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I1

I N T E R E S T T A B L E S

Table 1: Future Value of 1, f � (1 � i )n

Periods 2% 21⁄2% 3% 4% 5% 6% 7% 8% 9% 10%

1 1.02000 1.02500 1.03000 1.04000 1.05000 1.06000 1.07000 1.08000 1.09000 1.10000
2 1.04040 1.05063 1.06090 1.08160 1.10250 1.12360 1.14490 1.16640 1.18810 1.21000
3 1.06121 1.07689 1.09273 1.12486 1.15763 1.19102 1.22504 1.25971 1.29503 1.33100
4 1.08243 1.10381 1.12551 1.16986 1.21551 1.26248 1.31080 1.36049 1.41158 1.46410
5 1.10408 1.13141 1.15927 1.21665 1.27628 1.33823 1.40255 1.46933 1.53862 1.61051
6 1.12616 1.15969 1.19405 1.26532 1.34010 1.41852 1.50073 1.58687 1.67710 1.77156
7 1.14869 1.18869 1.22987 1.31593 1.40710 1.50363 1.60578 1.71382 1.82804 1.94872
8 1.17166 1.21840 1.26677 1.36857 1.47746 1.59385 1.71819 1.85093 1.99256 2.14359
9 1.19509 1.24886 1.30477 1.42331 1.55133 1.68948 1.83846 1.99900 2.17189 2.35795

10 1.21899 1.28008 1.34392 1.48024 1.62889 1.79085 1.96715 2.15892 2.36736 2.59374
11 1.24337 1.31209 1.38423 1.53945 1.71034 1.89830 2.10485 2.33164 2.58043 2.85312
12 1.26824 1.34489 1.42576 1.60103 1.79586 2.01220 2.25219 2.51817 2.81266 3.13843
13 1.29361 1.37851 1.46853 1.66507 1.88565 2.13293 2.40985 2.71962 3.06580 3.45227
14 1.31948 1.41297 1.51259 1.73168 1.97993 2.26090 2.57853 2.93719 3.34173 3.79750
15 1.34587 1.44830 1.55797 1.80094 2.07893 2.39656 2.75903 3.17217 3.64248 4.17725
16 1.37279 1.48451 1.60471 1.87298 2.18287 2.54035 2.95216 3.42594 3.97031 4.59497
17 1.40024 1.52162 1.65285 1.94790 2.29202 2.69277 3.15882 3.70002 4.32763 5.05447
18 1.42825 1.55966 1.70243 2.02582 2.40662 2.85434 3.37993 3.99602 4.71712 5.55992
19 1.45681 1.59865 1.75351 2.10685 2.52695 3.02560 3.61653 4.31570 5.14166 6.11591
20 1.48595 1.63862 1.80611 2.19112 2.65330 3.20714 3.86968 4.66096 5.60441 6.72750
21 1.51567 1.67958 1.86029 2.27877 2.78596 3.39956 4.14056 5.03383 6.10881 7.40025
22 1.54598 1.72157 1.91610 2.36992 2.92526 3.60354 4.43040 5.43654 6.65860 8.14027
23 1.57690 1.76461 1.97359 2.46472 3.07152 3.81975 4.74053 5.87146 7.25787 8.95430
24 1.60844 1.80873 2.03279 2.56330 3.22510 4.04893 5.07237 6.34118 7.91108 9.84973
25 1.64061 1.85394 2.09378 2.66584 3.38635 4.29187 5.42743 6.84848 8.62308 10.83471

Periods 11% 12% 14% 15% 16% 18% 20% 22% 24% 25%

1 1.11000 1.12000 1.14000 1.15000 1.16000 1.18000 1.20000 1.22000 1.24000 1.25000
2 1.23210 1.25440 1.29960 1.32250 1.34560 1.39240 1.44000 1.48840 1.53760 1.56250
3 1.36763 1.40493 1.48154 1.52088 1.56090 1.64303 1.72800 1.81585 1.90662 1.95313
4 1.51807 1.57352 1.68896 1.74901 1.81064 1.93878 2.07360 2.21533 2.36421 2.44141
5 1.68506 1.76234 1.92541 2.01136 2.10034 2.28776 2.48832 2.70271 2.93163 3.05176
6 1.87041 1.97382 2.19497 2.31306 2.43640 2.69955 2.98598 3.29730 3.63522 3.81470
7 2.07616 2.21068 2.50227 2.66002 2.82622 3.18547 3.58318 4.02271 4.50767 4.76837
8 2.30454 2.47596 2.85259 3.05902 3.27841 3.75886 4.29982 4.90771 5.58951 5.96046
9 2.55804 2.77308 3.25195 3.51788 3.80296 4.43545 5.15978 5.98740 6.93099 7.45058

10 2.83942 3.10585 3.70722 4.04556 4.41144 5.23384 6.19174 7.30463 8.59443 9.31323
11 3.15176 3.47855 4.22623 4.65239 5.11726 6.17593 7.43008 8.91165 10.65709 11.64153
12 3.49845 3.89598 4.81790 5.35025 5.93603 7.28759 8.91610 10.87221 13.21479 14.55192
13 3.88328 4.36349 5.49241 6.15279 6.88579 8.59936 10.69932 13.26410 16.38634 18.18989
14 4.31044 4.88711 6.26135 7.07571 7.98752 10.14724 12.83918 16.18220 20.31906 22.73737
15 4.78459 5.47357 7.13794 8.13706 9.26552 11.97375 15.40702 19.74229 25.19563 28.42171
16 5.31089 6.13039 8.13725 9.35762 10.74800 14.12902 18.48843 24.08559 31.24259 35.52714
17 5.89509 6.86604 9.27646 10.76126 12.46768 16.67225 22.18611 29.38442 38.74081 44.40892
18 6.54355 7.68997 10.57517 12.37545 14.46251 19.67325 26.62333 35.84899 48.03860 55.51115
19 7.26334 8.61276 12.05569 14.23177 16.77652 23.21444 31.94800 43.73577 59.56786 69.38894
20 8.06231 9.64629 13.74349 16.36654 19.46076 27.39303 38.33760 53.35764 73.86415 86.73617
21 8.94917 10.80385 15.66758 18.82152 22.57448 32.32378 46.00512 65.09632 91.59155 108.42022
22 9.93357 12.10031 17.86104 21.64475 26.18640 38.14206 55.20614 79.41751 113.57352 135.52527
23 11.02627 13.55235 20.36158 24.89146 30.37622 45.00763 66.24737 96.88936 140.83116 169.40659
24 12.23916 15.17863 23.21221 28.62518 35.23642 53.10901 79.49685 118.20502 174.63064 211.75824
25 13.58546 17.00006 26.46192 32.91895 40.87424 62.66863 95.39622 144.21013 216.54199 264.69780
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Table 2: Present Value of 1, p �

Periods 2% 21⁄2% 3% 4% 5% 6% 7% 8% 9% 10%

1 .98039 .97561 .97087 .96154 .95238 .94340 .93458 .92593 .91743 .90909
2 .96177 .95181 .94260 .92456 .90703 .89000 .87344 .85734 .84168 .82645
3 .94232 .92860 .91514 .88900 .86384 .83962 .81630 .79383 .77218 .75131
4 .92385 .90595 .88849 .85480 .82270 .79209 .76290 .73503 .70843 .68301
5 .90573 .88385 .86261 .82193 .78353 .74726 .71299 .68058 .64993 .62092
6 .88797 .86230 .83748 .79031 .74622 .70496 .66634 .63017 .59627 .56447
7 .87056 .84127 .81309 .75992 .71068 .66506 .62275 .58349 .54703 .51316
8 .85349 .82075 .78941 .73069 .67684 .62741 .58201 .54027 .50187 .46651
9 .83676 .80073 .76642 .70259 .64461 .59190 .54393 .50025 .46043 .42410

10 .82035 .78120 .74409 .67556 .61391 .55839 .50835 .46319 .42241 .38554
11 .80426 .76214 .72242 .64958 .58468 .52679 .47509 .42888 .38753 .35049
12 .78849 .74356 .70138 .62460 .55684 .49697 .44401 .39711 .35553 .31863
13 .77303 .72542 .68095 .60057 .53032 .46884 .41496 .36770 .32618 .28966
14 .75788 .70773 .66112 .57748 .50507 .44230 .38782 .34046 .29925 .26333
15 .74301 .69047 .64186 .55526 .48102 .41727 .36245 .31524 .27454 .23939
16 .72845 .67362 .62317 .53391 .45811 .39365 .33873 .29189 .25187 .21763
17 .71416 .65720 .60502 .51337 .43630 .37136 .31657 .27027 .23107 .19784
18 .70016 .64117 .58739 .49363 .41552 .35034 .29586 .25025 .21199 .17986
19 .68643 .62553 .57029 .47464 .39573 .33051 .27651 .23171 .19449 .16351
20 .67297 .61027 .55368 .45639 .37689 .31180 .25842 .21455 .17843 .14864
21 .65978 .59539 .53755 .43883 .35894 .29416 .24151 .19866 .16370 .13513
22 .64684 .58086 .52189 .42196 .34185 .27751 .22571 .18394 .15018 .12285
23 .63416 .56670 .50669 .40573 .32557 .26180 .21095 .17032 .13778 .11168
24 .62172 .55288 .49193 .39012 .31007 .24698 .19715 .15770 .12640 .10153
25 .60953 .53939 .47761 .37512 .29530 .23300 .18425 .14602 .11597 .09230

Periods 11% 12% 14% 15% 16% 18% 20% 22% 24% 25%

1 .90090 .89286 .87719 .86957 .86207 .84746 .83333 .81967 .80645 .80000
2 .81162 .79719 .76947 .75614 .74316 .71818 .69444 .67186 .65036 .64000
3 .73119 .71178 .67497 .65752 .64066 .60863 .57870 .55071 .52449 .51200
4 .65873 .63552 .59208 .57175 .55229 .51579 .48225 .45140 .42297 .40960
5 .59345 .56743 .51937 .49718 .47611 .43711 .40188 .37000 .34111 .32768
6 .53464 .50663 .45559 .43233 .41044 .37043 .33490 .30328 .27509 .26214
7 .48166 .45235 .39964 .37594 .35383 .31393 .27908 .24859 .22184 .20972
8 .43393 .40388 .35056 .32690 .30503 .26604 .23257 .20376 .17891 .16777
9 .39092 .36061 .30751 .28426 .26295 .22546 .19381 .16702 .14428 .13422

10 .35218 .32197 .26974 .24718 .22668 .19106 .16151 .13690 .11635 .10737
11 .31728 .28748 .23662 .21494 .19542 .16192 .13459 .11221 .09383 .08590
12 .28584 .25668 .20756 .18691 .16846 .13722 .11216 .09198 .07567 .06872
13 .25751 .22917 .18207 .16253 .14523 .11629 .09346 .07539 .06103 .05498
14 .23199 .20462 .15971 .14133 .12520 .09855 .07789 .06180 .04921 .04398
15 .20900 .18270 .14010 .12289 .10793 .08352 .06491 .05065 .03969 .03518
16 .18829 .16312 .12289 .10686 .09304 .07078 .05409 .04152 .03201 .02815
17 .16963 .14564 .10780 .09293 .08021 .05998 .04507 .03403 .02581 .02252
18 .15282 .13004 .09456 .08081 .06914 .05083 .03756 .02789 .02082 .01801
19 .13768 .11611 .08295 .07027 .05961 .04308 .03130 .02286 .01679 .01441
20 .12403 .10367 .07276 .06110 .05139 .03651 .02608 .01874 .01354 .01153
21 .11174 .09256 .06383 .05313 .04430 .03094 .02174 .01536 .01092 .00922
22 .10067 .08264 .05599 .04620 .03819 .02622 .01811 .01259 .00880 .00738
23 .09069 .07379 .04911 .04017 .03292 .02222 .01509 .01032 .00710 .00590
24 .08170 .06588 .04308 .03493 .02838 .01883 .01258 .00846 .00573 .00472
25 .07361 .05882 .03779 .03038 .02447 .01596 .01048 .00693 .00462 .00378

1
(1 � i )n

I2 Financial Statement Analysis
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Interest Tables I3

Table 3: Future Value of an Ordinary Annuity of n Payments of 1 Each, F0 �

Periods (n) 2% 21⁄2% 3% 4% 5% 6% 7% 8% 9% 10%

1 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000
2 2.02000 2.02500 2.03000 2.04000 2.05000 2.06000 2.07000 2.08000 2.09000 2.10000
3 3.06040 3.07563 3.09090 3.12160 3.15250 3.18360 3.21490 3.24640 3.27810 3.31000
4 4.12161 4.15252 4.18363 4.24646 4.31013 4.37462 4.43994 4.50611 4.57313 4.64100
5 5.20404 5.25633 5.30914 5.41632 5.52563 5.63709 5.75074 5.86660 5.98471 6.10510
6 6.30812 6.38774 6.46841 6.63298 6.80191 6.97532 7.15329 7.33593 7.52333 7.71561
7 7.43428 7.54753 7.66246 7.89829 8.14201 8.39384 8.65402 8.92280 9.20043 9.48717
8 8.58297 8.73612 8.89234 9.21423 9.54911 9.89747 10.25980 10.63663 11.02847 11.43589
9 9.75463 9.95452 10.15911 10.58280 11.02656 11.49132 11.97799 12.48756 13.02104 13.57948

10 10.94972 11.20338 11.46388 12.00611 12.57789 13.18079 13.81645 14.48656 15.19293 15.93742
11 12.16872 12.48347 12.80780 13.48635 14.20679 14.97164 15.78360 16.64549 17.56029 18.53117
12 13.41209 13.79555 14.19203 15.02581 15.91713 16.86994 17.88845 18.97713 20.14072 21.38428
13 14.68033 15.14044 15.61779 16.62684 17.71298 18.88214 20.14064 21.49530 22.95338 24.52271
14 15.97394 16.51895 17.08632 18.29191 19.59863 21.01507 22.55049 24.21492 26.01919 27.97498
15 17.29342 17.93193 18.59891 20.02359 21.57856 23.27597 25.12902 27.15211 29.36092 31.77248
16 18.63929 19.38022 20.15688 21.82453 23.65749 25.67253 27.88805 30.32428 33.00340 35.94973
17 20.01207 20.86473 21.76159 23.69751 25.84037 28.21288 30.84022 33.75023 36.97370 40.54470
18 21.41231 22.38635 23.41444 25.64541 28.13238 30.90565 33.99903 37.45024 41.30134 45.59917
19 22.84056 23.94601 25.11687 27.67123 30.53900 33.75999 37.37896 41.44626 46.01846 51.15909
20 24.29737 25.54466 26.87037 29.77808 33.06595 36.78559 40.99549 45.76196 51.16012 57.27500
21 25.78332 27.18327 28.67649 31.96920 35.71925 39.99273 44.86518 50.42292 56.76453 64.00250
22 27.29898 28.86286 30.53678 34.24797 38.50521 43.39229 49.00574 55.45676 62.87334 71.40275
23 28.84496 30.58443 32.45288 36.61789 41.43048 46.99583 53.43614 60.89330 69.53194 79.54302
24 30.42186 32.34904 34.42647 39.08260 44.50200 50.81558 58.17667 66.76476 76.78981 88.49733
25 32.03030 34.15776 36.45926 41.64591 47.72710 54.86451 63.24904 73.10594 84.70090 98.34706

Periods (n) 11% 12% 14% 15% 16% 18% 20% 22% 24% 25%

1 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000
2 2.11000 2.12000 2.14000 2.15000 2.16000 2.18000 2.20000 2.22000 2.24000 2.25000
3 3.34210 3.37440 3.43960 3.47250 3.50560 3.57240 3.64000 3.70840 3.77760 3.81250
4 4.70973 4.77933 4.92114 4.99338 5.06650 5.21543 5.36800 5.52425 5.68422 5.76563
5 6.22780 6.35285 6.61010 6.74238 6.87714 7.15421 7.44160 7.73958 8.04844 8.20703
6 7.91286 8.11519 8.53552 8.75374 8.97748 9.44197 9.92992 10.44229 10.98006 11.25879
7 9.78327 10.08901 10.73049 11.06680 11.41387 12.14152 12.91590 13.73959 14.61528 15.07349
8 11.85943 12.29969 13.23276 13.72682 14.24009 15.32700 16.49908 17.76231 19.12294 19.84186
9 14.16397 14.77566 16.08535 16.78584 17.51851 19.08585 20.79890 22.67001 24.71245 25.80232

10 16.72201 17.54874 19.33730 20.30372 21.32147 23.52131 25.95868 28.65742 31.64344 33.25290
11 19.56143 20.65458 23.04452 24.34928 25.73290 28.75514 32.15042 35.96205 40.23787 42.56613
12 22.71319 24.13313 27.27075 29.00167 30.85017 34.93107 39.58050 44.87370 50.89495 54.20766
13 26.21164 28.02911 32.08865 34.35192 36.78620 42.21866 48.49660 55.74591 64.10974 68.75958
14 30.09492 32.39260 37.58107 40.50471 43.67199 50.81802 59.19592 69.01001 80.49608 86.94947
15 34.40536 37.27971 43.84241 47.58041 51.65951 60.96527 72.03511 85.19221 100.81514 109.68684
16 39.18995 42.75328 50.98035 55.71747 60.92503 72.93901 87.44213 104.93450 126.01077 138.10855
17 44.50084 48.88367 59.11760 65.07509 71.67303 87.06804 105.93056 129.02009 157.25336 173.63568
18 50.39594 55.74971 68.39407 75.83636 84.14072 103.74028 128.11667 158.40451 195.99416 218.04460
19 56.93949 63.43968 78.96923 88.21181 98.60323 123.41353 154.74000 194.25350 244.03276 273.55576
20 64.20283 72.05244 91.02493 102.44358 115.37975 146.62797 186.68800 237.98927 303.60062 342.94470
21 72.26514 81.69874 104.76842 118.81012 134.84051 174.02100 225.02560 291.34691 377.46477 429.68087
22 81.21431 92.50258 120.43600 137.63164 157.41499 206.34479 271.03072 356.44323 469.05632 538.10109
23 91.14788 104.60289 138.29704 159.27638 183.60138 244.48685 326.23686 435.86075 582.62984 673.62636
24 102.17415 118.15524 158.65862 184.16784 213.97761 289.49448 392.48424 532.75011 723.46100 843.03295
25 114.41331 133.33387 181.87083 212.79302 249.21402 342.60349 471.98108 650.95513 898.09164 1054.79118

(1 � i )n � 1
i
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I4 Financial Statement Analysis

Table 4: Present Value of an Ordinary Annuity of n Payments of 1 Each, 

P0 �

Periods (n) 2% 21⁄2% 3% 4% 5% 6% 7% 8% 9% 10%

1 .98039 .97561 .97087 .96154 .95238 .94340 .93458 .92593 .91743 .90909
2 1.94156 1.92742 1.91347 1.88609 1.85941 1.83339 1.80802 1.78326 1.75911 1.73554
3 2.88388 2.85602 2.82861 2.77509 2.72325 2.67301 2.62432 2.57710 2.53129 2.48685
4 3.80773 3.76197 3.71710 3.62990 3.54595 3.46511 3.38721 3.31213 3.23972 3.16987
5 4.71346 4.64583 4.57971 4.45182 4.32948 4.21236 4.10020 3.99271 3.88965 3.79079
6 5.60143 5.50813 5.41719 5.24214 5.07569 4.91732 4.76654 4.62288 4.48592 4.35526
7 6.47199 6.34939 6.23028 6.00205 5.78637 5.58238 5.38929 5.20637 5.03295 4.86842
8 7.32548 7.17014 7.01969 6.73274 6.46321 6.20979 5.97130 5.74664 5.53482 5.33493
9 8.16224 7.97087 7.78611 7.43533 7.10782 6.80169 6.51523 6.24689 5.99525 5.75902

10 8.98259 8.75206 8.53020 8.11090 7.72173 7.36009 7.02358 6.71008 6.41766 6.14457
11 9.78685 9.51421 9.25262 8.76048 8.30641 7.88687 7.49867 7.13896 6.80519 6.49506
12 10.57534 10.25776 9.95400 9.38507 8.86325 8.38384 7.94269 7.53608 7.16073 6.81369
13 11.34837 10.98318 10.63496 9.98565 9.39357 8.85268 8.35765 7.90378 7.48690 7.10336
14 12.10625 11.69091 11.29607 10.56312 9.89864 9.29498 8.74547 8.24424 7.78615 7.36669
15 12.84926 12.38138 11.93794 11.11839 10.37966 9.71225 9.10791 8.55948 8.06069 7.60608
16 13.57771 13.05500 12.56110 11.65230 10.83777 10.10590 9.44665 8.85137 8.31256 7.82371
17 14.29187 13.71220 13.16612 12.16567 11.27407 10.47726 9.76322 9.12164 8.54363 8.01255
18 14.99203 14.35336 13.75351 12.65930 11.68959 10.82760 10.05909 9.37189 8.75563 8.20141
19 15.67846 14.97889 14.32380 13.13394 12.08532 11.15812 10.33560 9.60360 8.95011 8.36492
20 16.35143 15.58916 14.87747 13.59033 12.46221 11.46992 10.59401 9.81815 9.12855 8.51356
21 17.01121 16.18455 15.41502 14.02916 12.82115 11.76408 10.83553 10.01680 9.29224 8.64869
22 17.65805 16.76541 15.93692 14.45112 13.16300 12.04158 11.06124 10.20074 9.44243 8.77154
23 18.29220 17.33211 16.44361 14.85684 13.48857 12.30338 11.27219 10.37106 9.58021 8.88322
24 18.91393 17.88499 16.93554 15.24696 13.79864 12.55036 11.46933 10.52876 9.70661 8.98474
25 19.52346 18.42438 17.41315 15.62208 14.09394 12.78336 11.65358 10.67478 9.82258 9.07704

Periods (n) 11% 12% 14% 15% 16% 18% 20% 22% 24% 25%

1 .90090 .89286 .87719 .86957 .86207 .84746 .83333 .81967 .80645 .80000
2 1.71252 1.69005 1.64666 1.62571 1.60523 1.56564 1.52778 1.49153 1.45682 1.44000
3 2.44371 2.40183 2.32163 2.28323 2.24589 2.17427 2.10648 2.04224 1.98130 1.95200
4 3.10245 3.03735 2.91371 2.85498 2.79818 2.69006 2.58873 2.49364 2.40428 2.36160
5 3.69590 3.60478 3.43308 3.35216 3.27429 3.12717 2.99061 2.86364 2.74538 2.68928
6 4.23054 4.11141 3.88867 3.78448 3.68474 3.49760 3.32551 3.16692 3.02047 2.95142
7 4.71220 4.56376 4.28830 4.16042 4.03857 3.81153 3.60459 3.41551 3.24232 3.16114
8 5.14612 4.96764 4.63886 4.48732 4.34359 4.07757 3.83716 3.61927 3.42122 3.32891
9 5.53705 5.32825 4.94647 4.77158 4.60654 4.30302 4.03097 3.78628 3.56550 3.46313

10 5.88923 5.65022 5.21612 5.01877 4.83323 4.49409 4.19247 3.92318 3.68186 3.57050
11 6.20652 5.93770 5.45273 5.23371 5.02864 4.65601 4.32706 4.03540 3.77569 3.65640
12 6.49236 6.19437 5.66029 5.42062 5.19711 4.79322 4.43922 4.12737 3.85136 3.72512
13 6.74987 6.42355 5.84236 5.58315 5.34233 4.90951 4.53268 4.20277 3.91239 3.78010
14 6.98187 6.62817 6.00207 5.72448 5.46753 5.00806 4.61057 4.26456 3.96160 3.82408
15 7.19087 6.81086 6.14217 5.84737 5.57546 5.09158 4.67547 4.31522 4.00129 3.85926
16 7.37916 6.97399 6.26506 5.95423 5.66850 5.16235 4.72956 4.35673 4.03330 3.88741
17 7.54879 7.11963 6.37286 6.04716 5.74870 5.22233 4.77463 4.39077 4.05911 3.90993
18 7.70162 7.24967 6.46742 6.12797 5.81785 5.27316 4.81219 4.41866 4.07993 3.92794
19 7.83929 7.36578 6.55037 6.19823 5.87746 5.31624 4.84350 4.44152 4.09672 3.94235
20 7.96333 7.46944 6.62313 6.25933 5.92884 5.35275 4.86958 4.46027 4.11026 3.95388
21 8.07507 7.56200 6.68696 6.31246 5.97314 5.38368 4.89132 4.47563 4.12117 3.96311
22 8.17574 7.64465 6.74294 6.35866 6.01133 5.40990 4.90943 4.48822 4.12998 3.97049
23 8.26643 7.71843 6.79206 6.39884 6.04425 5.43212 4.92453 4.49854 4.13708 3.97639
24 8.34814 7.78432 6.83514 6.43377 6.07263 5.45095 4.93710 4.50700 4.14281 3.98111
25 8.42174 7.84314 6.87293 6.46415 6.09709 5.46691 4.94759 4.51393 4.14742 3.98489
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A
ABO; see Accumulated benefit obligation
Accelerated depreciation, 248–249
Accounting; see also specific types

nature and purpose of, 75–79
relevance and limitations of, 77–79

Accounting analysis, 11, 12–13, 106–115
accounting distortions in, 107–108
definition of, 106
earnings management in, 108–112
exercises/problems, 119–131
financial statement adjustment in, 113
need for, 106–108
process of, 112–113

Accounting changes, 351–354
analysis of, 353–354
earnings manipulation in, 353–354, 623
exercises/problems, 394–395
types of, 352

Accounting distortions, 12–13, 107–108
accounting standards and, 107–108
definition of, 107
from investment securities, 281, 283–284
reliability vs. relevance, 107–108

Accounting equation, 19–20
Accounting estimate, change in, 352–353
Accounting income, 93–95, 340

alternative measures of, 343–344
analysis implications of, 95–97, 344
components of, 95, 340
vs. economic income, 91–92, 94–95
measurement of, 341–342

Accounting information
relevance of, 75–76, 77–79
reliability of, 75–76
and stock prices, 78, 628–629

Accounting principles, 76–77
change in, 352
and earnings quality, 114

Accounting risk, 13
Accounting standards, 12–13; see also

specific standards
and accounting distortions, 107–108
exercises/problems, 122, 123, 126
GAAP, 70–72
IFRS, 71–72

Accounts payable, days’ purchases in, 558
Accounts payable turnover, 478, 558
Accounts receivable; see also Receivables

in current ratio, 548
days’ sales in, 554
definition of, 230
in liquidity analysis, 553–555
quality of, 553
sale of, 160–161
and statement of cash flows, 425

Accounts receivable turnover, 476–477,
553–554, 667–670

Accrual(s)
cash flows and, 82
concept of, 81–82
definition of, 82
long-term, 82, 83–84
short-term, 82, 83–84
working capital, 83–84

Accrual accounting, 20–22, 76, 79–91
analysis implications of, 88–91
vs. cash flow, 67
distortions in, 107–108
earnings management in, 108–112
exercises/problems, 121–122, 128
framework for, 81–84
illustration of, 80–81
income concept in, 91–97
myths about, 88–90
relative performance of, 90
relevance and limitations of, 84–88
timing and matching in, 82–83
truths about, 90–91

Accrual adjustment, 82
Accumulated benefit obligation (ABO),

197–198
Accumulated other comprehensive

income, 23, 172, 346
Accumulated postretirement benefit

obligation (APBO), 204
Acid-test ratio, 36, 38, 559, 667–668
Acquisition method, 289
Acquisitions, 10, 16; see also Business

combinations
Activity methods, of depreciation, 249
Actual return on plan assets, 200

Actuarial assumptions, 179, 192–194
Actuarial gain or loss, 182, 199, 202
Additional paid-in capital, 168
Administrative expenses, 476
Advertising expense, 115
Affirmative covenants, 143
Aggregation, 289
Airline industry

change in accounting estimate, 353
frequent-flyer liabilities of, 157
leasing in, 220–222
postretirement benefits, 185–196

Allocation, 243–244; see also Depletion;
Depreciation; Impairment

Allocation method, of depreciation,
246–249

Alternative information sources, 
74–75, 79

Altman Z-score, 584–585
Altria Group; see also Kraft; Philip Morris

Companies
bond rating, 609–610

American Airlines; see AMR Corporation
Amortization, 243–244

of bond discount, 135
of bond premium, 135
of employee stock option cost, 

390–391
of intangibles, 255
of lease, 147
of net gain or loss, 202–203, 204
of prior service cost, 203, 204

Amortized cost, 137–141
AMR Corporation (American Airlines)

frequent-flyer liabilities, 157
leases, 220–222
postretirement benefits, 185–196

Analysis overview, 655
Analysts, 74–75, 121, 123
Anheuser-Busch Companies, 689
Annual report, 4, 68–69, 70
Antidilutive securities, 386, 389
AOL-Time Warner merger, 167
APBO; see Accumulated postretirement

benefit obligation
Apple, value of brand, 257

Page numbers followed by n indicate material found in footnotes.
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Asset(s), 19–20; see also specific types
current, 18, 20, 227–234, 545–546

cash ratio to, 552
composition, and liquidity, 559

definition of, 227
financial, 18, 227
liquidity of, 229–230
long-term or noncurrent, 18, 227,

243–245
operating, 18, 227
return on, 37, 38–39
revaluations under IFRS, 258–262
unrecorded, 256–257, 265

Asset-based measures, of solvency,
571–572

Asset composition analysis, 571–572
Asset impairment; see Impairment
Asset protection, 583
Asset turnover (utilization), 36–39,

470–478
as building block of financial statement

analysis, 654
Campbell Soup Company, 

675–676, 685
disaggregation of, 476–478
long-term operating, 477
relation to profit margin, 471–478
total, 519

Asset write-downs, 250, 624
Assumptions, in analysis report, 655
AT&T

restructuring charges of, 361
spin-offs and split-offs of, 171–172

Audit(s)
external, 73
fees, 27
internal, 73

Audit committee, 73
Audit opinion, 73
Auditor, 73
Auditor challenge, 69
Auditor report, 26–27
Available-for-sale securities, 278–279
Average collection period, 477
Average cost method, 236–237
Average inventory days outstanding, 477
Average payable days outstanding, 478,

558
Avis Rent-A-Car, 160

B
Balance sheet, 19–20, 21

Campbell Soup Company, A53
Colgate Palmolive Co., 19–20, 21, A5
common-size analysis of, 31–34
consolidated, 234, 284–288
earnings quality analysis, 116
exercises/problems, 54–55, 61
in fair value accounting, 105
inventory costing and, 237

debt in consolidated financial statements
in, 294–295

economic reasons for, 288
exercises/problems, 325
gains on subsidiary IPOs in, 295
goodwill accounting in, consequences

of, 297–299
illusionary earnings growth in, 

288–289
in-process research and development 

in, 294
issues in, 293–299
limitations of consolidated financial

statements in, 296–297
preacquisition sales and income in,

295–296
push-down accounting in, 296

Business environment and strategy
analysis, 10–12

Business plan, 15–16
Buy-and-hold strategy, 45
Buybacks, 168
Buy-side analysts, 74

C
Call option, 300
Campbell Soup Company, 655–687, 

A46–A66
accounts receivable turnover, 667–670
adjusted income statements, 622
asset utilization, 675–676, 685
balance sheets, A53
capital structure, 670–673, 685
cash flow analysis, 430, 435, 437,

442–443, 559, 661–667, A54
common-size statements, 661–667
comparative financial statements,

658–660
debt financing, 207, 219–220
depreciation, 677
derivative (hedging) activities, 

303–305
financial market measures, 686–687
forecasting, 679–684
growth rates, 659–661
inferences, 684–685, 687
inventory costing, 265, 266, 667–670
investing activities, 272, 329
legend vs. future success, 651
liquidity, 591, 667–670, 685
Management’s Discussion and Analysis,

A48–A51
notes to consolidated financial

statements, A56–A66
operating performance and profitability,

676–679, 685
pension plan, 214
per-share results, 664
preliminary financial analysis, 655
ratio analysis, 63, 667–668

links with other financial statements,
25–26

other postretirement employee benefits
on, 204

pension benefits on, 183–184, 203
postretirement benefit adjustments, 191
projected, 510–514
restructuring charges and, 361
for statement of cash flows, 420–424

Bank(s), contingent liabilities of, 158
Bank borrowing, 134–135
Bankruptcy prediction models, 584–585
Barrett, T. D., 417
Basic earnings per share, 385–389
Bausch & Lomb, 109
Behavioral finance, 45
Benchmark, 10
Benefit payments, pension, 183
Best Buy Co.

leases, 149–150, 152–155
prospective analysis, 531–532

Big bath strategy, 109–110, 127–128, 157,
339, 358, 623

Bill discounting, 135
Black, Jennifer, 461
BMW, value of brand, 257
Board of directors, 10, 73, 117
Bond(s)

accounting for, 135–138, 212
convertible, 284
fair value of, 137
valuation of, 51

Bond credit ratings, 544, 582–584
exercises/problems, 601–603, 

609–610
limitations of, 584

Bond market, size of, 8
Book value, 172
Book value of liabilities, adjustments 

to, 567
Book value per share, 172–174

computation of, 172–173
definition of, 172
relevance of, 173–174

Brand value, 256–257
Bristol-Myers Squibb, 176
BritCo, 313–316
Buffett, Warren, 45–46, 71, 617
Business activities, 15–19
Business analysis, 3–14

applications of, 3–4, 10
components of, 10–14
definition of, 3, 4
financial statement data in, 3–4, 6–7, 14
types of, 8–10

Business combinations, 288–299
accounting for, 289–293
allocating total cost in, 293–294
companies reporting, 288
contingent considerations in, 293
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recast income statements, 619–620,
678–679

return on invested capital, 481–483, 
671–675, 685

sales analysis by source, 655–657
shareholders’ equity, 208, A55
solvency, 594, 670–673, 685
statements of cash flows, A54
statements of earnings, A52
summary evaluation, 684–685, 687
supplemental schedule of sales and 

earnings, A47
taxes, 677–679
trend statements, 623, 664
using analysis, 687
valuation, 679–684, 686–687

Capital
contributed, 168
cost of; see Cost of capital
decreases in outstanding, sources of, 167
increases in outstanding, sources of, 167
invested

adjustments to, 465
defining, 464–465
for period, computing, 465
return on; see Return on invested

capital
issued, 177
share, 22, 177; see also Equity
working, 20, 228–229

liquidity and, 545–553
net operating, 478

Capital Cities/ABC, Disney’s acquisition
of, 292

Capitalization, 84, 243–245
exercises/problems, 265, 268, 269
and income, 245
of interest, 377
and operating cash flows, 245
and return on investment, 245
and solvency ratios, 245

Capital leases, 145–155, 178, 208
converting operating leases to, 152–155
reclassification to, financial statements

for, 154–155
Capital market studies, 429
Capital One Financial Corporation,

162–163, 233
Capital stock, 167–169

analysis of, 169
classification of, 168–169
exercises/problems, 209
reporting of, 167–168

Capital structure
adjustments for analysis, 567–568
as building block of financial statement

analysis, 654
Campbell Soup Company, 670–673, 685
complex, 386
composition, and solvency, 568–572

Cash reinvestment ratio, 435, 666–667
Cash to current assets ratio, 552
Cash to current liabilities ratio, 552–553
Caterpillar, 178
Change(s), accounting; see Accounting

changes
Change analysis, year-to-year, 28–29
Changes in shareholders’ equity, statement

of, 22–23, A6
Channel loading, 110
Chiron Corp., 357, 360
Church’s Chicken, 363
Cigna, 157–158
Cisco Systems

employee stock options, 373–376
value of brand, 257

Citigroup, 75
Class-action lawsuits, 284
Classificatory earnings management, 111
Coca-Cola

cash flow analysis, 429
comparative analysis, 698–701
counterparty guidelines, 299
equity method, 285, 287
investment performance, 321–322
prospective analysis, 529–530
value of brand, 256–257

Coca-Cola Enterprises, 698–701
COGS; see Cost of goods sold
Colgate Palmolive Co., A1–A45

annual report, 4
assets, 18, 19–20
balance sheet, 19–20, 21, A5
business environment and strategies, 

3, 4–8
business plan, 15–16
cash flow analysis, 39, A8
changes in shareholders’ equity, A6
common-size analysis, 32–34
comparative analysis, vs. Kimberly

Clark, 64–65
comparative financial statement analysis,

28–31
comprehensive income, A7
earnings, 6–7
financial data, 6–7
financial statement analysis, 28–39,

47–48, 129
financing activities, 16–17
historical financial summary, A44–A45
income statement, 20–22, A4
income taxes, 402
index-number trend analysis, 29–31
links between financial statements,

25–26
management report, 26
market and dividend information,

A42–A43
notes to consolidated financial

statements, A9–A40

in credit analysis, 36–38, 50, 545,
563–582

definition of, 545, 563
exercises/problems, 598–601
importance of, 563–565
interpretation of measures, 571
measures for solvency analysis, 569–571
risk and return, 581
simple, 386

Cash, 229–230
in current ratio, 547
definition of, 417
relevance of, 418–419

Cash-based ratio measures, of liquidity,
552–553

Cash conversions, 520–521
Cash dividend, 170
Cash equivalents, 229–230, 547
Cash flow(s), 416–459

accrual accounting vs., 67, 79–91
alternative measures, 431–432
analysis implications of, 427–429
components of, 428–429, 431
definition of, 417
exercises/problems, 437–459
forecasting, income tax disclosures and,

384–385
free, 41, 82, 433
interpreting, 427–429
inventory costing and, 237–238
limitations in reporting, 427
measures of liquidity, 559
myths about, 88–90
net, 82
operating, 82, 245, 417–418, 579
patterns, 520–521
permanence of, 579
postretirement benefits and, 196
relative performance of, 90
statement of; see Statement of cash flows
truths about, 90–91
usefulness of measures, 429
as validators, 434

Cash flow adequacy ratio, 434–435,
666–667

Cash flow analysis, 39
Campbell Soup, 430, 435, 437, 442–443,

559, 661–667, A54
Colgate Palmolive Co., 39, A8
commonalities in, 429
company and economic conditions in,

432–433
exercises/problems, 437–459
inferences from, 430–431
questions in, 429–430
Rite Aid, 417
worksheet, 435–436

Cash flow forecasting, 520–527, 604–607
Cash flow ratios, 434–435, 559
Cash flow to fixed charges ratio, 578–579
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Colgate Palmolive Co.—Cont.
operating activities, 19
operating divisions, 5
postretirement benefits of, 225
ratio analysis, 36–39
shareholders’ equity, 22–23
statement of cash flows, A8
stock price, 4–5
valuation and qualifying accounts, A41
year-to-year change analysis, 28–29

Collateral, 134, 143, 144–145
Collection period, 36, 38

average, 477
receivables, 554n

Collection risk, 231–232, 264
Collection uncertainty, 362
Columbia Pictures, 270–271
Commercial paper, 134–135
Commitments, 158–159
Common equity

definition of, 465
growth in, assessing, 485
return on; see Return on common 

equity
Common-size financial statement analysis,

31–34
Campbell Soup Company, 661–667
exercises/problems, 49, 50–51
solvency, 569

Common stock, 168, 169
Company-specific information, 74
Comparability

of accounting information, 76
in fair value accounting, 103

Comparability problems, 12
Comparative financial statement analysis,

28–31, 549–550
Campbell Soup Company, 658–660
Coca-Cola Company vs. Coca-Cola

Enterprises, 698–701
Colgate vs. Kimberly Clark, 64–65
exercises/problems, 48–54, 61–62,

64–65
index-number trend, 29–31
year-to-year change, 28–29

Compensation expense, 373, 390–391
Complex capital structure, 386
Components, of net measures, 428
Composition analysis, 569
Comprehensive income, 20, 172, 343,

345–347
analysis implications of, 346–347
Colgate Palmolive Co., A7
definition of, 345
exercises/problems, 395
measurement of, 345–346

Comprehensive income, accumulated
other, 23, 172, 346

Comprehensive income, other, 22–23, 
172, 345–346

Coupon payment, 135
Coupon rate, 135
Covenants, 143–145
Covenant slack, 145
Credit analysis, 8–9, 36–38, 542–615

capital structure in, 36–38, 50, 545,
563–582

exercises/problems, 49–50, 61–62,
588–615, 689

financial distress prediction in, 584–585
General Motors, 544
liquidity measures in, 36–38, 49–50, 

543–563
solvency analysis in, 545, 563–582
what-if, 560–563, 590–593, 690

Credit default swap, 300
Creditor(s), 8, 16–17

debt, 17
debt securities and, 277
non-trade, 8
operating, 17
trade, 8

Credit ratings, 544, 582–584
exercises/problems, 601–603, 609–610
limitations of, 584

Credit risk, 582
Creditworthiness, 8, 582
Crucial factors, in analysis report, 655
Cumulative net deferral, 184
Currency swap; see Foreign currency swap
Currency translation; see Foreign currency

translation
Current assets, 18, 20, 227–234, 545–546;

see also specific types
cash ratio to, 552
composition, and liquidity, 559

Current exchange rate, 312
Current liabilities, 20, 133, 545–546

cash ratio to, 552–553
liquidity of, 558
quality of, 558

Current portion of long-term debt, 134
Current rate method, of currency

translation, 311–320
Current ratio, 546–552

Campbell Soup Company, 667–668
denominator of, 548
limitations of, 547
management of, 550, 589
numerator of, 547
relevance of, 546–547
for selected companies, 547
use for analysis, 548–552

Customers, financial analysis use by, 10

D
Days’ purchases in accounts payable, 558
Days’ sales in inventory, 556
Days’ sales in receivables, 554
Days to sell inventory, 36, 38

Computer software, deferred charges for,
366, 369

Conditional conservatism, 77
Conseco, 73
Conservatism, 77, 94–95, 97

and accounting distortions, 107
in contingent liabilities, 157
exercise/problem, 124
lack, in fair value accounting, 103, 104
in reported assets, 116
in reported provisions and liabilities, 116

Consistency
of accounting information, 76
in fair value accounting, 103

Consolidated balance sheets, 234, 284–288
Consolidated financial statements, 176,

280, 289
in business combinations, 289–299
Campbell Soup Co., A46–A66
Colgate Palmolive Co., A1–A45
debt in, 294–295
in equity method, 284–288
limitations of, 296–297

Consolidation; see also Business
combinations

mechanics of, 289–292
Contingencies, 156–158

unrecorded, 256–257
Contingent consideration, 293
Contingent liabilities, 156–158, 568

analysis of, 156–158
conditions for, 156
definition of, 156
exercises/problems, 209, 223–225
sources of information on, 157–158

Contingent valuation, 157
Continuing operations, income from, 20,

343–344
Continuing value, 42
Contracting incentives, 109
Contracts, revenues under, 363–364
Contra-equity account, 168
Contributed capital, 168
Contributed capital in excess of par or

stated value, 168
Controlling interests, 280
Conversion period, 557
Convertible bonds, 284
Convertible debt, 174–175, 214, 568
Core earnings, 95–96
Core income, 340–341, 344
Corporate governance, 73
Corporate responsibility reports, 27
Corridor method, 202–203
Cosmetic earnings management, 108
Cost approach, to valuation, 102
Cost of capital, 40
Cost of goods sold (COGS), 83, 235, 

236, 477
Counterparty, 299

IN4 Index
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Days to sell inventory ratio, 556n
Debt

convertible, 174–175, 214, 568
definition of, 134, 564
importance of, 564–565
leverage, 564–566; see also Financial

leverage
long-term, 134
private, 134
public debt, 134
short-term, 134–135
tax deductibility of interest, 566

Debt creditors, 17
Debt financing, 17, 134–145, 563–568

accounting for, 135–138
amortized cost vs. face value, 

138–141
analysis of, 138–142
Campbell Soup Company, 

670–673, 685
covenants in, 144–145
disclosures in, 138–140
exercises/problems, 207–208, 211–212,

214–220, 598–601
fair value accounting for, 141–142
leasing as, 135; see also Lease(s)
lender protections in, 142–145
motivation for, 565
security in, 143, 144–145
for selected companies, 565
seniority in, 142–143, 144

Debt provisions, 583
Debt ratings, 544, 582–584
Debt retirement, 142
Debt securities

accounting for, 277–279
definition of, 276
transfer between categories, 278–279

Debt-to-equity ratio
long-term, 36, 38
total, 36, 38

Debt valuation, 40
Declining-balance method, of 

depreciation, 248–249
Default, 563

protections in, 142–145
risk of, 8
technical, 143

Deferral, 342; see also specific types
cumulative net, 184
net, 184
pension cost, 184, 201–203

Deferred charges, 366–370
computer software, 366, 369
exercises/problems, 397
research and development, 

366–368
Deferred compensation contracts, 370
Deferred tax adjustments, 379
Deferred tax assets, 379–381, 384

employee stock option, 373–376
environmental liability, 213–214
fair value, 284, 307–310
income tax, 382
investment securities, 281–282
lease, 146–147, 149–150
merger and acquisition, 168
revaluation, 259–260
voluntary, 74, 121

Discontinued operations, 349–351
accounting for, 350–351
analysis of, 351
exercises/problems, 394, 400
frequency and magnitude of, 349, 350
income before, 343
income or loss from, 350

Discount, bonds issued at, 135–136
Discounted cash flow (DCF) 

method, 628
Discount rate, 40
Discretionary expenditures, 115
Disney; see Walt Disney Company
Disposal, gain or loss on, 350
Distress prediction, 584–585, 690–692
Diversified companies, challenges with,

486–487
Divestitures, 10
Dividend(s)

cash, 170
Colgate Palmolive Co., A42–A43
exercises/problems, 209
in kind (property), 170
preferred, earnings coverage of, 

579–580
preferred stock requirements, 

573–574
stock, 170

Dividend discount model, 41–43
Dividend payout, 16
Dodd, David, 507
Dow Chemical, 252
Duff and Phelps, 582
Dunlap, Albert, 108

E
Earned revenues, 83, 94
Earning(s); see also Income

Buffett criticism of reporting, 617
core, 95–96
pro forma, 20, 617
recasting and adjusting, 618–622,

642–644, 678–679
retained, 170–172

Earning power, 633–634; see also Earnings
coverage

definition of, 633
interim reports on, 637–638
measurement of, 633
time horizon for, 633–634

Earnings announcements, 69–70, 120

Deferred taxes, 378–382, 567
accounting for, 381–382, 384, 385
exercise/problems, 397–398, 402–403
valuation allowance for, 382, 385

Deferred tax liabilities, 379–381, 384
Defined benefit, 180–181, 209
Defined contribution, 180
Dell Computer

cash flow analysis, 419
income taxes of, 382, 383–384
operating assets of, 227

Dell Financial Services, 163–165
Delta Airlines

change in accounting estimate, 353
leasing, 220–222

Depletion, 243–244, 249, 251–253
Depreciation, 243–244, 246–249

accelerated, 248–249
activity methods of, 249
allocation method of, 246–249
analysis of, 251–253
Campbell Soup Company, 677
declining-balance method of, 248–249
vs. depletion, 249
exercises/problems, 268–269, 272–273
rate of, 246–247
special methods of, 249
straight-line, 247–248
sum-of-the-years’-digits method of, 

248–249
useful life in, 246–247, 251–252

Derivative(s), 299–306
accounting for, 300–302
analysis of, 303–305
case study of, 331–334
classification of, 300–301
defining, 299, 300
disclosures for, 299–300, 303
growth in, 299
inclusion in operating or nonoperating

income, 306
objectives for using, 303–304
risk exposure in, 303–306

foreign exchange, 303
interest rate, 303
transaction-specific vs. companywide,

305–306
Derivative financial instruments, 299
Diluted earnings per share, 373, 385–389
Dilution, 385
Dilutive securities, 389
Direct financing lease, 178
Direct method, for cash flow statement,

419, 425–427
Directors, 10, 73, 117
Directors and officers (D&O), liability

coverage for, 353
Disclosure

commitment, 159
debt financing, 138–140
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Earnings-based valuation, 628–638
Campbell Soup Company, 686–687
illustration of, 631–632
price to book ratio, 629–630, 631, 686
price to earnings ratio, 629, 630–631,

686, 687
Earnings before interest, taxes,

depreciation, and amortization
(EBITDA), 431–432, 617

Earnings before interest and taxes (EBIT),
345, 576–577

Earnings coverage, 563, 572–582
exercises/problems, 595–598
importance of measurements and

assumptions for, 580–581
interpretation of measures, 580–581

Earnings coverage analysis, 572
Earnings coverage of preferred dividends

ratio, 579–580
Earnings distribution, 16
Earnings forecasting, 618, 633–638

elements in, 635–636
interim reports for monitoring and

revising, 637–638
mechanics of, 635
reporting, 638

Earnings management, 13, 72, 95, 
108–112, 623–624

analysis implications of, 111–112
classificatory, 111
cosmetic, 108
definition of, 108
exercises/problems, 127–128
income taxes and, 385
mechanics of, 110–111
motivations for, 109–110
real, 108
restructuring charges and, 358–359
strategies for, 108–109

Earnings manipulation, 353–354
Earnings per share, 385–389

adjusting, 634
analysis of, 388
basic, 385–389
diluted, 373, 385–389
exercise/problems, 398–399, 

403, 411
Earnings persistence, 580, 618–627

definition of, 617–618
determinants of, 623–624
earnings management and, 623–624
earnings trend and, 623, 645–646
exercises/problems, 639–646
information on, 618–619
management incentives and, 624
persistent vs. transitory items, 

625–627
recasting and adjusting to determine,

618–622, 642–644, 678–679
in valuation, 630

exercises/problems, 397–398, 412–415
fair value of, 373
incentive, 372
intrinsic value approach to, 372
nonqualified, 372
reporting for, 373

Employer contributions, to pension, 183
Enron, 133, 164–166
Environmental liabilities, 213–214
EPBO; see Expected postretirement benefit

obligation
EPS; see Earnings per share
Equity, 9, 19–20

definition of, 133, 166, 564
free cash flow to, 41–43, 82
importance of, 564–565
liabilities at “edge” of, 174–176
return on, 37, 38–39
shareholders’; see Shareholders’ equity
trading on, 565–566

Equity analysis, 9–10, 616–649
earnings persistence in, 618–627
exercises/problems, 61–62, 639–649
fair value accounting and, 103
persistent vs. transitory items, 625–627
recasting and adjusting in, 618–622,

642–644, 678–679
Equity financing, 16–17, 563–568
Equity growth rate, 485
Equity investors, 9, 16; see also

Shareholders’ equity
Equity method accounting, 280, 284–288

analysis implications of, 287–288
exercises/problems, 326
mechanics of, 285–287
provision for taxes on undistributed

subsidiary earnings, 288
recognition of investee company

earnings in, 287
and statement of cash flows, 424–425
unrecognized capital investment 

in, 287
Equity securities

accounting for, 279–280
controlling interest–holdings of more 

than 50%, 280
definition of, 276
inconsistent definition of, 284
motivations for purchasing, 279
no influence–less than 20% holding, 279
significant influence–between 20% and

50% holding, 279–280
Equity valuation, 40–43

basis of, 40–41
Campbell Soup Company, 686–687
earning power and, 633–634
earnings-based, 618, 628–638, 686–687
earnings forecasts and, 633–638
exercises/problems, 51–52, 60, 

639–649, 687

Earnings quality, 13, 114–117
determinants of, 114–115
evaluation of, 112–113
exercises/problems, 128–129, 130–131
external factors and, 116–117
income statement analysis of, 115
income taxes and, 385

Earnings reinvestment, 16
Earnings retention ratio, 16
Earnings to fixed charges ratio, 572–576

computing, 575–576
illustration of, 576
pro forma computation of, 576

Earnings trend, 623, 645–646
Earnings variability, 580
Earn-out payment, 293
eBay, selling inventory on, 242
eBay Realty Trust, 163
Ebbers, Bernie, 14
EBIT; see Earnings before interest 

and taxes
EBITDA; see Earnings before interest,

taxes, depreciation, and
amortization

Economic income, 92–93, 340
vs. accounting income, 91–92, 94–95
adjustments for, 96

Economic information/news, 74
Economic pension cost, 198–200
Economic profit, 236
EDGAR database, 26
Effective interest rate, 135
Effective tax rate, 378
Efficient market hypothesis, 44–46

anomalies vs., 45
Buffett on, 45–46
implications for analysis, 44–46
semistrong form, 44, 45
strong form, 44, 45
weak form, 44, 45

Elimination, in business combinations, 289
Emerson Electric, 127
Employee benefits

compensation expense of, 373
postretirement; see Postretirement

benefits
supplementary, 370–376

Employee Retirement Income Security Act
(ERISA), 181

Employee stock options (ESOs), 371–376
accounting for, 373, 389–391
amortizing cost of, 390
analysis of, 376
balance sheet effects of, 390–391
characteristics of, 371–372
compensation expense of, 373, 390–391
determining cost of, 390
dilution of earnings per share, 373, 389
disclosures of, 373–376
economic costs and benefits of, 372
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fundamental valuation multiples in,
629–631

practical considerations in, 41–43
price to book ratio, 629–630, 631, 686
price to earnings ratio, 629, 630–631, 

686, 687
ERISA; see Employee Retirement Income

Security Act
ESOs; see Employee stock options
Estimation error, 13, 107
Ethics challenge, 63
Evidential matter, 655
Exchange price, 100; see also Fair value

accounting
Exchange rates, 312
Executive summary, 655, 684–885, 687
Exercise price, 371
Exit prices, 101
Expectations adjustment, 74
Expected postretirement benefit obligation

(EPBO), 204
Expected rate of return, 40
Expected return on plan assets, 183–184, 

201, 204
Expense(s), 342; see also specific expenses

administrative, 476
definition of, 342
net financial, 480
prepaid, 234, 548
selling, 475–476

Expense matching, 83, 93–94
Expensing, vs. capitalization, 245, 265
Explanatory notes, 27
Exposure Draft, 71, 425
External auditing, 73
Extractive industries

accounting for, 369–370
analysis implications for, 370
deferred charges in, 369–370
full-cost vs. successful-effort method in,

129–130, 369–370
off-balance-sheet financing in, 160

Extraordinary items, 347–349
accounting for, 347–348
adjustments to, 626–627
analysis of, 348–349
exercises/problems, 640–641
frequency and magnitude of, 347, 348
income before, 343
infrequent occurrence of, 347
persistent vs. transitory, 625–627
unusual nature of, 347

Exxon, 213–214

F
Face value, 135

amortized cost vs., 138–141
Factoring, 233
Fair value

definition of, 100–101, 277

exercises/problems, 119–131
manager responsibility for, 72
monitoring and enforcement, 72–73
statutory, 68–75, 120

Financial resources, 583
Financial statement(s), 19–27

adjusting, 113
adjusting for postretirement 

benefits, 191
alternative information sources vs.,

74–75
business activities on, 15–19
Campbell Soup Company, A46–A66
Colgate Palmolive Co., A1–A45
consolidated, 176, 280, 289

in business combinations, 289–299
debt in, 294–295
in equity method, 284–288
limitations of, 296–297

financing activities on, 16–17
investing activities on, 18
limitations of information, 79
links between, 25–26
operating activities on, 18–19
pro forma, 522–527
projected, 508–515
role of, 19

Financial statement analysis, 14, 27–46
applications of, 10, 651–701
building blocks of, 654
challenges of diversified companies,

486–487
common-size, 31–34, 49, 569, 661–667
comparative, 28–31, 48
as component of business analysis, 3–4,

6–7, 14
comprehensive case (Campbell Soup

Company), 655–687
definition of, 4; see also Financial analysis
efficient market hypothesis in, 44–46
exercises/problems, 47–65
interpretation in, 653–654
objectives of, 652
questions and criteria in, 652–653
ratio, 33–39
reporting on, 655
specialization in, 655–656
steps in, 652–654
tools for, 27–39, 653
valuation in, 36, 40–43

Financial statement analysis report, 655
Financing activities, 16–17; see also

specific types
analysis of, 132–225
exercises/problems, 207–225
on statement of cash flows, 419

Financing liabilities, 133
First-In, First-Out; see FIFO inventory

costing
Fitch Ratings, 544, 582

disclosures of, 284, 307–310
stock option, 373

Fair value accounting, 97–106, 307–311
adoption as revolution, 97
advantages and disadvantages of,

103–104
analysis implications of, 103–108,

310–311
assets and liabilities eligible for 

option, 307
for business combinations, 289
current status of, 105–106
for debt financing, 141–142
example of, 97–99
exercises/problems, 121
hierarchy of inputs in, 101–102
historical costs vs., 97, 99–100, 121
income in, 341
for investment securities, 277, 284
lack of conservatism in, 103, 104
measurement considerations in,

100–103, 310
opportunistic adoption of SFAS 159

in, 311
reporting requirements for, 307
selective application of, 307
valuation techniques in, 102–103

Fair value of bond, 137
Fair value option, 281
FASB; see Financial Accounting Standards

Board
Feasibility tests, 524
FIFO inventory costing, 235–236

analytical restatement of LIFO to,
239–240

analytical restatement to LIFO, 240–241
and balance sheet, 237
and cash flows, 237–238
exercises/problems, 264–267, 271–272
and profitability, 236–237

FIFO phantom profit, 236
Film industry, inventories of, 270–271
FIN 46, 133
Financial Accounting Standards Board

(FASB), 71, 133
Financial analysis, 11, 13–14
Financial assets, 18, 227
Financial distress prediction, 584–585,

690–692
Financial flexibility, 418, 560
Financial leverage, 564–566

Campbell Soup Company, 672–673
concept of, 565–566
and return on invested capital, 471,

479–481, 489–490, 497
Financial management, use of financial

analysis in, 10
Financial reports; see also specific types

alternative information sources vs.,
74–75
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Fixed charges
cash flow ratio to, 578–579
computing, 573–574
earnings available for, computing, 573
earnings ratio to, 572–576

computing, 575–576
illustration of, 576
pro forma computation of, 576

guarantees to pay, 574
Fixed term, 134
Flexibility, financial, 418, 560
Florida Gypsum Corporation, 690–692
Football-betting market, 44
Forecast horizon, 520
Forecasting, 506–541, 654

Campbell Soup Company, 679–684
cash flow, 520–527, 604–607
earnings, 618, 633–638
exercises/problems, 528–541, 690–692
long-term, 507–515
sales, importance of, 521–522
short-term, 520–527

Foreign currency swap, 300, 303
Foreign currency translation, 311–320

accounting for, 313–316
analysis implications of, 316–320
case studies of, 335–337
current rate method of, 311–320
exchange rates in, 312
exercises/problems, 326
gain or loss in, analysis of, 315–316
remeasurement in, 311–313
temporal method of, 311–312, 316–317
translation adjustments in, 311

Foreign earnings, quality of, 116
Foreign investment, accounting for, 316
Foreign subsidiaries, consolidation of,

311–316
Form 8-K, 70
Form 10-K, 68, 70
Form 10-Q, 68–69, 70, 638
Form 20-F, 70
Franchise revenues, 363
Free cash flow, 41, 82, 433
Free cash flow to equity, 41–43, 82
Frequent flyer miles, 157
Full-cost method, 129–130, 369–370
Fundamental analysis, 9–10
Fundamental (intrinsic) value, 9–10
Funding status, of pensions, 179–180, 182,

198, 201
Future earning power, 583
Futures contract, 300

G
GAAP; see Generally Accepted

Accounting Principles
Gains, 341–342, 361

nonrecurring, 625–626
Gains trading, 283

currency risk management, 306
leasing, 178
value of brand, 257

Idea elements, as intangible assets, 256
Identifiable intangibles, 254
Impairment, 243–244, 249–250, 354–357

analysis of, 253–254
of goodwill, 292–293, 357
of long-lived assets, 356–357
prior, reversal of, 258

Incentive stock option, 372
Income

accounting, 91–92, 93–97, 340, 341–342,
343–344

accumulated other comprehensive, 23,
172, 346

alternative classifications and measures
of, 342–344

analysis implications of, 95–97
comprehensive, 20, 172, 343, 

345–347, A7
concept of, 91–97, 340–341
from continuing operations, 20, 343–344
core, 340–341, 344
definition of, 339
before discontinued operations, 343
economic, 91–93, 340
before extraordinary items, 343
in fair value accounting, 104, 105
in historical cost vs. fair value model,

99–100
increasing, in earnings management, 109
measurement of, 340–347
net, 20, 82, 343

interpreting, 427–429
plus depreciation and amortization, 

431–432
nonoperating, 93, 306, 342–345
nonrecurring, 95, 342–344
operating, 93, 96–97, 306, 342–345
other comprehensive, 22–23, 172, 

345–346
permanent or recurring, 93, 95–96, 340,

342–344
residual, 42, 515, 628
taxable, 378

Income approach, to valuation, 102
Income shifting, 110–111
Income smoothing, 109, 127–128
Income statement, 20–22, 341

common-size, 31–33
exercises/problems, 53–54, 61
links with other financial statements, 

25–26
pension benefits and, 184
projected, 508–510
recasting and adjusting, 618–622, 

678–679
restructuring charges and, 359–360
for statement of cash flows, 420–424

Gap Inc., 461
General Electric

earnings management, 624
leasing, 178
prospective analysis, 528–529
value of brand, 257
warranties, 156

General expenses, 476
Generally Accepted Accounting Principles

(GAAP), 69, 70–72
General Motors

credit analysis, 544
depreciation, 251
earnings management, 624
postretirement benefits, 195

Gerstner, Louis, 110
Gillette, value of brand, 257
Goodwill

accounting definition of, 298
accounting for, consequences of,

297–299
analyst’s definition of, 298
in business combinations, 289–293, 294,

297–299
impairment of, 292–293, 357
as intangible asset, 254–256
negative, 294
as percentage of total assets, 297
write-offs for loss of, 255, 275

Google, value of brand, 257
Graham, Benjamin, 93, 507
Grant date, 371
Green report card, 27
Gross margin, 475
Gross profit, 20, 475
Gross profit margin, 37, 39
Gross profit percent, 475

H
Halliburton, 617
Hedges, 299; see also Derivative(s)
Held-to-maturity securities, 277–279
Hidden reserves, 122
Historical cost, 76

vs. fair value model, 97, 99–100, 121
in income measurement, 94

Historical exchange rate, 312
Holding company, 280
Holding gain, 236–237
Honda, value of brand, 257
Horizontal analysis, 28; see also

Comparative financial statement
analysis

HP (Hewlett–Packard), value of brand, 257

I
IASB; see International Accounting

Standards Board
IBM

big bath, 110
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Income taxes, 378–385
accounting for, 378–382
analysis of, 382–385
deferred, 378–382, 384, 567
disclosures of, 382
and earnings management, 385
and earnings quality, 385
exercise/problems, 397–398, 402–403
financial statement adjustments for, 382
forecast of income and cash flow from, 

384–385
temporary and permanent differences in, 

378, 379, 385
Indexing strategy, 45
Index-number trend analysis, 29–31, 50–53
Indirect method, for cash flow statement,

419, 426–427
Industry analysis, 11–12
Industry information, 74
Inefficiency, market, 45
Inferences, 655

Campbell Soup Company, 684–685, 687
cash flow, 430–431

Inflow–outflow (direct) method, for cash
flow statement, 419, 425–427

Information
accounting

relevance of, 75–76, 77–79
reliability of, 75–76
and stock prices, 78, 628–629

alternative sources, 74–75, 79
Information intermediaries, 74–75
Infrequent occurrence, of extraordinary 

items, 347
Initial public offerings (IPOs), 279

misdeeds, 40
subsidiary, gains on, 295

In-process research and development 
(IPR&D), 294

Inputs
hierarchy of, 101–102
observable, 101
unobservable, 101

Insurance companies, demands on 
corporations, 465

Intangible assets, 243, 254–257
accounting for, 254–255
amortization of, 255
analysis of, 255–256, 270
categories of, 254
definition of, 254
identifiable, 254
internally generated, 254
as percentage of total assets, 254
purchased, 254
unidentifiable, 255
unrecorded, 256–257
value of brands, 256–257

Integral reporting method, 637
Intel, value of brand, 257

days’ sales in, 556
days to sell, 36, 38, 556n
definition of, 234
exercises/problems, 264–267, 

270–272
impairment of, 357
lower of cost or market, 242–243
outdated, eBay sale of, 242
as percentage of total assets, 234
predictions from levels of, 237
quality of, 556

Inventory costing, 235–243
analytical restatement of, 239–241
and balance sheet, 237
Campbell Soup Company, 265, 266, 

667–670
and cash flows, 237–238
choice of method, 241
exercises/problems, 264–267, 

271–272
for manufacturing companies, 

241–242
and profitability, 236–237

Inventory days outstanding, 477
Inventory equation, 234–235
Inventory turnover, 477, 555–557
Inventory turnover ratio, 555
Invested capital

adjustments to, 465
defining, 464–465
for period, computing, 465
return on; see Return on invested capital

Investing activities, 18; see also specific types
analysis of, 226–273
exercises/problems, 264–273
intercorporate, 274–337
on statement of cash flows, 419

Investing scams, 17
Investment performance, evaluation of, 

321–322
Investment return analysis, 320–322
Investment securities, 276–284

accounting distortions from, 281, 
283–284

accounting for, 277–281
adjustment to financial statements 

due to, 320–321
analysis of, 281–284
classification of, 277, 284
in current ratio, 547–548
disclosures for, 281–282
evaluating performance of, 321–322
exercises/problems, 324–331
as percentage of total assets, 276
separating operating performance from

investing performance, 281–282
types of, 276, 277

IPOs; see Initial public offerings
Issued capital, 177
IT Technologies, Inc., 522–527

Intercompany transactions, 289
Intercorporate investments

analysis of, 274–337
business combinations, 288–299
derivative securities, 299–306
equity method for, 280, 284–288
exercises/problems, 324–337
foreign currency translation, 311–320
investment securities, 276–284
reasons for purchasing, 275

Interest, 134
analysis of, 377
capitalization of, 377
computation of, 377
definition of, 377
implicit in lease obligations, 573
tax deductibility of, 566

Interest bearing liabilities, 134
Interest cost, 377

other postretirement employee 
benefit, 204

pension, 182, 199
stock option, 372

Interest coverage ratio, 36, 38
Interest expense, 135, 377
Interest incurred, 573
Interest rate, effective, 135
Interest-rate swap, 300, 303
Interest tax shield, 345
Interfirm comparisons, 10
Interim reports, 637–638

analysis implications of, 638
exercises/problems, 641
integral reporting method in, 637
period-end accounting adjustments 

in, 637
seasonality and, 637
SEC requirements for, 638

Internal audits, 73
Internal financing, 16
International Accounting Standards Board

(IASB), 71–72
International activities

consolidation of foreign subsidiaries, 
311–316

foreign currency translation, 311–320
International Financial Reporting

Standards (IFRS), 71–72
asset revaluations under, 258–262
shareholders’ equity under, 177

International Mercantile Marine 
(IMM), 46

In-the-money stock option, 371
Intrinsic value, 9–10
Intrinsic value approach, 372
Inventories, 234–243

accounting and valuation, 234–236
analysis of, 236–243
cost flow of, 235–236
in current ratio, 548
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J
January effect, 45
Johnson Controls, 364

K
Kersh, Russell, 108
Keynes, John Maynard, 83
Kimberly Clark

comparative analysis, vs. Colgate, 
64–65

earnings coverage, 595–596
Kleenex, value of brand, 256–257
Kmart

accrual accounting, 85–88
discontinued operations, 351

Know-nothing defense, 14
Kodak (Eastman Kodak)

prospective analysis, 537–539
restructuring charges of, 339, 357–358
write-offs, 111

Kozlowski, Dennis, 72
Kraft

acquisition by Altria, 609–610
cash flow analysis, 452–454

L
Labor costs, 241–242
Labor unions

earnings management and, 110
financial analysis use by, 10
postretirement benefits and, 196, 205

Lands’ End
cash flow analysis, 455–456
profitability analysis, 500

Large stock dividends, 170
Last-In, First-Out; see LIFO inventory

costing
Leaning on the trade, 478
Lean manufacturing, 227
Lease(s), 135, 145–155

accounting and reporting for, 146–150,
178–179

airline industry, 220–222
analysis of, 150–154, 178–179
as commitment, 159
conversion of operating to capital, 

152–155
disclosures for, 146–147, 149–150
exercises/problems, 208, 211–212, 

220–222
illustration of, 147–149
interest implicit in obligations, 573
minimum payments, 145
motivations for, 151
reclassification, financial statements for,

154–155
and risk, 155
standard for, 150
synthetic, 163
types of, 145–146, 178

Long-term debt to equity capital 
ratio, 570

Long-term debt-to-equity ratio, 36, 38
Long-term operating asset turnover, 477
Loss(es), 342

nonrecurring, 625–626
Loss contingencies, 156–158, 208
Loss reserves, 157
Louis Vuitton, value of brand, 257
Lower of cost or market, 242–243
Lucent Technologies, 72

M
Management report, 26
Management’s Discussion and Analysis

(MD&A), 15–16, 26, 560, 
A48–A51

Manager(s)
and credit ratings, 583
efficiency, measurement of, 462
financial analysis use by, 10
incentives, and earnings persistence, 624
responsibility for reporting, 72
voluntary disclosure by, 74, 121

Managerial discretion, 72
Manufacturing

inventory-based predictions in, 237
inventory costing for, 241–242
lean, 227

Margin of safety, 145
Marketable securities; see Investment

securities
Market approach, to valuation, 102
Market-based measurement, 101
Market efficiency, 44–46
Market risks, 299
Market value, 100; see also Fair value 

accounting
Marsh Supermarkets, 127
Matching

accrual accounting and, 82–83
expense, 83, 93–94

Materiality, 76–77
Maturity, 134
McDonald’s, value of brand, 256–257
McKesson HBOC, 83
MD&A; see Management’s Discussion and

Analysis
Measurement date, 97, 100
Mercedes-Benz, value of brand, 257
Merchandise return, 232, 362–363
Merchandising companies, inventory-

based predictions in, 237
Merck & Co.

prospective analysis, 532–533
return on common equity, 493–494

Mergers, 10; see also Business combinations
AOL-Time Warner, 167
disclosures about, 168

Merrill Lynch, 13, 75, 164

Legal liability, 74
Lessee, 145
Lessor, 145
Letter to Shareholders, 15–16
Leverage; see Financial leverage
Leveraged buyout, 581
Liabilities, 19–20; see also specific types

book values of, adjustments to, 567
contingent, 156–158, 568
current, 20, 133, 545–546

cash ratio to, 552–553
liquidity of, 558
quality of, 558

definition of, 133
at “edge” of equity, 174–176
financing, 133
interest bearing, 134
noncurrent, 133
operating, 133
recognized at cost, 283–284

LIFO conformity rule, 237
LIFO inventory costing, 235–236

analytical restatement of FIFO to, 
240–241

analytical restatement to FIFO, 239–240
and balance sheet, 237
and cash flows, 237–238
characteristics of companies 

choosing, 241
exercises/problems, 264–267, 271–272
and profitability, 236–237

LIFO liquidation, 238–239
LIFO reserve, 237–238
Lines of credit

revolving, 134
unutilized, 142

Liquidating value of debt, 141
Liquidation, LIFO, 238–239
Liquidity, 9, 229–230, 418, 543–563, 654

Campbell Soup Company, 591, 
667–670, 685

cash-based ratio measures of, 552–553
cash flow measures of, 559
in credit analysis, 36–38, 49–50, 543–563
current assets composition and, 559
current ratio measure of, 546–552
definition of, 544
exercises/problems, 588–594
financial flexibility and, 560
importance of, 545
inventory turnover measures of, 555
operating activity analysis of, 553–558
and working capital, 545–553

Litigation, 73, 223–225, 284
Long-term accruals, 83–84
Long-term assets, 18, 227, 243–245; see also

specific types
accounting for, 243–244
types of, 243

Long-term debt, 134
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Micron, Synergy’s acquisition of, 
290–293, 295

Microsoft
development costs of, 369
investment securities of, 281–282, 324
value of brand, 257

MicroStrategy, 72
Miller, Robert S., 339
Minimum lease payments (MLP), 145
Minority interest, 175–176, 177, 

291–292, 568
MLP; see Minimum lease payments
Moody’s, 582
Morgan Stanley, 75
Motorola, 109
Mutual funds, 40

N
Natural resources, 245–254

analysis of, 250–254
depletion of, 243–244, 249, 251–253
impairment of, 243–244, 249–250,

253–254
valuation of, 246

Negative covenants, 143
Net cash flow, 82
Net deferral, 184
Net financial expense (NFE), 480
Net financial obligations (NFO), 

466–469, 480
Net financial return (NFR), 480
Netflix Inc., employee stock options of,

412–415
Net gain or loss, 202–203
Net income, 20, 82, 343

interpreting, 427–429
Net income plus depreciation and

amortization, 431–432
Net operating assets (NOA), 464
Net operating assets return; see Return on

net operating assets
Net operating asset turnover, 470–478

disaggregation of, 476–478
relation to profit margin, 471–478

Net operating profit after tax (NOPAT),
93, 345, 464, 468

Net operating profit margin, 470–471
Net operating working capital turnover, 478
Net periodic other postretirement benefit 

cost, 185
Net periodic pension cost, 183–184, 201
Net profit margin, 37, 39
Net realizable value, 230
Net trade cycle, 551–552
Neutrality, 75, 122–123
Newmont Mining, derivatives–hedging

activities of, 331–334
Newsletters, investment, 75
NFE; see Net financial expense
NFO; see Net financial obligations

Operating assets, net; see Net operating
assets

Operating cash flow, 82, 245, 417–418, 579
Operating creditors, 17
Operating cycle, 228–229, 418, 557
Operating income, 93, 96–97, 342–345

analysis implications of, 345
definition of, 344
derivative gains or losses and, 306
items excluded from, 344

Operating leases, 145–155, 208, 567
conversion to capital leases, 152–155
impact of, 151–152
reclassified, financial statements for,

154–155
and risk, 155

Operating liabilities, 133
Operating performance, 36–39

as building block of financial statement
analysis, 654

Campbell Soup Company, 676–679, 685
Operating profit margin, 37, 39, 474
Option contract, 300
Oracle, value of brand, 257
Ordinary stock dividends, 170
Other comprehensive income, 22–23, 172,

345–346
Other comprehensive income,

accumulated, 23
Other postretirement employee benefits

(OPEB), 179–180, 184–185
accounting for, 204
on balance sheet, 204

Out-of-the-money stock option, 371
Overhead, 241–242

P
Paid-in capital, 168
Paid-in capital, additional, 168
Paid-in capital in excess of par or stated 

value, 168
Par, bonds issued at, 135–136
Parent, 175–176
Partially owned subsidiary, 176
Patents, 270
Payable days outstanding, 478
Payment in kind (PIK) securities, 581
PBO; see Projected benefit obligation
PEG ratio, 632
Pension accounting

economics of, 181–183, 196–201
requirements for, 183–184, 201–203

Pension benefits, 179–184
accumulation and disbursement, 181
on balance sheet, 183–184, 203
defined, 180–181
elements of process, 180
employer contributions to, 183
exercises/problems, 209, 212–213, 214
funding of, 181

NFR; see Net financial return
Nike, value of brand, 256–257
NOA; see Net operating assets
Nokia, value of brand, 257
Noncontrolling interest, 175–176, 177,

291–292, 568
Noncurrent assets, 18, 227, 243–245; 

see also specific types
Noncurrent liabilities, 133
Nonoperating income, 93, 342–345

analysis implications of, 345
definition of, 344
derivative gains or losses and, 306

Nonqualified stock option, 372
Nonrecurring income, 95, 342–344
Nonrecurring items, 347–361

discontinued operations, 349–351
extraordinary items, 347–349
special items, 354–361

Nonrecurring nonoperating gains and 
losses, 626

Nonrecurring operating gains and losses,
625–626

Nonrecurring pension cost, 198, 199
Non-trade creditors, 8
NOPAT; see Net operating profit 

after tax
Notes receivable, 230

O
Objectivity, 246
Observable inputs, 101
Off-balance-sheet financing, 146, 

159–166, 567
Oil industry

accounting for, 369–370
analysis implications for, 370
full-cost vs. successful-effort method in,

129–130, 369–370
off-balance-sheet financing in, 160

One-line consolidation, 285, 287
OPEB; see Other postretirement employee

benefits
Operating activities, 18–19; see also

specific types
analysis of, 338–415
deferred charges, 366–370
exercises/problems, 394–415
income concepts and measurement,

339–347
income taxes, 378–385
interest cost, 377
nonrecurring items, 347–361
revenue recognition, 361–366
on statement of cash flows, 419
supplementary employee benefits,

370–376
Operating activity analysis, of liquidity, 

553–558
Operating assets, 18, 227
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Pension benefits—Cont.
funding status of, 179–180, 182, 198, 201
manager manipulation of 

assumptions, 194
market valuation of, 192
payments to retirees, 183
vesting in, 180

Pension cost, 182, 198–201
articulation of, 201
economic, 198–200
interest, 182, 199
net periodic, 183–184, 201
nonrecurring, 198, 199
prior service, 182, 199
recognized, 183–184, 201–203
recurring, 198–199
service, 182, 198–199

Pension crisis, 179–180, 194
Pension fund, 180
Pension intensity, 194–196
Pension obligation, 182

accumulated, 197–198
computation of, 197–198
nature of, 180–181
projected, 183, 198

Pension plan, 180
Pension plan assets, 182, 198

actual return on, 200
expected return on, 183–184, 201, 202
return on, 182

Pension risk exposure, 194–196
Percentage-of-completion method,

363–364, 395
Period costs, 83
Period-end adjustments, 637
Permanence, of operating cash flows, 579
Permanent differences, 378, 379, 385
Permanent income, 93, 95–96, 340,

342–344
Persistence; see Earnings persistence
Philip Morris Companies (Altria Group)

bond rating, 609–610
cash flow analysis, 452–454
contingent liabilities, 223–225

Planning activities, 15–16
Plant assets

analysis of, 250–254
depreciation of, 243–244, 246–249,

251–253, 268–269, 272–273
exercises/problems, 265–266, 267,

268–269, 272–273
impairment of, 243–244, 249–250,

253–254, 354–357
as percentage of total assets, 246
valuation of, 246

Post-earnings announcement drift, 78
Postretirement benefits, 179–205

accounting specifics for, 196–205
actuarial assumptions on, 179, 192–194
analysis of, 189–196

Prospective analysis, 10, 14, 506–541
cash flow forecasting, 520–527
exercises/problems, 528–541
long-term forecasting in, 507–515
projection process in, 508–520
security valuation in, 508, 515–517
sensitivity analysis in, 514–515
short-term forecasting, 520–527
trends in value drivers, 518–520

Prospectus, 70
Protections, in debt financing, 142–145
Proxy, 27
Proxy statements, 27, 70
Public debt, 134
Purchase agreements, 159
Push-down accounting, 296
Put option, 300

Q
QSPE; see Qualifying special purpose

entity
Quaker Oats Company

maintenance and repair expenses,
639–640

prospective analysis, 528, 535–537
recasted income statement, 642
return on invested capital, 492–493

Qualifying special purpose entity (QSPE),
163–164

Quarterly report, 68–69, 70, 120
Quick (acid-test) ratio, 36, 38, 559, 667–668

R
Rate of return, expected, 40
Ratio analysis, 33–39, 62–63; see also specific

ratios
Campbell Soup Company, 63, 667–668
exercises/problems, 54–60
factors affecting, 35
illustration of, 36–37
ratio interpretation in, 35

Ratio management, 550
Raw materials, inventory cost of, 241–242
Real earnings management, 108
Realizable revenue, 83, 94
Realized revenue, 83, 94
Recasting, 618–622, 642, 678–679
Receivables, 230–234

analysis of, 231–234
authenticity of, 232
collection risk, 231–232, 264
definition of, 230
impairment of, 357
securitization of, 160–161, 232–234
valuation of, 230

Receivables collection period, 554n
Reclassification adjustment, 346
Recognition lags, 79
Recognized pension cost, 183–184, 201–203
Recourse, 233

cash flow implications of, 196
exercises/problems, 209, 212–213, 

214, 225
reconciling economic and reported

numbers, 189–190
reporting of, 185–189
sensitivity analysis of, 192–194
and statement of cash flows, 425

Preferred dividends, earnings coverage of,
579–580

Preferred stock, 168–169
in capital structure analysis, 568
dividend requirements, 573–574
redeemable, 175

Premium, bonds issued at, 135–136
Prepaid expenses, 234, 548
Present value theory, 40
Pressler, Paul, 461
Price to book (PB) ratio, 629–630, 631, 686
Price to earnings (PE) ratio, 629, 630–631,

686, 687
PricewaterhouseCoopers, 27, 72
Principal, 134
Principles-based standards, 72
Prior service cost

amortization of, 203, 204
other postretirement employee 

benefit, 204
pension, 182, 199, 203

Private debt, 134
Product costs, 83
Product financing arrangements, 363
Profit; see also Income

gross, 20, 475
inventory costing and, 236–237

Profitability analysis, 13, 36–39; see also
Return on invested capital

as building block of financial statement
analysis, 654

Campbell Soup Company, 676–679, 685
exercises/problems, 50
Gap Inc., 461

Profit margin(s), 37, 38–39, 39
Campbell Soup Company, 676–679
disaggregation of, 474–476
gross, 20, 475
net operating, 470–471
operating, 37, 39, 474
relation to asset turnover, 471–478

Pro forma earnings, 20, 69, 617
Pro forma financial statements, 522–527
Projected balance sheet, 510–514
Projected benefit obligation (PBO), 183, 198
Projected income statement, 508–510
Projected statement of cash flows, 

514–515
Projection process, 508–520
Property, plant, and equipment (PPE),

245–254; see also Plant assets
Property dividend, 170
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Recurrence, 625
Recurring (permanent) income, 93, 95–96,

340, 342–344
Recurring pension cost, 198–199
Redeemable preferred stock, 175
Red flags, 113
Regulation; see also Securities and

Exchange Commission; specific
regulations

and earnings quality, 116–117
statutory financial reports, 68–75, 120

Regulation 14-A, 70
Regulators, financial analysis use by, 10
Relevance

of accounting information, 75–76, 77–79
vs. reliability, 107–108

Reliability
of accounting information, 75–76
vs. relevance, 107–108

Remeasurement, in currency translation,
311–313

Reported income; see Accounting income
Representational faithfulness, 75
Research and development

accounting for, 367–368
analysis of, 368
costs identified with, 367–368
deferred charges for, 366–368, 397
expense, 115
in-process, 294
valuing expenditures on, 367

Reserve(s), 177
Reserve recognition accounting, 369–370
Residual income, 42, 515, 628
Residual income model, 42–43, 52
Residual income valuation model, 515–517
Residual interest, 9, 169
Restructuring charges, 354–358

analysis of, 358–361
balance sheet adjustments for, 361
earnings management through, 358–359
exercises/problems, 405–410
income statement adjustments for,

359–360
Kodak, 339, 357–358
types of losses reported, 358

Retained earnings, 170–172
Retirement benefits; see Postretirement 

benefits
Return, 16
Return on assets, 37, 38–39
Return on common equity (ROCE), 37,

38–39, 465, 469–470
analysis of, 478–485
behavior across time, 485
Campbell Soup Company, 483–484,

672–675, 685
disaggregation of, 479–481, 483–484
exercises/problems, 489–505
for selected industries, 479

ROCE; see Return on common equity
ROI; see Return on invested capital
Rule of thumb analysis, 550–551

S
Safe Harbor Rules, 74
Sale-leaseback, 179
Sales forecasting, 521–522
Sales-type leases, 178, 208
Samsung, value of brand, 257
Sarbanes-Oxley Act, 12, 27, 72, 133
SARs; see Stock appreciation rights
Scams, 17
SCF; see Statement of cash flows
Sears, Roebuck and Company

profitability analysis, 501–505
securitization by, 233–234

Seasonality, 69, 637
Securities; see Investment securities; 

specific types
Securities and Exchange Commission

(SEC)
Buffett’s criticism of, 71
charges brought by, 35
EDGAR database, 26
enforcement and monitoring by, 71,

72–73
filing complaint with, 13
interim report requirements, 638
on redeemable preferred stock, 175
statutory financial reports to, 68–75

Securitization, 160–161, 232–234, 425
Security, for debt, 143, 144–145
Security analysts, 74–75
Segment reports, 486–487
Selling expenses, 475–476
Sell-side analysts, 74–75
Seniority, of debt, 142–143, 144
Sensitivity analysis, 514–515

of postretirement benefits, 192–194
Service, as intangible asset, 256
Service cost

other postretirement employee 
benefit, 204

pension, 182, 198–199
prior, 182, 199, 203, 204

Settlement date, 300
SFAS; see Statements of Financial

Accounting Standards
Share-based compensation expense, 373
Share capital, 22, 177; see also Equity
Shareholders’ equity, 166–177

analysis of, 167
Campbell Soup Company, 208, A55
changes in, statement of, 22–23, A6
Colgate Palmolive Co., 22–23, A6
exercises/problems, 208–209
reporting, under IFRS, 177
return on; see Return on common equity
subordination of, 166

Return on equity, 37, 38–39
Return on invested capital, 36–39, 460–505

as building block of financial statement
analysis, 654

Campbell Soup Company, 481–483, 
671–675, 685

components of, 463–470
computation of, 463, 465–470, 481–483
definition of, 461
exercises/problems, 489–505
importance of, 462–463
measure for planning and control, 463
measuring managerial efficiency, 462
measuring profitability, 463

Return on investment; see Return on 
invested capital

Return on net operating assets (RNOA),
464, 466–469

analysis of, 470–478
Campbell Soup Company, 482–483, 

671–675, 685
disaggregation of, 470–471, 483
exercises/problems, 489–505
leverage effect and, 471
relation between profit margin and asset

turnover, 471–478
for selected industries, 470

Revaluation
analysis implications of, 260–262
asset, under IFRS, 258–262
disclosures of, 259–260
reversal of prior impairment, 258

Revaluation model, 258–262
Revaluation surplus, 258
Revenue(s), 341–342

under contracts, 363–364
definition of, 341, 361
earned, 83, 94
franchise, 363
realized or realizable, 83, 94
unearned, 364

Revenue collection, uncertainty in, 362
Revenue recognition, 83, 93–94, 361–366

analysis implications of, 364–366
criteria for, 362
exercises/problems, 395–396, 

400–402, 405
guidelines for, 362–364
right of return and, 362–363

Revlon Inc., 215–219
Revolving lines of credit, 134
Right of return, 232, 362–363
Risk

accounting, 13
collection, 231–232, 264
default, 8
market, 299
pension, 194–196

Risk analysis, 13–14, 50
Rite Aid, 417
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Shell companies, 133
Short-selling, 45
Short-term accruals, 82, 83–84
Short-term cash forecasting, 520–527
Short-term debt, 134–135
Short-term debt to total debt ratio, 571
Short-term forecasting, 520–527
Short-term notes, 134–135
Short-term obligations, 545
Signaling, 74
Simple capital structure, 386
Small stock dividends, 170
Smith Barney, 75
“Soft” information, 487
Software, deferred charges for, 366, 369
Solvency, 9, 418, 545, 654
Solvency analysis, 36–38, 563–582

asset-based measures for, 571–572
Campbell Soup Company, 670–673, 685
capitalization and, 245
capital structure composition and,

568–572
capital structure measures for, 569–571
earnings and, 563, 572–582
exercises/problems, 590, 594–601

Special items, 354–361
frequency and magnitude of, 354, 355
types and makeup of, 354–356

Specialization, 655–656
Special purpose entities (SPEs), 133,

160–166, 233–234, 425, 567
concept of, 160
examples of, 162–166
popularity of, reasons for, 161
qualifying, 163–164

Specific exchange rate, 312
SPEs; see Special purpose entities
Spin-offs, 170–172
Split-offs, 170–172, 205
Spread, and return on common equity,

479–481
Standard & Poor’s, 544, 582
Statement(s); see specific statements
Statement of cash flows (SCF), 23–24,

417–427
acquisitions of companies with stock

and, 425
Campbell Soup, A54
Colgate Palmolive Co., A8
constructing, 419–424
direct method for, 419, 425–427
equity method investments and,

424–425
indirect method for, 419, 426–427
links with other financial statements,

25–26
postretirement benefit costs and, 425
projected, 514–515
purpose of, 418
questions addressed, 418

Target Corporation, 508–515
TAT; see Total asset turnover
Tax(es)

Campbell Soup Company, 677–679
deductibility of interest, 566
income; see Income taxes

Taxable income, 378
Tax rate

effective, 378
statutory, 378

Technical analysis, 9
Technical default, 143
Technological feasibility, 369
Temporal method, of currency translation,

311–312, 316–317
Temporary differences, 378, 379, 385
Tenneco Co., 130, 175
Terminal value, 42
Through-put agreements, 159
Tice, David, 275
Times interest earned, 36, 38
Times interest earned ratio, 576–577
Time value of money, 40
Time Warner, Inc., merger with AOL, 167
Timing, accrual accounting and, 82–83
Titanic disaster, market reaction to, 46
Total asset turnover (TAT), 519
Total debt ratio, 569–570
Total debt to equity capital ratio, 570
Total debt to equity ratio, 36, 38
Total debt to total capital ratio, 569–570
Toyota, value of brand, 257
Toys “R” Us, 405–410
Trade creditors, 8
Trading on the equity, 565–566
Trading securities, 278–279
Transactions, in income measurement, 94
Transactions-based accounting, 76; see also

Historical cost
Transitory income, 95, 340
Transitory items, 625–627

effects on company resources, 626–627
effects on management evaluation, 627

Translation adjustments, currency, 311
Treasury stock, 168, 209
Trend statements, 623, 645–646, 664
Trustees, pension, 180
Tyco International, Ltd.

scandal, 27, 72, 330–331
subsidiary IPO, 295

U
UAL (United Airlines), leasing, 220–222
Unconditional conservatism, 77
Underfunded pension plans, 179–180, 

182, 198
Unearned revenue, 364
Unidentifiable intangibles, 255
Unit-of-production methods, 249
Unobservable inputs, 101

reporting by activities, 419
securitization of accounts receivables

and, 425
special topics, 424–425

Statements of Financial Accounting
Standards (SFAS), 71

SFAS 157, 307
SFAS 159, 307, 311

Statutory financial reports, 68–75, 120
Statutory tax rate, 378
Stock

book value per share, 172–174
capital, 167–169
common, 168, 169
preferred, 168–169, 175
treasury, 168, 209

Stock appreciation rights (SARs), 370–371
Stock-based compensation; see Employee

stock options
Stock dividend, 170
Stock options, employee; see Employee

stock options
Stock prices; see also Equity valuation

accounting information and, 78, 628–629
earnings management and, 109–110
fair value disclosures and, 284
value driver trends and, 518–520

Straight-line depreciation, 247–248
Strategy analysis, 10–12
Subordination, 166
Subsidiary(ies), 280

divesting of, 170–172
foreign, consolidation of, 311–316
IPOs, gains on, 295
partially owned, 176
undistributed earnings of, taxes on, 288

Substitution hypothesis, 151
Successful-efforts method, 129–130,

369–370
Summary evaluation, 655, 684–685, 687
Sum-of-the-years’-digits method, of

depreciation, 248–249
Sunbeam, 108
Supplemental information, 27
Supplementary employee benefits, 370–376
Sustainable earning power, 9, 13, 93, 340
Sustainable equity growth rate, 485
Sustainable (permanent) income, 93, 

95–96, 340
Swap contract, 300
Swartz, Mark, 72
SwissCo. Ltd., 317–320, 335
Syminex Corp., 516–517
Synergy Corp., 290–293, 295
Synthetic lease, 163

T
Take-or-pay arrangements, 159
TAM Linhas Aéreas S.A., 259–262
Tangible assets, 243, 245–254
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Unrecorded assets, 256–257, 265
Unrecorded contingencies, 256–257
Unrecorded intangibles, 256–257
Unusual nature, of extraordinary items, 347
Useful life, 246–247, 251–252
US GAAP, 71

V
Valuation, 14, 36, 40–43; see also

Revaluation
accounting-based, 628–629
as building block of financial statement

analysis, 654
Campbell Soup Company, 679–684,

686–687
contingent, 157
cost approach, 102
discounted cash flow method, 628
earning power and, 633–634
earnings-based, 618, 628–632, 686–687
earnings forecasts and, 633–638
earnings persistence and, 630
exercises/problems, 51–52, 60, 125,

639–649
in fair value accounting, 102–103
income approach, 102
inventories, 234–243
market approach, 102
natural resources, 246
plant assets, 246
price to book ratio, 629–630, 631, 686
price to earnings ratio, 629, 630–631,

686, 687
prospective analysis and, 508, 515–517

Wasting assets, 246; see also Natural
resources

Weighted-average exchange rate, 312
Wells Fargo

commitments, 159
fair value accounting, 307–311

Wendt, Gary, 73
What-if analysis, 560–563, 590–593, 690
Willens, Robert, 275
Window-dressing, 550, 589
Working capital, 20, 228–229

liquidity and, 545–553
net operating, 478

Working capital accruals, 83–84
WorldCom, 110
Wrestling Federation of America, Inc., 403
Write-downs, 250, 624
Write-offs

big bath strategy, 109–110, 127–128,
157, 339, 358, 623

goodwill, 255, 275
restructuring charges, 339, 354–358

X
Xilinx Inc., 174–175

Y
Yahoo!, 456–457
Year-end adjustments, 69
Year-to-year change analysis, 28–29
Yield to maturity, 40

Z
Z-score, Altman, 584–585

receivables, 230
research and development 

expenditures, 367
residual income model, 515–517

Valuation allowance, 382, 385
Valuation multiples, fundamental, 

629–631
Value drivers, trends in, 518–520
Value irrelevant components, 95, 340
Variable interest entities (VIEs), 161
Verifiability, 75
Vertical analysis, 31; see also Common-size

financial statement analysis
Vesting

pension, 180
stock option, 371

Vesting date, 371
Vesting periods, 371
Viacom

goodwill write-off, 255, 275
transitory items, 627

VIEs; see Variable interest entities
Voluntary disclosure, 74, 121

W
Wal-Mart

accrual accounting, 85–88
profitability analysis, 501–505

Walt Disney Company
acquisition of Capital Cities/ABC, 292
return on invested capital, 498–500
value of brand, 257

Warranties, as contingent liabilities,
156–158
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