March 22, 2011 Disclaimer

»' This presentation is not a recommendation to
Long Term Options buy options (calls or puts) or stocks .

to maximize returns
- an update

» The purpose of this presentation is for
discussion and review of a strategy under test.

v Tell me if this strategg was previously tried but
failed - - - how come*

Prepared: C. V. Chung
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Previous presentation Previous presentation (continueq)

1) Review First Cut of “ABT” by Carol Theine v 7) LEAPS (Long-Term Equity AnticiPation Securities) ~ up to
2) Review SSG “ABT” by CV . 30 months

3) Manifest/nvesting = PE and PAR . 8) Calculate %-gain in 12 months (Annualized gain)
)
)

4) Yahoo & Value Line for EPS estimates. 9) Options | acquired

5) Use Jim Thomas spreadsheet ... 10) Update the Options prices from Sep '10
* (a) “sustainable growth rate” & (b) Sharpe ratio

6) Calculate stock $value ~ approx 2 years. 11) What| learned
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(3) Manifest/nvesting - PE and PAR

vianifestinvesting
Hame Articles Issues Stocks Funds StockSeaych My Dashboards

. V. Chung. Your subseription expires on-13/01/12. [Renew]

Fundamental Forecasts

Enter a ticker or a company name and click on Go.

e PAR and

Ticker |abt

Industry
Brug (Diversified)

35,0500
s.6%
12.0%

Projected Averags Prics
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(4) Value Line shows predictable EPS

zed January 14, 2011

> a| Company’s Financial Strength A++
Stock’s Price Stability 100
Price Growth Persistence
Earnings Predictability

To subscribe call 1-800-233-0046.

Value Line's "Earnings
Predictability" is high
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(4) Finance Yahoo - short term EPS est.

Industry

Earnings History
EPSEst

EPS Actual
Difference

AHALYST

«(Analyst Estimates
= Surprise %

Star Analysts e

Major Holders E ST

Insider T P e
30 Days Ago

60 Days Age

50 Days Age 465

Insider Roster

FINANCIALS

Income Statement
Balance Sheet
Cash Flow

ers st \ | e

["Up Last 7 Davs. I ol o o

Finance.Yahoo.Com -
short term EPS est.
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(6) Calculate stock value ~ 2 years

2007 59.5 5 2 g 5
2008 61.1 - B 15.1 . a

snna 574 5 11 a1.9

2010 3.0 ais 410 135 0.7 : a1
sERaGE | @0 resss: | 38.5 | 188 115 | | s2.0
AVERAGE PERATIO 334 16.6 PROVECTED PERATIO 1505 T

CURRENT F/E RATIO 0.z Pes RATID 30 I
RELATIVE VALUE ©9=2% 97.6% |  PROJ RELATVEWALUE §6-2% 93.3% |

VG T+ FTMERS

4 EVALUATING REWARD and RISK over the noxt 5 yoars

R e Dec 2010°& 2011 ,.
Avg PIE g g,

9.8
-1

CPRICE RANGES

2% of Range =

53.5
Aa.n
29.0

Buy

' . # 47.910 |1 Lumentroe 47.910 psmucstowrwe  90:3 - 5.2

5 onenmaness | Dec 2012 = 1.045 X 3.09 |

A CURRENTVIELD.
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LEAPS (Long-Term Equity AnticiPation .
Securities) | Call Options Jan 20, 2012

Abbott Laboratories (ABT)

At 4:00PM EDT

Long Term CALLS (up to 30 months) — be “extra” conservative in

f [ ] 3
calculations 8,50 s JonsXeRes TRADE?D.
T GREE

- S

Less capital at risk »oron Options

More hands free than Covered CALLS e e R
Strike Symbol Last Chg Bid Ask Vol Openlnt

Stock price ise above “srke” price e

= Buyer may exercise option buy shares below market price e 00 ASTUOZICO00AIOND 1250 t0.0 1265 2656
. .| ABT120121C00045000 8.75 +0.50 8.90 3,320
= Buyer may sell LEAPS for profit ' :

Mess. cd ABT120121C00047500 6.4 0.00 :
) Company ABT120121C00050000 585 4055 @ @
. Strike Dkgamu X ABT120121C00052500 460 4034 X 3
R Is ks . " SEC Filinas . ABT120121C00055000 320 0.00 X 43)
. price = ! ABT120121C00057600 253 toar z 267
= Stock may not make forecasted EPS 0 |ATTONZCNINN L Toer - e
] Analyst Coverage . ABT120121C00065000 - .

= P/E remains low

Analyst Opinion X ABT120121C00070000 03 0.36 0.44 1,860
Analyst Estimates

= Time decay (Theta) depletes value of CALL option sessanh puropmions ASK e e e sy 2,20
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(9) %-gain in 18 months annuaiized gain) | (9) Options | acquired

" % gain = ($63.59 - $50.00 ) / $5.90 = 230.3% in 18 months Atthe close of Tuestay Rugust 0, 200

o, Heo. Symbol Company Call date | Strike n | Date bought Open Aug-10-10 % gain
(OI’ 74.4% annua”y) fishr e Intr'st  $ASK loss)

$5.90 $50.00 1 MBT  AbbottLabs 2012-01-20 | 5000 2010:07-30 | 7100 585 2%
ASK premium Strike price

2 AFAM  Almost Family 2011-02418 | 25.00 2010-07-26 14 320 -11.8%

3 CvH Community Health Systems  2011-01-21 | 35.00 2010-07-20 552 315 16.9%

18 month 4 GLD  |Gilead Sciences 2012-1-200 30000 2M0-07-23 385 180%

$63.59 5 RIG Transocean 2012-01-20 | 4500 200-07-23 18.07 231%
Calculated

Using SSG B WMT  WalMart Stores 12020 5000 S0 2010-07-30 560 13T%
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(9) Options | acquired (continued) (9) Options | acquired (continued)

Atthe close of Tuesday September 9, 2010 On Tuesday October 12, 2010

o, Svmbol |Company Calldate Strike| Option | Date bought % gain No. Symbol | Company Calldate Strike Option | Date bought = Open | Qct-12-10 | % gain
$ishr | §ishare g {loss) $ishr $ishare Intr'st ~ $BID (loss)

Abbott Labs 2M01-20 | 5000 20100730 18.3% A Abbott Labs 2012-01-20/ 50.00 460 | 2010-07-30 8230 6.00 30.4%

Almost Family 2011-02-18 | 2500 2010-07-28 12.8% 3 Almost Family 201102181 25.00 390 | 2010-07-28 = 14 6.60 69.2%

Community Health Systems  2011-01-21 | 3500 2010-07-20 -B6.0% 7 Community Health Systems | 2011-01-21 35.00  2.65 | 2010-07-20 = 498 1.40 -47.2%

Gilead Sciences 20120120 | 3000 - am | Gilead Sciences 20120120 3000 750 | 2010-07-23 85 | 140%

RG  Tramsocean 2020 4500 1150 | 20100723 4% 5 Transocean A1201-20) 4500 | 1180 | 2010-07-28 924%

Wal-Mart Stores 2012-01-20 50.00 510 | 2010-07-30 6.75 32.4%

WMT  Wal-Mart Stores 20M201-20 5000 540 2010-07-30 .05 186% A
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(10) Update the Options prices (10) Update the Options prices (continued)

On Thursday Feb % 201 On Thursday February 25, 2011
N Thursday February 23, No. Symbol | Com pany Calldale Sirke Option | Date bought| Open |Feb-25-11) %gain | Closed

$ishr | $/share Intr'st BID loss) | positions
cost

No. Symbol  Company Call date |Strike Option Date bought Open Feb-25-11 %gain | Closed
§ishr | §lshare Inir'st | $BD | (loss) | positions
cost

TABT Abboft Labs 200 5000 460 | 00U | W 175 | 60 9 CE__ Cephalon nc 2130119 6500 i 0 B
2 AFAN AmostFamily AR B0 30 | AO0B | 7| 1K | 8% | danlbi 0600 CiscoSystemsine  aoioori9 50 sa0  FED |
3O CommuniyfealhSyslems. 20110121 %00 265 | 20020 7 0 | %% | 0oz lD HES MTEatonaisies 00 000 i il
4 6GLD |Gilead Sciences 0120120 3000 750 | 00003 | 1378 | 90 | 293 1214%G  IHewlett Packard 5019 50 s i
5R6  Transocean 12000 50 180 | 210003 10 60 | 227 13MRK Merck & Co. ansorts| | 4z | AT -

6 WM Wal-Mart Stores 012:01-20 5000 510 20100730 | 20402 395 | -225% LA RosuchinMotonlis__L 2 2l 0 e ks B
" U1 A 3 Ul h "elLv’o
15 ZVH__ Zimmer Holdings Inc 20130149 55.00 770 | 20101218 goo | 5%

7 ABT  Abbott Labs 2013-01-19| 5000 460 | 2010-11-23 304%
5 [BAX

Baxter International 2012-01-20| 4500 450 | 20100831 1 80.0% | peh-11.11
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(10) Update the Options prices (continue)

OnFriday March 18, 2011
No Symbol Conpany Strike | Option | Datebought ~ Open March 18 %gain
$Hlshare Interest (loss)

cost

ABT  Abbott Labs - . $460 2010-11-23 14,453 . (57.94)
CEPH  CephalonInc. 2013-01-19 . $11.40 2010-12-20 65 . (35.41)
CSCO  Cisco Systems 2013-01-19 . $5.20 | 2011-02-15 19433 ! (24.87)
ESI [T Educational Svc, Inc. 2012-01-20 . $24.20 | 2010-07-23 340 . (7217)
HPQ | Hewlett Packard 2013-01-19 . $10.90 2010-1222 5998 . (9.65)
MRK | Merck & Co. 2013-01-19 . $4.75 2011-0214 7072 . (11.95)
RG | TransoceanLid. 2012-01-20 . $11.80 20100723 1,035 { 185.05
RMM | ResearchinMotionLtd. 2012-01-20 . $15.00 2010-10-14 386 . 57.08
WMT  Wal-Mert Stores Inc 2012-01-20 . $5.10 2010-07-30 18404 . (2341)
2\WH  Zimmer Holdings Inc. | 2013-01-19 . $7.70 |2010-12-15 12 { 2544
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(1 1) What | learned

Long term Options, the Greeks (Delta, Gamma, Vega & Theta)
(Theta = 0.0)

Evaluation of buying long term Options — use mainly Better
Investing principals

= (1) Good company (up straight and parallel)

= (2) estimate EPS approx 2 years

= (3) estimate P/E ratio approx 2 years

Not completely sure when to sell — investigating use of ...
= (1) technical analysis
= (2) moving averages, candle sticks & volume
= (3) support and resistance levels, MACD & stochastic

1 Calculate percentage return. Sell decision based on calculations
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(1 1) What | learned (continued)

Prefer long term options instead of short term options
Use more conservative P/E — Median P/E (median price / ttm EPS)

Find most conservative P/E from several sources:
Avg P/E calculated by SSG
Manifest P/E
Value Line forecasted P/E
Median P/E
First call — Avg P/E by author

Use conservative EPS estimates:
= SSG - EPS start projection use judgment last annual or last quarterly data
= SSG - use conservative revenue growth
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(1 1) What | learned (continued)

1 Accelerated stock investment with less capital
= Instead of 5 year horizon, we have 2.5 year period

Best time to buy long term Call options:
= After depressed market similar to July, August 2010
= Buy Transocean (RIG) after the BP oil spill was plugged up
o min risk and max return and stock still fundamentally strong
= Buy Research in Motion (RIMM) after good news on their tablet PC

Need better way to keep track of a list of Option opportunities
& a list of existing holdings

How to protect positions with substantial gains?

= Needs study ~ “delta neutral hedging”?
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