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 Through the first week of May, 90% of S&P 500 companies have reported their first quar-
ter earnings.  Of the 453 companies that have reported, 36% exceeded expectations, 16% were in 
line with expectations and 48% missed analysts’ expectations.  Collective earnings per share (EPS) 
were up just 0.5% versus a year ago, while revenue for the 453 companies declined 3.9%.  Does 
the lack of stellar reports indicate a peak in corporate profits and a sign of an overvalued market or 
is the data skewed by one-off issues?   

 Starting with the negatives, the magnitude of lower earnings reports on a year-over-year 
basis exceeded the scale for those companies that reported higher earnings.  For companies that 
reported lower earnings versus a year ago, the average change was (26%).  Companies that report-
ed higher earnings averaged a 19% change versus a year ago.  Furthermore, the number of positive 
earnings surprises is currently tracking lower than the first quarter of 2014, 70.4% versus 67.7%.   
Negative earnings surprises are on pace to show a 1.6% year-over-year increase to 22.1%. 

 Despite the negative skew in earnings surprises and in the magnitude of earnings changes, 
63% of companies still reported positive earnings growth versus a year ago.   Also, a majority of 
the negative earnings skew can be attributed to a massive decline in energy company earnings, 
which declined 54.0% versus last year (Table 1).  The sector subtracted 3% from the S&P 500 In-
dex’s EPS growth.   

 The first quarter results may also be considered fairly positive when considered in the con-
text of how weak the economy was in the first quarter (Chart 1).  The weak economic data points 
may have actually helped lower investor expectations heading into earnings season, as the consen-
sus S&P 500 Index EPS target for the quarter declined from around $30.00 per share at the start of 
the year to $27.00 at the start of April.  By lowering the bar, the market was able to discount some 
of the negative earnings skew in advance and avoid a massive disappointment and subsequent sell-
off. 

 While the lack of first quarter luster may be explained by several one-off issues and the 
market remains fairly valued, the biggest concern continues to be the ability of corporations to 
continue to drive earnings growth despite tepid revenue growth.  Earnings for the S&P 500 Index 
are expected to grow 4% in 2015 but revenue is anticipated to decline 0.6%.  While this dynamic is 
nothing new, investors may be more complacent to the risks associated with Corporate America’s 
ability to control costs and execute share repurchase programs as a means to boost earnings versus 
traditional earnings growth from stronger sales.   Any global economic slowdown could reveal the 
risks to this type of financial engineering and put the market under greater strain to justify the cur-
rent valuations. 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any 
specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc.), or any non-investment related 
content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or 
prove successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume 
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Valicenti Advisory Services, Inc. To the extent that a reader has 
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Valicenti Advisory 
Services, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Valicenti Advisory Services, 
Inc.’s current written disclosure statement discussing our advisory services and fees is available for review upon request.  Please Note: Fee-Based services. The Registrant provides investment advisory services 
on a fee basis. The Registrant does not receive any transaction/commission-based compensation for its investment advisory services. Rather, its only compensation is derived from fees paid to it by its clients as 
discussed on Part 2A of its written disclosure statement. However, because the Registrant is now affiliated with Valicenti Insurance, a NY insurance agency that is licensed to offer insurance products on a 
commission compensation basis, the Registrant cannot hold itself out as a "fee-only" advisory firm.  
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Reported/Total 
Share-

Weighted 
% Change 

Positive 
Earnings 
Surprise 

Negative 
Earnings 
Surprise 

Sector 
EPS 

Consumer Discretionary 63 / 84 4.7% 42 16 $2.71 

Consumer Staples 32 / 38 4.7% 24 5 $2.31 

Energy 41 / 41 (54.0%) 29 9 $1.56 

Financials 86 / 86 7.4% 55 16 $6.32 

Healthcare 51 / 55 18.5% 39 7 $4.29 

Industrials 61 / 65 8.5% 39 17 $2.82 

Information Technology 55 / 66 8.1% 37 12 $5.72 

Materials 28 / 29 (5.3%) 15 12 $0.94 

Telecommunication Services 6 / 6 14.5% 4 1 $0.91 
Utilities 30 / 30 4.0% 21 7 $1.05 

Total 453 / 500 0.5% 293 98 $28.63 


