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Corporate Earnings:
It's not just a question of quantity

Introduction

Background
$ %

The Basics...

Understanding the quality of earnings is important
to forecasting the quantity and credibility of fu-
ture earnings.

Level of accruals, operating margins, asset turnove r
and expense exclusions are significant indicators
of the degree of earnings quality.

Earnings quality measures differ by industry, makin g I
customization of rankings models necessary.

Companies with high earnings quality have a
higher likelihood of reporting positive earnings
surprises in the future.
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Combination with Other Ranking Models

The How We Use Earnings Quality in Our In- '
vestment Process
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PROBABILITY OF CORRECTLY PREDICTING A QUARTERLY EARNINGS SURPRISE

Growth Model

Quality + Growth Model

Combination with Other Ranking Models
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