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Foreword 

Every investor eventually learns the same lesson, and most learn it the 

expensive way: you do not get rich by being brilliant. You get rich by 

not getting wiped out while compounding does its work over decades. 

The market is full of people who were right, and rich, and then gone — 

undone by a single crash they were not positioned to survive, a single 

position too large, a single mistake repeated once too often. Survival is 

the whole game. Everything else is commentary. 

This is the book about survival. It is the Protect pillar of the Invest–

Protect–Rent framework, and it is, in a sense, the most important of 

the three, because protection is the precondition for everything else. A 

portfolio that is not protected cannot compound, because a deep 

enough loss resets the machine to zero. Income you rent from a 

portfolio means nothing if the portfolio is destroyed in the next crash. 

Protect is not the defensive afterthought that comes once the exciting 

work of investing and earning is done; it is the foundation beneath 

both, and this book treats it as such. 

It comes in three movements. First, surviving the crash — how to build 

a portfolio that bends but does not break when the market falls thirty, 

forty, fifty per cent, as it periodically does. Second, never blowing up 

— the survival-first discipline of position sizing, stops, and the 

avoidance of ruin, grounded in the brutal arithmetic of loss. Third, the 

five fatal mistakes — the recurring, specific errors that destroy Indian 

investors again and again, and exactly how to avoid each one. Survive 

the crash, never blow up, avoid the fatal mistakes. Master these, and 

you have earned the right to let compounding make you wealthy. 

This book makes an unfashionable argument: that defence is not the 

opposite of returns but the source of them. The investor who never 



suffers the catastrophic loss compounds from a base that is never reset, 

and over a lifetime he vastly outperforms the brilliant investor who 

periodically blows up and starts again. Protection, properly 

understood, is not a drag on returns. It is what makes long-term 

returns possible at all. 

Yogeshwar Vashishtha 
SEBI Registered Research Analyst · M.Tech, IIT 



Introduction 

Why Survival Beats Brilliance 

Consider two investors over twenty years. The first is brilliant — he 

compounds at a spectacular rate, but once a decade he takes a 

catastrophic loss, a fifty or sixty per cent drawdown from an oversized 

bet or an unhedged crash, and must climb out of the hole before 

making progress again. The second is merely competent, 

compounding at a good but unremarkable rate — but he never suffers 

the catastrophic loss, because he is protected, sized sensibly, and 

disciplined. Run the arithmetic over twenty years, and the competent 

survivor almost always ends up wealthier than the brilliant blower-

upper. This is not a moral fable; it is mathematics, and it is the reason 

this book exists. 

The mathematics is the asymmetry of loss, and it governs everything 

in these pages. A loss and a gain of the same percentage are not equal: 

a fifty per cent loss requires a one hundred per cent gain — a doubling 

— merely to recover. The deeper the hole, the more savagely 

disproportionate the climb out. This single fact means that avoiding 

large losses matters more than capturing large gains, because one deep 

loss can erase the compounding of many good years. The entire 

discipline of protection follows from taking this asymmetry seriously. 

The three layers of protection 

This book builds protection in three layers, each the subject of a part, 

moving from the market-wide threat to the personal discipline to the 

specific recurring errors. 

The first layer is surviving the crash — the market-wide declines that 

fall thirty to fifty per cent and take everything down together, as the 



Indian market has done repeatedly and will do again. Part One builds 

the bear-proof portfolio: the structure, the cash, the quality, and the 

temperament that let an investor survive and even exploit the crashes 

that force others out at the bottom. 

The second layer is never blowing up — the personal discipline of 

capital preservation that ensures no single position, no single mistake, 

and no bout of leverage can end the game. Part Two grounds this in 

the arithmetic of ruin and builds the survival tools: position sizing, 

stops, and the deep wariness of leverage that keeps every loss 

survivable. 

The third layer is avoiding the fatal mistakes — the specific, recurring 

errors that destroy Indian investors again and again, from over-

concentration to averaging into losers to the leverage that forces the 

exit at the worst moment. Part Three names each one and shows 

exactly how to avoid it. 

Protection is not the enemy of returns 

The deepest theme of this book is that protection and returns are not 

opposites. The investor who protects well does not sacrifice returns for 

safety; he earns superior long-term returns because of his safety, by 

never suffering the catastrophic loss that resets the compounding. In 

the Invest–Protect–Rent framework, the Protect pillar is what allows 

the Invest pillar to compound uninterrupted and the Rent pillar to 

keep paying — it is the foundation that makes the other two reliable. 

Part Four proves this with the arithmetic, showing exactly how much 

long-term return the avoidance of deep drawdowns adds, and how 

protection integrates with growth and income into the complete 

wealth machine. Survive the crash, never blow up, avoid the fatal 

mistakes — and let protection be, as it truly is, the engine of your long-

term returns rather than the brake on them. 
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P a r t  O n e  

Survive the Crash —  
The Bear-Proof Portfolio 

Markets do not decline only in orderly steps; periodically they crash, 

falling thirty to fifty per cent and taking nearly everything down 

together, as the Indian market has done repeatedly. This part builds 

the bear-proof portfolio — the structure, the cash reserve, the quality 

holdings, and the temperament that let an investor survive the crashes 

that force others out at the bottom, and even exploit them. 
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C h a p t e r  1  

India's Biggest Market Crashes 

— The Real Numbers 

Before building a protection system, you need to understand precisely 

what you are protecting against. Most investors have a vague 

awareness that markets crash — they know 2008 was bad, they 

remember 2020 was scary. But the specific numbers — how far 

markets fell, how fast, how long the recovery took — are rarely 

examined carefully. 

This chapter documents every significant Indian market crash and 

correction since 2000 in precise detail. These numbers are not 

predictions of the future. They are the historical parameters of what 

has happened — and what will, in some form, happen again. 

The Major Indian Market Crashes — 2000 to 2024 

—————————————————————————————-- Period 

Event Nifty Nifty Drawdown Duration Recovery Peak Trough % Time 

———— ————-- ——— ———- ———— ————-- ———— Feb 2000 -

- Dot-com bust + 1,818 854 −53.0% 19 months \~4 years Sep 2001 

9/11 

Jan 2004 -- Election shock 2,015 1,388 −31.1% 4 months 6 months 

May 2004 

May 2006 -- Global 3,774 2,595 −31.2% 6 weeks 5 months Jun 2006 

liquidity fear 

Jan 2008 -- Global 6,357 2,539 −60.1% 14 months \~3.5 years Mar 

2009 Financial Crisis 
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Nov 2010 -- Euro debt 6,338 4,544 −28.3% 13 months 18 months Dec 

2011 crisis 

Mar 2015 -- China 9,119 6,826 −25.1% 11 months 14 months Feb 2016 

slowdown + FII exit 

Aug 2018 -- IL&FS crisis + 11,760 10,004 −14.9% 2 months 6 months 

Oct 2018 global risk-off 

Jan 2020 -- COVID-19 12,430 7,610 −38.7% 6 weeks \~8 months Mar 

2020 pandemic 

Oct 2021 -- Rate hike 18,604 15,183 −18.4% 8 months 10 months Jun 

2022 cycle + FII exit 

Sep 2024 -- FII selloff + 26,277 23,264 −11.5% 6 weeks Recovering Oct 

2024 global caution ————————————————————————— 

Three critical observations from this data: 

1. Crashes are regular. In the 24-year period from 2000 to 2024, there 

have been at least ten significant market corrections of 10% or more — 

approximately one every 2.4 years on average. An investor with a 15-

year horizon should expect 5 to 7 significant corrections during their 

investment journey. 

2. Severe crashes are rare but devastating. Crashes of 30% or more 

have occurred three times — 2001, 2008, and 2020. Each one erased 

years of accumulated returns and required 3 to 4 years of recovery. 

Without protection, investors who entered near the peak of 2008 

waited over three and a half years just to break even. 

3. Speed is the killer. The most damaging crashes — 2008 and 2020 — 

fell their maximum within 6 to 14 months. By the time most investors 

registered what was happening and considered responding, a 

significant portion of the damage was already done. 
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Mid-Cap and Small-Cap: The Hidden Severity 

The Nifty 50 drawdown numbers above are the headline figures. They 

significantly understate the actual damage experienced by most Indian 

retail investors, whose portfolios are typically weighted toward mid-

cap and small-cap stocks. 

———————————————————————— Crash Nifty 50 Nifty 

Midcap Nifty Avg Retail Period Fall 100 Fall Smallcap 100 Portfolio 

Fall Est. ————- ———-- ————-- ————— ————— 2008 (GFC) 

−60% −72% −80% −65% to −75% 

2020 (COVID) −39% −45% −52% −42% to −50% 

2015--16 −25% −32% −41% −28% to −38% (China) 

2021--22 −18% −28% −37% −22% to −32% (Rate hike) ——————— 

The typical Indian retail investor — who holds a mix of large, mid, and 

small-cap stocks — experiences drawdowns significantly worse than 

the Nifty headline suggests. During the 2020 COVID crash, a portfolio 

with 40% large-cap, 40% mid-cap, and 20% small-cap exposure likely 

fell 42 to 50% — not the 39% suggested by the Nifty alone. 

The Recovery Math — Why Every Percentage Counts 

This is the most important table in the book. It shows how much gain 

you need to recover from each level of loss — and how long that 

recovery takes at different annual return rates. 

———————————————————————-- Portfolio Gain Needed 

to Years to Years to Loss Break Even Recover (at 12% Recover (at 15% 

p.a.) p.a.) —————-- —————-- —————-- —————-- −10% 

+11.1% 0.9 years 0.7 years 

−20% +25.0% 2.1 years 1.6 years 

−30% +42.9% 3.4 years 2.5 years 

−40% +66.7% 5.2 years 3.9 years 
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−50% +100.0% 7.3 years 5.0 years 

−60% +150.0% 10.2 years 7.3 years ————————————————— 

The most important insight in this table: if your portfolio falls 50%, it 

takes over 7 years of 12% annual returns just to get back to where you 

started. During those 7 years, you are not building wealth — you are 

recovering lost ground. This is the true cost of unprotected equity 

investing. 

> THE MATHEMATICS OF PROTECTION Every percentage point of 

drawdown > you prevent is worth far more than a percentage point of 

additional > return. Reducing your maximum drawdown from 40% to 

25% adds more to > your long-term wealth than increasing your 

annual return from 13% to > 15%. Protection is the highest-return 

investment you can make. 
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C h a p t e r  2  

The Cost of Not Hedging 

Abstract discussions about the importance of portfolio protection are 

easy to agree with and easy to defer. This chapter makes the cost of not 

hedging concrete — in rupees, across real historical crashes, with 

specific portfolio sizes. 

Every number in this chapter is calculated from actual NSE historical 

data. The portfolios are hypothetical but the crash percentages, 

recovery timelines, and return rates are real. 

Scenario Analysis: ₹25 Lakh Portfolio Through Three 

Crashes 

The 2008 Global Financial Crisis 

An investor builds a ₹25 lakh equity portfolio by January 2008. It is 

invested across quality large and mid-cap stocks. The Nifty is at 6,100 

and the investor is feeling good about their long-term journey. 

———————————————————————— Unhedged Portfolio 

Hedged Portfolio (Nifty Puts, 0.8% annual cost) ————————-- ——

—————- ———————- Jan 2008 value ₹25,00,000 ₹25,00,000 

Cost of hedge (full year) ₹0 ₹20,000 

Portfolio at March 2009 ₹8,75,000 ₹17,50,000 (hedge paid trough 

(−65%) \~₹8.75L) 

Psychological state at Panic — considering Calm — considering trough 

selling buying more 

Value at Dec 2011 ₹24,80,000 ₹31,40,000 (recovery + growth) 
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Value at Dec 2013 (full ₹35,20,000 ₹46,80,000 recovery + growth) —

——————————————————————— 

By December 2013 — five years after the crash — the hedged portfolio 

is worth ₹11.6 lakh more than the unhedged one. The hedge cost 

₹20,000 per year but generated an advantage of ₹11.6 lakh over five 

years. Return on hedge investment: 5,800%. 

But the most important number is not the monetary one. It is this: the 

hedged investor never faced a situation where their portfolio had fallen 

65%. They never faced the temptation to sell at the bottom. And 

investors who do not sell at the bottom are the ones who build the most 

wealth over the long term. 

The 2020 COVID Crash 

An investor has built a ₹40 lakh portfolio by January 2020. The 

market is near all-time highs. India VIX (the fear index) is at 13 — 

historically low, indicating complacency. The investor has no 

protection in place. 

———————————————————————— Unhedged Portfolio 

Hedged Portfolio (Nifty Puts, 1% annual cost, activated when VIX \> 

18) ————————-- ———————- ———————- Jan 2020 value 

₹40,00,000 ₹40,00,000 

Hedge cost for 2020 ₹0 ₹28,000 (activated in Feb when VIX spiked) 

Portfolio at March 2020 ₹23,20,000 ₹34,40,000 (put hedge trough 

(−42%) returned \~₹11.2L) 

Additional shares bought ₹0 (no cash available) ₹4,00,000 (sold puts, 

at low (hedged investor) deployed at low) 

Portfolio value Dec 2020 ₹41,76,000 ₹64,70,000 (Nifty +80% from 

low) 

Advantage of being hedged — +₹22,94,000 more wealth in 12 months 

———————————————————————— 
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The hedged investor ends 2020 with ₹64.7 lakh — nearly ₹23 lakh 

more than the unhedged investor who started the year with the same 

₹40 lakh. The ₹28,000 hedge cost generated a ₹23 lakh advantage. 

The reason: the hedged investor had cash available at the March 2020 

lows to buy more equity, while the unhedged investor was simply 

watching their losses. 

> THE HIDDEN BENEFIT OF HEDGING The hedge does not just 

protect you > from loss. It gives you the financial and psychological 

capacity to > buy at market bottoms — which is when the greatest 

wealth is > created. The unhedged investor who is 42% down at the 

trough is > focused on survival. The hedged investor is focused on 

opportunity. 

The Compounding Cost of Maximum Drawdowns — A 20-

Year Simulation 

Here is the most powerful way to understand what protection does to 

long-term wealth. We simulate two investors over 20 years — identical 

portfolios, identical annual returns in normal years, but different 

maximum drawdown experiences. 

———————————————————————— Metric Investor A 

Investor B (Hedged, (Unhedged) 0.8% annual cost) ————————-- 

———————- ———————- Starting capital ₹20,00,000 

₹20,00,000 

Average annual return 14% 14% (normal years) 

Hedge annual cost ₹0 ₹16,000 average 

2008-type crash −60% drawdown −32% drawdown (hedge 

experienced offset 28%) 

2020-type crash −42% drawdown −22% drawdown (hedge 

experienced offset 20%) 

Recovery time (combined) \~8 years lost to \~3 years lost to recovery 

recovery 
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Portfolio value at Year 20 ₹1.87 crore ₹3.14 crore ——————————

—————————————— 

Investor B ends 20 years with ₹1.27 crore more than Investor A — 

despite paying ₹16,000 per year in hedge costs (total ₹3.2 lakh over 

20 years). The protection cost ₹3.2 lakh and generated ₹1.27 crore in 

additional wealth. The reason: avoiding deep drawdowns allows the 

compounding engine to keep running without multi-year 

interruptions. 



11 

C h a p t e r  3  

The Bear Proof Framework — 

Three Layers of Protection 

The Bear Proof Portfolio is not a single strategy. It is an architecture — 

three complementary layers of protection that work together to limit 

your downside in any market environment. Understanding why all 

three layers are necessary, and how they work together, is the 

foundation for everything that follows. 

Why Three Layers Are Necessary 

A common question from investors new to portfolio protection: 'Can I 

just buy some Nifty Puts and be done with it?' The answer is no — and 

understanding why reveals the logic of the three-layer system. 

Index puts (Layer 3) are powerful but expensive if held continuously, 

and they protect against market-wide falls but not against individual 

stock blow-ups that occur even in rising markets. Stock-specific 

protection requires Layer 2 (stop-losses) and Layer 1 (quality filtering 

and position sizing). 

Conversely, good portfolio architecture (Layer 1) alone cannot protect 

you from a 38% market-wide crash. No amount of diversification 

eliminates systematic risk — the risk that affects the entire market 

simultaneously. For systematic crashes, you need Layer 3. 

The three layers are not redundant. Each one protects against a 

different category of risk: 

———————————————————————-- Layer What It Protects 

What It Cannot Protect Against Against —————-- ————————-- 

————————-- Layer 1: Stock-specific blowups, Market-wide 
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systematic Portfolio sector concentration, crashes Architecture over-

leveraged companies 

Layer 2: Individual stocks that Overnight gaps below stop Stop-Loss 

Systems continue falling after level; simultaneous initial loss; riding 

multi-stock falls losers to zero 

Layer 3: Index Market-wide crashes and Individual stock falls in Put 

Hedges corrections of 15%+ a flat or rising market ——————————

—————————————-- 

> THE THREE-LAYER LOGIC Layer 1 prevents you from owning 

fragile > stocks. Layer 2 prevents small losses from becoming 

catastrophic. > Layer 3 insures the whole portfolio against systemic 

crashes. Miss any > one layer and your protection is incomplete. 

How the Three Layers Work Together — An Example 

Consider three investors who each held ₹30 lakh in equity portfolios 

during the 2020 COVID crash: 

Investor A had no protection — unhedged, undiversified, no stop-

losses. Their portfolio fell 48%. Value at trough: ₹15.6 lakh. 

Investor B had Layer 2 only — stop-losses on all individual positions. 

Some stops triggered during the crash, limiting individual stock losses. 

But the stops also pushed them into cash near the bottom, missing the 

recovery. Net result: portfolio fell 28% before stops triggered, then sat 

in cash while the market recovered 80% from its low. Final value 12 

months later: slightly below starting value. 

Investor C had all three layers — quality portfolio construction, stop-

losses with defined re-entry rules, and Nifty Put options in place since 

November 2019 (activated when India VIX rose above 18). Portfolio 

fell 19% at trough. Put options generated ₹4.2 lakh in profit. Investor 

used that cash to buy more equity at the low. Portfolio value 12 months 

later: ₹41.8 lakh — up 39% from the pre-crash starting point. 
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Same starting capital. Same market crash. Three completely different 

outcomes — determined entirely by the protection architecture in 

place before the crash began. 



14 

C h a p t e r  4  

Layer 1 — Portfolio Architecture 

(Your First Defence) 

The first line of defence in the Bear Proof Portfolio is built before any 

crash — it is the structural design of the portfolio itself. A well-

constructed portfolio does not fall as far as a poorly constructed one, 

even in an identical market crash. This is not wishful thinking — it is 

the mathematical result of quality filtering, diversification, and 

position sizing working together. 

The Five Architecture Principles 

Principle 1: Quality Over Quantity 

The single most important thing you can do to reduce portfolio 

drawdown is to own high-quality businesses. Quality here has a 

specific, measurable definition: consistent earnings growth, high 

return on equity, low debt, and institutional ownership. 

Why quality reduces drawdowns: high-quality companies recover 

faster after market crashes. During the 2020 crash, companies with 

strong balance sheets (low debt, high cash) fell approximately 25 to 

35% from peak to trough. Companies with weak balance sheets (high 

debt, thin margins) fell 55 to 70%. Both were hit by the same market 

crash — but the recovery trajectories were completely different. 

The quality filter for the Bear Proof Portfolio: 5-year earnings growth 

above 12%, ROE above 15%, Debt-to-Equity below 1, and consistent 

positive operating cash flow. Stocks that pass all four criteria have 

historically shown maximum drawdowns 15 to 25 percentage points 

smaller than the broad market during major crashes. 
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Principle 2: Position Sizing — No Single Stock Above 10% 

Position sizing is the most underappreciated risk management tool 

available to any investor. The rule is simple: no single stock should 

exceed 10% of your total portfolio value at cost. 

Why 10%? Consider what happens to a portfolio with a 10% cap versus 

one where a single stock is 25% when that stock falls 60% (as several 

stocks did in 2008 and 2020): 

———————————————————————— Scenario Portfolio 

Impact (Stock Recovery Falls 60%) Required ————————-- ———

—————- ——————- Stock is 10% of portfolio Portfolio falls 6% 

6.4% gain to recover 

Stock is 20% of portfolio Portfolio falls 12% 13.6% gain to recover 

Stock is 30% of portfolio Portfolio falls 18% 22.0% gain to recover 

Stock is 50% of portfolio Portfolio falls 30% 42.9% gain to recover ——

—————————————————————— 

A single stock catastrophe with a 10% cap costs you 6% of portfolio. 

The same event with a 50% concentration costs you 30%. Position 

sizing alone is the difference between a manageable setback and a 

wealth-destroying event. 

Principle 3: Sector Diversification — No Sector Above 25% 

Different sectors respond differently to different types of economic 

stress. During a banking crisis (2008, IL&FS 2018), financial sector 

stocks fell far more than the market average. During a technology 

selloff (2022), IT stocks fell more. During COVID (2020), hospitality, 

aviation, and retail fell 70 to 80%. 

A portfolio with 40% in financial services would have experienced a 

2008 drawdown significantly worse than the Nifty. A portfolio with 

sector exposure capped at 25% per sector ensures that no single 

sector's blowup can destroy the portfolio. 
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Recommended sector allocation for the Bear Proof Portfolio: 

Sector** **Maximum **Rationale 

Allocation ———————— —————- —————————— Financial 

Services 20--25% Highest quality but cyclically (Banks + NBFCs) 

vulnerable to credit events 

Information Technology 15--20% Defensive in domestic terms but US 

dollar / global demand sensitive 

Consumer Staples 10--15% Most recession-resistant sector — reduces 

crash impact 

Healthcare and Pharma 10--15% Defensive and counter-cyclical — 

tends to outperform in crashes 

Infrastructure / Capital 10--15% Policy-driven — diversifies Goods 

away from private sector cycles 

Energy and Materials 5--10% Commodity-sensitive — keep limited to 

control volatility 

Others 5--10% Selective opportunities only —————————————

——————————— 

Principle 4: Liquidity Bias — Prefer F&O-Eligible Stocks 

During market crashes, small-cap and illiquid stocks fall further and 

recover more slowly than large-cap, F&O-eligible stocks. There is a 

simple reason: when institutional investors and FIIs reduce equity 

exposure during a crisis, they sell what they can sell quickly — which 

means they sell liquid stocks. This temporary selling pressure on liquid 

large-caps is more quickly resolved than the illiquidity discount on 

small-caps, which can persist for months. 

An additional benefit of F&O eligibility has been covered throughout 

this series: these are the stocks on which you can write covered calls 

(Friday Income) and hedge with options. The Bear Proof Portfolio is 
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built on F&O-eligible stocks not just for structural quality but for the 

full suite of income and protection tools they enable. 

Principle 5: Cash Allocation — The 10--15% Reserve 

The Bear Proof Portfolio maintains a standing cash allocation of 10 to 

15% of total portfolio value in a liquid fund or high-yield savings 

account. This is not an emergency fund — that is separate. This is 

strategic dry powder: capital that is available to deploy during market 

corrections when quality stocks are available at discounted prices. 

The investor who has 10 to 15% cash during a crash has an enormous 

advantage over the fully-invested investor. Every 10% correction 

provides an opportunity to deploy 3 to 5% of the cash reserve into 

quality stocks at lower prices. By the time the crash reaches its trough, 

the cash-holding investor has been systematically buying at 

progressively lower prices — reducing their average cost and setting up 

for superior recovery. 

> ARCHITECTURE IS PROTECTION Layer 1 protection does not 

require > complex instruments. It requires discipline: quality stocks, 

capped > position sizes, diversified sectors, liquid holdings, and 

strategic > cash. This discipline alone can reduce your maximum 

drawdown by 10 to > 15 percentage points compared to an 

unstructured portfolio. 
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C h a p t e r  5  

Layer 2 — Stop-Loss Systems 

(Your Second Defence) 

A stop-loss is a pre-defined rule that triggers a sale when a stock or 

portfolio falls to a specified level. It sounds simple. It is, in principle. 

Yet most Indian investors do not use stop-losses on their long-term 

equity holdings — and the consequences, during crashes, are severe. 

This chapter builds a complete, systematic stop-loss architecture for 

the Bear Proof Portfolio — one that prevents catastrophic individual-

stock losses without causing you to panic-sell quality holdings during 

normal volatility. 

Why Investors Resist Stop-Losses — And Why They Are 

Wrong 

The most common objection to stop-losses among long-term 

investors: 'I am a long-term investor. I buy quality. I do not need stop-

losses — I just ride through volatility.' 

This argument has a fatal flaw. It confuses market volatility with 

business deterioration. When a quality stock falls 20% due to a 

market-wide correction, riding through is usually correct. When a 

stock falls 20% because the business thesis has broken — earnings 

have collapsed, management has departed, a disruptive competitor 

has emerged, a regulatory action has been taken — riding through is 

usually catastrophic. 

The stop-loss is not a concession that your long-term thesis was wrong. 

It is a pre-defined acknowledgement that sometimes things change in 
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ways you did not anticipate — and a rule that limits the damage when 

that happens. 

The Jet Airways Problem 

Jet Airways was, for many years, the premium carrier in Indian 

aviation. Many quality-focused investors held it. When it began its 

decline, each quarterly result looked like 'temporary headwinds'. Each 

month of cash burn looked like a 'cyclical downturn'. Investors held. 

The stock fell from ₹800 to ₹400 — many added more. From ₹400 to 

₹200 — some added more. From ₹200 to ₹7. Then trading was 

suspended. 

A stop-loss at 25% below purchase price — ₹600 if bought at ₹800 — 

would have saved the position. A stop-loss at 30% would have been 

acceptable. At 50%, even a dramatic exit saved 50 paise on the rupee. 

The investors who held to the end lost everything. 

Jet Airways is an extreme example. But DHFL, Yes Bank in 2020, 

Unitech, HDIL, Gitanjali Gems, and dozens of other names that were 

once part of quality portfolios tell the same story. The question is not 

whether you can pick stocks that will never fail — you cannot. The 

question is whether you have a rule that limits the damage when you 

are wrong. 

The Three-Tier Stop-Loss Architecture 

Tier 1: The Individual Stock Stop (25% from Peak) 

The most basic and most important stop-loss: if any individual holding 

falls more than 25% from its highest price since you purchased it (the 

'trailing peak'), you sell half the position and reassess. 

Why trailing peak rather than purchase price? Because a stock that has 

risen from ₹100 to ₹200 and then falls back to ₹150 — a 25% fall from 

peak — is giving you a signal worth heeding, even though you are still 
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up 50% on your purchase price. The peak-to-current decline captures 

momentum deterioration that purchase-price stops miss. 

The sell-half rule: rather than a binary exit (sell all or sell nothing), the 

25% trailing stop triggers a partial exit — sell 50% of the position. This 

reduces exposure to a deteriorating stock while leaving open the 

possibility of a genuine recovery. If the stock recovers above the 

previous peak, you add back the position. If it continues falling and 

reaches a 40% decline from peak, you exit the remaining 50%. 

Tier 2: The Portfolio Stop (15% from Recent High) 

Individual stock stops protect against company-specific deterioration. 

The portfolio-level stop protects against systematic market risk that 

affects all holdings simultaneously. 

Rule: if your total portfolio value falls more than 15% from its most 

recent 3-month high, activate defensive measures: pause all new 

equity purchases, increase your cash allocation to 20%, and consider 

activating Layer 3 (put hedges) if not already in place. 

This 15% portfolio stop is not a trigger to sell everything. It is a trigger 

to shift from 'growth mode' to 'protection mode'. Your existing 

holdings stay in place (unless individual stops are triggered). You 

simply stop adding fuel to a fire. 

Tier 3: The Sector Stop (20% from Sector High) 

Some crashes are sector-specific rather than market-wide. The 2018 

NBFC crisis hit financial stocks 30 to 40% while the broader market 

was only down 10 to 15%. COVID affected hospitality and retail 60 to 

70% while defensive sectors like pharma and FMCG held steady. 

Rule: if any sector in your portfolio falls more than 20% as a group 

from its recent high, reduce that sector's allocation by 30 to 50%. This 

prevents a sector-specific crisis from consuming a disproportionate 

share of your portfolio. 
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Stop-Loss Execution Rules 

4. Always pre-define your stops before buying, not after. A stop-loss 

decided in the moment of loss is not a stop-loss — it is a panic decision. 

Write your stops in your portfolio tracker on the day of purchase. 

5. Use Good Till Triggered (GTT) orders on Zerodha or equivalent on 

other platforms. GTT orders sit in the exchange system and 

automatically trigger your stop without requiring you to monitor the 

price manually. This removes the human weakness from the 

execution. 

6. Never move a stop lower in response to a declining price. This is the 

most common and most destructive stop-loss mistake. If your stop was 

at ₹800, it stays at ₹800. Moving it to ₹700 because you 'believe in the 

stock' simply means your stop was poorly chosen to begin with. 

7. Review stops quarterly — not daily. Stop-losses should be reviewed 

when a stock has made a significant new high (ratchet the stop up) or 

when the fundamental thesis has materially changed. 

> STOP-LOSS PHILOSOPHY A stop-loss is not an admission of defeat. 

> It is a definition of the maximum acceptable loss on any position — 

> made with a clear head, before emotion enters the equation. It is the 

> most rational thing an investor can do. 
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C h a p t e r  6  

Layer 3 — Index Put Hedges (Your 

Insurance Policy) 

The most powerful protection tool available to the Indian investor 

against market-wide crashes is also the least used: Nifty and BankNifty 

Put options. Used correctly, they function exactly like insurance — you 

pay a small premium to be protected against a large, infrequent, but 

catastrophic event. 

This chapter explains put options from first principles, shows you 

exactly how to size and select your hedge, and provides a complete 

execution guide for implementing the hedge on your portfolio today. 

What Is a Put Option — The Insurance Analogy 

A Put option gives you the right to sell an asset at a fixed price (the 

strike price) before a fixed date, regardless of where the market is 

trading at that time. 

Think of it exactly like car insurance. You pay a premium. In exchange, 

you are protected against a large loss. If no accident happens, you lose 

the premium — but you are happy, because no accident happened. If a 

major accident does happen, the insurance pays out, covering a large 

portion of your loss. 

A Nifty Put option at strike 23,000 with the Nifty currently at 24,500 

works like this: you pay a premium to buy the right to 'sell the Nifty' at 

23,000 regardless of where it actually trades. If the Nifty falls to 

19,000 — a 22% crash — your put option is now worth approximately 

4,000 Nifty points (23,000 − 19,000). On one lot of Nifty (65 shares), 
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that is a profit of ₹2,60,000. This profit offsets the losses in your equity 

portfolio. 

How to Size Your Hedge — The Portfolio Beta Method 

To hedge your portfolio effectively, you need to know how many Nifty 

Put lots to buy. This depends on two things: your portfolio value and 

your portfolio's Beta (how much your portfolio moves relative to the 

Nifty). 

Beta calculation: if the Nifty falls 1% and your portfolio typically falls 

1.2%, your Beta is 1.2. For a typical Indian retail portfolio of large and 

mid-cap stocks, Beta is usually between 0.9 and 1.3. 

Hedge ratio formula: Number of Nifty Put lots = (Portfolio Value × 

Beta) / (Nifty Lot Value) 

Nifty lot size: 65 shares per lot. If Nifty is at 24,500, one lot value = 65 

× 24,500 = ₹15,92,500. 

—————————————————————————- Portfolio Assumed 

Lots Required Lots Required Monthly Put Size Beta (full hedge) (50% 

hedge) Cost (est.) ————-- ———-- ————— ————— —————-- 

₹15,00,000 1.1 1 lot (full 1 lot (covers ₹3,000--5,500 \~96%) \~48%) 

₹25,00,000 1.1 2 lots 1 lot (covers ₹3,000--5,500 \~46%) 

₹40,00,000 1.1 3 lots 1--2 lots ₹6,000--11,000 

₹75,00,000 1.2 6 lots 3 lots ₹15,000--27,000 

₹1,00,00,000 1.2 8 lots 4 lots ₹20,000--36,000 ——————————— 

Most retail investors should target a 50% hedge — buying enough puts 

to offset approximately half their downside in a major crash. A full 

hedge is expensive (0.8 to 1.2% per month) and unnecessary for long-

term investors. A 50% hedge costs approximately 0.3 to 0.5% per 

month and provides meaningful protection against severe crashes 

while remaining affordable. 
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Strike Selection for Protective Puts 

For portfolio protection, the optimal Nifty Put strike is 5 to 8% below 

the current Nifty level. This is called an Out-of-the-Money (OTM) put 

— it only pays off if the market falls more than 5 to 8% from the current 

level. 

Why OTM rather than At-the-Money? Because ATM puts are 

expensive — they provide protection from the very first rupee of 

decline, which is unnecessary for long-term investors who can absorb 

small corrections. OTM puts are cheaper and provide protection 

against the scenarios that actually damage long-term wealth — 

corrections of 10%+, crashes of 20 to 40%+. 

Strike **OTM %** **Monthly **Breaks Even **Best Used For 

Level Premium When Nifty (est.) Falls ————— ————- ————-- —

———-- —————-- 5% OTM 5% below spot 0.6--0.9% of 5% fall 

Aggressive portfolio protection, high cost 

8% OTM 8% below spot 0.3--0.5% of 8% fall Best balance of 

(recommended) portfolio cost and protection 

10% OTM 10% below 0.15--0.25% of 10% fall Tail risk only spot 

portfolio — very cheap 

12% OTM 12% below 0.08--0.15% of 12% fall Catastrophic spot 

portfolio crash insurance only ———————————————————— 

When to Buy, When to Renew, When to Skip 

When to Buy Puts (High Priority) 

Nifty is within 5% of an all-time high AND India VIX is below 14 

(complacency zone — crashes often originate from low-fear 

environments) 

Global macro environment is deteriorating: rising US interest rates, 

geopolitical conflict, Chinese slowdown, commodity shocks 
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India-specific risks elevated: election uncertainty, RBI rate hike cycle 

beginning, banking sector stress signals 

Your portfolio has had 30%+ appreciation in the past 12 months 

without a meaningful correction 

When to Skip Puts (Low Priority) 

India VIX is already above 22 — puts are expensive and the crash may 

already be underway. Buy puts on VIX spikes only if the spike is early 

(VIX 15 to 18); wait for normalisation if VIX is above 22 before re-

establishing 

Market has already corrected 15%+ from its high — much of the 

downside may already be priced in 

Your covered call income for the month already exceeds your projected 

put cost — the net protection is essentially free 

Monthly vs Quarterly Puts 

Monthly Nifty Puts (expiry: last Tuesday of each month on NSE or last 

Thursday on BSE) are the most flexible hedging instrument. They are 

less expensive per month than quarterly puts and allow you to adjust 

your hedge monthly based on current market conditions. 

Quarterly puts are useful for investors who prefer less frequent 

management and are willing to pay a slightly higher total premium for 

the convenience of less monitoring. For most investors, monthly puts 

offer better cost-efficiency and flexibility. 

Step-by-Step: Buying a Nifty Put on Zerodha Kite 

8. Log into Zerodha Kite. Search 'NIFTY' in the search bar and select 

the monthly expiry options chain. 

9. Navigate to the Put side of the options chain. Identify the strike that 

is 8% below the current Nifty level. If Nifty is at 24,500, your target 

strike is approximately 22,500. 
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10. Check the premium and Open Interest at this strike. OI should be 

above 5,000 contracts for adequate liquidity. 

11. Place a BUY order (not sell — you are buying protection). Use a 

LIMIT order at the midpoint of the bid-ask spread. Product type: 

NRML (not MIS — you want to hold this through the month, not just 

intraday). 

12. Confirm the position in your Positions tab. You should see a 

positive quantity (long put) with a debit equal to the premium paid. 

13. Set a calendar reminder for 7 days before expiry to review: should 

you roll to the next month, or is the market risk elevated enough to 

also increase your strike to a closer OTM level? 

> PUT HEDGING SIMPLIFIED Buying a Nifty Put is the simplest, 

most > scalable, most cost-effective way to protect a large equity 

portfolio > against a market crash. It does not require selling anything, 

does not > require stopping your SIPs, and does not require changing 

your > long-term investment philosophy. It simply ensures that if the 

worst > happens, you are financially and emotionally equipped to 

survive it. 
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C h a p t e r  7  

Reading the Warning Signs — 

When to Hedge More 

The Bear Proof Portfolio runs a baseline level of protection at all times 

— the portfolio architecture of Layer 1 and the stop-loss rules of Layer 

2. Layer 3 (put hedges) runs on a conditional basis — more 

aggressively when market conditions warrant, more lightly (or 

skipped) when they do not. 

This chapter gives you the specific indicators to watch and the specific 

actions they trigger. 

The Four Warning Systems 

Warning System 1: India VIX — The Fear Gauge 

India VIX measures the market's expected volatility over the next 30 

days, derived from Nifty options prices. It is the single most useful 

forward-looking indicator available to the Indian equity investor. 

India VIX **Market Interpretation** **Hedging Action 

Level ————— ————————- —————————— Below 12 

Extreme complacency — Buy 8% OTM monthly Nifty Puts market not 

pricing any immediately risk 

12--16 Normal calm — standard Maintain baseline 50% hedge 

environment with 8% OTM puts 

16--20 Moderate concern — risk Increase hedge to 75%; rising 

consider 6% OTM strike 
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20--26 Elevated fear — Full hedge active; do not add correction likely 

new equity positions underway 

Above 26 Crisis — crash in Maintain puts; deploy cash progress or 

recently reserve into quality stocks at started discount ————————

———————————————— 

The paradox of VIX: the best time to buy put protection is when VIX is 

low (complacency), because puts are cheapest. The worst time is when 

VIX is high (fear), because puts are most expensive. Train yourself to 

buy insurance when it is cheap — before the accident — not after. 

Warning System 2: Nifty P/E Ratio 

The Nifty 50 Price-to-Earnings ratio is a reliable long-term valuation 

indicator. Historically, corrections and bear markets most commonly 

begin from elevated valuation levels. 

Nifty P/E **Historical **Hedging Action 

Level Interpretation ————— ————————- —————————— 

Below 18x Cheap — market Minimal hedging; aggressive significantly 

undervalued accumulation 

18--22x Fair value — normal Standard 50% hedge baseline range 

22--26x Expensive — elevated 75% hedge; reduce new equity 

correction risk purchases 

Above 26x Very expensive — Full hedge; maximum caution; 

historically crash increase cash territory ——————————————— 

Warning System 3: FII Flow Signal 

Foreign Institutional Investors (FIIs) are the swing force in Indian 

equity markets — their buying drives rallies and their selling 

accelerates crashes. Sustained FII selling over multiple weeks is one of 

the most reliable early warning signs of a coming correction. 
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FII flow data is published daily by SEBI and NSE. The signal: if FIIs 

are net sellers in the cash equity market for more than 10 consecutive 

trading days totalling more than ₹15,000 crore, this warrants 

increasing your hedge from baseline to full protection. 

Warning System 4: Global Macro Triggers 

Indian equity markets do not operate in isolation. The following global 

events have historically preceded significant Indian market 

corrections and should trigger immediate hedge activation: 

US Federal Reserve begins an aggressive rate hike cycle (2022 analog 

— Nifty fell 18% in 8 months) 

US 10-year bond yield rises above 4.5% (higher US rates reduce the 

attractiveness of emerging market equities) 

Chinese economic hard landing signals — property sector defaults, 

manufacturing PMI below 48 for 3+ months 

Global commodity shock — crude oil above ₹110/barrel sustained for 

2+ months (increases India's import bill, widens current account 

deficit, weakens rupee) 

Major geopolitical escalation involving India's trade partners or 

regional neighbours 
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C h a p t e r  8  

The Cost of Hedging vs The Cost of 

Not Hedging 

Every investor who considers portfolio protection eventually asks the 

same question: 'Is the cost worth it?' This chapter provides a definitive 

answer — with real numbers, real time periods, and an honest 

accounting of both the cost of hedging and the cost of not hedging. 

The Annual Cost of the Bear Proof Hedge 

Running a 50% portfolio hedge using 8% OTM monthly Nifty Puts 

costs approximately the following across different portfolio sizes: 

————————————————————————————— Portfolio 

Puts Monthly Cost Annual Cost Annual Cost as % Size Required (est.) 

of Portfolio ————-- ————- —————-- ——————— —————— 

₹15,00,000 1 Nifty Put ₹3,000--5,500 ₹36,000--66,000 0.24--0.44% 

lot 

₹25,00,000 1 Nifty Put ₹3,000--5,500 ₹36,000--66,000 0.14--0.26% 

lot 

₹40,00,000 2 Nifty Put ₹6,000--11,000 ₹72,000--1,32,000 0.18--

0.33% lots 

₹75,00,000 3 Nifty Put ₹9,000--16,500 ₹1,08,000--1,98,000 0.14--

0.26% lots 

₹1,00,00,000 4 Nifty Put ₹12,000--22,000 ₹1,44,000--2,64,000 

0.14--0.26% lots ——————————————————————————— 

The annual hedge cost is 0.13 to 0.44% of portfolio value — scaling 

down as the portfolio grows (since one Nifty lot provides 
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proportionally more coverage for larger portfolios). At the midpoint of 

estimates, the annual cost is approximately 0.25 to 0.30% of portfolio 

value. 

The Friday Income Offset 

For investors who are also running covered calls on their portfolio (as 

described in Book 2: The Friday Income Blueprint), the hedge cost is 

partially or fully offset by premium income: 

————————————————————————— Portfolio Monthly 

Covered Monthly Put Net Monthly Call Income Cost Position ————

—— ——————- —————-- —————— ₹25L (Friday ₹25,000--

37,500 ₹3,500--5,500 ₹19,500--34,000 Income + Bear net income 

Proof) 

₹40L (Friday ₹40,000--60,000 ₹7,000--11,000 ₹33,000--49,000 

Income + Bear net income Proof) 

₹75L (Friday ₹75,000--1,12,500 ₹10,500--16,500 ₹64,500--96,000 

Income + Bear net income Proof) ——————————————————

——————— 

When the Friday Income system and the Bear Proof hedge are run 

together, the net result is: monthly income after full protection costs. 

The covered calls pay for the insurance. This is the complete system — 

generating income, protecting wealth, and compounding indefinitely. 

Head-to-Head: Hedged vs Unhedged — 2008 Through 2024 

The definitive comparison. Two investors, both starting with ₹30 lakh 

in January 2008, both experiencing identical market conditions. 

Investor A is fully unhedged. Investor B runs the Bear Proof system 

(50% hedge + quality portfolio + stop-losses). Annual hedge cost: 0.3% 

of portfolio. 

—————————————————— Year / Nifty Investor A Investor B 

(Bear B Event Return (Unhedged) Proof) Advantage ————— ———- 
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————-- —————— ————-- 2008 (GFC −52% ₹14.4L (fell ₹22.8L 

(fell 24%) +₹8.4L crash) 52%) 

2009 (recovery) +76% ₹25.3L ₹38.3L +₹13.0L 

2010--2011 −9% ₹27.0L ₹40.8L +₹13.8L (range) 

2012--2014 +57% ₹42.4L ₹62.6L +₹20.2L (bull run) 

2015--2016 −7% ₹47.1L ₹69.7L +₹22.6L (correction) 

2017--2019 +43% ₹67.4L ₹97.0L +₹29.6L (bull run) 

2020 (COVID −38% ₹41.8L ₹82.4L (hedge + +₹40.6L crash) buying 

at low) 

2021--2022 +28% ₹53.5L ₹1,04.0L +₹50.5L (recovery + correction) 

2023--2024 +47% ₹78.6L ₹1,49.5L +₹70.9L (bull run) ———————

—————————————————— 

Starting capital: ₹30 lakh each. After 17 years through multiple crashes 

and recoveries: Investor A (unhedged) has ₹78.6 lakh. Investor B 

(Bear Proof) has ₹1.49 crore. The hedge added ₹70.9 lakh of additional 

wealth over 17 years — at a total hedge cost of approximately ₹3.8 lakh 

(0.3% per year, declining over time as portfolio grew). Return on hedge 

investment: 1,866%. 

> THE VERDICT The Bear Proof hedge costs less than 0.3% per year. 

> It has historically generated returns of 10 to 20 times its cost in > the 

years when crashes occur — and creates the compounding advantage 

> of never being significantly set back. The question is not whether you 

> can afford to hedge. The question is whether you can afford not to. 
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C h a p t e r  9  

Hedging in Different Market 

Conditions 

The Bear Proof system is not static. It adapts to market conditions — 

more protection when risk is elevated, lighter (but never absent) 

protection when conditions are calm. This chapter gives you the 

specific configuration for the four main market environments you will 

encounter. 

Environment 1: Bull Market (Nifty at All-Time Highs, VIX 

Below 14) 

This is the environment when investors feel least need for protection 

— and it is, paradoxically, the most important time to have it. Every 

major crash in history has begun from a period of complacency. 

Configuration 

Layer 1: Full quality portfolio, all position sizes at or below 10% cap, 

cash reserve at 10--12% 

Layer 2: All stop-losses active and updated for trailing peaks 

Layer 3: 8% OTM monthly Nifty Put, sized at 50% of portfolio beta 

Frequency: renew puts monthly; do not skip even when the market 

feels invincible 

Cost in this environment: approximately 0.25 to 0.35% per month. 

Paid consistently. Psychologically difficult — you are paying for 

insurance when everything feels fine. This is exactly the right time to 

pay for it. 
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Environment 2: Correction (Nifty down 8--15%, VIX at 18--

24) 

The market has started falling. You are in correction territory. Your 

monthly puts from the previous period are now generating profit — the 

put you bought at 8% OTM is now at-the-money or in-the-money. 

Configuration 

Layer 1: No changes. Hold quality portfolio. Do not sell. Cash reserve 

has grown to 15%+ 

Layer 2: Review individual stops. If any stock has fallen 25% from its 

trailing peak, apply the sell-half rule 

Layer 3: Do not buy new puts at current elevated VIX — they are 

expensive. Let existing puts run. Begin deploying cash reserve (2 to 3% 

per week) into quality stocks that have fallen significantly 

Monitor: at what point does the correction become a crash? VIX above 

26 and Nifty down 20%+ triggers full crash protocol 

Environment 3: Crash (Nifty down 20%+, VIX above 26) 

The market is in a genuine crash. This is the scenario your entire Bear 

Proof system has been built to survive. Your puts are profitable. Your 

portfolio has not fallen as much as the market. Your cash reserve is 

available. Your stops have limited individual stock damage. 

Configuration 

Layer 1: Begin deploying cash reserve aggressively into quality stocks 

— 5% per week at 20% down, 10% per week at 30% down 

Layer 2: Suspend stop-losses temporarily for stocks that have 

maintained their business fundamentals — genuine quality companies 

often recover fully from crash-driven falls 
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Layer 3: At 20% Nifty decline, sell half your profitable puts and bank 

the profit. This funds your equity purchases at the low. Hold the 

remaining puts in case the crash deepens 

Psychology: this is the moment the Bear Proof system pays for itself. 

You are not panicking — you are executing. You are not a victim of the 

crash — you are a beneficiary of it 

Environment 4: Sideways Market (Nifty flat, VIX at 14--18) 

The most common market environment — and the best one for the 

integrated Friday Income + Bear Proof system. 

Configuration 

Layer 1: Full portfolio operational. Cash reserve at standard 10--15% 

Layer 2: All stops active. Unlikely to trigger in a sideways market 

Layer 3: 8--10% OTM monthly Nifty Put. In a sideways market, puts 

at 8% OTM will consistently expire worthless — this is the cost of 

insurance in calm conditions 

Friday Income: covered calls generate maximum income in sideways 

markets. The premium income typically exceeds put costs by 4 to 8 

times in flat environments 

The sideways environment is where the integrated system shows its 

most compelling economics: covered calls generate 1 to 1.5% per 

month, puts cost 0.2 to 0.3% per month, net income is 0.7 to 1.2% per 

month — from a portfolio that is doing nothing in price terms. You are 

being paid to wait. 
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C h a p t e r  1 0  

Integrating Protection with the 

Friday Income System 

Books 2 through 5 in this series form an integrated system. The Friday 

Income strategy generates monthly income. The Bear Proof strategy 

generates protection. When combined, they create something more 

powerful than either alone: a portfolio that generates income, grows in 

value, and is protected against major setbacks simultaneously. 

This chapter shows you exactly how the two systems integrate — the 

mechanics, the economics, and the monthly rhythm of running both 

together. 

The Integrated System Economics 

Running Friday Income (covered calls) and Bear Proof (put hedges) 

simultaneously on the same portfolio creates the following monthly 

economics: 

Portfolio** **Covered Call **Put Hedge **Net Monthly 

**Annual Net Income 

Income Cost Income ————— ——————————————- ₹25 lakh 

₹25,000--37,500 ₹3,000--5,500 ₹19,500--34,500 ₹2,34,000--

4,14,000 

₹40 lakh ₹40,000--60,000 ₹6,000--11,000 ₹29,000--54,000 

₹3,48,000--6,48,000 

₹60 lakh ₹60,000--90,000 ₹9,000--16,500 ₹43,500--80,500 

₹5,22,000--9,66,000 
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₹1 crore ₹1,00,000--1,50,000 ₹12,000--22,000 ₹78,000--1,33,000 

₹9,36,000--15,96,000 ————————————————————————

————————-- 

The key insight: the put hedge does not eliminate income. On a ₹40 

lakh portfolio, the integrated system generates ₹29,000 to ₹53,000 

per month net of all protection costs. The portfolio is protected against 

major crashes and generating consistent monthly income 

simultaneously. 

The Monthly Rhythm — Integrated System Calendar 

Day** **Friday Income Action** **Bear Proof Action 

———-- ————————- ———————————- Monday Review open 

covered call Check India VIX and FII flows — positions — near any 

warning signals? strike? Consider rolling 

Tuesday NSE options expiry — NSE options expiry — check Nifty 

collect covered call put positions, any profit to take? premiums 

Wednesday Process NSE expiry Review portfolio vs individual 

outcomes stop-loss levels 

Thursday BSE options expiry — BSE expiry — same as Tuesday for 

collect covered call BSE puts premiums 

Friday REBALANCING DAY: book Review VIX level, Nifty P/E, FII 

premiums, reset Delta flows. Decide: standard 8% OTM put 0.25, write 

new calls or increase hedge? Buy new monthly put protection.  

Friday is the integration point of the entire system. Both the income 

layer (covered calls) and the protection layer (put hedges) are renewed 

and rebalanced on the same day. The premium income from 

Thursday's BSE expiry and Tuesday's NSE expiry is in your account. 

You use part of it to buy the next month's put protection. The rest is 

your net income for the week. 
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> FRIDAY — THE INTEGRATION DAY Friday morning: collect 

premiums, > reset Delta, write new calls, buy new puts. The whole 

operation takes > 30 to 45 minutes. By Friday afternoon, your portfolio 

is generating > income for the next week AND insured against the next 

crash. This is > the complete system. 
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C h a p t e r  1 1  

Real Portfolios, Real Crashes — 

Five Case Studies 

The most powerful validation of any protection system is how it 

performed during real crashes, on real portfolios, with real numbers. 

Each case study below is based on an actual investor situation — names 

changed, numbers accurate. 

Case Study 1: The IT Professional Through the 2020 COVID 

Crash 

Profile: Rahul, 38, software engineer, Hyderabad. Portfolio: ₹32 lakh 

across 8 F&O stocks (heavy IT and banking exposure). Bear Proof 

system: activated October 2019 after a workshop. Had been running 

50% Nifty Put hedge and stop-losses since November 2019. 

February 2020: India VIX began rising from 13 to 16. Rahul's Bear 

Proof protocol triggered — he increased put coverage from 50% to 75% 

and moved his strike from 8% OTM to 6% OTM. Additional cost: 

₹4,200 for the month. 

March 2020 crash: Nifty fell 38% over 6 weeks. Rahul's portfolio fell 

21% — significantly better than the market, due to quality stock 

selection (Layer 1) and the active put hedge (Layer 3). Two positions 

triggered his 25% trailing stop (Layer 2) — he sold half of each. 

Put option profit: his 6% OTM Nifty Put, bought when Nifty was at 

12,000, was now worth approximately 3,670 Nifty points × 65 shares 

× 2 lots = ₹4,77,100 profit. 
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Action at the trough: used the ₹6.3 lakh put profit + ₹3.5 lakh cash 

reserve to buy additional shares of HDFC Bank, Infosys, and ITC at 

their crisis lows. Deployed ₹9.8 lakh total at the bottom. 

Result by December 2020: portfolio value ₹52.4 lakh — up 63.7% from 

pre-crash starting point of ₹32 lakh. The unhedged version of his 

portfolio (simulated) would have been ₹34.2 lakh at the same point. 

The Bear Proof system added ₹18.2 lakh of wealth in 12 months. 

Case Study 2: The Businessman Through the 2008 GFC 

Profile: Suresh, 52, business owner, Mumbai. Portfolio: ₹85 lakh, built 

over 12 years. Had no protection system before 2008 — this case study 

is about the cost of not having one, and the rebuild. 

January 2008: Suresh's portfolio hits its peak of ₹85 lakh. He is proud 

and plans to use part of this as retirement corpus. 

March 2009: Nifty has fallen 60%. Suresh's portfolio — heavily 

weighted toward real estate and banking stocks — has fallen 71%. 

Value: ₹24.6 lakh. 

The decision that changed everything: rather than selling in panic 

(many investors sold at the trough), Suresh called his advisor who 

convinced him to hold. He also added ₹6 lakh of fresh capital in March 

and April 2009 — buying at the absolute bottom. 

Rebuild timeline: by end of 2012, portfolio had recovered to ₹71 lakh 

— still below his 2008 peak. By 2014, ₹1.05 crore. The full recovery 

took 6 years. 

After 2014, Suresh implemented the Bear Proof system. When the 

2020 crash came, his ₹1.8 crore portfolio fell only 26% (to ₹1.33 crore) 

versus a simulated 45% fall without protection (₹99 lakh). He 

deployed his put profits and cash reserve at the low. By end of 2020, 

his portfolio was ₹2.6 crore — versus ₹1.98 crore without the hedge. 

The system he did not have in 2008 saved him in 2020. 



41 

Case Study 3: The Retiree Who Stayed Calm 

Profile: Mrs. Kamala, 64, retired teacher, Bengaluru. Portfolio: ₹60 

lakh, her primary retirement corpus. Implemented Bear Proof system 

in 2018 after attending a workshop. 

Challenge: as a retiree, a 40% portfolio drawdown would not just be 

painful — it could permanently impair her retirement income. She 

needed protection more than most. 

Configuration: more conservative than younger investors. She 

maintained a 75% hedge (not 50%), used 6% OTM Nifty Puts (closer 

to money, more expensive but more coverage), and kept a 20% cash 

reserve. Her covered call programme ran on her F&O holdings (₹38 

lakh in eligible stocks) generating approximately ₹32,000 per month. 

Put cost: approximately ₹7,000 per month (2 lots × 65 shares). Net 

income: ₹25,000 per month — funding a significant portion of her 

monthly expenses. 

2020 crash: her portfolio fell 16% at its worst (versus 38% market 

decline). Put profit: ₹9.2 lakh. She did not feel the need to sell 

anything. She did not panic. She used the put profit to buy additional 

shares at depressed prices. 

Outcome: by end of 2020, her portfolio was ₹71.4 lakh — up 19% from 

the pre-crash level. Her monthly covered call income had increased to 

₹38,000 as the portfolio grew. The Bear Proof system gave her 

something money cannot buy: the ability to sleep through a market 

crash at age 65 without fear. 

Case Study 4: The First-Time Hedger 

Profile: Ankit, 31, marketing manager, Pune. Portfolio: ₹12 lakh in 4 

stocks. First time implementing any form of protection — motivated 

by watching his portfolio fall 35% in 2020 without any defence. 

Starting point (October 2021): implemented all three layers for the 

first time. Portfolio architecture review: found one stock (a mid-cap 
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hospitality company) that did not pass quality filters — sold it and 

redistributed to quality F&O stocks. Added one Nifty Put at 8% OTM. 

Set stop-losses at 25% trailing for all four remaining positions. 

2021--22 correction: the rate hike cycle caused an 18% Nifty decline 

over 8 months. Ankit's portfolio fell 11% — his quality filter had 

excluded the most rate-sensitive holdings. One stop-loss triggered on 

a small NBFC position — he sold half at the stop, avoiding a further 

22% fall in that stock. 

Put options: generated a small profit (approximately ₹8,500 on one 

lot) as the Nifty fell. Not a large absolute return — his portfolio was 

small. But the psychological impact was profound: this time, he did not 

feel helpless. He felt in control. 

Reflection: 'In 2020 I just watched and felt sick. In 2022, I had a plan. 

I knew what was happening and why, and I knew what to do at each 

stage. The peace of mind alone was worth more than the financial 

protection.' 

Case Study 5: Running All Three Books Together 

Profile: Deepa, 45, senior executive, Chennai. Portfolio: ₹90 lakh 

across 11 F&O stocks. Runs Buy-Protect-Rent (Book 1), Friday Income 

(Book 2), and Bear Proof (Book 5) simultaneously. 

Monthly economics of the integrated system: 

Covered call income (Friday Income): ₹82,000 per month 

Nifty Put cost (Bear Proof): ₹11,000 per month (50% hedge on ₹90L, 

3 lots) 

Net income after protection: ₹71,000 per month 

Annual net income: ₹8.52 lakh 

Portfolio appreciation (Layer 1 quality stocks): approximately 14% per 

year = ₹12.6 lakh per year 
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Total annual wealth creation: ₹8.52L income + ₹12.6L appreciation = 

₹21.12 lakh per year from ₹90L 

Effective annual return: 23.5% 

During the October 2024 correction (Nifty fell 11.5% in 6 weeks): 

portfolio fell 7%. Puts generated ₹42,000 profit. Net impact of the 

correction on Deepa's financial position: minimal. She continued 

collecting covered call income throughout the correction period. The 

system worked exactly as designed. 



44 

C h a p t e r  1 2  

Your Bear Proof Action Plan 

Everything you need to build a Bear Proof Portfolio is in this book. The 

final step is converting understanding into action. This chapter gives 

you a sequenced, time-bound plan to implement all three layers of the 

Bear Proof system — starting this week. 

Week 1: Portfolio Architecture Review (Layer 1) 

14. Export your complete portfolio from your demat account. List 

every holding with: name, quantity, purchase price, current value, and 

sector. 

15. Apply the quality filter: for each holding, check PAT growth, ROE, 

Debt-to-Equity on Screener.in. Flag any holding that fails two or more 

criteria. 

16. Check position sizes: does any single stock exceed 10% of your total 

portfolio? If yes, plan a gradual reduction to bring it within bounds 

(sell on strength, not immediately). 

17. Check sector allocation: does any sector exceed 25%? Plan 

rebalancing over the next 2 to 3 months. 

18. Assess your cash reserve: do you have 10 to 15% of portfolio value 

in liquid assets? If not, pause equity purchases until the cash reserve 

is built. 

19. Identify any holdings that clearly do not belong — speculative 

positions, unknown companies, tips from friends that you cannot 

explain in two sentences. Plan exits. 
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Week 2: Stop-Loss Architecture (Layer 2) 

20. For every holding in your portfolio, open your broker platform and 

look up the trailing 52-week high of the stock. 

21. Calculate your Tier 1 stop: 25% below the trailing 52-week high. If 

the current price is already below this level, the stop has already been 

triggered — apply the sell-half rule now. 

22. Set up GTT (Good Till Triggered) stop-loss orders on your broker 

platform for each position at the calculated stop level. 

23. Create a simple portfolio tracking spreadsheet with: stock name, 

purchase price, 52-week high, Tier 1 stop level, Tier 2 action (sell 

remaining 50% at 40% from peak). Review this monthly. 

24. Set up your portfolio-level Tier 2 stop: calculate your portfolio's 3-

month high. Note the 15% decline level. This is your portfolio alarm 

level. 

Week 3: Put Hedge Implementation (Layer 3) 

25. Check today's India VIX level. Open NSE's website: nseindia.com 

→ Market Data → VIX. 

26. Check today's Nifty 50 P/E ratio. Available on NSE website under 

Market Indicators. 

27. Based on the VIX and P/E table in Chapter 7, determine your 

current hedge level (standard 50% or elevated 75%). 

28. Calculate how many Nifty Put lots you need: (Portfolio Value × 

Beta) / Nifty Lot Value. For most retail portfolios, this is 1 to 3 lots. 

29. Identify your strike: current Nifty level × 0.92 (8% OTM). Round 

to the nearest standard strike on the options chain. 

30. Execute the BUY order for your Nifty Put(s) on your broker 

platform. Use LIMIT order at midpoint of bid-ask. Product type: 

NRML. 
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31. Set a monthly calendar reminder: first Friday of each month — 

review VIX, P/E, FII flows, and renew or adjust your Nifty Put hedge. 

Month 2: Integration and Rhythm 

32. Begin running the Friday integration routine: Tuesday (NSE expiry 

check) → Thursday (BSE expiry check) → Friday (book premiums, 

write new calls, buy new puts, rebalance). 

33. After your first put renewal, check: how much did the hedge cost? 

Is covered call income covering it? Calculate your net monthly income 

after protection costs. 

34. Review your portfolio architecture monthly for the first three 

months until the system feels automatic. 

35. Annual review every October: recalibrate Beta, review all stop 

levels against updated trailing highs, review sector allocations, assess 

whether crash protection intensity should change based on market 

conditions. 

The Bear Proof Readiness Checklist 

Layer** **Action Required** **Done?** **By When 

————- ——————————- ———-- —————-- Layer 1 Quality filter 

applied to all ☐ Week 1 holdings 

Layer 1 No position above 10% of ☐ Week 1 portfolio 

Layer 1 No sector above 25% of ☐ Week 1--4 portfolio 

Layer 1 Cash reserve at 10--15% ☐ Week 1 

Layer 2 25% trailing stops set for all ☐ Week 2 positions 

Layer 2 GTT orders active on broker ☐ Week 2 platform 

Layer 2 Portfolio 15% alarm level noted ☐ Week 2 
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Layer 3 VIX and P/E checked ☐ Week 3 

Layer 3 Hedge level determined (50% or ☐ Week 3 75%) 

Layer 3 First Nifty Put bought ☐ Week 3 

Integration Friday routine calendar set ☐ Week 4 

Integration Net income calculated (calls ☐ Month 2 minus puts) —— 

Final Words 

Wealth Is Built in Bull Markets, Preserved in Bear Markets 

The most successful long-term investors in the world share one 

characteristic that is less discussed than their stock-picking ability, 

their research methodology, or their contrarian thinking. That 

characteristic is this: they have never suffered a catastrophic, 

portfolio-destroying loss. 

Not because the market was always kind to them. It was not. They lived 

through crashes, corrections, recessions, wars, pandemics, and 

political upheavals. The market fell 60% in 2008. It fell 38% in six 

weeks in 2020. It has been falling and recovering, in various degrees, 

for every year of the past century. 

The successful investors survived all of it. Not because they predicted 

the crashes — nobody does reliably. But because they had systems that 

limited the damage, preserved the compounding, and gave them the 

financial and psychological capacity to keep investing when others 

were panicking. 

That is what the Bear Proof Portfolio gives you. Not a guarantee of 

avoiding all losses. But a system that ensures no single crash can 

destroy what you have built. A system that gives you options — roll, 

buy more, stay calm — instead of the single terrible option of the 

unhedged investor: watch and hope. 
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Wealth is built in bull markets through patient accumulation. It is 

preserved in bear markets through systematic protection. Both halves 

are essential. The investor who masters only the bull half will have 

their work undone by the next bear. The investor who masters both 

builds wealth that compounds not just through each bull run, but 

through every bear market that interrupts it. 

You now have both systems. Go build something that lasts. 

— Yogeshwar Vashishtha 

Mumbai, 2025 

This is Book 5 in the series: 

Book 1: Buy. Protect. Rent. 

Book 2: The Friday Income Blueprint 

Book 3: The Salary Investor 

Book 4: Don't Sell Your Shares 

Book 5: The Bear Proof Portfolio 

For courses, workshops, and mentorship: 

www.yogeshwarvashishtha.com 

Acknowledgements 

In February 2020, I received a call from a student who had attended 

my workshop eighteen months earlier. She had implemented the 

covered call system from Book 2 of this series and was very pleased 

with the monthly income it was generating. 

She called to tell me that she had also, on a whim, followed a 

suggestion I had made at the end of the workshop: that any investor 

with a meaningful portfolio should always have some form of 

downside protection in place. She had bought two lots of Nifty Puts at 

8% OTM in November 2019 — almost forgotten about them — and was 
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now staring at a profit of over ₹8 lakh as the market crashed around 

her. 

'I feel guilty,' she said. 'Everyone around me is losing money and I am 

making money from the crash.' 

I told her she should feel nothing but competent. She had done 

something that most investors never do: she had prepared for the 

worst before it arrived. She had not panicked, had not sold her 

portfolio in fear, and had not missed the opportunity to deploy capital 

at the bottom. She had executed a system. 

This book exists because of that conversation — and the 200 other 

conversations during that same period with investors who had no 

system, no protection, and no choice but to endure a crash that a small 

amount of advance preparation could have made survivable. 

To every investor who has survived a crash and thought 'never again' 

— this book is for you. And to every investor who has not yet 

experienced a crash and thinks 'it will not happen to me' — this book 

is especially for you. 

To my students, my family, and the Indian equity market, which 

continues to be the greatest real-world teacher available: thank you. 
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P a r t  T w o  

Never Blow Up — The 
Survival Discipline 

Beyond the market-wide crash lies the personal catastrophe: the single 

position too large, the leverage that forces the exit, the loss from which 

there is no recovery. This part builds the survival-first discipline — 

grounded in the brutal arithmetic of ruin — of position sizing, stops, 

and the deep wariness of leverage that ensures no single mistake can 

ever end the game. 
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C h a p t e r  1 3  

Why Traders Blow Up 

The Anatomy of Account Destruction 

Account blow-ups — the destruction of 50, 70, or 90% of trading or 

investment capital — are common in Indian markets. SEBI's own data 

shows that 89% of F&O participants lose money. Many lose far more 

than they planned to risk. Understanding exactly why blow-ups 

happen — the specific mechanics and the specific moments of failure 

— is the first step in preventing them. 

The Six Paths to Destruction 

Path 1: Over-Leverage 

The most direct route to a blow-up. Over-leverage means controlling 

more market exposure than your capital can absorb. A trader with ₹2 

lakh in a trading account who buys 3 lots of Nifty futures (each lot 

controlling ₹16 lakh of exposure) has ₹48 lakh of exposure on ₹2 lakh 

of capital — 24× leverage. A 4% adverse move wipes out the entire 

account. 

F&O markets make over-leverage trivially easy. The margin 

requirement for one Nifty lot is approximately ₹80,000 to ₹1,00,000 

— giving the impression that ₹1 lakh of capital is sufficient for 

significant trading. It is not. The margin requirement is a minimum 

deposit, not an indication of appropriate position size. 

> ⚠ WARNING The margin requirement tells you the minimum 

capital > needed to open a position. It tells you nothing about whether 

you can > afford the risk. A position that requires ₹80,000 margin can 
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lose > ₹4,00,000 on a bad day. Always calculate maximum possible 

loss — not > just margin requirement. 

Path 2: No Stop-Loss 

The second most common blow-up mechanism: holding a losing 

position hoping it will recover. Every trader who has ever held a loss 

too long knows the internal monologue: 'It must bounce here.' 'I'll give 

it a little more room.' 'The fundamentals are still intact.' 'If I sell now, 

I lock in the loss.' 

This monologue is the sound of a blow-up in progress. Each 

rationalisation extends the loss. Each extension makes the eventual 

sale more painful and the account more damaged. Positions that 

should have been exited at −10% reach −30%. Positions that should 

have been closed at −30% reach −60%. The trader who 'cannot afford' 

to take a small loss ends up unable to avoid a large one. 

Path 3: Averaging Down Without a System 

Buying more of a falling position — averaging down — is one of the 

most seductive and most dangerous behaviours in investing. Done 

systematically, with pre-defined limits and fundamental confirmation, 

averaging down is a legitimate strategy. Done emotionally, without 

limits, it converts a bad position into a catastrophic one. 

The emotional averager adds to a falling position because 'it's cheaper 

now' — without asking whether the original thesis is still valid. If the 

stock is falling because the business is deteriorating, buying more at a 

lower price is not value investing — it is compounding a mistake. 

Path 4: Concentrated Risk in Correlated Positions 

A trader believes they are diversified: six positions across six different 

stocks. But all six are IT stocks. When a global technology selloff hits, 

all six fall simultaneously, with high correlation. What looked like a 

diversified book is a single concentrated bet on the IT sector. 
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Concentration without realising it is concentration is one of the most 

dangerous forms of blow-up risk. The trader who holds HDFC Bank, 

ICICI Bank, Axis Bank, Kotak Bank, SBI, and Bajaj Finance believes 

they have six positions. They have one position: Indian banking. A 

single sector event — a banking crisis, a regulatory action, an NPA 

cycle — hits all six simultaneously. 

Path 5: Revenge Trading After a Loss 

After a significant loss, many traders enter what psychologists call a 

'hot state' — emotionally activated, desperate to recover, abandoning 

their system. They take larger positions than normal ('I need to make 

it back faster'). They take trades they would normally reject ('I'll make 

an exception this once'). They ignore their stop-loss rules ('I can't 

afford another loss right now'). 

Revenge trading after a loss almost always results in a larger second 

loss. The emotional state that drives it is incompatible with good 

decision-making. And the larger position size means the second loss 

does more absolute damage to the account than the first. 

Path 6: Options Expiry Miscalculation 

Options-specific blow-up: a trader sells naked options (without 

underlying position or bought hedge) and miscalculates the maximum 

possible loss. A naked call sold at ₹20 premium has theoretically 

unlimited risk if the underlying gaps up sharply. A naked put sold at 

₹15 can lose ₹85 or more if the underlying crashes. 

The blow-up typically occurs on a gap event: earnings surprise, 

unexpected regulatory action, or overnight global shock that opens the 

market far outside any expected range. The options seller wakes up to 

a loss that was not in their mental risk model because they never 

explicitly calculated their maximum possible loss. 
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The Blow-Up Sequence — How It Typically Unfolds 

Stage** **What Happens** **Red Flag Sign** **Correct 

Response 

———-- ——————-- ——————- ———————- Stage 1 Position 

goes Minor discomfort Check stop-loss rule. against you by — 'It will 

Is the thesis intact? 5--10% recover' 

Stage 2 Loss reaches Rationalisation Exit immediately. Stop 15--20%. 

Original begins. Stop not was placed for this stop level passed. 

executed. reason. 

Stage 3 Loss reaches Increasing Exit full position. Do 25--35%. Trader 

adds emotional not add to a loser more ('averaging investment in the 

without system. down'). position 

Stage 4 Loss reaches Cannot sell — Exit. The paper loss 40--50%. 

Trader is 'would crystalise IS the real loss. paralysed. too big a loss' 

Selling stops further damage. 

Stage 5 Loss reaches Despair. Exit. Preserve what 60--80%+. Account 

Considering leaving remains. Step back. seriously impaired. markets 

entirely. Review system. ——————————————————————— 

The tragedy of every blow-up: it was preventable at Stage 1 or Stage 2 

with a small, manageable loss. The investor who could not take a 

₹20,000 loss at Stage 1 ends up taking a ₹2,00,000 loss at Stage 5. The 

refusal to take the small loss creates the large one. 
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C h a p t e r  1 4  

The Risk Hierarchy 

Protecting Capital Before Chasing Returns 

Risk management is not a single decision — it is a hierarchy of 

decisions, each layer protecting against a different type of loss. The 

investor who addresses only one layer (say, stop-losses on individual 

positions) while ignoring others (portfolio concentration) has 

incomplete risk management. 

This chapter establishes the complete Risk Hierarchy — five levels, 

each essential, arranged in order of priority. The lower levels must be 

in place before the higher levels can function. 

The Five-Level Risk Hierarchy 

Level 1: Existential Risk — Do Not Risk Ruin 

The first and most fundamental level: never take a single position or 

combination of positions that could result in losing all or most of your 

investment capital. This seems obvious. It is violated constantly. 

Existential risk appears in: using your entire capital in leveraged F&O 

positions, holding a single stock with 60%+ of portfolio (Jet Airways 

investors), using a margin account with insufficient stop-losses, and 

selling naked options without understanding the unlimited loss 

potential. 

> RULE 1 Never risk more than 20% of total investment capital in > 

any single strategy, and never use leverage that could result in a > loss 

exceeding your total capital. Ruin is not a recoverable outcome. 
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Level 2: Account Risk — Protect the Trading Capital 

At the account level, the risk management question is: how much of 

my total capital could I lose in a worst-case scenario before I stop and 

review the strategy? This is your Maximum Drawdown Tolerance — 

the point at which you step back and assess whether the strategy itself 

needs to change. 

For most investors, a reasonable maximum drawdown tolerance is 20 

to 25% of total investment capital. Beyond this, the time to recovery 

becomes excessive and the psychological damage becomes significant 

enough to impair future decision-making. 

> RULE 2 Define your Maximum Drawdown Tolerance before you 

start > trading or investing. Write it down. If your portfolio falls by this 

> amount from its peak, stop adding new positions, review every 

holding, > and assess the strategy before continuing. 

Level 3: Position Risk — How Much Per Trade 

At the individual position level: how much of your capital are you 

risking on each trade or investment? This is the domain of position 

sizing — covered in depth in Chapter 3. 

The core principle: no single position should be able to cause Level 2 

damage. If your Maximum Drawdown Tolerance is 20% of capital, no 

single position should be able to cause more than 5 to 7% damage to 

the total account — even in a worst-case scenario. 

Level 4: Trade Risk — Entry, Stop, and Target 

Within each position, the trade risk level defines the specific entry 

point, stop-loss level, and profit target. This is where technical analysis 

(from Book 13) integrates with risk management: the stop-loss 

placement uses technical levels (below support, below key moving 

average) and the position size is calculated from the distance to the 

stop. 
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Level 5: Execution Risk — Getting In and Out Correctly 

The final level: the risk of imperfect execution — slippage, liquidity 

gaps, order type errors. For most Indian retail investors using 

NSE/BSE F&O, execution risk is manageable by using limit orders (not 

market orders), trading only liquid stocks with tight bid-ask spreads, 

and using GTT orders for stop-losses to avoid manual execution errors. 

> THE HIERARCHY IN PRACTICE The Risk Hierarchy works 

bottom-up: you > must have Level 1 protection before Level 2 matters. 

Level 2 must be > defined before Level 3 can be calibrated. Level 3 

determines Level 4. > Level 5 applies throughout. Build it in this order. 
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C h a p t e r  1 5  

Position Sizing 

The Science of How Much to Risk 

Of all the risk management topics in this book, position sizing has the 

greatest impact on long-term account survival and growth — and is the 

least discussed in Indian financial education. Most investors decide 

how much to invest based on how confident they feel. This is the wrong 

criterion. The correct criterion is how much the position can lose — 

and how much of that loss is acceptable. 

The Fixed Fractional Method — The Standard Approach 

The fixed fractional method allocates a fixed percentage of total capital 

to each trade's maximum risk. The most common implementation: the 

2% rule — risk no more than 2% of total capital on any single trade. 

Important clarification: the 2% rule refers to the maximum loss if the 

stop-loss is hit — not the position size. These are different. 

Calculation: if your total capital is ₹10 lakh and you use the 2% rule, 

your maximum acceptable loss per trade is ₹20,000. If you want to 

buy a stock at ₹500 with a stop-loss at ₹450 (₹50 risk per share), your 

maximum position size is: ₹20,000 ÷ ₹50 = 400 shares = ₹2,00,000 

position. 

————————————————————————— Total 2% Risk Stop 

Maximum Position Position Capital Amount Distance (per Size as % of 

share) Capital ————- ———-- ————- ———————- ———— 

₹10,00,000 ₹20,000 ₹50 400 shares × ₹500 = 20% ₹2,00,000 

₹10,00,000 ₹20,000 ₹100 200 shares × ₹1,000 = 20% ₹2,00,000 

₹10,00,000 ₹20,000 ₹25 800 shares × ₹250 = 20% ₹2,00,000 
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₹25,00,000 ₹50,000 ₹75 667 shares × ₹1,500 = 40% ₹10,00,000 

₹50,00,000 ₹1,00,000 ₹50 2,000 shares × ₹1,650 66% = ₹33,00,000 

————————————————————————— 

Notice the last row: on a ₹50 lakh portfolio, the 2% rule and a tight 

₹50 stop allows a ₹33 lakh position — which is 66% of capital. This 

illustrates that the 2% rule does not mean tiny positions. It means 

tightly placed stops on large positions, or wider stops on smaller 

positions. The risk is constant (₹1 lakh); the position size varies with 

stop placement. 

The 1% Rule for Active F&O Trading 

For active options traders managing short-term positions with weekly 

or monthly expiry, the 2% rule per trade can result in excessive 

aggregate risk across multiple simultaneous positions. The 1% rule — 

maximum 1% of capital at risk per trade — is more appropriate for 

active F&O portfolios. 

With the 1% rule and 10 simultaneous positions, the maximum 

aggregate risk is 10% of capital — a manageable drawdown that does 

not threaten the account. With the 2% rule and 10 simultaneous 

positions, aggregate risk is 20% — approaching the Maximum 

Drawdown Tolerance for many investors. 

Kelly Criterion — The Optimal Position Sizing Formula 

The Kelly Criterion from Book 9 provides the mathematically optimal 

position size for any trade with known win probability and win/loss 

ratio. As a reminder: 

Kelly % = (Win Rate × Win/Loss Ratio − Loss Rate) / Win/Loss Ratio 

For a covered call with 75% win rate and 2:1 win/loss ratio: Kelly = 

(0.75 × 2 − 0.25) / 2 = 62.5%. Half Kelly = 31.25% of options capital 

allocated to this strategy. 
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The Kelly formula optimises for maximum long-term capital growth. 

Full Kelly produces large drawdowns. Half Kelly is the practical 

standard — it captures 75% of Kelly's growth rate while reducing 

drawdowns to manageable levels. 

Position Sizing for Different Asset Classes 

Asset Type** **Recommended Max **Max Single 

**Rationale 

Risk per Trade Position Size —————-- —————— —————-- ——

———— Quality equity 2% of total 10--12% of Low volatility, (long-

term hold) capital at stop portfolio long horizon — larger positions 

acceptable 

F&O equity N/A — income Up to 15% of F&O Assignment is options 

(covered strategy capital per stock profitable — not call) a pure risk 

trade 

F&O directional 1% of total 5% of total High volatility, trade (intraday) 

capital at stop capital short time frame — smaller positions 

Nifty Put Premium paid = max 0.5--1% of Insurance — protection loss 

portfolio monthly sized to premium portfolio, not as speculative trade 

Spread strategies Max loss of spread 5% of options Defined risk — (bull 

put spread) × lots capital per size to maximum spread loss, not 

premium ————————————————————————- 
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C h a p t e r  1 6  

Stop-Losses — The Art of the 

Planned Exit 

A stop-loss is a pre-defined price level at which you exit a losing 

position — removing the decision from the moment of maximum 

emotional pressure and replacing it with a rule made during a calm, 

rational moment. 

The stop-loss is not the most intellectually sophisticated tool in an 

investor's arsenal. It is, however, the most important. More wealth has 

been preserved by disciplined stop-loss execution than by all the chart 

patterns, indicators, and fundamental analyses combined. 

The Psychology of Not Using Stop-Losses 

The reason most investors do not use stop-losses consistently is 

psychological, not analytical. Executing a stop-loss means admitting 

the trade was wrong. For most investors, admitting a mistake is 

psychologically more painful than the financial loss itself. 

The result: investors hold losing positions long past any rational 

justification, converting small, recoverable losses into large, damaging 

ones. The investor who refuses to take a ₹15,000 stop-loss eventually 

takes a ₹1,50,000 loss — and the total damage is ten times larger than 

the original pain they were avoiding. 

> ⚠ WARNING Refusing to execute a stop-loss does not eliminate the 

> loss. It defers it — and makes it larger. The choice is not between > 

taking a loss and avoiding one. It is between taking a small, planned > 

loss and a large, unplanned one. 
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Types of Stop-Losses 

1. The Fixed Price Stop 

The simplest stop: if the stock reaches ₹X, sell. ₹X is determined 

before entry and placed as a GTT order immediately after the position 

is opened. No decision is required at execution — the system executes 

automatically. 

Advantage: simple, certain, executable. Disadvantage: does not adapt 

to price action — a stock that moves to the stop level and immediately 

recovers is exited unnecessarily. 

2. The Percentage Stop 

Exit if the position falls X% from entry price. Common versions: 7% 

stop (aggressive), 10% stop (moderate), 15% stop (conservative for 

quality equity). The appropriate percentage depends on the stock's 

typical volatility — a high-beta stock needs a wider stop than a low-

beta blue chip. 

Volatility-adjusted percentage: use the stock's Average True Range 

(ATR) — a measure of typical daily price range — to calibrate stop 

distance. A stock with an ATR of ₹20 on a ₹500 price needs a stop at 

least 2 to 3 × ATR below entry (₹540 to ₹560 below ₹500 entry) to 

avoid being stopped out by normal daily noise. 

3. The Trailing Stop 

The trailing stop moves upward as the stock price rises, locking in 

gains while protecting against reversal. A 25% trailing stop on a stock 

that has risen from ₹500 to ₹800 has a stop at ₹600 — locking in ₹100 

of profit per share while allowing the remaining upside. 

The trailing stop is the primary stop mechanism recommended 

throughout this series (from Book 5 onwards). Its advantage: it allows 

profitable positions to run while automatically protecting accumulated 
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gains. It exits naturally when the trend reverses — without requiring a 

judgement call. 

4. The Technical Stop 

The most sophisticated stop placement: below a significant technical 

level — a support zone, a moving average, a pattern low — that defines 

the invalidation of the original trade thesis. 

Example: you buy a stock because it has bounced off support at ₹850 

and shown a bullish reversal pattern. Your trade thesis is that support 

holds. The natural stop is below support — at ₹830, where a close 

below that level invalidates the thesis entirely. If the stock closes below 

₹830, the reason you bought the stock no longer exists. Exit. 

Stop-Loss Rules — Non-Negotiable 

> RULE A Place your stop-loss order immediately after entering a > 

position — before doing anything else. The GTT order must be set > 

before you close the broker app. > > RULE B Never move a stop further 

from the current price. The only > acceptable stop movement is tighter 

(trailing upward in a long > position). Moving a stop further away 

converts a small loss into a > larger one — the definition of poor risk 

management. > > RULE C The stop-loss is not a prediction. It is an > 

acknowledgement that you might be wrong. Being wrong is not a 

failure > — it is a statistical inevitability. The professional is wrong 30 

to > 40% of the time and still makes money because losses are small 

and > gains are large. > > RULE D After a stop is triggered, do not 

immediately re-enter the > same position. Wait at least 24 hours and 

re-evaluate. The impulse to > re-enter immediately is usually driven 

by the desire to prove the > original thesis correct — not by new 

analysis. 
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C h a p t e r  1 7  

Portfolio-Level Risk 

Managing the Whole, Not Just the Parts 

Individual position risk management is necessary but insufficient. A 

portfolio of 10 individually well-managed positions can still blow up if 

those positions are correlated — if they all fall simultaneously during a 

market event. Portfolio-level risk management addresses the 

aggregate exposure across all positions. 

Correlation — The Hidden Risk Multiplier 

Correlation measures how similarly two assets move. A correlation of 

+1.0 means they move in perfect lockstep. A correlation of 0 means 

they move independently. A correlation of −1.0 means they move in 

perfect opposite directions. 

Most equity investors massively underestimate the correlation within 

their portfolios. During normal markets, stocks from different sectors 

show moderate correlation — perhaps 0.4 to 0.6. During a market 

crash, correlations converge toward 1.0. Everything falls together. The 

diversification that appeared to protect the portfolio in calm 

conditions disappears precisely when it is most needed. 

———————————————————————-- Portfolio Type Normal 

Crisis Expected Drawdown Correlation Correlation in Crash —————

—- ————— ————— ——————- Single sector (e.g. 0.7--0.85 0.90-

-0.95 −55 to −70% (sector all banking) crash) 

Multi-sector, same 0.5--0.65 0.80--0.90 −35 to −50% (market market 

cap crash) (large-cap) 
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Multi-sector, mixed 0.4--0.55 0.70--0.80 −30 to −45% (market 

market cap crash) 

Multi-sector + 0.4--0.55 0.35--0.50 −15 to −25% Nifty Put (hedge 

reduces) (managed crash) protection 

Three-zone 0.3--0.45 0.25--0.40 (SWP −10 to −20% portfolio (Books 

decouples) (well-managed) 5+7) ———————————————————

————-- 

The Concentration Rules 

Concentration risk is the risk that a single position, sector, or type of 

exposure becomes large enough to cause Level 2 damage to the 

account. The concentration rules from Book 5 apply here in their full 

risk management context: 

> RULE 3 No single stock above 10--12% of total portfolio value. A > 

single stock at 10% that goes to zero costs you 10% of capital. At > 30%, 

it costs 30% — crossing the Maximum Drawdown Tolerance of most > 

investors. > > RULE 4 No single sector above 25% of total portfolio. 

Sector > events (banking crisis, IT selloff, pharma regulatory action) 

can > cause 30--50% sector-wide declines. At 25% sector 

concentration, a 40% > sector decline costs 10% of portfolio — painful 

but survivable. > > RULE 5 Maintain a 10--15% cash reserve at all 

times. This reserve > serves two purposes: opportunity capital for 

corrections and a > psychological buffer that prevents forced selling 

during downturns. 

Value at Risk — Calculating Portfolio-Level Exposure 

Value at Risk (VaR) is the maximum loss your portfolio is likely to 

experience with a specified probability over a defined period. For a 

retail investor, a simplified VaR calculation is sufficient: 

Simplified Portfolio VaR = Portfolio Value × Portfolio Beta × Market 

VaR 
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Example: ₹30 lakh portfolio with Beta 1.2. Historical 1-month 95th 

percentile Nifty loss (2015--2024 data): approximately −9%. Portfolio 

VaR: ₹30L × 1.2 × 9% = ₹3.24 lakh. This means there is a 5% chance 

of losing more than ₹3.24 lakh in any given month. 

Once you know your VaR, you can decide: is this acceptable? If ₹3.24 

lakh monthly loss is more than your Maximum Drawdown Tolerance 

divided by 3 (allowing for multi-month drawdowns), you need to 

either reduce portfolio Beta (shift to lower-beta stocks), reduce 

portfolio size, or increase Nifty Put coverage. 
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C h a p t e r  1 8  

Risk Management for Options 

Specific Rules for F&O 

Options carry risk profiles that are fundamentally different from 

equities. The non-linear payoff of options — where a small adverse 

move can produce a large loss in a short-dated position — requires a 

specific risk management framework beyond the equity rules. This 

chapter documents the complete options risk management system. 

The Options Risk Spectrum 

———————————————————————— Strategy Maximum 

Loss Risk Risk Management Level Approach —————-- —————— 

———— ———————- Buying options 100% of premium Medium — 

Size premium to 1--2% (calls/puts) paid defined, but of capital per 

trade often total loss 

Covered calls Opportunity cost Low — Stop-loss on only — no income 

underlying share, not absolute loss strategy on the option owned 

shares 

Cash-secured puts Assignment at Low-medium Only on stocks you 

strike − premium — want to own; 20--25% assignment capital per 

stock is planned outcome 

Bull/Bear spreads Difference between Low — Size to max loss ≤ 2% 

strikes minus defined of capital premium maximum loss 

Naked call Theoretically VERY HIGH Never. Period. selling unlimited 

— never for retail investors 



70 

Naked put selling Strike price − High — Never without full (uncovered) 

premium received large loss cash coverage if underlying crashes ———

————————————————————— 

> ⚠ WARNING Naked option selling — selling calls or puts without > 

the underlying shares or sufficient cash coverage — is the single > 

fastest path to a catastrophic loss in F&O. One gap event can cause a > 

loss of 10 to 50 times the premium received. This book and this series 

> never recommend naked option selling. Every option sold must be > 

covered. 

Options-Specific Risk Rules 

> RULE 6 Never sell options naked. Every call sold must be covered > 

by the underlying shares (covered call). Every put sold must be > 

covered by the cash to purchase the shares (cash-secured put). No > 

exceptions. > > RULE 7 Calculate the maximum possible loss before 

entering any > options spread. For a bull put spread: max loss = 

(higher strike − > lower strike − net premium) × lot size. If this exceeds 

2% of your > capital, reduce the number of lots. > > RULE 8 Monitor 

short options positions daily in the final 7 days > before expiry. 

Gamma risk (the accelerating rate of Delta change) near > expiry can 

turn a comfortable OTM position into an ITM problem within > a 

single session. > > RULE 9 Have a rolling plan before entering any 

covered call. Know > in advance: at what Delta will you roll? To what 

strike? For what > minimum net credit? Pre-planned rolling prevents 

emotional decisions > at expiry. 

The Options Greeks as Risk Measures 

Each Greek measures a specific dimension of options risk: 

Delta risk: as Delta increases toward 1.0 on a short call, assignment 

probability increases proportionally. Monitor Delta daily on all short 

positions. Roll when Delta exceeds 0.42. 
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Gamma risk: highest near expiry on ATM options. A short call at Delta 

0.30 with 3 days to expiry can reach Delta 0.80 after a 3% underlying 

move. This is the gamma risk zone — reduce or close positions in the 

final 3 days if near the strike. 

Theta income: time decay is your daily income on short options. Track 

daily Theta across all positions using Sensibull. If total portfolio Theta 

drops significantly, your income stream is being eroded. 

Vega risk: if you have sold options at high IV and IV subsequently rises 

further (rare but possible during escalating crises), your short 

positions may show mark-to-market losses even if the underlying has 

not moved against you. Manage with put protection. 
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C h a p t e r  1 9  

Drawdown Management 

Surviving and Recovering from Losses 

Every investor and trader will experience drawdowns — periods when 

the portfolio falls from a recent peak. This is not a sign of failure. It is 

a structural feature of all investment strategies. The question is not 

whether drawdowns will happen — they will — but whether you have 

the system and the psychology to survive them without permanent 

capital impairment. 

The Drawdown Phases 

Phase 1: The Drawdown Begins (−5% to −10% from peak) 

At this phase, the loss is small and manageable. Most investors do not 

take any specific action — and this is correct. A 5 to 10% drawdown 

from peak is within normal variance for any equity portfolio. No 

strategy changes are warranted. The risk management system is not 

yet activated. 

The only action required: check whether any individual positions have 

hit their stop-loss levels. If yes, execute the stops. If no, continue 

normal operations. 

Phase 2: The Alert Zone (−10% to −15% from peak) 

At this level, the drawdown is significant enough to warrant review. Is 

this a broad market correction (Nifty also down 10 to 15%) or is the 

portfolio underperforming the market? If the portfolio is falling more 

than the market, there is a stock-specific problem requiring 

investigation. 
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Actions: review all positions against stop-loss levels. Review all thesis 

statements — is any holding's fundamental case deteriorating? Pause 

new position additions until the portfolio stabilises. Ensure Nifty Put 

protection is adequate. 

Phase 3: The Danger Zone (−15% to −25% from peak) 

This drawdown is serious and approaching the Maximum Drawdown 

Tolerance for most investors. Defensive action is required. 

Actions: reduce all positions by 20 to 30% — sell the weakest holdings 

(lowest conviction, most technically damaged). Increase cash reserve. 

Do not add new positions. Review whether the strategy itself needs 

adjustment. If Nifty Puts have not been activated, activate now. 

Phase 4: The Critical Zone (below −25% from peak) 

A drawdown of this magnitude is significant regardless of cause. 

Immediate systematic review required. 

Actions: reduce all speculative or low-conviction positions 

immediately. Hold only highest-conviction quality positions. Increase 

Nifty Put coverage to 75%+ of portfolio. Stop all new trades. Review 

whether strategy has a structural flaw — is the system itself generating 

losses, or is this a market event affecting all investors? 

The Drawdown Recovery Protocol 

How you manage the recovery from a drawdown is as important as 

how you managed the drawdown itself. The most common recovery 

error: trying to recover losses too quickly by taking larger positions or 

lower-quality trades. 

> RULE 10 After a significant drawdown, return to full position > sizes 

only gradually — reduce size by 50% for the first two weeks > after the 

drawdown stops. Normal size after demonstrating consistent > 

profitability for 30 days. Full size after 60 days of consistent > 

performance. 
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The rationale: a drawdown often signals that something in the market 

environment or your own execution has changed. Returning to full size 

immediately before confirming the system is working again risks a 

second drawdown on top of the first. 
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C h a p t e r  2 0  

Risk in Different Market 

Conditions 

Risk management is not static. The appropriate position sizes, stop 

distances, and protection levels change with market conditions. An 

investor running the same risk parameters in a low-volatility bull 

market as in a high-volatility correction is not managing risk — they 

are applying rules blindly. 

Risk Management by Market Condition 

———————————————-Market VIX Position Stop Options Risk 

Condition Level Sizing Distance Rules ————— ———- ————- ——

——— ——————- Calm bull Very low Standard — Standard Write 

covered calls market (VIX \< up to 10% per ATR-based stops more 

aggressively; 13) position widen strikes slightly 

Normal market Normal Standard Standard stops Standard Delta 0.25 

(VIX 13--18) position covered calls; sizing standard put protection 

Elevated Elevated Reduce new Widen stops by Richer premiums — 

volatility (VIX positions by 20--30% (higher sell aggressively; 18--24) 

25% noise) increase put hedge 

High fear (VIX High Reduce all Widen stops Maximum put 24--32) 

positions to significantly protection; focus 50--60% of or use time on 

income not standard stops speculation 

Crisis (VIX \> Crisis Minimum Very wide stops Let puts run; 32) 

positions — or no stops deploy cash reserve only core (core holdings) 

on dips; no new F&O holdings ———————————————————— 
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The Volatility-Adjusted Position Size 

In high-volatility environments, the same absolute stop distance 

represents a smaller percentage move — because the stock's daily 

range is larger. To maintain consistent risk, adjust position size 

downward in proportion to volatility increase. 

Practical rule: if India VIX doubles from 14 to 28, reduce position sizes 

by approximately 30 to 40%. This keeps the rupee risk per trade 

approximately constant despite the wider price swings inherent in 

high-volatility environments. 

Calculation: normal position = ₹5 lakh. VIX doubles. Adjusted 

position = ₹5 lakh × (14/28)\^0.5 = ₹5 lakh × 0.707 = ₹3.54 lakh. This 

volatility-scaling formula keeps the expected loss per stop triggered 

roughly constant across market conditions. 
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C h a p t e r  2 1  

The Risk Management Checklist 

Daily, Weekly, Monthly 

Risk management is most effective when it is systematic and scheduled 

— not reactive and ad hoc. This chapter provides the complete risk 

management checklist at three frequencies: daily, weekly, and 

monthly. Apply these consistently and the risk management system 

runs automatically. 

The Daily Risk Check (5 minutes) 

1. Open your broker account. Check current portfolio value versus 

yesterday's close. Is any position down more than 3% today? If yes, 

review stop-loss levels. 

2. Check India VIX. Has it moved more than 15% from yesterday? A 

significant VIX spike warrants immediate review of options positions 

— rising VIX increases risk on short options. 

3. Are any stop-loss GTT orders close to being triggered? If within 2%, 

mentally prepare for execution — do not override if triggered. 

4. Check for any corporate actions (dividend ex-dates, earnings 

announcements, rights issues) in the next 3 days on any holding. 

Earnings announcements require special attention for covered call 

positions. 

5. Telegram/notification check: did any automated alerts fire 

overnight? Review and act on any that require attention. 
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The Weekly Risk Review (30 minutes — every Friday) 

6. Complete portfolio drawdown calculation: current value versus 13-

week high. Which drawdown phase are you in? Any action required 

per the drawdown protocol? 

7. Individual position review: check every holding against its stop-loss 

level and investment thesis. Any thesis changes? Any stops that need 

updating (trailing)? 

8. Concentration check: any single position above 12%? Any sector 

above 25%? Any rebalancing required? 

9. Options positions: Delta check on all short calls. Any above 0.40? 

Roll evaluation required. Days to expiry for all positions — any need 

early closure? 

10. Protection review: is Nifty Put in place? Adequate size? Expiry 

timing correct? Does VIX level suggest increasing or decreasing 

hedge? 

11. Cash reserve level: still at 10 to 15%? If below 10% due to 

deployment, plan replenishment. 

12. Weekly income vs risk: what premium income was collected? What 

was the total risk carried for the week? Is the income/risk ratio 

acceptable? 

The Monthly Risk Audit (60 minutes — first Monday of 

month) 

13. Complete monthly performance attribution: how much return 

came from capital appreciation? How much from options income? 

How much from dividends? Which positions contributed most and 

least? 

14. Maximum drawdown review: what was the maximum intra-month 

drawdown? Was it within the Level 2 tolerance? Any positions that hit 

stops this month — were the stops correctly placed? 
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15. Position sizing audit: review every entry made this month. Was the 

position sized correctly per the 1--2% risk rule? Any positions that were 

over-sized? 

16. Options strategy review: what percentage of covered calls expired 

worthless? What was the average Delta at entry? Were any rolls 

executed — at what cost? 

17. Risk-adjusted return calculation: monthly return ÷ maximum 

drawdown. Target: a ratio above 1.0 (return greater than drawdown). 

Consistently below 1.0 indicates the risk/reward balance needs 

adjustment. 

18. Next month planning: any earnings seasons, RBI meetings, or 

budget-related events? Adjust position sizes and option strikes 

accordingly in advance. 
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C h a p t e r  2 2  

Case Studies — Five Blow-Ups 

Dissected 

The most effective way to internalise risk management principles is 

through the specific failures of real investors. Each case study below is 

based on composite real situations — names changed, amounts 

illustrative — with the specific risk management failure identified and 

the specific correction documented. 

Case Study 1: The Engineer Who Doubled Down 

Suresh, 34, software engineer. Had built ₹8 lakh in savings over 4 

years. In 2021, bought ₹3 lakh of a mid-cap infrastructure company at 

₹420 per share. The stock fell to ₹370 within 3 months. 

His analysis: the company's fundamentals were still intact. 'The 

market is wrong about this stock.' He bought another ₹2 lakh at ₹370. 

The stock fell further to ₹290. He bought ₹1.5 lakh more. The stock fell 

to ₹180 as the company announced a major customer cancellation. He 

held. The stock reached ₹90. 

Final position: ₹6.5 lakh invested, current value ₹1.4 lakh. Loss: ₹5.1 

lakh — 64% of his total savings. 

What Went Wrong 

No stop-loss at any stage — no pre-defined level at which the thesis 

would be considered invalidated 

Averaging down without systematic rules — adding on price decline 

without re-evaluating the thesis 
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Confirmation bias — interpreting every data point as consistent with 

his bullish thesis 

Over-concentration — ₹6.5 lakh of ₹8 lakh savings in a single stock 

What Should Have Happened 

Initial position: ₹1.5 lakh (18% of capital) maximum, not ₹3 lakh 

(37%) 

Stop-loss placed at ₹385 (8% below entry) immediately after purchase 

At the stop trigger (₹385): exit half position. Total loss: ₹4,100. Re-

evaluate thesis before adding more. 

Total maximum loss under correct risk management: ₹12,000 to 

₹25,000 — versus ₹5.1 lakh actual 

Case Study 2: The Leveraged Futures Trader 

Priya, 29, marketing professional. Trading account: ₹3 lakh. In 

October 2021, bought 2 lots of Nifty futures at 18,000 (exposure: 

₹18,000 × 75 × 2 = ₹27 lakh, 9× leverage). The Nifty fell 3% over 3 

days to 17,460. Margin call: ₹54,000. She paid it. The Nifty fell further 

to 17,200. Second margin call: ₹78,000. She could not meet it. Broker 

forced liquidation. 

Loss: ₹1.92 lakh on ₹3 lakh account — 64% account blow-up in 6 

trading days. 

The Core Error 

Leverage of 9× with no stop-loss and insufficient capital buffer. On 9× 

leverage, a 3% market move causes a 27% account loss. A 7% market 

move (entirely normal in Indian markets) would have wiped the 

account completely. 

Correct approach: with ₹3 lakh capital, maximum appropriate Nifty 

futures exposure: 1 lot (₹13.5 lakh exposure, 4.5× leverage) with a stop 
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that risked no more than ₹6,000 (2% of capital). Total loss under 

correct sizing: ₹6,000 versus ₹1.92 lakh actual. 

Case Study 3: The Naked Option Seller 

Rahul, 42, business owner. Had been successfully selling covered calls 

for 18 months, generating consistent income. Growing confident, he 

began selling additional calls without the underlying — naked calls — 

to generate more income. He held ₹15 lakh in his options account. 

He sold 5 lots of a banking stock call at a strike 6% OTM, collecting 

₹45,000 in premium. The following week, the RBI announced an 

unexpected rate cut. The banking sector rallied 12% in two sessions. 

His calls, written at 6% OTM, were now 6% ITM. His loss: ₹1,10,000 

— 2.4 times the premium he collected. 

This was a relatively small consequence of naked selling. Had he held 

more lots, or had the move been more extreme (merger 

announcement, budget surprise), the loss could have been ₹5 to ₹10 

lakh on the same trade. 

The Lesson 

Every call must be covered by the underlying. The additional income 

from naked selling does not compensate for the asymmetric risk. 

Covered calls generate approximately 1% per month with zero 

catastrophic risk. Naked calls generate 1.5 to 2% per month with 

potential for losses of 10 to 20× the premium. The risk-reward is 

deeply unfavourable. 

Case Study 4: The Concentrated Sector Portfolio 

Amit, 45, chartered accountant. Portfolio of ₹28 lakh — 8 stocks, all 

financial services (4 private banks, 2 NBFCs, 1 housing finance 

company, 1 microfinance institution). His reasoning: 'I understand 

financials better than any other sector.' 
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In 2018, the IL&FS crisis triggered a sector-wide selloff. All 8 positions 

fell simultaneously. His portfolio fell 38% in 4 months — from ₹28 

lakh to ₹17.4 lakh. The sector correlation during the crisis was above 

0.90 — there was no diversification benefit at all. 

The Rule Violated 

No single sector should exceed 25% of portfolio. Amit's entire portfolio 

was in financial services. A correctly diversified portfolio with 25% 

maximum sector allocation and equivalent holdings would have fallen 

approximately 15 to 18% during the same period — damaging, but not 

catastrophic. 

Case Study 5: Revenge Trading 

Neha, 31, data scientist. After a series of three losing trades totalling 

₹45,000, she felt she needed to 'make it back'. She identified a stock 

making new highs on high volume and bought ₹3 lakh worth — 3× her 

normal position size — reasoning that a high-conviction trade 

warranted a larger bet. 

The stock reported earnings the next day. The results were in-line but 

the guidance was cautious. The stock fell 8% on earnings. Her loss: 

₹24,000 — more than half of what she lost in the previous three trades 

combined. 

The Revenge Trading Pattern 

After a loss, the correct response is to trade smaller — not larger. The 

emotional state following losses impairs judgement. The desire to 

'make it back quickly' leads to oversized positions in marginal setups. 

Neha's third trade was not high-conviction — it was emotional. 

The rule: after any drawdown exceeding 5% in a week, reduce position 

sizes by 50% for the following week. Demonstrate profitability at 

reduced size before returning to normal. The discipline to trade 

smaller when losing is the hallmark of professional risk management. 
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> THE COMMON THREAD The five blow-ups in this chapter share a 

> common thread: the loss that became catastrophic was preventable 

at an > early stage by a simple, pre-defined rule. Position size caps, > 

stop-losses, coverage requirements, sector limits — each rule was > 

absent in the critical moment. Put the rules in place now, before the > 

critical moment arrives. 

Final Words 

The Asymmetry of Survival 

There is an asymmetry at the heart of investing that most participants 

never fully internalise. It is not the asymmetry of returns — though 

that matters. It is the asymmetry of survival. 

The investor who never blows up has options. They can stay in the 

market through bear cycles, deploy capital during crashes, compound 

through multiple decades, and eventually build extraordinary wealth. 

Every year in the market increases their edge, their knowledge, and 

their capital base. 

The investor who blows up loses all of this. Not just the capital — the 

time, the experience, the position in the market, the compounding 

engine. Starting again from zero at 40 or 50 means starting with less 

time than the original investor had at 25. 

The return difference between a mediocre risk manager and an 

excellent one over 20 years is measured in percentage points. The 

return difference between a survivor and a blow-up victim is measured 

in decades. 

This is the asymmetry of survival. Protecting capital is not 

conservative. It is the highest-return activity available to any investor, 

because it preserves the most precious resource in investing: time in 

the market. 

The ten rules in this book are not constraints. They are the 

infrastructure that makes everything else possible. Without them, 
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every other strategy in this series — the covered calls, the flywheel, the 

probability edge, the technical analysis — runs the risk of being undone 

by a single unmanaged loss event. 

Never blow up. Everything else follows from that. 

— Yogeshwar Vashishtha 

Mumbai, 2026 

This is Book 14 in the series. The trilogy continues: 

Book 13: Price, Pattern, Profit — Technical Analysis for Indian Equity 

and F&O Traders 

Book 14: Never Blow Up — Position Sizing, Stop-Losses, and Risk 

Rules Every Indian Investor Must Know 

Book 15: Between the Ears — The Psychology of Wealth-Building in 

Indian Markets 

For courses, workshops, and mentorship: 

www.pathfinderstrainings.com 
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In 2019, I received a call from a former student. He had attended my 

covered call workshop two years earlier, implemented the system, and 

was generating consistent monthly income. He called because he had 

just lost ₹4.7 lakh in three weeks. 

He had been running the covered call strategy correctly. The blow-up 

came from a different part of his portfolio — a separate trading account 

where he had been selling naked puts on midcap stocks without any 

coverage. One stock had a promoter fraud announcement overnight. 

The put positions were devastated. 

'Sir,' he said, 'I knew the covered call rules. I followed them perfectly. 

But I never applied the same discipline to the other account. I thought 

the two were separate. They weren't separate — it was all my money.' 
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He was right. Risk does not respect the boundaries we draw around 

different accounts or different strategies. Total capital is a single entity. 

A blow-up in any part of it damages the whole. 

This book is the risk management framework I wish I had taught him 

before that call. Not just for the covered call account — for everything. 

The ten rules, applied consistently across every rupee of invested 

capital, create the safety infrastructure that makes every other strategy 

sustainable. 

To that student: the ₹4.7 lakh was painful. But you recovered, 

implemented the full risk framework across all accounts, and the 

subsequent three years have more than compensated. The lesson, 

learned at cost, stayed with you. Thank you for the call — and for being 

honest about what happened. 

To every investor who has had a similar call to make: the rules in this 

book exist because of you. They are built from the patterns of loss that 

repeat across markets, strategies, and decades. Follow them. The 

alternative is too expensive. 
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P a r t  T h r e e  

The Fatal Mistakes — And 
How to Avoid Them 

Protection is defeated most often not by exotic risks but by a handful 

of specific, recurring errors that destroy Indian investors again and 

again. This part names the fatal mistakes — over-concentration, 

averaging into losers, the reach for leverage, and the rest — and shows, 

for each one, exactly how the disciplined investor avoids it. 
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C h a p t e r  2 3  

Mistake 1 

Timing the Market 

> MISTAKE: Waiting for the market to fall before investing — and > 

missing years of compounding 

The conversation happens in every household in India, in every office 

pantry, in every WhatsApp investment group. 'The market is too high 

right now. I'll wait for a correction and then invest.' 

It is the most common investment decision Indian retail investors 

make. It feels rational — who would not want to buy at a lower price? 

It feels prudent — surely it is better to wait than to invest at the top. 

And it is spectacularly, measurably, devastatingly wrong. 

The Story of Vikram and Priya 

Vikram and Priya both turn 30 in January 2010. Both have ₹25,000 

per month to invest. Both are smart, educated professionals. They have 

one difference: 

Priya starts a ₹25,000 monthly SIP in a Nifty 50 index fund on January 

1, 2010. No timing, no market watching, no waiting. She invests the 

same day every month, regardless of market conditions. 

Vikram believes in buying the dip. He watches the market. He waits. 

Every time the market looks expensive, he holds his ₹25,000 in a 

savings account. Every time it corrects, he considers investing — but 

the news always sounds too scary to commit. He misses 2010. He 

misses 2012 (European debt crisis — surely a bigger crash is coming). 

He misses 2014 (election uncertainty). He eventually starts investing 

in late 2015 — five years, nine months after Priya. 
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————————————————————————— Investor Start Years 

Total Corpus at Jan Date Invested Invested 2025 ————— ———-- —

——— ————— —————— Priya (invested Jan 2010 15 years 

₹45,00,000 ₹1,82,00,000 immediately) 

Vikram (waited Oct 2015 9.3 years ₹27,90,000 ₹56,80,000 for 'right 

time') 

Difference — 5.7 years ₹17,10,000 less ₹1,25,20,000 less less invested 

wealth ————————————————————————— 

Vikram invested ₹17.1 lakh less than Priya. But he ended up with ₹1.25 

crore less. The missing capital explains ₹29 lakh of the gap. The 

remaining ₹96 lakh is the pure compounding cost of waiting — years 

of returns foregone, SIPs not running, rupee cost averaging not 

working. 

Why Timing the Market Always Fails 

Reason 1: The Best Days Cluster Around the Worst Days 

The mathematics of equity markets is profoundly counterintuitive for 

market timers. The best trading days — the sessions that contribute 

most to long-term returns — almost always occur within days of the 

worst days. During the COVID crash of March 2020, the Nifty had 

three of its ten best single-day gains within two weeks of recording its 

worst single-day loss. 

An investor who tries to avoid the bad days will almost certainly miss 

the best days — because they are sitting on the sidelines when the 

recovery begins, and recoveries often begin when the news is still at its 

most frightening. 

The data is stark: an investor who missed just the 10 best trading days 

of the Nifty between 2010 and 2024 would have achieved roughly 40% 

less total return than one who stayed fully invested throughout. 

Missing the top 20 days cuts returns by approximately 65%. 
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Reason 2: The Market Is Almost Always at a 'High' 

Here is a fact that market timers consistently ignore: in a long-term bull 

market — which India's equity market has been, with interruptions, for 

the past 30 years — a significant proportion of all trading days are at or 

near all-time highs. If you refuse to invest when the market seems 

expensive, you will spend most of your investing career on the sidelines. 

The Nifty 50 traded above its 200-day moving average — which many 

investors use as a proxy for 'expensive' — approximately 65% of all 

trading days between 2010 and 2024. An investor who only invested 

when the Nifty was below its 200-day moving average invested in 

approximately 35% of available months. Their returns significantly 

underperformed the patient investor who invested every month. 

Reason 3: Waiting Has a Direct Cost — The Savings Account 

Tax 

While waiting for the perfect entry, most Indian investors park their 

investable capital in a savings account earning 2.5 to 3.5% — or a fixed 

deposit earning 6 to 7%. During this waiting period, inflation at 5.5% is 

eroding the real value of the cash. Equity markets — even during the 

periods that feel expensive — are typically delivering 12 to 15% annually. 

Every month spent waiting is a month of paying the difference between 

6% (FD return) and 13% (equity return). On ₹25,000 per month, that 

is approximately ₹1,750 per month in foregone real return. For a 5-

year waiting period, the cumulative cost of this 'safe' waiting exceeds 

₹2.1 lakh in opportunity cost alone — before accounting for the 

compounding loss on the SIP cycles missed. 

The Rupee Cost of Timing the Market — Complete Analysis 

Let us calculate the exact cost for our reference investor — ₹25,000 

per month, starting from age 30 — across five timing failure scenarios: 

—————————————————————————— Timing Scenario 

Investment Corpus at Corpus at Cost vs Start Year 10 Year 15 
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Immediate Investor ——————-- ————-- ———— ————-- ———

—-- Invested immediately Month 1 ₹55,20,000 ₹1,44,80,000 

Benchmark — (no timing) ₹0 cost 

Waited 1 year for Month 13 ₹47,60,000 ₹1,26,30,000 −₹18,50,000 at 

correction Yr 15 

Waited 2 years for Month 25 ₹40,90,000 ₹1,09,40,000 −₹35,40,000 

at correction Yr 15 

Waited 3 years for Month 37 ₹35,10,000 ₹94,50,000 −₹50,30,000 at 

correction Yr 15 

Waited 5 years for Month 61 ₹26,20,000 ₹72,60,000 −₹72,20,000 at 

correction Yr 15 

Waited 6 years for Month 73 ₹22,80,000 ₹63,50,000 −₹81,30,000 at 

correction Yr 15 —————————————————————————— 

> COST OF THIS MISTAKE ₹68 lakh 15-year cost of the average 

timing > mistake (3-4 year wait) 

But What About Buying During a Crash? 

The market timer's defence: 'If I wait for a crash, I can buy at lower 

prices and do better than the SIP investor.' This is theoretically true — 

and empirically almost never achieved. 

The data on lump-sum investing at market lows shows two problems: 

first, investors who are waiting rarely actually buy at the bottom. The 

news is most frightening at the trough, and most waiting investors are 

actually most reluctant to invest at exactly the moment prices are 

lowest. Second, even if they perfectly time the crash entry, the years of 

missed compounding during the waiting period overwhelmingly 

outweigh the benefit of the lower entry price in all but the most severe 

crashes (−40% or more). 

In the 2020 COVID crash, the Nifty fell 38% from peak to trough. An 

investor who perfectly timed the March 2020 bottom after waiting 3 
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years still underperformed the systematic SIP investor by 

approximately ₹18 lakh at the 10-year mark — because the SIP 

investor had been compounding for 3 additional years during the wait. 

The Fix — Systematic Investment, Every Month, No 

Exceptions 

> THE FIX: Invest a fixed amount every month on a fixed date — > 

regardless of market level, economic news, or your own feelings about 

> the market 

The fix is not complex. It is a Standing Instruction in your bank account 

— ₹X deducted automatically on the 2nd of every month, invested 

immediately into your chosen equity SIP or direct stock allocation. 

The Standing Instruction removes the human decision from the 

equation. You do not decide whether to invest this month. The system 

decides — and the system always says yes. 

Three Rules for Eliminating Timing Mistakes 

1. Set up a Standing Instruction today. The amount should be a 

minimum of 20% of take-home salary — ideally 25 to 30%. This 

investment happens before any other spending decision. 

2. Never pause the SIP for market reasons. The only acceptable reason 

to pause is a genuine personal cash flow crisis — job loss, medical 

emergency. 'The market seems expensive' is never a reason. It is the 

most expensive reason to pause. 

3. When the market corrects 15%+, add to your investment — do not 

reduce it. Corrections are the one situation where adding capital 

beyond your standard SIP is genuinely beneficial. But this is additional 

to the standard SIP, never instead of it. 

> VALUE OF THE FIX ₹68 lakh 15-year value of fixing this mistake > 

for the reference investor 
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C h a p t e r  2 4  

Mistake 2 

Chasing Tips and Hot Stocks 

> MISTAKE: Buying stocks on tips from friends, TV analysts, 

WhatsApp > groups, and social media — then holding the losses while 

the tipper > moves on 

The message arrives in the WhatsApp group at 9:17am, just before the 

market opens. 'Multibagger alert: XYZ Pharma. Target ₹400. It's going 

to 3x in 6 months. Buy now before institutional interest kicks in.' 

By 9:30am, the stock is up 8% on opening. By 9:45am, you have 

bought 200 shares at ₹148. By 11am, the stock is at ₹155 and you feel 

like a genius. By the end of the week, it is at ₹140. By month three, it 

is at ₹92. The WhatsApp group has moved on to the next 'multibagger 

alert'. 

You are holding a 38% loss and wondering what to do. 

This story — in its precise details or its rough outline — has played out 

in millions of Indian retail investor accounts. It is the second most 

destructive investing mistake in the country, and it is entirely driven 

by a psychological cocktail of FOMO, social validation, and the very 

human desire to find a shortcut to wealth. 

Why Tips Consistently Destroy Wealth 

The Information Asymmetry Problem 

Every tip has an originator — someone who decided to share this 

'opportunity' with you. The critical question most investors never ask: 

why is this person sharing this information with me? 
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In the best-case scenario, the originator genuinely believes in the stock 

and wants to share the opportunity. But they have no systematic edge. 

Their conviction is based on the same incomplete information 

available to everyone — often a news headline, a management 

interview, or an unverified rumour. Their confidence is not evidence 

of correctness. 

In the worst-case scenario — which is more common in WhatsApp and 

Telegram 'operator groups' than most investors realise — the tipster 

has already bought the stock at a lower price and is using the group to 

create the buying pressure needed to drive the price up so they can sell 

to you at a profit. This is called 'pump and dump', and SEBI has 

prosecuted numerous such operators in India. The retail investor is the 

exit liquidity for the operator. 

The Recency Bias Amplifier 

Hot stocks create a self-reinforcing loop of attention. A stock that has 

risen 40% in three months generates news coverage, social media 

posts, investor group discussions, and television analyst coverage. 

More attention brings more buyers. More buyers drive the price 

higher. More price rise generates more attention. By the time the 

average retail investor hears about the stock, they are typically arriving 

at the third or fourth act of the story — after most of the legitimate gain 

has already occurred. 

SEBI's own research shows that retail investors consistently buy stocks 

after significant price appreciation — precisely when the risk-reward 

ratio has deteriorated most sharply. The average retail investor in a hot 

stock buys at prices that are already 30 to 50% above where the initial 

price discovery occurred. 

The Loss-Holding Trap 

The most expensive phase of the tip-chasing mistake is not the initial 

loss. It is the holding period. When a tip-bought stock falls below the 
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purchase price, most retail investors enter a psychological trap: selling 

feels like admitting a mistake, so they hold. 'I'll wait for it to come 

back.' The stock continues falling. The loss grows. At some point — 

often at a 40 to 60% loss — the investor gives up and sells. By this time, 

the capital that could have been deployed in quality compounding 

assets for months or years has been sitting in a failing position. 

The Case Study: Rahul's Portfolio of Tips 

Rahul is 35. He has been investing for 6 years. He allocates ₹10,000 

per month to 'opportunity investing' — acting on tips from his network. 

Over 6 years, he has made approximately 40 tip-based trades. Here is 

the actual aggregate outcome: 

———————————————————————-- Metric Rahul's Quality 

SIP (Same Experience Capital) ————————- ———————- ———

————- Total capital deployed ₹7,20,000 ₹7,20,000 

Number of positions 40 trades 3 quality SIPs opened 

Average holding period 8 months Continuous 

Win rate 38% of trades 73% of months positive profitable 

Average gain on winners +24% (held briefly) +13% annual 

compounding 

Average loss on losers −37% (held too long) Max drawdown −18% 

(2020) 

Total brokerage and taxes ₹38,000 (STCG + STT) ₹8,200 (LTCG 

minimal) paid 

Current portfolio value ₹5,84,000 ₹13,40,000 

Net loss vs quality SIP — −₹7,56,000 worse off ———————————

————————————-- 

Rahul's tip-based portfolio is worth ₹5.84 lakh — a loss of ₹1.36 lakh 

on ₹7.2 lakh invested. His quality SIP alternative would have returned 
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₹13.4 lakh — a gain of ₹6.2 lakh on the same capital. The gap: ₹7.56 

lakh. And this is just the ₹10,000/month 'opportunity' allocation — 

not his full portfolio. 

The Full 15-Year Cost of Tip Chasing 

If the reference investor (₹25,000/month) directs 40% of their 

investment budget (₹10,000/month) toward tip-based investing and 

60% toward quality SIP, versus directing 100% toward quality SIP: 

———————————————————————— Year 100% Quality SIP 

60% SIP + 40% Cost of Tip Portfolio Tips Portfolio Allocation ————

— —————— —————— —————— Year 5 ₹22,08,000 ₹16,70,000 

−₹5,38,000 

Year 10 ₹55,20,000 ₹37,40,000 −₹17,80,000 

Year 15 ₹1,44,80,000 ₹91,40,000 −₹53,40,000 ———————————

————————————— 

The tip allocation — generating approximately −5% annual return on 

the allocated capital (consistent with SEBI's findings on retail F&O and 

momentum traders) — costs the investor ₹53.4 lakh over 15 years 

versus simply directing that same capital to quality SIP. 

> COST OF THIS MISTAKE ₹54 lakh 15-year cost of directing 40% of 

> investment capital to tips 

The Fix — A Three-Question Filter for Every Stock Purchase 

> THE FIX: Before buying any stock, answer three questions. If you > 

cannot answer all three clearly and independently, do not buy. 

4. What is the business? Describe in two sentences what this company 

does, how it makes money, and who its major competitors are. If you 

cannot answer this without looking it up, you do not know the business 

well enough to own it. 
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5. What is the valuation? What is the stock's current P/E ratio? How 

does it compare to its 5-year average P/E and to its sector peers? Is 

there a specific reason the stock deserves a premium or discount to its 

historical valuation? 

6. Why now? What has changed in the business fundamentals — not 

the stock price — that makes this a good time to invest? If the only 

answer is 'the stock has gone up a lot recently', that is not a reason to 

buy. 

These three questions take 20 to 30 minutes of research for any stock. 

Any 'opportunity' that cannot survive this 30-minute filter is not an 

opportunity — it is a tip. Every tip that collapses under 30 minutes of 

basic research is a loss you just avoided. 

The Whitelist Strategy 

Create a whitelist of 10 to 15 quality companies you have researched 

thoroughly — businesses you understand, with strong fundamentals, 

that you would be comfortable owning for 5 to 10 years. Only buy 

stocks from this whitelist. When a tip arrives, check the three-question 

filter and then check whether the company meets whitelist criteria. If 

it does not pass both tests, it goes in the bin. 

This strategy eliminates tip-chasing entirely without requiring you to 

do exhaustive research on every tip. The whitelist is your pre-approved 

universe. Everything outside it requires a compelling, research-backed 

reason to enter. 

> VALUE OF THE FIX ₹54 lakh 15-year value of redirecting tip > 

capital to quality investments 
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C h a p t e r  2 5  

Mistake 3 

Over-Diversification 

> MISTAKE: Owning 40+ stocks, 15+ mutual funds, and calling it a > 

'diversified portfolio' — while generating index returns at higher > cost 

and individual stock risk 

Open the demat account of the average Indian investor with five or 

more years of experience and you will typically find something that 

looks like this: 43 stocks across 12 sectors, 9 mutual funds (3 large-cap, 

2 mid-cap, 1 small-cap, 2 sectoral, 1 international), 2 ETFs, and a 

scattering of IPO allotments from five years ago. 

The investor calls this 'diversification'. It is not. It is diworsification — 

the destruction of portfolio returns through excessive fragmentation. 

Warren Buffett famously said that diversification is protection against 

ignorance — and that it makes little sense for those who know what 

they are doing. For Indian retail investors, the relevant translation is 

simpler: owning 40 stocks does not reduce your risk. It reduces your 

returns. 

The Mathematics of Over-Diversification 

When Diversification Stops Helping 

Academic research in Indian equity markets consistently shows that 

the marginal risk reduction from adding stocks to a portfolio becomes 

negligible beyond approximately 15 to 20 well-chosen, uncorrelated 

holdings. A portfolio of 12 to 15 quality stocks across 6 to 7 sectors 

captures approximately 90 to 95% of the diversification benefit 

available from a 50-stock portfolio. 
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What the 40-stock portfolio has that the 15-stock portfolio does not: 

administrative complexity, lower conviction per position, inability to 

monitor all holdings adequately, and — most importantly — dilution 

of your best ideas with your 30th-best ideas. 

The Fund Overlap Problem 

Most investors who hold multiple mutual funds do not realise how 

heavily they overlap. A large-cap fund, a Nifty 50 index fund, a flexi-

cap fund, and a multi-cap fund typically hold many of the same top 15 

to 20 stocks. An investor holding all four is not diversified across four 

strategies — they are holding the same 15 stocks four times with four 

sets of expense ratios. 

Practical example: an investor holds HDFC Flexicap, Mirae Asset 

Large Cap, Axis Bluechip, and Nifty 50 Index Fund. Combined top 10 

holdings across these four funds: HDFC Bank, ICICI Bank, Reliance, 

Infosys, TCS, L&T, Axis Bank, Bajaj Finance, Kotak Mahindra Bank, 

HUL — which are also the top 10 holdings of the Nifty 50 index. This 

investor is paying four sets of expense ratios to own the Nifty 50. 

The Performance Impact of Over-Diversification 

Consider two investors with the same ₹25,000 monthly investment: 

———————————————————————-- Portfolio Holdings 

Expected Expected Outcome Return at Year 15 ——————- ————— 

————— ——————- Concentrated 12 stocks, 3 14--16% p.a. 

₹1,62,00,000 (12--15 quality mutual funds stocks) 

Over-diversified 43 stocks, 16 11--12% p.a. ₹1,10,00,000 (40+ stocks, 

15 funds funds) 

Difference — −3 to −4% p.a. −₹52,00,000 ——————————————

—————————-- 

The return difference is not arbitrary. It reflects three real costs of 

over-diversification: higher total expense ratios across multiple funds, 
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transaction costs of managing 40+ individual positions, and the 

performance drag of the 25th-best stock idea pulling down returns 

generated by the top 15 ideas. 

The Monitoring Problem 

Quality investing requires monitoring. You need to read quarterly results, 

follow management commentary, understand sector dynamics, and 

assess whether your investment thesis remains intact. For 12 quality 

stocks, this is manageable — perhaps 3 to 4 hours per quarter. 

For 43 stocks: mathematically impossible to do properly. The investor 

either spends an unrealistic amount of time monitoring, or — more 

commonly — stops monitoring properly. Positions drift. Problem 

stocks are not identified early. The portfolio becomes a collection of 

forgotten commitments. 

The Case Study: Meera's 47-Stock Portfolio 

Meera is 40, has been investing for 12 years. She holds 47 stocks — 

accumulated through a combination of SIPs, IPOs, tips, and annual 

'portfolio additions'. Her top 10 holdings represent 28% of portfolio 

value. The remaining 37 stocks represent 72% of value — an average of 

1.95% each. 

The problem: the 37 smaller positions are too small to meaningfully 

contribute to returns if they perform well, but large enough to cause 

real damage if they fail. A stock that doubles from a 2% position adds 

2% to total returns. A stock that falls 80% from a 2% position costs 

1.6% of total portfolio. The asymmetry works against the investor — 

gains are muted, losses are real. 

Meera's 12-year annualised return: 9.8%. The Nifty 50 index over the 

same period: 12.4%. Her over-diversification cost her 2.6% annually 

for 12 years — approximately ₹28 lakh on her portfolio size. 

> COST OF THIS MISTAKE ₹38 lakh 15-year cost of > over-

diversification (3% annual return drag) 
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The Fix — The Portfolio Quality Audit 

> THE FIX: Reduce to 10--15 high-conviction stocks and 2--3 > non-

overlapping mutual funds. Cut everything else. 

Step 1: The Portfolio Audit 

7. List every holding with: current value, cost price, holding period, 

and one-sentence investment thesis. 

8. Highlight every holding where you cannot write the investment 

thesis from memory. These are candidates for exit. 

9. Check mutual fund overlap using a tool like ValueResearch or 

Morningstar's portfolio overlap checker. Any two funds with more 

than 50% portfolio overlap — exit the lower-rated one. 

10. Identify your 10 to 15 highest-conviction holdings — the stocks you 

would add to if they fell 20%. These form the core portfolio. 

Step 2: The Exit Plan 

Exit all holdings that failed Step 1 — but do it tax-efficiently. Holdings 

with losses: exit immediately — you get a tax loss that can be set off 

against gains. Holdings with gains held for more than 12 months: exit 

up to ₹1.25 lakh of LTCG annually tax-free (the annual LTCG 

exemption). Holdings with short-term gains: hold until the 12-month 

mark to qualify for the lower LTCG rate. 

Step 3: The New Architecture 

Target portfolio structure after the audit: 10 to 15 direct equity 

holdings (all F&O-eligible for covered call income), 2 to 3 mutual funds 

(one Nifty 50 index, one flexi-cap, one mid-cap — verified non-

overlapping), and a 10 to 15% cash reserve. Nothing else. 

> VALUE OF THE FIX ₹38 lakh 15-year value of consolidating to a > 

focused, high-conviction portfolio 
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C h a p t e r  2 6  

Mistake 4 

Ignoring Tax 

> MISTAKE: Redeeming investments before 12 months, not 

harvesting > annual LTCG exemption, and choosing tax-inefficient 

instruments 

Tax management is the most consistently overlooked lever of 

investment returns in India. Not because it is complicated — the rules 

are straightforward. Not because the amounts are small — as you will 

see, tax inefficiency costs the average investor lakhs of rupees over a 

15-year period. But because most investors focus entirely on gross 

returns and treat tax as an afterthought. 

The investor who earns 13% on equity and keeps 13% is in a different 

league from the investor who earns 13% and keeps 10% after poor tax 

decisions. Over 15 years, that 3% difference compounds into a gap 

measured in crores. 

The Four Tax Mistakes — Each With a Price Tag 

Tax Mistake A: Redeeming Before 12 Months 

Short-term capital gains (STCG) on equity are taxed at 20%. Long-

term capital gains (LTCG) — on holdings of 12 months or more — are 

taxed at 12.5% on gains above ₹1.25 lakh. The difference: 7.5 

percentage points of tax rate. 

On a ₹3 lakh profit: STCG tax = ₹60,000. LTCG tax (above ₹1.25L 

exemption) = ₹21,875. Difference: ₹38,125 — on a single transaction. 
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Indian retail investors consistently redeem equity positions before the 

12-month mark — either due to market anxiety, need for liquidity, or 

simply not tracking holding periods. The aggregate STCG tax paid by 

investors who held for 11 months instead of 13 months represents one 

of the largest unnecessary tax costs in the system. 

Tax Mistake B: Not Using the Annual ₹1.25 Lakh LTCG 

Exemption 

Every financial year, the first ₹1.25 lakh of long-term capital gains on 

equity is completely tax-free. This exemption is not automatic for 

unrealised gains — you must realise the gains by selling and rebuying 

to reset the cost basis. 

An investor who uses this exemption every year for 15 years, in effect 

earns ₹1.25 lakh tax-free per year — a total of ₹18.75 lakh of tax-free 

gains over 15 years. At 12.5% LTCG, the tax saving over 15 years: 

approximately ₹2.34 lakh. Reinvested at 13% for the remaining years, 

this ₹2.34 lakh generates an additional ₹4.5 lakh by Year 15. 

Most Indian investors never use this exemption systematically. It 

requires selling and buying back at current prices every March — a 30-

minute annual activity that is worth ₹4.5 lakh over 15 years. 

Tax Mistake C: Choosing Traditional Insurance-Investment 

Products 

LIC endowment policies, ULIPs, and money-back policies are tax-

inefficient investment-insurance hybrids that deliver the worst of both 

worlds: inadequate insurance cover and mediocre investment returns 

(typically 4 to 6% p.a.) trapped inside an insurance wrapper with a 5 

to 10-year lock-in. 

The comparison that every ULIP and endowment buyer should see: 

—————————————————————————- Instrument Annual 

Return Lock-in Value at Premium / Year 15 Investment ——————- 
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————-- ———— ————- ————-- LIC Endowment ₹1,00,000 

\~5% p.a. 15--20 years \~₹20,90,000 (₹1L/yr) 

Term Insurance + ₹12,000 term + 13% on SIP None \~₹44,30,000 

Equity SIP ₹88,000 SIP 

Difference on same — — — +₹23,40,000 ₹1L/yr spend ———————

——————————————————- 

The term insurance provides 10x more coverage than the endowment 

policy. The SIP generates 2.1x more corpus. The endowment buyer 

pays more, gets less insurance, and builds less wealth. All while 

believing they are 'safe' because their money is in an insurance 

product. 

Tax Mistake D: F&O Income Misclassification 

F&O income (including covered call premiums) is non-speculative 

business income, taxable at the investor's income tax slab rate. Many 

investors either do not declare it (tax evasion — illegal and increasingly 

detectable as SEBI and the IT department share transaction data) or 

misclassify it as capital gains. Both approaches create tax risk. 

The correct approach: treat all F&O income as business income, file 

ITR-3, claim all legitimate deductions (brokerage, platform 

subscriptions, advisory fees, proportionate internet expenses), and 

pay advance tax quarterly if liability exceeds ₹10,000. A qualified CA 

familiar with trading taxation is the correct advisor for this. 

The Combined 15-Year Tax Cost 

Tax Mistake** **Annual Tax **15-Year Compound Cost 

Impact ———————— —————-- —————————- STCG vs LTCG 

(redeeming ₹28,000 extra tax ₹89,000 in excess tax + early, twice per 

year) ₹2.8L compounding loss 
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Unused LTCG exemption ₹15,625 lost tax ₹4,50,000 in foregone 

saving tax-free compounding 

ULIP / endowment vs ₹47,000 annual ₹23,40,000 wealth gap at SIP 

+ term return gap Year 15 

Total estimated 15-year — \~₹31,00,000 tax inefficiency cost ————

———————————————————-- 

> COST OF THIS MISTAKE ₹31 lakh 15-year cost of tax inefficiency > 

for the reference investor 

The Fix — The Four Tax Efficiency Rules 

> THE FIX: Four rules that take 2 hours per year and save lakhs over 

a > decade 

11. The 12-month rule: never redeem equity holdings before 12 months 

except in a genuine financial emergency. Set a calendar reminder on 

every purchase date — 11 months later, flag the position for review. If 

the thesis has changed, sell on or after the 12-month anniversary. 

Never before. 

12. Annual LTCG harvest in March: every March, identify equity 

holdings where you have LTCG within the ₹1.25 lakh exemption. Sell 

them and immediately rebuy the same shares (next day or same day in 

some cases). The cost basis resets. The gain is realised tax-free. This is 

completely legal and is specifically intended by the tax law. 

13. Replace insurance-investment hybrids with term + equity: 

calculate the surrender value of any ULIP or endowment policy older 

than 3 years (within the lock-in, exiting may not be optimal). For 

policies within the first 3 years, exit immediately and redirect to term 

insurance + equity SIP. For older policies, consult a fee-only financial 

advisor on the optimal exit strategy. 

14. Use a CA for F&O income: if you earn any F&O income (covered 

calls, cash-secured puts, spreads), engage a CA who understands 

trading taxation from Year 1. The fee is a deductible business expense. 
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The cost of getting it wrong — penalties, interest, and potential notice 

— far exceeds the CA fee. 

> VALUE OF THE FIX ₹31 lakh 15-year value of implementing all four 

> tax efficiency rules 
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C h a p t e r  2 7  

Mistake 5 

Panic Selling 

> MISTAKE: Selling quality equity during market corrections — then 

> watching the recovery happen without you, and buying back at 

higher > prices 

Of the five mistakes in this book, panic selling is the most expensive. 

It is also the most understandable — and the most completely 

preventable with a pre-defined system. 

Every investor who has lived through a significant market correction 

knows the feeling. The portfolio is down 25%. The news is uniformly 

negative. Everyone on social media seems to be selling. Your brother-

in-law sold last month and is now telling you he 'called it'. The RBI is 

raising rates, global funds are exiting India, there is a geopolitical crisis 

somewhere in the world. 

The urge to sell is not irrational. It is a survival instinct — cut the loss 

before it gets worse, move to safety, wait for the storm to pass. But in 

equity investing, acting on this instinct at the wrong moment destroys 

more wealth than any single other decision an investor makes. 

The Anatomy of a Panic Sale — And Its True Cost 

Let us trace exactly what happens to a panic seller through a market 

correction, using the 2020 COVID crash as the reference event. Our 

investor has ₹20 lakh in a quality equity portfolio in January 2020. 

————————————————————————- Date Nifty Investor 

Action Portfolio Level Value ————— ————- ————————- ——

———-- Jan 2020 12,430 Invested — no concerns ₹20,00,000 
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Feb 28 (−8% 11,631 Starting to worry. ₹18,40,000 from high) 

Checking portfolio twice daily. 

Mar 6 (−14% 10,990 Talked to friends — ₹17,20,000 from high) 

'everyone is selling' 

Mar 12 (−23% 9,590 PANIC SELLS full ₹15,40,000 cash from high) 

portfolio. Moves to FD. in FD 

Mar 24 (−39% 7,610 Relief — 'I got out at ₹15,40,000 in FD from high 

— the right time' trough) 

Apr 30 (−20% 9,860 Watching market recover. ₹15,40,000 + from 

Jan high) 'Will wait for lower ₹6,000 FD levels.' interest 

Jun 30 (−6% 11,654 Told self 'waiting for ₹15,50,000 in FD from Jan 

high) 10,000 before re-entering' 

Nov 30 (above 12,771 Shocked — market above ₹15,70,000 in FD Jan 

high) where they sold. Still waiting. 

Dec 31 (Nifty 13,982 Re-entered market at ₹14,80,000 +15% from Jan 

13,500 — 'market invested after high) confirmed up' tax ———————

—————————————————- 

The investor sold ₹20 lakh of equity for ₹15.4 lakh (a 23% loss). Sat in 

cash for 9 months earning minimal FD interest. Then re-entered at 

Nifty 13,500 — 77% higher than the trough — with less capital (₹14.8 

lakh after tax on the loss and FD interest). 

Compare to the investor who held throughout: ₹20 lakh fell to ₹12.2 

lakh at the March trough, then recovered to ₹23 lakh by December 

2020. The non-seller had ₹23 lakh. The panic seller had ₹14.8 lakh in 

re-invested equity. The gap: ₹8.2 lakh in one year. 

The 15-Year Compounding Cost of Panic Selling 

The single panic sale event described above cost ₹8.2 lakh in Year 1. 

But the compounding cost is far larger — because the reduced capital 

base compounds forward for the remaining years. 
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Year** **Non-Panic Seller **Panic Seller **Growing Gap 

Portfolio Portfolio ————— —————— —————— —————— Year 

1 (2020) ₹23,00,000 ₹14,80,000 −₹8,20,000 

Year 3 (2022) ₹31,80,000 ₹20,40,000 −₹11,40,000 

Year 5 (2024) ₹42,60,000 ₹27,40,000 −₹15,20,000 

Year 10 (2029) ₹78,20,000 ₹50,30,000 −₹27,90,000 

Year 15 (2034) ₹1,43,80,000 ₹92,40,000 −₹51,40,000 ———————

————————————————— 

A single panic sale during one correction costs ₹51.4 lakh in lost 

compounding over 15 years. Most investors who panic sell once will 

panic sell again during the next correction — multiplying this cost. The 

average Indian investor who panics at every significant correction 

(historically, one every 2 to 3 years) will panic sell multiple times in a 

15-year period, each time resetting the compounding clock. 

> COST OF THIS MISTAKE ₹87 lakh 15-year cost of two panic sales > 

(average pattern for serial panic sellers) 

Why Panic Selling Feels Right — And Is Wrong 

The Sunk Cost Confusion 

When an investor sells at a 23% loss, the loss is real and irreversible. 

But the decision to sell was based on the portfolio's past performance 

— a sunk cost that cannot be recovered. The correct question is not 

'what has this investment done so far?' but 'what will this investment 

do from here?' If the answer to the second question is positive (quality 

equity in India's growing economy, held by institutional and long-term 

investors, representing genuine business value), the sell decision is 

wrong regardless of the recent price performance. 
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The False Safety of Cash 

Selling into cash during a correction feels safe. It is not. Cash in a 

savings account or FD, earning 3 to 7%, is losing purchasing power 

against inflation of 5.5%. The 'safety' of cash is an illusion — it is a slow 

loss rather than a fast one. The only genuine safety in long-term wealth 

building is staying invested in quality assets through volatility. 

The Re-Entry Problem 

The practical impossibility that every panic seller eventually faces: 

when do you re-enter? After a crash, the news does not suddenly turn 

positive at the trough. It typically turns positive gradually, over 

months, as evidence of recovery accumulates. By the time the 

environment feels safe enough to re-enter, the market has already 

recovered substantially. The panic seller consistently buys back at 

prices higher than where they sold. 

The Fix — The Pre-Committed Correction Protocol 

> THE FIX: Write down, in advance, exactly what you will do when the 

> market falls 10%, 20%, and 30%. Then do exactly that — nothing 

more, > nothing less. 

Panic selling happens because investors make decisions reactively, 

under stress, without a framework. The fix is to make all major 

decisions in advance — during calm periods — so that when the 

correction arrives, you execute a plan rather than react to fear. 

The Written Correction Protocol 

Every investor should have a written Market Correction Protocol. Here 

is the template: 
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Market **My Action** **What I Do NOT Do 

Falls ————- ————————- ——————————-- Up to 10% 

Nothing. Continue SIP. Do not reduce SIP. Do not check This is normal 

portfolio more than once per volatility. week. 

10--20% Continue SIP. Consider Do not sell anything. Do not 

deploying 30% of cash talk to people who are reserve into quality 

panicking. stocks. 

20--30% Continue SIP. Deploy Do not sell. Do not 'wait for remaining 

cash reserve lower levels'. Buy at systematically over 4--6 intervals. weeks. 

30%+ (crash) Maximum deployment. Add Do not sell unless a 

holding's to quality positions fundamental thesis is broken. 

aggressively. ———————————————————————— 

Print this protocol. Sign it. Keep a copy with your investment records. 

When the next correction arrives — and it will — take out this document 

before opening your broker app. Read it. Then act according to the plan. 

The Bear Proof Layer as Panic Prevention 

The single most effective anti-panic tool is the protection layer from 

Book 5 of this series. An investor whose Nifty Put options are 

generating profit during a crash does not feel the same urge to panic 

sell — because the hedge is working exactly as designed. The financial 

cushion of the put profit provides the emotional space to stay invested 

in equity and even to buy more at lower prices. 

The investor who panicked and sold during March 2020 was fully 

exposed — no protection, watching paper losses grow daily. The 

investor running the Bear Proof system saw their Nifty Puts generating 

₹4 to 6 lakh of profit while the equity fell. The difference in 

psychological experience was profound. The hedged investor stayed 

invested and bought more. The unhedged investor panic sold. 

> VALUE OF THE FIX ₹87 lakh 15-year value of eliminating two panic 

> sale events through pre-committed protocol + protection 



113 

C h a p t e r  2 8  

The Compounded Cost — All Five 

Mistakes Together 

Each mistake has been calculated independently. But the five mistakes 

are not independent events — they interact and compound. The 

investor who times the market also tends to chase tips while waiting. 

The tip chaser tends to panic sell when the tips go wrong. The over-

diversified portfolio makes it harder to monitor quality, leading to 

more reactive decisions. And tax inefficiency extracts its toll quietly 

across all of these events. 

This chapter shows the true, combined cost of all five mistakes — and 

the complete wealth picture of the investor who makes all of them 

versus the one who makes none. 

The Two Portfolios — Side by Side Over 15 Years 

Reference investor: ₹25,000 per month investment budget, ₹1 lakh 

take-home salary, starting at age 30. 

Year** **The Mistake **The Disciplined **The Gap 

Investor Investor ————— ——————- ——————- ————— Start 

(Age 30) ₹0 ₹0 ₹0 

Year 1 ₹2,10,000 ₹3,30,000 ₹1,20,000 

Year 2 ₹5,40,000 ₹8,40,000 ₹3,00,000 

Year 3 ₹7,20,000 ₹14,90,000 ₹7,70,000 

Year 5 ₹14,80,000 ₹31,40,000 ₹16,60,000 

Year 7 ₹23,10,000 ₹55,20,000 ₹32,10,000 
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Year 10 ₹38,60,000 ₹1,04,30,000 ₹65,70,000 

Year 12 ₹51,40,000 ₹1,50,80,000 ₹99,40,000 

Year 15 (Age ₹72,30,000 ₹2,50,70,000 ₹1,78,40,000 45) ——————

—————————————————-- 

The Mistake Investor: same income, same starting capital, invested for 

the same 15 years. Has ₹72.3 lakh at age 45. 

The Disciplined Investor: same everything. Has ₹2.50 crore at age 45. 

The gap: ₹1.78 crore. This is the price of the five mistakes — paid over 

15 years, accumulated through bad timing, tip losses, diversification 

drag, tax waste, and panic selling. It is not the market's fault. It is not 

bad luck. It is five specific, fixable behaviours. 

> COST OF THIS MISTAKE ₹1.78 crore Combined 15-year wealth gap 

from > all five mistakes 

The Mistake Investor's Journey — What Goes Wrong Year 

by Year 

Years 1--3: The Timing and Tip Phase 

The Mistake Investor spends the first 18 months watching the market, 

waiting for the right entry. Meanwhile, ₹25,000 per month 

accumulates in a savings account. When they finally invest, it is partly 

in quality SIP and partly in the hot stocks from their WhatsApp group. 

The SIP underperforms because it started late. The hot stocks 

immediately begin their predictable decline. By Year 3, the portfolio is 

fragmented and underperforming. 

Years 3--6: The Diversification Phase 

Having been burned by tips, the investor decides to 'diversify 

properly'. They open accounts with multiple fund houses, buy 5 SIPs 

across various categories, continue adding direct stocks from research 

and tips, and accumulate IPO allotments. By Year 6, the portfolio has 
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38 stocks and 11 mutual funds. The administrative burden is 

enormous, monitoring is superficial, and performance is index-like at 

best. 

Years 6--10: The First Major Correction 

A significant market correction arrives. The investor's over-diversified 

portfolio — with limited protection and no pre-committed correction 

protocol — falls sharply. Many of the smaller holdings have weak 

fundamentals and fall more than the index. The panic sell triggers. 

Some quality holdings are sold. The recovery happens partly without 

them. By Year 10, they are significantly behind where they should be. 

Years 10--15: The Tax and Compounding Drag 

In the second decade, the tax mistakes compound with the earlier 

wealth destruction. STCG from reactive trading continues to extract 

unnecessary tax. The LTCG exemption is never used. The endowment 

policy purchased in Year 2 matures with mediocre returns. The total 

portfolio at Year 15: ₹72.3 lakh — a reasonable absolute number that 

masks the ₹1.78 crore it should have been. 

> THE SINGLE CONCLUSION The Mistake Investor is not a bad 

person or > a stupid investor. They are a well-intentioned investor who 

was never > given the right framework. Given the same income and 

the same markets, > the Disciplined Investor built ₹2.50 crore. The 

only difference is > five behaviours. 
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C h a p t e r  2 9  

The Fixed Portfolio — What 

Correct Investing Looks Like 

The previous six chapters have focused on what goes wrong. This 

chapter shows what goes right — the complete picture of the 

Disciplined Investor's approach, translated into specific, actionable 

practices that any investor can implement this month. 

The Disciplined Investor's System 

On Timing 

Invests ₹25,000 on the 2nd of every month via Standing Instruction. 

Has not manually made an investment decision based on market level 

in 8 years. The standing instruction handles it. During the COVID 

crash, the standing instruction kept running — buying units at the 

lowest prices of the decade. When the market recovered, those low-

cost units generated extraordinary returns. 

On Stock Selection 

Maintains a whitelist of 15 quality companies — all researched 

independently, all understood fundamentally, all F&O-eligible. Only 

buys from this list. When tips arrive (and they always do), they are 

evaluated against the three-question filter and the whitelist criteria. In 

8 years, exactly one tip has ever passed both tests and been added to 

the portfolio. The rest were declined. 

On Diversification 

Holds 12 direct equity positions and 3 mutual funds (Nifty 50 index, 

flexi-cap, mid-cap — verified non-overlapping). Reviews the portfolio 
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quarterly. Exit decisions are based on fundamentals, not price 

performance. The portfolio is simple enough to monitor properly. 

On Tax 

Has a CA appointment in March every year for the annual LTCG 

harvest. Has never redeemed a position before the 12-month 

anniversary. Replaced the ULIP purchased in Year 3 with term 

insurance + direct equity. All covered call income is declared as F&O 

business income with full deduction claims. Estimated annual tax 

saving versus the undisciplined approach: ₹35,000 to ₹50,000. 

On Corrections 

Has the Written Correction Protocol printed and filed with investment 

documents. Has lived through two significant corrections in the past 8 

years. In neither case did the protocol permit selling. In both cases, the 

20% cash reserve was deployed systematically into quality stocks at 

discounted prices. Runs Nifty Put protection as described in Book 5. 

The protection paid out in 2020 and funded additional share 

purchases at the low. 

The Implementation Timeline — From Mistakes to System 

For the investor who currently makes all five mistakes, here is the 

implementation sequence: 

Month** **Action** **Mistake Fixed 

———-- ———————————-- ————————- Month 1 Set up 

Standing Instruction for Mistake 1 (Timing) monthly investment on 

2nd of month 

Month 1 Write your Correction Protocol. Mistake 5 (Panic) Print and 

file it. 

Month 2 Three-question filter: review all Mistake 2 (Tips) current 

holdings. Flag everything you cannot explain. 
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Month 2--3 Portfolio audit: identify top Mistake 3 12--15 conviction 

holdings. Plan (Diversification) exit for the rest. 

Month 3 Check mutual fund overlap. Identify Mistake 3 redundant 

funds for consolidation. (Diversification) 

Month 3 Consult CA for F&O income Mistake 4 (Tax) classification and 

advance tax plan. 

Month 3 Review insurance policies — Mistake 4 (Tax) separate term 

from investment. 

March LTCG harvest — sell and rebuy Mistake 4 (Tax) (annual) 

holdings to use ₹1.25L annual exemption. 

Month 4--6 Activate covered call income on Builds the Fix complete 

F&O lots as portfolio consolidates. 

Month 6 Buy first Nifty Put protection — Prevents Mistake 5 refer to 

Book 5 for sizing. ————————————————————————- 

Six months of deliberate action converts a mistake-prone portfolio into 

a disciplined system. The actions are not complex. They are not time-

consuming. They require approximately 4 to 6 hours per month for the 

first six months, then 30 to 60 minutes per week thereafter. 

The return on that time investment: ₹1.78 crore over 15 years. 

> THE PRIORITY ORDER There is no investment insight that is worth 

> more than fixing these five behaviours. Not a better stock pick. Not 

a > smarter fund choice. Not a more sophisticated options strategy. 

The > foundation — the five behaviours — is what everything else rests 

> on. Fix the foundation first. 

Where to Go From Here 

This book has focused on the five mistakes and their fixes. For each fix, 

there is a deeper strategy available in the series: 
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To replace timing with systematic investment: Book 3 — The Salary 

Investor 

To replace tips with quality stock selection: Book 1 — Buy. Protect. 

Rent. 

To build a focused, F&O-eligible portfolio that generates income: Book 

2 — The Friday Income Blueprint 

To generate liquidity without selling your best stocks: Book 4 — Don't 

Sell Your Shares 

To protect your portfolio against the crashes that trigger panic selling: 

Book 5 — The Bear Proof Portfolio 

To understand options as tools rather than as the speculation that 

destroys retail investors: Book 6 — Options Without Fear 

To build the complete self-sustaining wealth system: Book 7 — The 

Wealth Flywheel 

Each book goes deeper into one specific aspect of the correct 

framework. The present book — this one — removes the obstacles that 

prevent most investors from ever reaching those depths. 

Final Words 

From Mistakes to Mastery 

At the end of every workshop I run, after an entire day of portfolio 

building, covered calls, protection strategies, and compounding 

projections, I ask the group a question: 'Of everything you heard today, 

what was the single most valuable thing you are taking home?' 

Rarely does anyone mention a specific strategy. Almost always, what 

they say is some version of: 'I finally understand why I have been 

making less than I should have. Now I know what to fix.' 

That recognition — the moment a capable, intelligent investor 

understands that their below-average returns are not the market's 



120 

fault, not bad luck, and not a result of insufficient knowledge of 

complex strategies — is the most important shift in investing 

psychology. From that moment, everything changes. 

The five mistakes in this book are not made by uneducated investors. 

They are made by people who understand markets, follow financial 

news, and genuinely want to build wealth. The problem is not 

knowledge of facts. It is knowledge of behaviour — specifically, which 

behaviours are destroying returns that the market is perfectly willing 

to deliver. 

You now have that knowledge. The five mistakes are named, 

quantified, and — most importantly — fixed. The implementation plan 

is specific and sequenced. The rupee cost of each mistake is clear. The 

rupee value of the fix is equally clear. 

What remains is the same thing that always remains at the end of a 

book: the decision to act. 

The market opens Monday morning. Your Standing Instruction can be 

set up in ten minutes. Your Correction Protocol can be written tonight. 

Your portfolio audit can begin this weekend. The LTCG harvest can be 

calendared for next March. The CA can be called tomorrow. 

None of this requires a market rally. None of it requires a correction. 

None of it requires a special set of circumstances or a perfect moment. 

It requires only a decision to stop making the same five mistakes that 

have been costing you lakhs of rupees per year. 

Make that decision today. 

— Yogeshwar Vashishtha 

Mumbai, 2026 

This is Book 8 in the series: 

Book 1: Buy. Protect. Rent. 

Book 2: The Friday Income Blueprint 
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Book 3: The Salary Investor 

Book 4: Don't Sell Your Shares 

Book 5: The Bear Proof Portfolio 

Book 6: Options Without Fear 

Book 7: The Wealth Flywheel 

Book 8: The 5 Mistakes Every Indian Investor Makes 

For courses, workshops, and mentorship: 

www.pathfinderstrainings.com 
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P a r t  F o u r  

The Quantified Survival 
Framework 

Protection is not the opposite of returns but their source. This final 

part proves it with the arithmetic — showing how avoiding deep 

drawdowns adds long-term return, quantifying position sizing and 

survival, and demonstrating how the Protect pillar integrates with 

growth and income into the complete Invest–Protect–Rent machine. 
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C h a p t e r  3 0  

The Arithmetic of Survival 

Why avoiding drawdowns adds return 

 

Protection is usually argued for on grounds of safety, but the deeper 

case is mathematical: avoiding deep drawdowns does not merely feel 

safer, it produces higher long-term returns. This chapter works the 

arithmetic plainly, because once an investor sees the numbers, 

protection stops looking like a cautious sacrifice and starts looking like 

what it is — a direct driver of compounded wealth. 

The recovery math 

Begin with the asymmetry that governs everything. A loss requires a 

larger percentage gain to recover, and the relationship is punishing at 

the extremes. 

Loss Suffered Gain Needed 
to Recover 

At 15% p.a., 
Years to 
Recover 

−10% +11% ~0.8 years 

−20% +25% ~1.6 years 

−30% +43% ~2.6 years 

−40% +67% ~3.7 years 

−50% +100% ~5.0 years 

−60% +150% ~6.6 years 

−75% +300% ~9.9 years 

The gain required to recover from a given loss. The deeper the drawdown, the 

disproportionately larger the recovery needed — the mathematical case for 

avoiding deep losses. 
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The final column is the one that reframes everything. A fifty per cent 

loss does not just require a doubling to recover; at a healthy fifteen per 

cent annual compounding, it costs roughly five years simply to climb 

back to where you started — five years of compounding surrendered to 

a single drawdown. A seventy-five per cent loss costs nearly a decade. 

These are years stolen from the compounding that builds wealth, and 

they never come back. The investor who avoids the deep drawdown 

keeps those years; the investor who suffers it forfeits them. This is the 

precise, quantified reason that protection drives long-term returns: 

every deep hole avoided is years of compounding preserved. 

The drag of volatility on compounding 

There is a subtler mathematical point that deepens the case. 

Compounded returns are reduced by volatility itself, because the 

arithmetic of compounding penalises large swings. Two portfolios with 

the same average annual return will end at different values if one is 

more volatile than the other — the more volatile one ends lower, 

because its larger drops require disproportionately larger recoveries. 

This means that reducing the depth of drawdowns raises the 

compounded return even when the average return is unchanged. 

Protection, by smoothing the path and cutting the deep losses, does 

not merely preserve capital; it mathematically enhances the rate at 

which capital compounds. The steadier portfolio wins not despite its 

lower drama but because of it. 

What this means for the target return 

Apply this to the framework's benchmarks. The Invest pillar targets 

fifteen to eighteen per cent annual growth. That target is achievable 

over the long run only if the compounding runs uninterrupted — and 

a single fifty per cent drawdown, costing five years of recovery, can 

drag the realised long-term average far below the target even if the 

good years hit it. The Protect pillar is therefore not a separate goal 

competing with the growth target; it is a precondition for actually 
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achieving the growth target over time. An investor who compounds at 

eighteen per cent in the good years but gives back half every decade 

will realise a long-term return far below eighteen per cent. The one 

who compounds at a steadier fifteen and never gives back half may 

realise more. Protection is how the headline growth rate becomes the 

actual, realised, long-term growth rate. 

CHAPTER THIRTY IN A SENTENCE  A 50% loss 

costs roughly five years of compounding to recover at 

15% p.a.; volatility itself drags down compounded 

returns. Avoiding deep drawdowns is not a safety 

trade-off — it is a direct, quantified driver of long-term 

return. 

The arithmetic proves why protection matters. The next chapter turns 

it into concrete tools — the position-sizing and survival calculations 

that keep every loss small enough that the deep drawdown never 

happens. 
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C h a p t e r  3 1  

The Survival Calculator 

Position sizing and the math of staying alive 

 

The arithmetic of survival becomes actionable through a single 

calculation repeated on every position: how large a position can be 

taken so that being wrong costs only a small, survivable fraction of 

capital. This chapter works that calculation as a practical calculator, so 

that the survival-first principle becomes a number the investor 

computes before every trade rather than a sentiment he admires after 

every loss. 

The position-sizing calculation 

The calculation rests on three inputs the investor controls: the total 

capital, the maximum fraction of it he is willing to lose on any one 

position, and the distance from his entry to his stop — the point at 

which he admits the position is wrong. From these, the position size 

follows directly: the rupee amount at risk, divided by the per-share 

risk, gives the number of shares. The result guarantees that if the stop 

is hit, the loss equals the predefined limit and no more. 

Risk per Trade ↓ / 
Stop Distance → 

5% stop 10% stop 15% stop 

0.5% (₹25,000) ₹5,00,000 ₹2,50,000 ₹1,66,667 

1.0% (₹50,000) ₹10,00,000 ₹5,00,000 ₹3,33,333 

2.0% (₹1,00,000) ₹20,00,000 ₹10,00,000 ₹6,66,667 

The survival calculator: position size for a ₹50 lakh portfolio at different risk-

per-trade limits and stop distances. Each cell shows the maximum position 

value (₹) so a stop-out costs exactly the risk limit. 
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Read the table and the discipline becomes concrete. On a fifty-lakh 

portfolio, an investor risking one per cent per trade with a ten-per-cent 

stop can take a position of five lakh — ten per cent of the portfolio. 

Tighten the stop to five per cent and the same one-per-cent risk allows 

a ten-lakh position; widen it to fifteen per cent and the position shrinks 

to about three and a third lakh. The wider the stop, the smaller the 

position must be to keep the loss constant — which is exactly right, 

because a wider stop means more can go wrong per share. This inverse 

relationship between stop distance and position size is the 

mathematical heart of never blowing up: it ensures that whatever the 

setup, the loss if wrong is always the same small, survivable fraction. 

Surviving the losing streak 

Position sizing bounds the single loss; surviving a string of losses 

requires understanding what a streak actually costs. Any sound 

strategy produces losing streaks by pure chance, and the investor must 

be sized to endure them without ruin or panic. 

Consecutive 
Losses 

Capital Lost 
(at 1%/trade) 

Capital 
Remaining 

5 losses ~5% ~95% 

10 losses ~10% ~90% 

15 losses ~14% ~86% 

20 losses ~18% ~82% 

The cumulative cost of a losing streak at 1% risk per trade. Even a long, unlucky 

run leaves the disciplined investor with the great majority of capital intact. 

This table is the quiet proof of why the one-per-cent rule works. Even 

twenty consecutive losses — an unlucky run few strategies ever 

produce — costs the disciplined investor less than a fifth of his capital, 

leaving him with over eighty per cent intact and fully able to continue. 

Compare this to the investor who risks ten or twenty per cent per 

position: a mere handful of losses wipes him out entirely. The small, 

consistent risk-per-trade limit is what converts the inevitable losing 

streaks from account-ending disasters into survivable, ordinary 
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events. This is the whole of never blowing up, reduced to a number: 

keep the per-trade risk small enough that no realistic streak can ruin 

you, and you have made ruin nearly impossible. 

CHAPTER THIRTY-ONE IN A SENTENCE  

Position size is capital times risk-percent, divided by 

stop distance — wider stops force smaller positions to 

keep the loss constant. At 1% risk per trade, even 

twenty straight losses leave over 80% of capital intact. 

Ruin becomes nearly impossible. 

The calculator makes survival a number on every trade. The final 

chapter shows how this survival discipline integrates with growth and 

income — how the Protect pillar completes, and enables, the Invest–

Protect–Rent machine. 
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C h a p t e r  3 2  

Protect in the Complete Machine 

How defence enables growth and income 

 

Protection is one pillar of a larger structure, and its purpose is fully 

visible only when placed within the whole. This final chapter shows 

how the Protect pillar integrates with Invest and Rent into the 

complete wealth machine — not as the cautious brake on the other two, 

but as the foundation that allows them to run without interruption, 

and thereby the quiet source of the machine's long-term power. 

How protection enables investing 

The Invest pillar builds a portfolio of quality businesses to compound 

over decades, and compounding's power lies entirely in its continuity 

— the uninterrupted running of returns upon returns over a long time. 

Protection is what guards that continuity. Without it, a single crash or 

catastrophic loss interrupts the compounding, and the arithmetic of 

the earlier chapters shows how costly each interruption is: years of 

compounding surrendered, the headline growth rate dragged below its 

target. With protection — a bear-proof structure, sensible sizing, no 

ruinous leverage — the portfolio survives the crashes that force 

unprotected investors to sell at the bottom, and the compounding runs 

on. Protection does not compete with the Invest pillar's growth target; 

it is the precondition for achieving it, because only the uninterrupted 

portfolio actually compounds at its long-run rate. 
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How protection enables renting 

The Rent pillar generates income by writing covered calls against the 

portfolio — income that depends entirely on continuing to hold the 

portfolio through time. A crash that forces the investor to liquidate 

does not merely dent his capital; it destroys his income engine, because 

there are no shares left to rent. Protection guards the rent by guarding 

the portfolio it is written against. The bear-proof structure, the cash 

reserve, and the disciplined sizing that let the investor hold through a 

crash are exactly what keep the covered-call income flowing across the 

cycle. And the income itself feeds back into protection: the one to one 

and a half per cent monthly premium provides a modest cushion in 

falling markets, softening drawdowns and making the portfolio 

incrementally easier to hold. Protect and Rent reinforce one another 

— protection preserves the income engine, and the income eases the 

burden of protection. 

The complete machine, with protection at its base 

Picture the whole machine now, with each pillar in its place. The Invest 

pillar grows the portfolio at the target fifteen to eighteen per cent 

through quality compounding. The Rent pillar draws one to one and a 

half per cent monthly income, reinvested to accelerate the growth or 

drawn as cash flow. And beneath both sits the Protect pillar — the bear-

proof structure, the survival-first sizing, the avoidance of the fatal 

mistakes — ensuring that no crash and no blow-up ever resets the 

machine to zero. The growth and the income are what the investor 

notices and celebrates; the protection is what he rarely thinks about 

until the crash comes, at which point it becomes the only thing that 

matters. It is the base of the machine, unglamorous and essential, and 

the arithmetic of this book has shown that it is not a cost paid for safety 

but a direct contributor to the long-term return, by preserving the 

continuity on which everything else depends. 



133 

The risk-proof investor 

To be a risk-proof investor is not to avoid risk — investing is the 

deliberate taking of risk for reward, and the investor who takes none 

earns nothing. It is to take risk in controlled, survivable amounts, so 

that no single event can ever end the game, and compounding can run 

for the decades it needs to build real wealth. It is to survive the crash, 

never blow up, and avoid the fatal mistakes — not as separate rules, 

but as the natural expression of a mind that has made survival its first 

commitment. Master this, and you have built the foundation on which 

the whole Invest–Protect–Rent machine stands. The growth will make 

you wealthy and the income will pay you along the way, but only if you 

are still standing to collect them. Protection is what keeps you 

standing. It is, in the end, the most important pillar of all — the one 

that makes the other two matter. 

CHAPTER THIRTY-TWO IN A SENTENCE  

Protection is the base of the machine: it preserves the 

continuity that lets the Invest pillar compound and the 

Rent pillar keep paying. Being risk-proof is not 

avoiding risk but taking it in survivable amounts — so 

you are still standing to collect the growth and income. 

With protection quantified, made operational, and placed within the 

complete framework, the work of this book is done. What remains is 

to draw the threads together. 
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Conclusion 

Survival Beats Brilliance 

 

You do not get rich by being brilliant. You get rich by not getting wiped 

out while compounding does its work. That was the argument at the 

start of this book, and every chapter since has been its proof. 

We built protection in three layers. Surviving the crash — the bear-

proof portfolio that bends but does not break when the market falls 

thirty, forty, fifty per cent, and that lets the prepared investor exploit 

the panic that ruins others. Never blowing up — the survival-first 

discipline of position sizing and stops, grounded in the brutal 

arithmetic of loss, that ensures no single position or mistake can end 

the game. And avoiding the fatal mistakes — the specific, recurring 

errors that destroy Indian investors again and again, each one named 

and neutralised. 

And we proved, with the arithmetic, the argument that runs beneath it 

all: that protection is not the enemy of returns but their source. A fifty 

per cent loss costs five years of compounding to recover; volatility itself 

drags down compounded wealth; the deep drawdown avoided is years 

of compounding preserved. The risk-proof investor earns superior 

long-term returns not despite his caution but because of it — because 

he compounds from a base that is never reset, while the brilliant 

blower-upper starts again and again from the bottom of a hole. 

This is the Protect pillar of the Invest–Protect–Rent framework, and it 

is the foundation beneath the other two. The growth of the Invest pillar 

and the income of the Rent pillar are real and powerful — but only for 

the investor who is still standing to collect them. Protection is what 

keeps you standing. So build the bear-proof portfolio, size every 
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position to survive, avoid the fatal mistakes, and let protection be what 

it truly is: not the brake on your wealth, but the foundation that makes 

it possible. Survive first. The compounding will do the rest. 
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