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These Earnings Look Strong...But Something
Isn’t Right
This week, | wanted to provide a public service announcement

during a volatile 2026. As we head into earnings season, investors
are about to see a flood of numbers.

Companies will report results. Headlines will focus on who beat
expectations and who missed. Analysts will adjust forecasts.
Stocks will move quickly based on a few key metrics.

It's easy to get caught up in the scoreboard.

But this is exactly the moment when a simple reminder matters most.
Because in investing, it's not just how much a company earns.

It's how those earnings are generated.

The numbers may look good this quarter. Earnings may beat expectations. Revenues
may grow. Margins, in many cases, may hold up better than investors feared. On the
surface, this earnings season could look like a sign that businesses are strong, and the
economy is holding together.

But numbers don’t always tell the full story.

Two companies can report the same profit and appear equally strong in a headline. But
the path they took to get there can be very different. One may be generating steady
demand, raising prices, and producing real cash flow. The other may be pulling revenue
forward, cutting necessary investment, or relying on accounting shenanigans that make
results look better than they really are.

The numbers look the same.



The reality is not.
This is where earnings quality begins to matter.

When markets are strong and expectations are high, investors tend to focus on the
headline number. Did the company beat estimates? Did revenue grow? Did margins
hold?

Those are important questions.
But they are not the only questions.

Because companies don'’t operate in a vacuum. They respond to pressure. And when
expectations are high, the pressure to meet them increases.

That’s when the quality of earnings can begin to change.

Some companies may recognize revenue earlier than they should. Others may delay
expenses or reduce spending in areas that support long-term growth. In fast-growing
sectors, especially in areas like artificial intelligence, companies can enter into complex
arrangements with customers that make demand look stronger than it really is.

In some cases, companies are effectively helping fund the purchases that show up as
their own revenue.

On the surface, growth looks strong.
Underneath, the picture can be more complicated.

This doesn’t mean companies are doing anything illegal. It doesn’t mean the growth
isn’t real at all. But it does mean investors need to look more closely at what is driving
that growth.

Because not all earnings are created the same way.
And over time, that difference matters.
We've seen this before.

During the dot-com era, many companies reported strong revenue growth. The story
made sense. The internet was changing everything. But the quality of that growth varied
widely. Some businesses had real demand and strong economics. Others relied on
aggressive accounting or unsustainable business models. Remember the “sock

puppet’?

When expectations changed, the difference became clear.



The same thing happened in other cycles. The details didn’t matter as much when
prices were rising and confidence was high. But when conditions shifted, those details
became the story.

That’'s how markets work.

When things are going well, investors focus on outcomes.

When things change, they focus on how those outcomes were created.
That’s why this moment is worth paying attention to.

Artificial intelligence may become one of the most important technologies of our time.
That may turn out to be true. But the way companies are generating growth today still
matters. The way revenue is recognized still matters. The strength of cash flow still
matters.

Those things don’t change.
Because markets may evolve.
Technology may change.

But basic economics does not.

Companies that generate real cash flow, report clean earnings, and build sustainable
businesses tend to hold up over time.

Companies that rely on weaker foundations tend not to.

The challenge is that you often can’t see the difference in the headline.
You have to look deeper.

And most investors don't.

P.S.

Most investors will watch the earnings headlines this season. Very few will question how
those numbers were created. That's where the difference is. Because risk doesn’t
usually show up in the headline. It shows up beneath the surface. And next week, Ill
show you why most investors miss it right before it matters most.
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