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S&P 500 VIX Futures Index Series

e Trading volatility

— Spot VIX is difficult to replicate directly, and can be traded only in options and
futures markets. S&P is launching an index series that will link to products that
allow trading volatility in stock markets for the first time.

* Not spot VIX, but similar properties

— The S&P 500 VIX Short Term Futures Index has 87% correlation to VIX and an
inverse relationship with the stock markets akin to spot VIX.

 Tradable, long and short

— The index can be replicated using VIX futures, but also through 30 day volatility
swaps. A long position in the index is expected to decline over time due to term
structure decay, while a short position in the index would have a long term
positive return akin to returns of forward starting volatility arbitrage strategy.
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Construction

« The S&P 500 Short Term Future Index seeks to model the
outcome of holding along position in VIX futures contracts.

— The index is comprised of positions in first and second month (near and
next term) futures contracts.

— The index is rolled between the two contracts continuously throughout
each monthly period between futures expiration dates.

— Thus the index will be equivalent to a volatility swap with a constant
maturity of 30 days.
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Diversification Properties

S&P 500 VIX Index VIX Short-Term Futures Index

S&P 500 100.0% -75.6% -76.3%
VIX Spot 100.0% 86.6%
VIX Short-Term Futures Index 100.0%

Correlation with S&P 500

12/20/05 6/20/06 12/20/06 6/20/07 12/20/07 6/20/08 12/20/08

0%
—VIX Short Term Futures vs. S&P 500 VIX Spot vs. S&P 500
-25%
-50%
o }"ﬂ \)MAA {\1 m
AMH !
¥ v i v | Iy
N W ’ MMty as g f”
100% | W 1"!‘({ ’ L\ft\ﬁ W WAy
-125% -

Source: Standard & Poor’s, CBOE, Bloomberg. S&P 500 refers to the price return series of S&P 500.
VIX Short Term Futures refers to the excess return series of S&P 500 VIX Short Term Futures Index.
From 12/20/2005 to 10/31/2008.
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Portfolio Hedge Properties

* Like spot VIX, the index rises when S&P 500 goes down

S&P 500 Probability Of Going Up

Daily Return VIX Spot  VIX Short Term Futures Index
<0 81.4% 71.0%

<-0.5% 94.9% 91.0%

<-1% 98.1% 96.2%

<-1.5% 100.0% 98.4%

Source: Standard & Poor’s, CBOE, Bloomberg. S&P 500 refers to the price return series of S&P 500. VIX Short Term
Futures refers to the excess return series of S&P 500 VIX Short Term Futures Index. From 12/20/2005 to 10/31/2008.
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Portfolio Insurance Properties

 Both VIX spot and the index go up when S&P 500 takes a dive

Worst 20 Daily Drops of S&P 500
Date S&P 500 VIX Spot VIX Short Term Futures Index

10/15/2008 -9.03% 25.61% 14.03%
9/29/2008 -8.79% 34.48% 14.00%
10/9/2008 -7.62% 11.11% 9.97%

10/22/2008 -6.10% 31.14% 10.34%
10/7/2008 -5.74% 3.13% 9.60%
9/15/2008 -4.71% 23.54% 6.00%
9/17/2008 -4.71% 19.54% 5.72%
10/2/2008 -4.03% 13.69% 6.67%
10/6/2008 -3.85% 15.31% 3.60%
9/22/2008 -3.82% 5.55% 6.99%
2/27/2007 -3.47% 64.22% 24.53%

10/24/2008 -3.45% 16.71% 11.34%

9/9/2008 -3.41% 12.50% 7.00%
2/5/2008 -3.20% 8.66% 5.65%
10/27/2008 -3.18% 1.18% 5.83%
6/6/2008 -3.09% 26.46% 11.04%
10/21/2008 -3.08% 0.26% -2.60%
9/4/2008 -2.99% 12.13% 7.37%
8/9/2007 -2.96% 23.45% 14.07%
11/7/2007 -2.94% 23.84% 10.97%

Source: Standard & Poor’s, CBOE, Bloomberg. S&P 500 refers to the price return series of S&P 500. VIX Short Term
Futures refers to the excess return series of S&P 500 VIX Short Term Futures Index. From 12/20/2005 to 10/31/2008.
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Implementation

Futures Based Implementation Swap Based Implementation
— Average trading volume: ~2432 — At end of every day, a long
contracts position in index represents a long

— Average trading notional: ~$84 mn 30-day volatility swap.

— Assumed ETE size: ~$250 mn — Volatility swaps can be hedged

using SPX options.
— Trading per day: (1/20) x 250 =
$12.5 mn — SPX options are extremely liquid,

trading more than half a million

— % of average trading demanded by contracts a day

ETF: ~15%
— Swaps may also be hedged via
VIX options, which trade more than
(Based on volumes from 8/1to 10/31) 100K contracts a day.

STANDARD
&POOR’S

CONFIDENTIAL AND PROPRIETARY.

7. Permission to reprint or distribute any content from this presentation requires the written approval of Standard & Poor’s.



Disclaimers

This report is published by Standard & Poor’s, 55 Water Street, New York, NY 10041. Copyright © 2008. Standard & Poor’s (S&P) is a division of The
McGraw-Hill Companies, Inc. All rights reserved. Standard & Poor’s does not undertake to advise of changes in the information in this
document. "Standard & Poor's", "S&P" and "S&P 500" are trademarks of The McGraw-Hill Companies, Inc. Other index names are trademarks
of respective index providers.

These materials have been prepared solely for informational purposes based upon information generally available to the public from sources
believed to be reliable. Standard & Poor’s makes no representation with respect to the accuracy or completeness of these materials, whose
content may change without notice. Standard & Poor’s disclaims any and all liability relating to these materials, and makes no express or
implied representations or warranties concerning the statements made in, or omissions from, these materials. No portion of this publication
may be reproduced in any format or by any means including electronically or mechanically, by photocopying, recording or by any information
storage or retrieval system, or by any other form or manner whatsoever, without the prior written consent of Standard & Poor’s.

Standard & Poor’s does not guarantee the accuracy and/or completeness of any S&P Index, any data included therein, or any data from which it is
based, and Standard & Poor’s shall have no liability for any errors, omissions, or interruptions therein. Standard & Poor’s makes no warranty,
express or implied, as to results to be obtained from the use of any S&P Index. Standard & Poor’s makes no express or implied warranties, and
expressly disclaims all warranties of merchantability or fitness for a particular purpose or use with respect to any S&P Index or any data
included therein. Without limiting any of the foregoing, in no event shall Standard & Poor’s have any liability for any special, punitive, indirect,
or consequential damages (including lost profits), even if notified of the possibility of such damages.

Standard & Poor’s does not sponsor, endorse, sell, or promote any investment fund or other vehicle that is offered by third parties and that seeks
to provide an investment return based on the returns of any S&P Index. A decision to invest in any such investment fund or other vehicle
should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make an investment in
any such fund or vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering
memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or vehicle.

Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the independence and
objectivity of each analytic process. Standard & Poor’s has established policies and procedures to maintain the confidentiality of non-public
information received during each analytic process.
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