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• Numerics •
3M, 166, 167–168
8-K form, 56–57
10-K report

amendments, 207

versus annual report to shareholders, 

194–195

auditor shopping, 208

disagreements with auditors, 208

fi nancial controls, importance of, 208–209

footnotes, 201–204

getting, 196

going concern, 209

key elements, 58–59

MD&A (management’s discussion and 

analysis of fi nancial condition), 

204–206

restatements, 200

10-K report, main sections
auditor opinion, 200, 208–209

boilerplate, 197

business, 196–197

changes in accountants, 199

comparables, 197

controls and procedures, 58, 199

corporate governance, 200

disagreements with accountants, 199

executive offi cers, 198

executive sign-off, 200

exhibits and fi nancial statement 

schedules, 200

fi nancial statements, 199

legal proceedings, 198, 206–207

management’s discussion and analysis, 

198–199

market for registrant’s common 

equity, 198

market risk, quantitative and qualitative 

disclosures, 199

properties, 197

risk factors, 197

selected fi nancial data, 198

supplementary fi nancial data, 199

unresolved staff comments, 197

10-K wrapper, 195
10-Q report, 57–58
13F-HR fi lings, 238
14A statement. See proxy statements

• A •
AAA credit ratings, 232–233
accountant changes or disagreements, 

reporting, 199
accounting basics, 26, 62–64
accounting changes, reporting, 59, 203
Accounting For Dummies, 62
accounts payable

balance sheets, 96

cash fl ows, from operating activities, 112

turnover, 130–131

accounts receivable
balance sheets, 94

cash fl ows, from operating activities, 112

fi nancial red fl ags, 291

turnover, 129–130

accrual accounting, 35, 117
acquisitions, cash fl ow from investing 

activities, 114
activist shareholders, 143
administrative expenses, 75
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affordability, stock dividends, 172–173
agency dilemma, 142–143
AIG, 202
Alcatel, purchase of Lucent stock, 52
Alcoa, earnings season kickoff, 55
Altman’s Z-score, 317–318
amendments, 10-K report, 207. See also 

restatements
amortization, cash fl ows from operating 

activities, 111
Amplidine, executive claims, 219
analyst bias, stock ratings, 225, 226
analyst conference calls, 212–217
analysts’ reports

accessing, 229–230

channel checks, 228

company comparisons, 228

demand for company’s products, 228

discounted cash fl ows, 229

growth forecast, 229

idea reports, 227–228

key data, 228–229

limitations, 229

main types of, 227–228

maintenance reports, 228

online resources, 230

overview, 224

Standard & Poor’s, 229

stock ratings, 224–227

stock valuation, 229

uses for, 224–225

annual report to shareholders, 
60, 194–195

annual summary of business activities, 56
annualized current dividend, 171
Arthur Andersen, auditing errors, 209
articles. See publications
as reported P-E, 135
ask price, 50
asset impairments, cash fl ows from 

operating activities, 112
asset turnover, stock buy signal, 166–167
assets. See also balance sheets, assets

in 10-K footnotes, 201–202

defi nition, 34

formula for calculating, 34

off the balance sheet, 201–202

audit committee, 144, 146
auditing boards of directors, 148
auditor shopping, 208
auditors, disagreements with, 208
auditor’s opinion, 59, 200, 208–209

• B •
bad timing, 31
Bains, Devender, 219
balance sheets

current ratio, 103

defi nition, 91

equity, 92, 98–100

leverage, 100

overview, 34

purpose of, 91

retained earnings, 92

short-term liquidity, 102

stock dilution, 103–105

trends, index-number analysis, 100–102

working capital, 93

working capital analysis, 102–103

working capital formula, 102

balance sheets, assets
accounts receivable, 94

cash equivalents, 94

common sizing, 99–100

current, 94

defi nition, 92

example, 97

formula for, 93

goodwill, 95

intangibles, 95

inventories, 94

long-term, 95

marketable securities, 94

PP&E (property, plant, and 

equipment), 95

prepaid expenses, 94

total, 95
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balance sheets, liabilities
accounts payable, 96

common sizing, 99–100

current, 95–96

current portion of long-term debt, 96

deferred income taxes, 96

defi nition, 92

example, 97

long-term debt, 96

long-term liabilities, 96

short-term debt, 96

Berkshire Hathaway. See also 
Buffett, Warren

annual reports, 60

economic downturn, 243

Internet stock bubble, 289

list of holdings, 45

shareholder meetings, 221

stock price increase (2008), 43

beta coeffi cient, 303
betting against the market, 31
bid price, 50
Blodget, Henry, 226
board members

evaluating, 329

users of fundamental analysis, 25

boards of directors, 142–148
boilerplate risk assessment, 197
bond investors versus stock 

investors, 231
bonds. See also stocks

contrarian investments, 33

defi nition, 63

evaluating the price of, 32–33

yields, DCF analysis, 185–186

bonuses, executive compensation, 151
book of business, 213
books. See publications
borrowing money. See also bonds; debt; 

fi nancing activities
capacity, 244

credit rating, 231–232

fi nancial red fl ags, 292–293

boutique research fi rms, 227

broker research, 226–227
brokerage accounts, 336
bubbles and manias

case study, 48–49

dot-com bubble, 320–321

fads, 320–321

Internet stock bubble, 289

reasons for, 48–49

risks, 285–288, 289

signs of, 285–288, 300

timing, 48–49

U.S. Treasury bond bubble, 289

Buffett, Warren. See also Berkshire 
Hathaway; stock investors

economic downturn, 243

emulating, 338

fear, role of, 307

on index funds, 161

Internet stock bubble, 289

on intrinsic stock value, 44, 179

investment strategies, 43–45

business activities, summary of, 59
business cycle, 26–27, 246
business events, reporting, 56
Business Math For Dummies, 62
business model, obsolescence, 331
business section, 10-K report, 196–197
Business Valuation tool, 190
buy (call) options, 305–306
buy ratings, stock, 224–225
buy-and-hold strategies, 49–50
buying frenzies, recognizing, 39
buying stocks. See stocks, buying

• C •
CAGR (compound annual growth rate), 

269–270
calendar year versus fi scal year, 56
call (buy) options, 305–306
call price levels, 306
Campbell’s Soup, costs (2008), 81–83
candlestick charts, 297
capital expenditures, 114, 180
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capital-intensive businesses, 124–125
CAPM (Capital Asset Pricing Model), 

186–187
cash accounting versus accrual 

accounting, 117
cash equivalents, balance sheets, 94
cash fl ow

accrual accounting, 35

DCF analysis, 180

key details, 328–329

stability, stock buy signal, 164

cash-burn rate, 121–122
Cash Flow Calculator, 190
cash-fl ow statement. See statement of 

cash fl ows
Caterpillar, gross profi t margin, 84–85
changes in accountants, 199
channel checks, 228
channel stuffi ng, 109
charting services, online, 309
chartists, 296
charts, stock prices, 296–297, 298
Chicago Board of Options Exchange 

Volatility Index, 307
Cisco Systems, 127, 129–134, 164
Coca-Cola

annual report to shareholders, 195

balance sheet, 101–102

business model, 196–197

property holdings, 197

risk assessment, 205–206

committees, boards of directors, 
143–144, 146

common sizing, 99–100
common-sizing costs, 82–83
common stock, equity, 98
companies

comparing, 228

global presence, analyzing, 81

on the rise, stock buy signal, 165

with staying power, stock buy signal, 

161–164

unit size, calculating, 78

company fi nancials, versus whole 
industry, 262–263

comparables section, 10-K report, 197
compensation, boards of directors, 147. 

See also executive compensation
compensation committee, 144
competition

identifying, 263

monitoring, 332

compound annual growth rate (CAGR), 
269–270

concentrated positions, 32. See also 
diversifi cation

Conference Board Leading Economic 
Index, 248–249

confl icts of interest, boards of 
directors, 146

constant dividend model, 173–174
consumers, users of fundamental 

analysis, 26
contrarian investments, 33
controls and procedures, reporting, 

58, 199
corporate governance, 10-K report, 200
cost of goods sold, 112
cost of investing, 335–336
cost structure, top down analysis, 244
costs. See income statement, costs
coverage universe, 226
Crawford Perspectives, 24
credit-rating agency reports, 230–235
credit ratings, 231, 232
credit swap defaults, 202
cup and handle pattern, 298
current assets, balance sheets, 94
current liabilities, balance sheets, 95–96
current P-E, 135
current ratio, balance sheets, 103
cyclical companies, 257–258

• D •
Damodaran Online Spreadsheet 

templates, 191
data sources

8-K form, 56–57

10-K report, 58–59. See also 10-Q report

31 506455-bindex.indd   34631 506455-bindex.indd   346 9/24/09   10:44:46 PM9/24/09   10:44:46 PM



347347 Index

10-Q report, 57–58. See also 10-K report

accounting changes, 59

analyst conference calls, 212–216

analysts’ reports, 224–230

annual reports, 60

annual summary, 56

auditor’s opinion, 59

business activities, summary of, 59

calendar year versus fi scal year, 56

controls and procedures, 58

credit-rating agency reports, 230–235

disagreements with accountants, 59

earnings guidance, 57

earnings press release, 56–57

earnings season, 55–56

EDGAR database, 65–66

executive compensation, 61

fi nancial data, withholding, 55

fi nancial reporting rules, 54–55

fi nancial statements, annual 

summary, 57, 59

fi nancial statements, quarterly 

summary, 57

footnotes, 58

going concerns, 59

IDEA (Interactive Data Electronic 

Applications) database, 65–66

importing into Excel, 67

insider trading information, 274–277

long-term fi nancial data, 59

major business events, 56

management comment, 56

matters requiring a vote, 61

MD&A (management’s discussion and 

analysis of fi nancial condition), 58

the media, 216–220

MSN Money, 66

OTC Bulletin Board, 55

penny stocks, 55

Pink Sheets, 55

proxy statements, 61

qualifi ed auditor’s opinion, 59

quarterly summary, 57–58

regulatory forms, online, 66

related-party transactions, 61

risk factors, 59

Sarbanes-Oxley Act of 2002, 58

SEC databases, 65–66

selective disclosure, 54

shareholder meetings, 220–221

shareholder proposals, 61

social investing, 235–239

stock dividend histories, 67–68

stock-split information, 68–69

transparency, 54

XBRL (eXtensive Business 

Reporting Language), 66

Yahoo, 66

date of record, stock dividends, 172
dates, stock dividends, 172
day traders, 38
days to cover, 304
DCF (discounted cash fl ow), 

177–189, 191, 229
debt. See also liabilities

ability to service, 243–244

changes in debt load, 115

current portion of long-term debt, 96

defi nition, 27

long-term debt, 96

repayment timeline, 10-K report, 203–204

short-term, 96

debt load, stock buy signal, 162–164
debt-to-equity ratio

fi nancial ratios, 131–132

stock buy signal, 162

defaults
credit agency reports, 231

defi nition, 63

deferred income taxes, balance 
sheets, 96

demand for company’s products, 228
depreciation, cash fl ows from operating 

activities, 111
diluted earnings per share, 167–168
direct costs, 74–75
disagreements with accountants, 59
discount, defi nition, 180
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discount rate, measuring, 185–187
discounted cash fl ow (DCF), 

177–189, 191, 229
Discounted Cash Flow tool, 190
distorting revenue, 76, 117, 316–317
diversifi cation, 32. See also concentrated 

positions
divestitures, 111, 114
dividend yields, 134, 309
dividends, 170–175, 330
Dodd, David, 45
donors, users of fundamental analysis, 26
dot-com bubble, 320–321
due diligence, 38

• E •
earning estimates, 88–89
earnings

versus cash fl ow, 116–119

defi nition, 24

managing, 117

padding with one-time charges, 316–317

quality of, 117–119, 292, 328

earnings guidance, 57, 213–214
earnings per share (EPS), 86–87
earnings press release, 56–57
earnings quality, 120
earnings season, 55–56
earnings yield, 134, 167–168
Eastman Kodak, 254
EBIT (earnings before interest 

and taxes), 75, 165
economic downturn

Berkshire Hathaway, 243

Buffett, Warren, 243

Cisco Systems, 164

weak versus strong players, 324

economic indicators, 248–250
economy

monitoring, 241–245

strength, reliance on, 244

economy, health of
business cycle, 246

GDP (gross domestic product), 247

government statistics, 247–248

infl ation, 247–248

interest rates, 248

overview, 246

recession, identifying, 247

regional economic activity, 248

EDGAR database, 65–66
effi ciency ratio, 126, 129–131
effi cient market theory, 33
8-K form, 56–57
electronic alerts, 219
employee stock options. See also stock 

options
dangers of, 87

executive compensation, 152–153

stock dilution, 104–105

employees, users of fundamental 
analysis, 25

enhancing capacity, cash fl ow from 
investing activities, 114

Enron
10-K report, audit opinion, 209

analyst conference calls, 214

confl icts of interest, 146

earnings quality, 120

environmental issues, 320
EPS (earnings per share), 86–87
equity

defi nition, 27, 34

Hershey’s, 98

equity awards, 151
equity capital, 63
ETFs (exchange-traded funds), 260–261
Excel 2007 For Dummies, 30
Excel spreadsheets

Damodaran Online Spreadsheet 

templates, 191

importing dividend information, 175

importing fi nancial data, 67

online examples and tutorials, 30

time value of money, 180–182

excessive capacity, 63
ex-dividend date, stock dividends, 172
executive claims, reliability, 219–220
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executive compensation, 61, 149–154. 
See also compensation, boards of 
directors

executive offi cers, 10-K report, 198
executive sign-off, 10-K report, 200
executive tone, analyst conference 

calls, 214
executives, insights into, 218
exhibits and fi nancial statement 

schedules, 200
expected deals with customers, 213
eXtensive Business Reporting Language 

(XBRL), 66
ExxonMobil, fi nancial ratios, 124

• F •
fads, 320–321. See also bubbles 

and manias
Fama, Eugene, 40
FAQs, analyst conference calls, 216
Fastow, Andrew, 146
fear, 307
FIFO (fi rst in, fi rst out) inventory, 203
fi nancial calculators, 183, 190–191. See 

also Excel spreadsheets
fi nancial condition ratio, 126, 131–133
fi nancial controls, importance of, 

208–209
fi nancial crisis, avoiding, 319–320
fi nancial data, reporting rules, 54–55. 

See also data sources
fi nancial distress, identifying, 317–318
fi nancial documents, overview, 34–36. 

See also specifi c documents
fi nancial health, fi nancial ratio for, 36
fi nancial ratios

accounts payable turnover, 130–131

accounts receivable turnover, 129–130

capital-intensive businesses, 124–125

categories of, 125–126

debt-to-equity ratio, 131–132

defi nition, 123

dividend yield, 134

earnings yield, 134

effi ciency, 126, 129–131

fi nancial condition, 126

fi nancial condition ratio, 131–133

fi nancial health, 36

interest coverage ratio, 132–133

inventory turnover, 130

liquidity, 36

management effectiveness, 126–129

operating performance, 36

overview, 35–36, 124–125. See also 

specifi c ratios

P-E, 35

price-to-book ratio, 133–134

profi tability, 125. See also profi t margins

purpose of, 123

quick ratio, 132

return on investment, 36

revenue per employee, 124–125

ROE (return on equity), 126–127

ROIC (return on invested capital), 128–129

valuation, 35, 126

valuation ratio, 133–134

fi nancial ratios, P-E (price-to-earnings) 
ratio

calculating, 135

current P-E, 135

for the entire market, 137–138

forward P-E, 135

implications for stock prices, 136

operating P-E, 135

PEG (P-E expected growth) ratio, 136–137

purpose of, 134

as reported P-E, 135

trailing P-E, 135

fi nancial resources, analyzing. See 
balance sheets

fi nancial statement schedules, 200
fi nancial statements. See also specifi c 

statements
annual summary, 57, 59

quarterly summary, 57

Reading Financial Reports 

For Dummies, 74
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fi nancing activities, 63. See also 
statement of cash fl ows, from 
fi nancing activities

fi rst in, fi rst out (FIFO) inventory, 203
fi scal year versus calendar year, 56
fi xed-income investors, 23
footnotes, 10-Q report, 58. See also 10-K 

report, footnotes
Ford, 12, 255
forward P-E, 135
forward-looking information, 205, 213
14A statement. See proxy statements
fraud, 321–322, 337
free cash fl ow. See also statement of 

cash fl ows
calculating, 120

cash-burn rate, 121–122

DCF analysis, 180, 183

EBITDA (earnings before interest, taxes, 

depreciation and amortization), 119

Enron, earnings quality case study, 120

Kraft Foods, case study, 120

overview, 119

French, Kenneth, 40
fundamental analysis

bad timing, 31

basic form, 15

betting against the market, 31

buy/sell signals, 18

concentrated positions, 32

diffi culty level, 30

evaluating your need for, 30–31

fi nancial performance, 14

fi nancial resources, 14

goals of analysis, 24

horse race analogy, 22–23

ignoring, consequences of, 18

versus index investing, 28

key elements, 14

limitations, 333–342

macro trends, 14

management team, 14

overreliance on past data, 31

potential users, 25–26

purpose of, 13, 22

risks, 31–32

versus technical analysis, 29

valuation, 14

value of, 10–11

vulnerability to wrong data, 31

• G •
GAAP (Generally Accepted Accounting 

Practices), 75
gains on divestitures, cash fl ows from 

operating activities, 111
GDP (gross domestic product), 247
GE

annualized current dividend, 171

auditors, 148

board of directors, 145

credit rating, 233

debt, infl uence on fundamental analysis, 

293

dividend history, 68

dividend payout ratio, 172–173

dividend policy, 173–174

executive compensation, 151

executive perks, 152

fraudulent fi nancial misrepresentations 

(2002-2003), 207

GICS (Global Industry Classifi cation 
Standard), 255–257

GM (General Motors), 11–12
goals of fundamental analysis, 24
going concerns, 59, 209
goodwill, 95
Google, fi nancial reports, 54–55
Graham, Benjamin, 45
gross profi t, 84–85
gross profi t margins, 84–85. See also 

profi t margins
growth forecast

analysts’ reports, 229

intermediate term, 184

long term, 185

growth investors, 51
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growth rate, revenue as indicator of, 
78–80

growth stocks, 40, 170

• H •
head and shoulders pattern, 298
Hershey’s balance sheet, 97–100
high-low-close charts, 296
hold ratings, stock, 224–225
holding stocks too long, 51–52
horse race analogy, 22–23
HP 12C fi nancial calculator, 183

• I •
IBM, 77–80
Icahn, Carl, 143
icons in this book, 5
IDEA (Interactive Data Electronic 

Applications) database, 65–66
idea reports, 227–228
Immelt, Jeffrey, 151
income statement

costs, 74–75, 81–83

earning estimates, 88–89

EBIT (earnings before interest 

and taxes), 75

employee stock options, 87

EPS (earnings per share), 86–87

key parts, 74–75

net income, 75

net profi t, formula for, 83. See also profi t 

margins

other income, 75

overview, 34

pro forma earnings, 89

profi ts versus expectations, 87–89

purpose of, 73

revenue (top line), 74–80

independent research, stock ratings, 227
index funds, 161
index investing versus fundamental 

analysis, 28

index investors, 28, 39–40
index-number analysis, 100–102, 271–272
indirect costs, 27, 75
industrial classifi cations, 255
industry analysis

business model obsolescence, 331

company fi nancials, versus whole 

industry, 262–263

competition, identifying, 263

cyclical companies, 257–258

Eastman Kodak, 254

Ford, 255

GICS (Global Industry Classifi cation 

Standard), 255–257

industrial classifi cations, 255

industry-specifi c data, 263–264

market share, 265–266

noncyclical companies, 257–258

overview, 253

raw material costs, 264–265

scope of an industry, 255–257

by sector, 258–261

industry-specifi c data, 263–264
infl ating cash fl ow, 117
infl ation, 41, 180–182, 247–248
infl ation, role in investing, 41
information sources. See data sources
initial public offerings (IPOs), 285
insider trading, 239, 274–277
intangible assets, 95, 291–292
Interactive Data Electronic Applications 

(IDEA) database, 65–66
interest coverage ratio, 132–133, 162
interest expense, 75
interest rates, effect on economic health, 

244–245, 248
Internet stock bubble, 289
intrinsic value

DCF analysis, 179

versus market value, forecasting, 189

Warren Buffett on, 44

inventory
balance sheets, 94

cash fl ows, from operating activities, 112
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inventory (continued)
changes, 10-K report footnotes, 203

FIFO (fi rst in, fi rst out) inventory, 203

LIFO (last in, fi rst out) inventory, 203

turnover, 130

investing, getting started, 336
investing activities, 62–63. See also 

statement of cash fl ows, from 
investing activities

Investing Online For Dummies, 50
investment banking arms, 226
investors. See stock investors
IPOs (initial public offerings), 285

• J •
Jif, merger with J.M. Smucker, 104
J.M. Smucker merger with Jif peanut 

butter, 104
Johnson & Johnson, 206

• K •
KJE ComputerSolutions’ Business 

Valuation tool, 190
Kozlowski, Dennis, 141
Kraft Foods

cash fl ows from fi nancing activities, 

115–116

cash fl ows from investing activities, 

113–114

cash fl ows from operating activities, 

110–113

earnings quality, 118–119

free cash fl ow, 120

statement of cash fl ows from operating 

activities, 110–113

• L •
Laundromat purchase, case study, 41
legal proceedings, 10-K report, 198, 

206–207
Lehman Brothers, 10-K report (2008), 197
lenders, users of fundamental analysis, 25
leverage, 100, 292–293

liabilities. See also balance sheets, 
liabilities

in 10-K footnotes, 201–202

defi nition, 34

off the balance sheet, 201–202

LIFO (last in, fi rst out) inventory, 203
line charts, 296
liquidity, 36, 162
literature. See publications
long-term assets, 95
long-term debt, 96
long-term fi nancial data, 59
long-term investments, 50–51
long-term liabilities, 96
losses on sales of discontinued 

operations, 112
Lucent stock collapse, 52

• M •
Mackey, John, 239
maintenance reports, 228
management comment, 56
management effectiveness ratio, 126–129
management team

evaluating, 329

stock buy signal, 165–167

manias. See bubbles and manias; buying 
frenzies

manuals. See publications
margin of safety, 46
market for registrant’s common equity, 

198
market risk, 40, 199
market saturation, 325, 331
market share, 265–266
market value

DCF analysis, 178

effects on stock prices, 40

of stocks, 47–48

marketable securities, 94
marketing expenses, 75
MasterCard versus Visa, 47
matters requiring a vote, 61
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MD&A (management’s discussion and 
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momentum investing, 298, 310–311
momentum investors, 38
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monitoring cash fl ow, 117–119
Moodys credit-rating agency reports, 

233, 234–235
Morningstar.com, 239
moving averages, 29, 272–273, 301–302
MSN Money

analyst reports, 230

earning estimates, 88–89

fi nancial statement summaries, 66

stock-split information, 68–69

mutual fund investors, users of 
fundamental analysis, 25

• N •
neckline pattern, 298
net income (net profi t)

formula for, 83

income statement, 75

stock buy signal, 165

net profi t margins, 86. See also net 
income (net profi t); profi t margins

NewConstructs.com, 191
nominating committee, 144
noncyclical companies, 257–258
non-professional stock investors, 

236–237

• O •
one-time charges, 292, 316–317
Online Spreadsheet templates, 191
operating activities, 62. See also 

statement of cash fl ows, from 
operating activities

operating expenses, 75
operating P-E, 135

operating performance, fi nancial ratio 
for, 36

operating profi t margins, 85–86. See also 
profi t margins

options, stock, 305–307. See also 
employee stock options

options market, 305
Oracle, 268–273, 311
OTC Bulletin Board, 55
other expenses, 75
other income, income statement, 75
over-boarding, 144
overconfi dence, 332, 338–342
overhead. See indirect costs; operating 

expenses
overreliance on past data, 31
overvalued stocks. See stocks, prices, 

overvalued

• P •
Palm Computing, 39
papers. See publications
passive investing, 50–51
passive investors, 14
payable date, stock dividends, 172
paying too much for stocks, 41–42, 329
payout ratio, stock dividends, 172–173
P-E (price-to-earnings) ratio

calculating, 135
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