TIMINSIS EVEryERINERIN Stock Farnings

October 26, 2017

Welcome to “TIMING IS EVERYTHING”, an exploration of how
understanding the role of time in an earnings play:

e can significantly enhance your profitability

e has made the volatility-rush one of our favorite earnings
plays

-- Ryan Nocera & Mitch Firestone, stockearnings.com



Disclaimer StockEarnings

DATA PROVIDED ON STOCKSEARNING.COM MAY BE DELAYED AS SPECIFIED BY FINANCIAL EXCHANGES, DATA PROVIDERS
OR INFORMATION PARTNERS. STOCKSEARNING.COM AND ITS AFFILIATES, INFORMATION PARTNERS AND DATA EXCHANGES
FURNISH THE INFORMATION AVAILABLE ON THIS SITE WITHOUT RESPONSIBILITY FOR ACCURACY, AND YOU AGREE THAT
ERRORS CONTAINED IN SUCH INFORMATION SHALL NOT BE MADE THE BASIS FOR ANY CLAIM, DEMAND OR CAUSE OF
ACTION AGAINST STOCKSEARNING.COM OR ANY INFORMATION PARTNER.

STOCKSEARNING.COM BELIEVES ITS PROPRIETARY INDICATORS AND DATA TO BE RELIABLE, BUT ACCURACY IS NOT
WARRANTED OR GUARANTEED. THE STOCKSEARNING.COM SITE INCLUDES FACTS, VIEWS, COMMENTARY (OPINIONS) AND
RECOMMENDATIONS OF INDIVIDUALS AND ORGANIZATIONS DEEMED OF INTEREST TO ACTIVE AND POTENTIAL INVESTORS.
NEITHER STOCKSEARNING.COM NOR ITS INFORMATION PARTNERS GUARANTEE OR OTHERWISE ENDORSE THE ACCURACY,
COMPLETENESS OR TIMELINESS OF THESE VIEWS, OPINIONS OR RECOMMENDATIONS; GIVE INVESTMENT ADVICE; OR
ADVOCATE THE PURCHASE OR SALE OF ANY SECURITY OR INVESTMENT. STOCKSEARNING.COM MAY REFER TO OTHER SITES
THAT MAY BE OF INTEREST TO YOU BUT FOR WHICH STOCKSEARNING.COM HAS NO RESPONSIBILITY.

YOUR USE OF THIS SITE INDICATES YOUR ACCEPTANCE OF THE TERMS OF THIS AGREEMENT, AND AS SUCH YOU ARE
BOUND BY THE TERMS OF THIS AGREEMENT. IF YOU DO NOT ACCEPT THIS AGREEMENT, DISCONTINUE USING THIS SITE.
STOCKSEARNING.COM MAY MODIFY THIS AGREEMENT FROM TIME TO TIME IN ITS SOLE DISCRETION, AND YOUR
CONTINUED USE OF THE SITE SHALL CONSTITUTE ACCEPTANCE OF SUCH MODIFICATIONS.

YOU AGREE NOT TO REPRODUCE, RETRANSMIT, DISSEMINATE, SELL, DISTRIBUTE, PUBLISH, BROADCAST, CIRCULATE OR
COMMERCIALLY EXPLOIT THE INFORMATION AVAILABLE ON THIS SITE IN ANY MANNER WITHOUT THE EXPRESS WRITTEN
CONSENT OF STOCKSEARNING.COM, NOR TO USE THE INFORMATION AVAILABLE ON THIS SITE FOR ANY UNLAWFUL
PURPOSE. YOU AGREE TO ACCESS THE INFORMATION AVAILABLE ON THIS SITE MANUALLY BY REQUEST AND NOT
PROGRAMMATICALLY BY A MACRO OR OTHER AUTOMATED MEANS.

STOCKSEARNING.COM AND ITS PARTNERS DISCLAIM ALL WARRANTIES OF ANY KIND, EXPRESSED OR IMPLIED, INCLUDING
WITHOUT LIMITATION ANY WARRANTY OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE OR NON-INFRINGEMENT.
NEITHER STOCKSEARNING.COM NOR ANY OF ITS INFORMATION PARTNERS, PARENTS, MEMBERS, SUBSIDIARIES,

AFFILIATES, SERVICE PROVIDERS, LICENSORS, OFFICERS, DIRECTORS OR EMPLOYEES SHALL BE LIABLE FOR ANY DIRECT,
INDIRECT, INCIDENTAL, SPECIAL OR CONSEQUENTIAL DAMAGES ARISING OUT OF OR RELATING TO THIS AGREEMENT OR
RESULTING FROM THE USE OR THE INABILITY TO USE THE SITE, INCLUDING BUT NOT LIMITED TO DAMAGES FOR LOSS OF
PROFITS, USE, DATA OR OTHER INTANGIBLE DAMAGES, EVEN IF SUCH PARTY HAS BEEN ADVISED OF THE POSSIBILITY OF

SUCH DAMAGES.

THE INFORMATION PROVIDED ON STOCKSEARNING.COM IS FOR EDUCATIONAL PURPOSES ONLY. THIS INFORMATION
NEITHER IS, NOR SHOULD BE CONSTRUCTED AS AN OFFER OR A SOLICITATION OF AN OFFER TO BUY OR SELL SECURITIES. YOU
SHALL BE FULLY
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Earnings Trades —
General Concepts

Stock Earnings

e Price moves after earnings announcements (EA) are unpredictable, due to how
ways Wall Street gauges them:

— The “Consensus” estimate (EPS & total revenues)

— The “Whisper” number (EPS)

— Lower revenues/unit sales affect an otherwise favorable EA
— Guidance, in the EA text and/or the earnings call

— Company sentiment — utterly unpredictable. Sentiment can be so glum that all
news is judged as bad, but sometimes anything better than a plane crash is
good, except when it isn’t.

— Broader overall market/economic sentiment or geopolitical events.



General Concepts (cont’d) >StockEarnings

e Demand for options increases into earnings, for objective, tactical
reasons, and emotional motives:

— Objective, Tactical -- Institutions hedge positions in their general
portfolio-management activities

— Anxiety by retail traders seeking to hedge their positions

— Anticipation — speculators, both smaller retail & big-block traders,
seek to capitalize on big earnings moves

e Increased options demand fuels a rise in implied volatility (IV), the key
component affecting an option’s time-value (extrinsic value).

e |V rises as we approach the date of a company’s earnings
announcement (EA).



General Concepts (cont’d) >StockEarnings

e Two broad classes of earnings-related trades:

— Positional trades, linked to the price-move after the EA (often a straddle is
used, buying a call and a put at the same expiry & strike, taking into account
the anticipated post-EA price-move)

— Non-positional trades, keyed to the relatively reliable behavior of IV in the
guarterly earnings cycle :

e The volatility CRUSH — occurs last couple of days of the run-up to the EA.
At that time IV is generally at or very close to its peak. This is a credit
position, where one sells a put or a call, and then buys an offsetting option
of the same type so that one isn’t unhedged. Post-EA the position is closed
at hopefully a much lower price than the initial credit, resulting in a profit.
One needs to take into account the anticipated price-move, which is a key
data-set provided by StockEarnings.

e The volatility RUSH — based on a significant rise in IV in the weeks
preceding an EA. The basic IV crush trade is often non-positional and
targets capturing future, higher-1V. But the trade can also be done
positionally where one has a good read on price action, making it even
more profitable.



Volatility Rush: Guidelines,
Rules & Enhancements (l)

StockEarnings

Start with major companies, liquid stocks at least 1MM shares avg
daily volume, though really prefer 2x or 3x), whose options are also
liquid (sometimes a range of options expiry dates will be available
that meet criteria, sometimes only the monthly

— better, easier fills — generally seek around mid-point; sometimes
you have to throw the market maker a little sweetener to get
filled...make it a small one...better stocks limits the frequency and
cost of this

— better bid/ask spreads — seek <5% of the bid whenever possible

Lean towards underlyings where there are often price moves of >
10% in the 20 days prior to their EAs in the last 18 months (6
earnings cycles) -- variable

Lean towards an average increase in near-month ATM IV for ABC of
>30 % in the 20 days prior to the EAs in the last 18 months (6
earnings cycles) — seek far more than this & adjust the timing

Screen for higher projected 1-day move (at least 3-5%) in
stockearnings.com, which will generally suggest a higher IV rise



Tendencies & Rhythms  Stocklarnings

e |ndividual stocks and ETFs are like people...they differ between each
other. While there are certainly reasonable, general guidelines for
the IV-rush or any other trade, the trade particulars should be
adjusted for each symbol’s:

— Tendencies — ABC’s price shows an avg 3% rise the next trading
day following 23 of the last 28 EAs (82%) — all available in
stockearnings.com’s direct symbol look-up and the screener

— Rhythms —there are behaviors common to all symbols, but they
occur at/for different (1) times, (2) durations and (3) different
magnitudes comparing one symbol to the next

—>a NEW STOCKEARNINGS.COM FEATURE
— Price Action

— EXAMPLES (GOOG, AMZN, SLB)



Volatility Rush: Guidelines _
y S StockEarnings

Rules & Enhancements (ll)

Note ABC’s EA date and ex-Div date

Note the IV cycle as IV rises for the last several earnings periods (3+ years). Determine an
average, safe time-period that lets you capture a significant rise in IV a high % of the time
(don’t be greedy!)

Place the upcoming EA date in your chart & work backwards to determine the trade entry
date based on IV-cycle.

Note as trade entry date approaches ABC’s IV rank (IV at the time relative to its magnitude
for the past year) to guide strategy selection. Very low IV = buy singles, medium volatility
- debit spread

Form a price-action thesis, i.e., a directional bias for the underlying as another input in
strategy selection using your core trading methodology, e.g., trend lines, moving averages,
indicators/oscillators, supply & demand, etc.

If your price-action thesis permits a strong positional bias, you can create a positional trade,
e.g., buying singles or doing a vertical debit spread. If no positional bias, use a price-neutral
strategy like a straddle. Such a strategy has a very low delta and is not unduly affected by
moves in ABC price.
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Options - wasting assets

Time premium decays as
time passes

Theta — 1-day’s worth of
time-decay; accelerates as
one approaches expiry

Early (high) on the curve,
theta is low, increases as
curve slopes more
aggressively downward, &
is very high at the bottom
(with little time to expiry)

StockEarnings.ox

Option Time Value

Number of Weeks to Expiry




Options - wasting assets

Time premium decays as
time passes

Theta — 1-day’s worth of
time-decay; accelerates as
one approaches expiry

Early on the curve, theta is
low, increases as curve
slopes more aggressively
downward, & is very high
at the bottom

Varies between symbols
© 8,6,4,2
© 6,4.5,3.0,1.5
43,21

StockEarnings.ox

Option Time Value

4 3 2 1 0

8 6 4 2 0)
Number of Weeks to Expiry




Timing is Everything

Buy enough time so that
Theta (time-decay) doesn’t
ruin your trade...you’ll
spend more, but you'll get
back more when you close
the trade.

Doing the IV-rush

on the Uber-cheap won’t work
because time-decay will
overtake the gain from IV.




Don’t Cheap Out!!! StockEarnings

 When buying puts/calls or any debit spread, be a “thrifty shopper.” Look
for value & Don’t Cheap Out.

* Paying for more time always makes sense, e.g., you may pay S2 for one
month of time vs a total of $2.80-53.00 for two months. Advantages:

o unit price for the time is less

o rate of time-decay starts out SIGNIFICANTLY less, saving you S as the
IV-rush plays out

 While you paid more for time, when you close the trade, you’ll get more
back and lose less during the trade, letting you keep more profit from the
IV-rise. You may pay $2.50 vs S1, but at the end of the trade you recover:

o $2.20 (aloss of 0.30 time-value) in the first instance

o $0.25 (a loss of 0.75 time-value) in the second instance
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Clarification StockEarnings

At the end of the presentation there were questions that deserve further clarification:

Q: Someone asked about the timing of the buys to get into trades and the charts presented,
and whether the term “days” refers to CALENDAR days and/or TRADING days.

A: In general, and in the presentation, use of “days” with options refers to CALENDAR days. In
an options platform, all references to days-til-expiration are calendar days. Similarly, the daily
charts from the presentation showing where the rise in IV starts leading into earnings are
calendar days. To show the comparison between calendar and trading days, in the last trend
line on the AMZN IV-chart included in the chart section there is a label that includes (1) how
much TIME (CALENDAR DAYS) is covered as well as how many PRICE BARS (TRADING DAYS ) are
covered . You can see that the line reflects 44 (calendar days), but 31 bars (trading days). Given
that this is a daily chart & the line covers 7+ calendar weeks, the 44 calendar days are made up
of 31 trading days (BARS) plus 13 weekend days (SATs/SUNs)

Q: Someone asked when we begin introducing further insight about trades to the
StockEarnings platform & phone alerts will these also include shorter duration trades.

A: The focus of the presentation was the IV-rush trade, which by design capitalizes on the rise
in IV in the weeks leading up to an earnings announcement. But we will also be providing data
and strategy suggestions for other types of earnings trades, too. Future presentations will
concern other strategies.



Timing is Everything StockEarnings

Thanks for attending and your attention. It’s a always a
pleasure talking trading with our friends and clients...

Questions, Comments, Suggestions, want to see this info on
the website and receive phone alerts re IV-rush trades as
part of our of subscription service, reach out to us!!

e support@stockearnings.com
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