Pricey Stocks Risk a Fall Into the GAAP


By Justin Lahart;Associate Editor; 01/28/2002 07:10 AM EST
The S&P 500's Yawning GAAP 
GAAP earnings as a percentage of earnings as reported by First Call
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Sources: Standard & Poor's, Thomson Financial/First Call

GAAPing Higher 
The S&P 500's trailing P/E, using GAAP Earnings
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"Never underestimate Wall Street's ability to find a way to get you to invest," says Jeff Saut, chief investment strategist for Raymond James. "Nobody pays much attention to GAAP earnings because it's in nobody's best interest to do that." On a price-to-earnings basis, moreover, the S&P looks exceedingly expensive when you use GAAP. It currently trades at 43 times 2001 earnings. That's about three times the low it hit in the last recession. 

But even more than a valuation problem, the huge difference between S&P 500 companies' earnings on a GAAP basis and on a pro forma basis poses a tremendous event risk for investors. In the post-Enron world, these specious pro forma results aren't going to fly. Securities regulators are out for blood in this game. And they have $170 billion to play with. 

Zum Kompletten Bericht:
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