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Unpredictable markets can make growing wealth and avoiding losses difficult. Put options are an effective
way to manage and reduce this unpredictability. Even more effective are long-term put options, also
known as LEAPS: Long-Term Equity Anticipation Securities.

A long-term equity anticipation security are options with expiration dates longer than 12 months. Put
options LEAPS offer risk mitigation for a longer time horizon without capping potential upside.

An investment approach that utilizes a LEAPs put option as a long-term hedge, like the Defined Risk
Strategy (DRS), has three distinct benefits for long-term investors.

3 BENEFITS OF LEAPS PUT OPTIONS

LEAPS for Long-Term Defense

A LEAPS put option is a direct way to mitigate undiversifiable market risk. A LEAPS put option is not
designed for correction protection but to hedge against portfolio devastation that bear markets can create.

Because it has a one to two-year expiration, it may provide investors the defense they need before, during,
and after a bear market (defined as a decline of 20% or more from market highs). Historically, the impacts
of bear markets can last anywhere from 1 to 2 years, so having a defense mechanism that investors can
count on throughout the bear market is crucial for keeping them invested.

While no two bear markets are the same, they are always damaging to portfolios and investor psyches. The
nature of the bear market, whether structural, cyclical, or event-driven, has historically made a difference
in the speed, magnitude, and duration of the market selloff and recovery.
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In contrast, short-term put options (less than a year for expiration) to hedge a portfolio may leave investors
unhedged when they need it most. As a bear market ravages investors’ portfolios, the short-term put
option can expire worthless. Subsequently, if a short-term hedge expires or is exercised during a bear
market, it may become too expensive to hedge again with a new put option, and in such cases investors
may be left to face the full brunt of further declines without protection.

A long-term put option doesn’t put investors in a scenario where they are forced to rehedge under duress
when it may not financially make sense. Instead a long-term hedge provides investors with a reliable way
to mitigate losses during lengthier bear market selloffs, therefore helping clients remain calm and avoid
emotional reactions.

LEAPS for Offsetting Losses

A LEAPS put option gains value when the underlying equity loses value. The more the market falls below
the hedge level (strike price), the more valuable the put option becomes. As the put option gains value, it
begins to offset additional losses in the portfolio.

It is important to note, this inverse relationship is not linear. As the market sells off, the value of the hedge
intensifies, or accelerates; what may start off as a partial offset of losses becomes a dollar-for-dollar offset,
and, eventually, the hedge increases more in value than the market declines.

At this point, selling the valuable put option makes sense. It results in a profit that can be used to
1. buy another put option (rehedge),

2. and buy additional shares of the underlying equity.

LEAPS for Acquiring More Equity

A huge benefit to selling a valuable put option during a market sell-off is creating the cash necessary to
take advantage of a bear market: buying additional equity at a significantly reduced price.

Investors often don’t have the financial or emotional wherewithal to buy when the markets are in a nosedive.

Rehedging with a LEAPS put option provides this opportunity. Selling a valuable hedge during a major
selloff creates the investable capital when the investor doesn’t usually have the cash or emotional discipline
to buy low.

The additional benefit to this, is the springboard effect for investors’ portfolios when recovery does come.
Purchasing additional shares in a market selloff can better position investors for better rebound and faster
recovery when the markets turn.
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HOW THE DRS UNLOCKS THE POWER OF LEAPS

The Swan Defined Risk Strategy Select Composite, launched in 1997, was able to unlock the benefits
of the LEAPS put option during the Global Financial Crisis. This bear market provided an opportunity to
rehedge twice and serves as an example of the tremendous benefits of the LEAP.

Below is a chart of 2008 and the trajectory of the crisis alongside the treatment of the LEAP.

We hedged the S&P 500 around 1400 at the beginning of 2008. As the year went on and the market
went down, our LEAPS put option continued to gain in value.

In between September 15 when Lehman fails and September 29 when the house rejects a bailout, we
sold the LEAPS put option, rehedged, and purchased additional shares, resulting in 37% more shares.

In February 2009, we sold the new LEAPS put option, rehedged, and bought more shares.

By unlocking the power of the rehedge twice in the selloff during the Great Financial Crisis, the DRS
had recovered from the selloff, while the S&P 500 took about 4.5 years to recover.
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Source: Swan Global Investments. Not a guarantee of future performance. The results above refer to the DRS Select
Composite. The information above is for presentation purposes only and is not a guarantee of results and should not
serve as the sole determining factor for making investment decisions.

In market environments when most investors are sitting on the sidelines or passively experiencing their
accounts drop, Swan was able to take advantage of the significantly low prices and set ourselves up pretty
well for market rebound.
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LONG-TERM VS SHORT-TERM HEDGING

Our LEAPS put option allowed us to get the most value out of our put option.

A short-term put option, like a quarterly put option, may expire during a bear market thus leaving investors
unhedged; be cost prohibitive to rehedge during the crisis; require shorter adjustment periods, which
means more timing risk; and can be harder to monetize the hedge and buy more when the market sells off.

A long-term put option can have a longer duration than bear markets thus keeping investors always
hedged; doesn’t put investors under duress to rehedge during a crisis; requires less frequent adjustments,
which means less timing risk; and provides an opportunity to acquire more equity during major market
selloffs.

For long-term investors who are worried about a bear market threatening their irreplaceable wealth, a
long-term hedge with LEAPS may be the best option.

HEDGING FOR THE LONG-TERM WITH THE DRS

Avoiding large losses and acquiring more equity during protracted selloffs can better position your clients
when the market rebounds. This may reduce recovery time and increase long-term return potential.

A long-term hedge with a LEAPS put option seeks to
+ Help your clients remain always invested
+ Directly mitigate systematic risk
+ Provide an opportunity to acquire more shares during major market selloffs

Incorporating an investment approach, like the Defined Risk Strategy that utilizes long-term put options for
its hedge may provide the long-term defense investors need to reach their goals.
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IMPORTANT NOTES AND DISCLOSURES

Swan Global Investments, LLC is a SEC registered Investment Advisor that specializes in managing
money using the proprietary Defined Risk Strategy (“DRS”). SEC registration does not denote any special
training or qualification conferred by the SEC. Swan offers and manages the DRS for investors including
individuals, institutions and other investment advisor firms. Any historical numbers, awards and recognitions
presented are based on the performance of a (GIPS®) composite, Swan’s DRS Select Composite, which
includes non-qualified discretionary accounts invested in since inception, July 1997, and are net of fees
and expenses. Swan claims compliance with the Global Investment Performance Standards (GIPS®).

The Swan Defined Risk Strategy Select Composite demonstrates the performance of non-qualified assets
managed by Swan Global Investments, LLC since inception. It includes discretionary individual accounts
whose account holders seek the upside potential of owning stock, and the desire to eliminate most of
the risk associated with owning stock. The Composite relies on LEAPS and other options to manage this
risk. Individual accounts own S&P 500 exchange traded funds and LEAPS associated with the exchange
traded funds as well as multiple other option spreads that represent other indices that are widely traded.
The Defined Risk Strategy was designed to protect investors from substantial market declines, provide
income in flat or choppy markets, and to benefit from market appreciation. Stock and options are the
primary components of the strategy.

All Swan products utilize the Defined Risk Strategy (“DRS”), but may vary by asset class, regulatory
offering type, etc. Accordingly, all Swan DRS product offerings will have different performance results
due to offering differences and comparing results among the Swan products and composites may be
of limited use. All data used herein; including the statistical information, verification and performance
reports are available upon request. The S&P 500 Index is a market cap weighted index of 500 widely held
stocks often used as a proxy for the overall U.S. equity market. Indexes are unmanaged and have no
fees or expenses. An investment cannot be made directly in an index. Swan’s investments may consist
of securities which vary significantly from those in the benchmark indexes listed above and performance
calculation methods may not be entirely comparable. Accordingly, comparing results shown to those
of such indexes may be of limited use. The adviser’s dependence on its DRS process and judgments
about the attractiveness, value and potential appreciation of particular ETFs and options in which the
adviser invests or writes may prove to be incorrect and may not produce the desired results. There is no
guarantee any investment or the DRS will meet its objectives. All investments involve the risk of potential
investment losses as well as the potential for investment gains. Prior performance is not a guarantee of
future results and there can be no assurance, and investors should not assume, that future performance
will be comparable to past performance. All investment strategies have the potential for profit or loss.
Further information is available upon request by contacting the company directly at 970-382-8901 or
www.swanglobalinvestments.com. 112-SGI-031320
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