Kimberly-Clark Corporation (KMB)

Solution to Continuing Case, Chapter 3
PRICING MULTIPLES

For levered multiples (applying to the equity), the price numerator is equity price, usually on a total market value basis calculated as follows:

Equity market value = Price per share × Shares outstanding




         = $65.24 × 406.9 million


                                 = $26,546 million

For unlevered (enterprise) multiples, the price numerator is the enterprise price:
     Value of the firm (enterprise) = Value of the equity + Value of debt + Value of the 

                                                                                                    Minority Interest





= $26,546 + $5,050 + $1,280





= $32,876

See the solution to the Chapter 2 Case for an explanation of these calculations.
Here are a number of pricing multiples than can be calculated:

P/B ratio = $26,546/5,917 = 4.49

The P/B ratio can also be calculated with per-share numbers as

P/B = $65.24/$14.54 = 4.49

Enterprise P/B = $32,876/$11,252


 = 2.92
The book value of the enterprise, in the denominator, is


Enterprise book value = Equity book value + Net debt + Noncontrolling Interest



            = $5,917 + $5,050 + 285




= $11,252


Price/Sales = $32,876/$19,746 = 1.66        (always calculated as an enterprise ratio)
Price/ebit = $32,876/$2,954 = 11.13              (always calculated as an enterprise ratio)           






(See Ch 2 solution for ebit)
Price/ebitda = $32,876/$3,767
                    = 8.73

ebitda = ebit + depreciation + amortization


           = $2,954 + 813

           = $3,767
Where do you find depreciation and amortization? Always in the cash flow from operations section of the cash flow statement.
Forward P/E = $65.24/$4.98

          = 13.10                               (analysts’ consensus eps forecast for 2011 is in







 the Case for Chapter 1)

Trailing P/E = ($65.24 + $2.64)/$4.47
                     = 15.19
This adjusts for the dividend (appropriately), so is different from that you calculated in the Chapter 2 Case. Do you understand why the dividend is added to the numerator?

COMPARABLES
Here are the business model statements for PG, ENR, and JNJ from their 2010 annual reports. Compare them with the KMB business model that you looked at in the Case for Chapter 1. 
Proctor & Gamble (PG)
Our business is focused on providing branded consumer packaged goods of superior quality and value to our consumers around the world. This will enable us to execute our Purpose-inspired growth strategy: to touch and improve more consumers’ lives, in more parts of the world, more completely. We believe this will result in leadership sales, earnings and value creation, allowing employees, shareholders and the communities in which we operate to prosper. 
Our products are sold in more than 180 countries primarily through mass merchandisers, grocery stores, membership club stores, drug stores and high-frequency stores, the neighborhood stores which serve many consumers in developing markets. We continue to expand our presence in other channels, including department stores, perfumeries, pharmacies, salons and e-commerce. We have on-the-ground operations in approximately 80 countries.

	
	
	

	
	
	Management’s Discussion and Analysis


Our market environment is highly competitive with global, regional and local competitors. In many of the markets and industry segments in which we sell our products, we compete against other branded products as well as retailers’ private-label brands. Additionally, many of the product segments in which we compete are differentiated by price (referred to as super-premium, premium, mid-tier value and low-tier economy products). Generally speaking, we compete with super-premium, premium and mid-tier value products and are well positioned in the industry segments and markets in which we operate—often holding a leadership or significant market share position. 
Organizational Structure 
Our organizational structure is comprised of three Global Business Units (GBUs), along with Global Operations, Global Business Services (GBS) and Corporate Functions (CF). 
GLOBAL BUSINESS UNITS 
Our three GBUs are Beauty and Grooming, Health and Well-Being and Household Care. The primary responsibility of the GBUs is to develop the overall strategy for our brands. They identify common consumer needs, develop new product innovations and upgrades and build our brands through effective commercial innovations and marketing plans. 
Under U.S. GAAP, the business units comprising the GBUs are aggregated into six reportable segments: Beauty; Grooming; Health Care; Snacks and Pet Care; Fabric Care and Home Care; and Baby Care and Family Care. The following provides additional detail on our GBUs and reportable segments and the key product and brand composition within each. 
Beauty and Grooming 
Beauty: We are a global market leader in the beauty category. Most of the beauty markets in which we compete are highly fragmented with a large number of global and local competitors. In female beauty, we compete with a wide variety of products, ranging from cosmetics to female blades and razors to skin care. Our largest female beauty brand is Olay, which is the top facial skin care brand in the world with approximately 10% of the global market share. In hair care, we compete in both the retail and salon professional channels. We are the global market leader in the retail hair care market with over 20% of the global market share behind Pantene and Head & Shoulders. In the prestige channel, we compete primarily with prestige fragrances and the SK-II brand. We are one of the global market leaders in prestige fragrances, primarily behind the Dolce & Gabbana, Gucci and Hugo Boss fragrance brands. 
Grooming: We hold leadership market share in the male blades and razors market on a global basis and in nearly all of the geographies in which we compete. Our global male blades and razors market share is approximately 70%, primarily behind the Gillette franchise including Fusion and Mach3. We also compete in male personal care with deodorants, face and shave preparation, hair and skin care and personal cleansing products. Our beauty electronics and small home appliances are sold under the Braun brand in a number of markets around the world, where we compete against both global and regional competitors. Our primary focus in this area is electric hair removal devices, such as electric razors and epilators, where we hold approximately 30% of the male shavers market and 50% of the female epilators market. 
Health and Well-Being 
Health Care: We compete in oral care, feminine care and personal health. In oral care, there are several global competitors in the market, and we have the number two market share position with approximately 20% of the global market. We are the global market leader in the feminine care category with about 35% of the global market share. In personal health, we are the market leader in nonprescription heartburn medications behind Prilosec OTC and in respiratory treatments with Vicks. 
Snacks and Pet Care: In snacks, we compete against both global and local competitors and have a global market share of approximately 10% in the potato chips market behind our Pringles brand. In pet care, we compete in several markets around the globe in the premium pet care segment, with the Iams and Eukanuba brands. The vast majority of our pet care business is in North America, where we have approximately a 10% share of the market. 
Household Care 
Fabric Care and Home Care: This segment is comprised of a variety of fabric care products, including laundry detergents, additives and fabric enhancers; home care products, including dishwashing liquids and detergents, surface cleaners and air fresheners; and batteries. In fabric care, we generally have the number one or number two share position in the markets in which we compete and are the global market leader, with about 30% of the global market share. Our global home care market share is over 15% across the categories in which we compete. In batteries, we compete primarily behind the Duracell brand and have approximately 25% of the global battery market share. 
Baby Care and Family Care: In baby care, we compete primarily in diapers and baby wipes, with approximately 35% of the global market share. We are the number one or number two baby care competitor in most of the key markets in which we compete, primarily behind Pampers, the Company’s largest brand, with annual net sales of approximately $9 billion. Our family care business is predominantly a North American business comprised primarily of the Bounty paper towel and Charmin toilet paper brands. U.S. market shares are approximately 45% for Bounty and over 25% for Charmin. 
The markets in which our products are sold are highly competitive. The products of the Company s business segments compete with products of many large and small companies, including well-known global competitors. We market our products with advertising, promotions and other vehicles to build awareness of our brands in conjunction with an extensive sales force. We believe this combination provides the most efficient method of marketing for these types of products. Product quality, performance, value and packaging are also important competitive factors. 
Business Model. Our business model relies on the continued growth and success of existing brands and products and the creation of new products. The markets and industry segments in which we offer our products are highly competitive. We work collaboratively with our customers to improve the in-store presence of our products and win the first moment of truth    when a consumer is shopping in the store. We must also win the second moment of truth    when a consumer uses the product, evaluates how well it met his or her expectations and whether it was a good value. We believe we must continue to provide new, innovative products and branding to the consumer in order to grow our business. Basic research and product development activities, designed to enable sustained organic growth, continued to carry a high priority during the past fiscal year. While many of the benefits from these efforts will not be realized until future years, the Company believes these activities demonstrate its commitment to future growth. 

Strategic Focus 
We are focused on strategies that we believe are right for the long-term health of the Company and will deliver total shareholder return in the top one-third of our peer group. The Company’s long-term financial targets are: 

	•
	
	Grow organic sales 1% to 2% faster than market growth in the categories and geographies in which we compete, 


	•
	
	Deliver earnings per share (EPS) growth of high single digits to low double digits, and 


	•
	
	Generate free cash flow productivity of 90% or greater. 


Energizer Holdings, Inc.
We manufacture and sell products in five distinct product categories: battery and lighting products, wet shave, skin care, feminine care and infant care. Our two largest categories by revenue are battery products and wet shave. The battery category comprises two primary competitors, Energizer with its Energizer and Eveready brands and Procter & Gamble with its Duracell brand. We estimate Energizer and Proctor & Gamble collectively represent approximately 70% share in the markets in which we compete. The wet shave category comprises two primary competitors, Procter & Gamble's Gillette and Energizer's Schick-Wilkinson Sword, which we estimate collectively represent more than 80% of the global wet shave market. For information about net sales, earnings before income taxes, depreciation and amortization, total assets and capital expenditures of each of our segments, and geographic segment information, including net sales to customers and long-lived assets, refer to Note 19 of the Notes to Consolidated Financial Statements.
Personal Care
The Personal Care division includes Wet Shave products sold under the Schick, Wilkinson Sword, Edge, Skintimate and Personna brand names, Skin Care products sold under the Banana Boat, Hawaiian Tropic, Wet Ones and Playtex brand names, and Feminine Care and Infant Care products sold under the Playtex and Diaper Genie brand names.
We manufacture and distribute Schick and Wilkinson Sword razor systems, composed of razor handles and refillable blades, and disposable shave products for men and women. We market our wet shave products in more than 140 countries worldwide. SWS' primary markets are the U.S., Japan and the larger countries of Western Europe. We estimate our overall share of the wet shave category for these major markets at 21% in fiscal 2011, and 20% in 2010 and 2009. We currently maintain the #2 global market share position in wet shaving. Category blade unit consumption has been relatively flat for a number of years. However, product innovations and corresponding increased per unit prices have accounted for category growth. The category is extremely competitive with competitors vying for consumer loyalty and retail shelf space.
On June 5, 2009, we completed the acquisition of the Edge and Skintimate shave preparation brands from SCJ. This added U.S. market leading shave preparation products, including shaving gels and creams, to our wet shave portfolio.
SWS has gained recognition for its innovation and development of new products designed to improve the shaving experience, including the introduction of the Intuition women's system in 2003, a unique system incorporating a three-bladed razor surrounded by a skin conditioning solid which lathers, shaves and provides extra moisture in one step. In 2003, SWS introduced the Quattro men's shaving system, the first four blade razor system for men. In 2010, SWS introduced Schick Hydro, a new men's shaving system, which incorporates new technologies including innovative skin protectors that act to smooth skin between blade tips and an advanced hydrating gel reservoir that lubricates throughout the shaving process. Schick Hydro is available in three- and five-blade models. Additionally, the Company launched a new line of Schick Hydro shave gels, which coupled with the Schick Hydro razor, delivers a complete skin comfort system that goes beyond hair removal to care for men's skin.
On October 1, 2007, Energizer acquired Playtex, a leading North American manufacturer and marketer in the skin, feminine and infant care product categories, with a diversified portfolio of well-recognized branded consumer products.
In Skin Care, we market sun care products under the Banana Boat and Hawaiian Tropic brands. We believe these brands, on a combined basis, hold a leading market share position in the U.S. sun care category. The sun care category in the U.S. is segmented by product type such as general protection, tanning and babies; as well as by method of application such as lotions and sprays. We compete across this full spectrum of sun care products. We also offer Wet Ones, the leader in the U.S. portable hand wipes category, and Playtex household gloves, the branded household glove leader in the U.S.
In feminine care, we believe Playtex is the second largest selling tampon brand overall in the U.S. We offer plastic applicator tampons under the Playtex Gentle Glide and Playtex Sport brands, and Playtex Personal Cleansing Cloths, a pre-moistened wipe for feminine hygiene.
In infant care, we market a broad range of products including bottles, cups, and mealtime products under the Playtex brand name. We also offer a line of pacifiers, including the Ortho-Pro and Binky pacifiers. We believe our Playtex Diaper Genie brand of diaper disposal systems leads the U.S. diaper pail category. The Diaper Genie brand consists of the diaper pail unit and refill liners. The refill liners individually seal diapers in an odor-proof plastic film.


On November 23, 2010, Energizer acquired ASR, the leading global manufacturer of private label/value wet shaving razors and blades, and industrial and specialty blades. In wet shave, ASR manufactures, distributes and sells a complete line of private label / value wet shaving disposable razors, shaving systems and replacement blades. These wet shave products are sold primarily under a retailer's store name or under value brand names such as Personna, Matrix, Magnum, Mystique, Solara and GEM.
Household Products
Energizer's Household Products division manufactures and markets one of the most extensive product portfolios in household batteries, specialty batteries and lighting products.
In household batteries, we offer batteries using carbon zinc, alkaline, rechargeable and lithium technologies. These products are marketed and sold in the price, premium and performance segments. This allows us to penetrate the broad range of the market and meet most consumer needs. We distribute our portfolio of household and specialty batteries and portable lighting products through a global distribution network, which also provides a platform for the distribution of our personal care products. 
The battery category is highly competitive as brands compete for consumer acceptance and retail shelf space. Pricing actions in response to rising material costs have raised retail prices over time. However, pricing actions are not always available to fully offset material cost increases, especially in highly competitive markets.
We continually engage in ongoing reviews of all of our categories. Recent studies have indicated that an increasing number of devices are using built-in rechargeable battery systems, particularly in developed markets. We believe this continues to create a negative impact on the demand for primary batteries. This trend, coupled with aggressive competitive activity in the U.S. and other markets, could put additional pressure on segment results going forward. See “Energizer Holdings, Inc. - Management's Discussion and Analysis of Results of Operations and Financial Condition - Segment Information - Household Products” for further discussion of actions taken by Energizer relating to this trend.
In an effort to diversify our Household Products portfolio, Energizer has leveraged its long history of innovation. Since Energizer's invention of the first D cell battery in 1893, we have been committed to developing and marketing innovative new products for the portable power and portable lighting products market. Energizer's track record includes the first to market the Alkaline battery, the first mercury-free Alkaline battery, the first mercury-free Hearing Aid battery and the longest lasting AA and AAA battery for high-tech devices - Ultimate Lithium. 
Consistent with our long history of innovation, we introduced a new line of power solutions in late 2011 for consumers' most critical portable electronic devices. Consumers have become accustomed to an unplugged lifestyle where mobile devices are critical in everyday life. We believe consumers are looking for universal, easy-to-use solutions - solutions that address their needs for longer battery life, the ability to charge on the go and increased convenience in the way they charge their devices, from faster charge times to reducing clutter. In late fiscal 2011, we introduced a new line of chargers and cables that leverage the USB industry standard to bring convenient and portable charging to the home, office, and car. This complements our 2010 introduction of the world's first Qi (chee)-certified Inductive Charging portfolio. Energizer's inductive charging pads and sleeves enable consumers to charge wirelessly on the world's only wireless power standard, Qi. The Wireless Power Consortium's Qi standard continues to gain momentum and device manufacturers are beginning to launch this technology in cellular phones. 
In addition, Energizer has a strong lighting products business that has evolved with changes in consumer tastes and demands. We are leveraging our expertise in lighting design, brand development and distribution capabilities to expand the household lighting product solutions available in the marketplace.
Johnson and Johnson

General 
Johnson & Johnson and its subsidiaries (the Company) have approximately 117,900 employees worldwide engaged in the research and development, manufacture and sale of a broad range of products in the health care field. Johnson & Johnson is a holding company, which has more than 250 operating companies conducting business in virtually all countries of the world. Johnson & Johnson’s primary focus has been on products related to human health and well-being. Johnson & Johnson was incorporated in the State of New Jersey in 1887. 
The Company’s structure is based on the principle of decentralized management. The Executive Committee of Johnson & Johnson is the principal management group responsible for the strategic operations and allocation of the resources of the Company. This Committee oversees and coordinates the activities of the Consumer, Pharmaceutical and Medical Devices and Diagnostics business segments. In line with the principle of decentralized management, senior management groups at U.S. and international operating companies are each responsible for their own strategic plans, as well as the day-to-day operations of those companies, and each subsidiary within the business segments is, with some exceptions, managed by citizens of the country where it is located. 
Segments of Business 
Johnson & Johnson’s operating companies are organized into three business segments: Consumer, Pharmaceutical and Medical Devices and Diagnostics. Additional information required by this item is incorporated herein by reference to the narrative and tabular (but not the graphic) descriptions of segments and operating results under the captions “Management’s Discussion and Analysis of Results of Operations and Financial Condition” on pages 26 through 36 and Note 18 “Segments of Business and Geographic Areas” under “Notes to Consolidated Financial Statements” on page 56 of the Annual Report, filed as Exhibit 13 to this Report on Form 10-K. 
Consumer 
The Consumer segment includes a broad range of products used in the baby care, skin care, oral care, wound care and women’s health fields, as well as nutritional and over-the-counter pharmaceutical products, and wellness and prevention platforms. The Baby Care franchise includes the JOHNSON’S® Baby line of products. Major brands in the Skin Care franchise include the AVEENO®; CLEAN & CLEAR®; JOHNSON’S® Adult; NEUTROGENA®; RoC®; LUBRIDERM®; DABAO™; and VENDÔME™ product lines. The Oral Care franchise includes the LISTERINE® and REACH® oral care lines of products. The Wound Care franchise includes BAND-AID® brand adhesive bandages and NEOSPORIN® First Aid products. Major brands in the Women’s Health franchise are the CAREFREE® Pantiliners; o.b.® tampons and STAYFREE® sanitary protection products. The nutritional and over-the-counter lines include SPLENDA® No Calorie Sweetener; the broad family of TYLENOL® acetaminophen products; SUDAFED® cold, flu and allergy products; ZYRTEC® allergy products; MOTRIN® IB ibuprofen products; and PEPCID® AC Acid Controller. These products are marketed to the general public and sold both to retail outlets and distributors throughout the world. 
Pharmaceutical 
The Pharmaceutical segment includes products in the following areas: anti-infective, antipsychotic, contraceptive, dermatology, gastrointestinal, hematology, immunology, infectious diseases, neurology, oncology, pain management, thrombosis and vaccines. These products are distributed directly to retailers, wholesalers and health care professionals for prescription use. Key products in the Pharmaceutical segment include: 
REMICADE® (infliximab), a treatment for a number of immune mediated inflammatory diseases; STELARA® (ustekinumab), a treatment for moderate to severe plaque psoriasis; SIMPONI® (golimumab), a treatment for adults with moderate to severe rheumatoid arthritis, psoriatic arthritis, and ankylosing spondylitis; VELCADE® (bortezomib), a treatment for multiple myeloma; ZYTIGA® (abiraterone acetate), a treatment for metastatic castration-resistant prostate cancer; PREZISTA® (darunavir), INTELENCE® (etravirine) and EDURANT® (rilpivirine), treatments for HIV/AIDS; INCIVO® (telaprevir), for the treatment of hepatitis C; NUCYNTA® (tapentadol), a treatment for moderate to severe acute pain; INVEGA® SUSTENNA® (paliperidone palmitate), for the acute and maintenance treatment of schizophrenia in adults; RISPERDAL® CONSTA® (risperidone), a treatment for the management of Bipolar I Disorder and schizophrenia; XARELTO® (rivaroxaban), a treatment for the prevention of thrombosis following total hip or knee replacement surgery and for the prevention of stroke in patients with atrial fibrillation; PROCRIT® (Epoetin alfa, sold outside the U.S. as EPREX®), to stimulate red blood cell production; LEVAQUIN® (levofloxacin), for the treatment of bacterial infections; CONCERTA® (methylphenidate HCl), a treatment for attention deficit hyperactivity disorder; ACIPHEX®/PARIET®, a proton pump inhibitor co-marketed with Eisai Inc.; and DURAGESIC®/Fentanyl Transdermal (fentanyl transdermal system, sold outside the U.S. as DUROGESIC®), a treatment for chronic pain that offers a novel delivery system. 
Medical Devices and Diagnostics 
The Medical Devices and Diagnostics segment includes a broad range of products distributed to wholesalers, hospitals and retailers, used principally in the professional fields by physicians, nurses, therapists, hospitals, diagnostic laboratories and clinics. These products include Cardiovascular Care’s electrophysiology and circulatory disease management products; DePuy’s orthopaedic joint reconstruction, spinal care, neurological and sports medicine products; Diabetes Care’s blood glucose monitoring and insulin delivery products; Ethicon’s surgical care, aesthetics and women’s health products; Ethicon Endo-Surgery’s minimally invasive surgical products and advanced sterilization products; Ortho-Clinical Diagnostics’ professional diagnostic products; and Vision Care’s disposable contact lenses. Distribution to these health care professional markets is done both directly and through surgical supply and other distributors. 
Geographic Areas 
The business of Johnson & Johnson is conducted by more than 250 operating companies located in 60 countries, including the United States, which sell products in virtually all countries throughout the world. The products made and sold in the international business include many of those described above under “—Segments of Business—Consumer,” “—Pharmaceutical” and “—Medical Devices and Diagnostics.” However, the principal markets, products and methods of distribution in the international business vary with the country and the culture. The products sold in international business include not only those developed in the United States, but also those developed by subsidiaries abroad. 
Investments and activities in some countries outside the United States are subject to higher risks than comparable U.S. activities because 
Commentary
KMB, ENR, and JNJ are similar because they are all mainly consumer product companies with an emphasis on personal care. However, they differ in the details. KMB focuses very much on paper products. PG has a much wider range of products, including laundry products, beauty products, and snacks and beverages. ENR is a “comp” because it acquired Playtex in 2007 with a line of products—in feminine and infant care—similar to Kimberly-Clark, but it also has been traditionally a battery manufacturer. JNJ, while marketing a line of personal care products like KMB, has a strong interest in pharmaceuticals. Georgia Pacific has many paper products similar to KMB, including batch and facial tissues and paper towels, but also has extensive timberland and pulping operations 
These are the best comps, but clearly not identical. These firms are seen as Kimberly-Clark’s closest competitors in KMB product categories. The numbers below indicate that they differ in size.
Pricing with Multiples: the Method of Comparables
Here are the accounting numbers for the four firms (from their 2010 10-Ks), in millions of dollars (except per share numbers): 





KMB

PG

ENR

JNJ
Sales 




19,746
        78,938
         4,248               61,587                
Ebit                                                       2,954         15,993                 689               17,402
Ebitda                                                   3,767         19,101                 828               20,341
Book value                                           5,917         61,439               2,100              56.579
MV of equity



26,546
      173,198              4,960            162,588
Net debt



 5,050         21,314
         1,713             (10,830)
Enterprise market value

32,876       194,512              6,673            151,758
Enterprise book value                         11,252        82,753               3,813             45,749
Price per share                                    65.24           60.91                70.56              59.38
EPS                                                      4.47             4.32                  5.76                4.85
Multiples for Comps:




  Average                            PG                      ENR                  JNJ
P/Sales


      2.16

          2.46                    1.57                   2.46
P/ebit


      10.19

        12.16                    9.69                   8.72
P/ebitda

       8.57

        10.18                    8.06                   7.46
P/E                                    12.86                             14.10                   12.25
              12.24
P/B


      2.68

        2.82                      2.36

   2.87

Enterprise P/B

      2.47                               2.35                      1.75                   3.32

Applying the average multiples to KMB :

P/S                        2.16 × $19,746   = $42,651 enterprise value

P/ebit                  10.19 × $2,954     = $30,101 enterprise value

P/ebitda                8.57 × $3,767     = $32,283 enterprise value

P/E                     12.86 × $4.47       = $57.48 price per share  
P/B                      2.68 × $5,917      = $15,858 equity value
Enterprise P/B     2.47 × $11,252    = $27,792 enterprise value

With the exception of the P/S comparison, these prices for KMB are below its traded price. But are the prices for the comps efficient prices? Are the comps a good basis for comparison? There is considerable variation in the multiples for the three comps. Should one be given higher weight over the other two? The answers are elusive. 
The bottom line here: Do you feel comfortable with the valuations for KMB? 

Screening 
KMB typically has higher multiples than the average for the comps, with the exception of the P/S. Do you think KMB is overpriced? Would you sell KMB and buy ENR (which has the lowest multiples)? Surely you would wish to do considerably more analysis before you take this step. 
ASSET-BASED VALUATION

Obviously not a good idea. KMB has a P/B of 4.49 and an Enterprise P/B of 2.92. There appears to be a lot of missing assets on the balance sheet. Most of these are brand assets and business structure assets (intangibles) for which there are no ready market values. One might estimate the market values of items on the balance sheet, but that would not get you far. In any case, the value of the assets on the balance sheet comes from using them jointly with the brand assets, the R&D (product development), and the marketing scheme to exploit the brands. So assigning a value to individual assets on the balance sheet without consideration of these missing assets does not make sense. 
 SOME QUESTIONS TO CONSIDER

Share repurchases and stock price

From the equity statement, repurchases were $809 million. These have no effect on the price per share, provided the market price is fair value for the shares repurchased. Even though cash is paid out of the firm, shares also decrease leaving price per share unchanged. We elaborate on this in the Continuing Case for Chapter 14. 
Dividends and stock price
Cash dividends were $1,066 million (from cash flow statement) or $2.64 per share.
 (The number of $1,085 million in the equity statement is dividends declared which can include dividends payable, that is, dividends declared but not yet paid). Dividends reduce the stock price (other things equal) because more cash is paid out of the firm and, unlike repurchases, the number of shares do not change.
CAPM cost of equity capital (required return)
The equity cost of capital according to the CAPM is:


Equity cost of capital = 4.0% + (0.8 5.0%) = 8.0%

If the market risk premium is 6% then


Equity cost of capital = 4.0% + (0.8 6.0%) = 8.8%

The actual annual return in the solution to the Case for Chapter 1 was 4.74%. Clearly this is below the required return as given by the CAPM. The market did not add value over the required return; the shareholders were not rewarded for the risk they took on. 
