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A
Accruals, 171-198
Dechow-Dichev Accrual Quality
model, 173-183
component abbreviations, 174
four companies, 175-183
Jones Nondiscretionary Accruals
model, 191-196
Company 1, 193
Company 2, 193-194
Company 3, 194-195
Company 4, 195-196
component abbreviations, 192
gross PPE, 192
Sloan’s Accruals model, 184-191
Company 1, 185-1856
Company 2, 186-187
Company 3. 188189
Company 4,190-191
Aging, 294
Analysis techniques using historical
financial statements and other
company information,
199-235
Lev-Thiagarajan’s 12 Signals,
215-233
Company 1, 220-222
Company 2, 222-225
Company 3, 225-230
Company 4, 230-233

Index

Piotroski F-Score model, 200-215
Company 1, 203-205
Company 2, 205-207
Company 3, 207-212
Company 4, Z12-215

“Anomalies in Iixcome Numbers:
Evideuce of Goal Oriented
Renavior” (Carslaw), 241

Assetiquality index (AQI), 122, 269

o
Beneish M-Score model, 119-170,
269,270,271
Company 1, 124-133
calculations of eight indices, 125
DEPI, 129
DEPTA, 132
DSRI, 126
GMI, 127
LVGI, 130
overall M-Score calculations,
125
SGAI 129
SGI, 128
TAPTA, 132
TATA, 131
Company 2, 133-143
calculations of eight indices, 134
DEPI, 137
DSRI, 134
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Beneish M-Score model (Continued) component abbreviations,

GMI, 135, 142 121-124
overall M-Score calculations, formula for, 120

133 formulas for each component,
SGAI, 137 120-121
SGI, 136, 142 summary, 166—170
TAPTA, 141 Benford's Law, 237-272, 290-291
TARTA, 139 Company 1, 243-249
TATA, 138 first-digit test of YR 1, 243
TITA, 140 first-two-digits test of all 5 years,

Company 3, 143-158

calculations for six of eight
indices for governmental
funds, 145

calculations for seven of eight
indices for primary
government, 144

indices of governmental funds,
151-158

indices of primary government,
145-151

overall M-Scores for primary:
government and
governmental funds inancial

248
first-two-digits test of YR 1, 244
first-two-digits t2sv.of YR 3, 245
first-two-digits test of YR 4, 246
first-two-digits test of YR 5, 247

Company 2, 249-255

first-two-digits test of all 5 years,
254

tirst-two-digits test of YR 2, 250

first-two-digits test of YR 3, 251

first-two-digits test of YR 4, 252

first-two-digits test of YR 5, 253

Company 3, 255-267

first-two-digits test of YR 1 for

statements, 145
Company 4, 158-165

governmental funds, 261
first-two-digits test of YR 1 for

AQI, 162 primary government, 255
calculations.of eight indices, 159 first-two-digits test of YR 2 for
DEPI, 163 governmental funds, 262
DSRI, 160 first-two-digits test of YR 2 for
GMI, 160 primary government, 257
GMI comparisons with Company first-two-digits test of YR 3 for
2,161 governmental funds, 263
LVGI, 165 first-two-digits test of YR 3 for
overall M-Score calculations, primary government, 258
158 first-two-digits test of YR 4 for
SGAI, 164 governmental funds, 264
SGI, 162 first-two-digits test of YR 4 for
TATA, 165 primary government, 259
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first-two-digits test of YR 5 for
governmental funds, 265
first-two-digits test of YR 5 for
primary government, 260
Company 4, 267-272
first-two-digits test of YR 1, 267
first-two-digits test of YR 2, 268
first-two-digits test of YR 5, 270
expected digital frequencies, 239

C
Cash flows and cash flow statements,
importance of, 83-118
and net income, 85-100
Company 1, 87-89
Company 2, 89-92
Company 3, 92-97
Company 4, 97-100
other cash flow techniques,
100-118
Company 1, 101-104
Company 2, 104-107
Company 3, 107-114
Company 4, 114-117
Chebyshev’s Theorem, 2/7-278,
280, 282, 291-292
Companies, overview cf, 1-17. See
also Grading the companies
Company 1 (communications), 2—5
condensed balance sheets for, 3
condensed income statements
for, 4
Company 2 (manufacturing), 5-8,
9
condensed balance sheets for, 8
condensed income statements
for, 9
Company 3 (local governmental
entity), 8-10, 11,12, 13

335

Index

governmental funds balance
sheets for, 12
primary government balance
sheets for, 11
primary government income
statements for, 13
Company 4 (benchmark), 10-16
condensed balance sheets for, 15
condensed income statements
for, 16
Correlation analysis, 291

D
Dechow-Dichev Accraal Quality
model, 173-183
componen: 2bbreviations, 174
four ¢omvanies, 175-183

¢ccraal quality, 175

accrual quality and net income
for Company 1, 176

accrual quality and net income
for Company 2, 177

accrual quality and net income
for Company 4, 182

accrual quality and net income
for governmental funds of
Company 3, 180

accrual quality and net income
for primary government of
Company 3, 179

earnings to net income for
Company 1, 176

earnings to net income for
Company 2, 178

earnings and net income for
Company 4, 183

earnings and net income for
government funds of
Company 3, 181
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Dechow-Dichev Accrual (Continued)
earnings and net income for
primary government of

Company 3, 179
implied cash earnings compared
to net income, 175
Depreciation index (DEPI), 122

E

Earnings Management During Import
Relief Investigations (Jones),
191

Empirical Rule, 274-275, 277, 282,
291-292

F

Financial forensic examiner, defined, 1

“Fundamental Information Analysis”
(Lev & Thiagarajan), 215

G
Grading the companies, 293-327
Company 1, 294-302
Beneish M-Score, 300
Benford’s Law, 293-299
cash realization retio, 297—-298
Dechow-DiceevAccrual
Quality, 201
horizontal analysis, 295-296
Jones Nondiscretionary
Accruals, 301
Lev-Thiagarajan’s 12 Signals,
298
liquidity ratio analyses,
294-295
Piotroski’s F-Score model, 298
profitability ratios, 295
regression analysis test, 301
Sloan’s Accruals, 301

vertical analysis, 296-297

Company 2, 302-309

Benford’s Law, 306-307
correlation and regression
analysis, 308-309
Dechow-Dichev Accrual
Quality, 307
horizontal analysis, 303-304
Lev-Thiagarajan’s 12 Signals,
305
liquidity ratio testing, 303
Piotroski’s F-Score, 305
profitability ratios, 303
Sloan’s Accria's, 308
vertical analysis, 304-297
Z-Score testing, 308

Company 3, 310-320

Bencish M-Score, 316—-317
Benford's Law analysis, 314
Dechow-Dichev Accrual
Quality, 317-318
governmental funds, 311,
312-313
Jones Nondiscretionary
Accruals, 318-319
Lev-Thiagarajan’s 12 Signals
for governmental funds,
313-314
Lev-Thiagarajan’s 12 Signals for
primary government, 313
liquidity ratios, 310
Piotroski’s F-Score for
governmental funds, 313
Piotroski’s F-Score for primary
government, 313
primary government, 310-312
profitability ratios, 310
Sloan’s Accruals, 318

Company 4, 320-326
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Benford’s Law, 323-325

Dechow-Dichev Accrual
Quality, 325

Jones Nondiscretionary
Accruals, 326

Lev-Thiagarajan’s 12 Signals,
322-323

liquidity ratios, 320

Piotroski’s F-Score, 322

profitability ratios, 320-322

Sloan’s Accruals, 325

Index 337

primary government income
statement, 53

sales and cost of sales, 50

YR 1to YR 2, 54, 56, 59

YR 2 to YR 3, 54-55, 59-60

YR 3 to YR 4, 55, 60

YR 4 to YR 5, 55-56, 60-61
Company 4, 61-66

balance sheet, 62

income statement, 63

YR 1to YR 2, 64

Gross margin index (GMI), 121-122 YR 2 to YR 3, 64-65
YR 3to YR 4, 65
H YR 4to YR 5, €2-66
Horizontal analysis, 36—66

Company 1, 3643 ]

balance sheet, 37-38, 40 Jones Nenuiscretionary Accruals

big-picture concepts, 40—43

income statement, 39, 40

YR 1to YR 2,41

YR 2 to YR 3, 42

YR 3 to YR4, 42-43

YR 4to YR 5, 43

Company 2, 43-50

balance sheet, 44

income statemenu; 45

sales and cosuv .o sales, 49

YR 1toYR 2,46

YR 2 to YR 3, 4647

YR 3 to YR 4, 47-48

YR 4 to YR 5, 48-50

Company 3, 50-61

governmental funds balance
sheet, 57

governmental funds income
statement, 58

inter-fund analysis, 61

primary government balance
sheet, 51-52

model, 191-196, 218-219,
270
Company 1, 193
Company 2, 193-194
Company 3, 194-195
Company 4, 195-196
component abbreviations, 192
gross PPE, 192

“The Law of Anomalous Numbers”

(Benford), 240

Lev-Thiagarajan’s 12 Signals,

215-233
Company 1, 220-222
Company 2, 222-225
Company 3, 225-230
for governmental funds, 229,
230
for primary government, 226,
228
Company 4, 230-233
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Liquidity ratios, 20-25

case studies, 22—-25

current ratio, 22
calculations, 25

working capital, 21
calculations, 23

working capital index, 21
calculations, 23

working capital turnover, 22
calculations, 24

M
Monte Carlo simulation, 294

N
Net income and cash flows, 85-100
Company 1, 87-89
cash flows, 88

cash realized from operations vs.

net income, 89
CRO calculations, 88
Company 2, 89-92
cash flows, 90

cash realized from operations vs.

net income, 92
CRO calculatiors; ©1
Company 3, 9°.-S7

cash realized trom operations vs.

net income of governmental
funds, 96

cash realized from operations vs.

net income of primary
government, 94
CRO calculations of
governmental funds, 96
CRO calculations of primary
government, 94
governmental funds cash flow
statements, 95

primary government cash flows,
93
Company 4, 97-100
cash flows, 98-99
cash realized from operations vs.
net income, 100
CRO calculations, 99

P
Piotroski F-Score model, 200-215
Company 1, 203-205
Company 2, 205-207
Company 3, 207-212.
Company 4, 212--215
Preliminary analviics, “norm” and
“forensic,” 19-82
horizentai analysis, 36—-66
Company 1, 3643
Company 2, 43-50
Company 3, 50-61
Company 4, 61-66
liquidity ratios, 20-25
case studies, 22-25
current ratio, 22
working capital, 21
working capital index, 21
working capital turnover, 22
profitability ratios, 25-36
case studies, 27-36
gross profit, 26
gross profit margin, 26
return on equity, 27
stock sales, 26-27
testing results, 31-36
vertical analysis, 66—79, 80-81
Company 1, 66-70
Company 2, 70-73
Company 3, 73-79
Company 4, 79, 80-81
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Profitability ratios, 25-36
case studies, 27-36
gross profit, 26

calculations, 28
gross profit margin, 26
calculations, 28, 29
return on equity, 27
calculations, 30
stock sales, 26-27
ratios, 30
testing results, 31-36
Company 1, 31-33
Company 2, 33-34
Company 3, 34-35
Company 4, 35-36

S
Sales, general and administrative
expenses index (SGAI), 123,
270
Scatter plot, 277, 291
Sloan’s Accruals model, 184-197,
224
Company 1, 185-186
comparison, 186
Company 2, 186-17
comparison. 187
Company 3, 1838-189
comparison for governmental
funds, 189
comparison for primary
government, 188
for governmental funds, 189
for primary government,
188
Company 4, 190-191
comparison, 190
Statement of Cash Flows, Topic AU
230, 83

Index 339

Statistics, simple, 272-292
Company 1, 277-281
AR scatter plot for, 278
comparison of actual and
projected receivables, 280
scatter plot for AR and sales,
279
Z-scores for specific financial
statement balances, 281
Company 2, 281-284
general and administrative
expenses and Z-scores, 284
regression analy<Sis.of cost of
sales, 283
sales and ccst of sales, 283
Z-scores for specific financial
staveinent balances, 282
Comp=ny 3, 284-288
comparison of A/D and
depreciation of primary
government, 286
comparison of changes in A/D
and depreciation of primary
government, 286
regression analysis of transfers
in balances of governmental
funds, 288
regression analysis of transfers
out balances of governmental
funds, 288
Z-scores for specific financial
statement balances of
governmental funds, 287
Z-scores for specific financial
statement balances of primary
government, 285
Company 4, 289-290
scatter plot of sales and cost of
sales, 20



3GBINDEX

06/06/2013 13:52:13  Page 340

340 Index

Statistics, simple (Continued)
Z-scores for specific financial
statement balances, 289
pie chart for different type of
distribution, 276
pie chart of normal distribution,
275
scatter plot for different type of
distribution, 276
scatter plot of normal distribution,
274
Stratification, 294

T

Total accounts payable to total
accruals (TAPTA), 271

Total accruals to total assets index
(TATA), 123,171-172

Total inventory to total assets (TITA),
271

Trend analysis, 294

Vv

“Value Investing: The Use ot
Historical Financial Statement
Information to Separate
Winners fi o1 Losers”
(Piotroski), 200

Vertical analysis, 66-79, 80-81,
101-117
Company 1, 66-70, 101-104
balance sheet, 67
cash flows, 101-104
income statement, 68—69
Company 2, 70-73, 104-107
balance sheet, 71
cash flows, 104-107
income statement, 72
Company 3, 73-79, 107-114
cash flows of governmental
funds, 110-114
cash flows of primary
governm.enit, 107-110
governtreatal funds balance
chnest, 77
governmental funds income
statement, 78
primary government balance
sheet, 74-75
primary government income
statement, 76
Company 4, 79, 80-81,
114-117
balance sheet, 80
cash flows, 114-117
income statement, 81
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