


10-Q AND 10-K FILINGS

If you want to understand how a public company is doing, the answer is often close at hand, in its most
recent quarterly or annual report filed with the US. Securities and Exchange Commission (SEC). These
are mandatory reports that publicly traded companies in the US. must file with the SEC and are named
after the form they are filed on, the 10-Q (quarterly report) and the 10-K (annual report).

Companies file 10-Qs three times a year, within 40 to 45 days after the end of their first, second, and
third fiscal quarters. The fourth quarter brings an annual report, filed on Form 10-K that must be filed
within 60 to 90 days (depending on the size of the company) of the end of the fiscal year. Many
companies' fiscal years follow the regular calendar — with quarters ending March 31, June 30, Sept. 30,
and Dec. 31 — but there are exceptions. For example, many retailers end their fiscal year on Jan. 31 to
capture the full Christmas-to-New Year's selling season in one quarter. Knowing when a company closes
its books for the quarter gives you a good sense of when its 10-Qs, and ultimately its 10-K, will be filed.

At first glance, these filings can be daunting. They're loaded with numbers, tables, and dense paragraphs
of business and accounting jargon. And they can range from a few dozen pages to hundreds of pages in
length — the former Bed Bath & Beyond once filed a 10-K that was 485 pages.

These reports are supposedly published by the company for the company’s shareholders and potential
investors, but they sometimes read as if they were written by the company’s lawyers purely for
regulators and other lawyers. Despite this, these reports serve up the most comprehensive picture of a
company available to outsiders.
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WHERE TO BEGIN

Think of a company’s three 10-Q filings as a
quarterly progress report. By contrast, the 10-K
actually does double duty: It's the quarterly
report for the final quarter of the company’s
fiscal year and offers a summation of the full
year. In the 10-K, you can get an aerial view of
the company's operations, from its business
lines to its properties and market performance.
You will find updates on a lot of crucial kinds
of developments, from lawsuits and regulatory
inquiries to the laundry list of risks the
company faces. And you get management's
interpretation of it all — plus, in some cases, the
original documents and contracts that underlie
important developments.

While the company may feature glossy,
colorful reports on their website or mail them
to investors, those reports amount to
marketing documents — even if they draw on
the same underlying information that you can
find in the 10-Q or 10-K. To find the information
they don't want to highlight, head straight to
the SEC's website to find the company’s latest
10-Q or 10-K. What is reported in these filings
may very well be the closest thing to the
unvarnished truth that you'll find outside
confidential internal documents.

Note: Some private and foreign companies also
issue quarterly and annual reports, but they do
not have to follow SEC guidelines, and their
reports may look very different from the 10-Q &
10-K.

SEC'S EDGAR

To find a company's 10-Q and 10-K forms, start
with the SEC's EDGAR search page using the
company's name or ticker symbol (the
abbreviation used to identify a company on a
particular stock market, ex. Apple is AAPL on
the NASDAQ). Once you pull up a company's
filings using the SEC search function, you can
set the results filter to show only the 10-Q or
10-K filings.

ALL REPORTS ARE NOT EQUAL

Don't confuse 10-Q or 10-K filings with a
company's quarterly earnings report. There's
overlap between the two, but they are very
different. The earnings report is essentially a
press release where companies can emphasize
the good news and downplay, or even omit, the
bad news — with limits. This is something that is
harder to do with 10-Q filings, and the 10-K is
even more restrictive. In some instances,
developments that can be left out of a
quarterly report must ultimately be disclosed
in a 10-K, unless companies want to face the
eventual wrath (and potential lawsuits) of their
regulators and shareholders.

Even where it includes a range of financial data,
an earnings release typically contains only a
fraction of the detail of a 10-Q or 10-K.

The earnings release often comes out first and
by the time the 10-Q or 10-K comes out -
whether that be days, weeks, or even mere
hours later — most reporters, and many
investors, have moved on to something else.
Don't make that mistake.

In addition to any hints of future developments
that may interest investors and your audience,
the 10-Q will include any bad news that
companies would rather ignore. While the 10-Q
is still written by company officials for public
consumption, companies have legal
obligations to disclose certain kinds of
information in a 10-Q filing, however
unpleasant it may be.
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BASICS OF THE 10-Q

For reporters, some of the most useful parts of the quarterly report look like intimidating blocks of
boilerplate and jargon. You'll learn how to understand those sections later in this chapter, but it will help to
first understand how investors generally look at 10-Q filings. For most of them, the heart of the 10-Q is the
financial statements. For those new to examining a company’s financial statements, a few basics will help
you get started covering public companies.

The core of a company's financial statements consists of four parts: the balance sheet, income statement,
statement of cash flows, and statement of comprehensive income. They offer investors and others four
ways to weigh a company’s health and operations. We'll go over the first three parts, as they are the most
useful to reporters.

BALANCE SHEET

A balance sheet is a snapshot of a moment in time: where the company’s books stand at the close of
business on a specific day — the last day of the quarter (or year). It doesn't tell you much about what
happened over the course of the quarter unless you compare it with a previous balance sheet. The
balance sheet is divided into two main parts: assets and liabilities.

ASSETS

These are resources owned or controlled by the company and can include any of the following:
® Cash or cash equivalents (e.g, short-term bonds) that can be liquidated quickly.
e Investments and other longer-term financial assets.
e Tangible items: Physical property, often labeled as “property, plants and equipment.”

® [ntangible items like intellectual property (patents, brand names) and goodwill (an
accounting construct that represents the difference between the market value of an
acquisition and what the buyer paid for it).

LIABILITIES

These are any debts or obligations the company owes to someone else. This can include:

® Bank loans and mortgages.

® Accounts payable: includes all the bills a company owes but hasn't paid as of the
quarter closing date, such as employee wages which may go out with the following
week’s payroll.

® Post-employment benefits such as pension plans that an employer promises to pay
current workers in the future upon retirement.

Debt in itself isn't bad — even healthy companies flush with cash may take on debt. But
sudden increases in debt can be a sign of trouble (or of an impending acquisition). Liabilities
are generally categorized as current (due within a year) or long-term. As time goes by, a given
liability shifts from a long-term liability to a current liability — for example, as a loan nears the
end of its terms.
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INCOME STATEMENT

If the balance sheet is a snapshot in time, the
income statement - also called the profit-and-
loss statement, or P&L — is more a summary of

financial events over the prior quarter.

Most companies sell products or services that
generate revenue. You'll see terms such as
“gross revenue” and “net revenue,” but revenue
roughly amounts to a company’s sales for the
quarter (or whatever period is covered by the
income statement).

Revenues are offset by expenses of what it
costs to run the business, from salaries and
benefits to simply keeping the lights on. “Cost
of goods sold” counts whatever goes directly
into producing the company’s products and
services, including raw materials and labor
(wages).

Operating income is roughly what the
company makes from its actual business —
selling burgers, cars, consulting services, etc. It
excludes things such as taxes, interest paid to
lenders and stakes in joint ventures or outside
companies. Those excluded elements are
included when it comes to net income, the
infamous bottom line (because it typically
appears near or at the end of an income
statement).

Net income measures profits, and earnings per
share is simply net income divided by the
number of shares outstanding.

STATEMENT OF CASH FLOWS

Be careful: Revenue doesn't necessarily mean
cash in the door, and companies can't always
take profits to the bank. That's because cash
and income are different when it comes to big-
company accounting. Very small companies
often function on a cash basis.

Here's one way to think of it: If a company
closes a big sale to a customer on March 3], it
can count as revenue even before any cash
reaches the company's bank account.

Moreover, the company can record an expense
for a plant's power bill for the first quarter even
if it doesn't actually cut the check to the
electric utility until the following quarter.

Some investors rely heavily on cash flow,
seeing it as a more reliable picture of a
company's activity. Cash flow breaks down into
four areas:

® Cash from operating activities, which is
what it sounds like

® Cash from investing activities, including
long-term securities portfolios or real
estate

® Cash from financing activities, which
includes dividend payments and stock
buybacks

® Supplemental information, typically taxes
and interest paid




ANATOMY OF THE 10-K

While the 10-K comes out only once a year, it's more comprehensive than the 10-Q. For example,
companies must provide an annual employee headcount in the 10-K, but many don't update it each
quarter. The 10-K also is more robust: that's because the 10-K must be audited by an outside accounting
firm, while the 10-Q is simply “reviewed” — a less rigorous standard. It rarely makes a difference, but it's
worth keeping in mind: if a company’'s management wants to cut corners or push the envelope on
managing the books, it may be a little easier to do so in quarterly reports.
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ITEM

BUSINESS

Here, the company describes what it does (often with a smidgen of
corporate history). It also breaks its operations down into different
business lines and markets, describes its competition and
workforce, and touches on the significant labor or regulatory issues
it faces.

ITEM
1A

RISK FACTORS

Much of this section is dry and dull, and new additions can be
predictable. After the massive earthquake, tsunami and nuclear
disaster in Japan in March 2011, for example, plenty of companies
suddenly began disclosing the risks that earthquakes and nuclear
accidents might pose. Still, absent that kind of sweeping
development, lawyers are a conservative bunch: They rarely change
things without a reason. If you see a new risk factor in a company’s
10-K, or language changes significantly from one filing to the next —
especially if the reason isnt apparent — it's probably worth trying to
find out what's going on, either at the company or in the industry
more generally. At the very least, you may have found a trend story.

ITEM
1B

UNRESOLVED STAFF COMMENTS

In theory, if a company is still bickering with the SEC staff over
disclosures in a previous filing — typically because the agency
wants the company to disclose more than management would like
— it should show up here.

ITEM

PROPERTIES

Gives you a sense of how big and far-flung a company’s physical
operations are. Small companies list every facility they own or
rent; others list the most significant ones, and big chains tend to
list aggregate numbers by state or country, as appropriate. Either
way, spotting changes here can be illuminating.
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ITEM

LEGAL PROCEEDINGS

A rundown of all the litigation and regulatory proceedings that the
company faces. Often, companies have already disclosed all but the
most recent developments listed here, but that isn't always the case,
so look closely. Companies are supposed to disclose the potential size
of their legal liabilities in a couple of different ways. First, they should
book a reserve for legal liabilities that are both likely and can be
reasonably estimated. That leaves a lot of wiggle room, and corporate
managers tend to assume they'll win most or all the cases they fight,
claim they can't possibly estimate how big a hit a given lawsuit will
inflict, or argue that they expect to win on appeal. Secondly, disclosure
rules require companies to disclose an estimate or range for
reasonably possible losses from litigation, even if those losses aren't
considered “likely.” Not surprisingly, companies often declare such
estimates are impossible, getting them off the hook. Occasionally,
however, they do provide eye-opening numbers. Goldman Sachs, for
example, said in its 10-K for 2012 that it was reasonably possible that
the company could lose as much as $35 billion for those cases where
the company can estimate potential losses.

ITEM

RESERVED FOR FUTURE RULEMAKING
This item has no required information, but is reserved by the SEC for
future rulemaking.

PART 2

The second major chunk of the 10-K goes more deeply into the numbers and much
of the mysteries of a company’s operations and financial activity — but don't let that

scare you off.

ITEM
5

MARKET FOR REGISTRANT'S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Lays out basic data about the company’s shares, including high and
low prices; often an average price; and details on dividends and stock
repurchases. You can often get more current or easier-to-read data
from Yahoo! Finance, Reuters, Morningstar or similar financial data
sources. Still, if you need a snapshot for a particular time period, this
section can be handy.
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