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When it comes to options trading, many people feel it’s too complicated or risky. But among the various strategies available, cash-secured puts are one of the easiest to understand and execute, even for beginners. This strategy works well for conservative investors who want to earn extra income or buy stocks at a lower price.

This chapter introduces you to the basics of cash-secured puts and explains how you can use them to grow your wealth while keeping risks under control. If you're willing to learn step-by-step, you'll find that this strategy is both practical and rewarding.



What Are Cash-Secured Puts?

In simple words, a cash-secured put is an agreement you enter into when you sell a put option. This means you agree to buy a specific stock at a certain price (called the strike price) if the buyer of the put option wants to sell it to you. To ensure you can fulfill this agreement, you keep enough cash in your account to purchase the stock if required.

Why Sell Cash-Secured Puts?

	Earn Extra Income: You earn a premium upfront when you sell a put option.

	Buy Stocks at a Discount: If the stock price falls, you buy the stock at a lower price than the current market value.

	No Stock Ownership Needed: You don’t need to own the stock to sell a put. You just need the cash to buy it if required.


Example:


●  Stock Price: ₹1,000

●  Strike Price (Put): ₹950

●  Premium Earned: ₹50 per share


You sell a put option for ₹950. If the stock price stays above ₹950, the buyer won’t exercise the option, and you keep the ₹50 premium. If the price drops below ₹950, you must buy the stock at ₹950, but your effective cost is ₹900 (₹950 - ₹50 premium).



How Does It Work?

Let’s break down the process into simple steps:

	Select a Stock: Choose a stock you are comfortable owning. It should be a company with strong fundamentals that you would like to hold for the long term.

	Choose a Strike Price: The strike price is the price at which you’re willing to buy the stock. Pick a price lower than the stock’s current value.

	Set Expiration Date: Decide the duration for which you want the option to remain active (usually one week to one month).

	Sell the Put Option: Place the trade, and ensure you have enough cash in your account to cover the purchase if the stock is assigned to you.

	Earn the Premium: The premium is credited to your account immediately after selling the put.




When Do You Profit with Cash-Secured Puts?

Scenarios:

	Stock Price at Expiration

	Outcome

	Profit/Loss


	Above Strike Price

	Option expires worthless, and you keep the premium

	Earned premium = ₹50 per share (example)


	At Strike Price

	Option expires worthless, and you keep the premium

	Earned premium = ₹50 per share


	Below Strike Price

	You buy the stock at the strike price but keep the premium

	Cost = ₹950 – ₹50 premium = ₹900 per share





Why Should You Use Cash-Secured Puts?

This strategy is ideal for investors who:


●  Want to earn steady income from premiums.

●  Don’t mind owning stocks at a discount if the option is exercised.

●  Prefer lower-risk strategies compared to speculative options trading.


Advantages:


●  Simple and Easy to Understand: No complicated formulas or advanced trading techniques are required.

●  Flexible: Works in bullish, bearish, or sideways markets.

●  Income Generation: You earn money regardless of whether the stock is assigned or not.





Step-by-Step Guide to Selling Cash-Secured Puts

1. Research and Choose a Stock

Pick a stock that is fundamentally strong and has a stable price history. Avoid speculative or highly volatile stocks.

2. Select a Strike Price


●  Choose a price lower than the stock’s current price.

●  This is the price at which you’re willing to buy the stock.


3. Decide on the Expiration Date

Options expire after a certain period (weekly, monthly, or longer). Shorter durations provide quicker premiums but may require more monitoring.

4. Sell the Put Option

Place the order through your broker. Ensure your account has enough cash to buy the stock if required.

5. Monitor the Trade

Keep an eye on the stock price as it approaches the expiration date. Decide whether to let the option expire or adjust your position.

6. Manage Outcomes


●  If the option is not exercised, keep the premium as profit.

●  If the option is exercised, buy the stock and consider selling a covered call next.





Example of a Cash-Secured Put Trade

Imagine you want to sell a cash-secured put on Reliance Industries:

	Current Stock Price


	₹2,500


	Strike Price (Put)

	₹2,400


	Premium Received

	₹50 per share


	Total Premium (100 shares)

	₹5,000 (₹50 × 100)



––––––––
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Possible Outcomes:

	Stock Price at Expiration

	Scenario

	Outcome


	₹2,500 or Above

	Option expires worthless.

	Keep ₹5,000 premium


	₹2,400

	Option expires worthless

	Keep ₹5,000 premium.


	Below ₹2,400

	Option exercised. You buy at ₹2,400

	Effective cost = ₹2,350 per share.



Managing Risks

Although cash-secured puts are safer than many other options strategies, they are not risk-free. Here are some risks and ways to manage them:


1. Stock Price Drops Sharply

● Risk: You may have to buy the stock at a price higher than its market value.

● Solution:

○ Only sell puts on stocks with strong fundamentals.

○ Use a stop-loss to close the position if the stock falls too much.

2. Stock Becomes Highly Volatile

● Risk: Premiums might not compensate for the potential losses.

● Solution:

○ Avoid stocks with earnings announcements or big news events.

○ Choose stocks with lower implied volatility.

3. Capital is Locked

● Risk: Your cash remains tied up for the duration of the trade.

● Solution:

○ Sell puts with shorter expirations (e.g., weekly options).

○ Diversify your trades across multiple stocks.





Adjusting and Exiting Trades

Knowing when and how to exit a trade is crucial.

When to Exit:


1.  If Premium Falls Significantly:

○  Close the trade early if 80–90% of the premium is earned.

2.  If Stock Price Falls Too Much:

○  Roll down the put to a lower strike price.


Adjusting a Position:


●  Rolling Down: Close the current put and sell a new one at a lower strike price.

●  Rolling Out: Extend the expiration date to give the stock more time to recover.


Exiting Gracefully:


●  If the stock is assigned, you can sell covered calls to generate more income.





Key Points to Remember


●  Always pick quality stocks that you are willing to own.

●  Choose a strike price that aligns with your risk tolerance.

●  Keep enough cash in your account to fulfill your obligation.

●  Monitor your trades and adjust positions if needed.





Conclusion

Cash-secured puts are an excellent strategy for conservative investors. They allow you to earn a steady income or buy stocks at a discount. By following the steps in this guide and implementing proper risk management, you can master this strategy and make it a reliable part of your investment toolkit.

Keep it simple, stay disciplined, and let the power of options work in your favor. Happy trading!
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Options trading can often sound intimidating, but the cash-secured put is a simple and powerful strategy, especially for conservative investors. It allows you to earn extra income or buy stocks you like at a discount. In this chapter, we’ll break down the concept of cash-secured puts in an easy-to-understand manner and explain how this strategy can help you achieve your financial goals.



What Is a Cash-Secured Put?

A cash-secured put is a strategy where you sell a put option while keeping enough cash in your trading account to buy the stock if required.


●  When you sell a put option, you’re agreeing to buy a specific stock at a predetermined price (called the strike price) if the buyer decides to sell it to you.

●  In exchange for this agreement, you receive an options premium, which is paid upfront.


This strategy is considered cash-secured because you ensure you have the cash available to purchase the stock if the buyer exercises the option.

Key Components of a Cash-Secured Put

	Term

	Meaning


	Put Option

	A contract that gives the buyer the right to sell a stock at a predetermined price


	Strike Price

	The price at which you agree to buy the stock if the option is exercised.


	Premium

	The amount you earn for selling the put option


	Expiration Date

	The date by which the option must be exercised or expires worthless


	Cash-Secured

	Having enough money in your account to buy the stock at the strike price, if required





How Does a Cash-Secured Put Work?

Let’s understand this strategy step-by-step:


1.  Choose a Stock

○  Pick a stock you like and are willing to buy if the price drops.

○  Ensure the stock has strong fundamentals and is not highly volatile.

2.  Set the Strike Price

○  The strike price should be below the stock’s current market price.

○  This is the price you’re comfortable buying the stock at.

3.  Sell the Put Option

○  Sell a put option on the chosen stock and decide the expiration date.

○  You immediately earn a premium, which is credited to your account.

4.  Keep Cash in Your Account

○  Make sure you have enough cash to buy the stock if the option is exercised.

5.  Monitor the Trade

○  If the stock price stays above the strike price, the option expires worthless, and you keep the premium.

○  If the stock price falls below the strike price, you buy the stock at a discount (strike price minus premium).





Example of a Cash-Secured Put

Let’s take an example of Tata Consultancy Services (TCS):

	Stock Details

	Value


	Current Stock Price

	₹3,500


	Strike Price (Put)

	₹3,200


	Premium Earned

	₹100 per share


	Lot Size

	50 shares


	Total Premium Received

	₹5,000 (₹100 × 50)



Possible Outcomes:


1.  Stock Price Above ₹3,200 (e.g., ₹3,400)

○  The option expires worthless.

○  You keep the ₹5,000 premium as profit.

2.  Stock Price Equals ₹3,200

○  The option expires worthless.

○  You keep the ₹5,000 premium.

3.  Stock Price Below ₹3,200 (e.g., ₹3,100)

○  You must buy 50 shares of TCS at ₹3,200 each.

○  However, your effective cost is ₹3,100 (₹3,200 – ₹100 premium).





Benefits of Cash-Secured Puts

This strategy has several advantages, making it a favorite among beginner and experienced





















[image: ]


	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

























	
	

	
	

	
	

	
	

	
	

	
	















	
	

	
	

	
	

	
	

	
	

	
	





d2d_images/chapter_title_above.png





d2d_images/chapter_title_corner_decoration_left.png





d2d_images/cover.jpg
AN EASY GUIDE TO
PROFITABLE
OPTION TRADING

M%”j 20F15

Series

MASTERING

CASH
SECURED

PUTS

Learn the Basics

SANKAR SRINIVASAN






d2d_images/chapter_title_corner_decoration_right.png





d2d_images/chapter_title_below.png





d2d_images/image005.jpg
AN EASY GUIDE TO
PROFITABLE
OPTION TRADING

MASTERING
SECURED

PUTS

Learn the Basics

SANKAR SRINIVASAN





d2d_images/image006.png





d2d_images/scene_break.png





