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Understanding Index Options

What are index options?

Index options are contracts that allow you to trade a directional view of the overall
market or market sector. Instead of trading the individual stocks in the index,
you take a position on whether you think the index or sector will go up, down,
or sideways. This may offer an alternate way to participate in the broad market'’s
movement.

Why trade index options?

'| Leverage

Index options give you the right to buy or sell the value of a
specific index or sector, like the S&P 500, Nasdaqg 100, Real
Estate, or Energy, at a set price by a certain date. They offer
control of a large amount of value with a smaller margin
deposit, known as leverage.

2 Diversification

Index options focus on the performance of a whole group
of stocks rather than a single stock, spreading out your risk.
This exposure to a basket of stocks may reduce the risk
associated with individual companies. ETF options may offer
similar attributes, but they differ from index options in terms
of exercise, assignment, and settlement times. Diversification
and asset allocation do not ensure future performance, success
or guarantee against loss.

3 No early exercise

Index options are European style, meaning they can only be
exercised at expiration. This differs from stock and ETF options,
which are American-style and can be exercised any time before
expiration. Sellers of index options may avoid an early assignment
that could occur from price swings resulting from news, company
reports, and dividends.

4 Cash settled

Unlike options on stocks or ETFs, an index option is usually settled
in cash when it reaches its expiration date. This means that any
money you made or lost from your trade is simply added to or
taken out of your trading account, eliminating the need to buy or
sell the underlying asset.
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5 Taxation

Some index options, like those on the S&P 500 , are taxed
differently than other investments. This can provide a tax
advantage compared to other short-term trading strategies.
However, there are specific criteria that the investor and the
strategy must meet to qualify for this tax treatment. Tax laws
can be complex and may change over time, so it's crucial to
consult with a qualified tax advisor to understand how your
specific options trades will be taxed.

What are the risks?

'| Leverage risk

While leverage is often used to amplify gains, it also amplifies
losses. If the market moves against a position, it is possible to
lose more money than was initially invested.

2 Margin risk

Many options trades involve the use of margin, which is
borrowed money. If your trades go against you, you could face
margin calls and be required to deposit additional funds.

3 Market risk

Since index options are based on sectors of the overall market,
they are affected by factors like economic news, interest rates,
and political events. These can be unpredictable and could
cause the market and the index to move unexpectedly.

4 Complexity

Index options can be more complex than buying and selling
regular stocks. It's important to understand how they work
before trading them.
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5 Choosing AM vs PM settlement

a. AM Settlement

These options are settled based on the opening price of
the stocks on the day the option expires. In this case, the
last time you could trade the option would be the day prior
to the expiration. However, the settlement value for the
option won't be determined until the market opens on the
expiration day. This means there's a chance the value could
change overnight.

b. PM Settlement
These options can be traded until the market closes on
the expiration day. The value at the end of the trading day
is used as the final settlement value. Keep in mind some
Index options can be traded up until 415pm est. on the
expiration day.

What index options are available?

Many index options are available, including standard options on stock indexes
and select sectors. Mini-index options that are 1/10 the size of the standard
are available for smaller contract sizes and to help control risk. Some selected
indexes also have nano options that are 1/100 the size and value of the mini. To
view the currently available index options, visit https://www.cboe.com/tradable

products/.

How can index options be used?

Traders and investors can apply the same options strategies that are used on
stock and ETF options. Index options are versatile tools that can be used for
various trading strategies. Here are some of the commmon ways traders use index
options:

. Explore Strategies — Discover options strategies and
empower your trading with the knowledge and skills to
. . navigate dynamic market conditions.
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'| Speculation

If you have a view of the direction of the overall market, or a
specific index, index options allow you to potentially profit
from that view. You can employ bullish options strategies if
you think the market will rise or bearish options strategies if
you think it will fall.

2 Income generation

Options credit strategies, such as selling vertical spreads,
diagonals, calendar spreads, condors, or iron condors and
butterflies, can be used to generate income from your
portfolio. You can collect the premium as income by selling
options, although this limits your potential upside and carries
additional risk.

3 Hedging

Index options can be used to protect your portfoliofrom market
downturns. For example, if you own a broad stock portfolio, you
could buy put options on a corresponding index. If the market
falls, the value of your put options will rise, offsetting some of
your portfolio losses. This is not a simple one-to-one ratio, as
the weighting of the index options versus the portfolio must
be correct and managed.

Your specific strategy will depend on your market view, risk
tolerance, and trading goals. It's important to thoroughly
understand any strategy before implementing it and to always
use risk management techniques like position sizing and stop-
loss orders.
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Test before you trade

TradeStation offers a trading simulator to get started with index options without
risking real money. This feature allows you to practice trading index options in a
realistic environment. You can use this mode to familiarize yourself with index
options, test out different trading strategies, and see how your trades would
have performed in various market conditions. This hands-on experience can
be invaluable in building your understanding and confidence before you start
trading with real money.

Conclusion

Index options offer potential for traders looking to trade market moves without
the risks of individual stocks. By providing leverage, flexibility, and diversification,
index options can be an ideal tool for trading market direction, generating
income, growing capital, or hedging portfolio risk.

However, Index options are complex instruments that require a solid
understanding of market dynamics and risk management. Before diving into
any options strategy, make sure you have a firm grasp on how they work, the
risks involved, and the strategies aligned with your goals.

The market is always moving, and index options provide a way to potentially profit

from and hedge those moves. With the right knowledge, tools, and support, you
can harness the power of index options to help achieve your trading goals.

Review Options Level — Ready to take your options trading
to the next level? Learn about your option level and make
sure it's right for you. Boost your trading potential!
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Important Information and Disclosures

This content is for educational and informational purposes only. Any symbols, financial instruments, or trading
strategies discussed are for demonstration purposes only and are not research or recommmendations. TradeStation
companies do not provide legal, tax, or investment advice.

Past performance, whether actual or indicated by historical tests of strategies, is no guarantee of future
performance or success. There is a possibility that you may sustain a loss equal to or greater than your entire
investment regardless of which asset class you trade (equities, options or futures); therefore, you should not invest
or risk money that you cannot afford to lose. Before trading any asset class, first read the relevant risk disclosure
statements on www.TradeStation.com/Important-Information.

Securities and futures trading is offered to self-directed customers by TradeStation Securities, Inc., a broker-
dealer registered with the Securities and Exchange Commission and a futures commission merchant licensed
with the Commodity Futures Trading Commission. TradeStation Securities is a member of the Financial Industry
Regulatory Authority, the National Futures Association, and a number of exchanges.

TradeStation Securities, Inc. and TradeStation Technologies, Inc. are each wholly-owned subsidiaries of
TradeStation Group, Inc., both operating, and providing products and services, under the TradeStation brand and
trademark. When applying for, or purchasing, accounts, subscriptions, products, and services, it is important that
you know which company you will be dealing with. Visit www.TradeStation.com/DisclosureTSCompanies for
further important information explaining what this means.

Options trading is not suitable for all investors. Your TradeStation Securities’ account application to trade options
will be considered and approved or disapproved based on all relevant factors, including your trading experience.
See www.TradeStation.com/DisclosureOptions. Visit www.TradeStation.com/Pricing for full details on the costs
and fees associated with options.

Margin trading involves risks, and it is important that you fully understand those risks before trading on margin.
The Margin Disclosure Statement outlines many of those risks, including that you can lose more funds than

you deposit in your margin account; your brokerage firm can force the sale of securities in your account; your
brokerage firm can sell your securities without contacting you; and you are not entitled to an extension of time on
a margin call. Review the Margin Disclosure Statement at www.TradeStation.com/DisclosureMargin.

Any examples or illustrations provided are hypothetical in nature and do not reflect results actually achieved and
do not account for fees, expenses, or other important considerations. These types of examples are provided to
illustrate mathematical principles and not meant to predict or project the performance of a specific investment
or investment strategy. Accordingly, this information should not be relied upon when making an investment
decision.
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