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Robert Scrudato joined Global X in 2023 as an Options Research Analyst
monitoring its Covered Call suite and other Risk-Managed ETFs.

Chandler Nichols joined Global Xin 2021. In his current role as a Product
Specialist, he works closely with the research analysts and sales team to
maintain and promote client-facing research content, as well as communicate
insights with clients and internal stakeholders around the globe.

S&P DJI: Why are some insurance companies implementing
equity-based covered calls in their portfolios?

Chandler: “Consistency” is key, and equity-based covered call strategies may
exemplify this in a meaningful way. By selling a level of upside participation in

a stock or stock index in exchange for a premium, the return potential over the
outcome period may be defined by the trajectory of the underlying asset and the
sold option contract’s specifications. This offers the potential for a reduction

in downside risk relative to owning the equity asset by itself. By mitigating
potential equity downside risk through covered call writing, insurance companies
may obtain a lower level of asset return dispersion than with a relatively more
unpredictable set of liabilities found within a portfolio of insurance policies.

Over the past 20 years of monthly S&P 500° total returns (240 total observations),
23 of those months (9.5% of all observations) saw negative returns of 5% or
lower." We believe this number is elevated relative to investor expectations,

which tend to view broad U.S. index-based returns as normally distributed. For
example, harvesting the volatility risk premium that is commonly found within
listed equity options markets may have been particularly useful in reducing

an equity portfolio’s volatility in 2022, a challenging market environment in

which the Federal Reserve raised interest rates at a precipitous pace.

S&P DJI: What are the potential benefits of an index-based
approach to covered call investing?

Chandler: The “rules-based predictability” of an index-based covered call
strategy is meaningful to our previous point on covered call portfolio
implementation. Index-based covered call strategies seek to reflect a consistent
stream of hypothetical option premia that may assist in the reduction of equity
return dispersion, which insurance company portfolios may seek to limit.
Furthermore, these strategies contain a specified set of rules behind both

the stock portfolio and the options overlay.

"Source: Morningstar Direct, measured monthly from Jan. 1, 2004, to Dec. 31,2023
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Passive investment strategies typically seek exposure to the underlying holdings of an equity benchmark that
is well known to the investor community to which an insurance company may already have exposure within its
equity holdings. Furthermore, these same covered call strategy rules typically include contract specifications
such as the level of the intrinsic value of an option (“moneyness”), the time until expiration, the contract type
and the process of rolling written call options. When combined, there is greater clarity as to the performance
of rules-based hedged equity exposures.

S&P DJI: How are covered calls traditionally used in portfolios?

Robert: Covered calls are generally utilized in an effort to harvest option premia and create a source of current
income while simultaneously seeking to provide a level of risk management. By applying such a strategy,

an effective cap is placed on the price appreciation potential that may be realized through their underlying
investment, depending on the strike price of the option. Although this could create a situation in which the
strategy trails the performance of its reference asset or underlying index when it’s on an upward trajectory,

the positive performance needs to breach the strike price of the sold call option plus any option premium
income to outperform. Moreover, the premia generated may help the covered call strategy outperformin
instances when the reference asset or underlying index is moving negatively. Similarly, it may also demonstrate
positive performance when the underlying instrument is trending in a relatively flat or choppy pattern due to the
consistent incorporation of option premia. The reinvestment potential that exists for these option premia is why
a covered call strategy is often described as a total return strategy.

S&P DJI: How do covered calls tend to respond to volatility?

Robert: Covered call strategies are generally intended to help to soften the measures of volatility and dispersion
that may be exhibited by the underlying assets underpinning the sold call option contracts. They do this on

both the positive and negative sides, with price movements to the upside being limited to the strike price of the
written call option plus the premia received. On the downside, returns are limited to investment losses of the
underlying asset minus the premium that’s received from writing the option. The end result of implementing the
strategy is generally (1) performance distributions that have more narrow tails; (2) a beta coefficient that lies
below the underlying reference asset or index; and (3) price patterns that feature less oscillation than a position
on the underlying instrument alone.

S&P DJI: For a taxable investor, what is the treatment of the option premia?

Robert: Option premia are taxed as a capital gain. Capital gains (losses) generated from option premia may

be utilized as a means to offset potential capital losses (gains) at the stock portfolio level. By themselves,
selling the two main types of listed equity options within a covered call strategy incurs differentiated taxation
treatments. U.S.-style options sold on a single asset or ETF typically result in short-term capital gains, which
incur the highest potential capital gains tax rate. European-style equity index options are classified as §1256
contracts. Capital gains under these particular contract types are treated as a blended 60% long-term and
40% short-term capital gain. Long-term capital gains are typically taxed in a more preferential manner than are
short-term capital gains. Therefore, index options are commonly viewed as more tax efficient than single-stock
and ETF options.

Disclosures

Investing involves risk, including the possible loss of principal. This information is not intended to be individual
or personalized investment or tax advice and should not be used for trading purposes. Please consult a financial
advisor or tax professional for more information regarding your investment and/or tax situation.



Indexing Covered Calls InsuranceTalks

General Disclaimer

© 2024 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, SPX, SPY, The 500, US500 , US 30, S&P 100, S&P COMPOSITE 1500, S&P 400, S&P
MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, Select Sector, S&P MAESTRO, S&P PRISM, S&P STRIDE,
GICS, SPIVA, SPDR, INDEXOLOGY, iTraxx, iBoxx, ABX, ADBI, CDX, CMBX, MBX, MCDX, PRIMEX, HHPI and SOVX are trademarks of S&P Global, Inc. (“S&P
Global”) or its affiliates. DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are trademarks of Dow Jones Trademark Holdings LLC
(“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or in
part are prohibited without written permission of S&P Dow Jones Indices LLC. This document does not constitute an offer of services in jurisdictions
where S&P Dow Jones Indices LLC, S&P Global, Dow Jones or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary
licenses. Except for certain custom index calculation services, all information provided by S&P Dow Jones Indices is impersonal and not tailored to the
needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties
and providing custom calculation services. Past performance of an index is not an indication or guarantee of future results. Closing prices for S&P Dow
Jones Indices’ US benchmark indices are calculated by S&P Dow Jones Indices based on the closing price of the individual constituents of the index as set
by their primary exchange. Closing prices are received by S&P Dow Jones Indices from one of its third party vendors and verified by comparing them with
prices from an alternative vendor. The vendors receive the closing price from the primary exchanges. Real-time intraday prices are calculated similarly
without a second verification.

Itis not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable instruments based
on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered
by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that
investment products based on the index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not
an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other
investment vehicle. A decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements
set forth in this document. S&P Dow Jones Indices is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer,
fiduciary, promoter” (as defined in the Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor.
Inclusion of a security, commaodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold
such security, commodity, crypto currency or other asset, noris it considered to be investment advice or commodity trading advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed
to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model,
software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in

any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall
not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow
Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not
responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN
“AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION.
In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special

or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lostincome or lost profits and opportunity costs) in
connection with any use of the Content even if advised of the possibility of such damages.

S&P Dow Jones Indices does not provide tax, legal, or accounting advice. This content is provided as of March 4, 2024, and has been prepared for
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