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A Diverse Equity Portfolio
A Case Study
Enhancing income for a family office with diverse holdings

A family office holds a $25 million equity portfolio comprised of a diverse
basket of stocks, including 10% allocations in several listed companies
that as a group, behave very much like the market as a whole.
Concerned that the upside market ascent will not continue into perpetuity,
the family seeks a source of returns beyond just stock market advances.
To generate additional income, the family office sells upside calls as well
as downside puts on cash-settled index options that expire within one
month.
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Index Options
The listing of options on various market indexes has allowed many
investors to trade a broad segment of the financial market with one
transaction. Investors looking to trade options on market indexes have
two choices: physically settled options on exchange-traded funds
(“ETFs”) such as the SPDR S&P 500 ETF Trust (SPY) and cash settled
index options, such as the S&P 500 Index (SPX) options. In this
example, we will focus on cash-settled SPX options.
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The first thing to note about SPX options is that, unlike SPY options, they
are based on the calculated value of the S&P 500 Index which cannot be
bought or sold like an individual stock or ETF. As a result, SPX options
settle in cash based on the level of the index when the options expire.
The second thing to note is that SPX options, unlike ETF options, are
“European” style contracts that can only be exercised on their expiration
date. Moreover, cash-settled index options offer different, and
sometimes favorable, tax treatment on any capital gains that might
generated (Please consult with your tax advisor for more information).
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The example below describes a portfolio of five stocks, which as a group,
exhibit a high correlation to the stock market. Rather than sell options on each
stock individually, the family office sells SPX call options to generate
additional income. The number of index options sold would be based on value
of the five stocks rather than the number of shares held.
Why Index Options?

The combination of cash settlement and European exercise is attractive to
certain investors looking for efficient ways to participate in the price movement
of the market, or to hedge all or some part of a portfolio that might correlate
closely to the S&P 500 Index.
The cash settlement feature of SPX options means that an investor can
participate in the movement of the S&P 500 Index but avoid the complications
of selling or buying shares of stock when the options expire – which may or
may not be viewed as a benefit by some.
The "European" style exercise for SPX options means they can only be
exercised on their expiration date. Options on individual stocks and ETFs on
the other hand are "American" style options, which means they can be
exercised at any time up to and including their expiration date. Some
investors believe that the certainty of knowing when index options expire
make them an attractive tool for option selling strategies.
Results:
The index option overlay strategy provides incremental monthly income
of $29,260 on a $25 million portfolio of diverse equity.

Graph is for illustrative purposes only.

Options Solutions, Inc.

2

GLOBAL RESEARCH

Disclaimer
This communication is provided by Options Solutions, LLC (“Options Solutions”). Options Solutions is not required to be, and is not,
registered as an investment adviser with Securities and Exchange Commission or any state. The information shown herein is for
general informational purposes only, should not be construed as investment advice, and should not be relied upon when making a
decision to invest. Nothing herein should be construed as a solicitation or offer, or recommendation, to buy or sell any security.
Advisory services are only provided to investors who become advisory clients of Options Solutions pursuant to a written advisory
agreement or similar documentation, which investors are urged to read and carefully consider in determining whether investing with
Options Solutions is suitable for their individual circumstances. In addition, nothing herein is intended to constitute legal, tax or
accounting advice or investment recommendations, and prospective investors are strongly encouraged to seek the advice of the
appropriate legal, tax, and/or accounting professionals prior to investing.
PAST PERFORMANCE OF OPTIONS SOLUTIONS, ITS EMPLOYEES, OFFICERS, AND/OR AFFILIATES, IS NO GUARANTEE,
NOR IS IT INDICATIVE, OF FUTURE RESULTS. All investing involves risk, including the loss of the principal amount invested. Any
investment strategies described herein are speculative and involve a high degree of risk. There can be no assurance that any
investment strategies discussed herein will meet any specific investment objectives, behave in any predictable manner. It should not
be assumed that any an investor will experience performance comparable to any shown herein, or that any actual client has
experienced such returns. Performance may be volatile and may result in significant losses. Moreover, fees and transaction expenses
may offset any profits.
The risk of loss in trading futures contracts or options is substantial. In some circumstances, an investor may sustain losses in excess
of their initial margin funds. A prospective investor should therefore study and understand futures contracts and options before he or
she invest in any fund trading such contracts and options and carefully consider whether such trading is suitable in the light of his or
her own financial position and investment objectives.
All product names, logos, and brands are property of their respective owners. Use of these names, logos, and brands is for
identification purposes only, and does not imply endorsement or affiliation.
Certain information contained herein may have been compiled from third-party sources. While Options Solutions believes such
information comes from reliable sources, no representation, warranty or undertaking, express or implied, may be made with respect to
the accuracy or completeness of such data, and Options Solutions assumes no duty to update such information. Any calculations,
tables, projections or analyses provided to assist in evaluating the matters described herein may be based on subjective assessments
and assumptions and may use a methodology that is one among several alternatives that could produce different results.
Information shown herein is in summary form, does not purport to be full or complete, and is subject to numerous qualifications and
further explanation. Unless otherwise indicated, any information shown is estimated, unaudited, and has not been subject to review by
any independent third-party or public accountant.
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