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Long S&P 500° (SPX") Call Options
to Gain Market Exposure

Market Assumption
Bullish on the U.S. stock market.

Situation
A fund recently received a cash inflow and is deciding
where to invest the proceeds.

Possible Market Action
Buy S&P 500 call options for market exposure.

More Discussion

Index option contracts can provide a portfolio manager
with the market exposure necessary to participate

in upside gains at a fraction of the cost of transacting
in the index components.

A cash influx can pose a strategic dilemma for a
portfolio manager. The classic “eat-well/sleep-well”
problems posed by the conflicting desires for both
high returns and investment security apply whenever
a manager makes a determination regarding new

or additional investments. By purchasing call options,

a manager can preserve cash in declining markets
and retain it for various purposes, such as meeting
redemptions or for investment in lower yield but
essentially “riskless” instruments such as U.S.
Treasury securities.

As a simple hypothetical, assume an additional
$1,200,000 of cash flows into Fund X's $120 million
portfolio. Instead of simply adding an additional one
percent to its portfolio of common stock, the fund
manager can purchase SPX call options. With the SPX
at a level of 1200, the 1200 strike call with 30 days until
expiration might be quoted at a premium of 28. The
fund purchases 10 call options (1,200,000/120,000 =10)
for a total cost of $28,000 (10 x 28 x 100).

The call purchase provides exposure to the broad
market in proportion to the $1,200,000 influx, limits
the downside risk to the cost of the calls, and the
portfolio retains the remaining cash, in the amount
of $1,172,000.

Profit

Long Calls on S&P 500 (SPX] Options (at expiration)

$28,000 Maximum Loss

Loss | 1200 Call Strike Price

Index Value

If you would like to read more about protective strategies, please visit http://www.cboe.com/protection.
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Options involve risk and are not suitable for all investors. Prior to buying or selling options, a person must receive a copy of
Characteristics and Risks of Standardized Options, http://www.cboe.com which is available from The Options Clearing
Corporation, 440 S. LaSalle Street, 24th Floor, Chicago, IL 60605, or by calling 1.800.0PTIONS.

This discussion is designed to assist individuals in learning how options work and in understanding various options strategies.
This discussion is for educational purposes only and is not intended to provide investment advice. Commissions, taxes and
transaction costs generally are not included in this discussion, but can affect final outcome and should be considered. Please
contact a tax advisor for the tax implications involved in these strategies.

This discussion has been prepared solely for informational purposes, based upon information generally available to the public
from sources believed to be reliable, but no representation or warranty is given with respect to its accuracy or completeness.
No statement herein should be construed as a recommendation to buy or sell a security or to provide investment advice. Any
profit/loss diagrams refer only to approximate results at expiration. Past performance is no guarantee of future results. S&P
100®and S&P 500° are registered trademarks of the McGraw-Hill Companies, Inc., and are licensed for use by the Chicago
Board Options Exchange, Inc. ("CBOE"). The Russell 2000° Index is a registered trademark of Frank Russell Company. The
Nasdaq 100¢ is a registered mark of The Nasdaq Stock Market, Inc. “Dow Jones™", “Dow Jones Industrial Average™", “Dow
Jones Transportation Average™,” and "Dow Jones Utility Average™" are service marks of Dow Jones & Company, Inc. and
have been licensed for certain purposes by the CBOE. iShares™ is a service mark of BaOrclays Global Investors. The Goldman
Sachs Technology Indexes are the property of Goldman, Sachs & Co. and have been licensed to the CBOE in connection with
the trading of options based upon the indexes. Dow Jones & Co., The Nasdaq Stock Market, Goldman Sachs, and McGraw-
Hill make no warranties and bear no liability in regard to the trading of index options. LEAPS®, FLEX®, FLexible EXchange®
and OEX® are registered trademarks and Long-term Equity AnticiPation Securities™ and SPX™ are trademarks of the Chicago
Board Options Exchange, Inc. Copyright © Chicago Board Options Exchange, Inc. 2001.

All rights reserved.



