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OEX® & XEO®:
~ S&P 100°
Index Options

A discussion

of the benefiits
and uses of the
first listed index
option.



The Chicago Board Options Exchange
(CBOE) is the world’s largest options
marketplace and one of the largest
securities exchanges in the United
States. For more information, visit

‘www.choe.com.. ir SN T




S&P 100°®
INDEX

o

OPTIONS
OEX® anp XEO®
Options on the Standard & Poor’s®
100 Index (Ticker symbols: OEX
and XEO) bring a diff -
tive to stock market investing—
one that gives you the ability to
trade and invest on an entirely
different level. OEX, with American-
s [e exercise, and XEO, with Euro-
pean-s le exercise, allow you to
trade a large segment of the do-
mestic stock market with one
decision. Bullish, bearish, or neu-
tral, S&P 100 Index options can be

used to reflect your view of the
matiet.




OEX and XEQO are established markets
traded only at the Chicago Board Options
Exchange, They offer an alternative to investors
who are more interested in broader market
moves than in focusing on, or holding shares
of, a specific stock.

And with over 350 contracts waded per
minute and the ability to trade market and
matketable limit ordets of up to 20 contracts
on our automated execution system, you get

the market activity you want.

S&P 100 Index options offer:
Simplicity, Leverage
Predetermined Risk.

Simplicity. You are able to trade a broad
market by making one trading decision rather
than making the many decisions involved with
investing in numetous individual stocks.

Leverage. Purchasing OEX or XEO options
instead of buying or selling numerous indi-
vidual stocks provides an investor an additional

opportunity to use investment capital.

Predetermined Risk. Option purchasers
risk only the premium they pay for the option.
The risk is both known and limited. Option
sellers should be aware of the potential for
unlimited losses.

OEX options ate American-style and XEO
options are European-style. Both are highly



versatile. You can trade them for profit or
protection, with opportunities to position
yourself to benefit in up, down or unchanging
markets.

OEX and XEO also provides an accurate
reflection of the movement of the broader
market. The performance of the S&P 100
Index has a consistently high correlation to the
S&P 500° Index, w

Tr Index Options?
Investors who trade OEX or XEO options cover
a broad spectrum, from conservative blue chip
investors to more aggressive stock market
traders. Ask yourself several important questions
to see whether you share one or more of the
following characteristics with many OEX and
XEO market participants:

¢ Do you often have strong opinions on
the market’s direction?

¢ Are you lo t the value of a
diversified portfolio of stock holdings?

« Do you have a basic understanding of
equity options, and are you lo
f options?

* Are you lo te in the
hroader market without trading or
holding a large stock portfolio?

If you answered “yes” to any of these questions, you
may want to consider wusing OEX or XEO as part

of your investment program.



What Is The S&P 100 Index?
The Standard and Poor’s 100 Index is
capitalization-weighted and provides 2 mea-

sure of overall large company performance
because it comprises 100 blue chip stocks




from diverse industry groups. The companies
are major factors in their industries and their
stocks are among the most widely held and
most actively traded stocks listed on major
USS. exchanges.




How S&P 100 Index
Options Work.
Prices of equity options tend to
rise or fall in relation to the price )
per share of the underlying -
stock. Similagy, OEX and XEO all and put
prices tend to rise and fall in relation to the
value of the underlying index, the S&T* 100.
The value of the index is calculated and
disseminated every 15 seconds during the
trading day.

Each index option represents $100 times

the strike price of the option. For example,
when the S&P 100 Index is at 500, the dollar
value of the 500 strike call option represents
$50,000 (500 x $100).

Option premiums, or prices, are expressed
in decimals. Each full point represents $100.
The price of an option is $100 times the
premium quote. Therefore, a quote of 5.50
represents a premium of $550 per option.

Options provide leverage; this means an
option buyer pays a relatively small premium in
relation to the value of the underlying security. If
the stock index moves as anticipated, substantial
profits relative to the capital invested may be
realized. If the stock index does not move as
anticipated, the buyer’s risk is limired to the
premium paid. However, because of this
leverage, a small adverse mave in the market can
result in a substandal ot complete loss of the
buyers premium.

Writers, or sellets, of options bear substan-
tially greater, if not unlimited, risk.



Index options provide rights to holders for a
specific period of time. An option buyer can
choose an expiration month which meets his
or her time expectations for market moves, A
move in the anticipated direction and magni-
tude must occur by option expiration in order
for the option position to become profitable.

The strike price, or exercise price, is the
price at which the buyer of an opton can
exercise the option. Index options are cash
settled. This means that index options are
settled through the payment of cash, not
securities. The cash settlement amount is the
difference between the strike price of the
option and the closing settlement value of the
index on the day the option is properly
exercised, multiplied by $100.

For example, if a holder exercises an OEX
June 530 call option with the index at 535, the
option would be five points “in-the-money,” and
the investor’s account would be credited $500.
(Five points times $100.) Conversely, the seller
of the option would need to pay this difference
in cash upon exercise.

OEX and XEO strike prices are set at five-
point intervals (10 points in the far-term
months). With multiple strike prices available,
investots can trade in-the-money, out-of-the-
money, or at-the-money options.

Expirations are available in the four con-
secutive near-terms months plus one addi-
tional month from the March quarterly cycle.
Long-term options, known as LEAPS®, also
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exist, with expiration dates as far out as three
years. OEX LEAPS are reduced-vahuse con-
tracts. XEQO LEAPS are full-value contracts
and unlike OEX LEAPS, convert to the near-
term contract. (For more information about
LEAPS, see page 15).

XEO options are European-style, which
means that an opdon buyer may only exercise
aptions o the expiratior date.

OEX options are American-style, meaning
that an option buyer may evercise options at any
timte prior to the expiration date. Exericse of both
OEX and XEO options must be initiated
properly according to applicable exchange
rules, The Options Clearing Corporation
regulations and brokerage firm policies.

Both OEX and XEO settlement values, at
expiration, are determined at the close of the
market on the last trading day prior to the
expiration date. The final value of the index is
determined by Standard and Poor’s, based on
the final closing prices in the primary market
of each of the 100 stocks in the index, and,
from that value, the final value of the option is
determined. The procedures related to exercise
should be reviewed with your broker or
financial advisor at the time of investment.

As with equity options, open OEX or XEQ
positions can be closed out either by exercise

or by a closing transaction.



Act
Market Views:
Strategy Review

As with equity options, investors can imple-
ment 2 variety of simple or complex strategies
using S&P 100 Index options. The particular
strategy you select should be based on your
investment outlook and your own investment
objectives.

The following strategies are designed to give
you an essential “first look” at how OEX and
XEO options can be used. They represent only
a few of the strategies you might employ.
Again, for specific advice, consult your broker
or financial advisor.

These strategies are based on hypothetical sitvations, and
should only be considered as examples af potential trading
approdches. For the sake of simplicity, taxes, commissions and
mdrgin requirements are not ircluded but must be taken into
account when calculating the actwal net returns for amy option
sransaction. For illusirative purposes, positions are show: to be
held until expiration. Although each srategy names OEX or
XEO options specifically with the exception of exercise style,
these options are intevchangeable.

11
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Buying OEX Calls

You are anticipating an advance in the market in
the near future. You want to take an aggressive
position by purchasing OEX calls, which can
pravide a great deal of leverage. This decision is
sade with the understanding that there is a
passibility that you may lose all of the preminm
you pay for the options,

An OEX cll option gives the buyer the
right to participate in market gains over and
above a predetermined strike price until the
option expires. The buyer of an OEX call
option has unlimited profic potential tied to
the strength of advances in OEX.

For example assume the OEX is at 470.
You decide to buy five 60-day 485 ealls for 10
each, or $5,000 (5 x 10 x $100). The call
strike price, 485, is about 3.2% out-of-the-
money. You are risking $5,000 if the index is
not above 485 at expiration. The call
breakeven is an OEX level equal to the strike
price plus the premium paid. The higher the
QEX settlement value is above the breakeven
point at expiration, the higher your profit. In
this example, the breakeven level is 495. This
is determined by adding the option premium
of 10 to the strike price of 483, totaling 495.



Possible outcomes at expiration
of purchasing five OEX 485 calls
at a premium of 10

atexpiration  493.50 502.90 517

Hwolndﬂ
from level o

ue of five
485 calls £4.350 $8,980¢ 416,000

(5calls @ 10)  $8,000 $5,000 $5,000
Net Gain/Loss* -$750 $3,950 $11,000

Levelo EX _
at expiratfon  446.50 43710 423

Move in OBX B% % 40%
from level o

lue of five
485 calis 0 0 0

?::-.:010) $5,000 $5,000 $5,000

Net Gain/Loss* 55,000 -$5,000 -$5,000
*Exclusive of commission and taxes.

Possible Outcomes

Outcome 1: index Level Above
Breakeven Level (495)

If OEX advances 7%, to 502.90, at expiration,
the calls will be worth 17.90 each, or $8,950 in
aggregate: (502.90 - 485 = 17.90) x $100 x 5
calls = $8,950. Once you determine the value of
the calls you subtract the premium paid to
determine your profic (§8,950 - $5,000 =
$3,950).

13



Outcome 2: Index Level Between
Strike Price (485) and Breakeven
Level (495):

If, at expiration, OEX is between 485 (strike
ptice) and 495 (breakeven), you could exercise
the calls and receive the amount by which the
index level exceeds the 485 strike price. The
amount received would be less than the original
amount paid for the option, but it would offset
some of the cost.

Fot example, if the OEX exercise-settlement
value ac expiration is 493.50 and the calls were
exercised, you would receive the amount by
which the closing index level exceeds the strike
price or a total of $4,250 in this example
[(493.50 - 485 = 8.5) x $100 x 5 calls =
$4,250]. As seen in the table you would have
lost $750 from the transaction ($4,250 -
$5,000 = -$750).

Outcome 3: index Level Below Stiike
Price (485):

If OEX is at or below 485 at expiration, the call
holder would have lost the entire premium, or
$5,000, in this example. The premium repre-
sents the maximum amount that can be lost by
an option buyer.

Importantly, if OEX rises and/or your
opinion changes, the calls may be sold through
thela

lace will determine their
value before expiration, which may be sub-
stantially more or less than you paid.



Buying LEAPS® Calls:

The Long-term Perspective

Inwvestors also can use LEAPS to carry out call
buying strategies.

LEAPS, Long-term Equity AnticiPadon
Securities®, are long-term options with
expirations out as far as three years.

OEX LEAPS are unique in that they are
reduced-value options. They represent one-
fifth of the underlying index value. Therefore,
5 OEX LEAPS represent the same underlying
value of one short-term OEX index option.
X 1l-value and
convert to the near-term contract.)

OEX LEAPS strike prices reflect this
reduced value. For example, 5 OEX LEAPS
with 2 strike price of 90 are equivalent to one
OEX option with a strike price of 450. XEO
LEAPS, however, retain the full value of the
S&P 100 Index.

OEX and XEO LEAPS provide investors
with a method of participating in market
movements beyond the traditional expiration
cycle. LEAPS offer a way for investors to
expand their investment horizon beyond the

short term.



16

Buying XEO Puts

You are anticipating a decline in the market in
the near fiture, You would like to take an
aggressive posttion by purchasing puts, which can
ako offer you leverage. Once again, the decision is
made with the understanding that there is a
possibility that you may lose all of the premium
you pay for opions.

An XEO put option gives the buyer the
right to participate as XEO falls below a
predetermined strike price until the option
expires. The buyer of an XEO put has sub-
stantial profic potential in the event of 2
downturn in XEO.

For example assume the XEO is at 500.
You buy three 60-day 485 puts for 8.50 each,
or $2,550 (3 x 8.50 x $100). The put strike
price is 483, w

level equal to the strike price
minus the premium paid. The lower the XEO
settlement value is below the breakeven point
at expiration, the higher your profit. In this
example, your breakeven level is 476.50. This
is determined by subtracting the put pre-
mium of 8.50 from the 485 strike price,
creating a breakeven level of 476.50.



Possible outcomes at expiration
of purchasing three XEO 485 puts

at a premium of 8.50

Level of XEO o
at expiration 480 465 450

Move in XEO 4%  <T%  -10%
from jevel o

lue of three
485 puts $1,800 $6,000 $10,500

mmﬂm
(3puts @ 85) 62,550 $2,550 $2,550
Net Gain/Loss* $1,050 $3,450 $7,950

Level of XEO

‘Move In XEO *4% 7% *10%
from lavel o

lue of three
485 puts o ] 0

Less: premium
paid
(3 puts @ 8.50) $2,550 $2,550 $32,550

Net Gain/Loss* -$2,550 -$2.550 -$2,550

*Exclusive of commission and taxes.

Possible Ouicomes

Outcome 1: Index Level Below
Breakeven Level (476.50)

If XEO declines 10%, to 450 at expiration, the
puts will be worth 35 each or $10,500 in
aggregate: (485 - 450 = 35) x $100 x 3 puts =
$10,500, once you determine the value of the
puts you subtract the premium paid to deter-
mine your profit (§10,500 - $2,550 = $7.950).

17
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Outcome 2: @ndex Level Between
Strike Price (485) and Breakeven
Level (476.50)

If, at expiration, XEO is between the strike
price of 485 and the breakeven level of
476.50, you could exercise the puts and
receive the amount by which the strike price
exceeds the index level. The amount received
would be less than the original amount paid
for the options, but it would offset some of the
premium paid.

For example, if the XEO sertlement value
at expiration is 480, and the puts were
exercised, you would receive the amount by
which the strike price exceeds this level or 2
total of $1,500 in this example [(485 - 480 =
5) x $100 x 3 puts = $1,500]. As seen in the
table you would have lost $1,050 from the
transaction ($1,500 - $2,550 = -$1,050).

Outcome 3: Index Level Above
Strike Price (485)

If XEQ is at or above 485 at expiration, you
would have lost the entite options premium, or
$2,550 in this example. The premium paid
represents the maximum amount that can be
lost by an options buyer.

Again, it is important to remember that if
XEQ declines and/or your opinion changes,
the puts may be sold through the last trading
day of that particular XEO series. The
marketplace will determine their value before
expiration, which may be substantially more

or less than you paid.



The Protective Collar

The protective collar strategy provides downside
protection through the use of put aptions but
[fimances the purchase of the puts by the sale of
covered call options.

Collars are the simultaneous purchase of put
options and sale of call options against stock
holdings. The options have the same expira-
tion but the suike of the put is lower than that
of the call. The put purchase may provide
protection in a falling market and the call sale
collects premium to lower the effective cost of
the put. However, the call sale also limits
upside potential.

Assume that the investor wants to establish
a collar to protect $300,000 in portfolio value
from a market decline of greater than 6 percent
for the next 4 months. The portfolio closely
matches the composition of the S&P 100
Index. Furthermore, assume that XEO is
currently at 500, As with most listed options,
XEO options have a $100 muldplier, so the
underlying value would be $50,000.

The investor may determine the desired
quantity of options by dividing the amount to
be hedged ($300,000) by the current underly-
ing value for OEX options ($50,000), ie.;
$300,000 divided by $50,000 = 6.

To protect the fund from a market decline of
greater than 6 percent, and with XEO at 500,
assune the investor purchases the 4-month

19
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470 strike XEO puts quoted at 10 each (10 x
$100 = $1,000). Next, the investor may
choose to select a call contract currenty
quoted at a price sufficient to pay for the put
purchase. Assume the investor sells the 4-
month 540 suwike XEQ calls at 11 each
($1,100). Before commuissions, this collar can
be established for a net credit of $600: $100
net premium received ($1,100 - $1,000 =
$100) on 6.

Possible Outcomes at Expiration
Outcome 1: XEO Rises

The portfolio participates in any upside move
up to the strike price of the calls. Above the
540 XEQO level, losses from the short call
position offset gains in the underlying
portfolio. The puts expire worthless.

Outcome 2: XEO Remains Stable

If the index remains between the purt strike of
470 and the call strike of 540, all options
expire worthless. Between 500 and 540, the
portfolio profits (enhanced by the $600 net
premium received). Between 470 and 500,
the portfolio loses money (partiall

EO Falls
For downside moves exceeding approximately
6%, the fund has protection from further
declines. With the XEO below 470 at
expiration, gains from the long purt position
offset losses in the underlying fund. The calls

expire worthless.



OEX Puts As A Porifolio

Hedge

You are concerned that your portfolio, or invest-
ment in a mutual fund which replicates the S&P
100, may erode in value during the near term.
The investment has performed well and you expect
it to continue to appreciate over the long-term, but
waoneld Like to protect existing profits. OEX puts
could be purchased, w

, depending on the amount of the
index move. Any profit made on the puts could be
used to offiet a potential loss in the porifolio or
mutnal fund.

For this example, it will be assumed that
the S&P 100 Index is trading at 450 and
that your fund or portfolie, w

lued at $270,000.

Before you purchase OEX puts as a portfolio
hedge, you should keep in mind that the
effectiveness of the hedge depends on the
relationship of the portfolio to the S&P 100.
Essentially, a one-to-one hedge requires that the
portfolio replicate the S&P 100. If not, the
portfolio, or fund, will respond differently than
the S&P 100 to market movement, although it
may be only a slight difference.

To calculate how many at-the-money puts
would be required to pratect the fund or port-
folio that mirrors OEX, you divide the current
value of the fund or portfolio by the underly-
ing dollar value of the current index level.

21



The underlying dollar value of the current
index level is determined simply by multiply-
ing the index level by $100. With the OEX at
450, this represents an underlying value of
$45,000. By dividing this amount into the
portfolio value, you can determine that six at-
the-money puts should be purchased to
protect the fund or portfolio value, It should
be noted that you can purchase pur protection
with a different “deductible” by choosing puts
with different strike prices at a higher or lower

Cost.

Curvent porifolio value:  $270,000
Undeslying Index valize: $ 45,000
270,000 ¢y

45,000

Put protection begins at an index level
equal to the strike price. Profitability begins at
the strike price minus the premium paid. At
expiration, the puts will have a value equal to
the strike price less the OEX settlement value
multiplied by $100. If the index were to decline
to 427.50 at expiration, the puts in this example
will have an intrinsic value of 22.5 or $13,500
[(450 - 427.50 = 22.5) x 100 x 6 =
$13,500]. See table for outcomes of purchas-
ing six 450 strike 60 day puts at a premium of
9. Notice how the puts offset the loss of the
portfolios value. The cost of this protection is
the premium paid of $5,400 (9 x $100x 6 =
$5,400).



Possible outcomes of investing in six OEX

450 puts to hedge a $270,000 portfolic.

50 38250 360

Move in OEX 5% -15% «20%
fromle lof450

of stock portfolio  -$13,500 -8 500 -654,000

Expiration valie
of six 450 strike
puts* $13,500 $40,500 $54.000

Cost of “Insiwance” 55400 5 4 «$5,400
(premium paid)

Level of OEX

Maove In 0EX +5% +15%  +20%
fromis [of450

of stock portfollo 513,500 $40,500 $54,000
Expiration valiie

of six 450 sirile

puis* 0 0 [}

Cost of “In S54 55,400
(pereminam paid)

*Exclusive of commission and taxes,

23
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RAES: An |
Capability

The world’s most
active options market
also has an electironic
market capability.

In fact, many public orders are executed
instantly through the Retail Automatic
Execution System (RAES). RAES provides
CBOE customers with the fastest executions
possible.

RAES is an electronic system for
automaticall

. The system handles

approximately twenty-five percent of all
public orders in OEX and XEO. RAES
provides immediate executions, under normal
conditions, at the best current bids and offers,
for market and marketable limit orders of up
to 20 contracts in all series reflecting a market
offer of $10 or less.

RAES is a prime example of the techno-
logical innovations operating on the floor of
the CBOE every trading day.



Summary

S&P 100 Index options are versatile. They
provide you with a variety of strike price
alternatives and your chaice of exercise style.
This flexibility represents a variety of strategic
choices, and, at the same time, provide
opportunities to trade the broader market.

OEX and XEO
options

Adjust Your Market
Exposure
Help vou Manage Risk.

The strategies described in this brochure
are just a few of the ways that OEX and XEO
options can play an important role in your
investment planning, and represent some of
the more straightforward uses of index
options. Other strategies exist, including those
involving the writing of put and call options,
although, with some exceptions, these other
strategies generally involve risks greater than
just the loss of premiums. Investots should
consult with their brokers or financial advisors

prior to implementing such strategies.

25
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Product Specifications

Symbols: OEX and XEO.

LEAPS Symbols: Visit www.cboe.com or call
1-877-THE-CBOE for the most recent
symbols.

Index Description: Capitalization-weighted
index of 100 stocks from a broad range of

industries,

Undetlying Level: Near-term options are full-
value of S&P 100 Index. OEX LEAPS are
reduced value and are based on 1/5 of OEX.
X

lier: $100.

Exercise Style: American (OEX), Eurpoean
(XEO).

Expiration Months: Four near-term months
plus one month from the March quarterly
cycle. LEAPS are available with expirations out
as far as three years.

Expiration Date: Saturday immediately
following the third Friday of the expiration
month,

Last Trading Day: Trading in OEX and
XEO options will ordinarily cease on the
business day (usually a Friday) preceding the

expiration date.



Strike Price Intervals: 5 points. 10 points in
the far-term month. 2.5 points for reduced-
value LEAPS.

Settlement: Exercise will result in the delivery
of cash on the business day following exercise.
The exercise-settdlement value is calculated
using the last (closing) reported sales price in
the primary market of each component stock
on the last business day before the expiration
date or on the day the exercise notice is
properly submitted if exercised before expira-
tion. Exercise-settlement amount equals the
difference between the exercise-settlement
value and the exercise price of the option, x
$100.

Margin: Broad-based rules apply.

Trading Time: 8:30 a.m. - 3:15 p.m. Central
Time (Chicago time).

27



“THE-CBOE

www.choe.com

Options are not suitable for every investor.
F H your invest-
ment a = Prior to buying and selling
options, a person must receive a copy of
Characteristics and Risks of Standardized
Optlons. To request a copy, write to The
Options Cleanng Corporation, 440 S.
LaSalle Sireet, Suite 2400, Chicago, IL
60605 or call 1-888-OPTIONS.

Standard & Poor’s® , S&P®, S&P 500* and
S&P 100°® are registered tr

-Hill Companies, Inc. and are B-
censed Tor use by the Chicago Board
Options Exchange, Inc.

LEAPS® . OEX®* and XEO?® are registered

tr sterm Equity
AnticiPation Securities™ is a tr

the Chicago Board Options Exchange, Inc.

©Chicago Board Options Exchange, Inc.®
2001, All rights reserved. Printed in USA.
Revised (12/04/01)
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