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Oxeye FTSE 100 Options Strategy — May 2006
FTSE Drawdown : Dramatic Implied Volatility Increase and Asset
Allocation Shift Combine To Present An Opportunity

This month Oxeye strategies recorded profits across all classes barring FTSE, which had its
largest ever drawdown amounting to 19%. Since FTSE was only at 10% of our allocation mix
our portfolios have not been greatly affected. However the resulting build up in premiums has
increased the allocation to FTSE at the expense of both Crude Oil and the Cash component
which we have carried for the last two months. From now on the Oxeye Asset Allocation
indicates that FTSE should be increased to 35% (from 10%) Oil should fall to 55% (from
65%), the Euro should remain at 10% and Cash should be reduced to zero.

There were two reasons for the huge FTSE drawdown:

a) Implied volatility (IV) had its biggest monthly % increase since we started the strategy
(nine years ago), doubling from 10 to 20% thereby raising short option prices
dramatically and creating unrealised losses;

b) The preceding 2 year period of low IV had reduced the initial margin by some 30%.
Consequently the loss in % terms was nearly one third bigger than it would have been
in prior drawdown periods such as September 2001 (-15%)and Jun/July 2002 (-17%),
despite the monetary amount of the loss being slightly smaller.

When we quantify the loss, 80% came from the increase in volatility. Because this is unrealised
we would hope to recoup most of this through to August expiry. The remaining 20% of the loss
has been realised by buying back short in-the-money put positions to lower the downside risk.
This is a realised loss and can only be recouped by writing new positions, part of our normal
strategy operations.

Whilst our strategy does best during periods of high volatility it tends to suffer from sharply
higher adjustments in volatility when these occur. The strategy then realigns itself with the new
range resulting from the fall in the index by writing premium at higher levels. If volatility then
falls and/or the range remains intact the strategy profits.

And this is the situation currently. We have suffered the readjustment in IV and now can write
new and better priced option premium going forward. Our break even range for August expiry
has widened to 15% as a % of the FTSE index (for most of the last 2 years it was 10%) and we
are writing a monthly premium income of over 12% of assets as opposed to only 5% as
recently as March expiry.

Our total premium as a % of assets/margin requirement is currently 38%, before insurance and
buy backs. This is through to August expiry, or approximately 10 weeks away and is the
highest level we have seen for three years.

If FTSE Implied Volatility continues to rise then the asset mix will further increase the FTSE
component over the coming months.

Finally, we believe this to be a good opportunity for our FTSE Strategy. The chart shows how
IV has risen above the long term low at 10%, presenting an environment that we have not seen
for 2 years. The annualised return for this Strategy over the whole period since inception in
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July 2000 is 20%. But for the period from inception to mid 2004 the annualised return was
41%. If IV stays at these levels, there is a good chance that we can return to a period of
producing consistently strong absolute numbers.
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This Publication is issued by Oxeye Capital Management Limited (‘Oxeye' ) which is regulated by The Financial Services Authority. References to ‘we’, ‘us’ and ‘our’ in
this Publication shall mean Oxeye unless otherwise stated. This Publication was prepared and distributed by us for information purposes only, and may contain information,
advice, recommendations and/or opinions, which may be used as the basis for trading undertaken by us and our officers, employees, associated and/or affiliated companies.
This Publication should not be construed as solicitation, nor as offering advice for the purposes of the purchase or sale of any derivative, security or investment. The
information and opinions contained within this Publication were considered by us to be valid when published. This Publication may also contain information that has been
provided to us by third parties. The source of such information may be disclosed within this Publication where relevant. Whilst we consider we have taken all reasonable
steps to ensure the information is correct, we do not under any circumstances whatsoever, warrant the accuracy or completeness of such information. Any person placing
reliance upon this Publication to undertake trading, does so entirely at their own risk, and accordingly, we do not accept any liability as a result, whether direct or indirectly
incurred. Derivatives and securities markets may be subject to rapid and unexpected price movements, and past performance is not necessarily a guide to future
performance. Currency movements may also have an unfavourable, as well as favourable effect on the value of the underlying investment and/or assets. Investments and/or

strategies discussed herein, may not be suitable for all investors. Accordingly, if any person reading this Publication has doubts about their particular suitability, they should
consult an independent investment adviser.
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