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Understanding
Index Options

A Roadmap to Placing a Trade

Know the Basics

Index options are powerful financial tools that allow investors the flexibility to trade their directional view of a
market index, such as the S&P 500°, without having to buy the individual stocks within the index. By
simplifying the complexities of index options and offering clear, step-by-step guidance, we aim to empower

you to make informed decisions and seize the numerous opportunities the market has to offer.

Versatility Key benefits

Hedge against market downturns (i¥“ Broad market exposure
You can hedge your entire portfolio with a A By trading options on an entire index,
single index options trade. investors can capitalize on the performance

of a whole sector or economy rather than
relying on the success of a single company.
This diversification helps mitigate risk and
can lead to more stable returns.
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Exposure to market trends

Index options provide exposure
to broad market movements.

Convenience of cash settlement

Enhance pOtentlaI returns The difference between the index level and

the strike price is credited or debited to your
account, avoiding the complexities of
dealing with underlying shares.
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Trade your view of the market for potential
higher profitability.

This simplicity, combined with the ability to trade during global market hours and
enjoy potential tax advantages, makes index options a compelling choice for both
novice and experienced investors seeking to optimize their trading strategies.

Call option Put option
Right to purchase Right to sell at a
at a predetermined price predetermined price
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Placing Your First Index Options Trade

Placing your first index options trade can seem daunting, but with a clear,
step-by-step outlineg, this should help build confidence in placing your trades.

Find a broker.
If you don't already have one, find a broker that offers index

options trading. Look for a platform that provides robust research
tools, educational resources, and excellent customer support.

Open an account.
This typically involves filling out an online application, providing some personal

and financial information, and agreeing to the terms and conditions. Be sure
to complete any additional requirements specific to options trading, such as
an options trading agreement or a risk disclosure document. The account will
need to be approved for trading options.
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Fund your account.
3 Most brokers offer various funding methods, including bank transfers, credit
card payments, and electronic wallets.
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Research the market.
Analyze current market trends, study historical data, and consider any economic
4 indicators that might affect the index you're considering. Many platforms
provide analytical tools and market reports to help you gather information.
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When You're Ready to Place Your Trade

By following these steps, you'll be well on your way to gaining a better
understanding of index options trading & taking control of your financial future.

Navigate

Navigate to the options trading section of your trading account and search for the
index options product, for example ‘XSP options.' Trading platforms might list
tickers differently, try searching the product name or the known ticker symbol.

Select

Select the specific contract you wish to trade.

Choose

Choose a strike price and an expiration date.
For example, you might select an XSP call option with a strike price of 450
and a next day expiration date. See an example trade below.

Enter

Enter the number of contracts you wish to purchase and review the trade
details.

Submit

Once you're satisfied, submit your order.

Monitor

Finally, monitor your trade. Keep an eye on market movements and be prepared
to adjust your strategy as needed. You can set alerts or use stop-loss orders to
help manage risks.

Example Trades & Outcomes

XSP®, Mini-SPX Index Options, track the S&P 500 and trade at 1/10th
the size of standard SPX® options.

Call option

In Mid-2024, XSP closed near $530, so we'll use that for our example. If a trader buys a call option with a strike price
of $530, that is quoted at 92 cents per call option in the market, they would pay a premium of $92 per contract
because of XSP’s contract multiplier of 100. That multiplier allows the XSP contract to have similar exposure to

multi-list options which have a contract multiplier of 100 that allows for control and delivery of those shares. Here

are the possible outcomes:

Scenario | Profit/Loss Scenario | Profit/Loss
5 XSP falls to $520
SRE $9O8 XSP remains at $530 _$92
Key |nf°rmat|°n Market Rises: If XSP rises to $540 Market Falls: If XSP falls to $520, the option
. . by the expiration date, the call option's would expire worthless because the strike
. Strike Price: $530 value would be $10 ($540 - $530) per price is higher than the index level. The
Premium: $92 per contract share. Since each contract represents 100 trader would incur a loss equal to the
Contract rep,resentS: 10_0 shares shares, the total value would be $1,000 premium paid, which is $92 per contract.
Time to expiry: 1day ($70 x 100 shares). Subtracting the $92
premium paid, the net profit would be Market Stays Flat: If XSP remains at $530,
$908 per contract ($1,000 - $92). the call option would have no value, and it

would expire worthless. The trader would
lose the premium paid, which is $92 per
contract.

Put option

If a trader buys a put option with a strike price of $530, paying a Key information

premium of $137 per contract (or $1.37 per put option), considering Strike Price: $530

) Premium: $137 per contract
that each contract represents 100 shares, here are the possible Contract represents: 100 shares
outcomes: Time to expiry: 1 day

Scenario | Profit/Loss Scenario | Profit/Loss

XSP rises to $540
HEREIBE LD $863 XSP remains at $530 -$-|37

Market Falls: If XSP falls to $520 by the Market Rises: If XSP rises to $540, the
expiration date, the put option's value option would expire worthless because the
would be $10 ($530 - $520) per share. strike price is lower than the index level. The
Since each contract represents 100 trader would incur a loss equal to the
shares, the total value would be $1,000 premium paid, which is $137 per contract.
($10 x 100 shares). Subtracting the $137

premium paid, the net profit would be Market Stays Flat: If XSP remains at $530,
$863 per contract ($1,000 - $137). the put option would have no value and

expire worthless. The trader would lose the
premium paid, which is $137 per contract.

Note

These examples used intrinsic value for the sake of simplicity. Extrinsic value, including factors like volatility and time to expiration, can significantly

influence the price of options. High volatility increases the potential for substantial price movements, thus raising an option's premium, while the
time remaining until expiration affects the option's time value, with longer durations typically resulting in higher premiums.

These simple examples highlight the potential outcomes for call and put options, demonstrating how index options can be used to trade on market
movements or hedge against downturns. By understanding these scenarios, traders may better manage their risks and rewards, guiding them
through the highs and lows of options trading.

TAKE YOUR TRADES DISPELLING TAKE A
FURTHER WITH THE MYTHS DEEPER DIVE

INDEX OPT’ONS Seperate fact from fiction and debunk Elevate your trading by comparing

common misconceptions about index Stocks vs. Single Stock Options vs.
options. Index Options.

Find a Broker > Learn Now > Read More —>

There are important risks associated with transacting in any of the Cboe Company products or any of the digital assets discussed here.
Before engaging in any transactions in those products or digital assets, it is important for market participants to carefully review the
disclosures and disclaimers detailed at https://www.cboe.com/us_disclaimers/. These products and digital assets are complex and are
suitable only for sophisticated market participants. These products involve the risk of loss, which can be substantial and, depending on the
type of product, can exceed the amount of money deposited in establishing the position. Market participants should put at risk only funds
that they can afford to lose without affecting their lifestyle.
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