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An options writing strategy, to generate an additional cash-flow of 5-9% per annum 
on existing Stocks / Bonds / Mutual Funds Portfolios / Fixed-Deposits. 

Yield Cashflows on your portfolios, without selling out. 

INDEX
- Process
- Principles of writing options
- Methodology

- a) Position Sizing
- b) Option Type, Contract Expiry & Strike Price
- c) Risk-Management 

- i) Diversification
- ii) Deep OTM Writing
- iii) Natural & Synthetic Hedge

                                               Visit bit.ly/PM-CFS to how more or to  express your interest in implementing this strategy.                                                                         
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Process
You shall keep your Shares/Mutual Funds/Fixed Deposits as collateral against which a margin amount of upto 
80% of the value of your portfolio shall be released for trading in the Derivatives Segment. This margin released 
will be used for writing index options (Nifty options) & taking hedging positions. The writing of options aims at 
yielding cashflows out of the time-value decay & mis-pricing due to shorter term volatility & hedging positions are 
taken to control risks of writing options. The extent of cash-flows can be expected to be in the range of 5-9% per-
annum on the margin amount. 

Principles of writing options
The principle thought supporting this cash-flow generation strategy is to assess what is not likely to happen in a 
given time period, and monetise by selling the probabilities of unlikely events. To put it simply, This strategy of 
writing options is akin to working of an Insurance company. It collects small premiums to compensate for few but 
much larger payouts towards uncertain events. These Insurance companies are profitable because of statistical 
probabilities, likewise is the case for options writing.

Methodology
Writing of options is based on the phenomenon of higher occurrences of smaller profits & extremely low 
occurrences of larger losses. This makes it extremely crucial to manage your risk rightly in order to minimise the 
extent of losses when they occur. In order to manage risks we implement a very methodical approach to build an 
options writing position.  Also, this methodology has an open ended ability for the client to choose his risk 
preference and accordingly try to achieve a Risk/Return matrix. 

3 crucial components of this options writing strategy’s methodology are as below:
 

1.Position Sizing
2.Option Type, Contract Expiry & Strike Price
3.Risk Management 

1) Position Sizing

Based on the margins available the maximum number of options contracts that can be written are 
ascertained. After which, this is divided into 4-6 equal sets of positions that are taken spanned across 
a months time frame, this enables time-scape diversification. 3 major factors that are taken into   
consideration for deciding the size of each set of quantity are as follows:

a.Implied Volatility
b.Impending global news 
c.Upcoming economic events

 2) Option Type, Contract Expiry & Strike Price

This strategy consists of writing both the call and puts of near and further months, of strike prices 
mandatorily beyond 5% from the spot in any case. However, the decisions to choose the right strike 
prices (beyond 5% distance from spot), option type, strike price & contract expiry are based on a 
proprietary 4 factor quantitative model that uses Trend (Direction/Strength & Age) , Standard Deviations, 
Option Greeks & Implied Volatility. To quote an example of the usage of these decision principles, we 
would sell further off strikes with a certain degree of increase in IV’s (Implied Volatility) and if the IV 
expands beyond a threshold shift to the next months contract expiry in anticipation of reduction in IV. 
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3) Risk Management
During trading sessions, losses are manageable. However one risk that we are assuming while adopting 
this strategy is the over-night gaps risk. We’ve believe that heavy weighing has to be done on risk control 
to ensure capital safety from Extreme Loss scenarios. Efficient risk avoidance, control & management 
towards this risk exposure is achieved as follows:

a. Diversification:  Time Diversification & Value Diversification form an integral part of organic risk 
control. Option Writing Positions are taken over a period of time in varied instruments with different contract 
expires.

b. Deep OTM Writing: This strategy consists of writing both the call and puts of near and further 
months, of strike prices mandatorily beyond 5% from the spot in any case. However, the writing may 
happen of strikes that are further OTM (Beyond 5%) but in no case < 5%. This is a risk avoidance strategy 
based on the historic gap ups/downs in nifty the highest of them had been ~6%. Nonetheless, we believe 
that historic events do not guarantee the occurrences of future events & so opt to implement prudent 
hedging as per point (c). Also, in case of such extreme loss scenarios, operational aspects don’t allow 
squaring off of positions and hence, hedge becomes an essential aspect. 

c. Natural & Synthetic Hedge: Positions are opened over a period of time as per the position sizing 
methodology described above, this helps to leverage the profits of the first set of position as a natural 
hedge to compensate for the risk assumed in every following set of position opened. However, this natural 
hedge mechanism shall only be viable until partial positions have been opened. Once, we are in the 3rd 
week of the month and approaching a significant position built up we may hedge the positions by one of the 
3 methods as required: 

ii.Buying options that are further OTM then the written options
iii.Taking Contra positions in the weekly contract expires. 
iv.Taking position in futures (Here the quantity required is < 1/5 of 1 set of the options)

Visit bit.ly/PM-CFS to know more or to express 
your interest in implementing this strategy. 
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Disclaimer
PM Securities Equity Research (“Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the 
business of Equity Research. Equity Research. services offered by PM Securities Equity Research under SEBI Registration No.: INH000006013; 
Corporate Office: 406,Atlantic Commercial Towers, RB Mehta Road Ghatkopar East, Mumbai – 400077. Ph: +91-22-62554701
This Report has been prepared by PM Securities Equity Research in the capacity of a Research Analyst having SEBI Registration No. INH00000601 
and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any 
financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other sources 
believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment 
decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems 
necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and 
risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed 
may not be suitable for all investors. This information is strictly confidential and is being furnished to you solely for your information. This information 
should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for 
any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would 
subject PM Securities Equity Research and associates / group companies to any registration or licensing requirements within such jurisdiction. The 
distribution of this report in certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such 
restrictions. The information given in this report is as of the date of this report and there can be no assurance that future results or events will be 
consistent with this information. This information is subject to change without any prior notice. PM Securities Equity Research reserves the right to make 
modifications and alterations to this statement as may be required from time to time. PM Securities Equity Research or any of its associates / group 
companies shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information 
contained in this report. PM Securities Equity Research is committed to providing independent and transparent recommendation to its clients. Neither 
PM Securities Equity Research nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any 
damages whether direct, indirect, special or consequential including loss of revenue or lost profits that may arise from or in connection with the use of 
the information. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations 
expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in this report 
are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information 
provided in these reports remains, unless otherwise stated, the copyright of PM Securities Equity Research. All layout, design, original artwork, concepts 
and other Intellectual Properties, remains the property and copyright of PM Securities Equity Research and may not be used in any form or for any 
purpose whatsoever by any party without the express written permission of the copyright holders.
PM Securities Equity Research shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason 
including network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown, maintenance 
shutdown, breakdown of communication services or inability of the PM Securities Equity Research to present the data. In no event shall PM Securities 
Equity Research be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or 
expenses arising in connection with the data presented by the PM Securities Equity Research through this report. We offer our research services to 
clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the 
same time. We will not treat recipients as customers by virtue of their receiving this report.
 
PM Securities Equity Research and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time 
to time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in any other 
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject 
company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material conflict of interest 
with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public 
appearance.
 
PM Securities Equity Research may have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as 
interested. The views provided herein are general in nature and do not consider risk appetite or investment objective of any particular investor; readers 
are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business with PM 
Securities Equity Research. PM Securities Equity Research or its associates may have received compensation from the subject company in the past 12 
months. PM Securities Equity Research or its associates may have managed or comaniaged public offering of securities for the subject company in the 
past 12 months. PM Securities Equity Research or its associates may have received compensation for investment banking or merchant banking or 
brokerage services from the subject company in the past 12 months. PM Securities Equity Research or its associates may have received any 
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past 
12 months. PM Securities Equity Research or its associates have not received any compensation or other benefits from the Subject Company or third 
party in connection with the research report. Research analyst or his/her relative or PM Securities Equity Research’s associates may have financial 
interest in the subject company. PM Securities Equity Research, its associates, research analyst and his/her relative may have other potential/material 
conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of 
public appearance. Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates 
can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market factors, including world and 
national economic, political and regulatory events, events in equity and debt markets and changes in interest rates; and (iii) currencies may be subject to 
devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities such as ADRs and Currency 
Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.
 
Research analyst has served as an officer, director or employee of subject Company: No
PM Securities Equity Research has financial interest in the subject companies: No
PM Securities Equity Research’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the 
month immediately preceding the date of publication of research report. Research analyst or his/her relative has actual/beneficial ownership of 1% or 
more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No PM Securities 
Equity Research has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the 
date of publication of research report: No
 
Subject company may have been client during twelve months preceding the date of distribution of the research report. There were no instances of non-
compliance by PM Securities Equity Research on any matter related to the capital markets, resulting in significant and material disciplinary action during 
the last three years. A graph of daily closing prices of the securities is also available at www.nseindia.com
 
Analyst Certification: The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about 
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to 
specific recommendations or views expressed in this report.
 
 
Additional Disclaimer for U.S. Persons
Disclaimer
PM Securities Equity Research is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" 
and together with the 1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under 
the Acts, any brokerage and investment services provided by PM Securities Equity Research, including the products and services described herein are 
not available to or intended for U.S. persons. This report does not constitute an offer or invitation to purchase or subscribe for any securities or 
solicitation of any investments or investment services and/or shall not be considered as an advertisement tool. "U.S. Persons" are generally defined as a 
natural person, residing in the United States or any entity organized or incorporated under the laws of the United States. US Citizens living abroad may 
also be deemed "US Persons" under certain rules.
 
 Additional Disclaimer for U.K. Persons
The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 
2000 ("FSMA"). In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling 
within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated associations); and (c) any other persons to whom it 
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This research report must not be acted on 
or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only to 
relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research 
report or any of its contents. This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any 
other person. Additional Disclaimer for Canadian Persons PM Securities Equity Research is not a registered adviser or dealer under applicable 
Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements under such law. Accordingly, any 
brokerage and investment services provided by PM Securities Equity Research, including the products and services described herein, are not available 
to or intended for Canadian persons. This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for 
any securities or solicitation of any investments or investment services. Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 
(Regulations) PM Securities Equity Reseach ("PM Securities Equity Research" or "Research Entity") is regulated by the Securities and Exchange Board 
of India ("SEBI") and is licensed to carry on the business of Equity Reseach. There were no instances of non-compliance by PM Securities Equity 
Research on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years. This research 
report has been prepared and distributed by PM Securities Equity Reseach ("PM Securities Equity Research") in the capacity of a Research Analyst as 
per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INH000006013.
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