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Abstract

• Using the complete history of regular quarterly and annual 
filings by U.S. corporations, we show that changes to the 
language and construction of financial reports have strong 
implications for firms’ future returns and operations. 

• A portfolio that shorts “changers”and buys “nonchangers”
earns up to 188 basis points per month in alpha (over 22% 
per year) in the future.

• Moreover, changes to 10-Ks predict future earnings,
profitability,future news announcements, and even future 
firm-level bankruptcies.

• Unlike typical underreaction patterns, we find no
announcement effect, suggesting that investors are inattentive 
to these simple changes across the universe of public firms.



I. Background

Information production and dissemination have seen a substantial decrease in

cost over the past three decades.With this decrease in cost, the amount of

information being produced has increased, making the search and processing

problem more complex.



I. Background

Prior literature documents that while at one time investors responded

contemporaneously to financial statement releases that contained large

changes,today, this announcement effect is less pronounced (Brown and

Tucker (2011),Feldman et al. (2010)). This literature thus concludes that

changes to 10-K documents have become less informative over time.

While we replicate this fact, that is, while we find no significant

announcement effect associated with changes to regular filings, we show

that 10-Ks contain rich information, but investors are initially missing a

large part of their information.



I.Background
Baxter International Inc.

A bioscience and medical products

firm, founded in 1931. The firm

trades on the NYSE (ticker: BAX),

and is a member of the S&P 500.

The company’s annual reports (10-

Ks) historically had been similar

over time, but something changed in

2009 when its year-over-year

similarity score dropped.

Baxter Colleague 

3 CX Infusion 

Pump



I.Background 1.Baxter changed the passage “It 

is possible that additional charges

related to COLLEAGUE may be 

required in future periods” [2008]

to “It is possible that substantial

additional charges, including 

significant asset impairments, 

related to COLLEAGUE may be 

required in future periods”[2009].

2.Baxter also added the following 

to their 2009 10-K: “The sales and

marketing of our products and our 

relationships with healthcare 

providers are under increasing 

scrutiny by federal, state and 

foreign government agencies.The 

FDA, the OIG, the Department of 

Justice (DOJ) and the Federal 

Trade Commission have each 

increased their enforcement 

efforts . . . ”



I.Background

• Circling back, would being attentive to the changes in Baxter’s 

10-K have made a difference to investors in the company?

• Reading and reacting to these negative changes by shorting

Baxter at any point in the two months leading up to the New 

York Times article would have allowed an investor to capture 

over 30% in returns in the month following the news release.



II. Data and Summary Statistics

10-K and 10-Q filings

• SEC’s EDGAR website(1995 to 2014)

• focus on the textual content of the document, remove all tables,HTML tags, 

graphics,etc.

monthly stock returns  

• Center for Research in Security Prices (CRSP) 

firms’ book value of equity and earnings per share

• Compustat

analyst data

• the Institutional Brokers Estimate System (I/B/E/S)

sentiment category identifiers

• Loughran and McDonald’s (2011) Master Dictionary



similarities between 10-Q and 10-K filings

(i) cosine similarity



(ii) Jaccard similarity（交集比并集）



(iii)Sim_MinEdit（最小操作数）

(iv)Sim_Simple（文档比较方法）



Table I_Summary Statistics for Firms’10-Ks and 10-Qs

normalized by Size of Change

[0,1]



III. The Implications of Changes in Reporting Behavior

A.Calendar-Time Portfolio Returns

Table II_Main Results——Calendar-Time Portfolio Returns

根据前一月所有股票相似度指标分布计算五分位数；在10-K或10-Q报告公布
后的一个月，股票进入五分位投资组合；投资组合持有期为3个月。



TableII—Continued

This finding indicates that firms that make significant changes to their disclosures in a 

given year experience lower future returns.



Figure 7. Event time returns

公司对年报或季报进行重大改变的决定包含的信息对公司价值产生了长期的
影响，这种影响不是在报告发布时产生的，而是通过价格披露逐渐积累的。



B. Characteristics of Quintile Portfolios

Table III_Characteristics of Quintile Portfolios

There is little evidence that the short side contains an unusual set of firms on 

average.We do not believe that limits to arbitrage contribute signifificantly to the 

return regularities observed.



C. Fama-MacBeth Regressions

Table IV _Main Results—Fama-MacBeth Regressions



IV. Mechanism
A. Explaining Changes in Reporting Behavior

Table V Potential Mechanism 

表明报告变化与公司的运营或前景的重大变化有关



Table VI Fama-MacBeth Regressions, Controlling for Sentiment 

and Document Size



B. Isolating Key Sections of Reports



Figure 8. Change by section

（the average Jaccard similarity for different sections）



C. Return Predictability of Key Sections of Reports

Table VII Portfolio Sorts—By Document Section

These results suggest that changes to some sections may be quite subtle and difficult for the 

market to detect, even though they may have large implications for future returns.



Figure 9. Five-factor alphas for portfolio sort, by important 

common sections for 10-Ks and 10-Qs.

再次突出了年报中风险因素部分变化的收益可预测性。



D. Interacting with Investor Attention

Table VIII——Interacting with Investor Attention

结果表明，当投资者对年度公司公告文件的关
注更大时，本文的可预测性结果就会有所减弱。



Table IX——Explicitly Comparative Statements



Table IA.VIII Short-Run Announcement Effects by Attention Category

报告变更的短期公告收益在那些投资者从SEC服务器中多年下

载报告的公司中更显著。对这些公司来说，与报告变化相关的即时
公告的影响将更加明显，因为投资者(和价格)会对这些变化迅速作
出反应。



E. Real Effects

结果表明，本文发现收益效应与公司业绩的根本变化有关。



F. Other Sorts and Tests of the Mechanism

➢分组检验：低情绪组、高不确定性组、高诉讼组更显著



F. Other Sorts and Tests of the Mechanism

折旧率、公司年龄与
相似度负相关，表明
公司越成熟，对财务
报告更改更多。

➢ 检验文本相似度是否与公司生命周期有关。



F. Other Sorts and Tests of the Mechanism

➢剔除特殊事件的影响：并购、法律变更、停止运营/缩减规模、战略联
盟和破产事件。——不受特殊事件影响

➢检测报告更改是否能够预测公司其他类型变化，例如未来新闻发布、
投资者行为变化以及公司重大事件。——报告变化可以在一定程度上
预测公司的未来(坏)消息



G. Additional Robustness Checks

1.检测本文的收益预

测因子是否为已知收
益预测因子的重新组
合（No）；
2.检测本文的结果是

否集中于某些特定行
业（No）。



Conclusion
➢ Annual information releases have changed dramatically over time.(longer and more

complex).Investors are inattentive to the valuable information in these simple changes.

• We find that simple changes in reports are a powerful and robust indicator of future firm

performance.A portfolio that shorts “changers” and buys “nonchangers” in annual and

quarterly financial reports earns 30 to 50 basis points per month over the following

year.The returns continue to accrue out to 18 months and do not reverse, which suggests

that these return movements are not overreactions, but instead reflect true, fundamental

changes to firms are gradually incorporated into asset prices only over the 12 to 18

months after the reporting change.

• hold for the entire universe of publicly traded firms,large firms, as well as inexpensive to

short firms.

• Moreover, unlike other traditional drift regularities (e.g., return momentum,industry

momentum, Post Earnings Announcement Drift (PEAD)), these document changes are

not accompanied by significant announcement returns,and hence are inconsistent with a

standard underreaction story (as there is no initial reaction).

• Instead, they are consistent with a setting in which investors are inattentive to the rich

information, which, as a result, impounded into prices only with a significant delay.


