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In recent notes we have looked at examples of Buy Writes and Combination Buy Writes designed to take advantage 

of higher ETO prices derived from uncertainty/nervousness within the market. In our final note for this year we will 

again take a look at these strategies to compliment a recent webinar that the ASX presented on Buy Writes at 

CommSec last week and also our view that these strategies remain the favoured way to derive income for the more 

sophisticated investor holding a longer term view, especially with the Christmas Break fast encroaching. 

The stock we will apply the above strategies to today is the hapless BHP that has encountered many headwinds 

these past couple of months. These include collapsing iron ore and oil prices, many analyst downgrades, the 

Samarco disaster and the pushback by many investors in regards to the current dividend policy that is applied. These 

events have seen BHP fall from a high of $25.77 in early October to current levels of $16.40. A fall of some 35% and 

clearly below the lows seen in the GFC. In fact this move almost feels like a GFC event given the speed of the fall. 

As such, many investors have been adding to their portfolios at these current levels believing in the longer term 

value of the stock, whilst shorter term traders may feel that the shares are overdue a corrective rally on a technical 

basis given oversold momentum indicators currently displayed. (Please refer to the chart below regards RSI and 

disparity.) 

Therefore our feeling is that investors entering long positions at current levels could further enhance their portfolios 

with these suggested strategies. As you will see with Implied Volatility at current levels, ETO premium is high and as 

such this makes for compelling returns if the strategy proves successful as you will see below. 

Again we must highlight that there is increased risk involved in the Combination Buy Write given the 

selling/shorting of a put, so please discuss with your financial adviser to see if this strategy is suitable to your risk 

tolerance. 

The inputs we use are below to calculate returns for both Simple Buy Write and Combination Buy Write using IRESS 

Buy Write Calculator.  These include percentage returns both Standstill and Exercise at Expiry plus Break 

Evens/Protection Levels.  

 

BHP Share Price =$16.40 

January 1750 call = $ 0.47 

January 1500 put = $ 0.43 

  



 

Trading exchange-traded options (Options) can involve considerable risks.  For that reason, you should only 

trade Options if you understand the nature of the product (especially your rights and obligations) and the 

extent of the risks to which you are exposed.  Before trading, carefully consider the PDS and the relevant 

booklets regarding Options from the Australian Securities Exchange (ASX).  You should also carefully assess 

your experience, investment objectives, financial resources and other relevant issues. 

  

A Product Disclosure Statement (PDS) covering exchange-traded options that are traded on the ASX is 

available from CommSec by visiting www.commsec.com.au or by telephone on 1800-245-698 (8.00am-

5.00pm AEST). 

  

Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 (CommSec) is a wholly owned but non-

guaranteed subsidiary of the Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 and a 

Participant of the ASX Group and Chi-X Australia.  
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1: Simple Buy Write Calculation 

  SOURCE: IRESS 

2: Combination Buy Write. Total Premium received is $0.90 for both the put and call. 

  SOURCE: IRESS 
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1: BHP Implied Volatility weekly past 5 years 

 SOURCE: IRESS 

2: BHP Weekly Chart
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SOURCE: IRESS 

Upcoming expiry dates  
 
Individual Equity Derivatives: 17/12/2015 & 28/01/2016   Index Options: 17/12/15 & 21/01/2016 
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