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Fund”) which seeks to gain its return from selling puts. Suppose Put Fund had one hundred
million dollars in assets under management and sold at the money puts on the S&P 500 with a
notional value equal to the assets under management. Suppose further that Put Fund buys an out
of the money put option of comparable tenor and invests the remaining cash in Treasury or other
low risk, highly liquid bonds (“T-Bills”). Then that Put Fund due to the bought put option, which
arguably protects investors, has twenty million in notional value exposed to the S&P 500 and the
remaining is in T-Bills. Ostensibly, under the proposed rules Put Fund would be in violation,
despite objectively meeting the stated goals in the name. More worrying to the Commission is
that Put Fund could be named “Freeman T-Bills” despite having significant unstated market risk
to the S&P 500. A real-world case where the market pricing test would not work is the Cambria
TAIL ETF. The fund’s implied and intentional purpose is to protect investors against a
precipitous decline in value of the S&P 500 through listed index options; however, under the
market pricing test TAIL would be 99% US Treasury Notes. Additionally, under the notional
derivative test, the portfolio would only have 50% of its assets invested in its fund objective.
This same issue would be reflected in a fund which uses synthetic derivative exposure to
replicate the objective strategy and invest the cash balance in T-Bills would not meet the 80%
rule.

Sincerely,
Jake Freeman




