remains between the Breakeven
Strike(s) of the Strategy then PE
Short leg would also generate some
profit due to erosion in its Time
Value by its Expiry (¢hereby nullifying
the adverse impact of rise in its
premium value due to slight rise in
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slight rise in Volatility) as it becomes
zero when it expires as an OTM).

e Falling state of Volatility may be
favourable to this Strategy, as the
drop in Volatility will erode the
Premium value of both the primary
leg and the hedged leg. However,
the fall in Voladlity is likely to
eventually cause more drop in the
Premium of the primary Short leg
than the hedged Long leg, as the fall
in Voladlity will get a further
impetus by the higher Theta impact
on the primary Short leg.

Volatility) as it becomes zero when it
expires as an OTM.

e Falling state of Volatility may be
favourable to this Strategy, as the
drop in Volatility will erode the
Premium value of both the primary
leg and the hedged leg. However, the
fall in Volatility is likely to eventually
cause more drop in the Premium of
the primary Short leg than the
hedged Long leg, as the fall in
Volatility will get a further impetus
by the higher Theta impact on the
primary Short leg.

If trade goes as per plan and underlying
remains rangebound:

If the movement of the underlying
remains sluggish and rangebound, then
the Theta impact would cause erosion in
the Premium value of both CE Long and
CE Short leg. However, CE Short leg
would suffer more from Theta decay/
erosion in its Time Value than the CE
long leg and thus the Strategy would

generate profit on overall basis.

If trade goes as per plan with limited
bullish move:

If the underlying remains limited bullish,
with underlying being slightly below the
upside Breakeven Strike of the Strategy,
then the CE Long leg will generate profit
the

underlying and less erosion in its Time

due to mild bullish move in

Value by virtue of being on a farther
Expiry series. Further, the CE Short leg
would also generate profit to the extent
of erosion in its Time Value due to
expiry Theta effect. Thus, the Strategy

would generate profit on overall basis.

If trade goes as per plan and underlying
remains rangebound:

If the movement of the underlying
remains sluggish and rangebound, then
the Theta impact would cause erosion in
the Premium value of both PE Long and
PE Short leg. However, PE Short leg
would suffer more from Theta decay/
erosion in its Time Value than the PE
long leg and thus the Strategy would

generate profit on overall basis.

If trade goes as per plan with limited

bearish move:

If the underlying remains limited bearish,
with underlying being slightly above the
Breakeven Strike of the
Strategy, then the PE Long leg will

downside

generate profit due to mild bearish move
in the underlying and less erosion in its
Time Value by virtue of being on a farther
Expiry series. Further, the PE Short leg
would also generate profit to the extent of
erosion in its Time Value due to expiry
Theta effect. Thus, the Strategy would

generate profit on overall basis.
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If trade goes as per plan with limited

If trade goes as per plan with limited

bearish move:

If the limited
bearish, with underlying closing above
the downside Breakeven Strike of the
Strategy, then the CE Short will expire as

underlying remains

an OTM yielding its entire Premium
Credit as profit; but the CE Long leg will
generate less loss due to relatively less
erosion in its Time Value by virtue of
being on a farther Expiry series. Thus,
the Strategy would generate profit on
overall basis.

If trade does not go as per plan:

o If the underlying gets into extreme
downtrend (or huge gapdown),
then the CE Short leg will generate
profit due to erosion in its premium
value, may be to the maximum
extent of premium credit received
on the CE Short leg. However, the
CE Long will generate limited loss
to the extent of Premium paid.
However, since, the overall Strategy
is a Net Premium debit Strategy,
therefore, in case of extreme bearish
move in the underlying (crossing
below the downside Breakeven Strike
of the Strategy), the overall Strategy
my yield Max Loss to the extent of
the Net Premium debit incurred on
the Strategy. This Max
situation may be mitigated by

Loss

making certain adjustments (as
discussed below here).

o If the underlying gets into a strong
bullish momentum or huge gapup
(as against a limited bullish move as
originally expected in the Strategy),
then the hedged leg of CE Long will

bullish move:

If the underlying remains limited bullish,
with underlying closing below the upside
Breakeven Strike of the Strategy, then the
PE Short will expire as an OTM yielding
its entire Premium Credit as profit; but
the PE Long leg will generate less loss due
to relatively less erosion in its Time Value
by virtue of being on a farther Expiry
series. Thus, the Strategy would generate
profit on overall basis.

If trade does not go as per plan:

o If the underlying gets into extreme
uptrend (or huge gapup), then the
PE Short leg will generate profit due
to erosion in its premium value, may
be to
premium credit received on the PE
Short leg. However, the PE Long
will generate limited loss to the

the maximum extent of

extent of Premium paid. However,
since, the overall Strategy is a Net
Premium debit Strategy, therefore,
in case of extreme bullish move in
the underlying (crossing above the
upside  Breakeven  Strike of  the
Strategy), the overall Strategy my
yield Max Loss to the extent of the
Net Premium debit incurred on the
Strategy. This Max Loss situation
may be mitigated by making certain
adjustments (as discussed below here).

o If the underlying gets into a strong

bearish  momentum or  huge
gapdown (as against a limited bearish
move as originally expected in the
Strategy), then the hedged leg of PE
Long will generate profit. But with

the underlying falling fast (crossing




The Intelligent F&O Trader: Volume IT

But with the
underlying rising fast (crossing above
the upside Breakeven Strike of the
Strategy), the leg
comprising of CE Short leg will

generate  profit.

primary

generate loss and if the strong
bullish momentum continues in
the underlying, then potential loss
that may arise on the Strategy may
need to be contained by making
certain adjustments (as discussed

below here).

below the downside Breakeven Strike
of the Strategy), the primary leg
comprising of PE Short leg will
generate loss and if the strong bearish
the
underlying, then potential loss that

momentum  continues  in
may arise on the Strategy may need
to be contained by making certain
adjustments (as discussed below here).

Adjustments (if the underlying gets into

Adjustments (if the underlying gets into

a_downward trend and this Strategy
does not go as per plan):

This strategy is a Debit Calendar Spread,
therefore, the Net Premium (ie the
difference between the Premium paid on
hedged leg and the Premium collected in
the primary leg) could be the max loss on
the Strategy from Expiry perspective (i.e.
expiry of the CE Short leg), in case of a
huge gapdown / bearish momentum
trend in the underlying.

The following adjustments can be
considered to cover up for the potential
loss that may occur in this Strategy to the
max extent of Net Premium debit
incurred on the overall Strategy: (i) Short
CEs; or (ii) Long PEs. These adjustments
are discussed below.

(i) Counter Adjustment through
Short Option: Far OTM CEs of
same Expiry series as that of the
hedged leg, above the Resistance
level, having an aggregate
Premium credit received on these
fresh Short CEs equivalent (or
more) to the Net Premium paid

on the Strategy can be sold (i.c.

an upward trend and this Strategy does
not go as per plan):

This strategy is a Debit Calendar Spread,
the
difference between the Premium paid on
hedged leg and the Premium collected in the
primary leg) could be the max loss on the

therefore, the Net Premium (i.e.

Strategy from Expiry perspective (i.e.
expiry of the PE Short leg), in case of a huge
gapup / bullish momentum trend in the
underlying.

The

considered to cover up for the potential

following adjustments can be

loss that may occur in this Strategy to the
of Net
incurred on the overall Strategy: (i) Short
PEs; or (ii) Long CEs. These adjustments
are discussed below.

max extent Premium debit

(i) Counter Adjustment through Short
Option: Far OTM PEs of same
Expiry series as that of the hedged
leg, below the Support level,
having an aggregate Premium
credit received on these fresh Short
PEs equivalent (or more) to the
Net Premium paid on the Strategy
can be sold (i.e. additional Short
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(i)

additional Short CEs). Idea in this
adjustment is to pick up suitable
Far OTM CE:s for Shorting, such
that this Far OTM CEs expires
worthless as an OTM on Expiry
(even if the downtrend again reverses
on the bullish side) thereby giving
full Premium at which Short is
initiated as profit. The additional
CE Shorts can be initiated on such
aggregate Premium so as to cover
the Net
amount on the original Strategy.
As these additional CE Short
would most likely be executed
the
downtrend, therefore, these
additional CE Shorts would be on
lower CE Strikes than original CE
Short  Strikes.
sufficient premium value is not
available on the Far OTM CE
Shorts of the Current Expiry series
(i.e. same Expiry series as that of the
CE Short primary leg), then these
additional CE Shorts may be
initiated on Far OTM CEs above
a suitable Resistance level, of even
Next Week (or even Next-to-Next
Week) Expiry series. However,

for Premium debit

upon commencement of

However, if

selling additional CEs will require
higher margin / capital to Short
CEs and MTM requirements will

also have to be met.

through
Long PEs: If the downtrend is
expected to be trending and

Counter Adjustments

continued  bearish in  the
underlying with strong
momentum, then it would be
advisable to initiate Counter

(i)

PEs). Idea in this adjustment is to
pick up suitable Far OTM PEs for
Shorting, such that this Far OTM
PEs expires worthless as an OTM
on Expiry (even if the uptrend again
reverses on the bearish side) thereby
giving full Premium at which Short
is initiated as profit. The additional
PE Shorts can be initiated on such
aggregate Premium so as to cover
for the Net Premium debit amount
on the original Strategy. As these
additional PE Short would most
likely  be
commencement of the uptrend,
therefore, these additional PE
Shorts would be on higher PE
Strikes than original PE Short
Strikes.
premium value is not available on
the Far OTM PE Shorts of the
Current Expiry series (i.e. same
Expiry series as that of the PE Short
primary leg), then these additional

executed upon

However, if sufficient

PE Shorts may be initiated on Far
OTM PEs below a suitable Support
level, of even Next Week (or even
Next-to-Next Week) Expiry series.
However, selling additional PEs will
require higher margin / capital to
Short PEs and MTM requirements
will also have to be met.

Counter  Adjustments  through
Long CEs: If the uptrend is

expected to be trending and
continued bullish in the underlying

with strong momentum, then it

would be advisable to initiate
Counter  Adjustments  through
Long CE in Near OTMs

(pertaining to Expiry series on
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Adjustments through Long PE in
Near OTMs (pertaining to Expiry
series on which Long CEs are
initiated). The number of Long
PEs should be such that this PE
Long leg must be on higher Delta
on aggregate basis than the existing
CE Long leg. Inidating such PE
Long position will help cover the
max loss that may be incurred on
the Strategy to the extent of Net
Premium debit on the Strategy.
However, this PE Long positions
must only be added when there is
strong conviction of continuation
of bearish momentum. Also,
of naked Long PE
positions as Counter Adjustment
in this situation, Bear PE Debit
Spread can also be initiated.

instead

However, even this PE Spread

must be executed with such
quantity, such that the Net Delta
of the Spread must be higher than
the Delta of the CE long leg on

aggregate basis.

Adjustments (if the underlying gets into
super bullish momentum and the

limited bullish move in this Strategy
does not go as per plan):

The original Call Calendar Spread
Strategy is basically adopted to benefit
from Theta decay on the Short leg
initiated Expiry
However, if the underlying gets in a

on closer series.
strong bullish momentum or makes a
huge gapup, then the hedged leg of CE
Long will generate profit. But with the
underlying rising fast, the primary CE
Short leg will generate loss, which if by
its Expiry crosses above the Breakeven

which Long PEs are initiated). The
number of Long CEs should be
such that this CE Long leg must be
on higher Delta on aggregate basis
than the existing PE Long leg.
Inidating such CE Long position
will help cover the max loss that
may be incurred on the Strategy to
the extent of Net Premium debit on
the Strategy. However, this CE
Long positions must only be added
when there is strong conviction of
bullish

momentum. Also, instead of naked

continuation of

Long CE positions as Counter
Adjustment in this situation, Bull
CE Debit Spread can also be
initiated. However, even this CE
Spread must be executed with such
quantity, such that the Net Delta of
the Spread must be higher than the
Delta of the PE long leg on
aggregate basis.

Adjustments (if the underlying gets into

super bearish momentum and the

limited bearish move in this Strategy
does not go as per plan):

The Put Calendar Spread
Strategy is basically adopted to benefit

original

from Theta decay on the Short leg
initiated on closer Expiry series. However,
if the underlying gets in a strong bearish
momentum or makes a huge gapdown,
then the hedged leg of PE Long will
generate profit. But with the underlying
falling fast, the primary PE Short leg will
generate loss, which if by its Expiry crosses
below the Breakeven Strike of the hedged
leg, then the PE Short position will
become an ITM. Even though the PE
Long may also become an I'TM in case of
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Strike of the hedged leg, then the CE
Short position will become an ITM.
Even though the CE Long may also
become an ITM in case of such huge
bullish momentum in the underlying,
but overall the Strategy may yield some
loss.

Having said above, the loss situation on
the Strategy, which may arise due to a
strong momentum bullish move in the
underlying can be mitigated by making
following adjustments: (i) Long CE; or
(i) Short PE. These adjustments are
explained below:

(i) Counter Adjustment through
Long Option: If there seems to be

a  trending  uptrend  with
momentum, then additional CEs
can be bought (Long CE) of the
same Expiry series as that of the
hedged leg (so as to keep Theta
impact relatively lower on these
additional CEs than that of the
primary CE Short leg). Buying CEs
to protect the upside risk in the
hedged leg of this Strategy, will add
up another  debit
therefore this CE Long should only

be prudent to initiate only if there

position,

is strong momentum for the
upward direction. This Long CE
help the

accruing on the Strategy due to

will overcome loss

super bullish move. However,
Long CEs should be initiated at
Strike having Delta value higher
than the current Delta value of the
Short CE leg (i.e. at a lower Strike
than the CE sell Strike), so that in
case of continuation of strong

Long CEs should

uptrend,

such huge bearish momentum in the
underlying, but overall the Strategy may
yield some loss.

Having said above, the loss situation on
the Strategy, which may arise due to a
strong momentum bearish move in the
underlying can be mitigated by making
following adjustments: (i) Long PE; or (ii)
Short CE. These

explained below:

adjustments  are

(i) Counter Adjustment through Long
Option: If there seems to be a

trending downtrend with
momentum, then additional PEs
can be bought (Long PE) of the
same Expiry series as that of the
hedged leg (so as to keep Theta
impact  relatively lower on  these
additional PEs, than thar of the
primary PE Short leg). Buying PEs
to protect the downside risk in the
hedged leg of this Strategy, will add
up another debit position, therefore
this PE Long should only be
prudent to initate only if there is

the
downward direction. This Long PE

strong  momentum  for
will help overcome the loss accruing
on the Strategy due to super bearish
move. However, Long PEs should
be initiated at Strike having Delta
value higher than the current Delta
value of the Short PE leg (i.c. at a
higher Strike than the PE sell
Strike), so that in
continuation of strong downtrend,

case of

Long PEs should generate more
profit than the loss generated by the
Short PEs on the primary leg. Also,
the  likely

downtrend momentum, suitable

depending

upon
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(i)

generate more profit than the loss
generated by the Short CEs on the
primary leg. Also, depending upon
the likely uptrend momentum,
suitable number of Long CEs can
be considered to be added as an
adjustment to absorb or outweigh
the loss in the Strategy. Suitable
number of Long CEs can be added,
so as to ensure that the overall
Delta position on aggregate basis
on the Strategy become positive. If
the Long CEs generates profit
covering up the loss generated by
the CE Short leg, then it would be
advisable to immediately book the
profit on the Strategy and exit.
This Counter Adjustment can also
be done by initiating Bull CE
Spread  Strategy instead of
initiating naked Long CEs. But in
case of such Bull CE Spread too, it
must be ensured that the Delta
the

remains positive so as to generate

value of overall

Strategy

overall profit on the Strategy due
to continued bullish momentum.

Counter  Adjustment through

Short PEs: The loss accruing in the
Short  leg bullish
momentum the
underlying can also be adjusted by
Shorting Far OTM PEs, which are
below the Support level. Far OTM
PEs of same Expiry series as that
of the primary CE Short leg,
below the Support level, having
reasonable Premium credit (so as
to further enhance the Breakeven
Strike by adding premium credits
on the Strategy) can be sold. Idea

due to
move in

in this adjustment is to pick up a

(i)

number of Long PEs can be
considered to be added as an
adjustment to absorb or outweigh
the loss in the Strategy. Suitable
number of Long PEs can be added,
so as to ensure that the overall Delta
position on aggregate basis on the
Strategy become negative. If the
Long PEs generates profit covering
up the loss generated by the PE
Short leg, then it would be advisable
to immediately book the profit on
the Strategy and exit. This Counter
Adjustment can also be done by
initiating Bear PE Spread Strategy
instead of initiating naked Long
PEs. But in case of such Bear PE
Spread too, it must be ensured that
the
Strategy remains negative so as to
the

Strategy due to continued bearish

Delta value of the overall

generate overall profit on

momentum.

Counter Adjustment through Short

CEs: The loss accruing in the short
leg due to bearish momentum move
in the underlying can also be
adjusted by Shorting Far OTM
CEs, which are above the Resistance
Far OTM CEs of same
Expiry series as that of the primary
PE Short leg, above the Resistance
level, having reasonable Premium
credit (so as to further enhance the
Breakeven Strike by adding
premium credits on the Strategy)
can be sold. Idea in this adjustment
is to pick up a suitable Far OTM
CEs for Shorting, such that this Far
OTM CEs expires worthless as an
OTM on Expiry (even if the

downtrend again reverses on  the

level.
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suitable Far OTM PEs for
Shorting, such that this Far OTM
PEs expires worthless as an OTM
on Expiry (even if the uptrend again
reverses on the bearish side) thereby
giving full Premium at which PE
Short is initiated as profit. If,
however, sufficient premium value
is not available on the Far OTM
PE Shorts of the Current Expiry
series (i.e. same as that of the CE
Short primary leg), then these PE
Shorts may be initiated on Far
OTM PEs below the suitable
Support level, of even Next Week
(or even Next-to-Next Week)
Expiry series in order to take the
Delta benefit of bullish move.
However, selling additional PEs
will require higher margin / capital
to Short PEs and MTM
requirements will also have to be
met.

bullish side) thereby giving full
Premium at which CE Short is
initiated as profit. If, however,
sufficient premium value is not
available on the Far OTM CE
Shorts of the Current Expiry series
(i.e. same as that of the PE Short
primary leg), then these CE Shorts
may be initiated on Far OTM CEs
above the suitable Resistance level,
of even Next Week (or even Next-
to-Next Week) Expiry series in
order to take the Delta benefit of
bearish move. However, selling
additional CEs will require higher
margin / capital to Short PEs and
MTM requirements will also have
to be met.
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SHORT STRANGLE & IRON CONDOR

When a view is formed that irrespective of the intermittent directional
movement of the underlying, eventually the underlying is expected to remain
within a defined range; then such view can be played out by a neutral strategy
employing Short Options positions which defines a range within which the
underlying is expected to remain by Expiry of those Options.

Thus, when the view on the underlying is that it is expected to remain
within a range upto the Expiry of relevant Options, and the same is played out
by Shorting Naked Far OTM CE & PE Options pertaining to that Expiry series
(by which the underlying is expected to remain in a range or sideways movement),
then such a Strategy is called Short Strangle. In Short Strangle Strategy, Far
OTM CE & Far OTM PE are sold in equal quantity, on the same underlying,
pertaining to same Expiry series. In this Strategy, the expectation is that the
underlying will remain, until the Expiry of the Options Shorted, between the
Strike levels where the Shorts have been initiated. Short Strangle involves naked
Short positions on CE & PE Options (involving two legs only). This Strategy
generates Limited Profit, but may also generate Unlimited Loss if the range is

breached by the underlying.

However, when the Short Strangle (naked Strategy) is hedged with Long
Options on even Far OTM Strikes (than the Strikes at which Short has been or
intended to be initiated as part of Short Strangle Strategy), then such Strategy is
called Iron Condor. In Iron Condor Strategy, there is (i) Far OTM CE Short
(CE primary leg) and even Far OTM CE Long (CE hedged leg), in equal
quantity, on the same underlying pertaining to same Expiry series; and (ii) Far
OTM PE Short (PE primary leg) and even Far OTM PE Long (PE hedged leg),
in equal quantity, on the same underlying pertaining to same Expiry series. In
essence, Iron Condor is pairing of Bear Call Credit Strategy and Bull Put Credit
Strategy; and in aggregate involves 4 legs. Like in Short Strangle, in Iron Condor
too, the expectation is that the underlying will remain, until the Expiry of the
Options Shorted, between the Strike levels where the Shorts have been initiated;
however hedged legs are added to the both the Short legs of Short Strangle in

order to ensure that:
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(i) if the underlying happens to slip upwardly beyond the Strike at
which CE Short is initiated, by Expiry of the CE Options Shorted,
then the CE hedged leg will cover up for the losses (to some extent)
that may be incurred on the CE primary leg, thereby converting the
unlimited Max Loss situation of Short Strangle into Limited Max

Loss in Iron Condor; and

(ii)  if the underlying happens to slip downwardly beyond the Strike at
which PE Short is initiated, by Expiry of the PE Options Shorted,
then the PE hedged leg will cover up for the losses (to some extent)
that may be incurred on the PE primary leg, thereby converting the
unlimited Max Loss situation of Short Strangle into Limited Max

Loss in Iron Condor.

Thus, Iron Condor is a Strategy which generates Limited Profit, but also
has limited risk (as it will generate Limited Max Loss, if the range is breached by
the underlying).

With this background, now let us delve into discussing the Short Strangle
Strategy and Iron Condor Strategy in detail. Both these Strategies are analysed
and discussed side-by-side in the table below:

e Short PE of Far OTM Strike (primary
PE leg)

Equal number of Lots in both primary legs;
and both Short legs must be of same Expiry
series.

Further, CE Short and PE Short must be of

nearly same Premium value.

Short Strangle Strategy Iron Condor Strategy
Trade Legs: Trade Legs:
e Short CE of Far OTM Suike (primary e Short CE of lower Far OTM
CE leg); and Strike with higher Premium (CE

primary leg)

Long CE of higher Far OTM
Strike with lower Premium (CE
hedged leg); and

Short PE of higher Far OTM
Strike with higher Premium (PE
primary leg)

Long PE of lower Far OTM
Strike with lower Premium (PE
hedged leg)
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All the 4 legs (i.e. two Short legs & two
Long legs) would be of same Expiry
series, with equal quantity in each of
the aforesaid four legs.

The CE Short and PE Short must be of
nearly same Premium value. The CE
Long and PE Long must be of nearly

same Premium value.

It is a hedged Short Strangle, making a
pair of Bear CE Credit Strategy and

Bull PE Credit Strategy.
Example: Example:

IfATM is ar 17000, then for Short Strangle:

o Sell 3 Lots Nifty 17500 CE of Current
Week Expiry (ar Rs. 155 per Lot); and

o Sell 3 Lots Nifty 16500 PE of Current
Week Expiry (at Rs. 135 per Lot)

If ATM is ar 17000, then for Iron
Condor:

o Sell 20 Lors Nifly 17500 CE of
Current Month Expiry (ar Rs. 150
per Lot)

o Buy 20 Lors Nifly 17800 CE of
Current Month Expiry (at Rs. 65
per Lot); and

o Sell 20 Lors Nifiy 16500 PE of
Current Month Expiry (ar Rs. 165
per Lot)

e Buy 20 Lots Nifly 16200 PE of
Current Month Expiry (at Rs. 75
per Lot)

Objective:

Objective is to play a Neutral / Non-
directional or sideways / rangebound view,
through selling Far OTM CEs and PEs
(both as the primary leg), as the expectation
is that the underlying will remain, until the
Expiry of the Options Shorted, between the
Strike levels where the Shorts have been
initiated.

Objective:

Objective is to play a Neutral / Non-
directional or sideways / rangebound
view, through selling Far OTM CEs
and PEs (both as the primary legs), as
the expectation is that the underlying
will remain, until the Expiry of the
Options Shorted, between the Strike
levels where the Shorts have been
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Far OTM CE Short leg defines the upper
range; and Far OTM PE Short leg defines
the within  which the
underlying is expected to remain in this
Strategy. Farther the OTM strikes from the
ATM, broader the range gets (but the
Premium on OTM Strikes keeps getting

lower range:

lower). Thus, basis technical analysis and
availability of decent Premium values on
Far OTM Strikes, this Strategy may be

implemented.

Itis a Net Credit Strategy, as both the Short
legs get the credit of the Premium at which

OTM  Strike sold.
Accordingly, this Strategy generates limited

far Options are
profit to the maximum extent of Premium
collected on both the Short legs, if the
underlying remains within the range
defined by Shorting the two Options by

Expiry of those Options.

initiated, just like in a naked Short
Strangle Strategy.

Also, in this Strategy: Far OTM CE
Short leg defines the upper range; and
Far OTM PE Short leg defines the
which the
underlying is expected to remain in this
Strategy. Farther the OTM Strikes
from the ATM, broader the range gets
(but the Premium on OTM Strikes
keeps getting lower). Thus, basis

lower range: within

technical analysis and availability of
decent Premium values on Far OTM
Strikes,  this
implemented.

Strategy may be

Further, in this Strategy: in order to
mitigate the risk / loss that may arise if
the primary Short legs are breached by
the underlying, Long Options are also
the
primary Short legs, such that this
hedged  Short
Strangle, comprising of a pair of Bear
CE Credit Strategy and Bull PE Credit
Strategy.

Thus, in effect, Condor
comprising of Bull PE Credit Strategy

initiated simultaneously ~with

Strategy  becomes

Iron

and Bear CE Credit Strategy, converts
the naked Short Strangle into a hedged
Short Strangle so as to cover and limit
the unlimited loss that may arise in a
naked Short Strangle positions, to a
limited Max Loss situation, if the
underlying breaches the primary Short
legs (on either side) and gets trending
in that direction.
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Demerits:

of naked Short

It comprises
positions.

Since this Strategy is implemented
by Shorting Far OTM CEs and PEs,
it requires more capital/ margin and
also sufficient capital for MTM
adjustments also need to be ensured.

This limited

profit to the maximum extent of If

Strategy generates

there is a Voladility spike, then both
the Short legs, will get adversely
impacted but the Long leg would get
favourably impacted, as there will
addition of Time Value in the
premium of both the Short & Long
Options. This Volatility spike may
exhibit virtual loss on the Strategy
(even if there is not much movement in
the underlying in any particular
direction)Premium collected on both
the Short legs, if the underlying
remains within the range defined by
Shorting the two Options by Expiry
of those Options.

The underlying as expected must
remain within the range defined in
this Strategy by Shorting Options at
the relevant Strike, by Expiry of the
Options Shorted. If the underlying
breaks out and breaches the range
beyond the Breakeven Strike of the
Shorted Option, then this Strategy
may yield unlimited loss. Thus, this
Strategy is the kind with limited

profit and unlimited loss.

During low Volatility period,
sufficient Premium may not be

available in Far OTM CEs and PEs,

Demerits:

Since, in this Strategy on each
CE and PE sides, there is one
Short position initated at a
higher Premium; and a Long
position initiated at a lower
Premium. Thus, each of the CE
and PE legs have a Net
Premium Credit (i.e. Premium
credit received on Short leg —
Premium paid on Long leg). This
Net Credit Premium on Iron
Condor Strategy is less than the
aggregate Premium Credit on
Short Strangle (initiated on same
Short Strikes, as that of in Iron
Condor). Therefore, the
quantum of profit is less in Iron
Condor than in Short Strangle
if the underlying remains on
Expiry within the range defined
by the Short legs (initiated on
the same Strikes in Iron Condor
and Short Strangle).

Since, in this Strategy, the Net
Credit Premium is less than the
aggregate
collected in Short Strangle,
therefore, the Breakeven Strike
(upto  which profitability is

Premium  Credit

likely) in this Strategy gets
reduced as compared to that in
Short Strangle (even when Shorts
are initiated at the same Strikes in
Iron Condor and Short Strangle).

This Strategy has limited profit

potential.

If there is a Volatility spike, then
both the Short legs, will get
adversely impacted but the
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making this Strategy not viable from
quantum of profit perspective.

If there is a Voladlity spike, then
both the Short legs, will get adversely
impacted as there will be addition of
Time Value in the premium of both
the Options (even if there is not
much movement in the underlying
in any particular direction). This
volatility spike may exhibit virtual
loss on the Strategy.

Long leg would get favourably
impacted, as there will addition
of Time Value in the premium
of both the Short & Long
Options. This Volatility spike
may exhibit virtual loss on the
Strategy (even if there is not much
movement in the underlying in
any particular direction).

Benefits of Short Strangle:

This Strategy is suitable for a
rangebound / sideways view. A
rangebound movement of the
underlying within the range defined
by Shorting Far OTM Strike CEs
and PEs, generates profit in both the
Far OTM Short legs due to erosion
of time value owing to such
movement in the underlying. This
Strategy is suitable when the range of
the expected movement in the
underlying is wider; and for narrow
range Short Straddle Strategy may be

considered.

With the passage of time, if the
underlying remains within the range
as expected, then both the Short legs
continues to be OTM Strikes and
starts getting profitable due to the
rising Theta impact. If by Expiry of
the Options Shorted, if the
underlying within  the
defined range in this Strategy then
both the Shorted legs would expire

worthless as OTM, generating entire

remains

Benefits of Iron Condor:

It is a hedged Strategy (i.e. Iron
Condor is hedged Short Strangle).
The unlimited Max Loss in

naked Short
capped to a pre-defined limited

Strangle  gets

Max Loss in Iron Condor.

This Strategy is suitable for a
rangebound / sideways view. A
rangebound movement of the
underlying within the range
defined by Shorting Far OTM
Strike CEs and PEs, generates
profit in both the Far OTM
Short legs due to erosion of
Time Value owing to such
movement in the underlying.
This Strategy is suitable when
the range of the expected
movement in the underlying is
wider; and for narrow range

Short Straddle /
Strategy may be considered.

Iron Fly

Since, it is a hedged Strategy,
the capital / margin required is
less as compared to Short
Strangle and the need for any
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aggregate Premium collected on this
Strategy as profit.

In this Strategy, two factors help in
generating  profit: (i) rangebound
move in the underlying; and (ii)
Theta impact on the primary leg.
Therefore, this Strategy is a high
winning probability Strategy if the
defined range is maintained by the
underlying.

Due to the increasing Theta impact
with the approach of Options
Expiry, this Strategy becomes
suitable for deployment near Expiry
if the view is aligned and favourable.

It is a Credit Strategy. Since both
Short legs comprises of selling Far
OTM Strikes, the Premium on both
Short legs is the amount of aggregate
Premium collected. Accordingly, in
this Strategy, the aggregate Credit of
Premium need to be protected for
profit in this Strategy.

The aggregate Credit Premium
collected on both Short legs,
increases the loss area in this Strategy
by defining the Breakeven Strike.
Thus, from Expiry perspective, the
underlying must not go down and
cross below the Breakeven Strike of
PE Short Strike and on the upper
side the underlying must not go up
and cross above the Breakeven Strike
of CE Short Strike (the Breakeven
Strikes in this Strategy are discussed
below here).

Volatility crash is favourable on the
Strategy, as the reduction in
volatility causes erosion in the Time

MTM requirements would also
be relatively less.

Since, less capital is required to
implement this Strategy as
compared to Short Strangle,
more quantity/ Lots can be
initiated in this Strategy for
same amount of capital as
compared to the Short Strangle.

While this Strategy has 2 Short
Options (as primary legs) and 2
Long Options (as hedged legs),
this Strategy is a Net Premium
Credit Strategy as the Shorts are
initiated at higher Premium
than the Longs on the respective
CE / PE sides between their
primary and hedged legs.

Since this a hedged Strategy,
therefore, any breakout by the
underlying before Expiry on
cither side of the defined range
is covered by the Long Options
hedged leg on that side. Thus,
this Strategy helps curtail the
unlimited loss situation that
may arise in Short Strangle,
owing to the Long Options
positions added in this Strategy
(provided such Long Options do
not  loose  their  Premium
significantly due to Volatility
crash or Theta decay).

This Strategy is suitable for a
rangebound / sideways view. A
rangebound movement of the
underlying within the range
defined by Shorting Far OTM
Strike CEs and PEs, generates
limited profit in both the Far
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Value of both the primary Short legs,
which yield profit on the Strategy.

However, Volatility spike will cause
addition of Time Value in the
premium of both the Options (even
if there is not much movement in the
underlying in  any particular
direction), thus exhibiting virtual
loss on the Strategy. But so long the
Breakeven Strike is not breached on
either side, then inspite of increase in
premium value and virtual loss on
the Strategy due to volatility spike,
there will not be an actual loss
scenario on the Strategy.

OTM Short legs due to erosion
of Time Value owing to such
movement in the underlying.

Further, with the passage of
time, if the underlying remains
within the range as expected,
then both the Short legs
continues to be OTM Strikes
and starts getting profitable due
to the rising Theta impact. If by
Expiry of the Options Shorted,
if the underlying remains within
the defined range in this
Strategy then both the Short &
Long legs on either sides would
expire worthless as OTM,
generating entire Net Premium
Credit collected on this Strategy
as profit.

Thus, like in Short Strangle, in
this Strategy too, two factors
help in generating profit: (i)
rangebound move in the
underlying; and (ii) Theta
impact on the primary leg.
Therefore, this Strategy is a high
winning probability Strategy if
the defined range is maintained
by the underlying.

Volatility crash is favourable on
the Strategy, as the reduction in
volatility causes erosion in the
Time Value of both the primary
leg (inspite of erosion even on
the hedged leg), which
ultimately yield profit on the
Strategy.

However, Volatility spike will
cause addition of Time Value in
the premium of both the Long
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& Short legs (even if there is not
much  movement in  the
underlying in any particular
direction), thus exhibiting some
virtual loss on the Strategy. But
so long the Breakeven Strike is
not breached on ecither side,
then inspite of increase in
premium value and virtual loss
on the Strategy due to volatility
spike, there will not be an actual
loss scenario on the Strategy.

The Net Credit Premium
(received on both CE & PE
side), increases the loss area in
this Strategy by defining the
Breakeven Strike. However, as
compared to Short Strangle, the
loss area or the Breakeven Strike
on cither side (upto which
profitability in the Strategy is
ensured) in this Strategy is lesser
than in Short Strangle due to
lesser Net Premium Credit
collected in this Strategy (as
against aggregate Premium credit
collected in  Short  Strangle).
Thus, from Expiry perspective,
the underlying must not go
down and close below the
Breakeven Strike on the PE side;
and on the upper side the
underlying must not go up and
close above the Breakeven Strike
on the CE side Strike (the
Breakeven Strikes in this Strategy
are discussed below here).

This is a limited loss Strategy.

238
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Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

This Strategy comprises of naked CE Short
at Far OTM Strike; and a naked PE Short
at Far OTM Strike.

This is a Credit Strategy as the Premium at
which both Shorts
aggregate basis is the Total Premium

are initiated, on

Credit received.

The CE Short leg determines the upper
range; and the PE Short leg determines the
lower range in this Strategy. The Breakeven
on the upper side (i.e. CE side) and lower
side (i.e. PE side), is determined as follows:

e  The Breakeven Strike on the CE side
(upper side) is: The CE Strike (ar

which Short is initiated) + aggregate

Premium credit received on both CE
& PE Shorts; and

o  The Breakeven Strike on the PE side
is: The PE Strike (at
which Short is initiated) - aggregate
Premium credit received on both CE
& PE Shorts.

lower_side

Thus, if by Expiry of the relevant Options
which have been Shorted, if the underlying
does not breach the aforesaid Breakeven
Strikes (either on the upper side or the
lower side), then this Strategy would yield
profit; but if by Expiry of the relevant
Options, the underlying breaches either
upper or lower side and goes beyond the
relevant Breakeven Strike, then the Strategy
would yield loss. In case of continuous
the underlying
breaching of the Breakeven Strike on either

movement  of after

side by the underlying, an unlimited loss

Expiry perspective:

The upper range comprises of CE
Short primary leg at higher Premium
and CE Long hedged leg at lower
Premium. Thus, there is a Net
Premium Credit on the CE side of Iron
Condor.

Likewise, the lower range comprises of
PE Short primary leg at higher
Premium and PE Long hedged leg at
lower Premium. Thus, there is a Net
Premium Credit on the PE side of Iron
Condor.

The sum of the Net Premium Credit
on the CE and PE Side is the aggregate
Net Premium Credit received in this
Strategy. Accordingly:

o the Breakeven Strike of the CE
side in this Strategy (upper range)
is: CE Short primary leg + the

aggregate Net Premium Credit
in the Strategy; and

e  the Breakeven Strike of the PE
side in this Strategy (lower range)
is: PE Short primary leg - the

aggregate Net Premium Credit
in the Strategy.

Thus, if by Expiry of the relevant
Options, if the underlying does not
breach the aforesaid Breakeven Strikes
(either on the upper side or the lower
side), then this Strategy would yield
profit; but if by Expiry of the relevant
Options, the underlying gets trending
either on the upper side or lower side
the relevant

and goes beyond
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situation would arise (Unlimited Loss
situation).

For example: If ATM is ar 17000, then for
Short Strangle: If Nifty 16500 PE is sold at
Rs. 100 per Lot & Nifty 17500 CE is sold at
Rs. 50 per Lot, then the BE Strike of this
Strategy will be:

On CE'side: 17500 + (100+50) = 17650 CE
Strike; and

On PE side: 16500 - (100+50) = 16350 PE
Strike

Thus, while this Strategy would yield total
aggregate Premium of Rs. 150 per Lot as full
profit if the underlying remains within the
16500 to 17500 range (i.e. the Strikes at
which Shorts have been initiated). However,
if Nifty crosses 17500 Strike upwardly then
this Strategy would not yield loss so long the
Breakeven Strike of 17650 is not breached
upwardly by Nifty till Expiry.

Likewise, if Nifty crosses 16500 Strike
downwardly then this Strategy would not
yield loss so long the Breakeven Strike of
16350 is not breached downwardly by Nifty
till Expiry.

However, in this Strategy, unlimited loss
situation would arise, if either on the upside
(i.e. CE side) or downside (i.e. PE side), the
the

Breakeven Strike level of that particular side

underlying  breaks-out  beyond
and closes by Expiry beyond the BE Level.
Deeper the underlying keeps trending
beyond the BE Level (either on CE side or
PE side), higher would the Loss that would

be generated on this Strategy.

Breakeven Strike on that side, then the
Strategy would yield loss.

In case of continuous movement of the
underlying after breaching of the
Breakeven Strike on either side by the
underlying, and closing downwardly
below the PE Long Strike or closing
above the CE Long Strike, would yield
quantified Max Loss on this Strategy
(Limited Loss situation).

For example: If Nifty 17500 CE is sold
at Rs. 250 per Lot & Nifty 17800 CE is
bought at Rs. 150, for the CE side of this
Strategy; and Nifty 16500 PE is sold at
Rs. 200 per Lot & Nifty 16200 PE is
bought at Rs. 100 per Lot, for the PE side
of this Strategy, then:

the Net Premium Credit received on this
Strategy  will  be:  [(250+200) -
(150+100)] = 450 — 250 = 200

o Breakeven Strike of this Strategy
on upper range (CE side) will be:
17500 + 200 = 17700 CE

o Breakeven Strike of this Strategy
on lower range (PE side) will be:
16500 - 200 = 16300 PE

If the underlying breaches the upper
Breakeven Strike ie. 17700 CE and
keeps trending higher, then limited loss
would accrue on this Strategy on the

upper side.

Likewise, if the underlying breaches the
lower Breakeven Strike i.e. 16300 PE
and keeps trending lower, then limited
loss would accrue on this Strategy on the
down side.
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However, in this Strategy, limited loss
situation would arise, if either on the
upside (i.e. CE side) or downside (i.e.
PE side), the underlying breaks-out
beyond the Breakeven Strike level of
that particular side and closes by
Expiry beyond the Long leg (o7 either
side). Even if the underlying keeps
trending beyond the Long Strike (on
either side), the Limited Max Loss
would remain the same on this

Strategy.

Payoff Chart for Short Strangle
Short Strangle

Max profit

BE Level on GE

Underlying Price —

Pavoff Chart for Iron Condor

Iron Condor

Undarlying Price —

Loss in this Strategy:

Since, this Strategy comprises

of naked

Short legs, therefore if the underlying
breaks the range defined by Shorting
relevant Options, on either side, and starts
trending after crossing beyond the

Breakeven Strike of that side,

then this

Strategy will start yielding unlimited loss
as the underlying keep trending in that

direction and expires outside the

Strike.

Breakeven

In this situation, the Short leg of that side
Option (where the BE Strike is breached)
becomes an ITM. The other side of Short

Loss in this Strategy:

Maximum loss in this Strategy occurs
when the underlying breaks the range
defined by Shorting relevant Options,
on either side, and starts trending after
crossing beyond the Breakeven Strike
of that side and eventually closes by
Expiry either: (i) at or higher than the
CE Long leg of the Strategy; or (ii) at
or lower than the PE Long Strike of the
Strategy.

In this situation, both the Short &
Long leg of that side Option (where the
BE Strike is breached) becomes an ITM.




The Intelligent F&O Trader: Volume IT

242

Option leg becomes even farther OTM.
This situation generates the Unlimited Max
Loss situation on the Strategy.

Level of starting unlimited loss on the
upside (i.e. CE side):

If the underlying, gets bullish and breaches
the Breakeven Strike on the CE side of the
Strategy and closes higher than the BE
Strike on the CE side, then this Strategy
would yield loss on the upside. Higher the
underlying would close by Expiry after
breaching the BE Strike on the CE side,
higher will be the loss. The loss situation is
unlimited, if the underlying keeps trending
higher by Expiry. This is because the CE
Short Strike becomes an ITM (while the CE
Long Strike becomes an even farther OTM).

Level of starting unlimited loss on the
downside (i.e. PE side):

If the underlying, gets bearish and breaches
the Breakeven Strike on the PE side of the
Strategy and closes lower than the BE Strike
on the PE side, then this Strategy would
yield loss on the downside. Lower the
underlying would close by Expiry after
breaching the BE Strike on the PE side,
higher will be the loss. The loss situation is
unlimited, if the underlying keeps trending
lower by Expiry. This is because the PE
Short Strike becomes an ITM (while the PE
Long Strike becomes an even farther OTM).

Impact on loss situation, due to Strike
Difference:

Larger the difference between the Far OTM
CE Short Strike and Far OTM PE Short
Strike, smaller will be the Total Premium
Credit received, hence smaller profit

margin from the Strategy. However, larger
Strike difference between the CE Short &

The other side of Options, both Long
& Short leg becomes even farther
OTM. This situation generates the
Limited Max Loss situation on the
Strategy.

Calculation of Max Loss:

The Max Loss on this Strategy will be
limited and can be pre-calculated.
Maximum Loss in this Strategy is
calculated as:

Max Loss for CE side: is calculated as:

o [Strike difference between CE
Long and CE Short]

minus

o  aggregate of Net Premium
Credit received on CE side ¢ PE
side on this Strategy].

Max Loss for PE side: Is calculated as:

o [Strike difference between PE
Short Strike and PE Long Strike]

minus

o [aggregate of Net Premium
Credit received on CE side ¢ PE
side on this Strategy]

Impact on Max Loss situation, due to
variation in Strike Difference between

CE side & PE side:

If the Strike difference between Short
leg & Long leg, on both CE side and
PE side is same (eg: 300 point difference
between CE Short & CE Long and 300
point difference between PE Short & PE
Long), then the Max Loss would be
same for the CE side as well as for the
PE side. In such case, the amount so




243

F&O Strategies

PE Short legs, enlarges the Breakeven Strike
on both CE side & PE side. Therefore, the
profit range gets even wider with larger
strike difference, which helps curtailing the
loss probability.

Calculation of final loss amount on the
Strategy:

If the underlying closes by Expiry, after
breaching the Breakeven Strike on either
side, then the Loss accrued on the Strategy
on Expiry can be calculated as:

e [the final premium value of Short
Option of the momentum side on
Expiry (i.e. Short leg which becomes /
expires as an [TM)]'®

minus

o [the aggregate Premium Credit
collected by Shorting both CE & PE
Options for the Strategy]

For example: If ATM is ar 17000, then for
Short Strangle: If Nifty 16500 PE is sold at
Rs. 100 per Lot & Nifly 17500 CE is sold at
Rs. 50 per Lot, then the BE Strike of this
Strategy will be:

On CE side: 17650 CE Strike; and
On PE side: 16350 PE Strike.

Therefore, if by Expiry Nifty falls below
16350 and Expiry is at 15850 (as ATM),
then PE Short leg of 16500 will be an ITM
with final LTP of about Rs. 650 (because on
Expiry, final LTP of this PE strike will be

equal to its Intrinsic Value, which is

determined, is said to be the Max Loss
of the Strategy.

However, if the Strike difference
between Short leg & Long leg, on CE
side and PE side is different (eg: 300
point difference between CE Short & CE
Long and 500 point difference between
PE Short ¢& PE Long), then the Max
Loss would be different for the CE side
and the PE side. The side where the
Strike difference is more, would have
Net Premium Credit and
accordingly the BE Level of that side
will also increase. But with increase in

more

BE Level, the Max Loss situation on
that side would also increase. In such
case, the Max Loss of the side where
Strike difference is more, would be the
Max Loss of the Strategy.

Level of starting loss on the Strategy
and Loss Zone:

If the underlying breaks-out and starts
trending after crossing beyond the
Breakeven Strike of either side, then
this Strategy will start yielding loss.
Thus, breaching the BE Level on either
side, is the Level from which loss would
start on the Strategy.

CE_side: 1f the
underlying, gets bullish and breaches
the Breakeven Strike on the CE side of
the Strategy and closes higher than the
BE Strike on the CE side, then this
Strategy would yield loss on the upside.

Loss Zone on the

Higher the underlying would close by
Expiry after breaching the BE Strike on

'8 The final LTP (i.e. Premium value) of the Option, if it expires as an I'TM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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calculated as PE ITM Strike — ATM Strike = |the CE side, higher will be the loss. But
16500 — 15850 = 650). if the underlying closes by Expiry, at or
beyond the CE Long leg (on the higher
strike side) then the Limited Max Loss
Thus, the Loss incurred in this Strategy will |situation would accrue on this Strategy
be: 650 — 150 = Rs. 350 per qty in a Lot, i.e. |(i.e. applicable Max Loss on CE side, as
350 x50 = Rs. 17,500 per Lot. per Max Loss calculations given above).

Thus, the Loss zone on the CE side, is
the BE Strike on the CE side till CE
Long Strike and higher. If the
underlying closes by Expiry within this
Loss Zone, but towards the BE Strike
on the CE side then the loss on the
Strategy will be lower; but if the
underlying closes towards the CE Long
Strike within the zone, then the loss on
the Strategy would be relatively more.
In this Loss zone, the CE Short leg
becomes an ITM, whereas the CE
Long leg remains an OTM.

Loss Zone on the PE side: 1f the
underlying, gets bearish and breaches
the Breakeven Strike on the PE side of
the Strategy and closes lower than the
BE Strike on the PE side, then this
Strategy would yield loss on the

downside. Lower the underlying would
close by Expiry after breaching the BE
Strike on the PE side, higher will be the
loss. But if the underlying closes by
Expiry, at or beyond the PE Long leg
(on the lower strike side) then the
Limited Max Loss situation would
accrue on this Strategy (i.e. applicable
Max Loss on PE side, as per Max Loss
calculations given above).

Thus, the Loss zone on the PE side, is
the BE Strike on the PE side till PE
Long Strike and lower. If the

underlying closes by Expiry within this
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Loss Zone, but towards the BE Strike
on the PE side then the loss on the
Strategy will be lower; but if the
underlying closes towards the PE Long
Strike within the zone, then the loss on
the Strategy would be relatively more.
In this Loss zone, the PE Short leg
becomes an ITM, whereas the PE Long
leg remains an OTM.

Calculation of final loss amount on
the Strategy within the Loss Zone:

If the underlying closes by Expiry
within the Loss Zone (either on CE side
or PE Side), then the Loss on Expiry

will be calculated as:

e [the final premium value of Short
Option of the momentum side on
Expiry (i.e. Short leg which becomes
/ expires as an ITM)]"

minus

e [the Net Premium Credit
collected on the overall Strategy].

For example: If Nifty 17500 CE is sold
at Rs. 250 per Lot & Nifty 17800 CE is
bought at Rs. 150, for the CE side of this
Strategy; and Nifty 16500 PE is sold ar
Rs. 200 per Lot & Nifiy 16200 PE is
bought at Rs. 100 per Lot, for the PE side
of this Strategy, then:

o  the Net Premium Credit received
on  this  Strategy will  be:
[(250+200) — (150+100)] =
450250 = 200.

19 The final LTP (i.e. Premium value) of the Option, if it expires as an I'TM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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e BE Strike on CE side =
17500+200=17700 CE

e  BE Strike on PE side = 16500-
200 = 16300 PE

In the aforesaid example:

Max Loss on the CE side (i.e. if the
underlying breaches the Breakeven Strike
of 17700 CE, will be: [17800-17500] —
[200] = 300-200 = 100 per gty i.e. 100
x 50 = Rs 5000 per Lot. This Max Loss
situation on the upside will arise if the
underlying closes by Expiry at or higher
than the CE Long Strike of 17800.

Max Loss on the PE side (i.e. if the
underlying breaches the Breakeven Strike
of 16300 PE, will be: [16500- 16200]
~ [200] = 300-200 = Rs. 100 per gy i.e.
100 x 50 = Rs. 5000 per Lot. This Max
Loss situation on the downside will arise
if the underlying closes by Expiry at or
lower than the PE Long Strike of 16200.

Here, because the Strike difference on
both CE side and PE side (between the
Short leg & Long leg) is the same (i.e. 300
on both side), therefore, the Max Loss on
both CE side ¢ PE side is same (i.e. Rs.
5000)

However, if by Expiry, Nifty rises above
and closes at 17750 Strike (as ATM),
i.e., within the Loss Zone on the CE side,
then CE Short leg of 17500 will be an
ITM with final LTP of about Rs. 250
(because on Expiry, final LTP of this CE
strike will be equal to its Intrinsic Value,
which is calculated as ATM Strike — CE
ITM Strike = 17750 — 17500 = 250).
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Thus, the Loss incurred in this Strategy
will be: 250 — 200 = Rs. 50 per gty in a
Lot, i.e. 50 x 50 = Rs. 2500 per Lot.

Profit in this Strategy:

Max Profit scenario & amount: By Expiry
of the relevant Options, if the underlying
closes at between the Short CE Strike &
Short PE Strike, then the entire Premium
collected is the Max Profit in this Strategy.

Profit zone: In the event the underlying
moves beyond the Strike at which Shorts
have been initiated but do not cross the
Breakeven Strike of that side, then too this
Strategy would yield some profit.
Therefore, the overall profit zone on the
Strategy ranges from BE Strike on the CE
side to BE Strike on the PE side. If the
underlying closes anywhere within this zone
by Expiry, then the Strategy will generate

profit.

On the CE side: if the underlying closes,
between the CE Short Sturike and the BE
level of the Strategy on the CE side range,
then some profit would be generated by the
Strategy. If the underlying closes by Expiry
near the CE Short Strike within this zone,
then profit will be relatively more; than if
the underlying closes near the BE Strike
range on the CE side within this zone.
Therefore, the profit zone on the CE side is:
when the underlying closes by Expiry
between the CE Short Strike and the BE
Strike level on the CE side.

On_the PE side: if the underlying closes,
between the PE Short Strike and the BE
level of the Strategy on the PE side profit
zone, then some profit would be generated
by the Strategy. If the underlying closes by
Expiry near the PE Short Strike within the

Profit in this Strategy:

Max Profit scenario & amount: By
Expiry of the relevant Options, if the
underlying remains within the Strikes
at which Shorts have been initiated,
then the entire Net Premium Credit
collected is the Max Profit in this
Strategy.

the the

underlying moves beyond the Strike at
which Shorts have been initiated but

Profit zone: In event

do not cross the Breakeven Strike of
that side, then too this Strategy would
yield some profit. Therefore, the
overall profit zone on the Strategy
ranges from BE Strike on the CE side
to BE Strike on the PE side. If the
underlying closes anywhere within this
zone by Expiry, then the Strategy will
generate profit.

On the CE side: if the underlying closes,
between the CE Short Strike and the
BE level of the Strategy on the CE side
range, then some profit would be
generated by the Strategy. This is the
Profit zone on the CE side. If the
underlying closes by Expiry near the
CE Short Strike within this zone, then
profit will be relatively more; than if
the underlying closes near the BE
Strike range on the CE side within this
zone. Therefore, the profit zone on the
CE side is: when the underlying closes
by Expiry between the CE Short Strike
and the BE Strike level on the CE side.
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profit zone, then profic will be relatively
more; than if the underlying closes within
the profit zone, near the BE Strike on the
PE side. Therefore, the profit zone on the
PE side is: when the underlying closes by
Expiry between the PE Short Strike and the
BE Strike level on PE side.

Calculation of final profit on the Strategy
in the Profit Zone:

If the underlying breaches the Strike at
which Shorts have been initiated but do not
cross the Breakeven Strike of that side and
closes within the profit zone (of that side)
by Expiry, then too this Strategy would
yield some profic. This profit in such
situation will be calculated as:

e [aggregate Premium Credit collected
on the Strategy]

minus

e [final LTP value, on Expiry, of the
Short Option, which expires as an
ITM]?.

For example: If ATM is at 17000, then for
Short Strangle: If Nifty 16500 PE is sold at
Rs. 100 per Lot & Nifly 17500 CE is sold at
Rs. 50 per Lot, then the BE Strike of this
Strategy will be:

On CE side: 17650 CE Strike; and
On PE side: 16350 PE Strike.

On the PE side: if the underlying closes,
between the PE Short Strike and the
BE level of the Strategy on the PE side
profit zone, then some profit would be
generated by the Strategy. If the
underlying closes by Expiry near the
PE Short Strike within the profit zone,
then profit will be relatively more; than
if the underlying closes within the
profit zone, near the BE Strike on the
PE side. Therefore, the profit zone on
the PE side is: when the underlying
closes by Expiry between the PE Short
Strike and the BE Strike level on PE
side.

Calculation of final profit on the
Strategy in the Profit Zone:

If the underlying breaches the Strike at
which Shorts have been initiated (on
either side), but do not cross the
Breakeven Strike of that side and closes
within the profit zone (of that side) by
Expiry, then too this Strategy would
yield some profit. This profit in such
situation will be calculated as:

o [aggregate Premium Credit

collected on the Strategy]
minus

e [final L'TP value, on Expiry, of
the Short Option leg, which
expires as an [TM]?".

0 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).

21 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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Thus, if the underlying by Expiry of the
Options Shorted, remains within the defined
Strike range in this Strategy and does not
breach the Strikes at which Short have been
initiated, then the entire Rs. 150 aggregate
Premium shall be the Max Profit in this
Strategy.

However, if Nifty moves higher than the
17500 CE Strike, but does not breach the
Breakeven Strike of 17650 on the upper side
and expire at 17600 Strike as ATM, then the
Max Profit in this Strategy will be the final
LTP of the 17500 CE Short leg (say Rs. 100)
minus Rs. 150 (aggregate Premium Credit
received on this Strategy) = Rs. 50 per gty in
the Lot. Thus, overall profit on this Strategy
gor reduced (from total premium credit of Rs.
150 to Rs. 50) as the Strike at which Short
was initiated was breached by Expiry (but loss
in this Strategy did not occur because the
Breakeven Strike was not breached by Expiry).

Impact on profit situation, due to Strike
Difference:

Larger the difference between the Far OTM
CE Short Strike and Far OTM PE Short
Strike, smaller will be the net premium
credit received, hence smaller profit margin
from the Strategy. However, larger Strike
difference between the CE Short & PE
Short legs, enlarges the Breakeven Strike on
both CE side & PE side. Therefore, the
profit range gets even wider with larger
Strike difference, which helps increasing the
profit probability.

For example: If Nifty 17500 CE is sold
at Rs. 250 per Lot & Nifty 17800 CE is
bought at Rs. 150, for the CE side of this
Strategy; and Nifty 16500 PE is sold ar
Rs. 200 per Lot & Nifty 16200 PE is
bought at Rs. 100 per Lot, for the PE side
of this Strategy, then:

o  the Net Premium Credit received
on this  Strategy will  be:
[(250+200) — (150+100)] =
450 - 250 = 200.

e BE Strike on CE side =

17500+200=17700 CE

e  BE Strike on PE side = 16500-
200 = 16300 PE

Thus, if the underlying by Expiry of the
Options Shorted, remains within the
defined Strike range in this Strategy and
does not breach the Strikes at which Short
have been initiated, then the entire Rs.
200 per Lot aggregate Net Premium
Credit received on this Strategy shall be
the Max Profit in this Strategy.

However, if Nifty moves higher than the
17500 CE Strike, but does not breach the
Breakeven Strike of 17700 CE on the
upper side and expire ar 17600 ATM
(which implies thatr 17500 CE became
an ITM; and 17800 CE and both PE
legs expire as OTMs and thus become
zero), then the Profit in this Strategy will
be the final LTP of the 17500 CE Short
leg (say Rs. 100) minus Rs. 200
(aggregate Premium Credit received on
this Strategy) = Rs. 100 per qty in the
Lot. Thus, overall profit on this Strategy
got reduced (from total premium credit of
Rs. 200 to Rs. 100) as the Strike at which
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Short was initiated was breached by
Expiry (but loss in this Strategy did not
occur because the Breakeven Strike was

not breached by Expiry).

Impact on profit situation, due to
Strike Difference between CE Short

& PE Short:

Larger the difference between the Far
OTM CE Short Strike and Far OTM
PE Short Strike, smaller will be the Net
Premium Credit received, hence
smaller profit margin from the
Strategy. However, larger Strike
difference between the CE Short & PE
Short legs, enlarges the Breakeven
Strike on both CE side & PE side.
Therefore, the profit range gets even
wider with larger Strike difference,
which helps increasing the profit
probability.

The ratio between the Max Loss and
the Max Reward gives the Risk &
Reward ratio for this Strategy.

Profit & Loss Levels on the Strategy, from
Expiry perspective:

BE Ievel on the upside (CE side): [CE
Short Strike + Total Premium Credit
collected on both CE Short & PE Short leg]

BE Level on the downside (PE side): [PE

Short Strike - Total Premium Credit
collected on both CE Short & PE Short leg]

Min Profit Level: If underlying closes by
Expiry just above the BE Level” on the PE

Profit & Loss Levels on the Strategy,
from Expiry perspective:

BE Level on the upside (CE side): [CE
Short Strike + Net Premium Credit
collected on both CE & PE sides]

BE level on the downside (PE side):
[PE Short Strike — Net Premium
Credit collected on both CE & PE
sides]

Min Profit Level: If underlying closes
by Expiry just above the BE Level* on

the PE side or if the underlying closes

22 That is higher Strike than BE Strike Level on PE side.
26 That is higher Strike than BE Strike Level on PE side.
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side or if the underlying closes just below
the BE Level on the CE side?. Profit in
such situation can be calculated as already
explained above.

Max Profit Level: If underlying closes by
Expiry at or anywhere between the CE
Short Strike and PE Short Strike.

Profit Zone: If underlying closes by Expiry
between the BE Level on PE side and BE
Level on CE side. In this profit zone the
following situation may arise:

If underlying closes by Expiry at or anywbhere

just below the BE Level on the CE
side?”. Profit in such situation can be
calculated as already explained above.

Max Profit Level: If underlying closes
by Expiry at or anywhere between the
CE Short Strike and PE Short Strike.

Profit Zone: If underlying closes by
Expiry between the BE Level on PE
side and BE Level on CE side. In this
profit zone the following situation may
arise:

If underlying closes by Expiry at or

between the CE Short Strike and PE Short

anywbhere between the CE Short Strike

Strike: Max profit on the Strategy would be
generated (calculated as aforesaid).

If underlying closes between the PE Short
Strike and BE Level on the PE side: Then
some profit would be generated on the

overall Strategy. In such case higher profit
would be generated on the Strategy if the
underlying closes by Expiry near the PE
Short Strike; and the profit would be less if
the underlying closes towards the BE Level
on the PE side. Profit in such situation can
be calculated as already explained above.

If underlying closes between the CE Short
Strike and BE Level on the CE side: Then
some profit would be generated on the

overall Strategy. In such case higher profit
would be generated on the Strategy if the
underlying closes by Expiry near the CE
Short Strike; and the profit would be less if
the underlying closes towards the BE Level
on the CE side. Profit in such situation can
be calculated as already explained above.

and PE Short Strike: Max profit on the
Strategy would be generated (calculated
as aforesaid).

Ifunderlying closes between the PE Short
Strike and BE Level on the PE side:
Then some profit would be generated

on the overall Strategy. In such case
higher profit would be generated on
the Strategy if the underlying closes by
Expiry near the PE Short Strike; and
the profic would be less if the
underlying closes towards the BE Level
on the PE side. Profit in such situation
can be calculated as already explained
above.

Ifunderlying closes between the CE Short
Strike and BE Level on the CE side:
Then some profit would be generated

on the overall Strategy. In such case
higher profit would be generated on
the Strategy if the underlying closes by
Expiry near the CE Short Strike; and
the profic would be less if the

2 That is lower Strike than BE Strike Level on CE side.
%7 That is lower Strike than BE Strike Level on CE side.
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Loss Starting Level: If underlying closes by
Expiry below the BE Level on the PE side*
or above the BE Level on the CE side®.

Max Loss situation: If the underlying closes
by Expiry below the BE Level on the PE
side or above the BE Level on the CE side,
then the Max Loss may arise on this
Strategy, in the following situation:

Max Loss on the PE side: In case the
underlying keeps falling below the BE Level
on the PE side,

situation would arise on the lower side.

then unlimited loss

Lower the underlying would close below
the BE Level of the PE side, higher will be
the loss on the overall Strategy. Loss on
Expiry, in such situation can be calculated

as already explained above.

Max Loss on the CE side: In case the
underlying keeps rising above the BE Level

on the CE side, then unlimited loss
situation would arise on the upside. Higher
the underlying would close above the BE
Level of the CE side, higher will be the loss
on the overall Strategy. Loss on Expiry, in
such situation can be calculated as already
explained above.

underlying closes towards the BE Level
on the CE side. Profit in such situation
can be calculated as already explained
above.

Loss Starting level: If underlying
closes by Expiry below the BE Level on
the PE side?® or above the BE Level on
the CE side®.

Max loss situation: If the underlying
closes by Expiry below the PE Long
Strike on the PE side or above the CE

Long Strike on the CE side, then the
Max Loss may arise on this Strategy.

Loss Zone: If underlying closes by
Expiry below the BE Level on PE side
and above the BE Level on the CE side.
In this loss zone the following situation
may arise:

If underlying closes by Expiry at or
anywbhere _below the PE Long Strike:
Max loss on the Strategy would be

generated (calculated as aforesaid).

Ifunderlying closes below the BE Level on
the PE side and above the PE Long
Strike: Then some loss would be

generated on the overall Strategy. In
such case lower would be the loss
generated on the Strategy if the
underlying closes by Expiry near the
BE Level on the PE side; and the loss
would be relatively more if the

underlying closes towards the PE Long

2 That is lower Strike than BE Strike Level on PE side.
% That is higher Strike than BE Strike Level on CE side.
28 That is lower Strike than BE Strike Level on PE side.
# That is higher Strike than BE Strike Level on CE side.
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Strike. Loss in such situation can be
calculated as already explained above.

If underlying closes by Expiry ar or
anywhere_above the CE Long Strike:
Max loss on the Strategy would be
generated (calculated as aforesaid).

Ifunderlying closes above the BE Level on
the CE side and below the CE Long

Strike: Then some loss would be

generated on the overall Strategy. In
such case lower would be the loss
generated on the Strategy, if the
underlying closes by Expiry near the
BE Level on the CE side; and the loss
would be relatively more if the
underlying closes towards the CE Long
Strike. Loss in such situation can be
calculated as already explained above.

Options behaviour

e In this Strategy, two factors help in

generating  profit: (i) rangebound
move in the underlying; and (ii) Theta
impact on the primary leg. Therefore,
this Strategy is a high winning
probability Strategy if the defined

range is maintained by the underlying.

If the underlying remains within the
defined range in this Strategy (ie.
between the two Strikes Shorted in this
Strategy), then it implies that by Expiry
both these Strikes expires worthless as
OTM (due to Theta impact on both
leg OTMs).
Consequently, the entire aggregate

primary being

Premium received on Shorting both
CE & PE Strikes would be the

maximum profit.

Options behaviour:

e In this Strategy, two factors help
profit: (i)
the
underlying; and (ii) Theta impact

in generating
rangebound  move in
on both the Short primary leg.
Therefore, this Strategy is a high
winning probability Strategy if
the defined range is maintained
by the underlying.

o If the underlying remains within
the defined range in this Strategy
(i.e. between the two Strikes
Shorted in this Strategy), then it
implies that by Expiry both these
Strikes expires worthless as OTM
(due to Theta impact on both
primary legs and both hedged

OTMs).

entire

legs, being

Consequently, the




The Intelligent F&O Trader: Volume II 254

e Further, the selection of these CE &

PE Strikes must be such OTM Strikes
which are not expected to be breached
by the underlying by Expiry of the
Options Shorted. Therefore, CE Short
must be initiated on Far OTM Strike
above the Resistance level and the PE
Short must be initiated on Far OTM
Strike below the Support level.

Further, as the Expiry approaches
near, the Theta impact on the Far
OTM Strike CE & PE starts to lose its
Premium, and therefore generates
profit.

Due to the increasing Theta impact
with the approach of Options Expiry,
this Strategy becomes suitable for
deployment near Expiry if the view is
aligned and favourable.

Thus, Short Strangles can be initiated
(i) when market is rangebound; (ii)
near Expiry i.e. in the last week or so
before Expiry, to play until Expiry day;
(iii) a day before Expiry, to benefit
from Overnight Expiry Decay; (iv) On
Expiry day, to benefit from full Theta
decay of Expiry day effect.

Rise in Volatility may not adversely
impact this Strategy eventually by
Expiry, even if rise in Volatility would
be unfavourable to both the Short legs
before the Expiry (as their Premium
would rise or atleast will not fall as
otherwise expected). This is owing to
the fact that if the both the legs
continue to be an OTM undil Expiry
then even if rising Volatility increases
their Premium value, then also it
would eventually become zero and

aggregate Net Premium received
on this Strategy would be the
maximum profit.

Further, the selection of these CE
& PE Strikes must be such OTM
Strikes which are not expected to
be breached by the underlying by
Expiry of the Options Shorted.
Therefore, CE Short must be
initiated on Far OTM Strike
above the Resistance level and the
PE Short must be initiated on Far
OTM Suike below the Support

level.

Further, as the Expiry approaches
near, the Theta impact on the Far
OTM Strike CE & PE starts to
lose its Premium, and therefore
generates profit.

Due to the increasing Theta
impact with the approach of
Options Expiry, this Strategy
becomes suitable for deployment
near Expiry if the view is aligned
and favourable.

Thus, this Strategy (which is
hedged Short Strangles) can be
preferred over Short Strangles to
play out: (i) when market is
rangebound; (ii) near Expiry i.e.
in the last week or so before
Expiry, to play until Expiry day;
(iii) a day before Expiry, to benefit
from Overnight Expiry Decay;
(iv) On Expiry day, to benefit
from full Theta decay of Expiry
day effect.

Rise in Volatlity may not
adversely impact this Strategy,
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yield profit to the extent of aggregate
Premium credit on Expiry.

Falling state of Volatility will also help
this Strategy to realise the profit
quickly, as the drop in Volatility will
erode the Premium value of both the
Short legs and the aggregate Premium
Credit would be realised as profit
sooner as Theta impact too would
eventually help fasten the erosion of
the Premium.

Delta play between the two Short legs
is separately discussed hereinbelow.

even if rise in Volatility would be
favourable to the CE Long & PE
Long hedged legs and not on the
CE Short & PE Short primary
legs. This is owing to the fact that
if the both the primary & hedged
legs of the CE and PE side
positions continue to be an OTM
until Expiry then even if rising
Volatility increases their Premium
value, then also it would
eventually become zero and yield
profit to the extent of Net

Premium credit on Expiry.

o Falling state of Volatility will also
help this Strategy to realise the
profit quickly, as the drop in
Volatility will erode the Premium
value of both the CE Short & PE
Short primary legs (as well as of
the hedged legs) and the Net
Premium credit would be realised
as profit sooner as Theta impact
too would eventually help fasten
the erosion of the Premium.

e Delta neutral position is strived
for in this Strategy. The Delta
play between the CE Short and
PE Short primary legs; as well the
CE Long and PE Long hedged
legs is separately  discussed

hereinbelow.

Strike / Delta value:

The two Short legs, i.e. CE Short and PE
Short must be Far OTMs, and can be
initiated at such Strike levels which have
more or less same LTP or Delta value. This
equal Delta value Short legs helps to ensure
a reasonable balance between the profit &

Strike / Delta value:

The two Short legs, i.e. CE Short and
PE Short must be Far OTMs, and can
be initiated at such Strike levels which

have more or less same LTP or Delta
value. This equal Delta value Short legs
helps to ensure a reasonable balance
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loss scenario between the two Short legs in
this Strategy. With approx. equal Delta
values on CE Short and PE Short legs:

o when CE Short leg loses due to rise in
its LTP (i.e. when underlying rises), the
PE Short leg will help counter the
losses on CE leg by generating profit
as the LTP of PE would reduce; and

o when PE Short leg generates loss due
to rise in its LTP (i.e. when underlying
falls), the CE Short leg will help
counter the losses on PE leg by
generating profit as the LTP of CE

would reduce.

Thus, the CE Short and the PE Short leg
also acts as a natural hedge to the other leg,
to the extent of the Breakeven Strike. Once
the Breakeven Strike is breached by the
then the
unlimited loss situation arises depending

underlying on either side,

how long the underlying trends beyond
Breakeven Even Strike until Expiry of the
Options Shorted.

between the profit & loss scenario
between the two Short legs in this
Strategy.

Likewise, the two Long legs in this
Strategy, i.e. CE Long and PE Long
must be even Far OTMs, and can be
initiated at such Strike levels which
have more or less same LTP or Delta
value. This equal Delta value Long legs
helps to ensure a reasonable balance
between the profic & loss scenario
between the two Long legs in this
Strategy as per the movement of the
underlying.

Thus, with approx. equal Delta values
on CE Short and PE Short legs; and
equal Delta values on CE Long and PE
Long legs, Delta neutrality is ensured
in this Strategy to cater to maintain a
balance between the profit and loss
situation amonggst the Short legs and
amonggst the Long legs resulting due to
the movement of the underlying, i.e.:

e when CE Short leg loses due to
LTP
underlying rises), the PE Short leg

rise in its (i.e. when
will help counter the losses on CE
Short leg by generating profit (as
the LTP of PE would reduce) to
almost similar amount as to the
loss incurred on the CE Short leg,
due to same Delta values of the

CE Short and PE Short legs.

e at the same time in this Strategy,
with the rise in the underlying, PE
Long leg generates loses due to fall
in its LTP, however, the CE Long
leg will help counter the losses on
PE Long leg by generating profit
(as the LTP of CE would rise) to
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almost similar amount as to the
loss incurred on the PE Long leg,
due to same Delta values of the
CE Long and PE Long legs;

e when PE Short leg generates loss
due to rise in its LTP (i.e. when
underlying falls), the CE Short leg
will help counter the losses on PE
Short leg by generating profit as
the LTP of CE Short leg would
reduce to almost similar amount
as to the loss incurred on the PE
Short leg, due to same Delta
values of the CE Short and PE
Short legs;

e at the same time in this Strategy,
with the fall in the underlying, CE
Long leg generates loses due to fall
in its LTP, however, the PE Long
leg will help counter the losses
incurred on CE Long leg, by
generating profit (as the LTP of PE
would rise) to almost similar
amount as to the loss incurred on
the CE Long leg, due to same
Delta values of the CE Long and
PE Long legs.

Further, the Delta difference between
the primary leg and the hedged leg of
the CE side (and alo between the
primary and hedged leg for the PE side)
will help maintain a reasonable control
on the Net Premium Credit scenario in
this Strategy. Delta difference can be
ensured by selecting appropriate
distance between the primary leg Strike
and the hedged leg Strike, separately
for CE and PE side, for this Strategy.

Since, in this Strategy (which is a Net
Credit  Strategy),  besides  the
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the
underlying, Theta decay also plays an

rangebound  movement  of

important role to ensure profit.
Therefore, Far OTM CEs are selected
for this Strategy. In order to benefit
from Theta decay, the CE Short for the
primary leg should be initiated at such
a Strike which the underlying is
expected to not breach by Expiry. Also,
the primary leg should have sufficient
Premium Credit for reasonable profit
generation. Once, primary hedge is
selected then the hedged leg must be
simultaneously initiated at a suitable
Strike distance.

Selection of Option Strikes:

Selection of the CE & PE Strikes must be
such OTM Strikes which are not expected
to be breached by the underlying by Expiry
of the Options Shorted. Therefore, CE
Short must be initiated on OTM Strike
above the Resistance level and the PE Short
must be initiated on OTM Strike below the
Support level.

Further, CE Short and PE Short must be
initiated at such Far OTMs Strike levels
which have more or less same LTP or Delta
value. This equal Delta value Short legs
helps to ensure a reasonable balance
between the profit & loss scenario between
the two Short legs in this Strategy, and thus
a natural hedge to each other untl
Breakeven Strike is not breached by the
underlying in either direction.

Basis aforesaid factors, suitable Far OTM
CE & PE Option Strike levels of a
particular Expiry series and nearly same
Delta value may be selected for this
Strategy. Since, the success of this Strategy

Selection of Option Strikes:

Selection of the CE & PE Strikes must
be such OTM Strikes which are not
expected to be breached by the
underlying by Expiry of the Options
Shorted. Therefore, CE Short must be
initiated on OTM Strike above the
Resistance level and the PE Short must
be initiated on OTM Strike below the
Support level.

Further, CE Short and PE Short must
be initiated at such Far OTMs Strike
levels which have more or less same
LTP or Delta value. Likewise, CE
Long and PE Long must be initiated at
such Far OTMs Strike levels which
have more or less same LTP or Delta
value. This equal Delta value between
both the Short legs and equal Delta
value between both the Long legs,
helps to ensure a reasonable balance
the profic & loss scenario
the two Short legs and
the two Long leg in this

between
between
between




259 F&O Strategies

is also mainly dependent on the quick
arrival of the Theta decay (besides
rangebound movement of the underlying),
therefore closer Expiry series are preferable
for this Strategy.

Strategy and therefore ensures Delta
neutrality from the perspective of
movement of the underlying, and thus
a natural hedge to each other uniil
Breakeven Strike is not breached by the
underlying in either direction.

Further, when a rangebound view on
the underlying has conviction (i.e. the
underlying would not breach the primary
leg Short Strikes), then a suitable
smaller Delta / Strike difference can
be maintained between the primary leg
and the hedged leg, i.e. between CE
Short & CE Long; and between PE
Short & PE Long. This smaller Delta
difference can be ensured by
maintaining  suitable smaller gap
between the Strikes at which primary
leg and the hedged leg are initiated of
the same Expiry (i.e. by opting for
slightly closer Far OTM Strikes for the
Long leg CE & PE side, having almost
same premium value). This smaller gap
between the Short leg & Long leg (on
each CE side & PE side) will bring the
Risk to Reward Ratio much
favourable. But the risk is that the
Breakeven Strike gets shorter.

However, when the rangebound view
on the underlying does not have
conviction and there seems uncertainty
about continuation of tight sideways
move in the underlying, and it is not
very sure in which direction the
underlying may breakout, then a
suitable larger Delta/ Strike difference
can be maintained between the
primary leg and the hedged leg, i.e.
between CE Short & CE Long; and
between PE Short & PE Long. This
larger Delta difference can be
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maintained by maintaining suitable
larger gap between the Strikes at which
primary leg and the hedged leg are
initiated of the same Expiry (i.e. by
opting for farther OTM Long Strike
for CE & PE side, having almost same
value). Strike
difference between the primary leg and
the hedged leg (i.e. between the Short leg
& Long leg on each CE side ¢& PE side)

would ensure higher Net Premium

premium

Larger

Credit, which would ensure a larger
Breakeven area. In such situation, Risk

to Reward Ratio gets not so favourable.

Basis aforesaid factors, suitable Far
OTM CE & PE Option Strike levels of
a particular Expiry series and nearly
same Delta value may be selected for
this Strategy. Since, the success of this
Strategy is also mainly dependent on
the quick arrival of the Theta decay
(besides rangebound movement of the
underlying), therefore closer Expiry
series are preferable for this Strategy.

If trade goes as per plan:

The underlying remains rangebound, then
both the two Short legs will generate profit
due to regular expansion and contraction of
Time Value / Premium of the Far OTM
Options due to such up & down movement
of the underlying.

Further, as the Expiry draws closer, the
impact of Theta decay also starts to help
generate profit in this Strategy, due to
erosion in the Time Value / Premium of

both the Short legs.
Therefore, the

underlying remains within the range

when undl  Expiry,

If trade goes as per plan:

The underlying remains rangebound,
then both the two Short legs will
generate profit due to regular
expansion and contraction of Time
Value / Premium of the Far OTM
Options due to such up & down
the
However, there will also be premium

loss on both the hedged Long legs of
the Strategy, but, the rangebound

movement  of underlying.

movement will still help achieve the
maximum profit to the extent of
aggregate Net Premium Credit in the
Strategy.
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defined by two Strikes Shorted, then the
CE Short and PE Short leg expires
worthless as OTMs generating full profit to
the tune of the aggregate Premium Credit
collected on this Strategy.

If underlying movement breaches the

range but not the Breakeven Strike:

But if the underlying breaches either of the
Strikes at which Shorts have been initiated
but do not cross the Breakeven Strike of
that side, then too this Strategy would yield
some profit, however, such profit will be
lesser than the aggregate Premium Credit
collected on this Strategy by Shorting CEs
& PEs. The profit generated on Expiry, in
this situation when the underlying closes
within the Profit Zone, shall be as per
calculations already discussed above.

If trade does not go as per plan and the

Breakeven Strike is breached by the
underlying:

Since, this Strategy comprises of naked

Short legs, therefore, if the underlying
breaks the range defined by Shorting
relevant Options, on either side, and starts
crossing  beyond  the
Breakeven Strike of that side, then this
Strategy will start yielding unlimited loss as

trending  after

the underlying keep trending in that
direction and expires outside the Breakeven
Strike. The unlimited Loss however can be
calculated on Expiry, as per the calculations
already discussed above.In such situations,
when the underlying breaks the range in
either side and gets trending beyond the
Breakeven Strike of this Strategy, then some
adjustments can be considered in order to
contain the loss in this Strategy (as discussed

below here).

Further, as the Expiry draws closer, the
impact of Theta decay also starts to
help generate profit in this Strategy,
due to erosion in the Time Value /
Premium of both the Short legs.
However, there will also be premium
loss on both the hedged Long legs of
the Strategy due to Theta impact, but
the Theta decay will still help achieve
the maximum profit to the extent of
aggregate Net Premium Credit in the
Strategy.

Therefore, when until Expiry, the
underlying remains within the range
defined by two Strikes Shorted, then
the CE Short and PE Short leg (as well
as both the Long legs) expires worthless
as OTMs generating full profit to the
tune of the aggregate Net Premium
Credit collected on this Strategy.

If underlying movement breaches the
range but not the Breakeven Strike:

But if the underlying breaches either of
the Strikes at which Shorts have been
do the
Breakeven Strike of that side, then too

initiated but not cross
this Strategy may yield some profit,
however, such profit will be lesser than
the aggregate Net Premium Credit
collected on this Strategy. The profit
generated on Expiry, in this situation
when the underlying closes within the
Profit Zone, shall be as per calculations
already discussed above.

If trade does not go as per plan and the
Breakeven Strike is breached by the

underlying:
If the underlying breaks the range

defined by Shorting relevant Options,
on either side, and starts trending after




The Intelligent F&O Trader: Volume IT

262

crossing beyond the Breakeven Strike
of that side, then this Strategy will start
yielding loss. However, the loss in this
Strategy will be limited because the
Long position initiated on that side as
the hedged leg will help curtail the loss
arising from the Short leg whose side
the Breakeven Strike has been breached
by the underlying. The Loss however
on Expiry will be limited and can be
calculated on Expiry, as per the
calculations already discussed above.

the
underlying breaks the range in either

In such situations, when
side and gets trending beyond the
Breakeven Strike of this Strategy, then
some adjustments can be considered in
order to mitigate the loss in this

Strategy (as discussed below here).

Adjustments (if the Breakeven Strike is
breached by the underlying and this
Strategy does not go as per plan):

Since, this Strategy is a Premium Credit
strategy, therefore, the aggregate Premium
received (i.e. the sum of the Premium
received on the CE Short and PE Short leg)
need to be protected for profit from Expiry
perspective.

However, when the underlying breaks the
range in either side and gets trending
beyond the Breakeven Swrike of this
Strategy, then the potential unlimited loss
situation may arise in this Strategy.

The potential loss in this Strategy may be
unlimited if the underlying keeps trending
in one direction beyond the Breakeven
Strike. This unlimited loss situation that
may occur in this Strategy can be mitigated

Adjustments (if the Breakeven Strike
is breached by the underlying and this
Strategy does not go as per plan):

Since, this Strategy is a combination of
two Credit Spread (i.e. on CE side & PE
side) and is an aggregate Net Premium
Credit the
aggregate Premium received (ie. the

strategy,  therefore,

sum of the Net Premium received on the
CE and PE leg) need to be protected for
profit from Expiry perspective.

However, when the underlying breaks
the range in either side and gets
trending beyond the Breakeven Strike
of this Strategy, then the potential Loss
situation may arise in this Strategy,
which would be limited to the extent of
pre-calculated Max Loss as already
discussed above.
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through

following  adjustments: (i)

Converting naked Short Strangle to Iron

Condor; or (ii) Long Options; or (iii) Short
CEs; or (iv) Short PEs. These adjustments
are discussed below:

(i)

(i)

Conversion to Iron Condor: If the

original view that the underlying
would remain and close by Expiry
within the range (at best within the
Breakeven Strike range of the Short
Strangle) appears to get uncertain,
then immediately the naked Short
Strangle must be converted to Iron
Condor Strategy by initiating even
Far OTM Long CEs and Long PEs
(of equal quantity as that of Short legs,
and of same Expiry series as that of the
Short Options). This hedging of Short
Strangle through Iron Condor will
the risk  of

unlimited loss on Short Strangle into

mitigate potential
a  pre-calculated Limited Loss
situation. You may refer to the details
of Iron Condor given on the other

side of this Table better

understanding,.

for

Counter Adjustment through Long
Option: If the underlying breaches
the Breakeven Strike of this Strategy
downwardly i.e. breaking the lower
range (on the PE side) in this Strategy
and the underlying seems to be
trending downwardly with
momentum, then PEs can be bought
Long PEs 1o be initiated).
However, if the underlying breaches
the Breakeven Strike of this Strategy

upwardly i.e. breaking the upper

(i.e

range (on the CE side) in this Strategy
and the underlying seems to be
trending upwardly with momentum,

Even though the potential Max Loss in
this Strategy may be limited (as it is a
hedged strategy), if the underlying
keeps trending in one direction beyond
the Breakeven Strike, but on aggregate
basis when played with heavy volume,
the limited Max Loss situation may
yield substantial loss in absolute terms.
This loss situation that may occur in
this Strategy can be mitigated through
following adjustments: (i) Long
Options; or (ii) Short CEs; or (iii)
Short PEs. These adjustments are
discussed below:

(i) Counter Adjustment through Long

Option: If the underlying breaches
the Breakeven Strike of this
Strategy downwardly i.e. breaking
the lower range (on the PE side) in
this Strategy and the underlying
seems to be trending downwardly
with momentum, then PEs can be
bought (i.e. Long PE to be initiated
of same Expiry series as original PE
Long if the expiry is far, else of next
farther Expiry series if Expiry is close).
However, if the
breaches the Breakeven Strike of

underlying

this Strategy upwardly i.e. breaking
the upper range (on the CE side) in
this Strategy and the underlying
seems to be trending upwardly with
momentum, then CEs can be
bought (i.e. Long CE 1o be initiated
of same Expiry series as original CE
Long if the Expiry is far, else of next
farther Expiry series if Expiry is close).

Buying CEs or PEs to protect the
risk in this Strategy will add up

debit
this

additional positions,

therefore Long Options
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then CEs can be bought (i.e. Long
CEs to be initiated).

Buying CEs or PEs to protect the risk
in this Strategy will add up debit
position, therefore this Long Options
position should only be prudent to
initiate only if there is strong
momentum in the direction where
the underlying has breached the
Breakeven Strike. This Long Options
position will help overcome the
potential unlimited loss amount that
may incur in this Strategy. This
adjustment through Long Options
can be played by naked CEs or PEs
(or by Bull or Bear Debit Strategy).
Further, Long Options should be
initiated at a Strike having Delta value
higher than the current Delta value of
the Short leg which has been breached
by the underlying (i.e. ar a higher
Strike than the PE sell Strike; and at a
lower Strike than the CE sell Strike, as
the case may be), so if the underlying
keep trending in direction it has
breached the Short leg, the relevant
Long Options position initiated as an
adjustment should generate more
profit than the loss generated by that
Short leg. Adding naked Longs of
higher Delta value in same quantity as
on the Short leg, would convert that
side into a Debit Vertical Spread.
Also, depending upon the likely
momentum in the underlying,
suitable number of Long Options
(CEs or PEs as the case may be) need
to be considered to be added as an
adjustment to absorb or outweigh the
loss in the Strategy. Generally, ateast
2 to 4 times more Lot quantity may

position should only be prudent to
initiate only if there is strong
momentum in the direction where
the underlying has breached the
Strike.  This Long
position  will  help

Breakeven
Options

overcome the potential limited loss
amount that may incur in this
Strategy. This adjustment though
Long Options can be played by
naked CEs or PEs (or by Bull or
Bear Debit Strategy). Further,
Long Options should be initiated at
a Strike having Delta value higher
than the current Delta value of the
Short leg which has been breached
by the underlying (i.e. at a higher
Strike than the PE sell Strike; and at
a lower Strike than the CE sell Strike,
as the case may be), so if the
underlying  keep
direction it has breached the Short
leg, the relevant Long Options

trending in

position initiated as an adjustment
should generate more profit than
the loss generated by that Short leg.
Also, depending upon the likely
momentum in the underlying,
suitable number of Long Options
(CEs or PEs as the case may be)
need to be considered to be added
as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Long Options position as
an adjustment in comparison to the
original number of Lots inidated
on the Strategy. If the Long
Options  generates  profit  or
reasonably minimizes the loss in

this Strategy before Expiry, then it
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be required to be added to Long
Options position as an adjustment in
comparison to the original number of
Lots initiated on the Strategy. If the
Long Options generates profit or
reasonably minimizes the loss in this
Strategy before Expiry, then it would
be advisable to book the profit on this
Long Options position and to exit
this Strategy as a whole by booking
minor loss or profit.

(iii) Counter Adjustment through Short

Option: If there seems to be a slow
trend, after breaching the Breakeven
Strike downwardly i.e. breaking the
lower range (on the PE side) in this
Strategy and the underlying seems to
be in a mild downwardly direction,
then Far OTM CEs can be sold (i.e.
Short CEs to be initiated). However, if
the the
Breakeven Strike of this Strategy

underlying  breaches
upwardly i.e. breaking the upper
range (on the CE side) in this Strategy
and the underlying seems to be in a
mild upwardly direction, then PEs
can be sold (i.e. Short PEs to be
initiated).

Idea in this adjustment is to pick up a
suitable Far OTM Option for
Shorting, such that this far OTM
Option expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is initiated
as profit. This additional Short
Options position will help cover the
potential loss that may be generated
on this Strategy. Selection of a Far
OTM Option for this adjustment is
the

direction of the underlying after once

important because even if

(i)

would be advisable to book the
this

position and to exit this Strategy as

profit on Long Options

a whole by booking minor loss or

profit.

However, since the Max Loss
situation in this Strategy is anyways
limited, therefore instead of
initiating Long  Options  as
mentioned above, Shorting

Options (i.e. Short CEs or Short
PEs) as adjustments to mitigate
limited Max Loss situation in this
Strategy, as discussed below, can be
considered.

Counter  Adjustment through
Short Option: If there seems to be

a slow trend, after breaching the
Breakeven Strike downwardly i.e.
breaking the lower range (on the
PE side) in this Strategy and the
underlying seems to be in a mild
downwardly direction, then Far
OTM CEs can be sold (i.e. Short
CEs to be initiated). However, if the
underlying breaches the Breakeven
Strike of this Strategy upwardly i.e.
breaking the upper range (on the
CE side) in this Strategy and the
underlying seems to be in a mild
upwardly direction, then Far OTM
PEs can be sold (i.e. Short PEs to be
initiated).

Idea in this adjustment is to pick up
a suitable Far OTM Option for
Shorting, such that this far OTM
Option expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated

as profit. This additional Short
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breaching the Breakeven Strike again
reverses, then these additional Short
Options positions (initiated as part of
adjustments) must be such which can
be expected to expire as an OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the
likely mild trend of the underlying
and the Premium available on the
relevant Far OTM Options (CEs or
PEs as the case may be), suitable
number of Options can be Shorted as
an adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot quantity
may be required to be added to these
additional Short Options position in
comparison to the original number of
Lots initiated on the Strategy. These
additional Short Options position
should be initiated at such Far OTM
Strike(s), which may have reasonable
Premium and is expected to expire
worthless as OTM on Expiry.
However, selling additional Options
will require higher margin / capital
and MTM requirements will also
have to be met.

(iv) Adjustment through Pyramiding: If

there seems to be a limited downward
trend with
breaching the

momentum,  after
Strike
downwardly i.e. breaking the lower

Breakeven

range (on the PE side) in this Strategy
and the underlying seems to be in a
mild downwardly direction, then
additional Far OTM PEs can be sold
(i.e. Short PEs to be initiated) below
the Support area of the underlying,

Options position will help cover
the potential loss that may be
generated on  this  Strategy.
Selection of a far OTM Option for
this adjustment is important
because even if the direction of the
underlying after once breaching the
Breakeven Strike again reverses,
then these additional Short
Options positions (initiated as part
of adjustments) must be such
which can be expected to expire as
an OTM on Expiry, thereby
generating profit to the extent of its
Premium on  Expiry.  Also,
depending upon the potential loss
in the original Strategy and the
likely mild trend of the underlying
and the Premium available on the
relevant Far OTM Options (CEs or
PEs as the case may be), suitable
number of Options can be Shorted
as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to these additional Short
Options position in comparison to
the original number of Lots
initiated on the Strategy. These
additional Short Options position
should be initiated at such Far
OTM Strike(s), which may have
reasonable Premium and s
expected to expire worthless as
OTM on Expiry. However, selling
additional Options will require
higher margin / capital and MTM
requirements will also have to be
met.
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which is expected not to be breached
by the

However, if the underlying breaches

underlying by Expiry.

the Breakeven Strike of this Strategy
upwardly ie. breaking the upper
range (on the CE side) in this Strategy
and the underlying seems to be
trending with momentum upwardly
upto a limited extent, then additional
Far OTM CE:s can be sold (i.e. Short
CEs to be initiated) the
Resistance area of the underlying,

above

which is expected not to be breached
by the underlying by Expiry.

Idea in this adjustment is to pick up a
suitable much Far OTM Options for
Shorting in the same direction in
which the underlying has breached
the Breakeven Strike, such that these
additional far OTM  Options
(initiated as part of adjustments)
expires worthless as an OTM on
Expiry thereby giving full Premium at
which Short is initiated as profit.
These Short

position will help cover the potential

additional Options
loss that may be generated on this
Strategy. Selection of Far OTM
this
important because even if the trend of
the breach of
Breakeven Strike continues in that
these additional Short
Options position must be at such

Options  for

adjustment s
underlying  after
direction,

Strike which can be expected to be
not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the

(iii) Adjustment through
Pyramiding: If there seems to be a
limited downward trend with

momentum, after breaching the
Breakeven Strike downwardly i.e.
breaking the lower range (on the
PE side) in this Strategy and the
underlying seems to be in a mild
downwardly direction, then
additional Far OTM PEs can be
sold (i.e. Short PEs to be initiated of
the same Expiry series as that of the
original PE Short leg) below the
Support area of the underlying,
which is expected not to be
breached by the underlying by
Expiry. However, if the underlying
breaches the Breakeven Strike of
this Strategy upwardly i.e. breaking
the upper range (on the CE side) in
this Strategy and the underlying
seems to be trending with
momentum upwardly upto a
limited extent, then additional Far
OTM CEs can be sold (i.e. Short
CEs to be initiated of the same Expiry
series as that of the oviginal CE Short
leg) above the Resistance area of the
underlying, which is expected not
to be breached by the underlying by
Expiry.

Idea in this adjustment is to pick up
a suitable much far OTM Options
for Shorting in the same direction
in which the
breached the Breakeven Strike,
such that these additional far OTM
Options

underlying  has

(initiated as part of
adjustments) expires worthless as

an OTM on Expiry thereby giving

full Premium at which Short is
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likely mild trend of the underlying
and the Premium available on
relevant Far OTM Options (i.e. in
case of PE Shorss, below the Support
area; and in case of CE Shorss, above
the Resistance area), suitable number
of Options can be considered to be
Shorted as an adjustment to absorb or
outweigh the potential loss in the
Strategy, by the profit yielded by
these additional Short Options due to
time decay on Expiry. Generally,
atleast 2 to 4 times more Lot quantity
may be required to be added to Short
for this adjustment, in comparison to
the original number of Lots initiated
on the Strategy.

In this type of adjustment, additional
Short Options positions can also be
added in a pyramidal scructure. That
is:

e as the downtrend continues Far
OTM PEs’ Premium would rise,
therefore, Short PEs positions
can be added at subsequent lower
Strike levels as the downtrend
continues with lower PEs
gaining decent Premium values.
For example, when the downtrend
continues in Nifty, a Far OTM PE
at 16500 having Premium of Rs.
50 can be sold, thereafier when the
Nifty  slips  down  further,
subsequent lower PE at 16400
(whose  Premium would have
become 50 due to continuous
downtrend) can be sold in equal or
double quantity and so on.

e as the uptrend continues Far
OTM CEs’ Premium would rise,

initiated as profit. These additional
Short Options position will help
cover the potential loss that may be
generated on  this  Strategy.
Selection of Far OTM Options for
this adjustment is important
because even if the trend of the

breach  of

Breakeven Strike continues in that

underlying  after

direction, these additional Short
Options position must be at such
Strike which can be expected to be
not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit to
the extent of its Premium on
Expiry. Also, depending upon the
potential loss in the original
Strategy and the likely mild trend
of the underlying and the Premium
available on relevant Far OTM
Options (i.e. in case of PE Shorss,
below the Support area; and in case
of CE Shorts, above the Resistance
area), suitable number of Options
can be considered to be Shorted as
an adjustment to absorb or
outweigh the potential loss in the
Strategy, by the profit yielded by
these additional Short Options due
to time decay on Expiry. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to Short for this adjustment,
in comparison to the original
number of Lots initiated on the
Strategy.

In this type of adjustment,
additional Short Options positions
can also be added in a pyramidal

structure. That is:
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therefore, Short CEs positions
can be added at subsequent
higher Strike levels as the
uptrend continues with higher
CEs gaining decent Premium
values. For example, when the
uptrend continues in Nifty, a Far
OTM CE at 18000 having
Premium of Rs. 50 can be sold,
thereafter when the Nifty rises
further, subsequent higher CE at
18200 (whose Premium would
have become 50 due to continuous
uptrend) can be sold in equal or
double guantity and so on.

This Shorting of Options in a
pyramiding manner may ensure a
broader Breakeven Strike (i.e. larger
risk area protection) and thus greater
probability of profiting due to Theta
decay on these bunch of additional
Short Options on Expiry. However,
selling additional Options  will
require higher margin / capital and
MTM requirements will also have to
be met.

e as the downtrend continues
Far OTM PEs’ Premium
would rise, therefore, Short
PEs positions can be added at
subsequent lower Strike levels
as the downtrend continues
with lower PEs gaining decent
Premium values. For example,
when the downtrend continues
in Nifly, a Far OTM PE at
16000 having Premium of Rs.
50 can be sold, thereafter when
the Nifty slips down further,
subsequent lower PE ar 15800
(whose Premium would have
become 50 due to continuous
downtrend) can be sold in equal
or double quantity and so on.

e as the uptrend continues Far
OTM CEs’ Premium would
rise, therefore, Short CEs
positions can be added at

higher  Surike

levels as the uptrend continues

subsequent

with higher CEs gaining
decent Premium values. For
example, when the uptrend
continues in Nifty, a Far OTM
CE ar 18000 having Premium
of Rs. 50 can be sold, thereafier
when the Nifty rises firther,
subsequent higher CE at 18200
(whose Premium would have
become 50 due to continuous
uptrend) can be sold in equal or
double guantity and so on.

This Shorting of Options in a
pyramiding manner may ensure a
broader Breakeven Strike (i.e.
larger risk area protection) and
thus  greater

probability ~ of
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profiting due to Theta decay on
these bunch of additional Short
Options on Expiry. However,
selling additional Options will
require higher margin / capital
and MTM requirements will also
have to be met.
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SHORT STRADDLE & IRONFLY / BUTTERFLY

When a view is formed that irrespective of the intermittent small directional
movement of the underlying, eventually the underlying is expected to remain
within a very tight defined range from its present price level; then such view can
be played out by a neutral strategy employing Short Options positions at ATM
CE & PE Strikes (or near ATM CE & PE same Strikes) which defines a very
tight range within which the underlying is expected to remain by Expiry of those
Options.

Thus, when the view on the underlying is that it is expected to remain
within a tight/ narrow range upto the Expiry of relevant Options, and the same
is played out by Shorting Naked ATM CE & PE Options (or near ATM CE &
PE same Strikes) pertaining to that Expiry series (by which the underlying is
expected to remain in a range or sideways movement), then such a Strategy is called
Short Straddle. In Short Straddle Strategy, naked ATM CE & PE Options (or
near ATM CE & PE same Strikes) are sold in equal quantity, on the same
underlying pertaining to same Expiry series. In this Strategy, the expectation is
that the underlying will remain, until the Expiry of the Options Shorted, within
a very tight range from the present level (i.e. maximum within the Breakeven
Strikes). Short Straddle involves naked Short positions on CE & PE Options
(involving two legs only). Also, Short Straddle is a Strategy which generates
Limited Profit, but can also generate Unlimited Loss if the tight range is
breached by the underlying.

However, when the Short Straddle (naked Strategy) is hedged with Long
Options on OTM CE & OTM PE Options (of Strikes having nearly same Delta
values), then such Strategy is called Iron Fly or Iron Butterfly Strategy (also
referred to as Short Iron Fly or Short Iron Butterfly). In Iron Fly Strategy,
there is (i) ATM CE Short (CE primary leg) and OTM CE Long (CE hedged
leg), in equal quantity, on the same underlying pertaining to same Expiry series;

and (ii) ATM PE Short (PE primary leg) and OTM PE Long (PE hedged leg),

3Usually, when the OTM Long legs of both CE & PE sides are closer to the ATM in this Strategy,
then it is referred to as Iron Fly; and when the Longs legs of both CE & PE sides are little farther
away from the ATM in this Strategy, then it is referred to as Iron Butterfly Strategy.
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in equal quantity, on the same underlying pertaining to same Expiry series. In

essence,

Iron Fly (like Iron Condor) is pairing of Bear Call Credit Spread

Strategy and Bull Put Credit Spread Strategy (which are having Short legs on a

common Strike); and in aggregate involves 4 legs. Like in Short Straddle, in Iron

Fly too,

the expectation is that the underlying will remain, until the Expiry of

the Options Shorted, within a tight range from the current price level of the

underlying (i.e. within the Breakeven Strike levels of the Strategy); however
hedged legs are added to the both the Short legs of Short Straddle in order to

ensure that:

(i)

(i)

if the underlying happens to slip upwardly beyond the Strike at which
CE Short is initiated, by Expiry of the CE Options Shorted, then the
CE hedged leg will cover up for the losses that may be incurred on the
CE primary leg, thereby converting the unlimited Max Loss situation
of Short Straddle into Limited Max Loss in IronFly; and

if the underlying happens to slip downwardly beyond the Strike at
which PE Short is initiated, by Expiry of the PE Options Shorted,
then the PE hedged leg will cover up for the losses that may be
incurred on the PE primary leg, thereby converting the unlimited Max

Loss situation of Short Straddle into Limited Max Loss in IronFly.

Thus, Iron Fly is a Strategy which generates Limited Profit, but also has

limited risk (as it will generate Limited Max Loss, if the range is breached by

the underlying).

With this background, now let us delve into discussing the Short Straddle

Strategy and Iron Fly Strategy in detail. Both these Strategies are analysed and

discussed side-by-side in the table below:

leg)

Short Straddle Strategy Iron Fly Strategy
Trade Legs: Trade Legs:
o Short CE ATM Strike (primary CE | o Short CE ATM Strike (CE primary
leg); and leg)

o Short PE ATM Strike (primary PE | e Long CE of OTM Strike (CE hedged

leg); and
o Short PE ATM (PE primary leg)
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Both Short legs would be of same Expiry
series, and in equal number of Lots in

both primary legs.

o Long PE of OTM Strike (PE hedged
leg)

All the 4 legs (i.e. two Short legs & two
Long legs) would be of same Expiry series,
with equal quantity in each of the
aforesaid four legs. The Long Options
for the hedged leg would be of neatly

same Premium value.

It is a hedged Short Straddle, making a
pair of Bear CE Credit Strategy and Bull
PE Credit Strategy.

Example:

If ATM is ar 17000, then for Short
Straddle:

o Sell 10 Lor Nifly 17000 CE of Next
Week Expiry (at Rs. 250 per Lot); and

o Sell 10 Lot Nifty 17000 PE of Next
Week Expiry (at Rs. 275 per Lot)

Example:
IfATM is ar 17000, then for Iron Fly:

o Sell 5 Lot Nifty 17000 CE of Current
Month Expiry series (at Rs. 250 per
Lot)

e Buy 5 Lor Nifiy 17300 CE of
Current Month Expiry series (at Rs.
100 per Lot); and

o Sell 5 Lot Nifty 17000 PE of Current
Month Expiry series (at Rs. 275 per
Loz)

e Buy 5 Lot Nifty 16700 PE of Current
Month Expiry series (at Rs. 110 per
Lot)

Objective:

Objective is to play a Neutral / Non-
directional or sideways / rangebound
view, through selling naked ATM CEs
and PEs (both as the primary leg), as the
expectation is that the underlying will
remain, until the Expiry of the Options
Shorted, within a tight range from the
current price levels of the underlying and

Objective:

Objective is to play a Neutral / Non-
directional or sideways / rangebound
view, through selling naked ATM CEs
and PEs (both as the primary leg), as the
expectation is that the underlying will
remain, until the Expiry of the Options
Shorted, within a tight range from the
current price levels of the underlying and
thus the Options Shorted would expire
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thus the Options Shorted would expire
within their Breakeven Strike range.

Since, maximum Time Value in absolute
number is at ATM Strikes and also Theta
is maximum at ATM Strikes, therefore if
the technical view is that there will not be
much directional move of the underlying
undil the expiry of the Options Shorted/
intended to be Shorted, then this Strategy
may be implemented to harness profit
from the aggregate Premium Credit
collected on this Strategy by Shorting
ATM Options due to tight rangebound
move in the underlying coupled with
Theta impact of Expiry.

It is a Credit Strategy, as both the Short
legs get the credit of the Premium at
which ATM Strike Options are sold.
this
limited profit to which may extend upto
the
collected on both the Short legs.

Accordingly, Strategy  generates

maximum extent of Premium

However, if the underlying breaches the
Breakeven Strike on either side (CE side or
PE side), then this Strategy would get
exposed to unlimited Loss potential. In
such a situation, the deeper the trend
Loss

continues, more would be the

generated on this Strategy.

within the Breakeven Strike range of this
Strategy.

Since, maximum Time Value in absolute
number is at ATM Strikes and also Theta
is maximum at ATM Strikes, therefore if
the technical view is that there will not
the
underlying undl the Expiry of the
Shorted/ intended to be
Shorted, then this Strategy may be

be much directional move of

Options

implemented to harness profit from the
aggregate Premium Credit collected on
this Strategy by Shorting ATM Options
due to tight rangebound move in the
underlying coupled with Theta impact of
Expiry.

It is a Net Premium Credit Strategy, as
both the Short legs get the credit of the
Premium at which ATM Strike Options
are sold; and both the Long hedged legs
incur lower Premium debit on the
this

generates limited profit to which may

Strategy. Accordingly, Strategy

extend upto the maximum extent of Net

Premium Credit collected on the

Strategy.

Further, in this Strategy: in order to
mitigate the risk / loss that may arise if
the primary legs are breached by the
underlying, equal number of OTM Long
Options are also initiated simultaneously
with the primary Short legs, such that
this Strategy becomes hedged Short
Straddle, comprising of a pair of Bear CE
Credit Strategy and Bull PE Credit
Strategy (which are having Short legs on a
common Strike).

Thus, in effect, Iron Fly comprising of
Bull PE Credit Strategy and Bear CE
Credit Strategy, which converts the
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naked Short Straddle into a hedged Short
Straddle so as to cover and limit the
unlimited loss that may arise in a naked
Short Straddle positions, to a limited
Max Loss situation, if the underlying
breaches the range defined by the
primary leg (on either side) and gets
trending in that direction.
Demerits: Demerits:
e It comprises of naked Short | e Since, in this Strategy on each CE
positions. and PE sides, there is one Short
.. initiated hieh
o Since this Strategy is implemented b osm.o oo mitated at &oeet
. Premium (on ATM Strike or near
by Shorting ATM CEs and PEs (or . .
; ATM Strikes) and a Long position
near ATM same Strike CEs & PEs), . . .
. . ) ] initiated at a OTM Strike with
it requires more capital/ margin and ) .
. ) lower Premium, therefore, this
also sufficient capital for MTM .
. Strategy have a Net Premium
adjustments also need to be ensured. R . .
Credit (i.e. Premium received on
e This Strategy generates limited Short leg — Premium paid on Long
profit to the maximum extent of leg). This Net Credit Premium on
Premium collected on both the Iron Fly Strategy is less than the
Short legs. Profit is generated on this aggregate Premium Credit on
Strategy only if the underlying naked Short Straddle. Therefore,
remains within the tight range from the quantum of profit is less in Iron
the current price levels of the Fly than in Short Straddle if the
underlying (and the Options underlying remains on  Expiry
Shorted would expire within their within the Breakeven Strike range
Breakeven Strike range). defined by the Short legs (initiated
. on the same Strikes in Iron Fly and
o If the underlying breaks out and Short Straddle).
breaches the range beyond the
Breakeven Strike of the Shorted | ® When Short Straddle is hedged and
Option, on either side, then this is played in the form of Iron Fly,
Strategy may yield unlimited loss. then the profit gets squeezed (due to
Thus, this Strategy is the kind with lesser Net Premium Credit) in Iron
limited profit and unlimited loss. Fly, as compared to Short Straddle.
Also, the Breakeven Level gets
e During low Volatility period and

close to Expiry period, sufficient
Premium may not be available in

narrowed down in [ron Fly, thereby
reducing the area upto which profit
can occur (due to lesser Premium
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ATM CEs and PEs, making this
Strategy not viable from of profit
amount perspective.

If there is a Voladlity spike, then
both the Short legs, will get adversely
impacted as there will addition of
Time Value in the premium of both
the Options (even if there is not much
movement in the underlying in any
particular direction). This volatility
spike may exhibit virtual loss on the
Strategy.

Credit in Iron Fly), implying that if
the underlying takes momentum in
one side then the chances of
breaching the Breakeven Strike on
that side increases (hence slightly
enhancing loss  probability; which
ofcourse in Iron Fly is limited). Thus,
this Strategy has lesser profit
potential  than naked  Short
Straddle.

o If there is a Voladility spike, then
both the Short legs, will get
adversely impacted but the Long leg
would get favourably impacted, as
there will addition of Time Value in
the premium of both the Short &
Long Options. This Voladility spike
may exhibit virtwal loss on the
Strategy (even if there is not much
movement in the underlying in any
particular direction).

Benefits of Short Straddle:

This Strategy is suitable for a very
tight rangebound / sideways view. A
very narrow rangebound movement
of the underlying within the tght
range from the current price levels of
the undetlying (ie. within the
Breakeven  Strike range of  this
Strategy), generates profitin both the
ATM Short legs due to erosion of
time value owing to such movement
in the underlying.

With the passage of time, if the
underlying remains within the
narrow range as expected, then both
the Short legs continues to be ATM
Strikes or one near OTM & another
near I'TM, consequently generating

Benefits of Iron Fly:

o Itis a hedged Strategy (i.e. Iron Fly
is  hedged  Short  Straddle).
Consequently, the unlimited Max
Loss potential in naked Short
Straddle gets capped tw a pre-
defined limited Max Loss in Iron
Fly.

e Since, it is a hedged Strategy, the
capital / margin required is less as
compared to Short Strangle and
does not require much capital
towards any MTM requirements.

e Since, less capital is required to
implement  this  Strategy  as
compared to Short Straddle, more
quantity/ Lots can be initiated in
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profit in this Strategy, due to the
rising Theta impact. If by Expiry of
the Options Shorted, if the
underlying remains within the tight
range in this Strategy and the
Options  Shorted would
within their Breakeven Strike range,
then both the Shorted legs would
expire worthless as ATM (or one of
them would become OTM and
expire worthless and another as near

expire

ITM yet having less Premium left
due to Theta effect on Expiry),
generating profit on this Strategy or
a lesser profit.

In this Strategy, two factors help in
generating profit: (i) very tight
rangebound move in the underlying;
and (ii) Theta impact on the primary
legs. Therefore, this Strategy can
yield decent profit if the tight range
is maintained by the underlying.

Due to the increasing Theta impact
with the approach of Options
Expiry, this Strategy becomes
suitable for deployment near Expiry

if the view is aligned and favourable.

It is a Credit Strategy. Since both
Short legs comprises of selling ATM
Strikes, the Premium on both Short
legs is the amount of aggregate
Premium collected. Accordingly, in
this Strategy, the Credit of Premium
need to be protected for profit in this
Strategy.

The aggregate Credit Premium
collected on both Short legs,
increases the loss area in this Strategy
by defining the Breakeven Strike.

Thus, from Expiry perspective, the

this Strategy for same amount of
capital as compared to the Short
Straddle.

While this Strategy has 2 Short
Options (as primary legs) and 2
Long Options (as hedged legs), this
Strategy is a Net Premium Credit
Strategy as the Shorts are initiated at
higher Premium than the Longs on
the respective CE / PE sides
between their primary and hedged
legs.

Since, this a hedged Strategy,
therefore, any breakout by the
underlying before Expiry on either
side of the defined range is covered
by the Long Options hedged leg on
that side. Thus, this Strategy helps
curtail the unlimited loss situation
that may arise in Short Straddle
owing to the Long Options
positions added in this Strategy
(provided such Long Options do not
loose their Premium significantly due
to Volatility crash or Theta decay).

This Strategy is suitable for a very
tight rangebound / sideways view. A
very narrow rangebound movement
of the underlying within the tight
range from the current price levels
of the underlying (i.e. within the
Breakeven Strike range of this
Strategy), generates profit in both
the ATM Short legs due to erosion
of Time Value owing to such
movement in the underlying.

With the passage of time, if the
underlying remains within the
narrow range as expected, then both
the Short legs continues to be ATM
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underlying must not go down and
cross below the Breakeven Strike of
PE Short Strike and on the upper
side the underlying must not go up
and cross above the Breakeven Strike
of CE Short Strike (the Breakeven
Strikes in this Strategy are discussed
below).

Volatility crash is favourable on the
Strategy, as the reduction in
volatility causes erosion in the Time
Value of both the primary Short legs,
which yield profit on the Strategy.

However, Volatility spike will cause
addition of Time Value in the
premium of both the Options (even
if there is not much movement in
the underlying in any particular
direction), thus exhibiting virtual
loss on the Strategy. But so long the
Breakeven Strike is not breached on
either side by Expiry, then inspite of
increase in premium value and
virtual loss on the Strategy due to
volatility spike, there will not be an
actual loss scenario on the Strategy.

Strikes or one near OTM &
another near ITM, consequently
generating profit in this Strategy
due to the rising Theta impact. If by
Expiry of the Options Shorted, if
the underlying remains within the
tight range in this Strategy and the
Options Shorted would expire
within their Breakeven Strike range,
then both the Shorted legs would
expire worthless as ATM (or one of
them would become OTM and
expire worthless and another as near
ITM yet having less Premium left
due to Theta effect on Expiry),
generating profit on this Strategy.

In this Strategy, two factors help in
generating profit: (i) very tight
rangebound  move in  the
underlying; and (i) Theta impact
on the primary legs. Therefore, this
Strategy can yield decent profit if
the tight range is maintained by the
underlying.

Due to the increasing Theta impact
with the approach of Options
Expiry, this Strategy becomes
suitable for deployment near Expiry
if the view is aligned and favourable.

Volatility crash is favourable on the
Strategy, as the reduction in
volatility causes erosion in the Time
Value of both the primary leg (as
well as the hedged leg), which
eventually vyield profit on the
Strategy.

However, Volatility spike will cause
addition of Time Value in the
premium of both the Long & Short
legs (even if there is not much

278
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movement in the underlying in any
particular direction), thus exhibiting
some virtual loss on the Strategy.
But so long the Breakeven Strike is
not breached on either side by
Expiry, then inspite of increase in
premium value and virtual loss on
the Strategy due to volatility spike,
there will not be an actual loss
scenario on the Strategy.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

This Strategy comprises of naked ATM
CE Short; and a naked ATM PE Short (or
Shorts initiated at same CE & PE Strike
near ATM). This is an aggregate Credit
Strategy as the Premium at which both
Shorts are initiated, on aggregate basis is
the total Premium Credit received.

The CE Short leg determines the upper
range; and the PE Short leg determines
the lower range in this Strategy. The
Breakeven on the upper side (i.e. CE side)
side PE
determined as follows:

and lower (i.e. side), is

o The Breakeven Strike on the CE side
(upper side) is: The CE Strike (ar
which Short is initiated) + aggregate
Premium Credit received on both
CE & PE Shorts; and

o The Breakeven Strike on the PE side
(lower side) is: The PE Strike (ar

which Short is initiated) - aggregate

Premium Credit received on both

CE & PE Shorts.

Thus, if by Expiry of the relevant Options
which have Shorted, if the

underlying does not breach the aforesaid

been

Expiry perspective:

The CE side (upper side) comprises of
CE Short primary leg at higher Premium
and CE Long hedged leg at lower
Premium. Thus, there is a Net Premium
Credit on the CE side of Iron Fly.

Likewise, the PE side (lower side)
comprises of PE Short primary leg at
higher Premium and PE Long hedged leg
at lower Premium. Thus, there is a Net
Premium Credit on the PE side of Iron
Fly.

The sum of the Net Premium Credit on
the CE and PE Side is the aggregate Net
this

Premium Credit received in

Strategy. Accordingly:

o the Breakeven Strike of the CE side in
this Strategy (upper range) is: CE

Short primary leg + the aggregate
Net the
Strategy; and

Premium Credit in

o the Breakeven Strike of the PE side in
this Strateqy (lower range) is: PE

Short primary leg - the aggregate
Net Premium Credit in the
Strategy.
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Breakeven Strikes (either on the upper
side or the lower side), then this Strategy
would yield profit; but if by Expiry of the
relevant Options, the underlying breaches
either upper or lower side and goes
beyond the relevant Breakeven Strike
then the Strategy would yield loss. In case
the
breaching of the

of continuous movement of

underlying  after
Breakeven Strike on either side by the
underlying, an unlimited loss situation

would arise.

For example: If ATM is ax 17000, then for
Short Straddle: If Nifty 17000 PE is sold ar
Rs. 100 per Lot & Nifty 17000 CE is sold
at Rs. 150 per Lot, then the BE Strike of this
Strategy will be:

o On CE side: 17000 + (100+150) =
17250 CE Strike; and

o On PE side: 17000 - (100+150) =
16750 PE Strike

Thus, while this Strategy might yield total
aggregate Premium of Rs. 250 per Lot as full
profit if the underlying remains ar 17000 on
Expiry.

However, if Nifty crosses 17000 Strike
upwardly then this Strategy would not yield
loss so long the Breakeven Strike of 17250 is
not breached upwardly by Nifty till Expiry
of Options Shorted. Likewise, if Nifty crosses
17000  Strike downwardly then  this
Strategy would not yield loss so long the
Breakeven Strike of 16750 is not breached
downwardly by Nifty till Expiry of Options
Shorted.

Therefore, in this Strategy, unlimited loss
situation would arise, if either on the
upside (i.e. CE side) or downside (i.e. PE

Thus, if by Expiry of the relevant
Options, if the underlying does not
breach the aforesaid Breakeven Strikes
(either on the upper side or the lower side),
then this Strategy would yield profit; but
if by Expiry of the relevant Options, the
underlying gets trending either on the
upper side or lower side and goes beyond
the relevant Breakeven Strike on that
side, then the Strategy would yield loss.

In case of continuous movement of the
the
Breakeven Strike on either side by the

underlying after breaching of
underlying, and closing downwardly
below the PE Long Strike or closing
above the CE Long Strike, would yield
quantified Max Loss on this Strategy

(Limited Loss situation).

For example: If Nifty 17000 CE is sold at
Rs. 250 per Lot & Nifty 17300 CE is
bought at Rs. 150, for the CE side of this
Strategy; and

Nifty 17000 PE is sold at Rs. 200 per Lot
¢ Nifty 16700 PE is bought at Rs. 100 per
Lot, for the PE side of this Strategy, then:

the Net Premium Credit received on this
Strategy  will  be:  [(250+200) -
(150+100)] = 450 — 250 = 200

o Breakeven Strike of this Strategy on
upper range (CE side) will be: 17000
+200 = 17200 CE

o Breakeven Strike of this Strategy on
lower range (PE side) will be: 17000
- 200 = 16800 PE

Thus, in the aforementioned example: if
the underlying breaches the upper

Breakeven Strike i.e. 17200 CE and
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side), the underlying breaks-out and
closes by Expiry beyond the Breakeven
Strike level of that particular side.

keeps trending higher then the loss
caused on account of 17000 CE Short
primary leg would get mitigated to some
extent by the 17300 CE Long hedged
leg. However, if the uptrend continues
and the underlying closes by Expiry
beyond the CE Long leg, then only
limited max Loss on the CE side would
accrue on the Strategy. Thus, this
Strategy helps avoiding an unlimited loss
situation, in the event of a continuous
uptrend.

Likewise, if the underlying breaches the
lower Breakeven Strike i.e. 16800 PE
and keeps trending lower, then the loss
caused on account of 17000 PE Short
primary leg would get mitigated to some
extent by the 16700 PE Long hedged leg.
However, if the downtrend continues
and the underlying closes by Expiry
beyond the PE Long leg, then only
limited max Loss on the PE side would
accrue on the Strategy. Thus, this
Strategy helps avoiding an unlimited loss
situation, in the event of a continuous

downtrend.
Payoff Chart for Short Straddle Pavoff Chart for Iron Fly
Short Straddle Iron Fly
© .

BE On Downside

Underlying Price — T
Same CE Short Strike &
PE Short Strike

Unlimited Loss Unlimited Loss

n l
ol ' BE On Upside

N/ EANL

'

' '

' Same CE Short Strike & '
PE Short Strike

Underlying Price
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Loss in this Strategy:

Since, this Strategy comprises of naked
Short legs, therefore if the underlying
breaks the Breakeven Strike range defined
by Shorting relevant Options, on either
side, and starts trending after crossing
beyond the Breakeven Strike of that side,
then this Strategy will start yielding
unlimited loss as the underlying keep
trending in that direction and closes by
Expiry outside the Breakeven Strike.

In this situation, the Short leg of that side
Option (where the BE Strike is breached)
becomes an ITM. The other side Short
Option leg becomes even farther OTM.
This situation generates the Unlimited
Max Loss situation on the Strategy.

Level of starting unlimited loss on the
upside (i.e. CE side):

If the underlying, gets bullish and
breaches the Breakeven Strike on the CE
side of the Strategy and closes higher than
the BE Strike on the CE side, then this
Strategy would yield loss on the upside.
Higher the underlying would close by
Expiry after breaching the BE Strike on
the CE side, higher will be the loss. The
the
underlying keeps trending higher by
Expiry. This is because the CE Short
Strike becomes an ITM (while the CE
Long Strike becomes an even farther OTM).

loss situation is unlimited, if

Level of starting unlimited loss on the
downside (i.e. PE side):

If the underlying, gets bearish and
breaches the Breakeven Strike on the PE
side of the Strategy and closes lower than
the BE Strike on the PE side, then this
loss the

Strategy would  yield on

Loss in this Strategy:

Max Loss on this Strategy occurs when
the underlying breaches the Breakeven
Strike of either side and eventually closes
by Expiry at or higher than the CE Long
leg of the Strategy or if the underlying
closes at or lower than the PE Long
Strike of the Strategy.

In this situation, both the Short & Long
leg of that side Option (where the BE
Strike is breached) becomes an ITM. The
other side Options, both Long & Short
leg becomes even farther OTM. This
situation generates the Limited Max Loss
situation on the Strategy.

Calculation of Max Loss:

Maximum loss in this Strategy will be
limited and can be pre-calculated. The
Maximum Loss in this Strategy is
calculated as:

Max Loss for CE side: is calculated as:

o [Strike difference between CE Long
Strike and CE Short Strike]

minus

o [aggregate of Net Premium Credit
received on CE side ¢ PE side on this
Strategy].

Max Loss for PE side: is calculated as:

o [Strike difference between PE Short
Strike and PE Long Strike/

minus

o [aggregate of Net Premium Credit
received on CE side & PE side on this
Strategy]
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downside. Lower the underlying would
close by Expiry after breaching the BE
Strike on the PE side, higher will be the
loss. The loss situation is unlimited, if the
underlying keeps trending lower by
Expiry. This is because the PE Short
Strike becomes an ITM (while the PE
Long Strike becomes an even farther OTM).

Calculation of final loss amount on the

Strategy:

If the underlying closes by Expiry, after
breaching the Breakeven Strike on either
side, then the Loss accrued on the
Strategy on Expiry can be calculated as:

o [the final premium value of Short
Option of the momentum side on
Expiry (i.e. Short leg which becomes /

expires as an [TM)]*!
minus
e the aggregate Premium Credit

collected by Shorting both CE & PE
Options.

More the underlying closes beyond the
BE Strike on either side, higher will be the
loss generated by the Short leg of that side
Option.

For example: If ATM is ar 17000, then for
Short Stracdle:

If'Nifty 17000 PE is sold at Rs. 100 per Lot
& Nifty 17000 CE is sold at Rs. 150 per
Lo, then the BE Strike of this Strategy will
be (basis the total Premium Credit of Rs
250 per Lot collected on the Strategy):

Impact on Max Loss situation, due to
variation in Strike Difference between

CE side & PE side:

If the Strike difference between Short leg
& Long leg, on both CE side and PE side
is same (eg: 300 point difference between
CE Short & CE Long and 300 point
difference between PE Short ¢& PE Long),
then the Max Loss would be same for the
CE side as well as for the PE side. In such
case, the amount so determined, is said
to be the Max Loss of the Strategy.

the Strike
between Short leg & Long leg, on CE
side and PE side is different (eg: 300 point
difference between CE Short & CE Long
and 500 point difference between PE Short
& PE Long), then the Max Loss would be
different for the CE side and the PE side.
The side where the Strike difference is
more, would have more Net Premium
Credit and accordingly the BE Level of
that side will also increase. But with

However, if difference

increase in BE Level, the Max Loss
that
increase. In such case, the Max Loss of

situation on side would also

the side where Strike difference is more,
would be the Max Loss of the Strategy.

Level of starting loss on the Strategy and

Loss Zone:

If the underlying breaks-out and starts
trending  after crossing beyond the
Breakeven Strike of either side, then this
Strategy will start yielding loss. Thus,
breaching the BE Level on either side, is

31 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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BE on CE side: 17250 CE Strike; and
BE on PE side: 16750 PE Strike.

Therefore, if by Expiry Nifty falls below
16750 and Expiry is atr 16500 (as ATM),
then PE Short leg of 17000 will be an ITM
with final LTP of about Rs. 500 (because
on Expiry, final LTP of this PE strike will
be equal to its Intrinsic Value, which is
calculated as PE ITM Strike — ATM Strike
= 17000 - 16500 = 500).

Thus, the Loss incurred in this strategy will
be: 500 — 250 = Rs. 250 per qty in a Lot,
ie. 250 x 50 = Rs. 12,500 per Lot.

the Level from which loss would start on
the Strategy.

CE_side: 1f the
underlying, gets bullish and breaches the
Breakeven Strike on the CE side of the
Strategy and closes higher than the BE
Strike on the CE side, then this Strategy
would vyield loss on the upside. Higher

Loss Zone on  the

the underlying would close by Expiry
after breaching the BE Strike on the CE
side, higher will be the loss. But if the
underlying closes by Expiry, at or beyond
the CE Long leg then the Limited Max
Loss situation would accrue on this
Strategy (i.e. applicable Max Loss on CE
side, as per Max Loss calculations given
above).

Thus, the Loss zone on the CE side, is
the BE Strike on the CE side till CE
Long Strike and higher. If the underlying
closes by Expiry within this Loss Zone,
but towards the BE Strike on the CE side
then the loss on the Strategy will be
lower; but if the underlying closes
towards the CE Long Strike within the
zone, then the loss on the Strategy would
be relatively more. In this Loss zone, the
CE Short leg becomes an I'TM, whereas
the CE Long leg remains an OTM.

PE_side: 1f the
underlying, gets bearish and breaches the
Breakeven Strike on the PE side of the
Strategy and closes lower than the BE
Strike on the PE side, then this Strategy
would yield loss on the downside. Lower

Loss Zone on the

the underlying would close by Expiry
after breaching the BE Strike on the PE
side, higher will be the loss. But if the
underlying closes by Expiry, at or beyond
the PE Long leg then the Limited Max
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Loss situation would accrue on this
Strategy (i.e. applicable Max Loss on PE
side, as per Max Loss calculations given
above).

Thus, the Loss zone on the PE side, is the
BE Strike on the PE side till PE Long
Strike and lower. If the underlying closes
by Expiry within this Loss Zone, but
towards the BE Strike on the PE side
then the loss on the Strategy will be
lower; but if the underlying closes
towards the PE Long Strike within the
zone, then the loss on the Strategy would
be relatively more. In this Loss zone, the
PE Short leg becomes an ITM, whereas
the PE Long leg remains an OTM.

Calculation of final loss amount on the
Strategy within the Loss Zone:

If the underlying closes by Expiry within
the Loss Zone (either on CE side or PE
Side), then the Loss on Expiry will be

calculated as:

e [the final premium value of Short
Option of the momentum side on
Expiry (i.e. Short leg which becomes /
expires as an [TM)]*

minus

e the Net Premium Credit collected
on the overall Strategy.

For example: If Nifty 17000 CE is sold ar
Rs. 250 per Lot & Nifty 17300 CE is
bought at Rs. 150, for the CE side of this
Strategy; and Nifty 17000 PE is sold at Rs.
200 per Lot & Nifty 16700 PE is bought

32 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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at Rs. 100 per Lot, for the PE side of this
Strategy, then:

o the Net Premium Credit received on
this Strategy will be: [(250+200) —
(150+100)] = 450 — 250 = 200

e BE Strike on CE side = 17000+ 200
= 17200 CE

e BE Strike on PE side = 17000-200 =
16800 PE

In the aforesaid example:

Max Loss on the CE side (ie if the
underlying breaches the CE Long Strike of
17300 CE on the upside, will be: [17300-
17000] — [200] = 300-200 = 100 per gty
i.e. Rs 100 x 50 = Rs. 5000 per Lot

Max Loss on the PE side (ie. if the
underlying breaches the PE Long Strike of
16700 PE on the downside, will be:
[17000-16700] — [200] = 300-200 = Rs.
100 gty i.e. Rs 100 x 50 = Rs. 5000 per
Lot

Here, because the Strike difference on both
CE side and PE side (between the Short leg
& Long leg) is the same (i.e. 300 on both
side), therefore, the Max Loss on both CE
side ¢ PE side is same (i.e. Rs. 5000)

However, if by Expiry, Nifty rises above
and closes at 17250 Strike (as ATM), i.e.,
within the Loss Zone on the CE side, then
CE Short leg of 17000 will be an ITM
with final LTP of abour Rs. 250 (because
on Expiry, final LTP of this CE Strike will
be equal to its Intrinsic Value, which is
calculated as ATM Strike — CE ITM
Strike = 17250 — 17000 = 250).
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Thus, the Loss incurred in this Strategy will
be: 250 — 200 = Rs. 50 per qty in a Lot
i.e. 50 x 50 = Rs. 2500 per Lot.

Profit in this Strategy:

Max Profit scenario: By Expiry of the

relevant  Options  which have been
Shorted, if the underlying closes at the
same Strike (on which Shorts have been
initiated), then the entire Premium

Credit collected on the Strategy, shall be
the Max Profit in this Strategy.

Max Profit Level:

Thus, Max Profit level: Is the Strike at
which Shorts have been initiated. If
underlying closes by Expiry at this Strike,
then Max Reward is generated by the
Strategy.

Profit zone:

In the event the underlying moves beyond
the Strike at which Shorts have been
initiated but do not cross the Breakeven
Strike of that side, then too this Strategy
would yield some profit. Therefore, the
overall profit zone on the Strategy ranges
from BE Strike on the CE side to BE
Strike on the PE side. If the underlying
closes anywhere within this zone by
Expiry, then the Strategy will generate
profit.

On_the CE side: if the underlying closes,
between the CE Short Strike and the BE
level of the Strategy on the CE side range,
then some profit would be generated by
the Strategy. If the underlying closes by
Expiry near the CE Short Strike within
this zone, then profit will be relatively
more; than if the underlying closes near
the BE Strike range on the CE side within

Profit in this Strategy:

Max Profit scenario: The aggregate Net
this
Strategy, which is notionally credited at

Premium Credit received on
the time of initiating this Strategy, is the
Maximum Profit / Reward in this
Strategy, i.e. aggregate Premium Credit
received on the Strategy (i.e. sum of
Premium Credit received on CE Short &
PE Short legs) minus aggregate Premium
Paid on this Strategy (i.e. sum of Premium

paid on CE Long & PE Long legs).
Max Profit Level:

Thus, Max Profit level: Is the Strike at
which Shorts have been initiated. If
underlying closes by Expiry at this Strike,
then Max Reward is generated by the
Strategy.

Profit zone:

In the event the underlying moves
beyond the Strike at which Shorts have
been initiated but do not cross the
Breakeven Strike of that side, then too
this Strategy would yield some profit.
Therefore, the overall profit zone on the
Strategy ranges from BE Strike on the
CE side to BE Strike on the PE side. If
the underlying closes anywhere within
this zone by Expiry, then the Strategy
will generate profit.

On the CE side: if the underlying closes,
between the CE Short Strike and the BE
level of the Strategy on the CE side
range, then some profic would be
generated by the Strategy. This is the
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this zone. Therefore, the profit zone on
the CE side is: when the underlying closes
by Expiry between the CE Short Strike
and the BE Strike level on the CE side.

On_the PE side: if the underlying closes,
between the PE Short Strike and the BE
level of the Strategy on the PE side profit
then some profic would be
generated by the the
underlying closes by Expiry near the PE

zZone,

Strategy. 1f

Short Strike within the profit zone, then
profit will be relatively more; than if the
underlying closes within the profit zone,
near the BE Strike on the PE side.
Therefore, the profit zone on the PE side
is: when the underlying closes by Expiry
between the PE Short Strike and the BE
Strike level on PE side.

Calculation of final profit on the
Strategy in the Profit Zone:

If the underlying goes beyond the Strike
at which Shorts have been initiated, but
do not cross the Breakeven Strike of that
side and closes within the profit zone (of
that side) by Expiry, then too this Strategy
would yield some profit. This profit in
such situation will be calculated as:

o [aggregate Premium Credit collected
on the Strategy]

minus

o [final LTP value, on Expiry, of the

]33

Option, which expires as an [TM

For example: If ATM is ar 17000, then for
Short Straddle: If Nifty 17000 PE is sold ar

Profit zone on the CE side. If the
underlying closes by Expiry near the CE
Short Strike within this zone, then profit
will be relatively more; than if the
underlying closes near the BE Strike
range on the CE side within this zone.
Therefore, the profit zone on the CE side
is: when the underlying closes by Expiry
between the CE Short Strike and the BE
Strike level on the CE side.

On the PE side: if the underlying closes,
between the PE Short Strike and the BE
level of the Strategy on the PE side profit
then some profit would be

the
underlying closes by Expiry near the PE

zone,

generated by the Strategy. If

Short Strike within the profit zone, then
profit will be relatively more; than if the
underlying closes within the profit zone,
near the BE Strike on the PE side.
Therefore, the profit zone on the PE side
is: when the underlying closes by Expiry
between the PE Short Strike and the BE
Strike level on PE side.

Calculation of final profit on the
Strategy in the Profit Zone:

If the underlying breaches the Strike at
which Shorts have been initiated (o
either side), but the
Breakeven Strike of that side and closes

do not cross
within the profit zone (of that side) by
Expiry, then too this Strategy would
yield some profit. This profit in such
situation will be calculated as:

33 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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Rs. 100 per Lot & Nifty 17000 CE is sold
at Rs. 150 per Lot, then the BE Strike of this
Strategy will be:

On CE side: 17250 CE Strike; and
On PE side: 16750 PE Strike.

Thus, if the underlying by Expiry of the
Options Shorted, closes at the same Strike on
which the two Short legs are initiated and
consequently both the Short legs expire as an
OTM/ ATM, then the entire Rs. 250
aggregate Premium shall be the Max Profit
in this Strategy.

Houwever, if Nifty moves higher than the
17000 CE Strike, but does not breach the
Breakeven Strike of 17250 on the upper side
and expire ar 17200 ATM, then the Max
Profit in this Strategy will be the final LTP
of the 17000 CE Short leg (which would be
an ITM having higher Premium by Expiry,
say Rs. 200) minus Rs. 250 (aggregate
Premium Credit received on this Strategy) =
Rs. 50 per Lot.

Thus, overall profit on this Strategy gor
reduced (from a total Premium Credit of Rs.
250 on the overall Strategy, to Rs. 50 only)
as the Strike ar which Short was initiated
was breached by Expiry (but loss in this
Strategy  did nor occur because  the
Breakeven Strike of 17250 CE was not
breached by Expiry).

e [the Net Premium Credit collected
on the overall Strategy]

minus

e [final LTP wvalue of the Short
Option leg, on Expiry, which

]34

expires as an [TM

For example: If Nifty 17000 CE is sold at
Rs. 250 per Lot & Nifty 17300 CE is
bought at Rs. 150, for the CE side of this
Strategy; and Nifty 17000 PE is sold at Rs.
200 per Lot & Nifty 16700 PE is bought
at Rs. 100 per Lot, for the PE side of this
Strategy, then

o the Net Premium Credit received on
this Strategy will be: [(250+200) —
(150+100)] = 450 — 250 = 200

e BE Strike on CE side = 17000+ 200
= 17200 CE

e BE Strike on PE side = 17000-200 =
16800 PE

Thus, if the underlying by Expiry of the
Options Shorted, closes at the same Strike
on which the two Short legs are initiated
and consequently both the Short primary
legs expire as ATM/ OTM, then the entire
Rs. 200 per Lot aggregate Net Premium
Credit received on this Strategy shall be the
Max Profit in this Strategy.

However, if Nifty moves higher than the
17000 CE Strike, but does not breach the
Breakeven Strike of 17200 CE on the
upper side and expire ar 17150 ATM
(which implies that 17000 CE Short leg
becomes an ITM; and 17300 CE Long leg

3 The final LTP (i.e. Premium value) of the Option, if it expires as an ITM, would be equal to
the Intrinsic Value (i.e. the difference between the relevant ITM Strike and ATM Strike on

Expiry).
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and both PE legs (i.e. 17000 PE Short &
16700 PE Long) expire as OTMs and thus
become zera), then the Max Profit in this
Strategy will be the [final LTP of the
17000 CE Short leg minus aggregate Net
Premium  Credit of Rs. 200 per Lot
received on this Strategy].

The final LTP of the 17000 CE Short leg
on Expiry will be equivalent to its Intrinsic
Value (which is determined as ATM —
ITM CE) i.e. 17150 — 17000 = Rs. 150).

Thus, the profit on this Strategy, as per
aforesaid  formula would be: Rs 200
(aggregate Premium Credit received on this
Strategy) minus Rs. 150 (final premium
value of 17000 CE on Expiry) = Rs. 50 per
qty in the Lot.

Thus, overall profit on this Strategy got
reduced (from a Net Premium Credit of Rs.
200 on the overall Strategy, to Rs. 50 only)
as the Strike at which Short was initiated
was breached by Expiry (but loss in this
Strategy did not occur  because  the
Breakeven Strike was not breached by
Expiry).

The ratio between the Max Loss and the
Max Reward gives the Risk & Reward
ratio for this Strategy.

Profit & Loss Levels on the Strategy,
from Expiry perspective:

BE Level on the upside (CE side): [CE

Short Strike + Total Premium Credit
collected on both CE Short & PE Short
leg]

BE Level on the downside (PE side): [PE

Short Strike - Total Premium Credit

Profit & loss Levels on the Strategy,
from Expiry perspective:

BE Ievel on the upside (CE side): [CE

Short Strike + Net Premium Credit
collected on both CE & PE sides]

BE Level on the downside (PE side): [PE
Short Strike — Net Premium Credit
collected on both CE & PE sides]
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collected on both CE Short & PE Short
leg]
Min Profit Level: If underlying closes by

1% on the

Expiry just above the BE Leve
PE side or if the underlying closes just

below the BE Level on the CE side®.

Max Profit Level: If underlying closes by
Expiry at the same Strike on which CE
Short & PE Short positions were initiated
in this Strategy.

Profit Zone: If underlying closes by
Expiry between the BE Level on PE side
and BE Level on CE side. In this profit

zone the following situation may arise:

If underlying closes by Expiry ar the Strike
on_which CE Short and PE Short are
initiated: Max profit on the Strategy
would be (as  calculated

aforesaid).

If underlying closes between the PE Short
Strike and BE Level on the PE side: Then
some profit would be generated on the

generated

overall Strategy. In such case higher profit
would be generated on the Strategy if the
underlying closes by Expiry near the PE
Short Strike; and the profit would be less
if the underlying closes towards the BE
Level on the PE side. Profit in such
situation can be calculated as already
explained above.

If underlying closes between the CE Short
Strike and BE Level on the CE side: Then

some profit would be generated on the

Min Profit Level: If underlying closes by
Expiry just above the BE Level®® on the
PE side or if the underlying closes just
below the BE Level on the CE side*.

Max Profit Level: If underlying closes by
Expiry at the same Strike on which CE
Short & PE Short positions were
initiated in this Strategy.

Profit Zone: If underlying closes by
Expiry between the BE Level on PE side
and BE Level on CE side. In this profit

zone the following situation may arise:

If underlying closes by Expiry ar the Strike
on_which CE Short and PE Short are
initiated: Max profit on the Strategy
would be (as

aforesaid).

If underlying closes between the PE Short
Strike and BE Level on the PE side: Then
some profit would be generated on the

generated calculated

overall Strategy. In such case higher
profit would be generated on the
Strategy if the underlying closes by
Expiry near the PE Short Strike; and the
profit would be less if the underlying
closes towards the BE Level on the PE
side.

If underlying closes between the CE Short
Strike and BE Level on the CE side: Then
some profit would be generated on the

overall Strategy. In such case higher
profit would be generated on the
Strategy if the underlying closes by
Expiry near the CE Short Strike; and the

3 That is higher Strike than BE Strike Level on PE side.
3¢ That is lower Strike than BE Strike Level on CE side.
% That is higher Strike than BE Strike Level on PE side.
40 That is lower Strike than BE Strike Level on CE side.
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overall Strategy. In such case higher profit
would be generated on the Strategy if the
underlying closes by Expiry near the CE
Short Strike; and the profit would be less
if the underlying closes towards the BE
Level on the CE side. Profit in such
situation can be calculated as already
explained above.

Loss Starting Level: If underlying closes
by Expiry below the BE Level on the PE
side’” or above the BE Level on the CE

side®®.

Max loss situation: If the underlying
closes by Expiry below the BE Level on
the PE side or if the underlying closes
above the BE Level on the CE Strike, then
the Max Loss situation may arise on this
Strategy, in the following situation:

Max Loss on the PE side: In case the
underlying keeps falling below the BE

Level on the PE side, then unlimited loss
situation would arise on the lower side.
Lower the underlying would close below
the BE Level of the PE side, higher will be
the loss on the overall Strategy. Loss on
Expiry, in such situation can be calculated
as already explained above.

Max Loss on the CE side: In case the
underlying keeps rising above the BE

Level on the CE side, then unlimited loss
situation would arise on the upside.
Higher the underlying would close above
the BE Level of the CE side, higher will

be the loss on the overall Strategy. Loss on

profit would be less if the underlying
closes towards the BE Level on the CE
side.

Loss Starting Level: If underlying closes
by Expiry below the BE Level on the PE
side?! or above the BE Level on the CE
side?.

Max Loss situation: If the underlying
closes by Expiry below the PE Long
Strike on the PE side or above the CE

Long Strike on the CE side, then the
Max Loss may arise on this Strategy

Loss Zone: If underlying closes by Expiry
below the BE Level on PE side or above
the BE Level on the CE side. In this loss

zone the following situation may arise:

If underlying closes by Expiry at or
anywhere below the PE Long Strike: Max
loss on the Strategy would be generated
(calculated as aforesaid).

If underlying closes below the BE Level on
the PE side and above the PE Long Strike:
Then some loss would be generated on

the overall Strategy. In such case lower
would be the loss generated on the
Strategy if the underlying closes by
Expiry near the BE Level on the PE side;
and the loss would be relatively more if
the underlying closes towards the PE
Long Strike.

If underlying closes by Expiry ar or
anywhere above the CE Long Strike: Max

7 That is lower Strike than BE Strike Level on PE side.
38 That is higher Strike than BE Strike Level on CE side.
41 That is lower Strike than BE Strike Level on PE side.
2 That is higher Strike than BE Strike Level on CE side.
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Expiry, in such situation can be calculated
as already explained above.

loss on the Strategy would be generated
(calculated as aforesaid).

If underlying closes above the BE Level on
the CE side and below the CE Long Strike:

Then some loss would be generated on

the overall Strategy. In such case lower
would be the loss generated on the
Strategy, if the underlying closes by
Expiry near the BE Level on the CE side;
and the loss would be relatively more if
the underlying closes towards the CE
Long Strike.

Options behaviour:

o In this Strategy, two factors help in
profit. (i)  tight

rangebound move in the underlying;

generating

and (ii) Theta impact on the primary
legs. Therefore, this Strategy is a
highly profitable Strategy if the
narrow range is maintained by the
underlying.

o If the underlying remains within the
narrow range in this Strategy (i.e.
between the Breakeven Strikes in this
Strategy), then it implies that by
Expiry, either: (i) both these Strikes
expires worthless as OTM / ATM
(due to Theta impact on both

leg OTMs).

Consequently, the entire aggregate

primary being
Premium received on Shorting both
CE & PE Strikes would be the
maximum profit if underlying closes
on Expiry at the Strike on which
both Short legs have been initiated;
or (ii) one primary leg would expire
worthless as an OTM and another as
a near ITM, in which case lesser

Options behaviour:

o In this Strategy, two factors help in
profi (i)  tight

move in  the
underlying; and (ii) Theta impact

generating
rangebound

on the primary legs. Therefore, this
Strategy is a highly profitable
Strategy if the narrow range is
maintained by the underlying.

o If the underlying remains within
the narrow range in this Strategy
(i.e. between the Breakeven Strikes in
this Strategy), then it implies that by
Expiry, either: (i) both these Strikes
expires worthless as OTM / ATM
(due to Theta impact on both
primary leg being OTM/ ATM).

the Net

Premium received on Shorting both

CE & PE Strikes would be the

maximum profit

Consequently, entire

if underlying
closes on Expiry at the Strike on
which both Short legs have been
initiated; or (ii) one primary leg
would expire worthless as an OTM
and another as a near ITM, in
which case lesser profic (than the
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profit (than the Maximum Profit) is
generated on this Strategy.

Further, as the Expiry approaches
near, the Theta impact on the ATM
Strike CE & PE starts causing them
to loose their Premium, and
therefore generates profit.

Due to the increasing Theta impact
with the approach of Options
Expiry, this Strategy becomes
suitable for deployment near Expiry
if the narrow rangebound view on
the underlying is aligned and
favourable.

Thus, Short Straddles can be
initiated when market is in a very
narrow rangebound limits,
especially: (i) near Expiry i.e. in the
last week or so before Expiry, to play
until Expiry day; or (ii) a day before
Expiry, to benefit from Overnight
Expiry Decay; or (iii) On Expiry
day, to benefit from full Theta decay
of Expiry day effect.

Rise in Volatility may not adversely
impact this Strategy, because even if
rise in  Volatdlity would be
unfavourable to both the Short legs
before the Expiry (as their Premium
would rise or will not fall as
otherwise expected), the Premium
value of Options Shorted would
reduce near Expiry due to Theta
impact. This is owing to the fact that
if the Short legs are ATM / OTM on
Expiry then even if rising Volatility
increases their Premium value, then
also it would eventually become zero

Maximum Profit) is generated on
this Strategy.

Further, as the Expiry approaches
near, the Theta impact on the ATM
Strike CE & PE starts causing them
to loose their Premium, and
therefore generates profit.

Due to the increasing Theta impact
with the approach of Options
Expiry, this Strategy becomes
suitable for deployment near Expiry
if the narrow rangebound view on
the underlying is aligned and
favourable.

Thus, this Strategy (which is
hedged Short Straddle) can be
preferred over Short Straddle to
play out when market is in a very
narrow rangebound limits,
especially: (i) near Expiry i.e. in the
last week or so before Expiry, to
play until Expiry day; or (ii) a day
before Expiry, to benefit from
Overnight Expiry Decay; or (iii) On
Expiry day, to benefit from full
Theta decay of Expiry day effect.

Rise in Volatility may not adversely
impact this Strategy, even if rise in
Volatility would be favourable to
the CE Long & PE Long hedged
legs and not on the CE Short & PE
Short primary legs. This is owing to
the fact that if the both the primary
& hedged legs of the CE and PE
side positions continue to be an
ATM/ OTM until Expiry then even
if rising Volatility increases their
Premium value, then also it would

eventually become zero and yield
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and yield profit to the extent of
aggregate Premium credit on Expiry.

o Falling state of Volatility will also
help this Strategy to realise the profit
quickly, as the drop in Volacilicy will
erode the Premium value of both the
Short the aggregate

Premium credit would be realised as

legs and
profit sooner as Theta impact too
would fasten the erosion of the
Premium.

e The Delta play between the CE
Short and PE Short primary legs is
separately discussed hereinbelow.

profit to the extent of Net Premium
credit on Expiry.

o Falling state of Volatility will also
help this Strategy to realise the
profit quickly, as the drop in
Volatility will erode the Premium
value of both the CE Short & PE
Short primary legs (as well as of the
hedged legs) and the Net Premium
credit would be realised as profit
sooner as Theta impact too would
fasten the erosion of the Premium.

e The Delta the

primary legs, as well as amongst the

play amongst

hedged legs, is separately discussed
hereinbelow.

Strike / Delta value:

Since, both the Short legs are on the same
Strike, their Delta values help maintain a
balance between the profit & loss scenario
between the two Short legs. In this
Strategy, ATM CE & PE are Shorted
(which have nearly same Delta value
equal to 0.5 per Lot basis), therefore, in
this Strategy, with the movement of the
underlying within the narrow range, the
Delta values on CE Short and PE Short
legs acts natural hedge to each other, in
the following manner:

e when CE Short leg loses due to rise
in its L'TP (i.e. when underlying rises
and CE Short Strike becomes an
ITM), the PE Short leg will help
counter the losses on CE leg by
generating profit as the LTP of PE
would reduce (as the PE Short Strike
becomes an OTM, when underlying
rises); and

Strike / Delta value:

Since, both the Short legs are on the same
Strike, their Delta values help maintain a
balance between the profit & loss
scenario between the two Short legs. In
this Strategy, ATM CE & PE are
Shorted (which have nearly same Delta
value equal to 0.5 per Lot basis),
therefore, in this Strategy, with the
movement of the underlying within the
narrow range, the Delta values on CE
Short and PE Short legs acts natural
hedge to each other, in the following
manner:

o when CE Short leg loses due to rise
in its LTP (i.e. when underlying
rises and CE Short Strike becomes
an [TM), the PE Short leg will help
counter the losses on CE leg by
generating profit as the LTP of PE
would reduce (as the PE Short
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o when PE Short leg generates loss due
to rise in its LTP (i.e. when
underlying falls and PE Short Strike
becomes an ITM), the CE Short leg
will help counter the losses on PE leg
by generating profit as the LTP of
CE would reduce (as the CE Short
Strike becomes an OTM, when
underlying falls).

Thus, such fluctuations of CE Short and
the PE Short leg, from near ITM to
OTM, acts as a natural hedge to the other
leg in more or less same Delta ratio (which
Delta ratio keeps inter-changing between
the CE Short and PE Short leg, as they
switch from OTM to ITM), so long the
Breakeven Strike is not breached by the
underlying on either side. Once the
Breakeven Strike is breached by the
underlying on either side, then the
unlimited loss situation arises depending
how long the underlying trends beyond
Breakeven Even Strike until Expiry of the
Options Shorted.

Strike becomes an OTM, when
underlying rises); and

e when PE Short leg generates loss
due to rise in its LTP (i.e. when
underlying falls and PE Short Strike
becomes an ITM), the CE Short leg
will help counter the losses on PE
leg by generating profit as the LTP
of CE would reduce (as the CE
Short Strike becomes an OTM,
when underlying falls).

Thus, such fluctuations of CE Short and
the PE Short leg, from near ITM to
OTM, acts as a natural hedge to the
other leg in more or less same Delta ratio
(which Delta ratio keeps inter-changing
between the CE Short and PE Short leg, as
they switch from OTM to ITM), so long
the Breakeven Strike is not breached by
the underlying on either side.

Also, the two Long legs in this Strategy,
i.e. CE Long and PE Long which are
initiated on Far OTMs, can be initiated
at such Strike levels which have more or
less same LTP or Delta value. This equal
Delta value Long legs helps to ensure a
reasonable balance between the profit &
loss scenario between the two Long legs
in this Strategy as per the movement of
the underlying.

Thus, with approx. equal Delta values on
CE Long and PE Long legs, Delta
neutrality is ensured in this Strategy to
cater to maintain a balance between the
profit and loss situation amongst the
Long legs resulting due to the movement
of the underlying, i.c.:

o with the rise in the underlying, PE

Long leg generates loses due to fall
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in its LTP, however, the CE Long
leg will help counter the losses on
PE Long leg by generating profit (as
the LTP of CE would rise) to
almost similar amount as to the loss
incurred on the PE Long leg, due to
same Delta values of the CE Long
and PE Long legs;

e with the fall in the underlying, CE
Long leg generates loses due to fall
in its LTP, however, the PE Long
leg will help counter the losses
incurred on CE Long leg, by
generating profit (as the LTP of PE
would rise) to almost similar

amount as to the loss incurred on

the CE Long leg, due to same Delta
values of the CE Long and PE Long

legs.

Further, the Delta difference between the
primary leg and the hedged leg of the CE
side (and also between the primary and
hedged leg for the PE side) will help
maintain a reasonable control on the Net
this
Strategy. Delta difference can be ensured

Premium Credit scenario in

by selecting appropriate distance Far
OTMs for the hedged leg Strike,
separately for CE and PE side, for this
Strategy.

Selection of Option Strikes:
This Strategy is dependent of higher

Time value and maximum Theta impact,
thus it usually comprises of naked ATM
CE Short; and naked ATM PE Short legs.
However, this Strategy can also be
implemented by initiating naked Shorts
at same Strike CE & PE near ATM.

Selection of Option Strikes:
This Strategy is dependent of higher

Time value and maximum Theta impact,
thus it usually comprises of naked ATM
CE Short; and naked ATM PE Short
legs, for the primary leg. However, the
primary leg in this this Strategy can also
be implemented by initiating naked
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Since, the success of this Strategy is also
mainly dependent on the quick arrival of
the Theta (besides

rangebound  movement  of

decay narrow

the
underlying), therefore closer Expiry series
are preferable for this Strategy.

Shorts at same Strike CE & PE near
ATM.

Since, the Short primary leg is initiated
at the ATM Strike, the Delta neutrality
is maintained in the Short legs of this
Strategy.

Further, CE Long and PE Long must be
initiated at such OTM Strike levels
which have more or less same LTP or
Delta value. This equal Delta value
between both the Long legs, helps to
ensure a reasonable balance between the
profit & loss scenario between the two
Long leg in this Strategy and therefore
ensures Delta neutrality (and approx.
same Theta decay) from the perspective
of movement of the underlying and
approach of Expiry, and thus a natural
hedge to each other until Breakeven
Strike is not breached by the underlying

in either direction.

Further, when a tight rangebound view
on the underlying has conviction (i.e. the
underlying would not breach the primary
leg ATM Short Strikes), then a suitable
smaller Delta / Strike difference can be
maintained between the primary leg and
the hedged leg, i.e. between CE Short &
CE Long; and between PE Short & PE
Long. This smaller Delta difference can
be ensured by maintaining suitable
smaller gap between the Strikes at which
primary leg and the hedged leg are
initiated of the same Expiry (i.e. by
opting for Near OTM Long Strikes for
CE & PE side, having almost same
premium value). This smaller gap will
bring the Risk to Reward Ratio much
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favourable. But the risk is that the
Breakeven Strike gets shorter.

However, when tight rangebound view
on the underlying does not have
conviction and there seems uncertainty
about continuation of tight sideways
move in the underlying, and it is not very
sure in which direction the underlying
may breakout, then a suitable larger
Delta/ Strike difference can be
maintained between the primary leg and
the hedged leg, i.e. between CE Short &
CE Long; and between PE Short & PE
Long. This larger Delta difference can be
maintained by maintaining suitable
larger gap between the Strikes at which
primary leg and the hedged leg are
initiated of the same Expiry (i.e. by
opting for farther OTM Long Strike for
CE & PE side, having almost same
premium value). Larger Strike difference
between the primary leg and the hedged
leg would ensure higher Net Premium
Credit, therefore offers a larger
Breakeven area. In such situation, Risk to
Reward Ratio is not so favourable.

Basis aforesaid factors, suitable Far OTM
CE & PE Option Strike for the hedged
leg with nearly same Delta & Theta value
may be selected for this Strategy (besides
ATMs for the Short legs). Since, the
success of this Strategy is also mainly
dependent on the quick arrival of the
Theta decay (besides narrow rangebound
movement of the underlying), therefore
closer Expiry series are preferable for this
Strategy.

If trade goes as per plan:

If trade goes as per plan:
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The underlying remains within the
narrow rangebound, then both the two
Short legs will generate profit due to
regular expansion and contraction of
Time Value / Premium of the ATM
Options due to such up & down
movement of the underlying.

Further, as the Expiry draws closer, the
impact of Theta decay also starts to help
generate profit in this Strategy, due to
erosion in the Time Value / Premium of

both the Short legs.

Therefore, Expiry, the
underlying remains within the tight range

when until

and the underlying closes on Expiry at the
Strike on which the CE Short and PE
Short legs have been initiated, then the
both the Short leg Strikes would expire
worthless as ATMs/ OTMs generating
full profit to the tune of the aggregate
Premium collected on this Strategy.

If underlying movement breaches the
Short Strike but not the Breakeven

Strike:

But if the underlying breaches either of
the Strikes at which Shorts have been
initiated but do not cross the Breakeven
Strike of that side, then too this Strategy
would yield some profit.

In such event too, some profit will be
generated by this Strategy, however, such
profit will be lesser than the aggregate
Premium collected on this Strategy by
Shorting CEs & PEs. The limited profit
however can be calculated on Expiry, as
per the calculations discussed above.

If trade does not go as per plan and the
Breakeven Strike is breached by the

underlying:

The underlying remains within the
narrow rangebound, then both the two
Short legs will generate profit due to
regular expansion and contraction of
Time Value / Premium of the ATM
Options due to such up & down
movement of the underlying. However,
there will also be premium loss on both
the hedged Long legs of the Strategy, but,
the rangebound movement will still help
achieve the maximum profit to the extent
of aggregate Net Premium Credit in the
Strategy by Expiry.

Further, as the Expiry draws closer, the
impact of Theta decay also starts to help
generate profit in this Strategy, due to
erosion in the Time Value / Premium of
both the Short legs. However, there will
also be premium loss on both the hedged
Long legs of the Strategy due to Theta
impact, but the Theta decay will still help
achieve the maximum profit to the extent
of aggregate Net Premium Credit in the
Strategy.

Therefore, when untl Expiry, the
underlying remains within the tdght
range and the underlying closes on
Expiry at the Strike on which the CE
Short and PE Short leg have been
initiated, then the both the Short leg
Strikes would expire worthless as ATMs/
OTMs generating full profit to the tune
of the aggregate Premium collected on
this Strategy.

If underlying movement breaches the
Short Strike but not the Breakeven

Strike:

But if the underlying breaches either of
the Strikes at which Shorts have been
initiated but do not cross the Breakeven
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Since, this Strategy comprises of naked
Short legs, therefore if the underlying
breaks the Breakeven Strike, on either
side, and starts trending after crossing
beyond the Breakeven Strike of that side,
then this Strategy will start yielding
unlimited loss as the underlying keep
trending in that direction and expires
the The

unlimited Loss however can be calculated
per

outside Breakeven Strike.

on Expiry, as the calculations
discussed above.

In such situations, when the underlying
breaks the range in either side and gets
trending beyond the Breakeven Strike of
this Strategy, then some adjustments can
be considered in order to contain the loss
in this Strategy (as discussed below here).

Strike of that side, then too this Strategy
may yield some profit. In such event too,
some profit will be generated by this
Strategy, however, such profit will be
lesser than the aggregate Net Premium
collected on this Strategy. The limited
profit however can be calculated on
Expiry, as per the calculations discussed
above.

If trade does not go as per plan and the

Breakeven Strike is breached by the
underlying:

If the underlying breaks the Breakeven

Strike range, on either side, and starts
trending after crossing beyond the
Breakeven Strike of that side, then this
Strategy will start yielding loss. However,
the loss in this Strategy will be limited
because the Long position initiated on
that side as the hedged leg will help
curtail the loss arising from the Short leg
whose side the Breakeven Strike has been
breached by the underlying.

The Loss, however, on Expiry will be
limited and can be calculated on Expiry,
as per the calculations already discussed
above.

In such situations, when the underlying
breaks the range in either side and gets
trending beyond the Breakeven Strike of
this Strategy, then some adjustments can
be considered in order to mitigate the
loss in this Strategy (as discussed below

here).

Adjustments (if the Breakeven Strike is
breached by the underlying and this

Strategy does not go as per plan):

Adjustments (if the Breakeven Strike is
breached by the underlying and this

Strategy does not go as per plan):
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Since, this Strategy is a Premium Credit
the
Premium Credit received (i.e. the sum of
the Premium Credit received on the CE
Short and PE Short leg) need to be
profit

strategy,  therefore, aggregate

protected  for from  Expiry

perspective.

However, when the underlying breaks the
range in either side and gets trending
beyond the Breakeven Strike of this
Strategy, then the potential unlimited loss
situation may arise in this Strategy.

The potential loss in this Strategy may be
the

trending in one direction beyond the

unlimited if underlying  keeps
Breakeven Strike. This unlimited loss
situation that may occur in this Strategy
can be midgated through following
adjustments: (i) Conversion to Iron Fly
(i.e. hedging Short Straddle); or (ii) Long
Options; or (iii) Short CEs; or (iv) Short
PEs. These adjustments are discussed
below:

(i) Conversion to Iron Fly: If the

original view that the underlying
would remain and close by Expiry
within the tight range (az best within
the Breakeven Strike range of the
Short  Straddle) appears to get
uncertain, then immediately the
naked Short Straddle must be
converted to Iron Fly Strategy by
initiating OTM Long CEs and
OTM Long PEs (of equal quantity
as that of Short legs, and of same
Expiry series as that of the Short
Options). This hedging of Short
Straddle through Iron Fly will
the potental risk of
unlimited loss on Short Straddle

mitigate

Since, this Strategy is a combination of
two Credit Spread and is an aggregate
Net Premium Credit strategy, therefore,
the aggregate Premium Credit received
(i.e. the sum of the Net Premium Credir
received on the CE and PE leg) need to be
profit

protected  for from Expiry

perspective.

However, when the underlying breaks
the range in ecither side and gets trending
beyond the Breakeven Strike of this
then the
situation may arise in this Strategy,
which would be limited to the extent of
pre-calculated Max Loss as already

Strategy, potential  Loss

discussed above.

Even though the potential Max Loss in
this Strategy may be limited (as it is a
hedged strategy), if the underlying keeps
trending in one direction beyond the
Breakeven Strike, but on aggregate basis
when played with heavy volume, the
limited Max Loss situation may yield
substantial loss in absolute terms.

This loss situation that may occur in this
Strategy can be mitigated through
following adjustments: (i) Long Options;
or (ii) Short CEs; or (iii) Short PEs.
These adjustments are discussed below:

(i) Counter Adjustment through Long
Option: If the underlying breaches
the Breakeven Strike of this Strategy
downwardly i.e. breaking the lower
range (on the PE side) in this Strategy
and the underlying seems to be
trending downwardly with

momentum, then PEs can be bought

(i.e. Long PE to be initiated of same

Expiry series as original PE Long if the

expiry is far, else of next farther Expiry

302
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(i)

into a pre-calculated Limited Loss
situation. You may refer to the
details of Iron Fly given on the
other side of this Table for better

understanding,.

Counter Adjustment through Long
Option: If the underlying breaches
the Breakeven Strike of this Strategy

downwardly i.e. breaking the lower
range (on the PE side) in this
Strategy and the underlying seems
to be trending downwardly with
momentum, then PEs
bought (i.e. Long PE to be initiated).
However, if the
breaches the Breakeven Strike of

can be
underlying

this Strategy upwardly i.e. breaking
the upper range (on the CE side) in
this Strategy and the underlying
seems to be trending upwardly with
momentum, then CEs can be
bought (i.e. Long CE to be initiated).

Buying CEs or PEs to protect the
risk in this Strategy will add up
debit position, therefore this Long
Options position should only be
prudent to initiate only if there is
strong momentum in the direction
where the underlying has breached
the Breakeven Strike. This Long
help

overcome the potential unlimited

Options  position  will
loss amount that may incur in this
Strategy. This adjustment through
Long Options can be played by
naked CEs or PEs (or by Bull or
Bear Debit Strategy). Further, Long
Options should be initiated at a
Strike having Delta value higher
than the current Delta value of the

Short leg which has been breached

series if Expiry is close). However, if
breaches  the
Breakeven Strike of this Strategy

the  underlying

upwardly ie. breaking the upper
range (on the CE side) in this
Strategy and the underlying seems to
upwardly  with
momentum, then CEs can be bought
(i.e. Long CE to be initiated of same
Expiry series as original CE Long if the
expiry is far, else of next farther Expiry
series if Expiry is close).

be  trending

Buying CEs or PEs to protect the risk
in this Strategy will add up additional
debit positions, therefore this Long
Options position should only be
prudent to inidate only if there is
strong momentum in the direction
where the underlying has breached
the Breakeven Strike. This Long
Options position will help overcome
the potential limited loss amount that
may incur in this Strategy. This
adjustment through Long Options
can be played by naked CEs or PEs
(or by Bull or Bear Debit Strategy).
Further, Long Options should be
initiated at a Strike having Delta
value higher than the current Delta
value of the Short leg which has been
breached by the underlying (i.e. at a
higher Strike than the PE sell Strike;
and at a lower Strike than the CE sell
Strike, as the case may be), so if the
underlying keep trending in direction
it has breached the Short leg, the
relevant Long Options position
initiated as an adjustment should
generate more profit than the loss
generated by that Short leg. Also,
likely

depending  upon  the
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by the underlying (i.e. at a higher
Strike than the PE sell Strike; and at
a lower Strike than the CE sell
Strike, as the case may be), so if the
underlying  keep trending in
direction it has breached the Short
leg, the relevant Long Options
position initiated as an adjustment
should generate more profit than
the loss generated by that Short leg.
Adding naked Longs of higher
Delta value in same quantity as on
the Short leg, would convert that
side into a Debit Vertical Spread.
Also, depending upon the likely
momentum in the underlying,
suitable number of Long Options
(CEs or PEs as the case may be)
need to be considered to be added
as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, adleast 2 to 4 times more
Lot quantity may be required to be
added to Long Options position as
an adjustment in comparison to the
original number of Lots initiated on
the Strategy. If the Long Options
generates profit or reasonably
minimizes the loss in this Strategy
before Expiry, then it would be
advisable to book the profit on this
Long Options position and to exit
this Strategy as a whole by booking

minor loss or profit.

(iii) Counter Adjustment through Short

Option: If there seems to be a slow
trend, after  breaching  the
Breakeven Strike downwardly i.e.
breaking the lower range (on the PE
side) in this Strategy and the
underlying seems to be in a mild

momentum in the underlying,
suitable number of Long Options
(CEs or PEs as the case may be) need
to be considered to be added as an
adjustment to absorb or outweigh the
loss in the Strategy. Generally, atleast
2 to 4 times more Lot quantity may
be required to be added to Long
Options position as an adjustment in
comparison to the original number of
Lots initiated on the Strategy. If the
Long Options generates profit or
reasonably minimizes the loss in this
Strategy before Expiry, then it would
be advisable to book the profit on this
Long Options position and to exit
this Strategy as a whole by booking

minor loss or profit.

However, since the Max Loss
situation in this Strategy is anyways
limited, therefore instead of initiating
Long Options as mentioned above,
Shorting Options (i.e. Short CEs or
Short PEs) as adjustments to mitigate
limited Max Loss situation in this
Strategy, as discussed below, can be
considered.

(ii) Counter Adjustment through Short

Option: If there seems to be a slow
trend, after breaching the Breakeven
Strike downwardly i.e. breaking the
lower range (on the PE side) in this
Strategy and the underlying seems to
be in a mild downwardly direction,
then Far OTM CEs can be sold (i.e.
Short CEs to be initiated). However, if
the underlying breaches  the
Breakeven Strike of this Strategy
upwardly ie. breaking the upper
range (on the CE side) in this
Strategy and the underlying seems to
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downwardly direction, then Far
OTM CEs can be sold (i.e. Short
CEs to be initiated). However, if the
underlying breaches the Breakeven
Strike of this Strategy upwardly i.e.
breaking the upper range (on the
CE side) in this Strategy and the
underlying seems to be in a mild
upwardly direction, then PEs can
be sold (i.e. Short PEs to be
initiated).

Idea in this adjustment is to pick up
a suitable Far OTM Option for
Shorting, such that this far OTM
Option expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated
as profit. This additional Short
Options position will help cover the
potential loss that may be generated
on this Strategy. Selection of a Far
OTM Option for this adjustment is
important because even if the
direction of the underlying after
once breaching the Breakeven
Strike again reverses, then these
additional Short Options positions
(initiated as part of adjustments)
must be such which can be expected
to expire as an OTM on Expiry,
thereby generating profit to the
extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the
likely mild trend of the underlying
and the Premium available on the
relevant Far OTM Options (CEs or
PEs as the case may be), suitable
number of Options can be Shorted
as an adjustment to absorb or
outweigh the loss in the Strategy.

be in a mild upwardly direction, then
Far OTM PEs can be sold (i.e. Short
PE5s to be initiated).

Idea in this adjustment is to pick up
a suitable Far OTM Opton for
Shorting, such that this far OTM
Option expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is initiated
as profit. This additional Short
Options position will help cover the
potential loss that may be generated
on this Strategy. Selection of a Far
OTM Option for this adjustment is
important because even if the
direction of the underlying after once
breaching the Breakeven Strike again
reverses, then these additional Short
Options positions (initiated as part of
adjustments) must be such which can
be expected to expire as an OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the
likely mild tend of the underlying
and the Premium available on the
relevant Far OTM Options (CEs or
PEs as the case may be), suitable
number of Options can be Shorted as
an adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot quantity
may be required to be added to these
additional Short Options position in
comparison to the original number of
Lots initiated on the Strategy. These
additional Short Options position
should be initiated at such Far OTM
Strike(s), which may have reasonable
Premium and is expected to expire
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(iv)

Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to these additional Short
Options position in comparison to
the original number of Lots
initiated on the Strategy. These
additional Short Options position
should be initiated at such Far
OTM Strike(s), which may have
reasonable Premium and is
expected to expire worthless as
OTM on Expiry. However, selling
additional Options will require
higher margin / capital and MTM
requirements will also have to be
met.

Adjustment through Pyramiding: If

there seems to be a limited trend
but with momentum, after
breaching the Breakeven Strike
downwardly i.e. breaking the lower
range (on the PE side) in this
Strategy and the underlying seems
to be in a mild downwardly
direction, then additional Far
OTM PEs can be sold (i.e. Short
PEs to be initiated) below the
Support area of the underlying,
which is expected not to be
breached by the underlying by
Expiry. However, if the underlying
breaches the Breakeven Strike of
this Strategy upwardly i.c. breaking
the upper range (on the CE side) in
this Strategy and the underlying
seems to be trending upwardly with
momentum but to a limited extent,
then additional Far OTM CEs can
be sold (ie. Short CEs to be
initiated) above the Resistance area
of the underlying, which is expected

worthless as OTM on Expiry.
However, selling additional Options
will require higher margin / capital
and MTM requirements will also
have to be met.

(iii) Adjustment through
Pyramiding: If there seems to be a
limited trend but with momentum,

after breaching the Breakeven Strike
downwardly i.e. breaking the lower
range (on the PE side) in this Strategy
and the underlying seems to be in a
mild downwardly direction, then
additional Far OTM PEs can be sold
(i.e. Short PEs to be initiated of the
same Expiry series as that of the
original PE Short leg) below the
Support area of the underlying,
which is expected not to be breached
by the wunderlying by Expiry.
However, if the underlying breaches
the Breakeven Strike of this Strategy
upwardly ie. breaking the upper
range (on the CE side) in this
Strategy and the underlying seems to
be  wending upwardly  with
momentum but to a limited extent,
then additional Far OTM CEs can be
sold (i.e. Short CEs to be initiated of
the same Expiry series as that of the
original CE Short leg) above the
Resistance area of the underlying,
which is expected not to be breached
by the underlying by Expiry.

Idea in this adjustment is to pick up
a suitable much far OTM Options
for Shorting in the same direction in
which the underlying has breached
the Breakeven Strike, such that these
additional far OTM  Options
(inidiated as part of adjustments)
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not to be

breached by the
underlying by Expiry.

Idea in this adjustment is to pick up
a suitable much far OTM Options
for Shorting in the same direction
in which the
breached the Breakeven Strike, such
that these additional Far OTM
Options

underlying has

(initiated as part of
adjustments) expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated
as profit. These additional Short
Options position will help cover the
potential loss that may be generated
on this Strategy. Selection of far
OTM Options for this adjustment
is important because even if the
trend of the underlying after breach
of Breakeven Strike continues in
that direction, these additional
Short Options position must be at
such Strike which can be expected
breached by the
underlying by Expiry and to expire
as OTM thereby
generating profit to the extent of its

to be not
on Expiry,
Premium on  Expiry.  Also,
depending upon the potential loss
in the original Strategy and the
likely mild trend of the underlying
and the Premium available on
relevant Far OTM Options (i.e. in
case of PE Shorts, below the Support
area; and in case of CE Shorts, above
the Resistance area), suitable number
of Options can be considered to be
Shorted as an adjustment to absorb
or outweigh the potential loss in the
Strategy, by the profit yielded by
these additional Short Options due

expires worthless as an OTM on
Expiry thereby giving full Premium
at which Short is initiated as profit.
These additional Short

position will help cover the potential

Options

loss that may be generated on this
Strategy. Selection of Far OTM
Options for this adjustment is
important because even if the trend
of the underlying after breach of
Breakeven Strike continues in that
these additional Short
Options position must be at such

direction,

Strike which can be expected to be
not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the
likely mild trend of the underlying
and the
relevant Far OTM Options (i.e. in
case of PE Shorts, below the Support
area; and in case of CE Shorts, above

Premium available on

the Resistance area), suitable number
of Options can be considered to be
Shorted as an adjustment to absorb or
outweigh the potential loss in the
Strategy, by the profit yielded by
these additional Short Options due
to time decay on Expiry. Generally,
atleast 2 to 4 times more Lot quantity
may be required to be added to Short
for this adjustment, in comparison to
the original number of Lots initiated
on the Strategy.

In this type of adjustment, additional
Short Options positions can also be
added in a pyramidal structure. That
is:
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to time decay on Expiry. Generally,

atleast 2 to 4 times more Lot

quantity may be required to be
added to Short for this adjustment,
in comparison to the original

number of Lots initiated on the

Strategy.

In

this type of

adjustment,

additional Short Options positions

can also be added in a pyramidal

structure. That is:

as the downtrend continues
Far OTM PEs

would rise, therefore, Short

Premium

PEs positions can be added at
subsequent lower Strike levels
as the downtrend continues
with lower PEs gaining decent
Premium values. For example,
when the downtrend continues
in Nifty, a Far OTM PE ar
16000 having Premium of Rs.
50 can be sold, thereafier when
the Nifty slips down further,
subsequent lower PE at 15800
(whose Premium would have
become 50 due to continuous
downtrend) can be sold in equal
or double quantity and so on.

as the uptrend continues Far
OTM CEs’ Premium would
Short CEs

positions can be added at

rise, therefore,

subsequent higher Strike levels
as the uptrend continues with
higher CEs gaining decent
Premium values. For example,
when the uptrend continues in
Nifty, a Far OTM CE ar 18000
having Premium of Rs. 50 can

as the downtrend continues Far
OTM PEs’ Premium would rise,
therefore, Short PEs positions
can be added at subsequent
Strike

downtrend continues with lower

lower levels as the
PEs gaining decent Premium
values. For example, when the
downtrend continues in Nifly, a
Far OTM PE ar 16000 having
Premium of Rs. 50 can be sold,
thereafter when the Nifty ships
down further, subsequent lower
PE ar 15800 (whose Premium
would have become 50 due ro
continuous downtrend) can be
sold in equal or double quantity

and so on.

as the uptrend continues Far
OTM CEs

rise, therefore,

Premium would
Short CEs

added at
subsequent higher Strike levels

positions can be

as the uptrend continues with
higher CEs

Premium values. For example,

gaining  decent

when the uptrend continues in
Nifty, a Far OTM CE ar 18000
having Premium of Rs. 50 can be
sold, thereafter when the Nifty
rises further, subsequent higher
CE ar 18200 (whose Premium
would have become 50 due ro
continuous uptrend) can be sold in
equal or double quantity and so
on.

This Shorting of Options in a

pyramiding manner may ensure a

broader Breakeven Strike (i.e. larger

risk area protection) and

thus

greater probability of profiting due
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be sold, thereafter when the Nifty
rises further, subsequent higher
CE at 18200 (whose Premium
would have become 50 due to
continuous uptrend) can be sold
in equal or double quantity and
50 on.

This Shorting of Options in a
pyramiding manner may ensure a
broader Breakeven Strike (i.e.
larger risk area protection) and
thus  greater  probability of
profiting due to Theta decay on
these bunch of additional Short
Options on Expiry. However,
selling additional Options will
require higher margin / capital and
MTM requirements will also have
to be met.

to Theta decay on these bunch of
additional Short Options on Expiry.
However, selling additional Options
will require higher margin / capital
and MTM requirements will also
have to be met.
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LONG STRANGLE & REVERSE IRON CONDOR

When a view is formed that the underlying would soon likely to take a
directional move in any one direction, may be on account of any news, outcome,
event etc., but it is not certain in which direction that momentum movement of
the underlying is likely to occur, then such view can be played out by a neutral
strategy employing Long Options positions in Far OTM Strikes with the
expectation that the underlying by Expiry would make its one sided strong

momentum move.

Thus, when the view on the underlying is that it is expected to make one
sided strong momentum move but it is not certain that in which direction the
underlying would make such a move; and such situation is played out through
Long positions in Naked Far OTM CE & PE Options pertaining to that Expiry
series (by which the underlying is expected to make such one sided strong momentum
move), then such a Strategy is called Long Strangle. In Long Strangle Strategy,
Far OTM CE & Far OTM PE are bought in equal quantity, on the same
underlying pertaining to same Expiry series. In this Strategy, the expectation is
that the underlying will soon make a sudden one-sided strong momentum move,
and would trend much beyond the current level either upwardly or downwardly
by the Expiry of the Long Options, crossing beyond the Breakeven Strikes of the
Long Options. Long Strangle involves naked Long positions on Far OTM CE
& PE Options (involving two legs only). This Strategy has Unlimited Profit
potential if the underlying moves swiftly with strong momentum on either side;
but it may also generate pre-calculated Limited Max Loss if the Breakeven range

is not breached by the underlying with good momentum.

However, when the Long Strangle (naked Strategy) is hedged with Short
Options on even Far OTM Strikes (than the Strikes at which Long has been or
intended to be initiated as part of Long Strangle Strategy), then such Strategy is
called Reverse Iron Condor (also called as, Long Iron Condor). In Reverse Iron
Condor Strategy, there is (i) Far OTM CE Long (CE primary leg) and even Far
OTM CE Short (CE hedged leg), in equal quantity, on the same underlying
pertaining to same Expiry series; and (ii) Far OTM PE Long (PE primary leg)
and even Far OTM PE Short (PE hedged leg), in equal quantity, on the same

underlying pertaining to same Expiry series. In essence, Reverse Iron Condor is
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pairing of Bull Call Debit Spread Strategy and Bear Put Debit Spread Strategy;
and in aggregate involves 4 legs. Like in Long Strangle, in Reverse Iron Condor
t0o, the expectation is that the underlying will soon make a sudden one sided
strong momentum move, and would trend much beyond the current level either
upwardly or downwardly by the Expiry of the Long Options, crossing beyond
the Breakeven Strikes of the Long Options; however hedged legs are added to
the both the Long legs of Long Strangle in order to ensure that if the underlying
do not soon make a sudden one sided strong momentum move as expected on
either direction, such that the Breakeven Strike of Reverse Iron Condor Strategy
is not crossed-over by the underlying by Expiry, then the CE hedged leg and PE
hedged leg will cover up for the losses that may be incurred on the CE & PE
primary legs. Thus, Reverse Iron Condor Strategy reduces the Loss amount in
Long Strangle if the Breakeven range is not breached by the underlying with
good momentum. However, in doing so, the Unlimited Profit potential in
naked Long Strangle is also reduced to pre-calculated Limited Profit in Reverse

Iron Condor, if the underlying moves swiftly with strong momentum on either

side.

With this background, now let us delve into discussing the Long Strangle
Strategy and Reverse Iron Condor Strategy in detail. Both these Strategies are

analysed and discussed side-by-side in the table below:

Long Strangle Strategy Reverse Iron Condor Strategy
Trade Legs: Trade Legs:
o Long CE of Far OTM Strike | o Long CE of Far OTM lower Strike
(primary CE leg); and with higher Premium (CE primary leg)
o Long PE of Far OTM Strike | o Short CE of even Far OTM higher
(primary PE leg) Strike with lower Preminm (CE hedged
leg)

Equal number of Lots in both primary
legs; and both Long legs must be of same o Long PE of higher Far OTM Strike
Expiry series. with higher Premium (PE primary leg)

Further, CE Long and PE Long mustbe | o Short PE of even Far OTM lower
of nearly same Premium value. Strike with lower Premium (PE hedged

leg)
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All the 4 legs (i.e. two Long primary legs &
two Short hedged legs) would be of same
Expiry series, with equal quantity in each

of the aforesaid four legs.

CE Long and PE Long must be of nearly
same Premium value. Also, CE Short and
PE Short must be of nearly same Premium

value.

Itis a hedged Long Strangle, making a pair
of Bull CE Debit Spread Strategy and Bear

PE Debit Spread Strategy.
Example: Example:

If ATM is ar 17000, then for Long
Strangle:

e Buy 2 Lozs Nifty 17500 CE of Next
Month Expiry (ar Rs. 200 per Loz);
and

e Buy 2 Lots Nifty 16500 PE of Next
Month Expiry (at Rs. 220 per Lot)

If ATM is ar 17000, then for Reverse Iron
Condor:

o Buy 10 Lots Nifty 17500 CE of
Current Month Expiry (at Rs. 150 per
Lot)

o Sell 10 Lots Nifty 17800 CE of
Current Month Expiry (at Rs. 120 per
Loz)

e Buy 10 Lors Nifty 16500 PE of
Current Month Expiry (at Rs. 170 per
Loz)

o Sell 10 Lots Nifty 16200 PE of Current
Month Expiry (at Rs. 135 per Lot)

Objective:

Objective is to play a Neutral /
uncertain strong momentum one-sided
directional move on the underlying on
account of any event, news, outcomes
etc., through buying Far OTM CEs and
PEs (both as the primary leg), as the
expectation is that the underlying will

Objective:

Objective is to play a Neutral / uncertain
strong momentum one-sided directional
move on the underlying on account of any
event, news, outcomes etc., through
buying Far OTM CEs and PEs (both as
the primary leg), as the expectation is that

the underlying will soon make a sudden
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soon make a sudden strong momentum
one-sided directional move, and would
trend in that direction until the Expiry
of the Long Options.

It is an aggregate Debit Strategy, as both
the Long legs are initiated by paying the

Premium.

On arrival of a soon strong momentum
one-sided directional move on the
underlying, either of the Far OTM
Long primary leg becomes an ITM and
the other Far OTM Long position
becomes an even farther OTM. The
Long position leg which becomes an
ITM crosses beyond the Breakeven
Strike of this Strategy and generates
profit; and the other Long position leg
which becomes an even farther OTM

Options generates loss.

Further, due to the sudden strong
momentum trending move of the
underlying one of the Long Options
position can generate unlimited profit,
the

position which becomes an even farther

whereas other Long Options
OTM can only yield loss limited to the
extent of the premium paid on buying
this Long Option. Thus, the net profit
between the two Long Options, is the

profit generated in this Strategy.

Accordingly, this Strategy can generate
limited loss to the maximum extent of
the aggregate Premium paid on both the
Long legs, but if the underlying takes a

strong momentum one-sided trending

strong momentum one-sided directional
move, and would trend in that direction
until the Expiry of the Long Options, just
like in a naked Long Strangle Strategy.

However, in this Strategy: in order to
mitigate the risk / loss that may arise if the
underlying fails to breach the Breakeven
Strike on the primary legs by Expiry, a pair
of Short Options are also initiated
simultaneously with the primary Long
legs, such that this Strategy becomes
hedged Long Strangle, comprising of a
pair of Bull CE Debit Spread Strategy and
Bear PE Debit Spread Strategy. Therefore,
if the underlying fails to breach the
Breakeven Strike of the Long Options,
then even Far OTM Short Options on the
hedged leg would expire as an OTM too,
thereby reducing the loss caused to the
maximum extent of Premium paid on the
Long out of the Credit or Premium

received on the Short legs.

Thus, in effect, Reverse Iron Condor
comprising of Bull CE Debit Spread
Strategy and Bear PE Debit Spread
Strategy, converts the naked Long Strangle
into a hedged Long Strangle so as to cover
and limit the loss that may arise in a naked
Long Strangle positions, if the underlying
fails to breach the Breakeven Strike of the
Long Strangle due to non-arrival of a
either

strong momentum trend in

direction.

This Strategy comprising of two Long
Options (on Far OTM Strikes) and two
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move, then this Strategy is capable of

generating unlimited profit.

Short Options (on even farther OTM
Strikes) makes this strategy a Net Debit
Strategy, because both the Long Options
are initiated by paying higher Premiums,
and the Short Options are initated by

collecting lesser Premiums.

On arrival of a soon strong momentum
one-sided directional move on the
underlying, either side of Far OTM Long
primary leg becomes an ITM and the
other side Far OTM Long position &
Short position becomes an even farther
OTM. When the underlying crosses
beyond the Breakeven Strike of this
Strategy on either side such that the one of
the Long Option side (i.e. CE side or PE
side, as the case may be) becomes an ITM,
then this Strategy generates profit; because
the Long Option which becomes an ITM
generates higher profit than the Net
premium paid on the Strategy. However,
in this Strategy the profit potential gets
limited (due to the Short legs added to
otherwise naked Long Strangle).

Accordingly, this Strategy can generate
limited loss to the maximum extent of the
aggregate Net Premium paid on both this
Strategy, but if the underlying takes a
strong momentum one-sided trending
move, then this Strategy is capable of
generating limited profit potential. Both
the max profit & max loss in this Strategy
can be pre-calculated from Expiry

perspective.

Demerits:

Demerits:
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It comprises

of naked Long

positions.

workable/

profitable only when there is a

This  Strategy s

strong conviction that soon there
will  be

momentum one-sided trending

arrival of a strong
move of the underlying. However,
even if the underlying move one-
sided but there is no momentum or
if the underlying gets into a
rangebound movement, then this
Strategy would yield loss due to

erosion of Time Value.

Thus, with the passage of time, if
the underlying does not move with
momentum, then both the Long
legs may continue to be OTM
Strikes and starts generating loss
due to the rising Theta impact. If
by Expiry of the Long Options, if
the underlying fails to make the
one-sided momentum trending
move and do not cross the
Breakeven Strike of this Strategy
on either side, then both the Long
legs would expire worthless as
OTM, generating entire aggregate
Premium paid on this Strategy as

loss.

Therefore, two factors which are
most detrimental to this Strategy
are: (i) rangebound move in the
underlying; and (ii) Theta impact
on the primary legs. Therefore, this
Strategy is heavily dependent on

e Since, in this Strategy on each CE

and PE sides, there is one Long
higher

Premium; and a Short position

position initiated at a
initiated at a lower Premium. Thus,
each of the CE and PE legs have a Net
Premium Debit (i.e. Premium paid on
Long leg — Premium received on Short
leg). This Net Debit Premium on
Reverse Iron Condor Strategy is less
than the aggregate Premium Debit
on Long Strangle.

e When Long Strangle is hedged and

made up like Reverse Iron Condor,
then the unlimited profit potential in
Long Strangle, gets converted into
limited profit in Reverse Iron

Condor.

This Strategy is workable/ profitable

only when there is a strong
conviction that soon there will be
arrival of a strong momentum one-

sided
underlying. From Expiry perspective,

trending move of the

for this Strategy to be profitable it is
required that the underlying must
either trend downwardly and cross
below the Breakeven Strike of this
Strategy on the PE side; or the
underlying must trend upwardly and
cross above the Breakeven Strike of
this Strategy on the CE side (#he
Breakeven Strikes in this Strategy are

discussed below here).

However, if (i) the underlying move

one-sided but there is no
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strong momentum  one-sided

trending move of the underlying.

Due to the increasing Theta
impact with the approach of
Options Expiry, this Strategy may
be avoided for positional holding
near Expiry.

It is an aggregate Debit Strategy.
Since both Long legs comprises of
buying Far OTM Strikes, the
Premium on both Long legs is the
amount of aggregate Premium paid
for this Strategy. Accordingly,
from Expiry perspective, the
aggregate Premium paid need to be
firsc covered up as profit in this
Strategy, to become overall

profitable in this Strategy.

The aggregate of the Premium paid
on both Long legs, increases the
Breakeven Strike to be crossed-over
to make this Strategy profitable
from Expiry perspective. Thus,
from Expiry perspective, it is
required that the underlying must
either trend downwardly and cross
below the Breakeven Strike of this
Strategy on the PE Long side; or
the underlying must trend
upwardly and cross above the
Breakeven Strike of this Strategy
on the CE Long side, for this
Strategy to generate profit (zhe
Breakeven Strikes in this Strategy are

discussed below here).

momentum; or the underlying gets
into a rangebound movement, then
this Strategy would yield limited loss
(to the extent of Net Premium paid
on this Strategy) due to erosion of
Time Value.

Thus, with the passage of time, if the
underlying does not move with
momentum, then both the Long legs
may continue to be OTM Strikes and
starts generating loss due to the rising
Theta impact. At the same time, both
the Short legs will generate profit due
to Theta decay in aforesaid situation.
Thus, if by Expiry of the Options, if
the underlying fails to make the one-
sided momentum trending move and
do not cross the Breakeven Strike of
this Strategy on either side, then both
the Long legs and Short legs would
expire worthless as OTM, generating
maximum loss to the extent of
aggregate Net Premium paid on this
Strategy.

Therefore, two factors which are
most detrimental to this Strategy are:
(i) rangebound move in the
underlying; and (ii) Theta impact on
the primary legs. Therefore, this
Strategy is heavily dependent on
strong  momentum  one-sided

trending move of the underlying.

Due to the increasing Theta impact
with the approach of Options Expiry,
this Strategy may be avoided for
positional holding near Expiry.
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e When the Volatility is in a falling
state, then there will be erosion
caused to the Premium of the Long
Options (or it may act as a
deterrence to let the Premium of the
Long Options rise), thereby making
this Strategy not viable from profit

perspective.

e When the Volatility is in a falling
state, then there will be erosion
caused to the Premium of the Long
Options (or it may act as a deterrence
to let the Premium of the Long Options
rise), thereby making this Strategy
not viable from profit perspective, as
even though the erosion would also
be caused in the Premium Credit on
the Short legs but the fall in Volatility
may expedite loss of Net Premium

Debit made on this Strategy.

Benefits of Long Strangle:

o This is a neutral Strategy i.e. when
the view is uncertain in which
direction the underlying can move
with strong momentum as a result
of any news, event or outcome etc.,

this Strategy can be implemented.

e Since this Strategy is implemented
through buying Far OTM CEs and
PEs (Long Options), it requires less
capital/ margin and does not need
any further capital towards MTM

adjustments.

o If the view goes as expected, then
this  Strategy is capable of
generating unlimited profit if the
trend in one side continues undil
Expiry of Options, but if the view
fails then it can cause a limited loss
to the maximum extent of
aggregate Premium paid on both
the Long legs. Thus, this Strategy
is the kind with unlimited profit

and limited loss.

Benefits of Reverse Iron Condor:

o This is a neutral Strategy i.e. when
the view is uncertain in which
direction the underlying can move
with strong momentum as a result of
any news, event or outcome etc., this

Strategy can be implemented.

o It is a hedged Strategy (i.e. Reverse
Iron Condor is hedged Long
Strangle). When Long Strangle is
hedged and made up like Reverse
Iron Condor, then Max Loss in
naked Long Strangle gets capped to a
smaller Max Loss. Also, the
Breakeven Level gets narrowed down
in Reverse Iron Condor, thereby
requiring relatively lesser move in the
underlying to  cross-over  the
Breakeven for generating profit

(hence enhancing profit probabilizy).

e Since, it is a hedged Strategy, the
capital / margin required is less and
does not require capital towards any

MTM requirements.
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e Rise in Volatility is favourable for
this Strategy as rise in Volatility
will help the Premium of the Long
Options to rise (or to not cause
them fall much). If there is huge
Volatdility spike, then both the
premium value of both CE Long
and PE Long legs would rise
exponentially, even if there is no

significant move in the underlying.

e Thus, rise in Volatility and one-
sided strong momentum trending
move is the requirement for

profitability in this Strategy.

o If the view goes as expected, then this
Strategy is capable of generating
reasonable profit if the trend in one
side continues until Expiry of

Options.

e Since this a hedged Strategy,
therefore, if the underlying fails to
breakout the Breakeven Strike by the
Expiry on either side, then the
hedged leg helps mitigate the loss of
the Premium paid on the primary
legs through the Credit of Premium
received on the Short hedged legs.
Thus, this Strategy helps curtail the
loss that may arise on the Long
Options, due to the Short hedged
legs added in this Strategy (which are
likely to generate profit due to erosion
in their Premium due to Volatility
crash or Theta decay).

e Rise in Volatility is favourable for this
Strategy as rise in Volatility will help
the Premium of the Long Options to
rise (or to not cause them fall much).
If there is huge Volatility spike, then
both the premium value of both CE
Long and PE Long legs would rise
exponentially, even if there is no

significant move in the underlying.

e Thus, rise in Volatility and one-sided
strong momentum trending move is
the requirement for profitability in

this Strategy.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

Expiry perspective:
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This Strategy comprises of naked CE
Long at Far OTM Strike; and a naked
PE long at Far OTM Strike. This is an
aggregate  Debit the

Premium at which both Longs are

Strategy  as

initiated, on aggregate basis is the total

Premium paid on this Strategy.

The aggregate Premium paid on this
the

Strike range which need to be crossed

Strategy determines Breakeven
over by the underlying on either side in
order to make this Strategy profitable.
The Breakeven Strike range on the
upper side and the lower side are

calculated as follows in this Strategy:

o The Breakeven Strike on the CE
side (upper side) is: The CE Strike
(at which Long is initiated) +

aggregate Premium paid on both
CE & PE Longs; and

e The Breakeven Strike on the PE
side (lower side) is: The PE Strike

(at which Long is initiated) -

aggregate Premium paid on both
CE & PE Longs.

Thus, if by Expiry of the Long Options,
the underlying successfully crosses-over
the aforesaid Breakeven Strikes (either
on the upper side or the lower side), then
this Strategy would yield profit. Further,
in case of continuous trending
movement of the underlying after
successfully crosses-over the Breakeven
Strike on either side by the underlying,
an unlimited profit situation would

arise.

The CE side comprises of CE Long
primary leg at higher Premium and CE
Short hedged leg at lower Premium. Thus,
there is a Net Premium Debit on the CE

side of Reverse Iron Condor.

Likewise, the PE side comprises of PE
Long primary leg at higher Premium and
PE Short hedged leg at lower Premium.
Thus, there is a Net Premium Debit on
the PE side of Reverse Iron Condor.

The sum of the Net Premium Debit on
the CE and PE Side is the aggregate Net
Premium Debit paid in this Strategy.
Accordingly:

o the Breakeven Strike of the CE side in
this Strategy (upper range) is: CE Long

primary leg Strike + the aggregate
Net Premium Debit in the Strategy;

and

o the Breakeven Strike of the PE side in
this Strategy (lower range) is: PE Short

primary leg Strike - the aggregate Net
Premium Debit in the Strategy.

Thus, if by Expiry of the Long Options,
the underlying successfully crosses-over
the aforesaid Breakeven Strikes (either on
the upper side or the lower side), then this
Strategy would yield profit.

However, if by Expiry of these Options,
the underlying fails to cross-over either
upper or lower side of the Breakeven
Strikes, then the Strategy would yield loss,
which may extend upto the maximum loss
level equivalent to the total Net Premium

paid on the Strategy.
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However, if by Expiry of these Long
Options, the underlying fails to cross-
over either upper or lower side of the
Breakeven Strikes, then the Strategy
would yield loss, which may extend upto
the maximum loss level equivalent to
the aggregate Premium paid on the
Strategy.

For example: If ATM is ar 17000, then
for Long Strangle: If Nifty 16500 PE is
bought at Rs. 100 per Lot & Nifty 17500
CE is bought at Rs. 50 per Lot, then the
aggregate Premium paid on this Strategy
would be Rs. 100 + Rs 50 = Rs. 150 per
Lot.

Thus, the BE Strike of this Strategy will
be:

e On CE side: 17500 + (100+50) =
17650 CE Strike; and

e On PE side: 16500 - (100+50) =
16350 PE Strike

Thus, if by Expiry, the underlying
successfully crosses-over the aforesaid
Breakeven Strikes (either on the upper
side or the lower side), then this Strategy
would yield profit; but if by Expiry, the
underlying fails to successtully cross-
over the relevant Breakeven Strike on
either side, then the Strategy would
yield loss (which may extend to the
maximum extent of Rs. 150 per Lot, i.e.
the total Premium paid on this Strategy).

Thus, in the aforementioned example: if

the underlying goes higher until Expiry

For example: If ATM is ar 17000, then for
Reverse Iron Condor: If Nifty 17500 CE is
bought at Rs. 250 per Lot & Nifty 17800
CE is sold at Rs. 150, for the CE side of this
Strategy; and Nifty 16500 PE is bought at
Rs. 200 per Lot & Nifty 16200 PE is sold at
Rs. 100 per Lot, for the PE side of this
Strategy, then:

the Net Premium Debit paid on this Strategy
will be: [(250+200) — (150+100)] = 450
250 =200

o Breakeven Strike of this Strategy on
upper range (CE side) will be: 17500
+200 = 17700 CE

o Breakeven Strike of this Strategy on
lower range (PE side) will be: 16500 -
200 = 16300 PE

Thus, if by Expiry, the underlying
successfully crosses-over the aforesaid
Breakeven Strikes (either on the upper side
or the lower side), then this Strategy would
yield profi but if by Expiry, the
underlying fails to successfully cross-over
the relevant Breakeven Strike on either
side, then the Strategy would yield loss
(which may be upto a maximum extent of
the Rs. 200 per Lot, i.e. the net Premium
paid of this Strategy).

Thus, in the aforementioned example: if
the underlying goes higher until Expiry
and successfully crosses-over the upper
Breakeven Strike i.e. 17700 CE and keeps
trending higher then the Strategy will be
in profit; but if the underlying by Expiry
fails to breach the Breakeven Strike of

17700, then this Strategy will incur loss
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and successfully crosses-over the upper
Breakeven Strike ie. 17650 CE and
keeps trending higher then the Strategy
will be in profit; but if the underlying by
Expiry fails to cross-over the Breakeven
Strike of 17650, then this Strategy will
incur loss (which may extend to the
maximum extent of total Premium paid
on this Strategy (i.e. Rs. 150 per Loz)).

Likewise, if the underlying goes lower
untl Expiry and successfully crosses-
over the lower Breakeven Strike i.e.
16350 PE and keeps trending lower
then the Strategy will be in profit; but if
the underlying by Expiry fails to
successfully cross-over the Breakeven
Strike of 16350, then this Strategy will
incur loss (which may extend to the

maximum extent of total Premium paid

on this Strategy (i.e. Rs. 150 per Loz)).

(which may be upro a maximum extent of
Net Premium paid on this Strategy (i.e. Rs.
200 per Lot)).

Likewise, if the underlying goes lower
until Expiry and successfully crosses-over
the lower Breakeven Strike i.e. 16300 PE
and keeps trending lower then the Strategy
will be in profit; but if the underlying by
Expiry fails to breach the Breakeven Strike
of 16300, then this Strategy will incur loss
(which may be upro a maximum extent of
Net Premium paid on this Strategy (i.e. Rs.
200 per Lot)).

Payoff Chart of Long Strangle

Long Strangle

Payoff Chart of Reverse Iron Condor

Reverse Iron Condor

BEOn
Upside

/ 3
'
l | Underlying Price —

BEOn
Downside

H Put Long
' Strike Price

Coll Long
Strike Price

/

Put Short
Strike Price

\

CE Short
Strike Price

Loss in this Strategy from Expiry

Loss in this Strategy from Expiry

perspective:
Max Loss: Since, this Strategy comprises
of naked Long legs, for which the

Premiums are paid, therefore, the

aggregate Premium paid for both the

perspective:

Max Loss: Since, this Strategy comprises
of Long legs and Short legs on both CE
side & PE side, therefore a Net Premium

Debit is incurred on the overall Strategy.
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Long legs in this Strategy is the

maximum loss that may occur.

Thus, Maximum Loss in this Strategy
will be limited and can be pre-
calculated. The Maximum Loss in this
Strategy is equivalent to the Total

Premium paid on this Strategy, i.e.

Max Loss on Long Strangle = [ Premium
Paid on CE Long leg + Premium Paid on
PE Long Leg]

Max Loss scenario:

The situation of this Max Loss would
occur if by Expiry of the Long Options,
the underlying closes between both the
Long CE Strike and PE Long Strike of
this Strategy.

Loss zone:

If the underlying closes by Expiry within
the two Breakeven Levels i.e. on the CE
side and on the PE side, then loss would
be incurred on the Strategy. Therefore,
the Loss Zone of this Strategy lies
between the BE Level of the CE side and
BE Level of the PE side.

CE side: if the
underlying closes higher than the CE

Loss Zone on_the

Long leg but below the BE Strike on the
CE side, then too some loss would be
incurred on the Strategy. Thus, on the
CE side, CE Long Strike to BE Strike on
the CE side of the Strategy is a Loss
zone. Lower loss would be generated on
the Strategy if the underlying by Expiry
closes towards the BE Strike on CE side;

and higher loss would be generated on

This Net Premium paid on the overall
Strategy is the maximum loss that may

occur on the Strategy.

Thus, Maximum Loss in this Strategy will
be limited and can be pre-calculated. The
this

equivalent to the Net Premium paid on

Maximum Loss in

Strategy s

this Strategy, i.e.

Max Loss on Reverse Iron Condor =
[Aggregate Premium Paid on CE Long leg &
PE Long Leg] minus [Aggregate Premium
Credit received on CE Short leg ¢ PE Short
Leg]

Max Loss scenario:

The situation of this Max Loss would
occur if by Expiry of the Options, the
underlying closes between both the Long
CE Strike and PE Long Strike of this
Strategy.

Loss zone:

If the underlying closes by Expiry within
the two Breakeven Levels i.e. on the CE
side and on the PE side, then loss would
be incurred on the Strategy. Therefore, the
Loss Zone of this Strategy lies between the
BE Level of the CE side and BE Level of
the PE side.

Loss Zone on the CE side: if the underlying
closes higher than the CE Long leg but
below the BE Strike on the CE side, then
too some loss would be incurred on the
Strategy. Thus, on the CE side, CE Long
Strike to BE Strike on the CE side of the
Strategy is a Loss zone. Lower loss would

be generated on the Strategy if the
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the Strategy if the underlying closes near
or lower than the CE Long Strike.

PE _side: if the
underlying closes lower than the PE

Loss Zone on the

Long leg but above the BE Strike on the
PE side, then too some loss would be
incurred on the Strategy. Thus, on the
PE side, PE Long Strike to BE Strike of
the Strategy on the PE side is a Loss
zone. Lower loss would be generated on
the Strategy if the underlying by Expiry
closes towards the BE Strike on PE side;
and higher loss would be generated on

the Strategy if the underlying closes near
or higher than the PE Long Strike.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between CE Long
and PE Long Strike, smaller will be the
premium debit incurred on the Strategy,
and therefore lower Max Loss from
Expiry perspective. However, with
larger Sturike difference, the Breakeven
required for profit from Expiry
perspective would also expand, thereby
requiring longer sustained momentum
in order to bring this Strategy to profit
(i.e. reducing the profit probability).
Thus, pre-calculated loss and BE Levels
on the Strategy will help decide, the
Strike at which this Strategy must be

initiated.

For example: If ATM is ar 17000, then
for Long Strangle: If Nifty 16500 PE is
bought at Rs. 100 per Lot & Nifty 17500
CE is bought at Rs. 50 per Lot, then the

underlying by Expiry closes towards the
BE Strike on CE side; and higher loss
would be generated on the Strategy if the

underlying closes near or lower than the

CE Long Strike.

Loss Zone on the PE side: if the underlying

closes lower than the PE Long leg but
above the BE Strike on the PE side, then
too some loss would be incurred on the
Strategy. Thus, on the PE side, PE Long
Strike to BE Strike of the Strategy on the
PE side is a Loss zone. Lower loss would
be generated on the Strategy if the
underlying by Expiry closes towards the
BE Strike on PE side; and higher loss
would be generated on the Strategy if the
underlying closes near or higher than the
PE Long Strike.

Impact on Max Loss amount, due to
Strike Difference:

Larger the difference between CE Long
and PE Long Strike, smaller will be the
premium debit incurred on the Strategy,
and therefore lower Max Loss from Expiry
perspective. However, with larger Strike
difference, the Breakeven required for
profit from Expiry perspective would also
expand, thereby requiring longer sustained
momentum in order to bring this Strategy
the  profit
probability). Thus, pre-calculated loss and

to profit (ie  reducing
BE Levels on the Strategy will help decide,
the Strike at which this Strategy must be

initiated.

For example: If ATM is ar 17000, then for
Reverse Iron Condor: If Nifty 17500 CE is
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aggregate premium paid on this Strategy is
Rs. 150 per Lot.

Thus, in this Strategy, if: (a) the Nifty fails
to cross-over above the Breakeven strike of
17650 upwardly by the Expiry; and (b)
the underlying fails to cross-over below the
Breakeven strike of 16350 downwardly by
the Expiry, then this Strategy would yield
loss. Further, if’ Nifty closes by Expiry
between 16500 and 17500 Strikes, then
Max Loss equivalent to total aggregate
Premium of Rs. 150 per Lot would be
incurred on the Strategy.

bought at Rs. 250 per Lot and Nifty 17800
CE is sold at Rs. 150, for the CE side of the
Strategy; and Nifty 16500 PE is bought at
Rs. 200 per Lot & Nifty 16200 PE is sold at
Rs. 100 per Lot, for the PE side of this
Strategy, then:

the Net Premium Debit paid on this Strategy
will be: [(250+200) — (150+100)] = 450
250 = 200

In the aforesaid example:

If the underlying fails to successfully cross-
over the Breakeven Strike of 17700 or
16300 by Expiry, then this Strategy would
yield loss. Further, if Nifty closes by Expiry
between 16500 and 17500 Strikes, then
Max Loss equivalent to the Net Premium of
Rs. 200 per Lot paid on this Strategy would

be incurred.

Profit in this Strategy from Expiry
perspective:

Max Profit scenario: If by Expiry of the
Long  Options, the underlying
successfully crosses-over the Breakeven
Strikes of the Strategy (either on the
upper side or the lower side), then this
Strategy would yield profit. More
trending the underlying gets in one
direction with momentum, crossing
beyond the BE Strike level of the
Strategy on that side, higher the profit
that will be generated. Thus, the Max
Profit potential on this Strategy is
unlimited,  provided the strong

momentum makes either CE side Long

Profit in this Strategy from Expiry
perspective:

Max Profit scenario: If by Expiry of the
Options, the underlying successfully
crosses-over the Breakeven Strikes of the
Strategy (either on the upper side or the
lower side), then this Strategy would yield
profit. More trending the underlying gets
in one direction with momentum,
crossing beyond the BE Strike level of the
Strategy on that side, higher the profit that
will be generated. However, the Max
Profit potential on this Strategy is limited
(as against unlimited profit in naked Long
Strangle, in case of continuous trending

momentum on any particular side) and the
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Strike or PE side Long Strike a deep
ITM.

Thus, in case of continuous trending
movement of the underlying after
breaching of the Breakeven Strike on
either side by the underlying, an
unlimited profit situation would arise
from Expiry perspective. This situation
implies that the Long leg Strike on the
side of the momentum, ends up being
an I'TM on Expiry (and the other side
Long Option expires worthless as an

OTM).

Calculation of final Profit generated on
the Strategy:

If the underlying closes by Expiry, after
breaching the Breakeven Strike on either
side, then the final Profit accrued on the
Strategy on Expiry can be calculated as:

e [the final premium value of Long
Option of the momentum side on
Expiry (i.e. Long leg which becomes
/ expires as an I[TM)]®

minus

o [the aggregate Premium paid for
the Strategy]

For example: If ATM is ar 17000, then
for Long Strangle: If Nifty 16500 PE is
bought at Rs. 100 per Lot & Nifiy 17500
CE is bought at Rs. 50 per Lot, then the
BE Strike of this Strategy will be:

max profit on this Strategy can be pre-

calculated.
Max Profit Level:

If the underlying by Expiry closes either at
or beyond the Short leg of any particular
side (i.e. CE Short leg on the upside and PE
Short leg on the downside), then the
Strategy would yield Max Profit, which is
limited. In this situation, both the Long
leg & Short leg of that side Option (where
the BE Strike is breached) becomes an ITM.
The other side of Options, both Long &
Short leg becomes even farther OTM.
This situation generates the Limited Max
Profit situation on the Strategy. However,
in this Strategy, even if the underlying gets
trending on one side but it crosses beyond
the Short leg of the Strategy on that side,
then no higher profit would be generated
on this Strategy from Expiry perspective
other than the pre-calculated Max Profit
that can be generated on this Strategy.
Thus, this Strategy is a limited max profit
Strategy; and the max profit on this
Strategy can be pre-calculated.

Calculation of Max Profit on the
Strategy:
The Max Profit potential of this Strategy

can be calculated as:

o [Strike difference between Long &
Short leg of CE / PE side]

# The final premium of an Option which would expire as an ITM would be equivalent to its
Intrinsic Value (which is the difference between the ATM Strike on Expiry and the Strike of the relevant
Option which expired as an ITM).
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On CE side: 17500 + (100+50) = 17650
CE Strike; and

On PE side: 16500 - (100+50) = 16350
PE Strike

Thus, in this Strategy, if:

(a) Nifty ~ crosses  above  the
Breakeven Strike of 17650 Strike
upwardly by Expiry, then 17500
CE Long leg expires as an ITM
generating profit (as CE Long leg
Premium would rise) and the PE
16500 Long expires as even farther
OTM generating loss (as PE Long
leg Premium would fall), thereby
giving a net profit in this Strategy
due to upward trending move in the
Nifty. The more deeper the CE Long
leg goes as an ITM by Expiry, more
profitable the Strategy would be.
The maximum profit on Expiry
would be the difference between:
[the final LTP of the CE Long
position] — and  [the  aggregate
Premium paid on the Strategy]; or

(b) Nifty  crosses  below  the
Breakeven Strike of 16350 Strike
downwardly by Expiry, then 16500
PE Long leg expires as an ITM
generating profit (as PE Long leg
Premium would rise) and the CE
17500 Long expires as even farther
OTM generating loss (as CE Long
leg Premium would fall), thereby
giving a net profit in this Strategy
due to downward trending move in
the Nifty. Deeper the PE Long leg
goes as an ITM by Expiry, more

minus

o [the Net Premium paid for the
Strategy]

Using the above formula, the Max Profit
potential for each of CE side and PE side
can be separately calculated. Thus, we can
determine the Max Profit potential on any
particular side of this Strategy. However, if
the Strike difference between Long &
Short leg is same for both CE side and PE
side, then calculation of Max Profit as per
aforesaid formula, would be same for both

CE side and PE side.

Impact on Max Profit situation, due to
variation in Strike Difference between

CE side & PE side:

If the Strike difference between Long leg
& Short leg, on both CE side and PE side
is same (eg: 300 point difference between CE
Long & CE Short and similarly 300 point
difference between PE Long ¢ PE Short),
then the Max Profit would be same for the
CE side as well as for the PE side. In such
case, the amount so determined, is said to
be the Max Profit of the Strategy.

However, if the Strike difference between
Long leg & Short leg, on CE side and PE
side is different (eg: 300 point difference
between CE Long & CE Short and 500
point difference between PE Long ¢ PE
Short), then the Max Loss would be
different for the CE side and the PE side.
The side where the Strike difference is
more, would have more Net Premium
Debit and accordingly the BE Level of that
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profitable the Strategy would be. |side will also increase. But with increase in
The maximum profit on Expiry |BE Level, the Max Profit situation on that
would be the difference between: |side would also increase. In such case, the
[the final LTP of the PE Long |Max Profit of the side where Strike
position]  and  [the  aggregate |difference is more, would be the Max
Premium paid on the Strategy]. Profit of the Strategy.

Profit Level: Profit Zone:

Profit would accrue on this Strategy,
from Expiry perspective, if underlying
closes after successfully crossing-over the
Breakeven Strike of either side, such that
the Long Option of atleast one side
expires as an [TM.

Impact on profitability, due to Strike

Difference:

Larger the difference between CE Long
and PE Long Strike, smaller will be the
premium debit incurred on the Strategy,
and therefore lower Max Loss from
Expiry perspective. However, with
larger Strike difference, the Breakeven
required for profit from Expiry
perspective would also expand, thereby
requiring longer sustained momentum
in order to bring this Strategy to profit
(i.e. reducing the profit probability).
Thus, pre-calculated loss and BE Levels
on the Strategy will help decide, the
Strike at which this Strategy must be

initiated.

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying closes above the Breakeven
Strike level of this Strategy on the CE
side®; or if the underlying closes below the
Breakeven Strike level of this Strategy on
the PE side®. Therefore, profit would be
realised on this Spread if the underlying
closes by Expiry after successfully crossing-
over the BE Strike of this Strategy on

either side.

Profit zone on CE side: Thus, if the
underlying by Expiry crosses above the BE

Strike on the CE side and closes between
the BE Strike on CE side and at or higher
than the CE Short Strike, then the
Strategy would generate profit on the CE
side. Therefore, this is the Profit zone on
the CE side. However, if the underlying
closes by Expiry at or above the CE Short
Strike then Max Profit would be generated
on this Strategy. The profit in this zone
would be less, if the underlying closes just
above the BE Strike level on the CE side;
but if the underlying closes near the CE
Short Strike level, then the Strategy would
generate higher profit (which may extend

# That is higher Strike than the BE Level on the CE side.
4 That is lower Strike than the BE Level on the PE side.
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upto Max Profit, if the underlying closes ar
or above the CE Short Strike by Expiry).

Profit zone on PE side: Similarly, if the

underlying by Expiry crosses below the BE
Strike on the PE side and closes between
the BE Strike on PE side and at or lower
than the PE Short Strike, then the Strategy
would generate profit on the PE side.
Therefore, this is the Profit zone on the PE
side. However, if the underlying closes by
Expiry at or below the PE Short Strike
then Max Profit would be generated on
this Strategy. The profit in this zone would
be less, if the underlying closes just below
the BE Strike level on the PE side; but if
the underlying closes near the PE Short
Strike level, then the Strategy would
generate higher profit (which may extend
upto Max Profit, if the underlying closes ar
or below the PE Short Strike by Expiry).

Calculation of Profit generated on the
Strategy within Profit Zone:

On arrival of a strong momentum one-
sided directional move on the underlying,
that side of Far OTM Long primary leg
becomes an ITM and the other side Far
OTM Long position & Short position
becomes an even farther OTM. The
Option side which is in the direction of
the momentum (i.e. Long Option on the
CE side or PE side, as the case may be) which
becomes an ITM due to movement in the
underlying generates profit; and the other
Option side which becomes an even

farther OTM Options generates loss.
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Thus, if the underlying by Expiry
successfully closes beyond the BE Strike
Level of either side and closes within the
profit zone of that side, then the final
profit on the Strategy at Expiry can be

calculated as:

e [the final premium value of Long
Option of the momentum side on
Expiry (i.e. Long leg which becomes /
expires as an [TM)]%

minus

o [the Net Premium paid for the
Strategy]

FLor example: If ATM is ar 17000, then for
Reverse Iron Condor: If Nifty 17500 CE is
bought at Rs. 250 per Lot & Nifiy 17800
CE is sold at Rs. 150, for the CE side of this
Strategy; and Nifty 16500 PE is bought at
Rs. 200 per Lot ¢ Nifty 16200 PE is sold at
Rs. 100 per Lot, for the PE side of this
Strategy, then:

o the Net Premium Debit paid on this
Strategy  will  be:  [(250+200) —
(150+100)] = 450 — 250 = Rs. 200
per Lot

o DBreakeven Strike of this Strategy on
upper range will be: 17500 + 200 =
17700 CE

o DBreakeven Strike of this Strategy on
lower range will be: 16500 - 200 =
16300 PE

4 The final premium of an Option which would expire as an ITM would be equivalent to its
Intrinsic Value (which is the difference between the ATM Strike on Expiry and the Strike of the relevant
Option which expired as an ITM).
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o Max Profit would be: [300-200] =
100 per Lot, provided the underlying
either closes by Expiry at or above the
CE Short leg; or the underlying closes at
or below the PE Short leg of this
Strategy.

Thus, in this Strategy, if:

(a) Nifty crosses above the Breakeven

Strike of 17700 Strike upwardly by
Expiry, then 17500 CE Long leg
expires as an ITM generating profit (as
CE Long leg Premium would rise) and
the PE 16500 Long expires as even

farther OTM generating loss (as PE
Long leg Premium would fall), thereby
giving a net profit in this Strategy due
to upward trending move in the Nifty.

Deeper the CE Long leg goes as an ITM
by Expiry, more profitable the Strategy
would be. However, the maximum

profit on Expiry on CE side would be:

[17800-17500] — [200] = Rs. 100 per
Lot. This max profit on CE side would
be realized on Expiry, if the underlying
trends higher and closes at or above the
CE Short leg. But if the underlying
closes at 17750 on Expiry i.e. in the
Profit Zone on the CE side, then the
CE Long leg of 17500 would be an
ITM with final premium value on
Expiry of Rs. 250 (because on Expiry,

the final premium value is equal to the
Intrinsic Value of the ITM, which is
calculated as ATM — ITM CE Strike).

Therefore, the final premium value of
17500 CE would be [17750-
17500=250]. Thus, the final overall
profit on the Strategy would be: 17500
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CE final premium value — Net
premium paid on the Strategy = 250 —
200 = Rs. 50 per qty in a Lot i.e. 50 x
50 = Rs 2500 in a Lot.

(b) Nifty crosses below the Breakeven
Strike of 16300 Strike downwardly by
Expiry, then 16500 PE Long leg
expires as an ITM generating profit (as
PE Long leg Premium would rise) and
the CE 17500 Long expires as even
farther OTM generating loss (as CE
Long leg Premium would fall), thereby
giving a net profit in this Strategy due
to downward trending move in the
Nifiy. Deeper the PE Long leg goes as
an ITM by Expiry, more profitable the
Strategy would be. However, the
maximum profit on PE side on Expiry
would be: [16500 - 16200] — [200] =
Rs. 100 per Lot. This max profit on PE
side would be realized on Expiry, if the
underlying trends lower and closes ar or
below the PE Short leg. But if the
underlying closes at 16250 on Expiry
i.e. in the Profit Zone on the PE side,
then the PE Long leg of 16500 would
be an ITM with final premium value
on Expiry of Rs. 250 (because on
Expiry, the final premium value is
equal to the Intrinsic Value of the
ITM, which is calculated as ITM PE
Strike — ATM). Therefore, the final
premium value of 16500 PE would be
[16500-16250=250]. Thus, the final
overall profit on the Strategy would be:
16500 PE final premium value — Net
premium paid on the Strategy = 250 —
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200 = Rs. 50 per qty in a Lot i.e. 50 x
50 = Rs 2500 in a Lot.

Profit & Loss Levels on the Strategy,

Profit & loss Levels on the Strategy,

from Expiry perspective:

BE Level on CF side: [CE Long Strike
+ Total Premium Debit paid on the

Strategy]

BE Level on PE side: [PE Long Strike -
Total Premium Debit paid on the

Strategy]

Min Profit Level: If underlying closes
by Expiry just above the BE Level on CE
side (i.e. higher CE Strike than BE Strike)
or if the underlying closes by Expiry just
below the BE Level on PE side (i.e. lower
PE Strike than BE Strike).

Max Profit Ievel: Max Profit is

unlimited if the underlying successfully

crosses-over the BE Strike Level on
either CE side or PE Side (such that one
side Strike becomes an ITM). Max profit
situation arises as the underlying closes
by Expiry anywhere higher than the BE
Strike Level on the CE side; or anywhere
lower than the BE Strike Level on the
PE side. Deeper the CE Long or PE
Long becomes an ITM, higher will be
the profit generated on this Strategy.

Loss Zone: If underlying closes by
Expiry anywhere between the BE Level
on the CE side and the BE Strike on the
PE side, then loss would be incurred on

this Strategy.

from Expiry perspective:

BE Ievel on CF side: [CE Long Strike +
Net Premium Debit paid on the Strategy]

BE Level on PE side: [PE Long Strike —
Net Premium Debit paid on the Strategy]

Min Profit Level: If underlying closes by
Expiry just above the BE Level on CE side
(i.e. higher CE Strike than BE Strike) or if
the underlying closes by Expiry just below
the BE Level on PE side (i.e. lower PE
Strike than BE Strike).

Max Profit Level: Max Profit is limited,
and the same is realised on the Strategy if
the underlying successfully crosses-over
the Short Strike Level on either CE side or
PE Side (such that omne side becomes an
ITM), by Expiry. Anywhere deeper the
underlying may close beyond the Short
leg, the Max Profit shall be limited to the
pre-calculated Max Profit Level on that

side.

Profit Zone: If underlying closes by Expiry
anywhere between the BE Strike on the
CE side and at or higher than the CE
Short Strike. Similarly, on the PE side, if
the underlying closes by Expiry anywhere
between the BE Strike on the PE side and
at or lower than the PE Short Strike.

Loss Zone: If underlying closes by Expiry
anywhere between the BE Level on the CE
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Max Loss Zone: If underlying closes by
Expiry anywhere between the CE Long
Strike and the PE Long Strike, then Max

Loss would be incurred on this Strategy.

side and the BE Strike on the PE side, then

loss would be incurred on this Strategy.

Max Loss Zone: If underlying closes by
Expiry anywhere between the CE Long
Strike and the PE Long Strike, then Max

Loss would be incurred on this Strategy.

Options behaviour:

o In this Strategy, three factors help
in generating profit (i) strong
momentum trending move of the

and (ii) the

momentum trend should arrive

underlying;

soon, otherwise Theta decay would
adversely impact the probability of
profit; and (iii) Volatility should
either rise or remain constant, but
should not go into steep falling
state. Therefore, profitability in
this Strategy is heavily dependent

on these factors.

o Further, the selection of these CE
& PE Strikes must be such OTM
Strikes which are not too Far and
must be within the Most Impacted
Radius Zone where the Long

positively

Options  would  get

impacted on arrival of momentum.

o Further, as the Expiry approaches
near, the Theta impact on the Far
OTM Strike CE & PE would cause
erosion on the Premium values of
the Long Options. Thus, near
Expiry this Strategy must be

avoided unless when quick strong

momentum is expected within a

Options behaviour:

o In this Strategy, three factors help in

generating  profiz (i)  strong
momentum trending move of the
underlying; and (ii) the momentum
trend should arrive soon, otherwise
Theta decay would adversely impact
the probability of profit; and (iii)
Volatility should either rise or remain
constant, but should not go into

Therefore,
profitability in this Strategy is heavily

steep falling  stare.

dependent on these factors.

o Further, the selection of these CE &
PE Strikes must be such OTM
Strikes which are not too far and
must be within the Most Impacted
Radius the
Options positively

Zone where Long
would  get

impacted on arrival of momentum.

o Further, as the Expiry approaches
near, the Theta impact on the Far
OTM Strike CE & PE would cause
erosion on the Premium values of the
Long Options. However, since in this
Strategy the Long leg is hedged with
Short positions therefore, the Theta
also impacts the Far OTM CE & PE
Short legs thereby helping to absorb




The Intelligent F&O Trader: Volume IT

short holding period after this
Strategy is initiated.

e Rise in Volatility is favourable for
this Strategy as rise in Volatility
will help the Premium of the Long
Options to rise (or to not cause

them fall much).

e Delta play between the two Long

legs is  separately  discussed

hereinbelow.

the loss on the Long Options leg
through profit on the Short leg.
Thus, near Expiry this Strategy must
be avoided unless when quick strong
gapup/

gapdown) is expected within a very

momentum  {or  huge

short span of time (like next day or

so) after this Strategy is initiated.

e Rise in Volatility is favourable for this
Strategy as rise in Volatility will help
the Premium of the Long Options to

rise (or to not cause them fall much).

e Delta neutral position is strived for in
this Strategy at the time of initiating
this Strategy. The Delta play between
the CE Long and PE Long primary
legs; as well the CE Short and PE
Short hedged legs is separately

discussed hereinbelow.

Strike / Delta value:

The two Long legs, i.e. CE Long and PE
Long must be Far OTMs, and can be
initiated at such Strike levels which have
more or less same LTP or Delta value.
This equal Delta value Long legs helps
to ensure a reasonable balance between
the profit & loss scenario between the
two Long legs in this Strategy, until the
momentum arrives. This is because, if
there is uncertainty with regard to which
direction the underlying is going to
push forward its strong momentum
move, then it is better to initiate both
Long primary legs with equal Delta

values, thereby maintaining Delta

Strike / Delta value:

The two Long legs, i.e. CE Long and PE
Long are OTMs, and can be initiated at
such Strike levels which have more or less
same L'TP or Delta value. This equal Delta
value Long legs helps to ensure uniformity
in the profitability irrespective in
whichever direction the momentum in the
underlying arrives. Likewise, the two Short
hedged legs in this Strategy, i.e. CE Short
and PE Short must be even Far OTMs,
and can be initiated at such Strike levels
which have more or less same LTP or
Delta value. This equal Delta value Short
legs helps to ensure uniformity in
profitability in one side (where momentum

arrives) and the loss incidence on the other

334
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neutrality at the time of initiating the

Strategy.

However, if basis our I we have a bias
towards a particular direction in which
the underlying may likely move, then we
can initiate that side Long leg (CE or
PE, as the case may be) with slightly
higher Delta value than the other leg.
This will help to achieve greater profit
on the side with higher Delta, and lesser
loss on the side with lesser Delta, if the
underlying makes a move in the
direction we expected it to go. Higher
Delta Option, will be relatively a Near
OTM Strike, then the other side Option
(which will be relatively Far OTM).

For example: If ATM is at 17000, and our
view is strong bullish move expected on
Wifty, then we can initiate Long Strangle
with:

o higher Delta value oI5 on CE Long
(eg: Nifty 17200 CE bought at Rs.
200 per Lot); and

o lower Delta value of 0.35 on PE
Long (eg: Nifty 16500 PE is bought
at Rs. 100 per Lot).

Thus, in the aforesaid example: once the
Breakeven Strike of 17500 is successfully
crossed-over by the underlying on the CE
side, then the unlimited profit situation
arises depending how long the underlying
trends beyond Breakeven Strike wuntil
Expiry of the Options. Nifty CE 17200
rises more due to higher Delta value with

the upward momentum and becomes an

ITM, generating more profit; while PE

side (which is not favoured by the

momentum in the underlying).

Thus, with approx. equal Delta values on
CE Long and PE Long legs; and equal
Delta values on CE Short and PE Short
legs, Delta neutrality is ensured in this
Strategy to maintain balance between the
profit and loss situation amongst the two

sides, i.e.:

o when CE Long leg gets profitable due
to rise in its LTP (i.e. when underlying
rises  with — momentum),  greater

profitability is achieved as the CE

Long Option moves up the higher

Delta ladder (as it slides deeper in the

money). However, with the rise in

the underlying, the PE Long leg
generates loss (as the LTP of PE would
reduce) and the PE Long leg slides
down lower Delta as it goes deeper
out of the money. But the rate at
which greater profitabilicy on CE side
is generated wvis-a-vis loss on the PE
Long Option, gets wider and wider,
as the underlying moves higher,
because CE Long would move
through ascending Delta  values,
whereas the PE Long would slide
down through descending Delta
values. Further, while CE Long
the
underlying moves higher, however,

the CE Short hedged leg incurs loss
profit is

option generates profit as

and accordingly net
generated between the CE Long &
Short leg. Similarly, as the underlying

moves higher, the PE Long option
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16500 falls relatively less due 1o being ar
lower Delta, thereby the Strategy overall
generates profit.

generates loss however, the PE Short
hedged leg generates profit and
accordingly the loss generated by the
PE Long is absorbed to some extent
by the PE Short leg. But the Delta
neutrality ensured at the time of
initiating the Strategy helps to
generate increased profit on CE side
and reduced loss on the PE side, as

the underlying keeps trending higher.

Likewise, when PE Long leg gets
profitable due to rise in its LTP (i.e.
when  underlying  falls  with
momentum), greater profitability is
achieved as the PE Long Option
moves up the higher Delta ladder (as
it slides deeper in the money).
However, with the fall in the
underlying, the CE Long Ileg
generates loss (as the LTP of CE
would reduce) and the CE Long leg
slides down lower Delta as it goes
deeper out of the money. But the rate
at which greater profitability on PE
side is generated vis-a-vis loss on the
CE Long Option, gets wider and
wider, as the underlying moves lower,
because PE Long would move
through ascending Delta value,
whereas the CE Long would slide
down through descending Delta
value. Further, while PE Long
Option generates profit as the
underlying moves lower, however,
the PE Short hedged leg incurs loss

and accordingly net profit s

generated between the PE Long &
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Short leg. Similarly, as the underlying
moves lower, the CE Long option
generates loss however, the CE Short
hedged leg generates profit and
accordingly the loss generated by the
CE Long is absorbed to some extent
by the CE Short leg. But the Delta
neutrality ensured at the time of
initiating the Strategy helps to
generate increased profit on PE side
and reduced loss on the CE side, as

the underlying keeps trending lower.

For example: If ATM is at 17000, then for
nsuring Delta neutrality in Reverse Iron
Condor:

o For Long leg: If Nifty 17500 CE is
bought at Rs. 250 per Lot with Delta of
0.45 (single Lot basis), then Nifty
16500 PE buy can be initiated with
approx. Rs. 200 per Lot having similar
Delta value of approx. 0.45 (single Lot
basis); and

o For Short leg: if Nifiy 17800 CE is sold
at Rs. 150 per Lot ar Delta of 0.3
(single Lot basis), then Nifty 16200 PE
sell can be initiated at approx. Rs. 180
per Lot having similar Delta value of
approx. 0.29 (single Lot basis).

Selection of Option Strikes:

Selection of the CE & PE Strikes must
be such OTM Strikes which have equal
LTP / Delta values in order to maintain

Delta neutrality at the time of initiating

Selection of Option Strikes:

Selection of the CE & PE Long legs and
CE & PE Short legs Strikes must be such
OTM Strikes which have equal LTP /

Delta values in order to maintain Delta
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the Strategy, if the view is neutral and

non-biased.

However, if the view is biased on one
particular side, then that side Option
can be initiated at a higher Delta than
the other.

The Far OTM Strikes must be within
the Most Impacted Radius Zone,
wherein the positive impact of the

momentum can be harnessed.

A reasonable Strike difference must be
ensured between the CE Long & PE
Long Strikes. Larger the difference
between CE Long and PE Long Strike,
smaller will be the premium debit
incurred on the Strategy, and therefore
lower Max Loss from  Expiry
perspective. However, with larger Strike
difference, the Breakeven required for
profit from Expiry perspective would
also expand, thereby requiring longer
sustained momentum in order to bring
this Strategy to profit (i.e. reducing the
profit probability). Thus, pre-calculated
loss and BE Levels on the Strategy will
help decide, the Strike at which this
Strategy must be initiated.

Basis aforesaid factors, suitable Far
OTM CE & PE Option Strike levels of
a particular Expiry series may be selected
for this Strategy. Since, the success of
this Strategy is also mainly dependent
on the low Theta decay, therefore
farther Expiry series (or larger time to
Expiry Options) would be preferable for
this Strategy.

neutrality at the time of inidating the

Strategy.

The Far OTM Long Strikes must be
within the Most Impacted Radius Zone,
wherein the positive impact of the

momentum can be harnessed.

A reasonable Strike difference must be
ensured between the CE Long & PE Long
Strikes. Larger the difference between CE
Long and PE Long Strike, smaller will be
the premium debit incurred on the
Strategy, and therefore lower Max Loss
from Expiry perspective. However, with
larger Strike difference, the Breakeven
required for profit from Expiry perspective
would also expand, thereby requiring
longer sustained momentum in order to
bring this Strategy to profit (i.e. reducing
the profit probability). Thus, pre-calculated
loss and BE Levels on the Strategy will
help decide, the Swrike at which this
Strategy must be initiated.

Basis aforesaid factors, suitable Far OTM
CE & PE Option Swike levels of a
particular Expiry series may be selected for
this Strategy. Since, the success of this
Strategy is also mainly dependent on the
low Theta decay, therefore farther Expiry
series (or larger time to Expiry Options)

would be preferable for this Strategy.
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If trade goes as per plan as trends

If trade goes as per plan as trends beyond

beyvond the Breakeven Strike, from

the Breakeven Strike, from Expiry

Expiry perspective:

If by Expiry of the Long Options, if the
underlying starts trending strongly with
momentum on one side and breaches
the Breakeven Strikes of the Strategy on
that particular side (i.e. either upwardly
on the CE side or downwardly on the PE
side), then this Strategy would yield
profit. The strength and length of the
momentum would decide the quantum

of profit in this Strategy.

Therefore, in case of continuous

trending movement of the underlying
the

Breakeven Strike on any one side by the

after  successfully crossing-over

underlying, an  unlimited profit
situation may arise from Expiry
perspective.

If underlying movement fails to breach
the Breakeven Strike, from Expiry

perspective:

However, if by Expiry of these Long
Options, the underlying fails to cross-
the

upwardly on the CE side or downwardly

over Breakeven Strikes either
on the PE side, then the Strategy would
yield loss (which may extend wupto a
of  the

Premium paid on the Strategy).

maximum  extent aggregate

In such situations, when the underlying
does not seem to be trending enough to

be able to cross-over the Breakeven

Strike on either side by Expiry, then

perspective:

If by Expiry of the Long Options, if the
underlying starts trending strongly with
momentum on one side and breaches the
Breakeven Strikes of the Strategy on that
particular side (i.e. either upwardly on the
CE side or downwardly on the PE side), then
this Strategy would vyield profic. The
strength and length of the momentum
would decide the quantum of profit in this
Strategy.

Therefore, in case of continuous trending
the

successfully crossing-over the Breakeven

movement of underlying  after
Strike on any one side by the underlying,
a limited profit situation may arise from

Expiry perspective.

If underlying movement fails to breach
the Breakeven Strike, from Expiry
perspective:

However, if by Expiry of these Long
Options, the underlying fails to cross-over
the Breakeven Strikes either upwardly on
the CE side or downwardly on the PE side,
then the Strategy would yield loss (which
may extend upto a maximum extent of the

Net Premium paid on the Strategy).

In such situations, when the underlying
does not seem to be trending enough to be
able to cross-over the Breakeven Strike on
side by Expiry,

adjustments can be considered in order to

either then some
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some adjustments can be considered in
order to contain the loss in this Strategy

(as discussed below here).

contain the loss in this Strategy (as

discussed below bere).

Adjustments (if the Breakeven Strike is
not breached by the underlying and

Adjustments (if the Breakeven Strike is
not breached by the underlying and this

this Strategy does not go as per plan):

Since, this Strategy is a Premium Debit
the
Premium paid (i.e. the sum of the
Premium paid on the CE Long and PE

Long leg) need to be first recovered from

Strategy, therefore, aggregate

the profit in this Strategy, from Expiry
perspective, in order for this Strategy to

be overall profitable by Expiry.

However, when underlying does not
seem to be trending enough to be able
to cross-over the Breakeven Strike on
either side by Expiry, then the potential
loss (limited to the maximum extent of the
aggregate Premium paid on this Strategy)
situation can be handled by making
following adjustments: (i) Converting
naked Long Strangle into Reverse Iron
Condor (i.¢ hedged Long Strangle); or (ii)
Short both CEs & PEs; or (iii) Short
CEs; or (iv) Short PEs. These

adjustments are discussed below:

(i) Conversion to Reverse Iron

Condor: If the original view that
the underlying would breakout
beyond the Breakeven Strike of the
Strategy on either side, appears to
get uncertain, then immediately
the naked Long Strangle must be
converted to Reverse Iron Condor

Strategy by initiating even Far

Strategy does not go as per plan):

Since, this Strategy is a Premium Debit
Strategy, therefore, the Net Premium paid
(i.e. the sum of the Net Premium paid on
the CE leg and PE leg) need to be first
recovered from the profit in this Strategy,
from Expiry perspective, in order for this

Strategy to be overall profitable by Expiry.

However, when underlying does not seem
to be trending enough to be able to cross-
over the Breakeven Strike on either side by
Expiry, then the potential loss (/imited to
the maximum extent of the Net Premium
paid on this Strategy) situation can be
handled by making following adjustments:
(i) Short both CEs & PEs; or (ii) Short
CEs; or (iii) Short PEs. These adjustments

are discussed below:

(i) Counter Adjustment through Short
Option (both sides): If the underlying

do not seem to be breaching the
Breakeven Strike of this Strategy and
seems to remain until Expiry of the
Long Options, within a range, then,
both Far OTM CEs and PEs can be
sold (i.e. additional Short CE & PE to
be initiated). These additional Short
CEs and PEs must be even Far OTMs
than the Short Options on the hedged
leg, and of the same or closer Expiry

series than that of the Long Options

340
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OTM Short CEs and Short PEs (of
equal quantity as that of Long legs,
and of same Expiry series as that of
the Long Options). This hedging of
Long Strangle through Reverse
Iron Condor will mitigate the
potential risk of loss on the Long
Strangle into a pre-calculated even
much Limited Loss situation. You
may refer to the details of Reverse

Iron Condor given on the other

side of this Table for better
understanding.
Counter  Adjustment  through

Short Option (both sides): If the

underlying do not seem to be

breaching the Breakeven Strike of
this Strategy and seems to remain
until Expiry of the Long Options,
within a range, then, both Far
OTM CEs and PEs can be sold
(Short CE & PE to be initiated).
These Short CEs and PEs must be
even Far OTMs than the Long
Options initiated as the primary
leg, and of the same or closer
Expiry series than that of the Long
Options leg.

Further, these Short CEs & PEs
can be initiated on such sufficient

aggregate

Premium Credit which is equal to

quantities to receive
or more than the aggregate Debit
incurred on this Strategy through
Long Options leg. This way the
Long Strangle gets converted into

Reverse Iron Condor or both side

leg. This way the Reverse Iron
Condor gets converted into both side
Ratio Spreads (with more Shorts than
Longs on both CE side ¢ PE side).

Further, these additional Short CEs &

PEs can be initiated in such sufficient

ager: egate

Premium Credit which is equal to or

quantities to  receive
more than the Net Debit incurred on
this Strategy. With this adjustment,
the Reverse Iron Condor gets

converted into both side Rado
Spreads (with more Shorts than Longs

on both CE side ¢ PE side)

Idea in this adjustment is to pick
suitable Far OTM CEs & PEs for
Shorting, such that these Far OTM
Options expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is initiated as
profit. This additional Short Options
position will help cover the potential
loss that may be generated on this
Strategy. Selection of a Far OTM
Option  for this adjustment s
important because even if the
direction of the underlying breaksout
and breaches the Breakeven Strike on
any side, then in that situation too
Short

(inidated as part of

these additional Options
positions
adjustments) must be such which can
be expected to expire as an OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Thus, suitable number of Short

Options (additional CEs and PEs
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Ratio Spreads (with more Shorts
than Longs on both CE side & PE
side).

Idea in this adjustment is to pick
up a suitable Far OTM CEs & PEs
for Shorting, such that these Far
OTM Options expires worthless as
an OTM on Expiry thereby giving
full Premium at which Short is
initiated as profic. This Short
Options position will help cover
the potendal loss that may be
generated on  this  Strategy.
Selection of a Far OTM Option for
this adjustment is important
because even if the direction of the
underlying  breaks-out  and
breaches the Breakeven Strike on
any side, then in that situation too
these additional Short Options
positions (initiated as part of
adjustments) must be such which
can be expected to expire as an
OTM  on  Expiry, thereby
generating profit to the extent of its
Premium on Expiry. Thus, suitable
number of Short Options (CEs
and PEs Short) need to be
considered to be added as an
adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to Short Options position as
an adjustment in comparison to
the original number of Lots
initiated on the Strategy. If the
Short Options generates profit and

Short) need to be considered to be
added as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, atleast 2 to 4 times more
Lot quantity may be required to be
added to Short Options position as an
adjustment in comparison to the
original number of Lots initiated on
the Strategy. If the Short Options
generates profit and reasonably
minimizes the loss in this Strategy
before Expiry, then it would be
advisable to book the profitand to exit
this  Strategy. However, selling
Options will require higher margin /
capital and MTM requirements will

also have to be met.

(ii) Counter Adjustment through Short

Option (one side): If there seems to be

a slow trend on the downward, such

that the Breakeven Strike does not
seem to be breached downwardly (i.e.
on the PE side) in this Strategy and
the underlying seems to be in a mild
downwardly direction, then Far
OTM CEs can be sold (i.e. additional
Short CEs to be initiated).

However, If there seems to be a slow
uptrend, such that the Breakeven
Strike does not seem to be breached
upwardly (i.e. on the CE side) in this
Strategy and the underlying seems to
be in a mild upwardly direction, then
Far OTM PEs can be sold (i.c.
additional Short PEs to be initiated).

Idea in this adjustment is to pick up a
suitable far OTM Option for
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reasonably minimizes the loss in Shorting, such that this far OTM
this Strategy before Expiry, then it Option expires worthless as an OTM
would be advisable to book the on Expiry thereby giving full
profit and to exit this Strategy. Premium at which Short is initiated as
However, selling Options will profit. This Short Options position
require higher margin / capital and will help cover the potential loss that
MTM requirements will also have may be generated on this Strategy.
to be met. Selection of a far OTM Option for

. . this adjustment is important because
(ii) Counter Adjustment  through ) P

even if the direction of the underlying

Short Option (one side): If there

reverses on the opposite side (i.e.
seems to be a slow trend on the PP (

downward.  such  that  the against the additional Short Options

. osition), then these additional Short
Breakeven Strike does not seem to FC)) ) ), . (iniciated ¢
. tions positions (initiated as part o

be breached downwardly (i.e. on P P P

the PE side) in this Stratcgy and the adjustments) must be such which can

underlying seems to be in a mild be expected to expire as an OTM on

downwardly direction, then Far Expiry, thereby generating profit to

OTM CE:s can be sold (Short CEs
to be initiated).

the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the

However, If there seems to be a likely mild trend of the underlying
slow uptrend, such that the and the Premium available on the
Breakeven Strike does not seem to relevant Far OTM Options (CEs or
be breached upwardly (i.e. on the PEs as the case may be), suitable
CE side) in this Strategy and the number of Options can be Shorted as
underlying seems to be in a mild an adjustment to absorb or outweigh
upwardly direction, then Far the loss in the Strategy. Generally,
OTM PE:s can be sold (Short PEs atleast 2 to 4 times more Lot quantity
to be initiated). may be required to be added to these
Idea in this adjustment is to pick additional Short Options position in
up a suitable Far OTM Option comparison to the original number of
for Shorting, such that this far Lots initiated on the Strategy. These
OTM Option expires worthless as additional Short Options position
an OTM on Expiry thereby giving should be initiated at such Far OTM
full Premium at which Short is Strike(s), which may have reasonable
initiated as profit. This Short Premium and is expected to expire

Options position will help cover worthless as OTM  on Expiry.
the potential loss that may be However, selling additional Options
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generated on  this  Strategy.
Selection of a Far OTM Option
for this adjustment is important
because even if the direction of the
underlying reverses on the
opposite side (i.e. against the
Short Options position), then
these Short Options positions
(initiated as part of adjustments)
must be such which can be
expected to expire as an OTM on
Expiry, thereby generating profit
to the extent of its Premium on
Expiry. Also, depending upon the
potential loss in the original
Strategy and the likely mild trend
of the wunderlying and the
Premium available on the relevant
Far OTM Options (CEs or PEs as
the case may be), suitable number
of Options can be Shorted as an
adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to these additional Short
Options position in comparison
to the original number of Lots
initiated on the Strategy. These
Short Options position should be
initiated at such Far OTM
Strike(s), which

reasonable Premium and is

may  have

expected to expire worthless as
OTM on Expiry. However,
selling additional Options will
require higher margin / capital
and MTM requirements will also
have to be met.

will require higher margin / capital
and MTM requirements will also have

to be met.

(iii)Adjustment through Pyramiding: If

the underlying seems to be moving in
one direction (and not really hovering
in a range) but with limited
momentum and does not seem to be
able to breach the Breakeven Strike in
that direction (CE or PE, as the case
may be) by Expiry, then Far OTM
Options of that direction (in which
the underlying has been slowly
advancing) can be Shorted. That is: If
there seems to be a limited trend with
momentum in the downward
direction, but the underlying does not
seem to be able to breach the
Breakeven Strike on the PE side by
Expiry, then additional Far OTM PEs
can be sold (i.e. additional Short PEs
to be initiated) below the Support area
of the underlying, which is expected
not to be breached by the underlying
by Expiry. Likewise, If there seems to
be a limited trend with momentum in
the upward direction, but the
underlying does not seem to be able to
breach the Breakeven Strike on the
CE side by Expiry, then additional Far
OTM CEs can be sold (i.e. additional
Short CEs to be initiated) above the
Resistance area of the underlying,
which is expected not to be breached
by the underlying by Expiry.

Idea in this adjustment is to pick up

suitable Far OTM Options for

344
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(iii)Adjustment through Pyramiding:

If the underlying seems to be
moving in one direction (and not
really hovering in a range) but with
limited momentum and does not
seem to be able to breach the
Breakeven Strike in that direction
(CE or PE, as the case may be) by
Expiry, then Far OTM Options of
that direction (in which the
underlying has been slowly
advancing) can be Shorted. That is:
If there seems to be a limited trend
with momentum in the downward
direction, but the underlying does
not seem to be able to breach the
Breakeven Strike on the PE side by
Expiry, then Far OTM PEs can be
sold (Short PEs to be initiated)
below the Support area of the
underlying, which is expected not
to be breached by the underlying
by Expiry. Likewise, If there seems
to be a limited trend with
momentum in  the upward
direction, but the underlying does
not seem to be able to breach the
Breakeven Strike on the CE side by
Expiry, then Far OTM CE:s can be
sold (Short CEs to be initiated)
above the Resistance area of the
underlying, which is expected not
to be breached by the underlying
by Expiry.

Idea in this adjustment is to pick
up suitable Far OTM Options for
Shorting in the same direction in

which  the

underlying s

Shorting in the same direction in
which the underlying is advancing,
such that these Far OTM Short
Options  (initiated as part of
adjustments) expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated as
profit. These Short Options position
will help cover the potential loss that
may be generated on this Strategy.
Selection of Far OTM Options for
this adjustment is important because
even if the trend of the underlying gets
into trending momentum in the same
direction and breaches the Breakeven
Strike and continues further in that
direction, then too these additional
Short Options position must be at
such Strike which can be expected to
be not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the max loss in
the original Strategy and the likely
mild trend of the underlying and the
Premium available on relevant Far
OTM Options (ie. in case of PE
Shorts, below the Support area; and in
case of CE Shorts, above the Resistance
area), suitable number of Options can
be considered to be Shorted as an
adjustment to absorb or outweigh the
potential loss in the Strategy, by the
profit yielded by these additional
Short Options due to time decay on
Expiry. Generally, atleast 2 to 4 times

more Lot quantity may be required to
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advancing, such that these Far
OTM Short Options (initiated as
part of adjustments) expires
worthless as an OTM on Expiry
thereby giving full Premium at
which Short is initiated as profit.
These Short Options position will
help cover the potential loss that
may be generated on this Strategy.
Selection of Far OTM Options
for this adjustment is important
because even if the trend of the
underlying gets into trending
momentum in the same direction
and breaches the Breakeven Strike
and continues further in that
direction, then too these Short
Options position must be at such
Strike which can be expected to be
not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit
to the extent of its Premium on
Expiry. Also, depending upon the
max loss in the original Strategy
and the likely mild trend of the
underlying and the Premium
available on relevant Far OTM
Options (i.e. in case of PE Shoris,
below the Support area; and in case
of CE Shorts, above the Resistance
areq), suitable number of Options
can be considered to be Shorted as
an adjustment to absorb or
outweigh the potential loss in the
Strategy, by the profit yielded by
these Short Options due to time
decay on Expiry. Generally, atleast
2 to 4 times more Lot quantity
may be required to be added to

be added to Short for this adjustment,
in comparison to the original number

of Lots initiated on the Strategy.

In this type of adjustment, Short
Options positions can also be added

in a pyramidal structure.

That is:

e as the downtrend continues Far
OTM PEs’ Premium would rise,
therefore, additional Short PEs
positions can be added at
subsequent lower Strike levels as
the downtrend continues with
lower PEs  gaining  decent
Premium values. For example,
when the downtrend continues in
Nifty, a ITM PE ar 16000 having
Premium of Rs. 50 can be sold,
thereafter when the Nifty slips down
further, subsequent lower PE at
15800 (whose Premium would
have become 50 due to continuous
downtrend) can be sold in equal or

double guantity and so on.

e as the uptrend continues Far
OTM CEs’ Premium would rise,
therefore, additional Short CEs
positions can be added at
subsequent higher Strike levels as
the uptrend continues with higher
CEs gaining decent Premium
values. For example, when the
uptrend continues, a Far OTM CE
at 17800 having Premium of Rs. 50
can be sold, thereafier when the
Nifty  rises  further, subsequent
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Short for this adjustment, in
comparison to the original
number of Lots initiated on the

Strategy.

In this type of adjustment, Short
Options positions can also be
added in a pyramidal structure.

That is:

e as the downtrend continues
Far OTM PEs’ Premium
would rise, therefore, Short
PEs positions can be added at
subsequent lower Strike levels
as the downtrend continues
with lower PEs gaining decent
Premium Is. For example,
when the downtrend continues
in Nifty, a Far OTM PE ar
16000 Ig Premium of Rs. 50
can be sold, thereafter when the
Nifty  slips  down  further,
subsequent lower PE at 15800
(whose Premium would have
become 50 due to continuous
downtrend) can be sold in equal
or double quantity and so on.

e as the uptrend continues Far
OTM CEs’ Premium would
rise, therefore, Short CEs
positions can be added at

higher  Strike

levels as the uptrend continues

subsequent

with higher CEs gaining
premium values. For example,
when the uptrend continues in
Nifty, a Far OTM CEI7800
having Premium of Rs. 50 can

higher CE ar 17900  (whose
Premium would have become 50
due to continuous uptrend) can be
sold in equal or double quantity and

S0 on.

This Shorting of Options in a
pyramiding manner may ensure a
broader Breakeven Strike for the
Short leg (i.e. larger risk area
protection) and thus greater
probability of profiting due to Theta
decay on these bunch of Short
Options on Expiry. However,
selling Options will require higher
margin / capital and MTM
requirements will also have to be

met.
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be sold, thereafter when the
Nifty rises further, subsequent
higher CE ar 17900 (whose
Premium would have become
50 due ro continuous uptrend)
can be sold in equal or double
quantity and so on.

This Shorting of Options in a
pyramiding manner  may
ensure a broader Breakeven
Strike for the Short leg (i.e.
larger risk area protection) and
thus greater probability of
profiting due to Theta decay on
these bunch of Short Options
on Expiry. However, selling
Options will require higher
margin / capital and MTM
requirements will also have to
be met.
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LONG STRADDLE & REVERSE IRONFLY /
BUTTERFLY

When a view is formed that the underlying would soon likely to take a
directional move in any one direction, may be on account of any news, outcome,
event etc., but it is not certain in which direction that momentum movement of
the underlying is likely to occur, then such view can be played out by a neutral
strategy employing Long Options positions at ATM Strikes with the expectation
that the underlying would in response to any expected, news, outcome etc would

very soon take one sided strong momentum move.

Thus, when the view on the underlying is that it is expected to make one
sided strong momentum move very soon, but it is not certain that in which
direction the underlying would make such a move; and such situation is played
out through Long positions in Naked ATM CE & PE Options, then such a
Strategy is called Long Straddle. In Long Straddle Strategy, ATM CE & ATM
PE are bought in equal quantity, on the same underlying pertaining to same
Expiry series. In this Strategy, the expectation is that the underlying will soon
make a sudden one-sided strong momentum move, and would trend much
beyond the current level either upwardly or downwardly very shortly, crossing
beyond the Breakeven Strikes of the Long Options (on either side). Long
Straddle involves naked Long positions on ATM CE & PE Options (involving
two legs only). This Strategy has Unlimited Profit potential if the underlying
moves swiftly with strong momentum on either side; but it may also generate
pre-calculated Limited Max Loss if the Breakeven range is not breached by the

underlying with good momentum.

However, when the Long Straddle (naked Strategy) is hedged with Short
Options on OTM Strikes (on both CE & PE side), then such Strategy is called
Reverse Iron Fly or Reverse Iron Butterfly (also referred to as Long Iron Fly or
Long Iron Butterfly)*’. In Reverse Iron Butterfly Strategy, there is (i) ATM CE
Long (CE primary leg) and OTM CE Short (CE hedged leg), in equal quantity,

#Usually, when the OTM Short legs of both CE & PE sides are closer to the ATM in this Strategy,
then it is referred to as Reverse Iron Fly; and when the Short legs of both CE & PE sides are little
farther away from the ATM in this Strategy, then it is referred to as Reverse Iron Butterfly Strategy.
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on the same underlying pertaining to same Expiry series; and (ii) ATM PE Long
(PE primary leg) and OTM PE Short (PE hedged leg), in equal quantity, on
the same underlying pertaining to same Expiry series. In essence, Reverse Iron
Butterfly is pairing of Bull Call Debit Spread Strategy and Bear Put Debit Spread
Strategy joined at the ATM; and in aggregate involves 4 legs. Like in Long
Straddle, in Reverse Iron Butterfly too, the expectation is that the underlying
will soon make a sudden one sided strong momentum move, and may trend
much beyond the current level either upwardly or downwardly within a short
span of time, crossing beyond the Breakeven Strikes of the Long Options on
either side; however the hedged legs are added to the both the Long legs of Long
Straddle in order to ensure that if the underlying do not soon make a sudden
one sided strong momentum move as expected on either direction, such that the
Breakeven Strike of Reverse Iron Fly Strategy is not crossed-over by the
underlying by Expiry, then the CE hedged leg and PE hedged leg will cover up
for the losses that may be incurred on the CE & PE primary legs. Thus, Reverse
Iron Butterfly Strategy reduces the Loss amount in Long Straddle if the
Breakeven range is not breached by the underlying with good momentum.
However, in doing so, the Unlimited Profit potential in naked Long Straddle is
also reduced to pre-calculated Limited Profit in Reverse Iron Butterfly, if the

underlying moves swiftly with strong momentum on cither side.

With this background, now let us delve into discussing the Long Straddle
Strategy and Reverse Iron Fly Strategy in detail. Both these Strategies are
analysed and discussed side-by-side in the table below:

Long Straddle Strategy Reverse Iron Fly / Butterfly Strategy
Trade Legs: Trade Legs:

e Long ATM CE Strike (primary | o Long ATM CE Suike with higher
CE leg); and Premium (CE primary leg)

e Long ATM PE Strike (primary PE | o  Short OTM CE i.e. higher Strike with
leg) lower Premium (CE hedged leg)

Equal number of Lots in both primary | ¢ Long ATM PE Strike with higher
legs; and both Long legs must be of Premium (PE primary leg)
same Expiry series.
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e Short OTM PE i.e. lower Strike with
lower Premium (PE hedged leg)

All the 4 legs (i.e. two Long primary legs &
two Short hedged legs) would be of same
Expiry series, with equal quantity in each of

the aforesaid four legs.

CE Long and PE Long would be ATM
Strike; and CE Short and PE Short must be

of nearly same Premium value.

It is a hedged Long Straddle, making a pair
of Bull CE Debit Spread Strategy and Bear
PE Debit Spread Strategy, joined at the
ATM Strike.

Example:

If ATM is ar 17000, then for Long
Straddle:

e Buy 5 Lots Nifty 17000 CE of Next
Week Expiry; and

o Buy 5 Lots Nifty 17000 PE of Next

Example:

If ATM is ar 17000, then for Reverse Iron
Butterfly:

o Buy 4 Lots Nifty 17000 ATM CE of
Current Week Expiry (at Rs. 220 per
Lot)

Objective is to play a Neutral /
uncertain strong momentum one-sided
directional move on the underlying on
account of any event, news, outcomes

etc., likely to occur very shortly,

Week Expiry o Sell 4 Lots Nifty 17500 CE of Current

Week Expiry (at Rs. 120 per Lot)ld

e Buy 4 Lots Nifty 17000 ATM PE of
Current Week Expiry (at Rs. 250 per
Lot)

o Sell 4 Lots Nifty 16500 PE of Current
Week Expiry (at Rs. 160 per Lot)

Objective: Objective:

Objective is to play a Neutral / uncertain
strong momentum one-sided directional
move on the underlying on account of any
event, news, outcomes etc., through buying

ATM CEs and PEs (both as the primary
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through buying ATM CEs and PEs
(both as the primary leg), as the
expectation is that the underlying will
soon make a sudden strong momentum
one-sided directional move (o7 a huge

gapup or gapdown).

It is an aggregate Debit Strategy, as
both the Long legs are initiated by

paying the Premium.

On arrival of a soon strong momentum
one-sided directional move on the
underlying (or a huge gapup or
gapdown), either of the ATM Long
primary leg becomes an ITM and the
other ATM Long primary leg becomes
a Far OTM. The Long position leg
which becomes an ITM crosses beyond
the Breakeven Strike of this Strategy
and generates profit; and the other
Long position leg which becomes a Far

OTM generates loss.

Further, due to the sudden strong
momentum trending move of the
underlying (or a huge gapup or
gapdown), one of the Long Options
position can generate huge profit,
whereas the other Long Options
position which becomes a Far OTM
can only yield loss limited to the extent
of the premium paid on buying this
Long Option. Thus, the net profit
between the two Long Options, is the
profit generated in this Strategy.

Accordingly, this Strategy can generate
limited loss to the maximum extent of

the aggregate Premium paid on both

leg), as the expectation is that the
underlying will soon make a sudden strong
momentum one-sided directional move (or
a huge gapup or gapdown), and may trend in
that direction, just like in a naked Long
Straddle Strategy.

However, in this Strategy: in order to
mitigate the risk / loss that may arise if the
underlying fails to breach the Breakeven
Strike on the primary legs by Expiry, a pair
of Short

simultaneously with the primary Long legs,

Options are also inidated
such that this Strategy becomes hedged
Long Straddle, comprising of a pair of Bull
CE Debit Spread Strategy and Bear PE
Debit Spread Strategy, joined at the ATM
through the Long legs. Therefore, if the
underlying fails to breach the Breakeven
Strike of the Long Options, then OTM
Short Options on the hedged leg would
expire as an OTM too, thereby reducing
the loss caused to the maximum extent of
Premium paid on the Long legs, out of the
Credit or Premium received on the Short

legs.

Thus, in Fly
comprising of Bull CE Debit Spread

effect, Reverse Iron
Strategy and Bear PE Debit Spread
Strategy, converts the naked Long Straddle
into a hedged Long Straddle so as to cover
and limit the loss that may arise in a naked
Long Straddle position, if the underlying
fails to breach the Breakeven Strike of the
Long Straddle due to non-arrival of a strong

momentum trend in either direction.
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the Long legs, but if the underlying
takes a strong momentum one-sided
trending move (or a huge gapup or
gapdown), then this Strategy is capable
of generating huge profit.

This Strategy comprising of two Long
Options (on ATM Strikes) and two Short
Options (on OTM Strikes) makes this
strategy a Net Debit Strategy, because both
the Long Options are initiated by paying
higher Premiums, and the Short Options

are initiated by collecting lesser Premiums.

On arrival of a soon strong momentum
one-sided directional move on the
underlying (or a huge gapup or gapdown),
either side of ATM Long primary leg
becomes an ITM and the other side ATM
Long position & Short position becomes an
even farther OTM. When the underlying
crosses beyond the Breakeven Strike of this
Strategy on either side such that the one of
the Long Option side (i.e. CE side or PE
side, as the case may be) becomes an 1TM,
then this Strategy generates profit; because
the Long Option which becomes an ITM
generates higher profit than the Net
premium paid on the Strategy. However, in
this Strategy the profit potendal gets
limited (due to the Short legs added to
otherwise naked Long Straddle).

Accordingly, this Strategy can generate
limited loss to the maximum extent of the
aggregate Net Premium paid on this
Strategy, but if the underlying takes a
strong momentum one-sided trending
move (or a huge gapup or gapdown), then
this Strategy is capable of generating good
profit, which is capable of yielding a limited
pre-calculated max profit. Both the max
profit & max loss in this Strategy can be

pre-calculated from Expiry perspective.
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Demerits:

e It comprises of naked Long

positions.

o This Strategy is workable/
profitable only when there is a
strong conviction that soon there
will be arrival of a strong
momentum one-sided trending
move of the underlying (or a huge
gapup or gapdown). However, if
(i) the underlying moves one-
sided but there is no momentum;
or the underlying gets into a
rangebound movement, then this
Strategy would yield loss due to
erosion of Time Value on both

primary legs.

e This Strategy requires more
Premium to be paid, as against the
Long Strangle (or even Reverse

Iron Fly).

e Thus, if the underlying does not
soon  move with  strong
momentum (or fails to make a
huge gapup or gapdown), then
both the Long legs may continue
to be ATM Strikes (or one primary
leg may be a near ITM and another
near OTM), which situation
would generate loss in this
Strategy. Further, as the time
passes and Expiry approaches
near, and the underlying fails to
make the one-sided momentum
trending move and do not cross
the Breakeven Strike of this

Demerits:

e Since, in this Strategy on each CE and
PE sides, there is one Long position
initiated at a higher Premium ATM;
and a Short position initiated at a
lower Premium OTM. Thus, each of
the CE and PE legs have a Net
Premium Debit (i.e. Premium paid on
Long leg — Premium received on Short
leg). This Net Debit Premium on
Reverse Iron Fly Strategy is less than

the aggregate Premium Debit on Long
Straddle.

e Since, this Strategy is a Net Debit
Strategy, therefore, from Expiry
perspective, the aggregate  Net
Premium paid need to be first covered
up as profit in this Strategy, to become
overall profitable in this Strategy.

o This Strategy is workable/ profitable
only when there is a strong conviction
that soon there will be arrival of a
strong momentum one-sided trending
move of the underlying (or a huge
gapup or gapdown). From Expiry
perspective, for this Strategy to be
profitable it is required that the
underlying  must  either  trend
downwardly and cross below the
Breakeven Strike of this Strategy on
the PE side; or the underlying must
trend upwardly and cross above the
Breakeven Strike of this Strategy on
the CE side (the Breakeven Strikes in
this Strategy are discussed below here).
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Strategy on either side, then the
impact of Theta and failure to
cross-over the Breakeven Strike
both would cause loss of the entire
aggregate Premium paid on this

Strategy.

Therefore, two factors which are
most detrimental to this Strategy
are: (i) rangebound move in the
underlying; and (ii) Theta impact
on the primary legs. Therefore,
this Strategy is heavily dependent
on soon arrival of strong
momentum one-sided trending
move of the underlying (or a huge

gapup or gapdown).

Due to the increasing Theta
impact with the approach of
Options Expiry, this Strategy may
be avoided for positional holding
near Expiry.

It is an aggregate Debit Strategy.
Since both Long legs comprises of
buying the ATM Strikes, the
Premium on both Long legs is the

amount of aggregate Premium

paid  for  this  Strategy.
Accordingly, from  Expiry
perspective, the  aggregate

Premium paid need to be first
covered up as profit in this
overall

Strategy, to become

profitable in this Strategy.

The aggregate of the Premium
paid on both Long legs defines a
higher Breakeven Strike to be

However, if (i) the underlying move
one-sided but there is no momentums;
or the underlying gets into a
rangebound movement, then this
Strategy would yield limited loss (to
the extent of Net Premium paid on
this Strategy) due to erosion of Time

Value.

Thus, with the passage of time, if the
underlying does not move with
momentum, then both the Long legs
may continue to be ATM Strikes (o7
one side Options may be a near ITM
and another side Options may be a near
OTM) and the primary leg starts
generating loss due to the rising Theta
impact. At the same time, both the
Short legs will generate profit due to
Theta decay in aforesaid situation.
Thus, if by Expiry of the Options, if
the underlying fails to make the one-
sided momentum trending move (or
huge gapup/ gapdown) and do not
cross the Breakeven Strike of this
Strategy on either side, then both the
Long legs and may expire as
ATM/OTM and both the Short legs
would expire worthless as OTM,
thereby this Strategy may generate
maximum loss to the extent of
aggregate Net Premium paid on this
Strategy.

Therefore, two factors which are most
detrimental to this Strategy are: (i)
rangebound move in the underlying;
and (ii) Theta impact on the primary
legs. Therefore, this Strategy is heavily




The Intelligent F&O Trader: Volume IT 356

crossed-over to make this Strategy
profitable from Expiry
perspective. Thus, from Expiry
perspective, it is required that the
underlying must either trend
downwardly and cross below the
Breakeven Strike of this Strategy
on the PE Long side (or take a
huge gapdown); or the underlying
must trend upwardly and cross
above the Breakeven Strike of this
Strategy on the CE Long side (o7
take a huge gapup).

e When the Voladility is in a falling
state, then there will be erosion
caused to the Premium of the
Long Options (or it may act as a
deterrence to let the Premium of
the Long Options rise), thereby
making this Strategy not viable

from profit perspective.

dependent on strong momentum one-
sided trending move of the underlying
(or a huge gapup/ gapdown).

e Due to the increasing Theta impact
with the approach of Options Expiry,
this Strategy may be avoided for
positional holding near Expiry.

e When the Volaiility is in a falling
state, then there will be erosion caused
to the Premium of the Long Options
(or it may act as a deterrence to let the
Premium of the Long Options rise),
thereby making this Strategy not
viable from profit perspective, as even
though the erosion would also be
caused in the Premium Credit on the
Short legs but the fall in Volatility may
expedite loss of Net Premium Debit
made on this Strategy.

Benefits of Long Straddle:

o Thisis a neutral Strategy i.e. when
the view is uncertain in which
direction the underlying can move
with strong momentum (or might
take a huge gapup or gapdown) as a
result of any news, event or
outcome etc., this Strategy can be
implemented. This is mainly
targeted for a very quick arrival of
momentum or gapup/gapdown

within a very short span of time.

o Since this Strategy is implemented
through buying ATM CEs and
PEs (Long Options), it requires

Benefits of Reverse Iron Fly:

o This is a neutral Strategy i.e. when the
view is uncertain in which direction
the underlying can move with strong
momentum (or might take a huge
gapup or gapdown) as a result of any
news, event or outcome etc., this

Strategy can be implemented.

o It is a hedged Strategy (i.e. Reverse
Iron Fly is hedged Long Straddle).

e Since, it is a hedged Strategy, the
capital / margin required is less and
does not require capital towards any

MTM requirements.
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less capital/ margin and does not
need any further capital towards
MTM adjustments.

o If the view goes as expected, then
this  Strategy is capable of
generating huge profit if the trend
in one side continues (or if the
there is a huge gapup or
gapdown), but if the view fails
then it can cause a limited loss to
the maximum extent of aggregate
Premium paid on both the Long
legs. Thus, this Strategy is the
kind with unlimited profic and

limited loss.

e Rise in Volatility is favourable for
this Strategy as rise in Voladility
will help the Premium of the Long
Options to rise (or to not cause

them fall much).

e Thus, rise in Volatility and one-
sided strong momentum trending
move (or likely huge gapup or
gapdown) is the requirement for
profitability in this Strategy.
Further, if there is huge Volatility
spike, then the premium value of
both CE Long and PE Long legs
would rise exponentially, even if
there is no significant move in the

underlying,

o If the view goes as expected, then this
Strategy is capable of generating
reasonable profit if the trend in one
side continues until Expiry of

Options.

o Since this a hedged Strategy,
therefore, if the underlying fails to
breakout the Breakeven Strike by the
Expiry on either side, then the hedged
leg helps mitigate the loss of the
Premium paid on the primary legs
through the Credit of Premium
received on the Short hedged legs.
Thus, this Strategy helps curtail the
loss that may arise on the Long
Options, due to the Short hedged legs
added in this Strategy (which are likely
1o generate profit due to evosion in their

Premium due to Volatility crash or

Theta decay).

e Rise in Volaiility is favourable for this
Strategy as rise in Volatility will help
the Premium of the Long Options to

rise (or to not cause them fall much).

e Thus, rise in Volatility and one-sided
strong momentum trending move is
the requirement for profitability in
this Strategy. Further, if there is huge
Volatility spike, then the premium
value of both CE Long and PE Long
legs would rise exponentially, even if
there is no significant move in the

underlying.

Breakeven Strike of this Strategy from

Breakeven Strike of this Strategy from

Expiry perspective:

Expiry perspective:
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This Strategy comprises of naked CE
Long at ATM Strike; and a naked PE
long at ATM Strike. This is an
aggregate  Debit the

Premium at which both Longs are

Strategy as

initiated, on aggregate basis is the total

Premium paid on this Strategy.

The aggregate Premium paid on this
Strategy determines the Breakeven
Strike range which need to be crossed
over by the underlying on either side in
order to make this Strategy profitable.
The Breakeven Strike range on the
upper side and the lower side are

calculated as follows in this Strategy:

o the Breakeven Strike on the CE
side (upper side) is: [The CE
Strike (at which Long is initiated)

+ aggregate Premium paid on

both CE & PE Long]; and

e the Breakeven Strike on the PE

side (lower side) is: [The PE Strike

(at which Long is initiated) -

aggregate Premium paid on both
CE & PE Longs].

Thus, if by Expiry of the Long
Options, the underlying successfully
crosses-over the aforesaid Breakeven
Strikes (either on the upper side or the
lower side), then this Strategy would
yield profit. Further, in case of
continuous trending movement of the
underlying after successfully crossing-
over the Breakeven Strike on either side
by the underlying (or @ huge gapup or
gapdown,  which the

crosses-over

The CE side comprises of CE Long primary
leg at higher Premium and CE short
hedged leg at lower Premium. Thus, there
is a Net Premium Debit on the CE side of

Reverse IronFly.

Likewise, the PE side comprises of PE Long
primary leg at higher Premium and PE
Short hedged leg at lower Premium. Thus,
there is a Net Premium Debit on the PE

side of Reverse Iron Fly.

The sum of the Net Premium Debit on the
CE and PE Side is the aggregate Net
Premium Debit paid in this Strategy.
Accordingly:

o the Breakeven Strike of the CE side in
this Strategy (upper range) is: [CE Long

primary leg Strike + the aggregate Net
Premium Debit in the strategy]; and

o the Breakeven Strike of the PE side in
this Strategy (lower range) is: [PE Short

primary leg Strike - the aggregate Net
Premium Debit in the Strategy].

Thus, if by Expiry of the Long Options, the
underlying successfully crosses-over the
aforesaid Breakeven Strikes (either on the
upper side or the lower side), then this
Strategy would yield profic. However, if by
Expiry of these Options, the underlying
fails to cross-over either upper or lower side
of the Breakeven Strikes, then the Strategy
would yield loss (which may extend to the
maximum extent of the Net Premium paid on
the Strategy).

For example: If ATM is ar 17000 for Reverse
Iron Fly:
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Breakeven Strike), a huge / unlimited

profit situation might arise.

However, if by Expiry of these Long
Options, the underlying fails to cross-
over either upper or lower side of the
Breakeven Strikes, then the Strategy
would yield loss (which may extend to
the maximum extent of the aggregate
Premium paid on the Strategy).

Example: If ATM is ar 17000, then for
Long Straddle: If Nifty 17000 PE is
bought at Rs. 300 per Lot ¢& Nifty 17000
CE is bought at Rs. 350 per Lot, then the
aggregate Premium paid on this Strategy
would be Rs. 300 + Rs 350 = Rs. 650 per
Lot.

Thus, the BE Strike of this Strategy will
be:

o On CEside: 17000 + (300+350) =
17650 CE Strike; and

o  On PE side: 17000 - (300+350) =
16350 PE Strike

Thus, if by Expiry, the underlying
successfully crosses-over the aforesaid
Breakeven Strikes (either on the upper
side or the lower side), then this Strategy
would yield profit; but if by Expiry, the
underlying fails to successfully cross-
over the relevant Breakeven Strike on
either side, then the Strategy would
yield loss (which may extend ro the
maximum extent of Rs. 650 per Lot, i.e.
the total Premium paid on this Strategy).

Thus, in the aforementioned example:

if the underlying goes higher until

Nifty 17000 is bought at Rs. 350 per Lot &
Nifly 17500 CE is sold at Rs. 200 per Lot
and

Nifty 17000 PE is bought at Rs. 300 per Lot
& Nifty 16500 PE is sold at Rs. 150 per Lot,
then:

the Net Premium Debit paid on this Strategy
will be: [(350+300) — (200+150] = 650 —
350 = 300

Thus, the BE Strike of this Strategy will be:

e On CEside: 17000 + 300 = 17300 CE
Strike; and

e On PE side: 17000 - 300 = 16700 PE
Strike

the
the

Breakeven Strikes (either on the upper side or

Thus,

successfully

if by Expiry, underlying

crosses-over aforesaid

the lower side), then this Strategy would
the

underlying fails to successfully cross-over

yield profit; buc if by Expiry,
the relevant Breakeven Strike on either side,
then the Strategy would yield loss (which
may extend to the maximum extent of Rs. 300
per Lot, i.e. the net Premium paid on this
Strategy).

Thus, in the aforementioned example: if
the underlying goes higher until Expiry and
the  upper
Breakeven Strike i.e. 17300 CE and keeps
trending higher then the Strategy will be in

successfully  crosses-over

profit; but if the underlying by Expiry fails
to successfully cross-over the Breakeven
Strike of 17300, then this Strategy will

incur loss (which may extend ro the
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Expiry and successfully crosses-over the
upper Breakeven Strike i.e. 17650 CE
and keeps trending higher, then the
Strategy will be in profi; but if the
underlying by Expiry fails to cross-over
the Breakeven Strike of 17650, then
this Strategy will incur loss (which may
extend to the maximum extent of total
Premium paid on this Strategy (i.e. Rs.
650 per Lot)).

Likewise, if the underlying goes lower
until Expiry and successfully crosses-
over the lower Breakeven Strike i.e.
16350 PE and keeps trending lower,
then the Strategy will be in profit; but
if the underlying by Expiry fails to
successfully cross-over the Breakeven
Strike of 16350, then this Strategy will
incur loss (which may extend to the
maximum extent of total Premium paid
on this Strategy (i.e. Rs. 650 per Lot)).

maximum extent of Net Premium paid on
this Strategy (i.e. Rs. 300 per Lot)).

Likewise, if the underlying goes lower until
Expiry and successfully crosses-over the
lower Breakeven Strike i.e. 16700 PE and
keeps trending lower, then the Strategy will
be in profit; but if the underlying by Expiry
cross-over  the
Breakeven Strike of 16700, then this
Strategy will incur loss (which may extend to

fails  to  successfully

the maximum extent of Net Premium paid on

this Strategy (i.e. Rs. 300 per Lot)).

Pavoff of Long Straddle Strate

Pavoff of Reverse Iron Fly Strate

Long Straddle Reverse Iron Fly
ed Profit seilted Profit
BEOn BEOn
Downside Upside
o Same CE Long Strike
& PE Long Strike o CE Long Strke
Limited Max Profit & PE Long Strike
/ ' \ PE Short '
] ¢ ) Strike Price ' Strike Price
BE On Downside . BE On Upside !
H
@ :
L it M ° :
Underlying Price — Limited Max Loss
Underlying Price —
Loss in this Strategy from Expiry |Loss in this Strategy from Expiry

perspective:
Max Loss: this

comprises of naked Long legs, for

Since, Strategy

perspective:
Max Loss: If by Expiry of these Options,

the underlying fails to cross-over either
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which the

therefore, the aggregate Premium paid

Premiums are paid,
for both the Long legs in this Strategy
is the maximum loss that may occur.
Thus, Maximum Loss in this Strategy
will be limited and can be pre-
calculated. The Maximum Loss in this
Strategy is equivalent to the Total

Premium paid on this Strategy, i.e.

Max Loss on Long Straddle =
[Premium Paid on CE Long leg +
Premium Paid on PE Long Leg]

Max Loss scenario:

The situation of this Max Loss would
occur if by Expiry of the Long Options,
the underlying closes at the Strike on
which Long legs have been initiated.

Loss zone:

If the underlying closes by Expiry
within the two Breakeven Levels i.e. on
the CE side and on the PE side, then
loss would be incurred on the Strategy.
Therefore, the
Strategy lies between the BE Level of
the CE side and BE Level of the PE

side.

Loss Zone of this

CE side: if the
underlying closes higher than the CE

Loss Zone on the

Long leg but below the BE Strike on
the CE side, then loss would be
incurred on the Strategy. Thus, on the
CE side, CE Long Surike to BE Strike
on the CE side of the Strategy is a Loss
zone. Lower loss would be generated on
the Strategy if the underlying by Expiry
closes towards the BE Strike on CE

upper or lower side of the Breakeven
Strikes, then the Strategy would yield loss
(which may extend to the maximum extent of
the aggregate Net Premium paid on this
Strategy).

Thus, Maximum Loss in this Strategy will
be limited and can be pre-calculated. The
Maximum Loss in this Strategy is the Net
Premium paid on this Strategy.

Max Loss on Reverse Iron Fly = [Aggregare
Premium Paid on CE Long leg ¢ PE Long
Leg) minus [Aggregate Premium Credit
received on CE Short leg ¢ PE Short Leg)

Max Loss scenario:

The situation of this Max Loss would occur
if by Expiry of the Long Options, the
underlying closes at the Strike on which

Long legs have been initiated.
Loss zone:

If the underlying closes by Expiry within
the two Breakeven Levels i.e. on the CE
side and on the PE side, then loss would be
incurred on the Strategy. Therefore, the
Loss Zone of this Strategy lies between the
BE Level of the CE side and BE Level of the
PE side.

Loss Zone on the CE side: if the underlying
closes higher than the CE Long leg but
below the BE Strike on the CE side, then
loss would be incurred on the Strategy.
Thus, on the CE side, CE Long Strike to
BE Strike on the CE side of the Strategy is
a Loss zone. Lower loss would be generated
on the Strategy if the underlying by Expiry
closes towards the BE Strike on CE side;
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side; and higher loss would be
generated on the Strategy if the
underlying closes near or at the CE

Long Strike.

PEside: if the
underlying closes lower than the PE

Loss zone on the

Long leg but above the BE Strike on
the PE side, then some loss would be
incurred on the Strategy. Thus, on the
PE side, PE Long Strike to BE Strike of
the Strategy on the PE side is a Loss
zone. Lower loss would be generated on
the Strategy if the underlying by Expiry
closes towards the BE Strike on PE
side; and higher loss would be
generated on the Strategy if the
underlying closes near or at the PE

Long Strike.

For example: If ATM is ar 17000, then
for Long Straddle: If Nifty 17000 PE is
bought at Rs. 300 per Lot & Nifty 17000
CE is bought ar Rs. 350 per Lot, then the
aggregate Premium paid on this Strategy
would be Rs. 300 + 350 = Rs. 650 per
Lot.

Thus, the BE Strike of this Strategy will
be:

o On CEside: 17000 + (300+350) =
17650 CE Strike; and

o On PE side: 17000 - (300+350) =
16350 PE Strike

Thus, in this Strategy, if: (a) the Nifty
fails to cross-over above the Breakeven
strike of 17650 upwardly by the Expiry;
or (b)if underlying fails to cross-over

and higher loss would be generated on the

Strategy if the underlying closes near or at

the CE Long Strike.

Loss zone on the PE side: if the underlying
closes lower than the PE Long leg but above
the BE Strike on the PE side, then some loss
would be incurred on the Strategy. Thus,
on the PE side, PE Long Strike to BE Strike
of the Strategy on the PE side is a Loss zone.
Lower loss would be generated on the
Strategy if the underlying by Expiry closes
towards the BE Strike on PE side; and
higher loss will be generated on the Strategy
if the underlying closes near or at the PE
Long Strike.

Example: If ATM is at 17000, then for Ise
Iron Fly:

Nifty 17000 CE is bought at Rs. 350 per Lot
& Nifty 17500 CE is sold at Rs. 200 per Lot;
and

Nifity 17000 PE is bought at Rs. 300 per Lot
é“Nz'ﬁy 16500 PE is sold ar Rs. 150 per Lot,
then:

the Net Premium Debit paid on this Strategy
will be: [(350+300) — (200+150)] = 650 —
350 = 300

In the aforesaid example:

If the underlying fails to breach the Breakeven
Strike of 17300 or 16701Expiry, then this
Strategy would yield loss. Further, if Nifty
closes by Expiry ar 17000 Strike (i.e. the
Strike ar which Long legs have been initiated),
then Max Loss equivalent to total aggregate
Premium of Rs. 300 per Lot would be
incurred on this Strategy.
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below the Breakeven strike of 16350
downwardly by the Expiry, then this
Strategy would yield loss. Further, if Nifty
closes by Expiry at 17000 Strike (i.e. the
Strike at which Long legs have been
initiated), then Max Loss equivalent to
total aggregate Premium of Rs. 650 per
Lot would be incurred on this Strategy.

Profit Reward in this Strategy from

Profit in this Strategy from Expiry

Expiry perspective:

Max Profit:

If by Expiry of the Long Options, if the
underlying successfully crosses-over the
Breakeven Strikes of the Strategy (either
on the upper side or the lower side), then
this Strategy would yield profit. More
trending the underlying gets in one
direction with momentum, crossing
beyond the BE Strike level of the
Strategy on that side, higher the profit
that will be generated. Thus, the Max
Profit potential on this Strategy is
the

momentum makes either CE side Long

unlimited,  provided strong
Strike or PE side Long Strike a deep

ITM.

Thus, in case of huge gapup / gapdown
or a continuous trending movement of
the underlying after breaching of the
Breakeven Strike on either side by the
underlying, a huge / unlimited profit
situation might arise from Expiry
perspective. This situation implies that
the Long leg Strike on the side of the

momentum, ends up being an I'TM on

perspective:
Max Profit:

If by Expiry of the Options, the underlying
successfully crosses-over the Breakeven
Strikes of the Strategy (either on the upper
side or the lower side), then this Strategy
would yield profit. More trending the
underlying gets in one direction with
momentum (or in case of huge gapup /
gapdown), crossing beyond the BE Strike
level of the Strategy on that side, higher the
profit that will be generated. However, the
Max Profit potential on this Strategy is
limited (as against unlimited profit in naked
Long Straddle, in case of continuous trending
momentum on any particular side) and the
max profit on this Strategy can be pre-

calculated.
Max Profit Level:

If the underlying by Expiry closes either at
or beyond the Short leg of any particular
side (i.e. CE Short leg on the upside and PE
Short leg on the downside), then the Strategy
would yield Max Profit, which is limited.
In this situation, both the Long leg & Short
leg of that side Option (where the BE Strike
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Expiry (and the other side Long Option
expires worthless as an OTM).

Calculation of final Profit generated
on the Strategy:

If the underlying closes by Expiry, after
breaching the Breakeven Strike on
either side, then the final Profit accrued
on the Strategy on Expiry can be

calculated as:

o [the final premium value of Long
Option of the momentum side on
Expiry (i.e. Long leg which becomes
/ expires as an ITM)II*

minus

o [the aggregate Premium paid for
the Strategy]

For example: If ATM is ar 17000, then
for Long Straddle: If Nifty 17000 PE is
bought at Rs. 300 per Lot & Nifty 17000
CE is bought ar Rs. 350 per Lot, then the
aggregate Premium paid on this Strategy
would be Rs. 300 + Rs 350 = Rs. 650 per
Lot.

Also, the BE Strike of this Strategy Ibe: on
CE side, 17650 CE Strike; and on PE
side, 16350.

Thus, in this Strategy, if:

(a) Nifty crosses above the Breakeven
Strike of 17650 Strike upwardly by

is breached) becomes an ITM. The other
side of Options, both Long & Short leg
becomes even farcher OTM. This situation
generates the Limited Max Profit situation
on the Strategy. However, in this Strategy,
even if the underlying gets trending on one
side but it crosses beyond the Short leg of
the Strategy on that side, then no higher
profit would be generated on this Strategy
from Expiry perspective other than the pre-
calculated Max Profit that can be generated
on this Strategy. Thus, this Strategy is a
limited max profit Strategy; and the max
profit on this Strategy can be pre-

calculated.

Calculation of Max Profit on the Strategy:
The Max Profit potendial of this Strategy

can be pre-calculated as:

o [Surike difference between Long &
Short leg of CE / PE side]

minus

e [the Net Premium paid for the
Strategy]

Using the above formula, the Max Profit
potential for each of CE side and PE side
can be separately calculated. Thus, we can
determine the Max Profit potential on any
particular side of this Strategy. However, if
the Strike difference between Long & Short
leg is same for both CE side and PE side,

then calculation of Max Profit as per

364

# The final premium of an Option which would expire as an ITM would be equivalent to its
Intrinsic Value (which is the difference between the ATM Strike on Expiry and the Strike of the relevant
Option which expired as an ITM).
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(b)

Expiry, and at Expiry Nifty is at
18000; then 17000 CE Long leg
expires as a deep ITM generating
profit (as CE Long leg Premium
would rise) and the PE 17000
as  far OTM
generating loss (as PE Long leg
Premium  would  fall), thereby
giving a net profit in this Strategy

Long  expires

due to upward trending move in
the Nifty. Deeper the CE Long leg
goes as an ITM by Expiry, more
profitable the Strategy would be.
The maximum profit on Expiry
would be the difference berween:
[the final LTP of the CE Long
and  [the aggregate
Premium paid on the Strategy]; or

position]

Nifiy crosses below the Breakeven
Strike  of 16350  Strike
downwardly by Expiry, and ar
Expiry if Nifty closes ar 16000;
then 17000 PE Long leg expires as
a deep ITM generating profit (as
PE Long Premium would rise) and
the CE 17000 Long expires as far
OTM generating loss (as CE Long
leg Premium would fall), thereby
giving a net profit in this Strategy
due to downward trending move in
the Nifty. Deeper the PE Long leg
goes as an ITM by Expiry, more
profitable the Strategy would be.
The maximum profit on Expiry
would be the difference between:
[the final LTP of the PE Long
position] and  [the  aggregate
Premium paid on the Strategy].

aforesaid formula, would be same for both

CE side and PE side.

Impact on Max Profit situation, due to
variation in Strike Difference between CE

side & PE side:

If the Strike difference between Long leg &
Short leg, on both CE side and PE side is
same (eg: 300 point difference between CE
Long & CE Short and similarly 300 point
difference between PE Long & PE Short),
then the Max Profit would be same for the
CE side as well as for the PE side. In such
case, the amount so determined, is said to
be the Max Profit of the Strategy.

However, if the Strike difference between
Long leg & Short leg, on CE side and PE
side is different (eg: 300 point difference
between CE Long & CE Short and 500 point
difference between PE Long & PE Short),
then the Max Loss would be different for
the CE side and the PE side. The side where
the Strike difference is more, would have
more Net Premium Debit and accordingly
the BE Level of that side will also increase.
But with increase in BE Level, the Max
Profit situation on that side would also
increase. In such case, the Max Profit of the
side where Strike difference is more, would
be the Max Profit of the Strategy.

Profit Zone:

The profitability from Expiry perspective
would arise in the Strategy, if the
underlying closes above the Breakeven
Strike level of this Strategy on the CE
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Profit Level: side®; or if the underlying closes below the
Breakeven Strike level of this Strategy on
the PE side®. Therefore, profit would be
realised on this Spread if the underlying

Profit would accrue on this Strategy,
from Expiry perspective, if underlying

closes after successfully crossing-over

the Breakeven Strike of either side, closes by Expiry after successfully crossing-

such that the Long Option of atleast over the BE Strike of this Strategy on either

. . side.
one side expires as an I[TM.

Profit zome on CE side: Thus, if the
underlying by Expiry crosses above the BE

Strike on the CE side and closes between
the BE Strike on CE side and at or higher
than the CE Short Strike, then the Strategy
would generate profit on the CE side.
Therefore, this is the Profit zone on the CE
side. However, if the underlying closes by
Expiry at or above the CE Short Strike then
Max Profit would be generated on this
Strategy. The profit in this zone would be
less, if the underlying closes just above the
BE Strike level on the CE side; but if the
underlying closes near the CE Short Strike
level, then the Strategy would generate
higher profit (which may extend upto Max
Profit, if the underlying closes at or above the
CE Short Strike by Expiry).

Profit zone on PE side: Similarly, if the
underlying by Expiry crosses below the BE

Strike on the PE side and closes between
the BE Strike on PE side and at or lower
than the PE Short Strike, then the Strategy
would generate profit on the PE side.
Therefore, this is the Profit zone on the PE
side. However, if the underlying closes by
Expiry at or below the PE Short Strike then

# That is higher Strike than the BE Level on the CE side.
50 That is lower Strike than the BE Level on the PE side.
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Max Profit would be generated on this
Strategy. The profit in this zone would be
less, if the underlying closes just below the
BE Strike level on the PE side; but if the
underlying closes near the PE Short Strike
level, then the Strategy would generate
higher profit (which may extend upto Max
Profit, if the underlying closes ar or below the
PE Short Strike by Expiry).

Calculation of Profit generated on the
Strategy within Profit Zone:

On arrival of a strong momentum one-
sided directional move on the underlying,
that side of ATM Long primary leg
becomes an ITM and the other side ATM
Long position & Short position becomes
Far OTMs. The Option side which is in the
direction of the momentum (ie. Long
Option on the CE side or PE side, as the case
may be) which becomes an ITM due to
movement in the underlying generates
profit; and the other Option side which

becomes Far OTMs generates loss.

Thus, if the underlying by Expiry
successfully closes beyond the BE Strike
Level of either side and closes within the
profit zone of that side, then the final profit
on the Strategy at Expiry can be calculated

as:

e [the final premium value Long
Option of the momentum side on
Expiry (i.e. Long leg which becomes /
expires as an 1TM)]

minus

o [the Net Premium paid for the Strategy]
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For example: If ATM is ar 17000, then for
Reverse Iron Fly: If Nifty 17000 CE is bought
at Rs. 350 per Lot & Nifty 17500 CE is sold
at Rs. 200 per Lot; and

Nifty 17000 PE is bought at Rs. 300 per Lot
& Nifty 16500 PE is sold at Rs. 150 per Lot,
then:

o the Net Premium Debit paid on this
Strategy  will  be:  [(350+300) -
(200+150)] = 650 — 350 = 100 per Lot

o Breakeven Strike of this Strategy on
upper range will be: 17000 + 300 =
17300 CE

o Breakeven Strike of this Strategy on
lower range will be: 17000 - 300 =
16700 PE

Thus, in this Strategy, if:

(a) Nifty crosses above the Breakeven
Strike of 17300 Strike upwardly by
Expiry, then 17000 CE Long leg
expires as an ITM generating pmﬁt,
as CE Long leg Preminum would rise)
and the PE 17000 Long expires as Far
OTM generating loss (as PE Long
premium would fall), thereby giving a
net profit in this Strategy due to
upward trending move in the Nifty.
Deeper the CE Long leg goes as an
ITM by Expiry, more profitable the
Strategy would be. However, the
maximum profit that can be realised
on the CE side by Expiry would be:
[17500 CE —17000 CE] — [300] =
Rs. 200 per Lot. Thus, overall profit
in such situation on the Strategy
would be Rs. 200 per qty in the Lot
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(®)

ie. 50 x 200 = Rs. 10,000 per Lot.
This max profit on CE side would be
realized on Expiry, if the underlying
trends higher and closes at or above the
CE Short leg. But if the underlying
closes at 17400 on Expiry i.e. in the
Profit Zone on the CE side, then the
CE Long leg of 17000 would be an
ITM with final premium value on
Expiry of Rs. 400 (because on Expiry,
the final premium value is equal to the
Intrinsic Value of the ITM, which is
calculated as ATM - ITM CE
Strike). Therefore, the final premium
value of 17000 CE would be :
[17400-17000=400].  Thus, the
final overall profit on the Strategy
would be: 17000 CE final premium
value — Net premium paid on the
Strategy = 400 — 300 = Rs. 100 per
qty in a Lot i.e. 50 x 100 = Rs 5000
in a Lot.

Nifty crosses below the Breakeven
Strike of 16700 Strike downwardly
by Expiry, then 17000 PE Long leg
expires as an ITM generating profit
(as PE Long leg Premium would rise)
and the CE 17000 Long expires as
Far OTM generating loss (as CE Long
leg Premium would fall), thereby
giving a net profit in this Strategy due
to downward trending move in the
Nify. Deeper the PE Long leg goes as
an ITM by Expiry, more profitable
the Strategy would be. However, the
maximum profit on the PE side by
Expiry would be: [17000 PE —
16500 PE] — [300] = Rs. 200 per
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Lot.
situation on the Strategy would be Rs.
200 per gty in the Lot i.e. 50 x 200 =
Rs. 10,000 per Lot. This max profit
on PE side would be realized on
Expiry, if the underlying trends lower
and closes at or below the PE Short leg.
But if the underlying closes at 16600
on Expiry i.e. in the Profit Zone on
the PE side, then the PE Long leg of
17000 would be an ITM with final
premium value on Expiry of Rs. 400

Thus, overall profit in such

(because on Expiry, the final premium

value is equal to the Intrinsic Value of
the ITM, which is calculated as [ITM
PE Strike — ATM). Therefore, the
final premium value of 17000 PE
would  be  [17000-16600=400].

Thus, the final overall profit on the
Strategy would be: 17000 PE final
premium value — Net premium paid
on the Strategy = 400 — 300 = Rs.

100 per gty in a Lot i.e. 50 x 100 =

Rs 5000 in a Lot.

Profit & Loss Levels on the Strategy,
from Expiry perspective:

BE Level on CE side: [CE Long Strike
+ Total Premium Debit paid on the
Strategy]

BE Level on PE side: [PE Long Strike
- Total Premium Debit paid on the

Strategy]

Min Profit Level: If underlying closes
by Expiry just above the BE Level on
CE side (i.e. higher CE Strike than BE
Strike) or if the underlying closes by
Expiry just below the BE Level on PE

Profit & Loss Levels on the Strategy, from
Expiry perspective:

BE Ievel on CE side: [CE Long Strike +
Net Premium Debit paid on the Strategy]

BE Ievel on PE side: [PE Long Strike —
Net Premium Debit paid on the Strategy]

Min Profit Level: If underlying closes by
Expiry just above the BE Level on CE side
(i.e. higher CE Strike than BE Strike) or if
the underlying closes by Expiry just below
the BE Level on PE side (i.e. lower PE Strike
than BE Strike).
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side (i.e. lower PE Strike than BE
Strike).

Max Profit Ievel: Max Profit is

unlimited if the underlying successfully

crosses-over the BE Strike Level on
either CE side or PE Side (such that one
side Strike becomes an ITM). Max profit
situation arises as the underlying closes
by Expiry anywhere higher than the BE
Strike CE side; or
anywhere lower than the BE Strike
Level on the PE side. Deeper the CE
Long or PE Long becomes an ITM,

Level on the

higher will be the profit generated on
this Strategy.

Loss Zone: If the underlying closes by
Expiry anywhere between the BE Level
on the CE side and the BE Strike on
the PE side,

incurred on this Strategy.

then loss would be

Max Loss Zone: If underlying closes by
Expiry at the Strike on which CE Long
and PE Long legs have been initiated,
then Max Loss would be incurred on

this Strategy.

Max Profit Level: Max Profit is limited if
the underlying successfully crosses-over the
Short Strike on either CE side or PE Side
(such that one side both Long & Short Strikes
becomes an ITM). Anywhere deeper the
underlying may close beyond the Short leg,
the Max Profit shall be limited to the pre-
calculated Max Profit Level on that side.

Loss Zone: If the underlying closes by
Expiry anywhere between the BE Level on
the CE side and the BE Strike on the PE
side, then loss would be incurred on this

Strategy.

Max Loss Zone: If underlying closes by
Expiry at the Strike on which CE Long and
PE Long legs have been initiated, then Max

Loss would be incurred on this Strategy.

Options behaviour:

o In this Strategy, three factors help
in generating profit: (i) strong
momentum trending move of the
underlying (or huge gapup /

(ii) the

momentum trend should arrive

gapdown);  and

soon), otherwise Theta decay
the
probability of profi; and (iii)

would adversely impact

Options behaviour:

o In this Strategy, three factors help in

generating  profit (i)  strong
momentum trending move of the
underlying (or huge gapup / gapdown;
and (ii) the momentum trend should
arrive soon, otherwise Theta decay
the
(i)

Volatility should either rise or remain

would  adversely  impact

probability of profi; and
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Volatdility should either rise or
remain constant, but should not
go into steep falling state.
Therefore, profitability in this
Strategy is heavily dependent on

these factors.

Further, since the CE & PE
Strikes are ATM, it results in
higher Premium being paid; and
consequently this Strategy in
order to generate profit, need very
strong momentum to arrive soon
such that the underlying crosses-

over the Breakeven Strike.

Further, as the Expiry approaches
near, the Theta impact on the
ATM Suike CE & PE is highest
(if the underlying becomes sideways
and both the primary Long legs
remains an ATM), would cause
erosion on the Premium values of
the Long Options. Thus, near
Expiry this Strategy must be
avoided unless when quick strong
momentum (or huge gapup/
gapdown) is expected within a
very short span of time (like next
day or so) after this Strategy is

initiated.

Rise in Volatility is favourable for
this Strategy as rise in Volatility
will help the Premium of the Long
Options to rise (or to not cause

them fall much).

constant, but should not go into steep
falling state. Therefore, profitability in
this Strategy is heavily dependent on

these factors.

Further, since the CE & PE Strikes are
ATM, it results in higher Premium
being paid; and consequently this
Strategy in order to generate profit,
need very strong momentum to arrive
soon such that the underlying crosses-
over the Breakeven Strike. However,
the Net Premium paid in this Strategy
is lesser than the Total Premium paid
on a naked Long Straddle, hence the
Breakeven Strikes are shorter than the
Long Straddle and max loss is lesser in
this Strategy than the Long Straddle.

Further, as the Expiry approaches
near, the Theta impact on the ATM
Suike CE & PE is highest (if the
underlying becomes sideways and both
the primary Long legs remains an
ATM), would cause erosion on the
Premium values of the Long Options.
However, since in this Strategy the
Long leg is hedged with Short
positions therefore, the Theta also
impacts the OTM CE & PE Short
legs thereby helping to absorb the loss
on the Long Options leg through
profit on the Short leg. Thus, near
Expiry this Strategy must be avoided
unless when quick strong momentum
(or huge gapup/ gapdown) is expected
within a very short span of time (like
next day or so) after this Strategy is

initiated.

372
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e Delta play between the two Long
legs is  separately discussed

hereinbelow.

e Rise in Volatility is favourable for this
Strategy as rise in Volatility will help
the Premium of the Long Options to

rise (or to not cause them fall much).

e Delta neutral position is strived for in
this Strategy at the time of initiating
this Strategy. The Delta play between
the CE Long and PE Long primary
legs; as well the CE Short and PE
Short  hedged

discussed hereinbelow.

legs is separately

Strike / Delta value:

The two Long legs, i.e. CE Long and
PE Long are ATMs, and consequently
have same Delta value of 0.5 (on single
Lot basis). This equal Delta value Long
legs helps to ensure uniformity in the
profitability irrespective in whichever
the the

underlying arrives. This is because, if

direction momentum in
there is uncertainty with regard to
which direction the underlying is going
to push forward its strong momentum
move, then it is better to initiate both
Long primary legs with equal Delta
values, thereby maintaining Delta
neutrality at the time of initiating the
Strategy (which is ensured by initiating

the Long legs at ATMs).

Long Strap Strategy:

If the view on the underlying is biased
on the bullish side, then even an
additional Long CE leg can also be
introduced along with Long Straddle.

Consequently, there will be 2 Long

Strike / Delta value:

The two Long legs, i.e. CE Long and PE
Long are ATMs, and consequently have
same Delta value of 0.5 (on single Lot
basis). This equal Delta value Long legs
the

in  whichever

helps to ensure uniformity in

profitability irrespective
direction the momentum in the underlying
arrives. Likewise, the two Short hedged legs
in this Strategy, i.e. CE Short and PE Short
must be Far OTMs, and can be initiated at
such Strike levels which have more or less
same LTP or Delta value. This equal Delta
value Short legs helps to ensure uniformity
in profitability in one side (where
momentum arrives) and the loss incidence
on the other side (which is not favoured by
the momentum move in the underlying). This
is because, if there is uncertainty with
regard to which direction the underlying is
going to push forward its strong
momentum move, then it is better to
initiate both Long primary legs with equal
Delta values as well as both Short legs with

equal Delta values, thereby maintaining
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CEs against 1 Long PE, all at ATM
Strike. This structure is called a Long
Strap. The view here is that if the
bullish momentum arrives, then the 2
Long CEs would generate much higher
profit than the loss on the PE Long leg.
And if the bearish momentum arrives,
then the PE Long would be able to
generate sufficient profit which must
be able to cover the cost of the entire
Strategy. The cost of the Strategy is the
total premium debit incurred on the
Strategy to initiated 2 Long CEs and a
Long PE. From Expiry perspective in
order to be profitable, in the Long
the the

underlying must be strong enough to

Strap momentum  on
close beyond the BE Strike on either
side. The BE Strike on either side will
be:

e BE Strike for CE side: CE Strike +

total Premium paid on the

Strategy

o BE Strike for PE side: PE Strike +
the

total Premium paid on

Strategy.

Thus, the profit potential on either side
is unlimited, if the underlying moves
with strong momentum on either side;
however, if the underlying closes by
Expiry between the BE Strikes on CE
side & PE side, the max loss to the
extent of total Premium paid on the

Long Strap would be incurred.

Delta neutrality at the time of initiating the
Strategy.

Thus, with approx. equal Delta values on
CE Long and PE Long legs; and equal
Delta values on CE Short and PE Short
legs, Delta neutrality is ensured in this
Strategy to maintain a balance between the
profit and loss situation amongst the two

sides, i.c.:

when CE Long leg gets profitable due
to rise in its LTP (i.e. when underlying
rises  with momentum), greater
profitability is achieved as the CE
Long Option moves up the higher
Delta ladder (as it slides deeper in the
money). However, with the rise in the
underlying, the PE Long leg generates
loss (as the LTP of PE would reduce)
and the PE Long leg slides down lower
Delta as it goes deeper out of the
money. But the rate at which greater
profitability on CE side is generated
vis-a-vis loss on the PE Long Option,
the

underlying moves higher, because CE

gets wider and wider, as
Long would move through ascending
Delta values, whereas the PE Long
would slide down through descending
Delta values. Further, while CE Long
leg generates profit as the underlying
moves higher, however, the CE Short
hedged leg incurs loss and accordingly
net profit is generated between the CE
Long & Short leg. Similarly, as the
underlying moves higher, the PE Long
leg generates loss, however, the PE

Short hedged leg generates profit and
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accordingly the loss generated by the
PE Long is absorbed to some extent by
the PE Short leg. But the Delta
neutrality ensured at the time of
initiating the Strategy helps to
generate increased profit on CE side
and reduced loss on the PE side, as the

underlying keeps trending higher.

Likewise, when PE Long leg gets
profitable due to rise in its LTP (i.e.
when  underlying  falls  with
momentum), greater profitability is
achieved as the PE Long Option
moves up the higher Delta ladder (as
it slides deeper in the money).
However, with the fall in the
underlying, the CE Long leg generates
loss (as the LTP of CE would reduce)
and the CE Long leg slides down
lower Delta as it goes deeper out of the
money. But the rate at which greater
profitability on PE side is generated
vis-a-vis loss on the CE Long Option,
gets wider and wider, as the
underlying moves lower, because PE
Long would move through ascending
Delta values, whereas the CE Long
would slide down through descending
Delta values. Further, while PE Long
Option  generates profit as the
underlying moves lower, however, the
PE Short hedged leg incurs loss and
accordingly net profit is generated
between the PE Long & Short leg.
Similarly, as the underlying moves
lower, the CE Long option generates

loss however, the CE Short hedged leg
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generates profit and accordingly the
loss generated by the CE Long is
absorbed to some extent by the CE
Short leg. But the Delta neutrality
ensured at the time of initiating the
Strategy helps to generate increased
profit on PE side and reduced loss on
the CE side, as the underlying keeps

trending lower.

For example: If ATM is ar 17000, then for

ensuring Delta neutrality in Reverse Iron Fly:

o For Long leg: If Nifty 17000 ATM CE
is bought at Rs. 350 per Lot and Nifty
17000 ATM PE is bought at Rs. 300
per Lot, both having ATM Delta value
of 0.50 (single Lot basis); and

o For Short leg: if Nifty 17500 CE is sold
at Rs. 250 per Lot at Delta of 0.3 (single
Lot basis), then Nifty 16500 PE sell can
be initiated at around Rs. 150 per Lot
having similar Delta value of approx.
0.29 (single Lot basis)

Selection of Option Strikes:

In this Strategy, ATM CE & PE Strikes
(which have equal Delta values) are used
for initiating Long Options for both
the primary legs. This is done in order
to maintain Delta neutrality at the time
of initiating the Strategy, if the view is
neutral and uncertain, but expecting
huge gapup/ gapdown (or very strong
trending momentum in a very short

span of time).

Selection of Option Strikes:

Selection of the CE & PE Long legs are
ATMs with same Delta value; and CE &
PE Short legs Strikes must be such OTM
Strikes which have equal LTP / Delta values
in order to maintain Delta neutrality at the
time of initiating the Strategy, if the view is
neutral and uncertain, but expecting huge
gapup/ gapdown (or very strong trending

momentum in a very short span of time).

However, depending on the expected time

within which strong one-sided momentum

376
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However, depending on the expected
time within which strong one-sided
momentum is expected to arrive,
choice of closer or farther Expiry series
for initiating Long Options must be
considered. If holding time is very less,
then current Expiry series can be
considered; but if holding time is more
than 10-15 days or so then it is better
to not loose Premium on account of
Theta and therefore farther Expiry
series ATM Options may be employed
for this Strategy.

Basis aforesaid factors, suitable ATM
CE & PE Option Strike levels of a
particular Expiry series may be selected
for this Strategy. Since, the success of
this Strategy is also mainly dependent
on the low Theta decay, therefore
farther Expiry series (or larger time to
Expiry Options) would be preferable
for this Strategy.

is expected to arrive, choice of closer or
farther Expiry series for initiating Long
Options must be considered. If holding
time is very less, then current Expiry series
can be considered; but if holding time is
more than 10-15 days or so then it is better
to not loose Premium on account of Theta
and therefore farther Expiry series ATM
Options may be employed for this Strategy.

Basis aforesaid factors, ATM CE & PE
Option Strike levels for the Long leg and
suitable OTM CE & PE for Short leg of a
particular Expiry series may be selected for

this Strategy.

Since, the success of this Strategy is also
mainly dependent on the low Theta decay,
therefore farther Expiry series (or larger
time would be

to Expiry Options)

preferable for this Strategy.

If trade goes as per plan as trends
bevond the Breakeven Strike, from

If trade goes as per plan as trends beyond

the Breakeven Strike, from Expiry

Expiry perspective:

If the underlying starts trending
strongly with momentum on one side
(or if takes a huge gapup / gapdown) and
successfully breaches the Breakeven
Strikes  of the
particular side (i.e. either upwardly on
the CE side or downwardly on the PE
side), then this Strategy would yield

Strategy on that

profit. The strength and length of the

perspective:

If by Expiry of the Long Options, if the
underlying starts trending strongly with
momentum on one side (or if takes a huge
gapup / gapdown) and successtully breaches
the Breakeven Strikes of the Strategy on
that particular side (i.e. either upwardly on
the CE side or downwardly on the PE side),
then this Strategy would yield profit. The

strength and length of the momentum
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momentum would decide the quantum

of profit in this Strategy.
Therefore,

trending movement of the underlying

in case of continuous
(or due to huge gapup/ gapdown) after
breaching of the Breakeven Strike on
any one side by the underlying, a huge
/ unlimited profit situation may arise

from Expiry perspective.

If underlying’s movement fails to
breach the Breakeven Strike, from

would decide the quantum of profit in this
Strategy.

Therefore, in case of continuous trending
movement of the underlying (or if takes a
huge gapup / gapdown) after breaching of
the Breakeven Strike on any one side by the
underlying, a limited profit situation may
this

arise on

Strategy from Expiry

perspective.

If underlying’s movement fails to breach
the Breakeven Strike, from Expiry

Expiry perspective:

However, if by Expiry of these Long
Options, the underlying fails to cross-

Breakeven Strikes either

the CE
downwardly on the PE side, then the

over the
upwardly on side or
Strategy would yield loss(which may
extend upto a maximum extent of the

Total Premium paid on the Strategy).

In such situations, when the underlying
does not seem to be trending enough to
be able to cross-over the Breakeven
Strike on either side by Expiry, then
some adjustments can be considered in
order to contain the loss in this Strategy

(as discussed below here).

perspective:
However, if by Expiry of the Options, the

underlying fails to cross-over the Breakeven
Strikes either upwardly on the CE side or
downwardly on the PE side, then the
Strategy would yield loss(which may extend
upto a maximum extent of the Net Premium
paid on the Strategy).

In such situations, when the underlying
does not seem to be trending enough to be
able to cross-over the Breakeven Strike on
either side by Expiry, then some
adjustments can be considered in order to
contain the loss in this Strategy (as discussed

below here).

Adjustments (if the Breakeven Strike

is not breached by the underlying and
this Strategy does not go as per plan):

Adjustments (if the Breakeven Strike is

not breached by the underlying and this
Strategy does not go as per plan):

Since, this Strategy is an aggregate
Premium Debit strategy, therefore, the
aggregate Premium paid (i.e. the sum
of the Premium paid on the CE Long
and PE Long leg) need to be first

Since, this Strategy is a Premium Debit
strategy, therefore, the Net Premium paid
(i.e. the difference berween the total Premium
paid on the CE & PE Long leg and the total
premium credit received on the CE & PE

378
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recovered from the profit in this
Strategy, from Expiry perspective, in
order for this Strategy to be overall
profitable by Expiry.

However, when underlying does not
seem to be trending enough to be able
to cross-over the Breakeven Strike on
either side by Expiry, then the potential
loss (limited to the maximum extent of
the aggregate Premium paid on this
Strategy) situation can be handled by
making following adjustments: (i)
Converting Long Straddle into Reverse
Iron Fly (i.e hedged Long Straddle); or
(ii) Short both CEs & PEs; or (iii)
Short CEs; or (iv) Short PEs. These

adjustments are discussed below:

(i) Conversion to Reverse Iron Fly: If
the the
underlying would breakout beyond
the Strike  of  the

Strategy on either side, appears to

original view  that

Breakeven

get uncertain, then immediately
the naked Long Straddle must be
converted to Reverse Iron Fly
Strategy by initiating OTM Short
CEs and Short PEs (of equal
quantity as that of Long legs, and of
same Expiry series as that of the Long
Options). This hedging of Long
Straddle through conversion into
Reverse Iron Fly will mitigate the
potential risk of loss on the Long
Straddle into a pre-calculated even
much Limited Loss situation. You

may refer to the details of Reverse

Iron Fly given on the other side of

Short leg) need to be first recovered from the
profit in this Strategy, from Expiry
perspective, in order for this Strategy to be
overall profitable by Expiry.

However, when underlying does not seem
to be trending enough to be able to cross-
over the Breakeven Strike on either side by
Expiry, then the potential loss (fimited to
the maximum extent of the Net Premium
paid on this Strategy) situation can be
handled by making following adjustments:
(i) Short both CEs & PEs; or (ii) Short
CEs; or (iii) Short PEs. These adjustments

are discussed below:

(i) Counter Adjustment through Short

Option (both sides): If the underlying

do not seem to be breaching the
Breakeven Strike of this Strategy and
seems to remain until Expiry of the
Long Options, within a range, then,
additional Far OTM CEs and PEs
can be sold (i.e. additional Short CE
& PE to be initiated). These
additional Short CEs and PEs must be
even Far OTMs than the Short
Options on the hedged leg, and of the
same or closer Expiry series than that

of the Long Options leg.

Further, these additional Short CEs
& PEs can be initiated on equal
quantities but in such sufficient
quantities to receive aggregate Credit
which is equal to or more than the
Net Debit incurred on this Strategy.
With this adjustment, the Reverse
Iron Fly gets converted into both side
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this Table for better
understanding.
Counter Adjustment  through

Short Option (both sides): If the
underlying do not seem to be
breaching the Breakeven Strike of
this Strategy and seems to remain
until Expiry of the Long Options,
within a range, then, both Far
OTM CEs and PEs can be sold
(Short CE & PE to be initiated).
These Short CEs and PEs must be
Far OTMs, and of the same or
closer Expiry series than that of the
Long Options leg.

Further, these Short CEs & PEs
can be inidated on equal quantities
but in such sufficient quantities to
receive aggregate Credit which is
equal to or more than the aggregate
Debit incurred on this Strategy
through Long Options leg. This
way the Long Straddle gets
converted into Reverse Iron Fly or
both side Ratio Spreads (with more
Shorts than Longs on both CE side &
PE side).

Idea in this adjustment is to pick
up a suitable Far OTM CEs & PEs
for Shorting, such that these Far
OTM Options expires worthless as
an OTM on Expiry thereby giving
full Premium at which Short is
initiated as profit. This Short
Options position will help cover
the potential loss that may be

generated  on  this

Strategy.

Ratio Spreads (with more Shorts than
Longs on both CE side & PE side).

Idea in this adjustment is to pick
suitable Far OTM CEs & PEs for
Shorting, such that these Far OTM
Options expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated
as profit. This additional Short
Options position will help cover the
potential loss that may be generated
on this Strategy. Selection of a Far
OTM Option for this adjustment is
important because even if the
direction of the underlying breaksout
and breaches the Breakeven Strike on
any side, then in that situation too

Short

(inidated as part  of

these additional Options
positions
adjustments) must be such which can
be expected to expire as an OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Thus, suitable number of Short
Options (additional CEs and PEs
Short) need to be considered to be
added as an adjustment to absorb or
outweigh the loss in the Strategy.
Generally, adeast 2 to 4 times more
Lot quantity may be required to be
added to Short Options position as
an adjustment in comparison to the
original number of Lots initiated on
the Strategy. If the Short Options
generates  profit and reasonably
minimizes the loss in this Strategy
before Expiry, then it would be

advisable to book the profit and to
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Selection of a Far OTM Option for
this

because even if the direction of the

adjustment is important

underlying  breaks-out and
breaches the Breakeven Strike on
any side, then in that situation too
these additional Short Options
positions (initiated as part of
adjustments) must be such which
can be expected to expire as an

OTM  on  Expiry,

generating profit to the extent of its

thereby

Premium on Expiry. Thus, suitable
number of Short Options (CEs and
PEs Short) need to be considered to
be added as an adjustment to
absorb or outweigh the loss in the
Strategy. Generally, atleast 2 to 4
times more Lot quantity may be
required to be added to Short
Options position as an adjustment
in comparison to the original
number of Lots initiated on the
Strategy. If the Short Options
generates profit and reasonably
minimizes the loss in this Strategy
before Expiry, then it would be
advisable to book the profit and to
exit this Strategy. However, selling
Options will require higher margin
/ capital and MTM requirements

will also have to be met.

(iii) Counter _ Adjustment _through

Short Option (one side): If there
seems to be a slow trend on the

the

Breakeven Strike does not seem to

downward, such that

be breached downwardly (i.e. on

(i)

exit this Strategy. However, selling
Options will require higher margin /
capital and MTM requirements will

also have to be met.

Counter Adjustment through Short

Option (one side): If there seems to be

a slow trend on the downward, such

that the Breakeven Strike does not
seem to be breached downwardly (i.e.
on the PE side) in this Strategy and
the underlying seems to be in a mild
downwardly direction, then Far
OTM CEs can be sold (i.e. additional
Short CEs to be initiated). However,
If there seems to be a slow uptrend,
such that the Breakeven Strike does
not seem to be breached upwardly
(i.e. on the CE side) in this Strategy
and the underlying seems to be in a
mild upwardly direction, then Far
OTM PEs can be sold (i.e. additional
Short PEs to be initiated).

Idea in this adjustment is to pick up
a suitable Far OTM Option for
Shorting, such that this Far OTM
Option expires worthless as an OTM
on Expiry thereby giving full
Premium at which Short is initiated
as profit. This Short Options position
will help cover the potential loss that
may be generated on this Strategy.
Selection of a Far OTM Option for
this adjustment is important because
even if the direction of the underlying
reverses on the opposite side (i.e.
against the additional Short Options
position), then these additional Short
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the PE side) in this Strategy and the
underlying seems to be in a mild
downwardly direction, then Far
OTM CE:s can be sold (Short CEs
to be initiated). However, if there
seems to be a slow uptrend, such
that the Breakeven Strike does not
seem to be breached upwardly (i.e.
on the CE side) in this Strategy and
the underlying seems to be in a
mild upwardly direction, then Far
OTM PEs can be sold (Short PEs
to be initiated).

Idea in this adjustment is to pick
up a suitable Far OTM Option
for Shorting, such that this far
OTM Option expires worthless as
an OTM on Expiry thereby giving
full Premium at which Short is
initiated as profit. This Short
Options position will help cover
the potential loss that may be
generated on  this  Strategy.
Selection of a Far OTM Option
for this adjustment is important
because even if the direction of the
underlying reverses on  the
opposite side (i.e. against the
Short Options position), then
these Short Options positions
(initiated as part of adjustments)
must be such which can be
expected to expire as an OTM on
Expiry, thereby generating profit
to the extent of its Premium on
Expiry. Also, depending upon the
potential loss in the original

Strategy and the likely mild trend

Options positions (initiated as part of
adjustments) must be such which can
be expected to expire as an OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the potential
loss in the original Strategy and the
likely mild trend of the underlying
and the Premium available on the
relevant Far OTM Options (CEs or
PEs as the case may be), suitable
number of Options can be Shorted as
an adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot quantity
may be required to be added to these
additional Short Options position in
comparison to the original number of
Lots initiated on the Strategy. These
additional Short Options position
should be initiated at such Far OTM
Strike(s), which may have reasonable
Premium and is expected to expire
worthless as OTM on Expiry.
However, selling additional Options
will require higher margin / capital
and MTM requirements will also

have to be met.

(iii) Adjustment through Pyramiding: If

the underlying seems to be moving in
one direction (and not really hovering
in a range) but with limited
momentum and does not seem to be
able to breach the Breakeven Strike in
that direction (CE or PE, as the case
may be), then Far OTM Options of
that direction (in which the

underlying has been trending) can be
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of the wunderlying and the
Premium available on the relevant
Far OTM Options (CEs or PEs as
the case may be), suitable number
of Options can be Shorted as an
adjustment to absorb or outweigh
the loss in the Strategy. Generally,
atleast 2 to 4 times more Lot
quantity may be required to be
added to these additional Short
Options position in comparison
to the original number of Lots
initiated on the Strategy. These
Short Options position should be
initiated at such Far OTM
Strike(s), which may have
reasonable Premium and s
expected to expire worthless as
OTM on Expiry. However,
selling additional Options will
require higher margin / capital
and MTM requirements will also

have to be met.

(iv) Adjustment through Pyramiding:

If the underlying seems to be
moving in one direction (and not
really hovering in a range) but with
limited momentum and does not
seem to be able to breach the
Breakeven Strike in that direction
(CE or PE, as the case may be) by
Expiry, then Far OTM Options of
that direction (in which the
underlying has been trending) can
be Shorted. That is: If there seems
to be a limited trend with

momentum in the downward

direction, but the underlying does

Shorted. That is: If there seems to be
a limited trend with momentum in
the downward direction, but the
underlying does not seem to be able to
breach the Breakeven Strike on the PE
side, then additional Far OTM PEs
can be sold (i.e. additional Short PEs
to be initiated) below the Support
area of the underlying, which is
expected not to be breached by the
underlying by Expiry. Likewise, If
there seems to be a limited trend with
momentum in the upward direction,
but the underlying does not seem to
be able to breach the Breakeven Strike
on the CE side by Expiry, then
additional Far OTM CEs can be sold
(i.e. additional Short CEs to be
initiated) above the Resistance area of
the underlying, which is expected not
to be breached by the underlying by
Expiry.

Idea in this adjustment is to pick up
suitable Far OTM Options for
Shorting in the same direction in
which the underlying is advancing,
such that these Far OTM Short
Options (initated as part of
adjustments) expires worthless as an
OTM on Expiry thereby giving full
Premium at which Short is initiated
as profit. These Short Options
position will help cover the potential
loss that may be generated on this
Strategy. Selection of Far OTM
Options for this adjustment is
important because even if the trend

of the underlying gets into trending
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not seem to be able to breach the
Breakeven Strike on the PE side by
Expiry, then Far OTM PEs can be
sold (Short PEs to be initiated)
below the Support area of the
underlying, which is expected not
to be breached by the underlying
by Expiry. Likewise, if there seems
to be a limited trend with
momentum  in  the upward
direction, but the underlying does
not seem to be able to breach the
Breakeven Strike on the CE side by
Expiry, then Far OTM CE:s can be
sold (Short CEs to be initiated)
above the Resistance area of the
underlying, which is expected not
to be breached by the underlying
by Expiry.

Idea in this adjustment is to pick
up suitable Far OTM Options
for Shorting in the same
direction  in  which  the
underlying is advancing, such
that these Far OTM Short
Options (initiated as part of
adjustments) expires worthless as
an OTM on Expiry thereby
giving full Premium at which
Short is initiated as profit. These
Short Options position will help
cover the potential loss that may
be generated on this Strategy.
Selection of Far OTM Options
for this adjustment is important
because even if the trend of the
underlying gets into trending

momentum in the same direction

momentum in the same direction
and breaches the Breakeven Strike
and continues further in that
direction, then too these additional
Short Options position must be at
such Strike which can be expected to
be not breached by the underlying by
Expiry and to expire as OTM on
Expiry, thereby generating profit to
the extent of its Premium on Expiry.
Also, depending upon the max loss in
the original Strategy and the likely
mild trend of the underlying and the
Premium available on relevant Far
OTM Options (i.e. in case of PE
Shorss, below the Support area; and in
case of CE Shorts, above the Resistance
area), suitable number of Options
can be considered to be Shorted as an
adjustment to absorb or outweigh the
potential loss in the Strategy, by the
profit yielded by these additional
Short Options due to time decay on
Expiry. Generally, atleast 2 to 4 times
more Lot quantity may be required to
be added to Short for this
adjustment, in comparison to the
original number of Lots initiated on

the Strategy.

In this type of adjustment, Short
Options positions can also be added

in a pyramidal structure. That is:

e as the downtrend continues Far
OTM PEs’ Premium would rise,
therefore, additional Short PEs
positions can be added at

subsequent lower Strike levels as
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and breaches the Breakeven
Strike and continues further in
that direction, then too these
Short Options position must be
at such Strike which can be
expected to be not breached by
the underlying by Expiry and to
expire as OTM on Expiry,
thereby generating profit to the
extent of its Premium on Expiry.
Also, depending upon the max
loss in the original Strategy and
the likely mild trend of the
underlying and the Premium
available on relevant Far OTM
Options (i.e. in case of PE Shorts,
below the Support area; and in case
of CE Shorts, above the Resistance
area), suitable number of
Options can be considered to be
Shorted as an adjustment to
absorb or outweigh the potential
loss in the Strategy, by the profit
yielded by these Short Options
due to time decay on Expiry.
Generally, atleast 2 to 4 times
more Lot quantity may be
required to be added to Short for
this adjustment, in comparison
to the original number of Lots

initiated on the Strategy.

In this type of adjustment, Short
Options positions can also be

added in a pyramidal structure.

That is:

e as the downtrend continues
Far OTM PEs’ Premium

the downtrend continues with
lower PEs gaining decent
Premium values. For example,
when the downtrend continues in
Nifly, a Far OTM PE ar 16000
having Premium of Rs. 50 can be
sold, thereafter when the Nifty slips
down further, subsequent lower PE
at 15800 (whose Premium would
have become 50 due to continuous
downtrend) can be sold in equal or
double guantity and so on.

as the uptrend continues Far
OTM CEs’ Premium would rise,
therefore, additional Short CEs
positions can be added at
subsequent higher Strike levels as
the uptrend continues with
higher CEs gaining decent
Premium values. For example,
when the uptrend continues in
Nifty, a Far OTM CE at 17800
having Premium of Rs. 50 can be
sold, thereafter when the Nifty rises
further, subsequent higher CE at
17900 (whose Premium would
have become 50 due to continuous
uptrend) can be sold in equal or
double quantity and so on.

This Shorting of Options in a
pyramiding manner may ensure a
broader Breakeven Strike for the
Short leg (i.e. larger risk area
protection) and thus greater
probability of profiting due to
Theta decay on these bunch of
Short  Options on  Expiry.
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would rise, therefore, Short
PEs positions can be added
at subsequent lower Strike
levels as the downtrend
continues with lower PEs
gaining decent Premium
values. For example, when the
downtrend continues in Nifty,
a Far OTM PE ar 16000
having Premium of Rs. 50 can
be sold, thereafter when the
Nifty slips down  further,
subsequent  lower PE  at
15800  (whose  Premium
would have become 50 due to
continuous downtrend) can be
sold in  equal or double
quantity and so on.

as the uptrend continues Far
OTM CEs’ Premium would
rise, therefore, Short CEs
positions can be added at
subsequent higher Strike
levels as the uptrend
continues with higher CEs
gaining decent Premium
values. For example, when the
uptrend continues in Nifty, a
Far OTM CE ar 17800
having Premium of Rs. 50 can
be sold, thereafter when the
Nifty rises further, subsequent
higher CE at 17900 (whose
Premium would have become
50 due to continuous uptrend)
can be sold in equal or double
quantity and so on.

However, selling Options will
require higher margin / capital and
MTM requirements will also have

to be met.
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This Shorting of Options in a
pyramiding manner may ensure
a broader Breakeven Strike for
the Short leg (i.e. larger risk area
protection) and thus greater
probability of profiting due to
Theta decay on these bunch of
Short  Options on  Expiry.
However, selling Options will
require higher margin / capital
and MTM requirements will

also have to be met.
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OVERVIEW ON A FEW MORE STRATEGIES

In this Chapter, we have discussed above about various facets of about 24
different Conventional Strategies, which every trader must understand. These
are few most common, very popular, quite dependable Strategies; and these
essentially forms the backbone or the basic design on which many other

Strategies are formed / can be formed to play relevant market dynamics.

If the understanding about the basic design, logic and objective of the
aforementioned Conventional Strategies is clear, then we are prepared to
understand few other popular Conventional Strategies. We will give an overview
about these few other popular Strategies here, so as to enable you to gain basic
acquaintance with these Strategies; and should you desire to know more about
them, I am confident that by now you are sufficiently equipped to decode any

aspect of these Strategies with your own further analysis.

Let us proceed to explore few other popular Strategies, which you can add

to your knowledge bank.

Call Ratio Backspread

Put Ratio Backspread

We have already discussed above, Call
Ratio Spread, which has more Shorts
than Longs (and is usually a Credit
Spread) and are initiated to play a mild

bullish view on the underlying.

However, if the view is bullish, then
instead of Call Ratio Credit Spread, a
Call
Backspread Strategy. In Call Rato

trader must consider Ratio
Backspread, bullish expectation on the
underlying is played by having more
Long CEs than CE Short, typically in the

ratio of 2:1, 3:2, or 3:1 etc.

This may comprise of 2 OTM CE Long
primary leg and 1 ITM CE Short as
hedged leg on same Expiry series; or 2

We have already discussed above, Put
Ratio Spread, which has more Shorts
than Longs (and is usually a Credit
Spread) and are initiated to play a mild

bearish view on the underlying.

Backspread Strategy. In Put Ratio
Backspread, bearish expectation on the
underlying is played by having more
Long PEs than PE Short, typically in the

ratio of 2:1, 3:2, or 3:1 etc.

This may comprise of 2 OTM PE Long
primary leg and 1 ITM PE Short as
hedged leg on same Expiry series; or 2
ITM PE Long and 1 OTM PE Short, etc.
Thus, Put Ratio Backspread is a Net

Premium Debit Strategy (i.e. with more
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ITM CE Long and 1 OTM CE Short.
Thus, Call Ratio Backspread is a Net
Premium Debit Strategy (i.c. with more
Premium  paid for the CE Long than
Premium Credit collected on the Short leg,
due to different quantity initiated on Long
leg and Short leg).

In this Strategy, the upside profit
potential is unlimited and the downside
risk is limited to the maximum extent of
the Net Premium Debit incurred on the

Strategy. It is a Vega positive Strategy.

Premium paid for the PE Long than
Premium Credit collected on the PE Short
leg, due to different quantity initiated on
Long leg and Short leg).

In this Strategy, the downside profit
potential is unlimited and the upside risk
is limited to the maximum extent of the
Net Premium Debit incurred on the

Strategy. It is a Vega positive Strategy.

Call Butterfly

Put Butterfly

We have already discussed above, Iron
Butterfly, which is a hedged Short
Straddle, comprising a pair of Bear Call
Credit Spread and Bull PE Credit
Spread. This Strategy has 4 legs, in which
Short CE & PE are joined at ATM Strike
and Long CE & PE legs are OTM Strike.
Further, this is played to benefit from a
narrow range and neutral view on the
underlying for limited profit, running

risk of limited loss.

However, such narrow range and neutral
view on the underlying for limited profit,
running risk of limited loss, can also be
played only on CE side, through Call
Butterfly Strategy.

In this Strategy, 2 Short CEs are initiated
at ATM and 1 Long CE as Near ITM
and 1 Long CE as Near OTM, all on
same Expiry series. Both the Long CEs

We have already discussed above, Iron
Butterfly, which is a hedged Short
Straddle, comprising a pair of Bear Call
Credit Spread and Bull PE Credit
Spread. This Strategy has 4 legs, in which
Short CE & PE are joined at ATM Strike
and Long CE & PE legs are OTM Strike.
Further, this is played to benefit from a
narrow range and neutral view on the
underlying for limited profit, running

risk of limited loss.

However, such narrow range and neutral
view on the underlying for limited profit,
running risk of limited loss, can also be
played only on PE side, through Put
Butterfly Strategy.

In this Strategy, 2 Short PEs are initiated
at ATM and 1 Long PE as Near ITM and
1 Long PE as Near OTM, all on same

Expiry series. Both the Long PEs
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maintain the same Strike difference from

the ATM Short leg.

Thus, essentially it is a pairing of a Bull
CE Debit Spread and a Bear CE Credit
Spread, joined on the common Short

Strike.
Strategy, therefore, the max loss is capped

It is a Net Premium Debit

to the extent of Net Premium paid on the
Strategy. The payoff of this Strategy,
from Expiry perspective, looks same as
Iron Butterfly (and Put Butterfly).

In this Strategy: (i) max profit generated
at Short leg; (i) max loss is accrued
beyond either Long CE Strikes; and (iii)
profit zone of this Strategy is between the
two BE Strikes. Volatility crash and
Theta decay is favourable for this
Strategy.

maintain the same Strike difference from

the ATM Short leg.

Thus, essentially it is a pairing of a Bear
PE Debit Spread and a Bull PE Credit
Spread, joined on the common Short

Strike.
Strategy, therefore, the max loss is capped

It is a Net Premium Debit

to the extent of Net Premium paid on the
Strategy. The payoff of this Strategy,
from Expiry perspective, looks same as
[ron Butterfly (and Call Butterfly).

In this Strategy: (i) max profit generated
at Short leg; (ii) max loss is accrued
beyond either Long PE Strikes; and (ii)
profit zone of this Strategy is between the
two BE Suikes. Volatility crash and
Theta decay is favourable for this
Strategy.

Call Brokenwing Butterfly Spread

Put Brokenwing Butterfly Spread

It is an uneven/ unbalanced Call
Butterfly Strategy, to play a tight range to
bearish view on the underlying for
limited profit, running risk of limited

loss.

Like, a Call Butterfly Strategy, this
Strategy too is a pairing of a Bull CE
Debit Spread and a Bear CE Credit
Spread, joined on the common Short

Strike.

However, this Strategy comprises of 1
Long CE as Near I'TM and 2 Short CEs
are initiated at Near OTM and 1 Long
CE Near OTM which is around two
Strikes higher than the CE Short leg, all

[t is an uneven/ unbalanced Put Butterfly
Strategy, to play a tight range to bullish
view on the underlying for limited profit,

running risk of limited loss.

Like, a Put Butterfly Strategy, this
Strategy too is a pairing of a Bear PE
Debit Spread and a Bull PE Credit
Spread, joined on the common Short

Strike.

However, this Strategy comprises of 1
Long PE as Near ITM and 2 Short PEs
are initiated at Near OTM and 1 Long
PE Near OTM which is around two
Strikes lower than the PE Short leg, all on

same Expiry series. Thus, essendally, the
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on same Expiry series. Thus, essentially,
the Long CEs do not maintain the same
Strike difference from the Short leg, and
thus this Spread is referred to as

brokenwing.

This Strategy is ensured to be initiated
with Net Premium Credit, hence there is
no downside risk in this Strategy. Max
profit is generated at the Short Strike.
Further, limited max loss in this Strategy
is yielded if the underlying closes by
Expiry higher than the OTM CE Long
Strike.

Volatility crash and Theta decay is
favourable for this Strategy.

Long PEs do not maintain the same
Strike difference from the Short leg, and
thus this Spread is referred to as

brokenwing.

This Strategy is ensured to be initated
with Net Premium Credit, hence there is
no upside risk in this Strategy. Max profit
is generated at the Short Strike. Further,
limited max loss in this Strategy is yielded
if the underlying closes by Expiry lower
than the OTM PE Long Strike.

Volatility crash and Theta decay is
favourable for this Strategy.
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STRATEGIES DEPICTED ON BOILER-PLATE
OPTIONS CHAIN

We have discussed in this Chapter about +30 different Strategies, which
not only pertains to different Strikes but for some Strategy even different Expiry
series. A lot of these Strategies are a mix of two or more Strategies or a reversal
of some other Strategies. It is very interesting to see the implementation of
different thoughts in designing a particular Strategy and utilisation of different
strategy-mix to develop altogether a different Strategy for a different objective
and risk & reward. This understanding is extremely crucial for a trader to evolve

as a pro.

For a beginner it may appear to be a difficult task to have all these
Conventional Strategies on his fingertips. The basic design of some of these
Strategies may also appear to be so close to each other that they appear get
confusing at times. While it may appear to be little confusing initially or you
may get a feeling that every Strategy you learnt is getting messed up in your head;
but be assured that with time all this will surely be within your grip because it is

definitely not so complex as it appears to be.

In another attempt to simplify learning about these confusing-looking
aspects about Options, we have tried to bring all the hedged Strategies discussed
in this Chapter at one place by plotting it on a boiler-plate Options Chain, to
help you to better place these Strategies in your memory bank by just looking /

remembering the following Table.

In the Table below, we have provided Options Chain of two different
Expiry series. On the left-hand side, we have a Option Chain of a closer Expiry
series and on the right-hand side we have a Options Chain of a relatively farther
Expiry series. In these Options Chain, we have plotted different types of CE &
PE Options (i.e. ITM, ATM & OTM). Have a closer look in the diagram given

below:
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Options Chain of Closer Expiry Options Chain of Farther Expiry
(Example: Current Month Expiry series) (Example: Next Month Expiry series)
CE Side PE Side CE Side PE Side
Deep ITM (A) Far OTM (N) Deep ITM (AA) Far OTM (NN)
Near ITM (B) OTM (M) Near ITM (BB) OTM (MM)
. CEATM(C) 1 PEATM (L) e
_____________________________________________ CE ATM (CC) PE ATM (LL)
T i 1
OTM (D) Near ITM (K) | i i
| OTM (DD) ! Near ITM (KK) ]
Far OTM (E) Deep ITM (J) H I ]
! Far OTM (EE) ! Deep ITM (J]) |
i i i
_____________________________________________ 1 1 1
1 1 1
1 1 1
e ! ]

e Here we have given some random codes (denoting through capitalized
alphabets) to each of the different types of Options, in each of the above
Options Chain.

e  Closer Expiry Options are denoted with a single alphabet letter and farther
Expiry series is denoted with double alphabet letters, as you can see in the

table above.

e  The alphabets primarily denotes only category of Options, not a particular

Strike (or same Strike between closer and farther Expiry series)

e Delta values in an Options Chain on CE side increases from Far OTM to
Deep ITM (i.e. from E to A or EE to AA). Delta values in an Options Chain
on PE side increases from Far OTM to Deep [TM (i.e. from N to J or NN

toJ])

Now, just for the sake of quick recollection of all the popular Conventional
hedged Strategies, with their relevant trade legs, we have used the codes depicted

in the above Table, to showcase different option types which are employed in
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creation of trading positions for different Conventional Strategies. The

following Table gives a summary pointer of the trade legs for each of the

Conventional Strategies, as a quick reference point:

SL Strategy Trade Legs
No
1 Covered Call e Long Futures (current Expiry) and
(bullish view) Short Bor C; or
o Long Futures (farther Expiry) and
Short BB or CC
2 Poor Man’s Covered Call e Long A and Short B or C; or
(bullish view) e Long AA and Short BB or CC
It can be used as an alternate to Long leg must have a Delta value close to
regular Covered Call to cap the 1 per Lot basis. This can be done by
downside risk taking more Long ITMs than 1 single
Deep ITM.
3 Collar-PE side e Long Futures (current Expiry) &
(bullish view) Short D and Long M or N; or
It is used for covering the o Long Futures (farther Expiry) &
downside risk in a Covered Call Short DD and Long MM or NN
It is a combination of Covered Call and
Protective Put
4 Covered Put o Short Futures (current Expiry) and
(bearish view) Short Kor L; or
o Short Futures (farther Expiry) and
Short KK or LL
5 Poor Man’s Covered Put e Long] and Short K or L; or
(bearish view) e LongJJ and Short KK or LL
It can be used as an alternate to Long leg must have a Delta value close to
regular Covered Put to cap the 1 per Lot basis. This can be done by
upside risk taking more Long ITMs than 1 single
Deep ITM.
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6 Collar-CE side o Short Futures (current Expiry) &
(bearish view) Short M and Long D or E; or
It is for covering the upside risk in Short Futures (farther Expiry) &
a Covered Put Short MM and Long DD or EE
It is a combination of Covered Put and
Long Call
7 Bull CE Debit Spread Long C and Short D or E; or
(bullish view) Long D and Short E; or
Long CC and Short DD or EE; or
Long DD and Short EE
8 Bear PE Debit Spread Long L and Short M or N; or
(bearish view) Long M and Short N; or
Long LL and Short MM or NNj or
Long MM and Short NN
9 Bull PE Credit Spread Short M and Long N; or
(rangebound to mild bullish view) Short MM and Long NN
10 Bear CE Credit Spread Short D and Long E; or
(rangebound to mild bearish view) Short DD and Long EE
11 CE Ratio (Credit) Spread few Long D and more Short E (in
(rangebound to mild bullish view) ratio of 1:2 or 2:3 or 1:3 or 1:4 etc);
or
few Long DD and more Short EE
(in ratio of 1:2 or 2:3 or 1:3 or 1:4
etc)
12 CE Ratio (Debit) Backspread more Long D or E and few Short B

(bullish view)

(in ratio of 2:1 or 3:2 or 3:1 or 4:1
etc); or

more Long B and few Short D or E
(in ratio of 2:1 or 3:2 or 3:1 or 4:1
etc); or
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e more Long DD or EE and few

Short BB (in ratio of 2:1 or 3:2 or
3:1 or 4:1 etc); or

more Long BB and few Short DD
or EE (in ratio of 2:1 or 3:2 or 3:1
or 4:1 etc)

13 PE Ratio (Credit) Spread few Long M and more Short N (in
(rangebound to mild bearish view) ratio of 1:2 or 2:3 or 1:3 or 1:4 etc);
or
few Long MM and more Short NN
(in ratio of 1:2 or 2:3 or 1:3 or 1:4
etc)
14 PE Ratio (Debit) Backspread more Long M or N and few Short
(bearish view) K (in ratio of 2:1 or 3:2 or 3:1 or
4:1 etc); or
more Long K and few Short M or
N (in ratio of 2:1 or 3:2 or 3:1 or
4:1 etc); or
more Long MM or NN and few
Short KK (in ratio of 2:1 or 3:2 or
3:1 or 4:1 etc); or
more Long KK and few Short MM
or NN (in ratio of 2:1 or 3:2 or 3:1
or 4:1 etc)
15 CE Calendar Long Spread Short C and Long CC
(rangebound to mild bullish view)
16 CE Diagonal Spread Short D and Long EE; or
(rangebound to mild bullish view) Short E and Long EE
17 Reverse CE Calendar (Short) Long C and Short CC
Spread
(rangebound to mild bearish view)
18 PE Calendar Long Spread Short L and Long LL

(rangebound to mild bearish view)

396




397 F&O Strategies
19 PE Diagonal Spread e Short M and Long NN; or
(rangebound to mild bearish view) | ¢ Short N and Long NN
20 Reverse PE Calendar (Short) e LongL and Short LL
Spread
(rangebound to mild bullish view)
21 Short Straddle e Short C and Short L
(underlying to remain in tight range)
22 Iron Fly e Short C & Short L and Long D &
(underlying to remain in tight range) Long M
It is a hedged Short Straddle It is a pairing of Bear Call Credir
Spread and Bull Put Credir Spread,
joined ar both ATM Strikes through the
Short leg
23 Call Butterfly Spread e Short C and Long B & Long D (in
(underlying to remain in tight range) the ratio of 2 Shorts to 1 Long each),
where B & D Strikes are equidistant
It is a substitute of Iron Fly, from the C Strike
designed for only CE side play
It is a pairing of Bull Call Debit Spread
and a Bear Call Credit Spread, joined at
the CE ATM Strike through the Short
leg
24 Call Brokenwing Butterfly Spread | ¢ Short D and Long B & Long E (in
(underlying to remain in tight range the ratio of 2 Shorts to 1 Long each),
with bearish bias) where B & D Strikes are at shorter
Strike difference than D & E
It is an unbalanced Call Butterfly . . .
Spread with Longs not equidistant 1t is a pairing of Bull Call Debit Spread
from Short leg and a Bear Call Credit Spread, joined at
the common Short leg
25 Put Butterfly Spread e Short L and Long K & Long M (i

(underlying to remain in tight range)

It is a substitute of Iron Fly,
designed for only PE side play

the ratio of 2 Shorts to 1 Long each),
where K & M Strikes are
equidistant from the L Strike

1t is a pairing of Bear Put Debit Spread
and a Bull Pur Credit Spread, joined at
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the PE ATM Strike through the Short

leg
26 Put Brokenwing Butterfly Spread | ¢ Short M and Long K & Long N (iz
(underlying to remain in tight range the ratio of 2 Shorts to 1 Long each),
with bullish bias) where K & M Strikes are at shorter
Strike difference than M & N
It is an unbalanced Put Bucterfly ' o ’
Spread with Longs not equidistant 1t is a paiving of Bull Call Debit Spread
from Short leg and a Bear Call Credit Spread, joined at
the common Short leg
27 Short Strangle e Short D and Short M; or
(underlying to remain within wide | ¢ Short F. and Short N
range)
28 Iron Condor e Short D & Short M and Long E &
(underlying to remain within wide Long N
range) It is a pairing of Bear Call Credir
It is a hedged Short Strangle Spread and Bull Put Credit Spread
29 Long Straddle e Long Cand Long L; or
(underlying may breakour on either | o Long CC and Long LL
side)
30 Reverse Iron Fly e Long C & Long L and Short D or
(underlying may breakout on either E & Short M or N; or
sidle) e Long CC & Long LL and Short
It is a hedged Long Straddle DD or EE & Short MM or NN
1t is a pairing of Bull Call Debit Spread
and a Bear Put Debit Spread, joined at
both the ATM Strike through the Long
leg
31 Long Strangle e Long D and Long M; or

(underlying may breakout massively
on either side)

e LongE and Long N; or
e Long DD and Long MM; or
e Long EE and Long NN
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32 Reverse Iron Condor e Long D & Long M and Short E &

(underlying may breakout massively Short N; or

on either side) e Long DD & Long MM and Short
EE & Short NN

It is a pairing of Bull Call Debit Spread
and a Bear Put Debit Spread

It is a hedged Long Strangle

Trust this table helps to clearly and quickly figure out the relevance of
different Strategies and their applicability to play a particular trend in the
underlying and to be able to place the relevant trade legs which comprises that

Strategy.




CONCLUSION

Thus, we have explored around +30 Conventional Strategies in Chapter 3,
which can be successfully deployed to play out the specific market condition for
which they are designed. I am sure, you must have gained a deep insight into the
constructs of these Conventional Strategies and the knowledge & understanding
about these basic Strategies will certainly help you to shape up your trading

career in a big way.

Further, as already mentioned above and as you must have noted that in
order to be able to dissect a Strategy or to initiate/ manage a trading position,
every trader must have a sound understanding about the relevant aspects, viz.
the net premium position, the net Delta position on inception, the inter-play of
Greeks, behaviour of Options to different market scenarios, profit & loss levels,
risk and reward potential etc. A sound understanding of these concepts helps a
great deal in planning and managing a trade, and to eventually evolve as a pro.
It is, therefore, a sincere request to revisit any of the Chapters (in this Volume
or Volume-I) on any of the aforementioned aspects, if the same is still not very
clear. I am sure, a thorough read would help you absorb the concept and include
the same in your knowledge bank, which will be your arsenal in the battlefield
of trading.

In Volume III, we would learn about certain advanced customised
Strategies, which cater to different market conditions and technical view on the
underlying. These Strategies must be considered by traders; and after learning
and analysing them well, can consider to deploy them to play out relevant market
condition. Get your copy of Volume III to explore +20 Advanced Customised
Strategies and about 10 unique Expiry day Strategies.




FINAL WORD

With discussions on the various Conventional Strategies, we have come to the

end of Volume II of the Book.

In Volume II of the Book we have discussed in detail about various
concepts which are and can be used to design a trading Strategy and also to
adjust trading positions should the need arise. Besides setting the fundamental
blocks of designing and development of different F&O Strategies and
adjustment techniques, Volume II also covered detailed discussions on about

30+ Conventional Strategies.

Having said this, it is important to understand that in order to fully
comprehend and implement the contents, concepts, techniques and Strategies
covered in Volume II of the Book, a learner must have a sound understanding
about the basic aspects of F&O instrument and F&O trading. Volume I of the
Book, aims to equip the learners with clear understanding about various aspects
of F&O instruments, practically relevant concepts of trading F&O, procedural
aspects of placing different orders for trading purposes and finally preparing
and arming the traders with beforehand understanding about the Risk

Management rules & procedures which a trader must follow.

Further, with the background on the F&O concepts covered in Volume I
and hedging and adjustment techniques together with detailed study on 30+
Conventional Strategies — you are ready to understand complex nature of
Advanced Customised Strategies we have discussed in detail in Volume III of
the Book. Volume III is primarily aimed to equip the traders to design different
trading Strategies for all kind of market situations, both naked and hedged with
risk adjustment techniques, for positional as well as intraday trading including
trading Expiry days. Volume I1I comprises of about 20+ Advanced Customised
Strategies and about 10 unique Expiry Day Strategies.

Therefore, before starting to deploy capital on F&O trading or to

implement trading Strategies discussed in Volume II of the Book, we urge the
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learners to first equip themselves with the basic features of F&O instruments,
core concepts of F&O trading, procedural aspects of F&O trading and the Risk
Management procedures explained in Volume I of the Book. And once the
traders are equipped with the concepts covered in Volume II of the Book, you
may start exploring Advanced Customised Strategies and unique Expiry Day

Strategies covered in Volume III.

We, sincerely, believe that the concepts, techniques, Strategies explained
collectively in all the 3 Volumes of the Book, offers a one-stop learning solution
and comprehensive material on F&O trading, which would not only shorten the
learning curve to a great extent but would also be extremely beneficial for the
learners to evolve as a successful trader. This gives us the confidence to urge that
this learning kit must be available with every trader, not just for their learning
needs, but also as a reference material for referring to varied concepts &
practicalities pertaining to F&O trading.

I would love to hear from you—please feel free to write to me at

intelligentmoneywise@gmail.com and do consider sharing your valuable

feedback on Amazon (or the platform where you purchased Volume 2).

Wishing you all the very best for your trading career !
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