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Disclosures

Options involve risk and are not suitable for all investors. Prior to buying or selling an
option, a person must receive a copy of Characteristics and Risks of Standardized Options
(the “ODD”). Copies of the ODD are available from your broker, by calling 1-888-OPTIONS,
or from The Options Clearing Corporation, One North Wacker Drive, Suite 500, Chicago,
lllinois 60606. The information in this presentation is provided solely for general education
and information purposes. No statement within this presentation should be construed as a
recommendation to buy or sell a security or to provide investment advice. Any strategies
discussed, including examples using actual securities and price data, are strictly for
illustrative and educational purposes. In order to simplify the computations, commissions,
fees, margin interest and taxes have not been included in the examples used in this
presentation. These costs will impact the outcome of all stock and options transactions and
must be considered prior to entering into any transactions. Investors should consult their tax
advisor about any potential tax consequences. Past performance is not indicative of future
results. CBOE® and Chicago Board Options Exchange® are registered trademarks and
CEBOs is a servicemark of CBOE. All other trademarks and servicemarks are the property
of their respective owners.
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Agenda

= Credit / equity correlation

= The Homebuilding Sector
= Are the credit and equity markets telling the same story?
= Credit Event Binary Options

= Constructing a trade
= Profit & Loss
= Risks to the trade

= Margin considerations
= Conclusions/ Q & A
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CHICAGO BOARD OPTIONS EXCHANGE

Credit / Equity Correlation

VIX vs Credit Spreads since 2003

S&P Speculative Grade Credit Spread "
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BBR: Homebuilder Sector CEBO expiring in Sep.
2008

Home Builder Sector Multiple Payout Bazsket CEBOs (BBR)
& zsumed
Erpuaty Feference Eecowvery | Cash Settlement
Compaty M ame Ticker Oblzation  |Hotional Value FHate Agmount

EBH 775

| {EBE Home EEH 0z/m1410 $12,500.00 0.40 $7,500.00

E Hovnatdan HOV &5
2 |Entpers Ine HOV 01/1514 $12,500.00 0.40 $7,500.00
Beazer Homes IS4 EzHa.%

3 (Inc BZH 11715413 $12,500.00 0.40 $7,500.00

4 |5td Pac Corp =PF SEPF 70841515 $12,500.00 0.40 $7,500.00
CTH 525

& Centex Corp CTH 0&15015 $12,500.00 0.40 $7,500.00

LEHM 595

fi|Lennar Corp LEN 0301413 $12,500.00 0.40 $7,500.00
PHLI 525

T|Pulte Homes Inc |PHIM 01/1514 $12,500.00 0.40 $7,500.00
TOL 6875

&|Toll Bros Inc TOL 11/15/12 $12,500.00 0.40 $7,500.00

$100,000.00 $60,000.00
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XHB components

Stock Symbol ™ weight
Standard Pac Corp Hew =PF 5.1 0%
Meritage Homes Corp FTH 4. 90%
Mwt Inc M 4 20%
Furniture Brands Intl Inc FBM 4 B60%
Beazer Homes Usa Inc BSH 4 50%
Champion Enterprises Inc CHB 4. 50%
Lowes Cos Inc LCmne 4 50%
Leggett & Platt Inc LEG 4. 50%
Lennar Corp LEM 4 40%
D R Horton Inc CHI 4.40%
Hovnmanian Enterprises Inc  [HOY 4 40%
Toll Brothers Inc TOL 4.30%
M D C Hidgs Inc D 4 30%
Sherwin Williams Co = HWY 4. 30%
Pulte Homes Inc FHM 4. 30%
Rydand Group Inc YL 4. 30%
Home Depot Inc HD 4. 20%
Avatar Hldgs Inc AMNTH 4. 20%
Mohawk Inds Inc PAH 4. 20%
Kb Home BH 4.10%
Ethan Allen Interiors Inc ETH 4. 00%
Centex Corp CT 23.80%
Tempur Pedic Intl Inc TR 2.40%




Anatomy of a Cross-Asset Trade: Credit vs. Equity June 2008

Similarities: BBR CEBO & XHB deep OTM put

= Both are securities, traded in a securities account

= Both should increase in value as equity prices / credit
quality decline

= It takes extreme events / movement for either to go
‘in-the-money’

= Same expiration (September 2008)
= Same sector, subject to the same fundamental news
= Maximum gain and maximum loss is known for both
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Differences: BBR CEBO & XHB deep OTM put

= XHB — 23 components; BBR — 8 components

= XHB — equity derivative; BBR — credit derivative
= XHB put — 100 multiplier; BBR — 1,000 multiplier
= Different margin requirements
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Which XHB deep OTM September put should we
trade?

= At a trade price of $3.00, CEBO implies a 5%
chance of 8 credit events

= $3,000/$60,000 = 0.05
= Which XHB put implies a 5% chance of
disaster within the sector?

= 5 delta put on Sep XHB = 13.0 strike

= XHB Sep. 13.0 put value on May 19 = $0.25 with XHB
trading $22.00

= TO get ~$60,000 worth of exposure = 46 contracts
$1,150

= $1,850 more premium in CEBOs

10
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What is the market telling us?

= Demand for credit protection on homebuilders is
greater than demand for equity protection

= CEBOs appear rich relative to equity options, considering
this example’s view that homebuilders will remain solvent for
the next several months

= Hypothetical Trade on 5/19/08: Buy 46 XHB Sep. 13.0 puts
for $0.25 / Sell 1 Sep. BBR CEBO at $3.00
= Debit for the puts = $1,150

= Credit for short CEBO = $3,000
Net credit = $1,850

11
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XHB, BBR, & Sep. 13.0 put

— XHB — BBR Sep. 13.0 put

12



Zero Credit Events: P&L at expiration

m Anatomy of a Cross-Asset Trade: Credit vs. Equity June 2008

# of credit |Premium  |Payoutdue |Met PAL) |Premivm  |Met PAL) |Het BAL)

evente/  |Feceived | o®dt  Jonchort |Paidon  |onlong 46 |on XHE/

YEH price [onShont [ |cEBO |longds  |XHBSep. |CEEO
CEBO AHE Gep. |130 puts  |spread
position 13.0 puts

U eredit $3,000 $0 $3,000 1 ChL LS00 (51,150 $1,850

events |

XHE =

$13.00

13
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1 credit event: HOV defaults 6/15/08,
Value at expiration

June 2008

# of credit |Premium  |Payout due |Net PAL) |Premoum  |Met PALY |Het PAL)

events {  |Received |toodt o short |Paidon  |onlong 46 |on XHE /

¥EH price |onShort [T [cEEO |longdd  |MHE Sep. |CEEO
CEBC AHE Gep. |15.0 puts  |spread
posiiion 130 puts

L credit $2.0000 o700 45000 RIS LIS (5650

events |

XHE =

$13.00

14
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8 credit events: value at expiration with XHB at

$4.00

# of credit |Premium  |Payout due |WNet PAL) |Premium  [Met BAL) |Het PAL)

everta/ [Received [to =it Jonshort |Paidon  |on lotig 46 Jon ZHE/

XEH price [onShort [ [cEEO  |longdé  [EHBSep. |CEEO
CEBC AHE Gep. |130puts |spread
position 130 puts

8 credt $3.000] (pe000m| (5700000 CRL LSO SA0250) (hl6,750)

avents |

XHE =

4 .00

15
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What about all of the possibilities in between?

= XHB should fall

= Implied volatility should increase

= XHB Sep. 13.0 put increases
= Time decay

= Credit spreads should widen, thereby increasing the
price of the CEBO

= But there will also be downward pressure on the
CEBO due to less components and time decay

16
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Coupon payment dates (no principa

ISSUER CPH_DTE
=FPF 15-Aug
HO 15-Jun
HO 15-Jul
B H 15-Jun
B H 15-Jun
B H 15-Jul
LEM T-dun
LEM 15-Jun
CTx 15-Jun
CTx 15-Jul
CTx 1-Aug
CTx 15-Aug
kEH 15-Jun
kEH T15-Jul
KEH 1-Aung
kEH 15-Aug
FHM 15-Jun
FHM 15-Jul
FHM 1-Aug
FHM 15-Aug
TOL 1-Jun
TOL 1-Aug

$11.8122500
$11.812500
$4.781250

$35.393750
$41.175000
$11.171875
$4.162500

$12.031250
$27.365625
$15.111345
$15. 552500
$31.673845
$11.812500
$13.125000
$15.750000
$13.193750
$53.881250
$24 957500
$5.512500

$158.812500
$11.158250
$63.718750
$11.812500
$13.353250
F15.657500
F24 475000
%$80.358250
$6. 187500

$5.250000

$14.437500

cCDSs Rating
1376 bps B

1148 bps CCC+

927 bps B

500 bps BB+

356 bps BB+

340 bps BB

252 bps BE+

243 bps BBBE-

due)

17



DATE

052708

OE05:705
O&1 708
O&24,108
O& 25108
D& 2605
OE27 00
O Ms05
HEFN PN S
072408
o7 L2508
07 L2508
O L2505
OF L2505
o7 L2908
o507 .05
051303
05,2205
L5 2608
052605
09,0505
OSL0905
DS 7 05

EVENT

Few Home Sales

Fending Home Sales

Housing Starts

S&P/Case Shiller Home Price Index
Mew Home Sales

LEM earnigns

FBH earnigns

Fending Home Sales

Housing Starts

CTx earnings

=FF earnigns

BH earnings

FHMM earnings

Mew Home Sales

SE&PfCase Shiller Home Frice Index
Fending Home Sales

Housing Starts

TOL earnings

Mews Home Sales

=&FPfCase Shiller Home Frice Index
HO% earnings

Fending Home Sales

Housing Stars

m Anatomy of a Cross-Asset Trade: Credit vs. Equity June 2008

Key fundamental dates

18
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Which BBR component is most likely to default,
according to the market?

> Term Structure -1 Mormalize

Standard- Pacific
B Hovnanian

Bearer Homes
B Lennar

Centex
B KB Homes

Fulte

Toll

02/23 03/04 03/14 03/24 04/03 0413 04/23 05/03 05/13 05/23

19
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Margin considerations (Exchange minimums)

= Customer

= Long XHB Sep. 13 puts
= Premium paid in full ($1,150)

= Short CEBO
= Max. cash settlement amount + premium received ($63,000)
= Qualified Customer ($5 million)

= Long XHB Sep. 13 puts
= Premium paid in full ($1,150)

= Short CEBO
= 15% of the max. cash settlement amount + premium received

($12,000)
s Broker-Dealer

= SEC's Net Capital Rule provides offsets when short CEBO is
combined with a long equity put position

20
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CBOE's Credit Options Complex

= Single Name CEBOs = Basket CEBOs
= Ford Motor Co. (FDE) = Auto Sector (AYF)
= General Motors Corp. (GCB) = Homebuilder Sector (BBR)

= Hovnanian Enterprises (CKA) = High-Yield Composite (HAU)

= Standard Pacific Corp. (JSV)

= Each CEBO currently has two expirations
= September 2008
= September 2012

= More CEBOs with more expirations will be listed

21
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Conclusions

= Credit vs. equity trades may present profitable
trading opportunities

= CBOE's Credit Event Binary Options allow all investors
the opportunity to trade credit derivatives

22
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Where to learn more about CBOE's Credit
Derivatives

= Www.cboe.com/credit

= Matt McFarland — Director, Credit
Derivatives
= 312-786-7978
= mcfarland@cboe.com

23



