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Disclaimer

The views and opinions expressed in this presentation reflect those of the individual
authors/presenters only and do not represent in any way Bourse de Montréal Inc.’s (the
“Bourse”) opinion or any of its affiliates. The presentation is not endorsed by the Bourse or its
affiliates. The information provided in this presentation, including financial and economic data,
guotes and any analysis or interpretation thereof, is provided solely on an information basis and
shall not be interpreted in any jurisdiction as an advice or a recommendation with respect to the
purchase or sale of any derivative instrument, underlying security or any other financial
instrument or as a legal, accounting, tax, financial or investment advice. The Bourse and its
affiliates do not endorse or recommend any securities referenced in this presentation. The
Bourse recommends that you consult your own advisors in accordance with your needs.
Although care has been taken in the preparation of these articles, the Bourse and/or its affiliates
do not guarantee the completeness of the information contained in this presentation, and are
not responsible for any errors or omissions in or your use of, or reliance on, the information.
The Bourse reserves the right to amend, review or delete, at any time and without prior notice,
the content of this presentation. The Bourse, its affiliates, directors, officers, employees and
agents will not be liable for damages, losses or costs incurred as a result of the use of any
information appearing in this presentation.

“S&P®” and “Standard & Poor's®” are registered trademarks of The McGraw-Hill Companies,
Inc. and “TSX®” is a trademark of TSX Inc. (“TSX"). The products mentioned in this
presentation are not sponsored, endorsed, sold or promoted by S&P or TSX; and S&P and TSX
make no representation, warranty or condition regarding the advisability of investing in them.

SXM™ js a trademark of Bourse de Montréal Inc.
2



What i1s a Futures Contract?

e Futures are contracts to buy or sell a
specific product:
At a specific price
On a specific date

* Physical or cash settlement

 |f not closed before expiration, both parties
must fulfill the contractual agreement on
the settlement date.



Options vs. Futures

Options Futures

Buyer has the right, not the Buyer and seller have an obligation
obligation, to take possession of the unless the position is closed prior to
underlying. expiration.

Has a value as soon as the price

Only has a value on expiration if it is changes in relation to the entry

“in-the-money”.

price.
Profit or loss not realized until Position “marked-to-market” at the
position offset. end of every trading day.

No upfront cost, putup a
“performance bond” or “good faith
deposit”.

Pay a premium.



What I1s an Equity Index?

 An index is used as a method of measuring
changes In a basket of stocks.

 Represents a specific sector or sectors of
the market or the entire market

e Often used by financial news outlets as a
way of tracking the overall performance of
the market or a portfolio.



Equity Index Futures

e Equity index futures closely follow the price
movement of their respective indices.

 Typically referred to as the “underlying” or
“cash” indices.



Cash Market vs. Futures Market

Cash (or Spot) Market Futures Market

Not represented by one central
location. There is a network of
buyers/sellers.

Futures market traded at a central
location known as an exchange.

Reflects spot price plus the
opportunity cost that arises from
delayed settlement.

Reflects the value under the current
market conditions.

Price reflects immediate settlement  Price reflects a “cost of carry” such
and delivery. as financing, storage and insurance.

Participants usually assume the risk  Clearing corporation assumes the
of counterparty default. risk.



What is the S&P/TSX 60™ |[ndex?

e Tracks the 60 largest companies traded on
the TSX and is a “notional” index.

* Includes companies from 10 industry
sectors:

Materials

Financials

Consumer discretionary
Consumer staples
Telecom

Health care

Industrials

Energy

Utilities
. Source: Standard & Poor’s, S&P/TSX 60 Index Fact
Information technology Sheet, December 31, 2010



Why Is It Important?

 Represents a market capitalization of
1,144 billion dollars.

e This is approximately 73% of Canada’s
equity market capitalization.

* Provides insight into the overall direction of
the Canadian equity market to help with
Investment decisions.

Source: Standard & Poor’s, S&P/TSX 60 Index Fact Sheet, December 31, 2010
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S&P/TSX 60 Index Mini Futures

« SXM futures are priced in relation to the
S&P/TSX 60.

* Contract multiplier = C$50.00 times the
current level of the SXM futures contract
value.

Example:
SXM futures contract value = 800 index points
800 index points x C$50.00 = C$40,000.00
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SXM Minimum Price Fluctuation

e Minimum price fluctation = tick

e 1 tick = 0.10 index points
0.10 x C$50.00 = C$5.00 per contract
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SXM Price Fluctuation

S&P/TSX 60 LONG SXM P&L SHORT SXM P&L
VALUE

index value > 800.00 0 0
799.50 -$25.00 +$25.00
799.00 -$50.00 +$50.00
798.50 -$75.00 +$75.00

Based on one contract
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SXM Trading Hours

e Early session:
6:00 a.m. to 9:15 a.m. EDT

* Regular session:
9:30 a.m. to 4:15 p.m. EDT
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Which Expiration Month to Trade

e Quarterly expiration:

March (H)
June (M)
September (U)
December (Z2)
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SXM Contract Settlement

« Cash settled based on the official opening
level of the index on the final settlement
day as provided by Standard & Poor’s.

e Last trading day
Trading day prior to the final settlement day.

* Final settlement day
3rd Friday of the contract month.
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Why Use SXM Futures?

e Trade a directional bias on the Canadian
economy.

 Hedge a portfolio.

 Take advantage of index arbitrage.
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