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Times of Stress Create Opportunities

Volatility and extreme market moves create good risk/reward opportunities for those who are
patient and disciplined. This is not the time to freeze up or become indecisive. There are plenty
of opportunities to execute options strategies in this market precisely because of some of the
extreme moves that we are witnessing.
Volumes in index options and futures markets have been heavy over that last several weeks.
During times of stress many portfolio managers use these products to hedge, speculate, or
transfer risk. The price of insurance has clearly risen as evidenced by the rise of the VIX
(currently hovering around 35-40).
There is increased demand for hedging to smooth out returns. Many investors cannot afford to
stay invested if the market drops significantly from here. However, some investors also need or
want to stay long equities and are buying defensive puts on the S&P500. This makes sense, but
buying protection directly with puts or put spreads at these elevated prices may be suboptimal.
We believe that without a disciplined process for adjusting these hedges, the odds of success
are greatly diminished. Insurance in any form needs to be combined with a disciplined process
for monetizing and adjusting to new market conditions over time.
Currently, we see opportunity in skew (the difference between implied vols of upside calls and
downside puts). Skew has been priced high for quite some time largely due to massive amounts
of call selling (by investors in search of yield enhancement) that has pushed down call option
implieds relative to puts. We may now be witnessing upward pressure on put option implieds
due to an increase of put buyers in search of downside protection. The 25 delta calls are
trading at volatility levels far cheaper than ATM options and also far cheaper than 25 delta
puts.
Buying calls and delta hedging them every day with the underlying futures can provide a
superior way to achieve downside protection. It also has the added benefit of making you long
convexity in either direction. For example, the May 10% out of the money call is trading at
around 19 vol. That call may seem expensive, but it is far cheaper than the similarly out of the
money put (around 35 vol). It is possible to delta hedge the calls to take advantage of the daily
volatility. If the market falls further, the short futures can payoff more than the loss on the calls.
When fear rises and markets become more volatile, it is critical to avoid a panicky response or
to freeze in your tracks. We continuously search for the optimal way in which to trade a given
option strategy. Lots of dislocations occur during times like these. Lake Hill’s Engine and our
team’s experience gives us the ability to quickly identify the most exceptional market
opportunities and optimize to many option-based investment strategies
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Past Performance is not indicative of future performance. Data is subject to revision without notice.
Disclaimer and Other Important Information:
Not an offer: Although the information provided herein has been obtained from sources which the Adviser believes to be reliable,
we do not guarantee its accuracy, and such information may be incomplete or condensed. The information is subject to change
without notice. This communication is for information purposes only and is not intended as an offer or solicitation with respect
to the purchase or sale of any security or of any fund or account (the “Fund”) the Adviser manages or offers. Since we furnish all
information as part of a general information service and without regard to your particular circumstances, the Adviser shall not
be liable for any damages arising out of any inaccuracy in the information.
This document should not be the basis of an investment decision. An investment decision should be based on your customary
and thorough due diligence procedures, which should include, but not be limited to, a thorough review of all relevant term sheets
and other offering documents as well as consultation with legal, tax and regulatory experts. Any person subscribing for an
investment must be able to bear the risks involved and must meet the particular Fund’s suitability requirements. Some or all
alternative investment programs may not be suitable for certain investors. No assurance can be given that any Fund will meet its
investment objectives or avoid losses. A discussion of some, but not all, of the risks associated with investing in the Fund can be
found in the Fund’s private placement memoranda, subscription agreement, limited partnership agreement, articles of association
or other offering documents as applicable (collectively the “Offering Documents”), among those risks, which we wish to call to
your attention, are the following:
Future looking statements, performance data and strategy level performance reporting: The information in this report is NOT
intended to contain or express exposure recommendations, guidelines or limits applicable to a Fund. The information in this
report does not disclose or contemplate the hedging or exit strategies of the Fund. While investors should understand and
consider risks associated with position concentrations when making an investment decision, this report is not intended to aid an
investor in evaluating such risk. The terms set forth in the Offering Documents are controlling in all respects should they conflict
with any other term set forth in other marketing materials, and therefore, the Offering Documents must be reviewed carefully
before making an investment and periodically while an investment is maintained. Statements made in this release include forwardlooking statements. These statements, including those relating to future financial expectations, involve certain risks and
uncertainties that could cause actual results to differ materially from those in the forward-looking statements. Unless otherwise
indicated, performance data is presented unaudited and “net” of fees and other fund expenses (i.e. legal and accounting and other
expenses as disclosed in the relevant Fund’s Offering Documents”) and reflects the reinvestment of dividends, where applicable.
Due to the format of data available for the time periods indicated, both gross and net returns are difficult to calculate precisely.
Accordingly, the calculations have been made based on in some cases limited available data and a number of assumptions. Because
of these limitations, the performance information should not be relied upon as a precise reporting of gross or net performance,
but rather merely a general indication of past performance
Investment Risks: Investing in the Fund is speculative and involves varying degrees of risk, including substantial degrees of risk in
some cases. The Fund may be leveraged and may engage in other speculative investment practices that may increase the risk of
investment loss. Past results of the Fund investment manager is not necessarily indicative of future performance of the Fund, and
the Fund’s performance may be volatile. The use of a single advisor could mean lack of diversification and, consequently, higher
risk. The Fund may have varying liquidity provisions and limitations. There is no secondary market for investors’ interests in the
Fund and none is expected to develop.
Not Legal, Accounting or Regulatory Advice: This material is not intended to represent the rendering of accounting, tax, legal or
regulatory advice. A change in the facts or circumstances of any transaction could materially affect the accounting, tax, legal or
regulatory treatment for that transaction. The ultimate responsibility for the decision on the appropriate application of accounting,
tax, legal and regulatory treatment rests with the investor and his or her accountants, tax and regulatory counsel. Potential
investors should consult, and must rely on their own professional tax, legal and investment advisors as to matters concerning the
Fund and their investments in the Fund. Prospective investors should inform themselves as to: (1) the legal requirements within
their own jurisdictions for the purchase, holding or disposal of investments; (2) and applicable foreign exchange restrictions; and
(3) any income and other taxes which may apply to their purchase, holding and disposal of investments or payments in respect of
the investments of the Fund.
Futures, options and derivatives products inherently involve substantial leverage and also greatly increase the risk of loss.
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