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A
Abbott Laboratories, dividends per

share/dividend payout
(example), 165e

Absolute priority rule, 260–261
Accelerated depreciation, 48–49, 80
Accountability, Sarbanes-Oxley Act

(impact), 31–32
Accounting

conservatism, principle, 82
creative accounting, 57
data, usage, 138–140
earnings, stock returns

(correlation), 152
firms, responsibility (increase), 3
flexibility, 56–58
global differences, 58–59
irregularities, 286
methods, differences, 140
policies/practices, information,

55fn
profit, economic profit (contrast),

216
pro forma financial data, 57–58
standards, change, 81

Accounting principles
changes, 140

cumulative effect, 73
choices, 76–86
explanation, 37–39

Accounting Principles Board (APB)
Opinion No. 19, 184fn
Statement of Financial Position,

184

Accounting Standards Codification
(FASB), 11

Accounting Standards Executive
Committee, Statement of
Position 94–6, 18fn

Accounts payable, 42
Accounts receivable

current assets, 40
turnover, calculation, 112

Accrual accounting principle, usage,
38

Accruals
management, 64, 65–68
types, 65

Accumulated benefit obligation
(ABO), 83

Accumulated comprehensive
income/loss, 43

Accumulated depreciation, 40–41
calculation, 40

Acid test ratio. See Quick ratio
Ackman, Dan, 6fn
Activity ratios, 105, 110–113

examples, DuPont, 113e, 134e
financial ratios, 133

Adjusted pro forma net income
(Duff & Phelps), 290e

Adobe Systems, Inc., 10-K filings,
48fn, 158fn

Adverse opinion, 91
Affirmative covenants, 262
After-tax cost of debt, 228
After-tax interest, addition,

190fn
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AIG
accounting, opacity, 8
executives, fraud conviction, 8fn
financial analysis, problems, 7–8
fraud, 7
profits (2000–2004), 7e

Airline industry, long-term
debt-to-equity ratios, 295e

Allied Products Corporation,
operating cash flow study, 200

Altman, Edward I., 256, 256fn,
257fn

A.M. Best Company, Inc.,
(NRSRO), 243

Amazon.com, cash flows, 189e
American Institute of Certified

Public Accountants (AICPA),
Practice Alert 95–1 CPA
Letter No. 1, 64fn

America Online, Inc., merger, 75
Amortization, decrease, 291
Analysis, overoptimism, 295fn
Analysts. See Financial analysts

awareness, 288–290
forecasts

incentive, evidence, 150
meeting/beating, 148–149

Annual depreciation, revision
(effects), 81e

Annual reports
corporate usage, 18
financial statements, publication,

39
information, 9

AOL-Time Warner Inc. merger, 75
APB. See Accounting Principles

Board
AP Business News, information

collection/dissemination, 25
Apple, Inc., returns, 269
APT, fundamental factor model

vendor, 276

Arbitrage pricing theory (APT)
model, 274–275

Arnott, Robert D., 162fn
Asness, Clifford S., 162fn
Asset pricing models, 267, 271–275
Asset retirement liability, 42
Assets

current assets, 39–40, 105
depreciable basis, 49
depreciable life, company revision,

80–81
equation/calculation, 39
estimates, change, 80–81
intangible assets, 41–42
liquid assets, 105
liquidity, 40
long-term assets, 39
noncurrent assets, 40
nonphysical assets, 40
physical assets, 40
securitization, 255–256
types, 39–40

Assets, financial statement
information, 39–42

Audit firm, public watchdog role,
28, 30

Auditors, Sarbanes-Oxley Act
(impact), 28, 30

Average assets, usage, 211
Average cost method, 77
Average inventory, representation,

111
Axioma, fundamental factor model

vendor, 276

B
Bacidore, Jeffrey M., 235fn
Back-up credit facilities, 255
Backward-looking P/E, usage, 160
Balance sheet

assets, 39–42
equity, 43–44
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financial statement information,
39

fine print, analysis, 290–291
goodwill, asset, 75
income statement, 83
liabilities, 42–43

examination, 108
minority interest, 44–45
pension liability, 83
presentation, 18
sample, 41e
SPE, removal, 6fn
structure, 45

Bangia Anil, 251fn
Bankruptcy

petition, 242
prediction

cash flow analysis, importance,
200

models, 256–260
statistical techniques, 259–260

probability, 260fn
Bankruptcy Abuse Prevention and

Consumer Protection Act
(2005), 242fn

Bargaining power
buyers, 213
customers, 213
suppliers, 212

Bartov, Eli, 150fn
Basic earnings per share, 118,

157
calculation, example, 158

Basic earnings power ratio,
122fn

Basis point, definition, 249fn
BEA. See U.S. Bureau of Economic

Analysis
Bear Stearns, risk exposure, 284
Beginning inventory, accounting

relationship, 108fn
Benchmark, selection, 141–142

Berk, Jonathan B., 177fn
Beta, 277. See also Fundamental

beta
estimated slope coefficient, 228fn
estimates, 229

approaches, 272–273
Betker, Brian L., 260fn
Bicksler, James, 273fn
Big bath, 149
Blume, Marshall E., 254fn
Bonds

credit spreads, 248e
long-term liabilities, 42
migration, 251
price, change, 247
value, 249
yields, 248e

Book-to-market ratio, 175–178
Book-to-market relationship,

example, 177e
Book-to-market value, 277

ratio, 119
Book value

depreciation expense, comparison,
50e

market value, relationship
(absence), 115–116

representation, 116
Book value equity per share, 119
Book value of equity per share,

calculation, 174
Book value of equity to the market

value of equity (BV/MV),
176–177

calculation, 175
securities, underpricing, 177fn

Book value per share, 119
calculation, 174

Boquist, John A., 235fn
Borders

bankruptcy path, 128e
z-score, 258e
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Bradshaw, Mark T., 288fn, 295fn
Broome, O. Whitfield, 185fn
Brown, John Seely, 211fn
Brown, Nerissa C., 154fn
Buffett, Warren, 209fn, 297fn,

298fn
reporting, 297–298

Bureau van Dijk, financial data
source, 26e

Burgstahler, David, 288fn
Businesses

data, management analysis, 285
going concern, assumption, 38
government classification, 23
segments, focus (reasons), 86

Business risk, 114–115
Business Wire (wire service)

information collection/
dissemination, 25

usage, 19
Buyers, bargaining power, 213
BV/MV. See Book value of equity to

the market value of equity
Byrne, John A., 69fn

C
Campbell, John Y., 159fn, 163fn,

164, 164fn, 274fn
Capacity (credit characteristic), 252
Capacity to pay

analysis, 253–260
factors, 254–256

Capital, 223–227. See also Invested
capital

book value, 233
budgeting, theme, 208
calculation, 224, 225

asset approach, 226e
cost, 227–231

calculation, 230
definition, 215
estimation, 214, 236
measurement, 234–235

expenditures
calculation, 197fn
measure, 193

investment, calculation, 215
long-term sources, 124
market value, 233

book value, relationship, 231fn
calculation, 215
invested capital, comparison,

215
spending, financing sources, 196
structure, 114

Capital asset pricing model
(CAPM), 235fn, 272–274

Capitalization, ZETA model
variable, 259

Carrying value, revision (effect), 81e
Cash dividends, company payment,

163
Cash flow at risk (CFAR) ratio

(Fitch), 198
Cash flow for/from financing

activities, 53
Cash flow for/from investing, 53
Cash flow from operations (CFO),

51
Cash flow from operations to debt

(CFO/debt) ratios, 199
Cash flow return on investment

(CFROI), 208
Cash flows

analysis, 181, 196
importance, 200
review questions, 203–204

APB statement, 184
change, 53
classification, 185
comparison, 292–293
defining, 181–182
direct method, 184–185
estimates, 182–183

EBDA/EBITDA, usage, 183
growth, 167
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indirect method, 184–185
manipulation, possibility, 151
measures, 181–183

compensation, correlation, 202
impact, 196fn

metric, 201
patterns, 199–200
patterns, examples, 54e
sources, 53

patterns, 187e
statement. See Statement of cash

flows
usefulness, 196–202

Cash flow to capital expenditures
ratio (capital expenditures
coverage ratio)

calculation, 196–197
example, IBM, 197e

Cash flow-to-debt ratio, calculation,
197

Cash operating taxes, 218, 222–223
subtraction, 222

Cash taxes, requirements, 195fn
Cash value added (CVA), 208
Cash waterfall, 201

example, J.C. Penney, 202e
CFAR. See Cash flow at risk
CFO. See Cash flow from operations
CFO/debt. See Cash flow from

operations to debt
CFROI. See Cash flow return on

investment
Chan, Louis K.C., 175fn, 291fn
Chaney, Paul, 91fn
Channel stuffing, 69
Chapter 7 bankruptcy, 242fn
Chapter 7 reorganization, 242
Chapter 9 bankruptcy, 242fn
Chapter 11 bankruptcy, 242fn
Chapter 11 reorganization, 242
Character (credit characteristic),

252
Cheffers, Mark, 88fn, 89fn, 287fn

Chemical industry, analysis, 131e
Chewco Investments, 6
Christensen, Theodore E., 154fn
Circuit City

bankruptcy, filing, 242–243
z-scores, 258e

decline, 257
Clawback provision, 287
ClearOne Communications, Inc.,

channel stuffing (example), 71
Coca-Cola Company

balance sheet, 44e
book value, 175–176

example, 176e
equity, book value, 44
market value per share, example,

176e
10-K filing, 44fn

Cohen, Adam B., 260fn
Colgate-Palmolive, accounting

methods, 78
Collateral

analysis, 260–261
credit characteristic, 252

Collin-Dufresne, Pierre, 247fn
Commercial wire services, usage,

19
Common shareholders, income

availability, 157
Common shares, number (change),

156
Common-size analysis

example, DuPont, 137
usage, 127–130

Common-size balance sheet,
example (DuPont), 139e

Common-size income statement,
examples (DuPont), 129e,
138e

Common stock
maturation, 166
share, current price (calculation),

167
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Companies
analysis, 292–295

overoptimism, 295fn
assets, liquidity, 40
balance sheet, sample, 41e
borrowing dependence, 196
business, 86–87
capital

calculation, 223–224
spending, financing sources,

196
cash dividend payments, 163
cash flows

examination, 191–192
cash flows, sources, 53
company purchase, overpayment,

76
consensus forecast, 21–22
cost of capital, estimation,

214
current assets, requirement, 40
disclosures, analysis, 285
dividend policy, 121–122
Dodd-Frank Act

impact, 32
requirements, 15

earnings
consideration, 288–289
expectations, 21–22

financial data, sources, 26e
financial information, availability,

3
financial statements

audit, 90–91
audit frequency, 37–38
publication, 39

fine print, analysis, 290–291
goodwill, writing off, 75
growth rates, 292
income statement, sample, 47e
information

discovery, 9
preparation/distribution, 34

management
control, 56
responsibility, increase, 3

new entrants, threat, 212
operating profit, estimation, 214
performance, 201–202

measurement, 207
review questions, 238–239

representatives, interview, 20–22
sales growth, persistence, 292
Sarbanes-Oxley Act, impact,

28–32
total capital expenditures, 192
value

creation, 208
maximization, 232fn

Company-specific information
financial service company

preparation, 25
government agency preparation,

22
Compensation

cash flow measure, correlation,
202

rate, increase, 82
Competitive advantage, 208fn
Component percentage financial

leverage ratios, 115–116
Conoco, Inc., DuPont acquisition,

132e
Conservatism, principle, 82
Consolidated inventory,

equation/calculation, 44
Consumer Price Index (CPI), 101
Convertible bonds, 158fn
Cookie-jar reserves, 82
Copeland, Thomas, 214fn, 222fn,

225fn, 227fn, 228fn
Core earnings, 154–155

adjustment, 155
Corporate and Auditing

Accountability, Responsibility,
and Transparence Act, 283fn
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Corporate bankruptcy, prediction,
256–257

Corporate bond, price performance,
249

Corporate credit analysis, 241
review questions, 264–265

Corporate credit analysis, factors,
252–263

Corporate credit spreads,
determinants (studies),
247fn

Corporate responsibility,
Sarbanes-Oxley Act (impact),
30

Corporations
liquidation, 242
success, 291–292

Correlation, range, 68fn
Cost of capital, 227–231

definition, 189fn, 215
estimates, 234fn, 236
measurement, 234–235
operating profit, comparison/

contrast, 214, 215
Cost of capital, estimation, 214
Cost of debt, 228
Cost of goods sold (COGS), 46

average, 106
depreciation, inclusion, 108fn
increase, 74

Cost of sales, 46
Coupon payments, 244
Covenants. See also Affirmative

covenants
analysis, 261–263
credit characteristic, 252

Coverage ratios, 116–117
CRA. See Credit rating agency
Creative accounting, 57
Credit, four Cs, 252
Credit downgrade risk, 241,

250–251
Credit migration, modeling, 251

Credit rating agency (CRA),
243

credit ratings, 244
ratings

market reliance, reduction, 246
reliance, reduction, 245
systems, 244

Credit ratings, 243
firm, NRSRO, 243
reliance, 245
upgrade, 250

Credit risk, types, 241–251
Credit scoring models, usage, 259
Credit spread risk, 241, 242,

246–249
existence, 246

Cumulative profitability, 258
Current assets, 39, 105

types, 40
Current dividend, calculation

(example), 167
Current liabilities, 42
Current ratio, calculation, 109
Current value, production (idea),

209fn
Customers, bargaining power, 213
CVA. See Cash value added

D
DDB. See Double-declining balance
Debt

after-tax cost, 228
book value, determination, 229
cost, 228
incurrence test, 262
obligation, yield, 242
revaluation, debt discount (result),

75
securing, 261

Debt covenant restrictions, 64
Debtor-in-possession (DIP)

financing, 54–55
Debt-to-assets ratio, 254
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Debt to assets ratio, calculation, 115
Debt to equity ratio (debt ratio)

calculation, 115
example (DuPont), 117e

Declining balance method, 49
Default probability,

forward-looking assessment,
244

Default risk, 241, 242–244
definition, 243

Deferred income taxes
reference, 43fn
source, 50–51

Deferred taxes, 74
assets, source, 50–51
changes, 222
long-term liabilities, 43

Defined benefit plan, 82
Defined contribution plan, 82
Dell Computer

earnings, 151e
equity, market value, 151e
executives, accounting fraud (SEC

charges), 149–150
Demchak, Bill, 251fn
Dempsey, Michael, 176fn
Depreciable basis, 49
Depreciable life, company revision,

80–81
Depreciation, 64, 79–81

accelerated depreciation, 48–49
calculation. See Accumulated

depreciation
decrease, 291
expense

amount, representation, 46–47
book value, comparison, 50e
increase, 49–50, 75

financial statement information,
48–51

methods, 79–80
classes, 79–80

purposes, contrast, 52e
reduction, 49fn
straight-line depreciation, 48

Derivatives, usage, 297
Descriptors, 275–276
Diamond Bond Rating Service

(DBRS Ltd.) (NRSRO), 243
Diebold, Francis X., 251fn
Diligence, necessity, 4
Diluted earnings per share, 118,

157–158
calculation, example, 158
primary earnings per share,

157fn
Dilutive securities, 156
Discount rate, 82

appropriateness, 166fn
Discretionary accruals, 65

estimation, 65fn
example, 65–66

Dispersion, measurement, 269
Distressed debt, 244
Distributors, cash (payment), 69
Dividends, 161–173

calculation, example, 167
classification, 185
decline, expectation, 169–170
deduction, 193
discretionary expenditure, 193
example, DuPont, 121e
growth rate, 170

stock share price, 171e
payments, limitations, 262–263
payout, 161, 164–165

example, Abbott Laboratories,
165e

ratio, calculation, 120, 164
present value, 171
ratios, 120–122
removal, 291
stock prices, relationship,

165–173
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yield, 161, 163–164
calculation, 163
example, 163e
future dividends, relationship,

164
Dividends per share (DPS), 161

calculation, 120, 162
example, 172e

Abbott Laboratories, 165e
payment, example, 169
usage, 162–163

Dividend valuation model (DVM),
166–173

attribution, 168fn
price-earnings (P/E) ratio,

relationship, 173
problems, 173
relationships, 172–173

Dodd, David L., 160fn
Dodd-Frank Wall Street Reform and

Consumer Protection Act
(Dodd-Frank Act), 10e, 283,
287

company requirements, 15
meaning, 32
passage, 4
provisions, 33e–34e

Double-declining balance (DDB)
method, 49

Dowen, Richard J., 149fn
Dow Jones (wire service), usage, 19
Downgrade risk, 242
DPS. See Dividends per share
Duff & Phelps Corporation

adjusted pro forma net income,
290e

corporation news release, 289fn
goodwill impairment study, 76fn
income, 289

Dugan, Michael T., 200fn
Dunn & Bradstreet, financial data

source, 26e

DuPont
activity ratios, examples, 113e,

134e
analysis, 135–137
balance sheet, 103e
breakdowns, 125fn
chemical industry analysis,

comparison, 131e
common-size analysis, 137
common-size balance sheet,

example, 139e
common-size income statement,

examples, 129e, 138e
company description, 130–133
components, 136e
debt ratios, 117e
dividends, 121e
earnings per share, 119e
factors, 130–133
financial leverage ratios, 135e
financial statement

consideration, 129
Note 5, 124

Georgia Gulf, comparison,
141–142

global examination, 130, 132
income statement, 104e
industry, 130–133
invested capital, 124
liquidity ratios, example, 110e,

133e
market value of equity, 119fn
Millenium Chemicals,

comparison, 142
net income, 104e
net operating cycle components,

110e
performance, evaluation, 102
products/patents, development,

136–137
profitability ratios, 134e
profit margins, 114e
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DuPont (Continued )
research and development (R&D),

137e
return, 135–137
return on assets

breakdown, 126e
example, DuPont, 136e

return on equity
components, 127e
example, DuPont, 136e

return on invested ratios, 124
return on investment ratios,

123e
revenues, 131e

forecasting, 142–143, 142e
seasonality, 132e

system, 125–127
trends, interpretation, 132
turnover ratio, 113e

DVM. See Dividend valuation
model

E
Earnings, 147–158. See also Core

earnings; Pro forma earnings
company management, process,

64
depreciation, impact, 49fn
example, Dell Computer, 151e
gamesmanship, support, 150–151
growth, over-extrapolation,

178fn
meanings, 147–148
median growth rate, 291
potential dilution, 118–119
quality, 196
reporting, 148
retrospective change, 72fn
targets

executive compensation basis,
148

forms, 148
volatility, creation, 284

Earnings before depreciation and
amortization (EBDA), 182

Earnings before interest, taxes,
depreciation, and amortization
(EBITDA), 183, 289

popularity, 183fn
Earnings before interest and taxes

(EBIT), 147
EBIT/total assets, estimate,

258
Earnings management, 63–64

determination, 66
impact, 64fn
possibility, 148–152
potential, 151

Earnings per share (EPS), 118–119,
155–158

basic earnings per share, 118
calculation, 47–48, 118, 156

example, 157
obligations, impact, 118fn

diluted earnings per share, 118
example, DuPont, 119e
financial statement information,

47–48
Earnings yield (E/P), calculation,

159
Eastman, Kent, 183fn
Eastman Kodak

earnings/cash flow, 66e
operating earnings/net income,

72–73
comparison, 73e

results, 68fn
Easton, Peter D., 152fn
EBDA. See Earnings before

depreciation and amortization
EBIT. See Earnings before interest

and taxes
EBITDA. See Earnings before

interest, taxes, depreciation,
and amortization

Economic contraction, 247
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Economic data, 101–102
financial service company

preparation, 25–28
government agency preparation,

23
government sources, examples,

24e
publications, usage, 26

Economic life (useful life), 79
Economic profit, 215–216

accounting profit, contrast, 216
calculation, 217–221

EVA, impact, 214fn
company creation process, 213
equation, 217
estimation, elements, 214
fault, 234fn
net present value (NPV),

relationship, 216–232
performance, relationship,

231–232
shock value predictor, 235fn

Economic value added (EVA), 208,
216. See also Refined
economic value added

impact, 214fn
market value added,

reconciliation, 233–234
operating profit, difference, 217

EDGAR. See Electronic Data
Gathering Analysis and
Retrieval

Efficient portfolio, 271
Egan-Jones Rating Company

(NRSRO), 243
8-K filing, 88

SEC requirements, 15fn
Electronic Data Gathering Analysis

and Retrieval (EDGAR)
online services, 22fn
system, availability, 22
usage, 11

Elliott, W. Brooke, 154fn

Enron Corporation
assets/liabilities, balance sheet

absence, 6
capital structure, 293e
debts, increase, 6
employee retirement savings,

lockdown, 30fn
financial analysis, problems, 5–6
impaired assets, write-down

(absence), 76fn
Joint Energy Development

Investment Limited
Partnership (JEDI II) creation,
6

liabilities/equity, 292, 293e
operating income, cash flow

(comparison), 294e
problems, 292–293
revenues, 5e, 293e
special purpose entities (SPEs),

290
stock, gains (investment), 6
10-K filing (disclosures), 6

E/P. See Earnings yield
EPS. See Earnings per share
Equipment trust certificate (ETC),

261
Equity

analysis, 147
review questions, 179–180

book-to-market value, 277
book value

components, 116
determination, 229

financial statement information,
43–44

fundamentals, 173–174
market value

book value, relationship, 175fn
market value, example (Dell

Computer), 151e
multiplier, 115, 123
ownership interest, 43
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Equity (Continued )
risk analysis, fundamentals factor

models (usage), 267
review questions, 281–282

value, 116
change, estimate, 214

Estimates, change, 80–81
ETC. See Equipment trust certificate
Eurostat, economic data, 27
EVA. See Economic value added
Excess cash, adjustment, 227fn
Excess return, 275
Executive compensation,

Dodd-Frank Act (impact), 32
Expected excess return, 279–280
Expected return, 268

calculation, 270e
External credit ratings, reliance

(reduction), 245–246
Extraordinary items, 71–73

definition, 72
occurrence, 140

Exxon Mobil, revenue production, 6

F
Fabozzi, Frank J., 83fn, 183fn,

214fn, 260fn
Factor models, 275–276
Factors, 271–272
Factor sensitivities, 280
Fama, Eugene F., 161fn, 175fn,

176fn, 235fn, 277fn
Fama-French three-factor model,

277, 279
FCF. See Free cash flow
FCFE. See Free cash flow to equity
FCFF. See Free cash flow to the firm
Federal Reserve Bank of St. Louis

(FRED II) economic data, 27
source, 24e

Federal Reserve System, Board of
Governors (economic data
source), 24e

Federal Securities Act of 1964, 10e
Financial Accounting Standards

Board (FASB), 57, 58
Accounting Standards

Codification recognition, 11
Discussion Memorandum, 184fn
Statement of Financial Accounting

Concepts No. 2, 37fn
Statement of Financial Accounting

Concept 1, 18fn, 37fn
Statement of Financial Accounting

Standards No. 128, 157fn
Statement of Financial Accounting

Standards No. 131, 18fn, 86fn
Statement of Financial Accounting

Standards No. 132, 83fn
Statement of Financial Accounting

Standards No. 133, 297
Statement of Financial Accounting

Standards No. 141, 74fn
Statement of Financial Accounting

Standards No. 142, 75fn
Statement of Financial Accounting

Standards No. 149
amendment, 297fn

Statement of Financial Accounting
Standards No. 154, 71fn, 80fn

Statement of Financial Accounting
Standards No. 157, 284fn

Statement of Financial Standards
No. 133, 297fn

Financial analysis, 4–8, 87–90, 101
cash flows, usefulness, 196–202
future, 298–299
information sources, 22–23
review questions, 144–145
SOX, implications, 298–299

Financial analysts
information analysis, decisions,

4–5
provisions, goal, 31
responsibility, increase, 3
Sarbanes-Oxley Act, impact, 31
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Financial crisis
disclosure/transparency,

requirement, 283–284
Dodd-Frank Act, reaction, 35

Financial Crisis Inquiry
Commission, report, 284fn

Financial data
interpretation/usage, assumptions,

38–39
measurement unit (dollar), 38
restatement, 89e
transactions, recordation

(historical cost), 38
usage, 211

Financial data-based constraints,
64

Financial disclosures
FASB classification, 285
information, provision, 285–286
Sarbanes-Oxley Act (impact), 30,

35
Financial Executives Institute,

format change, 184fn
Financial information

access, timing, 10–28
ignorance, problems, 5
investigators, identification, 10–28
location, 8–9
management, methods, 64
providers, access, 9
quality, 63
review questions, 35–36, 95–97
warning signs, 92

list, 93e–94e
Financial leverage, 105, 114–115

ratios
example, DuPont, 135e
usage, 115

usage, 134–135
Financial obligations, coverage

(assessment), 116–117
Financial position, changes

(statement), 199fn

Financial ratios, 133
activity, 133
analysis, problems, 137–143
calculation, 105
liquidity, 133

Financial reporting, 290–291
change, Sarbanes-Oxley Act

(impact), 35
definition, 4
transparency, 285

Financial restatement, corporate
policy, 287

Financial risk, 114
decrease, 254

Financial service companies,
information preparation,
25–28

Financial Stability Board (FSB),
establishment, 245fn

Financial Stability Forum, 245fn,
246fn

Financial statements, 37
adverse opinion, 91
analysis, common-size analysis

(usage), 127–130
audit frequency, 37–38
creation, assumptions, 38–39
data, usage, 101–102

issues, 19–20
disclaimer of opinion, 91
full disclosure, requirements,

38–39
importance, 55fn–56fn
information, 39–56
lessons, 283
preparation, 20

accrual accounting/matching
principles, usage, 38

conservatism, assumption,
39

publication, 39
purpose, 37fn
qualified opinion, 90–91
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318 INDEX

Financial statements (Continued )
recordation, time periods

(definition), 38
review questions, 60–61, 299–300
types, 59
unqualified opinion, 90
withdrawal of opinion, 91

Financial Times (economic data), 27
Financing activities, cash flow, 53
First Call (wire service), usage, 19
First-in, First-out (FIFO) accounting

method, 56, 77
amounts, report, 77
selection, 148

Fitch, CFAR ratio, 198
Fitch, Inc. (NRSRO), 243
Fitch IBCA, financial data source,

26e
Five Forces. See Porter’s Five Forces
Five-variable Z-score model, 260
Fixed charge coverage ratio

calculation, 117
construction, 116–117

Flood, Frances M., 71fn
Ford Motor Company

cash flow patterns, 54
funding status, 85e
negative equity, 174
pension expense, 85e
pension obligation, 84
rate assumptions, 85e
10-K filing, 84e
U.S. pension plan, 85e

Forecasting, ratios (usage), 142–143
Form 8-K, 15, 17

disclosure, events requirements,
16e–17e

filing, 12e
Form 10-K

filing, 11–15
disclosures, requirement, 14e
financial statements,

publication, 39

MD&A, item 7 (discussion
requirement), 14e

report, 12e
Form 10-Q, 15

filing
disclosure requirements, 15e
financial statements,

publication, 39
report, 12e

Form 12b-25 (Notification of Late
Filing), 88–89

Foster, Benjamin P., 200fn
Franks, Julian R., 260fn
Fraud, auditor complicity, 91fn
Free cash flow (FCF), 183, 189–195.

See also Negative free cash
flow; Positive free cash flow

calculation, 192–194
example, 190e

estimates, assumptions, 193
example, J.C. Penney, 191
metric, 201
net free cash flow, 194–195

difference, 194–195
theory, development, 191

Free cash flow to debt ratio, 199
Free cash flow to equity (FCFE),

190–191
Free cash flow to the firm (FCFF),

190–191
French, Kenneth R., 161fn, 175fn,

176fn, 235fn, 277fn
Fridson, Martin, 197fn, 259fn,

260fn
Friend, Irwin, 273fn
Full disclosure, requirements, 38–39
Fundamental beta, 273
Fundamental factor models, 267,

276–280
vendors, 276

Fundamental value, determination,
285

Funding status, 83–84
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Funds, marginal cost, 231
Funds flow statement, cash concept

format, 184
Fuzzy items, classification

(difficulty), 140

G
Gateway executives, noncompliance

(SEC charges), 149
General Accounting Office (GAO),

restatements, 286
General Electric (GE)

CEO compensation, performance
shares, 201–202

earnings/cash flow, 67e
revenue creation, 6

Generally accepted accounting
principles (GAAP), 63, 288

comparison, 289–290
EPS, pro forma financial data

(comparison examples), 57e
flexibility, 185fn
framework, accounting methods,

56
Sabre presentation, 152
standards, 37
usage, 5
violation, 64

General Motors (GM)
earnings, payment, 186fn

General Motors (GM), cash flow
consideration, 186
patterns, 54–55

General Re
executives, fraud conviction, 8fn
penalty, 7fn

Givoly, Dan, 150fn
Going concern, assumption, 38
Goldstein, Robert S., 247fn
Goodwill

amortization, 225fn
company amortization, 75
creation, 75

definition, 75
hunting, 74–76
impairment, 64

Duff & Phelps, 76
intangible asset, 76
writing off, 75

Google, Inc.
earnings per share, 48e
financial data source, 26e

Gootkind, Christopher L., 251fn
Gordon, Myron, 168fn
Government agency information

preparation, 22
provision, 23

Graham, Benjamin, 160fn
Graham, John R., 229fn
Grant, James L., 214fn
Green, Richard C., 177fn
Gross Domestic Product (GDP), 101
Gross profit, 46

margin, calculation, 113
Growing perpetuity, 167fn
Grundfest, Joseph A., 150fn
Guaranteed loan certificates, 261

H
Hagell III, John, 211fn
Haldeman, Robert G., 256fn, 257fn
Hamao, Yasushi, 175fn
Harris, Robert, 175fn, 177fn
Harris, Trevor S., 152fn
Harvey, Campbell R., 229fn
Haugen, Robert A., 178fn
Hayn, Carla, 150fn
Hazard model, 259, 260
High minus low (HML), 279
High-yield bonds (junk bonds), 244
HIS Global Insight, economic/

financial database, 27
Historical beta, problem, 272–273
Historical costs/inflation, usage,

138, 140
Hon, Gijoon, 259fn
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I
Implied interest, after-tax effect,

124fn
Incentive-based compensation,

disclosure, 287
Income statement

depreciation, 48–51
earnings per share (EPS), 47–48
financial statement information,

45–51
pension expense, company report,

83
sample, 47e
structure, 46

Income statement, presentation,
18

Income taxes
classification, 185
expense, 195
information, 56fn

Independent auditors, opinions,
90–92

Industry data, government agency
preparation, 22–23

Industry-specific factors, examples,
27e

Industry trends, factors, 255
Inflation information, usage, 138,

140
Information. See Financial

information
financial service company

preparation, 25–28
government agency provision, 23

In-process research and
development, 73

Intangible assets, 41–42
information, 285
revaluation, IFRS permission, 59

Integrated ratio analysis, 130–137
Interest

deduction, tax benefit, 222
risk-free rate, 228, 274

Interest expense, 46
cash flows, relationship, 185

Interest income
classification, 185
reclassification, 186

Interest payments, discounted value,
249

International Accounting Standards
Board (IASB), 57

international accounting
standards, 20

International Accounting Standards
Committee (IASC), IFRS
promulgation, 58

International Business Machines
(IBM)

cash flow to capital expenditures
ratio, 197e

fixed assets, variation, 197fn
restructuring charges, report, 72fn
risks, disclosure, 296

International Business Machines
(IBM), restructuring charges,
72

International Financial Reporting
Standards (IFRS), 58

classification flexibility, 185fn
company adoption, 45
financial statement preparation,

20
International Monetary Fund (IMF),

economic data,
27

Inventories
accounting, 64, 77–79

methods, 56, 77–78
calculation. See Number of days

inventory
creation, purchases payment,

108–109
current assets, 40
current investment, 106
method, selection, 148
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money, representation, 106
revalue, 74
value, loss, 79
write-down, 79

Inventory turnover
calculation, 111
importance, 141
number of days inventory,

relationship, 111
ratio, quality, 111

Invested capital, 223
example, 124
sum, 124

Investing, cash flows, 53
Investment

cash conversion, 108
project, net present value, 214
property, revaluation (IFRS

permission), 59
Investment Advisers Act of 1940,

10e
Investment Company Act of 1940,

10e
Investment-grade bonds, 244
Investors

Dodd-Frank Act, impact, 32
holding period, 228
Sarbanes-Oxley Act, impact,

28–32
Investors.com (economic data), 27
Investors’ relations (IR)

office, representative interview,
20–21

officer, obligation, 21
Issuer character, analysis, 252–253

J
Japan Credit Rating Agency, Ltd.

(NRSRO), 243
J.C. Penney Company

cash flow, 185
example, 186

cash waterfall, example, 202e

EBDA, 182
EBITDA, 185–186
free cash flow

example, 191
provision, 193

10-K filing, 193fn
Jensen, Michael, 189, 189fn,

191
Jeter, Debra, 91fn
Jiambalvo, James, 288fn
Joint Energy Development

Investment Limited
Partnership (JEDI II), Enron
creation, 6

Jones, Charles P., 149fn
Jubak, Jim, 8fn
Junk bonds (high-yield bonds),

244

K
Karceski, Jason, 291fn
Kimberly-Clark, accounting

methods, 78
KKM&D, 87
Kogelman, Stanley, 209fn
Kolb, Robert, 229fn
Koller, Tim, 214fn, 222fn, 225fn,

227fn, 228fn
Krispy Kreme

revenues, sources, 87e
stock, increase, 86–87

Kroger, negative book value of
equity, 174

Kroll Bond Rating Agency
(NRSRO), 243

Kronimus, Andre, 251fn
Kumar, Senthil, 176fn

L
Lakonishok, Josef, 175fn, 178fn,

291fn
Lanstein, Ronald, 175fn
Largay III, James A., 199fn
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Last-in, First-out (LIFO) accounting
method, 56, 77

amounts, report, 77
selection, 148

Last-in, First-out (LIFO) reserve,
223

Latané, Henry A., 149fn
Leases, information, 56fn
Lehman Brothers, risk exposure,

284
Leone, Marie, 202fn
Lev, Baruch, 177fn, 273fn, 277
Leverage

ratios, 115
Lewellen, Jonathan, 162fn
Liabilities

current liabilities, 42
debt, term (relationship), 42
financial statement information,

42–43
long-term liabilities, 42–43

Liebowitz, Martin L., 209fn
Lim, Felix, 254fn
Linear probability model, 259,

260
Liquid assets, 105
Liquidity

analysis, 105–110
financial ratios, 133
measures, 109–110
ratios, 109

DuPont example, 110e, 133e
ZETA model variable, 259

Loan certificates, 261
Long-term assets, 39
Long-term debt

obligations, CRA credit ratings,
244

Long-term debt, information, 56fn
Long-term debt-to-assets ratio, 115,

254
Long-term debt-to-equity ratios,

295e

Long-term government bond, rate
specification, 228fn–229fn

Long-term indebtedness, 42
Long-term liabilities, 42–43

M
Mackinlay, Craig, 254fn
Macroeconomic factor model,

275–276
MACRS. See Modified Accelerated

Cost Recovery System
Maintenance test, 262
Malenko, Nadya, 150fn
Management discussion and

analysis (MDA)
information, 13, 15

Management discussion and
analysis (MDA), importance,
11, 13

Mann, Steven V., 260fn
Market

capitalization, 277
data, 101–102
federal regulations, 10e
model, 272
portfolio, duration, 228

Marketable securities
adjustment, 227fn
current assets, 40

Market risk
change, 229
premium, 228, 272

Market-to-book value ratio,
calculation, 119

Market value added (MVA), 208,
214, 216, 232–233

calculation, 232
economic value added,

reconciliation, 233–234
positive MVA, 234fn

Market value capital components,
estimation, 230fn

Market value per share, 119
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Markowitz, Harry M., 268fn
Mark-to-market accounting rules,

284
Marshall, Alfred, 215fn
Marston, Felica, 175fn, 177fn
Marthe, Vinay, 273fn
Martin, J. Spencer, 247fn
Matching principle, usage, 38
Material adverse change clause,

256fn
McAfee Corporation

channel stuffing, 69
growth, 69
Intel acquisition, 69fn
revenues/net income, 70e

McConville, Daniel J., 198fn
McDonald’s

adjusted operating profit before
taxes, calculation, 221

balance sheet, 219e
capital

cost, 229
structure, 230

capital, calculations, 225
asset approach, usage, 226e
sources-of-financing approach,

usage, 226e
cash operating taxes, calculation,

223e
debt, after-tax cost, 228
economic profit, calculation,

231
equity, market value, 232
financial statement, bad debt

reserve (information change),
220fn

goodwill, 227
implied interest expense, 220
income statement, 220e
market value added, 232
net operating profit after taxes

(NOPAT), top-down
calculation, 224e

operating lease rental
commitments, 221

rental commitments, 221fn
return on operating capital, 227
yield, discount rate (usage), 221

McVay, Sarah, 150fn, 156fn
MDA. See Management discussion

and analysis; Multiple
discriminant analysis

Mergent, financial data source, 26e
Mergenthaler, Richard D., 154fn
Merrill Lynch, SEC settlement,

31fn
Microsoft

economic profit, 236
financial data source, 26e

Migration risk, 250
Milbourn, Todd T., 235fn
Minority interest, information,

44–45
Modified Accelerated Cost Recovery

System (MACRS), 51
Molodovsky, Nicholas, 160fn
Molodovsky effect, 160
Moody’s Investors Service, Inc.

(NRSRO), 243
Morgan, John Pierpont, 252–253
Morrissey, John M., 285fn
Mortgage debt, 261
MSCI Barra, fundamental factor

model vendor, 276
MSCI Barra E3 model risk index

definitions, 278e–279e
MSCI Barra fundamental factor

model, 276–277
MSCI Barra models, fundamental

data, 277e
Multiple discriminant analysis

(MDA)
output, 257
usage, 256–257

Multiple regression models,
259–260
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Murrin, Jack, 214fn, 222fn, 225fn,
227fn, 228fn

MVA. See Market value added
Myers, Stewart, 273fn, 274fn

N
Nagar, Venky, 150fn
NAICS. See North American

Industry Classification System
Naik, Vasant, 177fn
Narayann, Paul, 257fn, 259fn
Nationally Recognized Statistical

Rating Organization
(NRSRO), 243

Form NRSRO, 244fn
Negative free cash flow, 192
Nemours, E.I. DuPont, 125,

130
Net borrowings, 190fn
Net cash flow, 53
Net cash inflows, timing/

uncertainty, 18
Net free cash flow (NFCF), 194–195

comparison, 198
free cash flow, difference,

194–195
Net income, 46

interest expense, addition
(impact), 211

Net operating assets, 225
Net operating cycle, 106

calculation, 109
components (DuPont), 110e

Net operating profit after taxes
(NOPAT), 124

calculation, 218
elements, 218–221
estimates, 236
top-down calculation, 224e

Net present value (NPV), 214
economic profit, relationship,

216–232

Net profit margin, calculation,
114

Net working capital, 106
New entrants, threat, 212

level, elevation, 213
NFCF. See Net free cash flow
Noncurrent assets, 40
Nondiscretionary accruals, 65
Nondiversifiable risk, 271
Noninvestment-grade bonds, 244
Non-operating income, taxes

(adjustment), 222fn
Nonoperating income/expense,

taxes, 222
Non-operating items, 64
Nonphysical assets, 40
Nonrecurring items, 71–73
Non-recurring items, 64
Non-U.S. companies, accounting

standards, 19–20
North American Industry

Classification System (NAICS)
basis, 23
Sector Codes, 24e
SIC code replacement, 141

Northfield, fundamental factor
model vendor, 276

Norwalk Agreement, 58fn
Notes payables, long-term liabilities,

42
NPV. See Net present value
Number of days inventory

calculation, 107
inventory turnover, relationship,

111
number of days receivable,

addition, 108
Number of days payables,

calculation, 108
Number of days receivable

calculation, 107
comparison, 108
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O
Obligations, gross-up (action),

117fn
Off-balance sheet

activity, 19, 20
transactions, 30–31

Office Depot
restatement, 88

stock market reaction, 90e
10-K filing, amendment, 88fn

Ohlson, James A., 152fn
Operating cash flows, 185

usage, examination, 200
Operating current assets, 225
Operating cycle

calculation, 108
definition, 106
net operating cycle, 106
role, 106–109

Operating earnings, variability, 259
Operating income

calculation, requirements, 234
usage, 47

Operating leases, implied interest
after-tax effect, 124fn
expense, 220

Operating performance, summary,
45–46

Operating profit, 46
cost of capital

comparison, 214
contrast, 215

estimation, 214
margin, calculation, 113

Operating profit after depreciation,
218

Operating return on assets
calculation, 122, 125
ratio, 259

Operations, cash flow, 193
construction, 200fn

Opinion, disclaimer/withdrawal, 91

Opportunity cost of funds, 217fn
Osler, Carol, 259fn
Out-of-the-money options, 157fn
Overstock.com

financial data, report/restatement,
89e

restatement (Form 12b-25),
102–103

restatement, stock price reaction,
89e

Thornton, disagreement, 91–92
Ownership interest, 43

P
Paid-in capital, 43
Par value, 43
P/E. See Price-earnings
Pension assumptions, Buffett

perspective, 82fn
Pension plans, 82

accounting, 82
assets, expected return, 82
benefits, disclosures

(enhancement), 84
compensation rate, increase, 82
discount rate, 82
expense, company report, 83
information, 56fn
liability, 83

Pension valuation assumptions,
82–86

Performance. See Companies
economic profit, relationship,

231–232
evaluation methods, requirement,

207–208
measures, 210–211

quality, 209
Per-share effect, 80
Peterson, David R., 235fn
Peterson, Pamela P., 235fn
Physical assets, 40

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



JWBT768-IND JWBT768-Peterson Printer: Yet to Come September 19, 2012 10:4 Trim: 6in × 9in

326 INDEX

Pitt, Harvey, 283
Plowback ratio, calculation, 120,

164
Podmolik, Mary Ellen, 202fn
Polk, Christopher, 274fn
Porter, Michael, 212, 212fn
Porter’s Five Forces, 212–213

company examination, 216
relationships, 212e

Portfolio
construction, 280
expected excess return, 279–280
manager, passive strategy, 280

Positive free cash flows, 192
Preferred shareholder

information, EPS (usage), 156
Preferred shareholders, 166
Preferred stock

cumulative feature, 166
dividends, 46

Prepaid accounts, reduction, 70
Price-earnings (P/E) ratio, 158–161

calculation, 120, 158
example, 159

determinant, factors, 161
dividend valuation model (DVM),

relationship, 173
earnings yield, relationship, 159fn
variation, 159

Principal components analysis,
275

Principal repayment, discounted
value, 249

Prior Years’ Data, restatement, 19
PR Newswire (wire service), usage,

19
Probit regression model, 259–260
Procter-& Gamble

economic profit, 236
LIFO/FIFO methods, 78

Profitability, 105, 133
analysis, 113–114
ratios, example (DuPont), 134e

Profit margin ratios, 113
Pro forma earnings, 152–154

example, Sabre Holdings, 153e
Pro forma financial data, 57–58

GAAP EPS, comparison
(examples), 57e

usage, 58
problem, 153

would-have-been financial data,
58

Pro forma statements, Trump Hotels
& Casino Resorts, Inc. (SEC
cease-and-desist order), 153

Projected benefit obligation (PBO),
83

Property, plant, and equipment
(PPE), revaluation (IFRS
permission), 59

Prospectus, summary, 12e
Proxy statement (schedule 14A),

17
summary, 12e

Publications, information, 9
Public companies

Dodd-Frank act requirements,
287

management, annual report
(usage), 92

Public Law 107–204, 4fn, 28fn
Public Law 111–203, 3fn
Publicly traded companies

auditor reports, 91
restatements, GAO examination,

88
summary, 12e–13e

Publicly traded companies,
responsibility (increase), 3

Purchase method, usage, 74
P-1 (Moody’s rating), 135fn

Q
Qualified opinion, 90–91
Quantitative models, usage, 259
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Quarterly reports, financial
statements (publication), 39

Quick ratio (acid test ratio),
calculation, 109

R
Rating agencies, 243
Rating and Investment Information,

Inc. (NRSRO), 243
Rating migration table, 250
Rating transition table, 250

example, 251e
Ratios

defining/usage, 102–105
forecasting usage, 142–143
interpretation, 140–141
selection, 140–141
types, 105–122
value, information, 102, 104

Raw descriptors, 275–276
Realpoint LLC (NRSRO), 243
Refined economic value added

(REVA), 208
Registration statements, summary,

12e
Regression equation, 272
Regulation FD (SEC ruling), 22
Regulation Identifier Number (RIN)

3235-AH82 (SEC), 22fn
Regulation Identifier Number (RIN)

3235-AI33 (SEC), 11fn, 13fn,
15fn

Regulation Identifier Number (RIN)
3235-AI46 (SEC), 15fn

Regulation Identifier Number (RIN)
3235-AI47 (SEC), 287fn

Regulation Identifier Number (RIN)
3235-A169 (SEC), 48fn

Reid, Kenneth, 175fn
Reinsurance company, definition,

7fn
Rendleman, Richard J., 149fn
Rental expense, incurring, 124fn

Reorganizations, absolute priority
rule violations, 261fn

Required rate of return, 167
Research and development (R&D),

example (DuPont), 137e
Residual risk, 271
Residual value (salvage value), 48

asset, expected value, 79
Restatements, 87–90, 140

GAO examination, 88
investor reaction, 90
reporting fraud, impact, 140fn
stealth restatement, 88
stock price reaction, 89e

Retained earnings, 43
Return on assets (ROA)

breakdown, example (DuPont),
126e

calculation variations, 211
change, 125
example, DuPont, 136e
financing strategies, impact, 211
performance measure, calculation,

210
ratio, calculation, 122, 125

Return on capital, 227
Return on common equity, ratio,

123
Return on equity (ROE)

breakdown, 135
calculation, 122–123, 126
example, DuPont, 127e, 136e
performance measure

calculation, 210
problem, 210

Return on invested capital, 123–124
example, 124

Return on investment (ROI), 122
analysis, 122–127
example, DuPont, 123e
measures, 211
net benefit, 122fn
ratios, deficiencies, 211
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Return ratios, 122–125
creation, financial data (usage),

211
usage, advantage, 210

Returns
standard deviation calculation,

270e
process, 269e

weighted average, 268
Reuters (wire service), usage, 19
REVA. See Refined economic value

added
Revenue/expense recognition, 64,

68–71
Revenues

recognition, 69
seasonality, example (DuPont),

132e
Risk. See Systematic risk; Total risk;

Unsystematic risk
composition, 271e
exposure profile, 280
factors, 271–272, 277
management, 296–298
measurement, 267–271
term, usage, 267
types, 296
understanding, 295–298

Risk-free rate, 229fn
proxy, 228

Rite Aid, equity measurement,
174

Rivalry, degree, 213
ROA. See Return on assets
ROE. See Return on equity
ROI. See Return on investment
Rosenberg, Barr, 175fn, 273fn
Rosenfeld, Irene, 202
Ross, Stephen, 274fn
RSquared, fundamental factor

model vendor, 276
Ryan, Ronald J., 83fn

S
Sabre Holdings, pro forma

earnings/GAAP earnings
(examples), 153e

Sales growth, persistence, 292
Sales on credit, 112
Salvage value (residual value), 48

usage, avoidance, 51
Samson, William D., 200fn
Sarbanes-Oxley (SOX) Act of 2002,

10e, 283
enforcement mechanisms, 287
impact, 28–32, 63
importance, 298–299
oversight board, 56–57
passage, 3, 28
provisions, 29e
requirements, imposition, 91
Section 409, 287fn

Schagen, Christian, 251fn
Schedule 13D, summary, 13e
Schedule 14A. See Proxy statement
Schedule 14D-1, summary, 13e
Schuermann, Til, 252fn
Secured equipment certificates, 261
Secured position, meaning, 261
Securities. See Dilutive securities

federal regulations, 10e
industry self-regulation, SEC

oversight, 11
Securities Act of 1933, 10e
Securities and Exchange Act of

1934, 10e
Securities and Exchange

Commission (SEC)
Accounting and Auditing

Enforcement
Release No. 1393, 79fn
Release No. 1499, 31fn

activities, 10–11
Administrative Proceeding File

No. 3-10680, 31fn
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filings, 17
financial statements, publication,

39
Press Release 2010-131, 149fn
Press Release 2010-144, 153fn
pro forma statement

cease-and-desist order, 153
Regulation Identifier Number

(RIN) 3235-AH82, 22fn
Regulation Identifier Number

(RIN) 3235-AI33, 11fn, 13fn,
15fn

Regulation Identifier Number
(RIN) 3235-AI46, 15fn

Regulation Identifier Number
(RIN) 3235-AI47, 287fn

Regulation Identifier Number
(RIN) 3235-A169, 58fn

Securities Exchange Act of 1934
Release No. 48441, 79fn

securities industry self-regulation
oversight, 11

selective disclosure rules
(Regulation FD), 22

Securities and Exchange
Commission v. Bristol-Myers
Squibb Company, 71fn

Securities and Exchange
Commission v. ClearOne
Communications, Inc., 71fn

Securities and Exchange
Commission v. McAfee, Inc.,
69fn

Securities and Exchange
Commission v. Ronald
Ferguson, Elizabeth Monrad,
Christian Milton, Robert
Graham, and Christopher
Garand, 8fn

Securities Exchange Act of 1934,
79fn

Rule 17g-1(i), 244fn

Sham transactions, SEC investments
referral, 70fn

Shareholders
documents distribution, 18–19
equity, 43, 297
quarterly reports, 18–19
ratios, 118–122
return, demand, 167
wealth, maximization, 232fn

Shareholder value added (SVA), 208
Shares outstanding, weighted

average number, 157
Share value, calculation (example),

169
Shaw, Pam, 91fn
Shevlin, Terry, 288fn
Shiller, Robert J., 159fn, 163fn,

164, 164fn
Shipper, Katherine, 64fn
Short-term bank loans, current

liabilities, 42
Short-term debt obligations, CRA

credit ratings, 244
Shumway, Tyler, 259fn
SIC. See Standard Industrial

Classification
Sloan, Robert, 288fn
Small minus big (SMB), 279
SNL Financial, financial data

source, 26e
Sougiannis, Theodore, 177fn
Special items, 71

occurrence, 140
Special purpose entity (SPE),

290–291
balance sheet removal, 6fn
Enron accounting, 6

Special purpose vehicle (SPV), 6fn
Spread (risk premium), 247

duration, 249
Stainmaster, DuPont introduction,

132
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Standard and Poor’s
Composite Index, price-earnings

ratio, 160e
Core Earning Technical Bulletin,

155fn
financial data source, 26e
Rating Services (NRSRO), 243

Standard deviation calculation, 268,
270e

process, 269e
Standard Industrial Classification

(SIC)
NAICS replacement, 23, 141
OMB development, 23fn

Statement of cash flows, 184–189
financial statement information,

51–55
presentation, 18
sample, 53e

Statement of shareholders’ equity,
55

Statement of stockholder equity
financial statement information,

55
presentation, 18

Statistical factor model, 275
Stat-USA

creation, 23
economic data source, 24e

Stealth restatement, 88
Stewart III, G. Bennett, 214fn, 217,

217fn, 229fn, 233fn
Stickney, Clyde P., 199fn
Stockholder equity

gain/losses, impact, 55
statement. See Statement of

stockholder equity
Stock prices

changes, 152
dividends, relationship, 165–173
performance measure, 207
theory, 147

Stock repurchases, limitations,
262–263

Stock returns, accounting earnings
(correlation), 152

Stocks
beta, 272
share value, 172

Stock share price
calculation, 166
dividend growth, 171e

Straight-line depreciation, 48
method, 79–80

Strohm, Susie, 71fn
Structured products, 245fn
Strupeck, C. David, 185fn
Stumpp, Pamela M., 183fn
Subsidiaries (borrowing), indenture

control, 262
Substitute products, threat, 213

level, elevation, 213
Summation notation, usage, 167,

168
Sum-of-the-years’ digits (SYD)

method, 49
Sunbeam, channel stuffing example,

69
Suppliers, bargaining power, 212

provider inputs, relationship,
213

Sustainable competitive advantage,
209fn

SVA. See Shareholder value added
Systematic risk, 271, 274
Systemax, Inc., 242fn

T
Tang, Vivki, 150fn
TARP. See Troubled Asset Relief

Program
Teitelbaum, Richard, 236fn
Telecommunications industry,

transparency, 285fn
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10-K disclosures, SEC requirements,
15fn

10-Q disclosures, SEC requirements,
15fn

Thakor, Anjan V., 235fn
Thomson Reuters

financial data source, 26e
information collection/

dissemination, 25
Thornton, Grant, 92fn
Thornton, Overstock.com

(disagreement), 91–92
Times-interest-earned ratio,

calculation, 116–117
Time Warner, Inc., merger, 75
Timing, 65–76
Torous, Walter N., 260fn
Total asset turnover, calculation,

112
Total capital expenditures, 192
Total risk, 268–271
Transactions

economics, 285
recordation, historical cost, 38

Transition matrix, 250
Transparency, 63

meaning, 285
Troubled Asset Relief Program

(TARP), funds (usage),
32fn

Trump Hotels & Casino Resorts,
Inc.

earnings results, information
selection, 31fn

pro forma statements, SEC
cease-and-desist order,
153e

trading volume and high-low close
prices, 154e

Turnover ratios
construction, 112–113
example (DuPont), 113e

U
United States, accounting

(differences), 58–59
United States Securities and

Exchange Commission v.
Kenneth Lay, Jeffrey K.
Skilling, Richard A. Causey,
76fn

United States v. Arthur Young
(Supreme Court opinion),
28

Units-of-activity method, 49fn
Units of production, 80
Unqualified opinion, 90
Unsystematic risk, 271
Untermeyer, Samuel, 252–254
Unusual items, 71
U.S. Bureau of Economic Analysis

(BEA) economic data, 27
source, 24e

U.S. Census Bureau, economic data
source, 24e

U.S. Code, Title 11, 242fn
U.S. Department of Commerce,

economic data source, 24e
U.S. Treasury stock, 43
USA Waste, device usage, 291
Useful life. See Economic life
Usvyatsky, Olga, 88fn, 89fn,

287fn

V
Value, company management

creation, 208
Value-added measures, 212–237

application, challenges, 234–235
examination, 213–215

Value Line, Inc., financial data
source, 26e

Vested benefit obligation (VBO),
83

Vuolteenaho, Tuomo, 274fn
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W
Wall Street Journal (economic data),

27
Wal-Mart Stores

cash flow sources, 188e
inventory turnover, importance,

141
net income

example, 188e
growth, 187

revenues, 188e
sales, growth, 187

Walsh, John, 245
Ward, Terry J., 200fn
Washington Post, receivables (profit

margins/allowances), 66f
Waste Management, device usage,

291
Watts, R., 64fn
Weirton Steel

bankruptcy, 200
cash flows, example, 201e
cash flow-to-debt ratio, 198e

Whalen, Don, 88fn, 89fn, 287fn
Whitten, Donna, 185fn
Williams, John Burr, 169fn
Winn-Dixie Stores, free cash flow

application, 193–194
example, 194e

Working capital. See also Net
working capital

accounts, changes (adjustment),
105

Working capital accounts, changes
(adjustment), 52

World Bank, economic data, 27
Would-have-been financial data, 58
Write-downs, 78–79
W.T. Grant

bankruptcy, 200
financial statements, 199

Y
Yahoo!

acquisition costs, 75–76
financial data source, 26e

Year-end inventory, representation,
107

Z
Zack’s Investment Research,

financial data source, 26e
ZETA model, 257–259

variables, 258–259
Zimmerman, J., 64fn
Zone of ignorance, 257fn
Z-score, 257

five-variable Z-score model, 260
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