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Abnormal earnings, 267
Abnormal earnings growth (AEG) valuation

method, 18, 266–271
strengths and weaknesses, 270–271

Acceleration factor, 236
Accounting basics

about, 72–74
information sources, 75–79
principal financial statements, 74–79

Accounts payable, 80, 123, 172
Accounts receivable, 80, 172
Accrual accounting, 80
Accrual profit, 284
Accumulated earnings, 83
Additional paid-in capital, 83
Aesop, 169
AIG, 39
Alvarez, Fernando, 71, 73, 109, 143
America Online (AOL), 97
Amortization, 345
Anchoring, 61–62, 186, 191, 215, 259
Annual report, 82
Aronson, David, 34
Aspect Huntley, 217
Ask price, 25
Assets, 79, 345
Assets, earnings power and profitable

growth methods, 271–275
Auditors, 74

Baker, Kent, 37
Baker, Nardin, 283
Balance sheet calculations, 17
Balance sheet methods valuation methods,

143–167
book value, 144–152
liquidation value, 152–156
net current asset value, 157–160
other balance sheet methods, 161–162

replacement value, 162–166
Tobin’s q-theory, 163–166

Balance sheets, 74, 79–91, 345
consolidated, 88–89
layout of, 87
off-balance sheet activities, 84–91

Barber, Brad, 65
Basic earnings per share, 92, 345
Basic shares outstanding, 92, 95
Behavioral biases, 60–63

anchoring, 61, 186, 191, 215, 259
herding, 63, 186, 290
heuristic simplification, 60
overconfidence, 65
social biases, 60

Bell curve, 47
Belmonte, Joseph, 284
Benchmark valuation method, 275–277
Benchmark valuation method, 275–277
Berkshire Hathaway (or Berkshire), 2, 5, 17,

38, 39, 40, 57, 66, 67, 69, 112, 120, 132,
133, 141, 146, 147, 148, 153, 155, 158,
194, 197, 199, 211, 251, 268, 304

book value, 146–158
holdings, 67
investments in, 146–148
see also Buffett, Warren

Bernard, Victor, 195, 261
Berry, Michael, 289
Beta, 44, 345
Biases, see Behavioral biases
Bid, 25
Bid-ask spread, 25, 51
Biema, Michael van, 262, 271
Binomial model, 33, 49
Black, Fischer, 46
Black Monday, 42–43
Black-Sholes option pricing formula, 46, 47
Black-Sholes-Merton option formula, 46
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Book value, 17, 82, 144–152, 210–211, 272,
345

balance sheet methods, 161–162
Berkshire Hathaway, 146–158
brand names, 149–150
net current asset value, 157–160
valuation using Q-theory, 166

Book value valuation method, 144–152
strength and weakness, 150–152

Bottom line, 91
Breakout, 28
Brand names, 149–150
Brokers, 26
Brown, Donaldson, 124–125
Brownian motion, geometric, 334
Bruce Greenwald, 262, 271
Buckeye Partners, 203
Buffett, Warren, 2, 5, 11, 16, 17, 23, 38, 40,

43, 53, 57, 66, 67, 69, 71, 77, 109, 112,
114, 117, 120, 131, 132, 141, 146, 147,
153, 157, 158, 160, 171, 174, 175, 194,
197, 199, 211, 241, 250, 251, 264, 268,
269, 287, 301, 304, 306, 317, 319

Alice Schroeder on, 66, 194
on book value, 147
on buy-and-hold investing, 66–67
on “cigar butts,” 157–158
on continuity of ownership and labor

relations, 69
on debt, 120
on dividends, 131, 132–133, 199
on earnings reinvestment, 196
on economic moats, 301, 304
on efficient market hypothesis, 43
on Graham, 57
on insider information, 76–77
on Intelligent Investor, 157
Janet Lowe on, 264
liquidation by, 153
on margin of safety, 306, 317
on perpetual bond, 268
on return on capital (ROC), 112, 114
ROC objectives of, 117
on ROE, 112, 211
on share buybacks, 141
on stock splits, 38–39, 40

Bulkley, George, 290
Buttonwood Agreement, 24
Buy signals, 28
Buy-and-hold investing, 65–67
Buybacks, 107, 140

CAN SLIM investing, 281–282
Capital, 345
Capital asset pricing model (CAPM), 44,

345
Capital gains vs. dividends, 200
Capital ratio, 274
Capitalizing transactions, 97
Cash equivalents, 80, 346
Cash flow, 102, 346
Cash flow statement, 74, 97–102
Cash flows

consolidated statement of, 101
from operating activities, 100

Channel, 28
Charting and technical analysis, 28–40

price movement, 29–33
stock-splits and price movement, 37–40
trading strategies, 33–37

Chartists, 28
Citigroup, 85, 90
Clean surplus ROE valuation method,

284–285
Clean surplus relationship, 104, 107, 129,

205, 217, 270, 299, 323, 329, 346
Collateralized debt obligations (CDOs), 43,

84
Common stock, 83
Compensation discussion and analysis, 78
Competitive intangible assets, 81
Comprehensive income, 90, 103
Conditional order, 51
Conroy, Robert, 38
Conscious investor, 10, 69, 321
software, 314–316, 346
Consensus estimates, 52, 288
Consolidated statements

balance sheet, 88
of cash flows, 101
of income, 94
of shareholders’ equity, 105

Constant dividends, 202–204
Constant growth of earnings, 268–269
Contracting equity, 117
Contrarian Investment Strategies (Dreman and

Berry), 289
Contrarian traders, 32
Cost of goods sold, 91
Cost of sales, 91, 346
Crown Holdings, 290–291, 292, 295
Current assets, 80, 346
Current assets and liabilities, 17
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Current liabilities, 81, 346
Current price-to-earnings (P/E) ratio, 135
Current ratio, 122, 123, 346

Data mining, 34
Data snooping, 36
DeBondt, Werner, 61
Debt or leverage ratios, 117–122, 346
Debt-to-equity ratios, 118–119, 162, 346
Defensive profit, 284
Deferred membership acquisition costs

(DMAC), 97
Deficit, 83
Depletion, 346
Depreciation, 15, 81, 88, 90, 100, 101, 172,

174, 272, 279, 346
Derivative contracts (derivatives), 45, 46
Diluted shares outstanding, 92, 95, 347
Discontinued operations, 92, 114, 347
Discounted cash flow (DCF) methods,

169–194
assumptions required for, 179
constant growth model, 176
strengths and weaknesses, 188–194
three-stage model, 177
two-stage model, 176

Discount methods, 18, 59
calculations for, 325–331

Discount rate, 18, 61, 172–179, 187–188,
198, 215, 222, 347

Dividend discount (DD) valuation methods,
17–18, 58, 195–218

growth version of, 269
strengths and weaknesses, 212–217
variations, 217–218
via abnormal earnings growth (AEG)

method, 266–271
via residual income valuation (RIV)

method, 208–211
via ROE, 204–208

Dividend growth, 130, 206
Dividend payout ratios, 92, 196, 205, 256,

312–314, 347
forecasts of, 256–257

Dividend policy, 131–133, 318
Dividend ratios, 196–198
Dividend yield, 59, 136, 196, 347
Dividends, see also Dividend discount (DD)

methods
about, 195–196, 347
book value, 210–211

Buffett, Warren on, 131
vs. capital gains, 200
constant dividends, 202–204
and dividend ratios, 196–198
double taxation of, 196
eventuality of, 199–201
free cash flows of, 201–202
liquidation as, 200
and return on equity (ROE), 206
and ROE, calculation using, 225–226

Dividends declared per common share,
92

Dorsey, Pat, 112
Double taxation of dividends, 196
Double-bottom pattern, 29
Double-dip investments, 245
Double-dip stocks, 250, 288
Downside target price, 276
Dreman, David, 289, 296, 297
DuPont analysis, 125–128, 347

Earnings, 91, 347
accumulated, 83
retained, 83, 350

Earnings and earnings growth rates,
308–312

Earnings before interest and taxes (EBIT),
92, 120, 278, 347

Earnings forecasts, 288–304
consensus, 52, 288
lack of accuracy, 288–289

Earnings growth using return on equity
(ROE), 129

Earnings multiplier, 262
Earnings per share (EPS), 92, 347

basic, 92, 345
diluted, 92
trailing twelve months (EPSttm), 315,

316, 347
Earnings power charts valuation method,

284
Earnings power value, 272
Earnings retention ratio, 92
Earnings surprise, 52

negative, 52, 305–312
positive, 52, 305–312

Earnings yield, 135, 255, 278, 279–280
eBay, 93
Economic bubbles, 42
Economic indicators, 35
Economic moats, 301–304, 318
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Efficient market hypothesis, 24, 66, 347
about, 41–43
historical volatility and option pricing,

45–52
risk and return, 43–45
and technical analysis, 41

Enterprise value, 279
Enterprising profit, 284
Equity, 79, 347
Equity statement, 74, 102–108
ESAFETY function, 308–309, 314
Ethical issues and value, 69
European call option, 285
European Union, 85
Exchange listing requirement, 39
Expectations risk index valuation method,

229, 235–240
Strengths and weaknesses, 239–240

Expected return valuation method, 45,
241–260

Strengths and weaknesses, 257–260
target prices, 251

Extraordinary items, 92, 93, 116, 348

FactSet Research Systems, 293, 294, 295,
298, 299

Fat tails, 47, 49
Fed Model, 264
Federal Reserve, 164
Feltham, Gerald, 204
Filtering methods

CAN SLIM investing, 281–282
clean surplus ROE, 284–285
earnings power charts, 284
Haugen factor model, 282–283
magic formula investing, 278–281

Financial Accounting Standards Board
(FASB), 81, 348

Financial Analysis Journal (Oppenheimer),
157

Financial crisis of 2008, 164
Financial leverage, 127
Financial leverage multiplier (FLM), 120,

121, 126, 348
Financial ratios

about, 109–110
debt ratios, 117–122
leveraged ratios, 117–122
liquidity ratios, 122–124
management performance ratios,

112–117

price ratios and dividends, 133–136
return on equity (ROE), 124–133
role of, 110–111
share buybacks, 136–141

Financial Statement Analysis (Fridson and
Alvarez) 71, 73, 109, 143

Financial statements
about, 71
accounting basics, 72–79
balance sheets, 79–91
cash flow statement, 97–102
equity statement, 102–108
income statements, 91–97
questions regarding, 75

Financing activities, 98
Firm-foundation theory, 19, 56
Fixed-assets, 81, 348
Flow of Funds Accounts, 164
Forbes, 57, 117, 143
Ford Motor Company, 290, 291, 295
Forecasts

of earnings, 288
of earnings per share, 288
of payout ratios, 256–257
of price-to-earnings (P/E) ratio,

252–256
of rate of return, 251–257

Forward ROE, 131, 210, 324
Frame dependence, 60, 62
Free cash flow

about, 172–176
and dividends, 201–204
definition of, 172–175
discount rates, 177–179
growth rates, 176–177

Fridson, Martin, 71, 73, 109, 143
Full-disclosure regulation, 76
Fuller, Russell, 296
Fundamental indicators, 35

Gapping, 50
General risk premium, 44
The General Theory of Employment, Interest and

Money (Keynes), 163
Generally accepted accounting principles

(GAAP), 71, 348
Genetic algorithms, 35
Global financial crisis of 2008, 43
Going long, 25
Goldman Sachs, 85
Goodwill, 81, 88, 153, 348
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Google Inc, 145, 150, 187, 191, 192, 302
Graham, Benjamin, 3, 9, 11, 13, 17, 20, 23,

27, 28, 36, 57, 143, 150, 153, 154, 155,
156, 157, 159, 160, 161, 162, 190, 196,
231, 251, 255, 261, 262, 263, 264, 265,
266, 271, 272, 284, 286, 287, 305, 306,
307, 318, 320

analysis of, 143–144
on book value, 17, 150
on earnings yield, 255
on economic moats, 305
on intrinsic value, 11–12, 13, 20–21
on liquidation value, 154
on margin of safety, 287, 318
on market price, 27
on net current asset value, 157–160
on price fluctuations, 36
on price movement, 57
on price-to-earnings (P/E) ratio, 255
see also Intelligent Investor, The (Graham)
see also Security Analysis (Graham and

Dodd)
Graham intrinsic value formulas, 262–266

strengths and weaknesses, 265–266
Graham liquidation value strategy, 152–156,

272
strengths and weaknesses, 155–156

Grantham, Jeremy, 162
Greater fool theory, 199
Greece, 85
Greenblatt, Joel, 280
Greenwald, Bruce, 271
Growth investing, 56
Growth of earnings and dividends, 129–133
Growth rate analysis

economic moats, 301–304
margin of safety, 288–304
stability of growth of earnings, 292–295
stability of ROE, 297–301
unstable growth of earnings, 290–292

Growth rates
constant growth model, 176
three-stage model, 177
two-stage model, 176

Growth ratio, 274
Growth valuation method, 273

Harris, Richard, 290
Harris, Robert, 38
Haugen, Robert, 283
Haugen factor model, 282–283

Head and shoulders (pattern), 29
Healy, Paul, 195, 261
Heiserman, Hewitt, Jr., 284
Herding, 63, 186, 290
Heuristic simplification, 60
HGROWTH, 343, 348
High ROE companies, 304
High ROE factor, 275
High-stability forecasts, 311, 312
Hindsight value, 59–60
Historical volatility, 47
Historical volatility and option pricing,

45–52
earnings surprise, 52
slippage, gaps, and liquidity, 50–51

How to Make Money Selling Stocks (O’Neill),
281

Hulberts, Lex, 296

Impairment, 93
Income statement, 74, 91–97
Index methods, 19, 229
Indirect method for statements of cash

flows, 99
Information levels, 26
Information sources, 75–79
Insider information, 76–77
Intangible assets, 81, 348
Intelligent Investor, The (Graham), 36, 157,

161–162, 262, 287
Interbrand Cooperation, 149
Interest coverage ratio, 120, 122, 349
Intrinsic value, 3, 11–22

art and a science, 3
basic assumption of, 14
defined, 14, 16
direct approach with, 15
indirect approach with, 15
operational definition, 16
types of, 16–22

Inventory, 80, 349
first in, first out (FIFO), 348
last in, first out (LIFO), 349

Investing activities, 98
Irwin, Scott H., 35

Jensen, Michael, 42
Jeuettner-Nauroth, Beate, 266

Kahn, Judd, 262, 271
Kahneman, Daniel, 61, 62
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Kellogg Company, 293
Keynes, John Maynard, 163

Leakage, 299
Lee, Kenneth, 275
Legal intangibles, 81
Leptokurtic, 335
Level I account, 26
Level II account, 27
Leveraged ratios, 117–122
Levitt, Arthur, 74, 96
Liabilities, 79, 349
Limit order, 51
Lipshutz, David, 231, 234
Liquidation as dividends, 200
Liquidation of assets, 154
Liquidation value, 152

Graham liquidation strategy, 153–155
Graham liquidation strategy, strength and

weakness of, 155–156
liquidation of assets, 154
sector health, 155
specialization of asset, 154–155

Liquidity, 37
Liquidity ratios, 122–124
Liquidity ratios, 122–124
Load testing, 305
Long-term debt, 81, 87, 88, 112, 114, 115,

119, 349
Long position, 25
Loss aversion, 63, 67–68
Low liquidity, 51
Low ROE factor, 275
Lowe, Janet, 264
Lynch, Peter, 229, 231, 232, 233, 341

Magic formula investing, 278–281
Management Discussion and Analysis

(MD&A), 77–78, 86
Management performance ratios, 112–117
Margin of safety, 21, 111

about, 287–288
for earnings and earnings growth rates,

308–312
engineering and margins of safety,

305–308
growth rate analysis, 288–304
individual company applications of,

314–318
for payout ratios, 312–318

for price-to-earnings (P/E) ratios,
312–318

use of, 309–312
Market, 24
Market bubbles, 63, 165, 199
Market crashes, 42, 63,
Market depth, 27
Market order, 25
Market prices, 23
Marketplace, 24
Master limited partnerships (MLPs),

202–203
Material financial items, 73
Mean reversion, 163, 252
Merton, Robert, 46
Microsoft Corporation, 26, 30, 31, 33, 41,

43, 44, 45, 48, 49, 50–51, 74, 127, 128,
149, 150, 180, 187, 191, 192, 288, 295,
303

Middleby Corporation, 50
Mizrahi, Charles, 112
Momentum traders, 32
Monetary value, 53
Monopsony, 303
Morningstar, Inc, 114, 185, 193, 217
Mr. Market, 27, 179, 251
Munger, Charlie, 5, 17, 69, 194, 251

Negative earnings surprise, 52
Net cash flow, 102
Net current asset value (NCAV) method,

157–160
strengths and weaknesses, 159–160

Net debt, 121
Net earnings, 205
Net fixed assets, 279
Net profit margin (NPM), 112, 116–117,

126, 349
Net sales, 94, 349
Neural networks, 35
Newsweek, 149
Noncontrolling interest, 86
Normal distribution, 47
Normalized earnings, 96
Normalized income, 96

Objective, 27
see also Subjective vs. objective

Odean, Terrance, 65
Off-balance sheet activities, 84–91
Off-income statement transactions, 299
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Off-market buyback, 137
Ohlson, James, 204, 254–256, 257–260,

266
Olsen, Robert, 63
One Up On Wall Street (Lynch), 231, 233
O’Neil, William, 281
Online brokers, 26
On-market buyback, 137
Open outcry, 24
Operating activities, 98

cash flows from, 100
net cash flow from, 102

Operating profit, see Earnings before
interest and taxes (EBIT)

Oppenheimer, Henry, 157, 159, 160
Options, 45–50

valuation method using, 285
Other assets and liabilities, 17
Other comprehensive income, 103
Overconfidence bias, 65
Owner earnings, 174, 349

Palepu, Krishna, 195, 261
Park, Cheol-Ho, 35
Payables, 80, 81, 89
Payback valuation method, 18–19,

219–228
calculation using dividends and ROE,

225–226
strength and weakness of, 226–228
two-stage payback calculation, 224–225

Payout ratios, see Dividend payout ratios
PEG ratio, 15, 19, 21, 230
PEG ratio valuation method, 229, 230–233

Strengths and weaknesses, 231–233
PEGY ratio valuation method, 229,

233–235
PESAFETY function, 313, 314
Phillips, Aaron, 37
Positive earnings surprise, 52, 74, 305–312
Powell, Gray, 37
Preferred stock, 83, 350
Present value of expected dividends

(PVED), 198
see Dividend discount valuation method

Price buffer, 30
Price makers, 302–303
Price movements, 29–33

randomness of, 31–33, 46–50
Price ratio valuation methods, 19, 245

see Expected return valuation methods

Price ratios and dividends, 133–136
Price takers, 302–303
Prices, theory of, 24
Price-to-book (P/B) ratio, 145, 350
Price-to-earnings (P/E) ratio, 109, 133, 255,

350
earnings yield and, 135
forecasts of, 252–256
rules of, 254–256
variations of, 134

Price-to-earnings (P/E) ratio and PEG
ratio, 229–240

Principal formation statements, 74–79
Probabilistic patterns of price movements,

31
Profit and loss statement (P&L), see Income

statement
Property, plant and equipment, 98, 350
Proxy statement, 78
PRSAFETY function, 313, 314
Public companies, 77
Public utilities, 162
Pure price theories, 41

Q-ratio, 163
Quick ratio, 122, 123, 124, 350

Randomness of prices, 31–33, 46–50
Rappaport, Alfred, 235, 236, 238
Rate of return, 241–260

about, 241–242
forecasts, 251–257
price ratio methods, 242–251

Rating agencies, 43
Ratio payback methods, 59
Real option analysis, 285
Real value, 55, 56, 182, 243, 244, 319, 321
Receivables, 80, 89
Replacement value, 162

strengths and weaknesses, 166
valuation method, 162–166

Reproduction value, 272
Residual earnings, 209
Residual income valuation (RIV) method,

208–211, 267
Resistance level, 28
Retained earnings, 83, 132, 350
Return, 43
Return on assets (ROA), 112, 115
Return on capital (ROC), 112, 114, 278
Return on equity employed, 115
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Return on equity (ROE), 112
about, 124–125
approach to calculations, 114
changes in, 300–301
clean surplus, 284–285
decomposition of, 126
defined, 113
dividend discount (DD) methods via,

204–208
dividend growth using, 130
dividends and, 206
DuPont analysis of, 125–128
earnings growth using, 129
factor, 275
forward ROE, 131, 210, 324
and growth of earnings, 323–324
and growth of earnings and dividends,

129–133
and share price, 249–251
stability of, 297–301

Return on invested capital, 115
Returns, distribution of, 48
Revenue recognition, 96–97
Reversals, 29
Reverse split, 39
Risk, 43
Risk and return, 43–45
Risk premium, 45
Risk-free interest rate, 44
Rock Paper Scissors, 29–33

Sarbanes-Oxley, 85
Schilit, Howard, 73
Scholes, Myron, 46
Schroeder, Alice, 66, 194
Sector health, 155
Securities and Exchange Commission

(SEC), 75–79
Form 10 K, 77, 82
Form 10-Q, 77
Form Def 14A Definitive Proxy

Statement, 77, 78
information disclosure requirements, 76

Security Analysis (Graham and Dodd), 143,
154, 157, 287, 306, 333, 336, 338, 340,
341, 342, 343

Selling dilemma, 63–69
buy-and-hold investing, 65–67
ethical issues and value, 69

Selling, general and administration (SG&A)
expenses, 91, 94, 351

Sensitivity, 12

Share buybacks, 136–141
Share price, 23–52

average growth in, 247
ROE and, 250

Share-based compensation, 95
Shareholders’ equity, 82, 351

consolidated statement of, 105
supplementary statements, 106

Short position, 25
Short-selling (shorting), 25
Short-term investments, 80
Signal analysis, 24
Skype, 93
Slippage, 50
Slippage, gaps, and liquidity, 50–51
Smithers, Andrew, 164
Social biases, 60
Sonkin, Paul, 262, 271
Special purpose entity (SPE), 84
Specialization of asset, 154–155
Stability and growth of earnings, 292–295
Stability of ROE, 297–301
STAEGR function, 294, 351
Standard & Poor’s, 114, 180, 187, 191, 192,

256
500 index (S&P 500), 34, 38, 71, 123, 137,

146, 193, 197, 256, 264, 282
S&P/ASX 200 index, 197

Standards ratios, 208–281
Start-up company, 21
Statement of cash flow, see Cash flow

statement
Statement of changes in shareholders’

equity, see Equity statement
Statement of financial position, see Balance

sheets
Stock, future growth of, 44
Stock market, 24–28
Stock market origins, 24
Stock market transactions and value

about, 54–56
hindsight value, 59–60
and value investing, 56–59
value ratio calculation, 58–59

Stock options, 46
Stock valuation, 169–194
Stock-splits and price movement, 37–40
Stress testing, 305, 306, 308
STRETD, 315, 316, 340
Structured investment vehicle (SIV), 84
Subjective vs. objective, 3, 54, 192–193, 216,

243
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Tails, 47
Taleb, Nassim Nicholas, 49, 288
Tangible capital employed, 278–279
Target prices, 251
Tax imputation, 196
Tech bubble, 164
Technical analysis, 28–40

combined with fundamental analysis, 281
research on, 34–37
vs. efficient market hypothesis, 41

Intelligent Investor (Graham), 262, 287
Little Book That Beats the Market

(Greenblatt), 278
Snowball: Warren Buffet and the Business of Life

(Schroeder), 66, 194
“Superinvestors of Graham-and-Doddsville”

(Buffett), 306
Theory of Investment Value (Williams), 198
Thomson Reuters, 114
Times interest earned, 120
Tobin, James, 163
Tobin’s q-theory valuation, 163–166

strengths and weaknesses, 166
Toro Company, The, 187, 191, 192
Total asset turnover (TAT), 114, 124, 126,

351
Total liabilities, 86
Total shareholder return, 234, 246, 314, 351
Trading software packages, 34–35
Trading patterns

breakout, 28
channel, 28
double bottoms, 29
head and shoulders, 29
resistance levels, 28
saucer with handle, 281

Trading strategies, 33–37
Trailing 12 months price-to-earnings (P/E)

ratio, 135
Treasury bill rate, 44
Treasury stock, 83–84, 141
True worth, 11, 12
Tversky, Amos, 61, 62

Unstable growth of earnings, 290–292
Upside target price, 276

Valuation methods
abnormal earnings growth (AEG), 18,

266–271
assets, earnings power and profitable

growth, 271–275

benchmark valuation, 275–277
book value, 144–152
CAN SLIM, 281–282
clean surplus ROE, 281–282
discounted cash flow (DCF), 169–194
dividend discount, 17–18, 58, 195–218
earnings power charts, 284
expectations risk index, 229, 235–240
expected return, 45, 241–260
filtering, 277–285
Graham’s intrinsic value formulas,

262–266
Haugen factor model, 282–283
liquidation value, 152–156
magic formula investing, 278–281
net current asset value, 157–160
option-pricing methods, 285
other balance sheet methods, 161–162
payback, 18–19, 219–228
PEG, 230–233
PEGY, 233–235
price ratio, see Expected return
replacement value, 162–166
residual income, 208–211
Tobin’s q-theory, 163–166

Value
about, 53–54
behavioral biases, 60–63
selling dilemma, 63–69
and stock market transactions, 54–60
see also Intrinsic value
see also Real value

Value investing, 56–59, 66
Value Investing: From Graham to Buffett and

Beyond (Greenwald, Kahn, Sonkin, and
Biema), 272

Value Investing Made Easy (Lowe), 264
Value ratio (VR), 55–59, 181–183, 212, 259,

242, 244
Vick, Timothy, 219
Volatility, 47, 49
Valuesoft, 340, 342, 351
Vu, Joseph, 158, 160

Wal-Mart Stores, Inc
reasons for analyzing, 79
see specific financial topics

Warnings
accounting requirements, 75
claims for trading methods, 35
compare free cash flow and net profit,

175
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Warnings (Continued )
consistently low comprehensive income,

108
contracting equity, 117
debt ratio can be misleading, 119
don’t rely on dividends, 203
examine net cash flow from operating

activities, 102
examine the reasons for any buybacks,

141
is the business able to use the retained

earnings? 130
many believe that intrinsic value is not

necessary, 21
randomness of prices, 50

revenue recognition, 96
revisions of balance sheet items,

90
use EPS, not net profit, 95
watch for increases in ROE, 301
zero net debt, 121

Weighted average cost of capital (WACC),
179, 284, 351

Wiese, Robert, 169, 170, 188
Williams, John Burr, 12, 195, 198, 200
Working capital, 161, 279, 284, 351
Wright, Steven, 164
Write-downs, 90

Ye, Jia, 37
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