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A

AAII. See American Association of

Individual Investors

Abnormal returns, 30

Accounting charges, 237

Accounts payable, 110

Accrual accounting, 200

Accruals

advantages/disadvantages, 200

examples, 202

usage, 204

Accrual to Be Kind screen, 105, 199–206,

213

recipe, 206

Accrued liabilities, 110

Accumulated other comprehensive

income, 111

Active-trader brokerage account, 162

Additional paid-in capital, 11

Advisor FYI alerts, usage, 95

Advisory services, data mining (usage), 75

Aftertax operating profit, 233

AG Edwards, full-service investment

firm, 57

Age of Reason, 20

Alpha, returns, 30

American Association of Individual

Investors (AAII), 92–93, 158

performance numbers, 221

resource, 217

American Depository Receipt (ADR)

indicator, 119

Ameritrade, 162

Amortization, 205

subtraction, 106

usage, 201–202

Analysts

bias, susceptibility, 55

bonuses, 55

criticism, 185

forecasts, 142

information, 119

source, 115

recommendations, 141

problems, 55–56

value, 56

research, 183

usage. See Wall Street analysts
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Anchoring, 37, 155

Annual earnings

growth, examination, 221

increases, 219

Annual reports, 103

AOL Money and Finance, 93–94

Arithmetic signs, usage, 86

Arnott, Robert, 124

Asian disease problem, 41

Asness, Clifford, 124

Assets

allocation, 13–14, 149

sales, 164–165

turnover, 133

Attributes, screening, 50–51

Auditor opinion, information, 119

Average P/E ratio, 147

Average return, 24

Average trading volume, 141

Average volume, information, 121

B

Bachelier, Louis, 21–22

Back testing, 72

results, 76–77, 92

usefulness, 76

Balance sheet

example, 109f

information source, 108–112

usage, 233

Ball, Raymond, 163

Bank CDs, FDIC guarantees, 66

Banz, Rolf, 30

Barron’s (financial publication), 15

Basu, Sanjoy, 29, 30

Behavior, strangeness (explanation), 39–45

Behavioral finance, 36

newness, 44–45

Below-par operating margins, 125–126

Beneficial owners, 139–140, 194

Bengali butter, patterns/strategies, 79

Berkshire Hathaway, investment, 28

Beta

calculation, 120

completion, absence, 31

equation, 25

information, 120–121

Bhattacharya, Utpal, 18–19

Blodgett, Henry, 181–182

Bogle, John, 23, 28, 51, 147

Bold is Beautiful screen, 181, 183

recipe, 187

Bold revision, 186

Bonds, ownership, 13–14

Boni, Leslie, 191–192

Boudoukh, Jacob, 177

Brokerage services, usage, 55

Brokers, payment, 57

Brown, Philip, 163

Brown, Robert, 21–22

Brownian motion, usage, 21–22

Bru, Bernard, 22

Buffet, Warren, 28, 217–218

strategies, 97

success, 29

Businesses

favoring, 217

plan, articulation, 230

Buy-rated stocks, purchase (simulation), 191

Buy ratings, 189–190

Buy-side analysts, 54

C

CAN SLIM, 219–220

Capital Asset Pricing Model (CAPM), 26

limitation, 45

success, 31

usage, 30

Capital expenditures, 112

Capital investments, 168–169

attractiveness, 169

big-ticket purchases, 203

subtraction, 205

Capital risk, 65–66

CAPM. See Capital Asset Pricing Model

Carrying debt, 227–228

Cash and equivalents, current asset, 108

Cash buildup, combination, 237

Cash flow analysis. See Discounted cash

flow analysis

Cash flow statement, 104

cumulative report, 178

example, 113f–114f

information source, 112–114



P1: OTE/PGN P2: OTE

JWPR050-Hough August 24, 2007 20:27

Index 241

Cash from investing activities, 114

Cash ratio, 135

Certificates of deposit (CDs), capital risk

(absence), 66

Charts

examination, 11

information yield, 50

Cigar box accounting, 199

Citibank, quantitative strategies

department, 196

Closed-end funds, 220

Clues. See Comparative clues; Stocks

components. See Relationship; Value;

Variables

order, 87–88

parts, 84–85

solutions, 87

Coca-Cola, image business, 212

Collateral, deposit, 140

Combination Platter screen, 211–214

recipe, 214

Commissions, 162

Common stock, 111

Companies

bosses, stock recommendations, 60

cheapness, 135–139

descriptions, screening, 117–119

expansion, payment, 232–233

financial strength, 133–135

growth, 126–129

income statements, usage, 201

information source, 102–114

management, success, 129–133

market value, ranking, 62

moat, 78–79

negative profits, 88

past volatility, 78

popularity, 139–142

profitability, 124–126

profits, reporting, 32

prosperity, 13

risk, 136

Company-by-company research, 135

Comparative clues, 85–86

Competitive advantages, articulation, 230

Component ratios, 131–132

Computers, usage, 50

Condition, clue component, 84

Consultants, impact, 57–59

Corporate costs, 105

deduction, 164–165

Correlation

cause, relationship, 12, 76–77

definition, 24

usage, 74

Cost of goods sold (cost of sales), 105

labeling, 168

Country of domicile, information, 118

Cowles, Alfred, 23–24

Cowles Commission for Economic

Research, creation, 23

Currency risk, 66–67

Current assets, 108. See also Other current

assets; Total current assets

Current liabilities, 135

Current quarterly earnings per share, 219

Current ratio, 135

Customers, demographic description,

229

D

Database reduction, 225

Data implementation, improvement, 93

Data mining, 74–76

problems, 79–80

usage. See Advisory services

Data points, change, 74

Data providers, 102

information, retrieval, 103

DeBondt, Werner, 44

Debt. See Carrying debt; Unmanageable

debt

levels, 227

manageability, 219

negligibility, 152

reduction, 175

relationship. See Financial strength

Debt/capital cutoff, 227

Debt/capital ratio, 134

Debt/equity ratio, 134

Debt service coverage ratio (DSCR), 134

Deep discounters, 85

Deephaven Capital Management, stock

selection model (sale), 164
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de Méré, Chevalier. See Gombaud

Depreciation, 112, 205

adjustments, 164–165

subtraction, 106

usage, 201–202

Derivative security, 194

Diluted shares outstanding, information,

121

Discounted cash flow analysis, 136

Discounting, 136

Diversification, 13–14, 33

Dividend

projection, 135

proof, 174

rate, information, 122–123

stock gains, linkage, 175

taxes, 175–176

yield, 176. See also Indicated dividend

yield

information, 123

DJIA. See Dow Jones Industrial Average

Dogs of the Dow. See Dow Jones Industrial

Average

attention, 177

investments, 175

Dollar cost averaging, 40–41

Dosing, 83

Dow Jones Industrial Average (DJIA), 119

Dogs of the Dow, 174

industrials, 178

DSCR. See Debt service coverage ratio

Dutch East India Company

dividends, 174

shares, purchase, 48–49

E

Earnings

clustering, 165

data, 35–36

estimates, accuracy (problems), 56

growth, 129

sales growth, absence, 127

skew, 107

news, 161–162

realism, 200

reduction, 231

restatement, 237

Earnings before interest, taxes, depreciation,

and amortization (EBITDA), 106,

138

ratio. See Enterprise value

Earnings before interest and taxes (EBIT),

107

Econometric Society, founding, 23

Economic cycles, sensitivity, 118

EDGAR. See Electronic Data Gathering,

Analysis and Retrieval

Efficient market hypothesis, 27

problem, 36

Efficient market proponents, impact, 62–63

Einstein, Albert, 21–22

Elections, patterns/strategies, 80

Electronic Data Gathering, Analysis and

Retrieval (EDGAR), 103, 194

database, 237–238

Empire building, 77

prevention, 124

Employee numbers, information, 119

Employee stock option expenses, inclusion,

107

Enron, scandals, 202

Enterprise value (EV)

EV/EBITDA ratio, 138

information, 122

Estimates

helpfulness, 232

revisions, 185–186

ETFs. See Exchange-traded funds

E-Trade, 162

EV. See Enterprise value

Exchanges, information source, 114–115

Exchange-traded funds (ETFs), 53

Excite@Home, 181–182

Executive purchases, 196

Expected return, equation, 25

Extraction, 83

Extraordinary items, 106–107

F

Fama, Eugene, 26–27, 212

Fama/French three-factor model, 31–32

familiarity, 78

limitation, 45

Fat returns (big gains), 30
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Federal Accounting Standards Board

(FASB), GAAP standards, 107

Fidelity Spartan index funds, preference, 53

52-week high/low price, 120

Financial decisions/behavior, 36–39

Financial information, sources, 103

Financial instruments, risk, 65

Financial statement, conversion, 121

Financial strength, debt (relationship), 133

Financing terms, tool, 203

Fiscal quarter/year, 102

Fisher, Kenneth, 208

Fixed assets, 110

Float, information, 122

Follow the Leaders screen, 193–198

recipe, 197–198

Football patterns/strategies, 79

Formulas, construction, 86–87

usage, 121

Forward-looking P/E ratios, 136–137

Forward P/E, usage, 142

Founder-run companies, outperformance,

229–230

Framing, 42

Free cash, production, 138

Free cash flow, 205

ratio. See Price/free cash flow ratio

French, Kenneth, 31, 212

Friends/relatives, stock recommendations,

60–62

problems, 60–61

G

GAAP. See Generally accepted accounting

principle

Galpin, Neil, 18–19

Gambler’s fallacy, 38

Gamestop, 106–107, 110

Generally accepted accounting principle

(GAAP) earnings

adjustments, 106

usage, 132

George, Thomas, 153–154

Gleason, Cristi, 186

Gold, investment, 12

Gombaud, Antoine (Chevalier de Méré),

20

Goodwill, 110

GorillaTrades.com, services/subscription,

73

Gossman/Stiglitz paradox, 34

Graham, Benjamin, 29

Graunt, John, 20

Greed, impact, 40–42

Gross income/profit, measure, 105

Gross margin, information, 125

Growth rates, valuation, 146–147

Growth screens, value screens (contrast),

146–148

Growth stocks, 190

investment, 146

purchase, 236

Guru screens, 215

H

Haley, Edmund, 20

Hamilton, William D., 23

Headaches, impact, 80

Hemscott, data collector, 195

Herd behavior, 38–39

Herding revision, 186

High-yield stocks, 176

Hulbert Financial Digest, 220

Human behavior (study), math

(application), 45

Hwang, Chuan-Yang, 153–154

I

Income statement

example, 104f

information source, 103–107

usage. See Companies

Index funds, market value, 18

Indexing, popularity, 17

Index membership, 119

Indicated dividend yield, 123

Industry information, 118

Inflation, definition, 67

Inflationary risk, 67–68

Information

advantages, 49–51

challenges, 49–50

company source, 102–114

control, 50
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Information (Cont.)

economy, 211–212

logical flow, 107

processing, problems, 42–45

Insider buying

examination, 219

information, 139–140

Insiders, 194

investment performance, explanation,

195

Institutional buying, 140

Institutional sponsorship, 219

Institutional trading desk, 164

Intangible assets, 212

Interest coverage ratio, 134

Internet stock bubble, problems, 148

Inventories, 108

sale, 135

turnover, 133

Investments

activities, cash flows, 232

adjustments, 114

banking services, 182

classes, confusion, 14–15

funds, 196

movement, 21–22

safety, 67–68

Investor’s Business Daily, 219

Issue-specific risk, 66

J

Jegadeesh, Narasimhan, 153–154, 164

K

Kahneman, Daniel, 41–42

L

Labor costs, reduction, 125

Lawsuit settlements, 164–165

Lebombo bone, math artifact, 19

Lee, Charles, 186

Leinweber, David, 79

Lenders, cash focus, 200–201

Leverage, increase, 131

Liabilities, 108. See also Accrued liabilities

Liquidity risk, 66

Livnat, Joshua, 164, 205

Long/short portfolio, 154

Long-term assets, 110. See also Other

long-term assets

Long-term debt, 111

reduction, 213

Long-term gains, taxes, 237

Long-term investing, 162

Long-term liabilities, 111

Long-term savings, placement, 68

Low-cost index funds, ownership, 53

Low standard deviation of estimates, 185

Lurking variables, 77–78

absence, 76

Lynch, Peter, 28, 218–219

strategies, 97

success, 29

M

Main themes, addition, 88

Make-up, patterns/strategies, 80

Malkiel, Burton, 23, 27

Manufacturing costs, deduction, 164–165

Margin. See Gross margin; Net margin;

Operating margin

perfecting, 208

sacrifice, 85

Markets

capitalization, information, 122

direction, 219

efficiency, 26–27

hypothesis. See Efficient market

hypothesis

movements, prediction, 74

value, 18, 111

division, 122

Marketwatch, 94

Markowitz, Harry, 23–25

Martingale, 22

Matching principle, 168, 201

Material, definition, 195

Mathematical finance, birth, 21

Median house prices, median rents (ratio),

12

Merger-related costs, 106

Merrill Lynch, full-service investment firm,

57, 181–182

PEG ratio, favoring, 218
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Metrics, usage, 197

Michaely, Roni, 177

Moat. See Companies

Modern Portfolio Theory (MPT), 33

Momentum effect, 32

Money, internal return, 130

Morgan Stanley

full-service investment firm, 57

stock selection models, sale, 164

Morningstar, 94–95

stock grades, 94

MPT. See Modern Portfolio Theory

MSN Money, 95–96

Must-haves, usage, 88

Mutual funds

fees/sales charges, 52–53

managers, performance, 51–53

ownership, 53

regulation, 52

sale. See Stockbrokers

N

Net cash from financing activities, 114

Net cash from operating activities, 112

Net income from operations, 106–107

Net income (net profit), 106–107

Net margin, information, 126

Net payout yield, 177

Net receivables, 108

New Dogs

screen, 173–179

News, impact (evaluation), 154–155

New-share-issuance services, usage, 55

New York Stock Exchange (NYSE),

company outperformance, 30

Non-derivative security, 194

Noninterest income/expenses, 104

Numbers

hitting, 202

origination, 101

usage, 4–5

O

O’Higgins, Michael, 175

O’Neill, William, 219–220

Open market purchase/sale, 194

Operating earnings, 106

Operating income/profit, 106

Operating margin, 85–87

information, 125–126

Operating profits. See Aftertax operating

profit

history, 217

Operational improvements, 125

Operations, cash flows, 112

Operator, clue component, 84

Optical illusions, 42–43

O’Shaughnessy, James, 208–209

Other current assets, 108, 110

Other long-term assets, 110

Other noncurrent assets, 110

Outstanding shares, information, 121

Overconfidence, 39

Ownership. See Stocks

information, 139–140

P

Paid-in capital. See Additional paid-in

capital

Par value, 111

Pascal, Blaise, 20–21

Past earnings, restatements, 226–227

Past performance, absence, 72

Past returns, accuracy (problems), 72–76

Payout percentage, information, 123–124

Payout ratios, 124

P/B ratio. See Price/book ratio

PEAD. See Post-earnings announcement

drift

PEG ratio, 137–138

basis, 142

problems, 159

search, 158–159

usage, 218

usefulness, 137

P/E ratio. See Price/earnings ratio

Performance figures, tracking, 92

Phone representatives, impact, 59

Piotroski, Joseph, 96–97, 212–213

Point of sale (POS), 181

Portfolio

income, reduction, 123

perfection, 23–25

rebalancing, 154
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POS. See Point of sale

Post-earnings announcement drift (PEAD),

32, 162–163

cause, 37

PEAD-based strategy, 163

Post-screen research, choices (limitation),

93–94

PowerShares Capital Management, funds

(offering), 53

PPE. See Property, plants, and equipment

Preferred equity, 111

Pre-paid expenses, 110

Pre-programmed screens, 96

Pretax income, 106

Price/book (P/B) ratio, 31, 78

helpfulness, 212

Price/book (P/B) value, 138–139, 207

Price change. See Stocks

Price/earnings (P/E) ratio, 29, 136–137.

See also Average P/E ratio

earnings growth forecast, impact,

137–138

favoring, 221

high level, 127

industry averages, comparison, 236–237

low value, 89, 95

outperformance, 146

selection, 84

stocks, risk, 31

usage, 62

Price/free cash flow ratio, 138, 207

Price momentum, 158

usage, 236

Price/R&D (P/R&D) ratio, 170–171

numerical cutoff, 171–172

Price/sales (P/S) ratio, 136, 208

Private purchase/sale, 194

Probability

mathematics, defying, 39–40

theory, 20

Profitability, 213

measures, 126

Profit margins, 133, 170

Profits

generation, 134

subtraction, 126

turning, 218

Pro-forma earnings, 107

Property, plants, and equipment (PPE),

110

Property and equipment, purchases,

112

Prospect theory, 42

P/S ratio. See Price/sales ratio

Pull-down menus, usage, 93

Pundits, impact, 59–60

Q

Quarterly earnings growth, consistency,

221

Quarterly earnings per share. See Current

quarterly earnings per share

Quarterly reports, 103

Quick ratio, 135

R

Random walk theory, 27–28

Raw material costs, 125

R&D. See Research and development

Real estate, ownership/leasing, 13

Receivables ratio, 132–133

Recipes, 89. See also Screens; Value

Relationship, clue component, 84

Relative strength, 153

Representativeness, 37–38

usage, 38

Research and development (R&D)

expense, 105

spending, 169

subtraction, 106

Retained earnings, 112

Return on assets (ROA), 131–132

weakness, 132

Return on equity (ROE), 130–131

component measure, 133

Return on invested capital (ROIC), 132

ratio, calculation, 233–234

Returns. See Abnormal returns; Average

return; Fat returns

increase, 191–192

privileges, dependence, 203

Reuters Research, data provider, 102

Rewards, risks (relationship), 65

Richardson, Matthew, 177
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Rising Expectations screen, 189–192

Risk, 33

adjustment, 32

aversion, 39

expectation, characteristic, 95

factors, 229

premium, equation, 25

Risk-adjusted returns, 33

Risk-free rate

determination, 26

equation, 25

ROA. See Return on assets

Roast curve, 83

Roberts, Michael, 177

ROE. See Return on equity

ROIC. See Return on invested

capital

Rukeyser, Louis, 220

Rule 10b-18, SEC enactment, 176

Russell 3000 Growth index, 147

S

Sale, timing, 235–238

Sales growth, 128–129

acceleration, 128

examination, 221

average, 88

earnings growth, absence, 129

rates, calculation, 231

Sales on Sale screen, 207–209

recipe, 209

Same-store sales, 237

Santicchia, Massimo, 205

Sarbanes-Oxley Act of 2002, 196

Scherbina, Anna, 184

Screeners, 91

attributes, 91

ranking, 99

usage, 92–99

Screening

contents, 117

pitch, 71–72

practicality, 78

process, 62–63

screenability, 78–79

software. See Stock-screening

software

strategies

selection, 71

success, signs, 76–79

tool, usage (process), 83

Screens

buy high, sell higher, 151

contrast. See Growth screens

examination, 226–228

recipe, 156

running, 89

Screen survivors, 88

knowledge, 228–230

list

creation, 89

reduction, 156

outperformance, 225

purchase, decision, 225

SEC. See Securities and Exchange

Commission

Sector, information, 118

Securities and Exchange Commission

(SEC)

enactment. See Rule 10b-18

filings, 231–232

financial information reports, 102–103

Self-fulfilling prophecy, impact, 73

Selling, general and administrative (SG&A)

expenses, 105

subtraction, 106

Sell recommendation, 190

Sequential growth, 128

SGA/sales, information, 126

Share-issuing companies, emergence, 174

Share-level attributes, 120–124

Share price

bid, 158

gain, 139

information, 120

Shares

accumulation, 181

bargain, 193–194

cheapness, 217, 230

information. See Outstanding shares

sale, 197

Shares outstanding, information. See

Diluted shares outstanding

Sharpe, William, 25–26, 31
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Short interest

change, 140–141

ratio, 141

Short selling, 140, 190

involvement, 184

restrictions, 184

risk, 141

Short skirts, patterns/strategies, 78

Short squeeze, 140–141

Short-term debt, 110

Short-term investments, 108

Size-adjusted returns, 32

Size effect, 31

Sloan, Richard, 204

SmartMoney.com, 96

SmartMoney (financial publication), 15

Socially responsible mutual fund,

investment, 40

Software, usage, 50. See also

Stock-screening software

Solutions providers, 228

Spitzer, Eliot, 182

Standard deviation of estimates, 165

Standard & Poor’s 500 (S&P500)

index lag. See Stocks

stock index, 17–18, 139

tracking, 62

Standard & Poor’s (S&P) tear sheets,

103

Start-ups, searching, 129

Stockbrokers

mutual funds, sale, 58

usage, 56–60

Stock market

changes, 10

crash (1929), 23

inefficiency, 49–51

outperformance, 17

Stock Notebook, usage, 93

Stock price

appreciation, confidence, 10–11

change, 139

information, 152

proximity, 120

Stock-pricing models, 36

Stocks

accounts, purchase, 14–15

addition, 14

buy/hold rating, 54

chart, examination, 226–228

cheapness, 230–232

classification, 94–95

clues, 29–30, 32–33

dollar value, decline, 67

entitlement, 13

funds, S&P500 index lag, 51–52

gains, 152

linkage. See Dividend

greatness, 3–4, 6

discovery, 47

growth, 230–232

history, 48–49

investments, screening, 47–49

management, 233–234

movements, 22–23

randomness, 27

outperformance, 190–191

ownership, 9–10, 13–14

performance, problems, 190

pickers

indexers, contrast, 18

quality, problems, 22–23

popularity, 183

portfolios, construction, 23–24

positions, value (reduction), 202

pricers, 25–26

improvement, 31–32

price-to-earnings ratio, clues, 29–30

purchase, simulation, 186

returns

predictors, 92

volatility, relationship, 24–25

strength, 232–233

trading, 59

Stock screener

databases, updating, 115

investor offering, 155

usage, 139

Stock screening, 47

goal, 50

improvement, 51

metrics, 101

software, 132, 216

language, 215
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past performance, 76–79

usage, 51–53

strategies, 76, 79–80

tools, 85

Stock selection

alternatives, 51–53

futility, 28

problems, perception, 19–23

reduction, 230

strategies, usage, 35, 72

styles, popularity/unpopularity, 148

success, reasons, 28–29

survival, 33–34

Strategies

faithfulness, disadvantages, 148–149

usage, 5–6

process, 145

Supply/demand, 219

Surplus earnings, differences,

163–164

Surprise surprise screen, 32, 161

recipe, 165

Survivorship bias, 73–74

T

Technology, breakthrough, 168

10-K filings, 228, 231

10-K reports, 103

10-Q reports, 103

Thaler, Richard, 44

Themes, addition. See Main themes

Thomson Financial, data collector,

195

Three-factor model. See Fama/French

three-factor model

Ticker symbol, information, 118

Timing-of-payment issues, impact, 204,

205

Titman, Sheridan, 153–154

Tomorrow’s breakthrough screen, 167

recipe, 171–172

Tools, usage, 4–5

process. See Screening

Too-Old-to-Enjoy-It risk, 68–70

Top-down stock searches, 118

Total assets, 110

total liabilities, subtraction, 130

Total current assets, 110

Total current liabilities, 111

Total liabilities, 111

Total net operating accruals, 204

Total shareholder equity, 112

Trading volume. See Average trading

volume

Tversky, Amos, 41–42

U

Unmanageable debt, 227

Up tick, 184

U.S. government bonds, capital risk

(absence), 66

V

Validea, 96–97

performance numbers, 221

resource, 217

stock-screening capability, 97

Valuation, 84, 135

characteristics, 95

consideration, 146

measures, 136

Value, 84. See also Markets

clue component, 85

effect, 31

screens

contrast. See Growth screens

impatience, 157

recipe, 159

Value-adjusted returns, 32

Value on the Move screen, 158

Value stocks, 158

investment, 146

purchase, 236–237

Vanguard 500 fund, ownership, 62

Vanguard index funds, preference,

53

Vanguard Viper ETFs, 53

Variables, 74

absence. See Lurking variables

clue component, 84

impact, 77–78

Volatility

measurement, 24

relationship. See Stocks
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Volatility-adjusted returns, 32

Volume, information. See Average volume

W

WACC. See Weighted average cost of

capital

Wall Street analysts, usage, 54–56

Wealth, loss, 67

Weighted average cost of capital (WACC),

234

Whittington, Rick, 185

Wholesalers, 58

Window dressing, 52

Windows-based computers, 92–93

Womack, Kent, 191–192

WorldCom, scandals, 202

X

XYZ investment strategy, 71–72, 77

creation, 74

Y

Yahoo Finance, 97–98

Portfolio Tracker software, 98

stock screeners, 97

Year-over-year growth, measure, 128

Z

Zacks Investment Research, 98–99

data provider, 102

Research Wizard, 98–99, 192

stock screeners, 98

Zweig, Martin, 220–221


