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Dark Matter: There's more out there than meets the eye!
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A BIG Business: Option Market Growth

® QOpen interest of exchange-traded option contracts in the U.S.
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Source: Credit Suisse Quantitative Trading & Derivatives Strategies
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Hedging Order Flow

" From a daily Credit Suisse US Options Recap:

— “There was a buyer of 50k XYZ Jul 25 puts (creating 1.5m shares for sale)”.

= Note: these puts were 30A (= 1.5/5)

" Banks and broker/dealers must hedge their options order flow.

— Buying calls

: Creates shares to sell
— Selling puts

— Selli I
° |.ng o } Creates shares to buy
— Buying puts
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Re-hedging: It's all about Gamma

" Suppose | (as a broker/dealer) buy a 40-delta call and hedge it (by selling 40
shares of stock).

" The stock goes up a dollar ... what do | do to re-hedge®?
" What do | do if the stock goes down?

B | et'ssee...
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Delta Hedging & Gamma

Value Hedge (Short Stock) Long Call

éain on Long Call

Gain on Hedge <

Loss on Long Call !
\ = Loss on Hedge

Stock Price

Because of gamma, the hedged position has a net gain regardless of the move in spot.
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Pin Risk

" |f the street is long gamma at a given strike price and the stock is trading around
that strike near expiration, re-hedging activity (buy low/sell high) will tend to drive
the stock price to the strike, “pinning” it there at expiration.

= Short gamma will cause the strike and stock price to act like the positive (or
negative) poles of two magnets, repelling each other as hedgers “buy high” and

“sell low”".
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Dec Expiration (12/18/09)

" The Street was significantly long gamma at the 1100 Dec expiration ...
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It's not just hedgers ...

= “A lot of accounts are long C July 3 puts (over 200m shares open interest) and
may need stock to exercise their puts.” Credit Suisse Daily Option Recap on July 9, 2009

C US EQUITY  |Ralci GP - Line Chart Page 1,2

ge |EECEREER - EREEEDEN e Mo os [N Currency
i ower Mov. Avg O Events

Jul 17 (exp)

.
N
.
.
N e

Australi
Jopan 21

N

CREDITSUISSE Side 0



Canaries in Coal Mines!

" From the Wall Street Journal on Sept 22, 2009 ...
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OFTIONS SEFTEMBER 22, 2009

Bullish Moves in Perot Days Before Deal

Article Comments

SUBSCRIBER CONTENT PREVIEW

FOR FULL SITE ACCESS: SUBSCRIBE NOW

B TEMMILLE TRACY

Days befare Dell announced plans to buy Perot Systems, the options market played host to
robust trading in Perot, suggesting some traders might have anticipated the news.

Starting Sept. 9 and continuing through bMonday, traders bought and sold far more options in
Perot Systerms than they normally do.

And the bulk of the activity appeared to be bullish, with traders preparing for Perot's stock to
mave higher. "The increased options activity ..
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Perot Systems

" The DELL bid ($30/share) was announced on Monday, Sept 21, 2009 with PER
trading at $17.91.

29.57 +0.0171+0.03% 12 15pmeT
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1d 2d Bm YTD 1w 3y Sy all data Advanced Charting

" The week before, volume surged in PER calls, with the Oct 20-strike call trading
over 30x normal volume on Sept 18 (closing that day at $0.55).
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Accenture (ACN) News (9/24/09)

Bullish Move in Accenture: Options

By Jud Pyle CFa = Bl 09/24/09 - 0350 P EDT

Ztock quotes inthiz article: ACZr HURR

B Leave a Comment

MNEWY v ORK (TheStreet) -- Shares of Accenture (ACHN Cluote) are 30% higher than its April
Iows of $26 .67, and at least one investor is calling for even more upside in the management
services company throughout the next few weeks.

OPTIONS GUIDE

{2 Bulls Target Comcast, Hike:
Options Recap

{2 Big Investor Bets Comcast Will
Rise

2 Heawvy Activity in Safeway:
Options

2] AMERITRADE

MMore o AN

Mext Tech Merger EEE=

Five Dumbest Things on Wall Street: Aug
7

COptions Traders Turn Bullish on Hurn
Mad About Options: IBM Flashback EEES

Mad About Options: That'll Do Hewlett
EE==

Againstthe Grain: Buy Accenture! EES=

15, Stocks to Open Lower Ahead of
Spending Data

‘WMad mMoney Lightning Round': Joy Global:

Dirt Cheap

Tiger'Wwoods Return Mo Help for Golf
Stocks
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Looking at the out-of-the-money Cct. 40 calls, more
than 12,700 of these options traded so far today
YENSUS open interest of 3,000 contracts, indicating that
the inwestor traded these calls to open.

Ciuring the first hour of trading, an investor bought
8,000 of these options for about 20 cents. That means
if the investor decides to hold these options until
expiration, the call purchase would make money it ACR
shares expire higher than $40.20.

The Cct. 40 calls are currently trading up 12 cents,
and hawe a delta of 15, That means for every daollar
moswe in the underlying stock, the calls should mowe by
13 cents. ACK shares are now trading down <1 cents,
and the calls should hawve dropped roughly sik cents.
When calls are up and stocks down, it suggests the
presence of call buyers, as implied wolatility has
climbed to 42 .1.

A did not announce significant news today, but
rumors cantinue to circulate around ACH's potential
interest in acquiring HUuren Cansulting (HURRM
Quote).

It's interesting that we're seeing heawy-call buying
activity without @ major catalyst. This could also be a
stock-replacement strategy, where the inwvestar is
selling shares but buwing the calls in case there is
further upside. The call purchase could hawve less
downside than owning the stock outright. (The
maxirnum 1oss for a long call is the premium paid, plus
cCommissions.)
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ACN: Inverted Skew
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Prices: Jan 3, 2000-May 1, 2008

" What would you pay for the 2-month 57.5-strike call on this stock?

A N
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Feb 15, 2007

[BAC] Fitch cuts Bank of America to 'A+' and upgrades Countrywide

InBev, Anheuser-Busch rise on merger talk
Deal would be strategically 'positive’ for Budweiser owner, analyst says

By william Spain & Steve Goldstein, Marketatch
WComments: 1

NEW YORK (MarketWatch) -- A merger of the world’s largest beer makers, InBev and Anheuser-Busch,
would be difficult hecause the combination would face antitrust hurdles and the entrenched
management teams would compete for key roles in the merged business, industry analysts said
Thursday.

:El hikkp: [ e, marketwatch, comfnews fskaryfanbeuser-busch-inbey-rally-report-rmergerfskory, aspxrouid="7BSC 2 44FF2-6973-4CC2-BF 1 5-6 1EGF 94 1661 3% 70

WA
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May 24, 2008

HOME PAGE | hd TIMES | TODAY'S PAFER | WIDEDQ | MOST FOFULAR | TIMES TOFICES |

Ehe New ork i .
i S World Business
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WORLD LS. MLY. /RESION | BUSIMESE TECHMNOLOGY SCIENCE HEALTH @ SPORTS OPINION

Search Businass Financial Tools More in Business »
G Select a Financial Toal - World Markets
Name. Company ° I _I Business

InBev Said to Consider Bid for Anheuser-Busch

By ANDREW ROSS SORKIM and MICHAEL J. de 1a WMERCED

Fublizhed: dMay 24, 2002 SIGH N TO E-hAIL
OR SAVE THIS
The Belgian beer giant InBev is in the sarly stages of preparing what S FRINT
could be a $44.6 billion offer for Anheuser-Busch, the American B REFRINTS
maker of Budweiser beer, pecple briefed on the matter said Friday.
SHARE
@, Enlarge This mage 1N Bev is the world’s largest brewer by BT o

- sales wolume and the maker of Stella

Artois. Anheuser-Busch, the longtime
giant of American brewars, holds
mere than 5o percent of the demestic market. Such a

union would be the largest deal ever in the beverages

- industry.
Geeart “anden Wijngaernffssociated Press

Zarlos Brito, the chief executive of . . . )
InBiee, which might pursue the larosst But any possible InBev bid, these pecple said, was still far
deal ever inthe beverages industry . £

oIT.
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June 11, 2008
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HOME FAGE | hi TIMES | TODAY'S PAFER | WIDEDQ | MOST FOFLULAR | TIMES TOFICS |

Ehe New Pork Times .
Wednesday, July 16, zoo0s BUSIness

WORLD U2, MN.YJREGION | BUSINESE | TECHMNOLOGY | SCIEMCE HEALTH | SPORTS W OFINION

Search Business Financial Tools More in Business »
INews Stocks, Funds, Companies Go ISeIect a Financial Tool v| World Markets
I I ‘ Business

Edited by Andrew Ross Sorkin

DEALBOOEK MERGERS & INYESTMENT LP.O. PRIVATE HEDGE
HOME ACQUISITIONS BANKING OFFERINGS EQUITY FUNDS

Anheuser-Busch Confirms $46.4 Billion InBev Offer

June 11, zo0d, 52110 pm

B Link to This TOPICE Mergers & Acquisitions, Battle for Budweiser
= E-mail this INDUSTRIES Food & Beverage

Anheuser-Busch confirmed on Wednesday that it has received a $46.4
billion takeowver offer from Belgium’s InBew, in what would be a union of

two of the largest beer brewers in the world. (Fead InBev's letter to

Anheuser-Busch hearel)

The iconic American company, which produces Budweeiser, confirmed that InBev has
offered $65 a share and said that it will review the proposal and will malke a decision “in
due course.” August A, Busch IV, the company’s chief executive and a scion of the
controlling Busch family, has said that he and his management have prepared several

takeower defenses.

A spokesworman for Anheuser-Busch declined to comment bevond the staterment.
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BUD Prices

GRAB EquityHP
CLOSE/PRICE age 1/ 1
ANHEUSER-BUSCH C0S INC. (BUD us) (Not Quoted)
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Range Wl 6/27/08 AVE 55.5866 VL 13886271
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DATE PRICE  VOLUME
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The Options Market: May 6, 2008

Derivatives STFCITGQY BUD Skew (1 day vs 1 week ago)
Mulfi-Strategy Update Skew
imentary 06 May 2008 I re— il‘,lj,f;“::.l.lr e
:: ;‘:’ —— BUD LS it gl 2E-Apr 06
- 7.0
Daily
§om
2.0
Chart of the Day nve \
Game on for BUD? e
Stock traders may have noticed BUD's strong share price i
performance the past few days. - = = s g F =
Strike
But we also highlight the change to the skew. In just 2 week,
skew has changed from a more typical negative skew (the
green line) to positive (red ling).
This indicates that options traders are increasingly buying .
calls — effectively pricing in an increased chance of upside 57.5 strike
surpnse.
We often see this cccur when the market thinks an M&A deal
is about 1o target a stock. If this is true — it could soon be
game-on for BUL.

W
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My Contact Information

= Paul G. Staneski, Ph.D.

= Global Head of Derivatives Solutions & Training
= 212-325-2935

= paul.staneski@credit-suisse.com
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Disclaimer

This presentation is an overview of one or more OTC derivative or structured notes transactions that may become part of a strategy for
achieving an appropriate return from investments in equity securities or other financial interests. This material is not intended for further
distribution or to be used by anyone other than you.

OTC derivative transactions and structured notes are not highly liquid investments; before entering into any such transaction you should ensure
that you fully understand its potential risks and rewards and independently determine that it is appropriate for you given your objectives,
experience, financial and operational resources, and other relevant circumstances. You should consult with such tax, accounting, legal or other
advisors as you deem necessary to assist you in making these determinations. Credit Suisse (CS) does not offer tax or accounting advice or
act as a financial advisor or fiduciary (unless it has agreed specifically in writing to do so).

The information contained herein is merely a summary of the hypothetical terms of possible forms of OTC derivatives and structured notes, and
does not purport to be complete or to express all the terms and risks which may be associated with or arise from an investment in the products
described herein. These materials do not constitute an offer to sell or solicitation of an offer to buy the products described, nor do they purport
to be all-inclusive or to contain all information that a prospective investor may desire. All of the structured note information contained herein is
will be superseded in its entirety by the terms and information relating to the notes as expressed in the final and definitive disclosure and
transaction documents to be delivered to each purchaser of an actual offering of structured notes.

Any indicative price quotations, disclosure materials or analyses provided to you have been prepared on assumptions and parameters that
reflect good faith determinations by CS or that have been expressly specified by you and do not constitute advice by CS. The assumptions
and parameters used are not the only ones that might reasonably have been selected and therefore no guarantee is given as to the accuracy,
completeness, or reasonableness of any such quotations, disclosure or analyses. No representation or warranty is made that any indicative
performance or return indicated will be achieved in the future. If CS makes a market in any security or financial instrument, it should not be
assumed that it will continue to do so. None of the employees or agents of CS or any affiliate is authorized to amend or supplement the terms
of this notice, other than in the form of a written instrument, duly executed by an appropriately authorized signatory and countersigned by you.
By entering into a transaction with CS, you acknowledge that you have read and understood these terms.

You (and each of your employees, representatives, or other agents) may disclose to any and all persons, without limitation of any kind, the tax
treatment and tax structure of the transaction and all materials of any kind (including opinions or other tax analyses) that are provided to you
relating to such tax treatment and tax structure. For this purpose, the tax treatment of a transaction is the purported or claimed U.S. federal
income tax treatment of the transaction and the tax structure of a transaction is any fact that may be relevant to understanding the purported or
claimed U.S. federal income tax treatment of the transaction. Copyright Credit Suisse, and its subsidiaries and affiliates, 2006. All rights
reserved.
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