booo
DDDD
DDDDDDD
DDDDD
go 0

EARNINGS SEASON:
HOW TO USE IT IN
YOUR TRADING.

@davemabe

Some of your assumptions about
earnings season are probably wrong.
Here's a new approach.

Written by Dave Mabe
Chief Information Officer



https://twitter.com/davemabe
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EARNINGS SEASON

HOW TO USE IT IN YOUR TRADING

Most traders and investors are familiar with the concept of earnings season: the
period of time when most public companies release their earnings and other
fundamental financial metrics (price/earnings, cash flow, debt, etc) required by

the SEC. These company announcements very often trigger moves in the stock
price and establishes a new equilibrium. The volatility around this response is often
strong and is the focus for many trading strategies. As | often say, "l don't attempt

to trade the news but | trade the market’s reaction to the news.”

Most traders think about earnings season in an inaccurate way. This book explains

why that is and suggests a much better way to think about earnings seasons.
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WHY “SEASON”
MAKES NO SENSE

The word “season” implies that There is also general disagreement
there's a definite start and end about when earnings season starts
date. Like deer hunting season, you and ends. Traditionally, it was thought
have a start date where it is legal that earnings season officially kicks

to shoot deer up until the end date off with the earnings release from

of the season at which pointitis one company: Alcoa (AA). Over the
illegal again. Everyone knows the years, as technology companies have

become increasingly important, this
tradition seems to be fading. I've

noticed that traders often speak as

“YOU CAN LITERALLY FIND if they are intimately familiar with
COMPANIES REPORTING earnings season, but if you ask them
FARNINGS ON EVERY to put the earnings season start and

TRADING DAY OF THE YEAR.” end dates on their calendar you'll

end up with a variety of different

dates.
well defined dates of the season Does this make the entire concept of
and almost everyone adheres to earnings season invalid? Of course
these rules. This is not at all the case not. But, there is a much more useful
with earnings releases. You can find way to think about the concept.
companies reporting earnings on Different trading strategies perform
every trading day of the year. differently depending on how many
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companies are reporting. Some
strategies depend entirely on
earnings announcements and others
avoid earnings announcements.

It's important to think about how

your trading strategy is affected

by earnings announcements and
earnings season — for example, when
you're planning time away from

the market you probably want to
schedule the time outside of

earnings season.

A BETTER WAY TO THINK
ABOUT EARNINGS

Here's how I've come to think about earnings season over the course of over a

decade of trading.

First, when you look at the distribution of when companies report earnings, you

see a clustering around certain times of the year. However, you'll also notice a lot

of companies reporting outside those clusters. See the chart below.

When Companies Reported Earnings 2019
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The second thing that stands out from the chart: there are four earnings seasons

throughout the year but the length of each of them varies. The first earnings
season of the year is much more spread out than the rest of the earnings seasons.
Why? Most companies have fiscal years that align with the calendar year. These
companies are reporting earnings for an entire year starting in mid January. It takes
longer to report annual earnings than quarterly earnings since you're producing

fancy, glossy reports and fulfilling additional requirements.

So, what date makes sense to use as the start of a particular earnings season given
the fact that there are companies reporting every trading day? Enough traders still
respect the Alcoa earnings report as the start of the season to follow along. When
you plot those dates on the chart it does seem to align pretty well with what most
would consider the start of the earnings seasons. Until some other method comes

into vogue this seems logical.

What about the end date for each season? You can’t simply add a certain amount
of days to each start date since the season length varies so much. A better way
to think about it is for a given day calculate a percent of the way through that
particular earnings season. In other words, of the total number of companies

reporting that season, what percent have reported as of a particular date?
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CHART SHOWING
EARNINGS BIG PICTURE

Earnings Season

225
26=Oeb 11 2020, Reporting: 42, 33.1% done
175
150
125
100

75

50

25

0

L A5 7 1 Q Y k A6 (9 92 T Al A 1 9 A Al 9 D A A AB A AD 95 & A® .7 AD 10
¥© o0 300'1« ?e\o?e‘o‘?« W e N N\f‘,ﬂ pot PQ‘Q\“@ e "‘4\3{7’ e 5\,0\ o 50\\ 5\>\r” poo N}_gq' e 6@9'\ o Oc.‘\'\ Oo’\q’ wo! Q0! A 090000\0607'

The above chart is shows the 2020 earnings season. As of this writing it shows
February 11th and that we're 33.1% through the current earnings season. You
could use this chart to determine when it's best to take time away from the
market. Because the earnings seasons have different lengths, this visualization is a

much better way to think about earnings.

Now that we've used a better way to determine

EARNINGS where we are within earnings season, let's look at
SEASON |S 'I'HE the best way to scan for individual companies that
have reported recently or in the near future. There
FOREST, NOW

are a few different tools you can use for this purpose

I-ET,S I-OOK AT THE but we'll look at two: Yahoo! Finance Earnings

TREES Calendar and the Trade-ldeas Top List.
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YAHOO! FINANGE
EARNINGS CALENDAR

The Yahoo! Earnings Calendar is very popular and does a decent job of allowing
you to see which companies are reporting on a given day. By default it shows all
companies that are reporting today and you can click on adjacent dates in the

header and see earnings announcements for these different days.

« Event Filters curencyinUusD
Estimated results

Region is United States = + Q 1 22
=+ Add another fifter
Events Calendar for: =] Feb 09, 2020 - Feb 15, 2020 ~ f
9 Feb sun 10 Feb Mon 11 Feb Tues 12 Feb Wed 13 Feb Thu 14 Feb Fii 15 Feb
L4 1 Eamings 122 Eamings 105 Eamings 160 Eamings 144 Eamings 26 Eamings >
Prex Meud

Earnings on Mon, Feb 10  1-100 of 122 results

Swmbol Company ~ Eamings Call Time EFS Estimate Reported EPS Surpnse( %)

WTER Alkaline Water Company Inc Before Market Open -{1.03
ARGO Argo Group International Holdings Ltd Time Not Supplied 0.25
AEMD Asthlon Medical Inc TAS -1.03
AMKR Amkor Technology Inc After Market Closa 0.22
AGNM Allergan plc TAS 4 .57
AERG Applied Energatics Inc Time Not Supplied

Because it shows all companies reporting earnings, the first thing you're going
to want to do is filter this list down. On the date I've chosen here you can see
there are 122 companies displayed. That is going to be far too many to be able to

process in a reasonable amount of time.
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Most of these companies don’t have enough volume to trade. There are some
filters you can apply to the list by clicking on Event Filters and at first glance the
list seems substantial. However, when you look closer and try to apply a simple
filter for Average Volume you quickly realize that it doesn’t contain this very

elementary filter.

Choose filters to screen Stocks Q) volume

Share Statistics

Valume {Intraday) Volume (End of Day)

No average volume filter available

This alone makes the list unusable but on top of that there are only a couple fields
available to display for each stock. As a trader you need to be able to view the
appropriate fields right alongside the symbol in the list. Looking them up for each
symbol is time consuming and requires many mouse clicks. This could be the

difference between catching the trade and being too late to catch the move.

The other major drawback of this calendar is the fact that all companies that are
scheduled to report earnings today are in the list. This includes companies that
are reporting before the open as well as companies reporting after the market
close. Why is important to make this distinction? Imagine you're looking at the list
in the middle of the trading day. A sizable number of companies in the list will have
already reported prior to the market open but most of the rest will be reporting

after the close.
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These two categories of companies are dramatically different. Companies
reporting prior to the open will likely be quite volatile while the ones reporting
after the close will still have relatively calm price action prior to their earnings
release. Similarly, when you look at yesterday’'s earnings reports, the one that
reported before the close have already had a full day of trading to process the

report while the ones that reported after hours have not.

Most companies report their earnings after the close but a significant

number report before the open. Here’s the breakdown:

After the Close vs. Before the Open

@ Before Open
() After the Close

Why is this important? It's good to understand what the majority of companies do,
but there's another important difference. When companies report after the close

there's the post market trading session, the overnight, plus the pre market session
before the next normal trading day begins. There's significantly more trading time

plus clock time before the next trading day compared to companies that report

before the market open.
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| have strategies where this dynamic has a strong effect. By the time the regular
session rolls around, companies that reported yesterday after the close can be

somewhat superseded by the companies that reported in the pre market.

Nasdaq has a similar earnings page but it suffers from the same limitations as the
Yahoo! earnings page. These earnings views could be fine for a lot of investors.
But, if you're trading the markets you are definitely going to need more flexibility in

your scan to save time and effort and allow you to take more profitable trades.

A MUCH BETTER EARNINGS
SCANNER: TRADE-IDEAS

Trade-ldeas is a scanner and artificial intelligence product that is the best way |
know to display recent and upcoming earnings announcements. It doesn’t have
the filtering limitations like the Yahoo calendar and you can display any data fields
you want for each symbol. You can also quickly sort the list by any field and even
paper trade any symbol using the Trade-ldeas simulated trading mode that is

included with every subscription.

Here's a view of my Recent Earnings

Announcements top list window in

REGENT EARNINGS

Trade-ldeas. This list allows me to view

only companies that have reported ANNOUNCEMENTS WINDUW

earnings this morning before the open

OR yesterday after the close.
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That is, it only shows companies where the current trading day is the first trading
session after the company’s earnings announcement. | also applied some basic
filters to reduce the list of companies reporting earnings to just the ones that I'm
likely to trade. For example, | have a minimum value for daily average volume,

a minimum price of $1, and a maximum price of $500. | know that | won't trade

symbols outside of those thresholds, so my list excludes them.

This view is just not possible on other platforms. Here's the cloud link for this

window so you can bring up this exact top list in your Trade-ldeas account.

|
Recent Eamings Announcements: 3:03:45 - 3:04:14 = O X
Chyg Chg Vol Today VolToday | PosRng Gap | Jolty Avg Easm Pos3 | PosYr
Symbol Company Name Price (8) | cose(s)  Closers (She) Red Vol (%) %) %) ) | Tue | Dam Day | Rng Sector

TCO Centers, I 53.13 18 46 53.2| 24.959.735 2929 0163 53.2(01582| 164 025 |:u'|._=|

- |_kilities

Manufactuning

g

5000472 089 0.25 ce and Insurance

1801318 114 025 el wr Fond

Tranaportation and Warehousing

“ Finance and Insurance

MCY seneral Comp

147 4 5
04 5 138

%Fevucent earﬂwgi gg__r;ouncements ina Tradnldeas%p LP?J b Sl ) Mordactumg

AXGT i Lid. 442 1.7 113,309 097 -I.BID.N?E. UIE. Manufacturing

GBDC Golub Capital BDC, Inc 1815 -025 14 567541 141 0500214 013 Finance and Insurance
AGN 2 1E 1 1 1 380, -Eﬂ‘l 160 0.0 02284 192 Manufacturing

BIP 0.72 13 151.299 0.6 0.0 .D.DET 0.65

The second top list | frequently use

UPCOMING EARNINGS  Trade-des for camings s my
ANNOUNCEMENTS WINDOW [ttt

window. | have it configured to show

me all companies that are reporting

earnings after the close today or at anytime over the following week.
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This view has all my favorite columns to sort by including the Earnings Date field.
That allows me to quickly sort the list by when the company is releasing earnings

relative to the current point in time.

So, symbols will appear first on my Upcoming Earnings Announcements window.
And, when the first trading session after their announcement comes around, they'll
fall off that top list and appear on the Recent Earnings Announcements

list that | use during the trading day. Here is the cloud link for my Upcoming

Earnings Announcements window so you can bring up this exact top list in your

Trade-ldeas account.

Upcoming Eamings Announcements: 3:06:03 - 3:06:32 - O >
Chyg Chg Vol Tods Vol Toda Pos Ang Gap | Jolstility Avg Eam Pos3  PosYr -
Symbal Company Name Price (5) Ciose($) | Ciosa (%) TSNI ' | RelVol (%) : %) %) (S} : o |
PYX Pyxus Intl, inc 7.08 0.81 129| 818,766 220300 5500980 060 0.75 Wholesale Trade
ELY Callaway Golf Co | 2059 039 19 1231068 1923 0100515 059 075 _
CHGG  Chegg. be M5 14 34 2429528 0701121 107 075 osing
AMKR  AmkorTechdnc 1152 044 33 1751800 0000414 045 075 Manfactuing |
MIME  Mimecast Lid | 5321 0.2 05 813886 0601420 142 075 - Information '
VRNS  Varoris Systems. Inc | 9154 199 22| 417.2% 0001609 218 075 Information |
RNG ‘Ringcentral. Inc 21272 525 25 1247797 00 05370 618 075 Information
RPD ‘Rapid 7. Inc | 6197 162 27 4087 184 0301691 184 075 Information
tau Unibanco Banco Holding SA i Finance and
ITUB ADS 788 o0m 15 28617067 186 030046 021 075 | Spsstiod
! Administrative and
Support and Waste
I i3 Vierticals, Inc B D16 04 122834 1.51 0501001 119 075 Management and
i . Remediation
Services
ELVT Blevate Credt. inc 451 02 62| 363701 94.2 1.2 00157 o7s 1 R .:
APPS Digtal Turbine, inc 646 0.46 77| 2.096.401 92 3 1300483 039 075 NI |oation
DVA  DaVia. e 8215 081 10| s7s00| 161 00/01351| 193] 075 Sorey et
MESA  Mesa ArGrowp, Inc 781, 001 01 188802 074 0.1/0.0430 Starnpohsien il |
+ 4 4 ' ' 4 4 + i
BRX Brixmor Property Group. inc 218 030 14 1912.29% 0.9 00468 |
| | | |
GPP Green Plains Partners LP Unis 1420 000 0.0 56,110 1.0 00175 |
GPRE  Green Plains, inc | 125 015 12| 3732 12 ¥. 1000544 | 061 :
BLKB  Blackbaud, Inc 78220 004 01 2497131 188 EEEEE: 0.1/0.1380| 216 ;
FRT Federal Realty investment Trust 12766 036 03| 298738 0501313 17 |
OMF OneMain Holdings. Inc 4458 084 159 583564 02 00902 137 |
STE ' Stesis Pic | 15345 058 04| 361172 020238 223 |v
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You can easily modify the Earnings Date filter for your own use and, for example,
only show companies reporting earnings before the next session or fewer days. To

view only the companies reporting earnings in the next two days, change the value

of 5.5 to 2.5:

Top List Config Window O X

Strategies Search Window Specfic Fiters Exchanges Symbol Lists Columns Sot  Summary

Min Max
| [IEENFE O
(s Al —
Bl | > I ¢ .

Hide Unused Add Defaults More

Cancel Flip

The filter that controls how many days to display

These earnings scans are just one of many features that Trade-ldeas offers. | wrote
this article to describe new ways for you to approach each earning season in
order to gain an information advantage using technology more effectively for

better decisions.

Having a thoughtful plan to navigate earnings season, short term investing and
trading can be surgical and precise vs. aimlessly looking or waiting for opportunity.
When technology improves routines and identifies ways to save time and improve

results, the gains are obvious.

Originally published at davemabe.com
by @davemabe
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