% i% ftoc.frm Page vii Wednesday, January 25,2006 12:36 PM

Contents

Preface xi
About the Authors xiii
PART ONE
The Basics 1
CHAPTER 1
Introduction 3
What Is Financial Analysis? 4
What Happens if We Are Not Looking Closely at Financial Information? 5
Where Do We Find the Financial Information? 6
Who Gets What Type of Information and When? 7
What Does Sarbanes-Oxley Mean to Companies and Investors? 26
Summary 30
CHAPTER 2
Financial Statements 33
Accounting Principles: What Are They? 33
What Do the Basic Financial Statements Tell Us? 36
Accounting Flexibility 52
How Does Accounting in the United States Differ from
Accounting Outside of the United States? 54
Summary 54
CHAPTER 3
The Quality of Financial Information 59
It Is All in the Timing 61
Too Many Choices? 73
So What Is Their Business? 83
Restatements and Financial Analysis 84
Tell-Tale Signs 86
Summary 920
vii

- 4@



% i% ftoc.frm Page viii Wednesday, January 25,2006 12:36 PM

T

viii Contents
PART TWO
Analysis of Financial Statements 93
CHAPTER 4
Financial Analysis 95
What Are Ratios and How Do We Use Them? 96
What Are the Different Types of Ratios? 99
Analysis of Return-on-Investment Ratios 112
How Can We Use Common-Size Analysis to Analyze Financial Statements? 123
Integrated Ratio Analysis 125
What Are the Pitfalls and Pratfalls of Financial Ratio Analysis? 133
Summary 137
CHAPTER 5
Equity Analysis 4
Earnings 141
Price-Earnings Ratio 151
Dividends 154
Other Fundamentals 166
Book-to-Market Ratio 167
Summary 170
CHAPTER 6
Cash Flow Analysis 173
Difficulties with Measuring Cash Flow 173
Cash Flows and the Statement of Cash Flows 175
Free Cash Flow 181
Net Free Cash Flow 185
The Usefulness of Cash Flows in Financial Analysis 186
Summary 193
PART THREE
Applying Financial Analysis 195
CHAPTER 7
Measuring Company Performance 197
Porter’s Five Forces 199
Measures of Value Added 201
Traditional Performance Measures 203
A Closer Look at Value Added Measures 204
Reconciling Economic Value Added with Market Value Added 222
But Are Value-Added Measures Better? 224
Summary 228

- 4@



%% i% ftoc.frm Page ix Wednesday, January 25,2006 12:36 PM

T

Contents ix
CHAPTER 8
Credit Analysis 231
Types of Credit Risk 231
Factors to Consider in Corporate Credit Analysis 238
Summary 250
CHAPTER 9
Analysis of Risk Using Fundamentals 253
Measuring Risk 253
Asset Pricing Model 255
Factor Models 258
Fundamental Factor Models 259
Applications of Fundamental Factor Models 264
Summary 265
CHAPTER 10
The Lessons We Learn 267
The Lessons 270
The Future of Financial Analysis in the Post-SOX Era 280
Conclusion 281
INDEX 283

%

4@



% i% ftoc.frm Page x Wednesday, January 25,2006 12:36 PM

T

- 4@



