Kimberly-Clark Corporation (KMB)

Solution to Continuing Case, Chapter 11
FREE CASH FLOW FROM BALANCE SHEETS AND INCOME STATEMENTS 
	Method 1
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	C-I=OI-Change in NOA
	 
	 
	 
	 
	 
	 

	 
	 
	Operating Income
	 
	 
	 
	 
	 
	 $2,500 
	 

	 
	 
	Net Operating Assets (2010)
	 
	 
	 $ 11,521
	 
	 
	 

	 
	 
	Net Operating Assets (2009)
	 
	 
	    11,015 
	 
	      506
	 

	 
	 
	Free cash flow
	 
	 
	 
	 
	 
	   1,994
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Method 2:
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	C-I=NFE-Change in NFO+d+MI income- Change in MI in B/S
	 
	 
	 

	 
	 
	Net financial expense
	 
	 
	 
	 
	 
	      141 
	 

	 
	 
	Net financial obligations (2010)
	 
	 
	 $   5,050 
	 
	 
	 

	 
	 
	Net financial obligations (2009)
	 
	 
	      5,075 
	 
	        25 
	 

	 
	 
	Net dividend
	 
	 
	 
	 
	 
	   1,729
	 

	 
	 
	Minority interest in income
	 
	 
	 
	 
	      100
	

	 
	 
	Change in minority interest in balance sheet
	 
	 
	         (1)
	 

	 
	 
	Free cash flow 
	 
	 
	 
	 
	 
	   1,994
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


The net dividend is from the reformulated equity statement in the solution to Chapter 9. 
REFORMULATED CASH FLOW STATEMENT
Review the solution to the Continuing Case for Chapter 8.

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	KIMBERLY-CLARK CORPORATION 
	 

	Reformulated Cash Flow Statement
	 

	(in millions of dollars)
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	2010
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Free Cash Flow:
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Reported cash from operations
	 
	 
	 
	 
	    2,744
	 

	 
	 
	Net interest paid after tax
	 
	 
	 
	 
	      144
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	       2,888
	 

	 
	 
	Cash investments reported
	 
	 
	    781
	 
	 
	 

	 
	 
	Investment in marketable securities
	 
	              1 
	 
	 
	 

	 
	 
	Sales of investments
	 
	 
	 
	             47
	 
	 
	 

	 
	 
	Net increase in time deposits
	 
	 
	            117  
	 
	       946
	 

	 
	 
	Free cash flow
	 
	 
	 
	 
	 
	       1,942
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Financing Flow to Claimants
	 
	 
	 
	 
	 
	 

	 
	Debt financing

    Net decrease in

    Investments -above
	
	 
	 
	 
	                         (165)
	 
	 

	 
	 
	Net decrease in s-t debt 
	 
	 
	   28   
	 
	 
	 

	 
	 
	Proceeds from issuance of long-term debt
	 
	(515)
	 
	 
	 

	 
	 
	Repayments of long-term debt
	 
	 
	 506
	 
	 
	 

	
	
	Interest payments after tax
	
	
	 144
	
	
	

	 
	 
	Cash paid on preferred securities                             
	                         
	                           
	54 
	
	 
	 

	 
	 
	Investment in cash equivalents
	 
	 
	  104
	 
	        156
	 

	 
	Equity financing
	 
	 
	 
	
	 
	 
	 

	 
	 
	Share issues (from exercise of options)
	 
	           (131)
	 
	 
	 

	 
	 
	Repurchase of share
	 
	 
	 
	             803 
	 
	 
	 

	 
	 
	Dividends
	 
	 
	 
	 
	          1,066 
	 
	 
	 

	 
	 
	Other 
	 
	 
	 
	 
	               48 
	 
	        1,786
	 

	Total financing flows
	 
	 
	 
	 
	 
	        1,942   
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


Net interest, after tax, is calculated as follows:

	 
	 
	Interest payments
	 
	 
	 
	 
	 
	 $        248 
	 

	 
	 
	Interest income
	 
	 
	 
	 
	 
	           (20)
	 

	 
	 
	Net interest paid before tax
	 
	 
	 
	 
	        228
	 

	 
	 
	Tax benefit (36.8%)
	 
	 
	 
	 
	 
	83.9
	 

	 
	 
	Net interest paid after tax
	 
	 
	 
	 
	144.1
	 


	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


For some comparison over time, here is the statement of cash flow for KMB for 2004. 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	KIMBERLY-CLARK CORPORATION 
	 

	Reformulated Cash Flow Statement
	 

	(in millions of dollars)
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	2004
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Free Cash Flow:
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Reported cash from operations
	 
	 
	 
	 
	2726.2
	 

	 
	 
	Net interest paid after tax
	 
	 
	 
	 
	101.4
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Cash investments reported
	 
	 
	495.4
	 
	 
	 

	 
	 
	Investment in marketable securities
	 
	               11.5 
	 
	 
	 

	 
	 
	Sales of investments
	 
	 
	 
	             (38.0)
	 
	 
	 

	 
	 
	Net increase in time deposits
	 
	 
	              22.9 
	 
	499.0
	 

	 
	 
	Free cash flow
	 
	 
	 
	 
	 
	2328.6
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Financing Flow to Claimants
	 
	 
	 
	 
	 
	 

	 
	Debt financing

    Net increase in

    Investments -above
	
	 
	 
	 
	               (3.6)
	 
	 

	 
	 
	Net decrease in s-t debt 
	 
	 
	54.7   
	 
	 
	 

	 
	 
	Proceeds from issuance of long-term debt
	 
	             (38.7)
	 
	 
	 

	 
	 
	Repayments of long-term debt
	 
	 
	199.0
	 
	 
	 

	
	
	Interest payments after tax
	
	
	
	 101.4
	
	

	 
	 
	Proceeds from preferred securities
	 
	 
	 
	(125.0)
	 
	 

	 
	 
	Investment in cash equivalents
	 
	 
	55.9
	 
	243.7
	 

	 
	Equity financing
	 
	 
	 
	
	 
	 
	 

	 
	 
	Share issues (from exercise of options)
	 
	           (290.0)
	 
	 
	 

	 
	 
	Repurchase of share
	 
	 
	 
	         1,598.0 
	 
	 
	 

	 
	 
	Dividends
	 
	 
	 
	 
	            767.9 
	 
	 
	 

	 
	 
	Other 
	 
	 
	 
	 
	                9.0 
	 
	      2084.9 
	 

	Total financing flows
	 
	 
	 
	 
	 
	      2328.6   
	 


________________________________________________________________________
Differences in calculations of free cash flow
Methods 1 and 2 yield a free cash flow of $1,994 million while the reformulated cash flow statement reports $1,942 million. This is pretty close!
Methods 1 and 2 always agree, provided the income is comprehensive income. But the number there usually disagrees with that in the reformulated cash flow statement, and often by a lot more than the small discrepancy here. The difference is explained by one of the reasons given on page 352 of Chapter 11. For international companies, the exchange rate reason is at work. Watch for “as-if” non-cash transactions, particularly acquisitions with an exchange in shares. 
What does the reformulated cash flow statement say? Well, KMB generated $1,942 million free cash flow during 2010, coming from $2,888 million in cash from operations net of $946 million of investment in operations. That free cash flow was divided between net payouts to shareholders of $1,786 million and to net debtholders of $156 million. Note it is cash to net debtholders: some cash was paid out on debt owed, but other cash pertained to debt owned. 

