.,/v\/t HOUSE ADVANTAGE Brownian Motion and Options Trading

The science behind why price movement is random and why that works
Trade Like the House, Not Like a Gambler in your favor

Brownian motion is not a concept most traders spend much time thinking about. But once you understand it, you will see that it
sits at the foundation of how options are priced and why a probability-based approach to trading makes sense. This is worth
knowing.

What Brownian Motion Is

Brownian motion was first observed by Scottish botanist Robert Brown in 1827 while examining pollen grains moving erratically in
water. The movement was completely random, driven by constant collisions with surrounding particles. In mathematical terms, it
describes a process where changes in position at any given time interval follow a normal distribution with zero mean. There is no
predictable direction. You may have heard it described as a drunkard's walk, which captures the idea well. Each step is
independent of the one before it.

Probability-based trading assumes that all price changes in highly efficient instruments are random. The price of a stock or
ETF reflects all available information. There are absolutely no secrets. Brownian motion is the mathematical model that
formalizes exactly that idea.

How It Connects to Options

The Black-Scholes model, which remains the foundation of modern options pricing, is built on the assumption that stock prices
follow a geometric Brownian motion process. It uses that randomness to calculate the fair value of an option and measure its
sensitivity to factors like time, volatility, and interest rates. This is not just academic. Every time you look at an option price on your
screen, you are looking at a number that was derived from a model rooted in Brownian motion.

Why Randomness Is Your Edge as a Seller

If price movement is random and unpredictable, then any trading approach built on predicting direction is working against the math
from the start. Brownian motion does not say prices never move. It says that the next move has no reliable relationship to the last
one. That makes directional prediction a difficult game to play consistently. What it does not prevent is collecting premium and
profiting when a stock stays within a range. The randomness that makes prediction unreliable is the same randomness that makes
time decay predictable. Every day that passes, theta works in the seller's favor regardless of which direction the stock moves. That

is the structural edge.

The practical takeaway: Implied volatility, [V Rank, and the options pricing models your broker uses are all downstream of
Brownian motion. When you filter trades by IV Rank and sell premium at elevated levels, you are working with the math, not
against it.

Good Luck and Great Trading,

Past performance is not indicative of future results. Trading involves risk. This material is for educational purposes only and is not investment advice.
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