Kimberly-Clark Corporation (KMB)

Solution to Continuing Case, Chapter 7
The Anchoring No-Growth Valuation

Before going into reverse engineering mode to infer the market’s forecast of the growth rate, first establish the no-growth value. This is the value to “anchor on” if you are willing to accept analysts’ two year ahead forecasts as OK. 

	Required Return
	8.0%
	 
	2010
	2011
	2012

	Eps
	 
	 
	 
	4.98
	5.35

	Dps
	 
	 
	 
	2.80
	3.00

	Bps
	 
	 
	14.54
	16.72
	19.07

	ROCE
	 
	 
	 
	34.3%
	32.0%

	RE 
	 
	 
	 
	3.817
	4.012   

	Discount factor 
	 
	 
	 
	1.08 
	1.166 

	PV of RE
	 
	 
	 
	3.534 
	3.441 

	Total PV of RE
	 
	 
	6.98 
	 
	 

	RE growth rate (g)
	0.0%
	 
	 
	 
	 

	Continuing value
	 
	 
	 
	 
	     50.15 

	PV of CV
	 
	 
	43.00
	 
	 

	Value per share
	 
	 
	64.52 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 


Continuing value (CV) = 
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= $50.15
This value of $64.52 is what you would pay for KMB if you saw no growth after 2012. As this is close to the market price of $65.24, we can see immediately that the market is not pricing in much growth here! If you can see KMB as producing some growth, this is a BUY. 
But let us go through the forma exercise.

The Building blocks of the market price

The building blocks distinguish the parts of the price that we are relatively sure about from those that are more speculative.


[image: image2]
The speculative component is that which involves the more uncertain forecasts for the longer term. The building blocks are:

1. Block 1: Book value = $14.54

This we know for sure.






              

2. Block 2: Value from two years of forecasts:

         Value in Block 2 =
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= $49.98

This is based on no growth after 2012. This we know with some confidence (provided we think the forecasts are “good” forecasts).
3.  Block 3: Value in the market’s speculation about growth:



Market price – (Block 1 + Block 2) = Block 3

                     $65.24 - $64.51 = $0.73
Reverse engineering

Setting the value equal to the current market price, reverse engineer the residual earnings valuation model to calculate the growth rate, g:
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The solution is g = 1.0012 or a 0.12% growth rate: If the required return is 8.0%, the market is expecting an 0.12% growth rate for residual earnings after 2012. 

Plotting growth rates

First convert residual earnings growth rates to earnings growth rates by reverse engineering forecasted residual earnings, as in equation 7.4. The residual earnings below are growing at 0.12% from 2012. (For example, the $4.0168 RE for 2013 is the RE of $4.012 for 2012 multiplied by 1.0012, and so on for subsequent years.) Convert the residual earnings forecasts to earnings forecasts and calculate growth rates from the earnings forecasts. 
	 
	2013
	2014
	2015
	2016

	Bps (t-1)
	19.07
	22.77
	25.45
	28.32

	RE 
	4.0168
	4.0216
	4.0265
	4.0313

	Eps
	5.54
	5.74
	5.95
	6.16

	Dps 
	3.11
	3.23
	3.34
	3.46

	Bps (t) 
	21.50
	24.01
	26.62
	29.32

	Eps growth rate
	3.600%
	3.596%
	3.593%
	3.590%


The EPS growth rates are plotted below:
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The analyst would now ask whether this growth path is a reasonable evolution for eps growth in the future. If she thought growth rates will be higher, she is in the BUY area. If lower, she is in the SELL area. 

But we need the apparatus to challenge this growth path. This comes from financial statement analysis in Part Two of the book. 

Postscript: KMB traded at $79.50 in May 2012.
Building a spreadsheet engine
Here is a spreadsheet for KMB with book value set at the 2010 bps of $14.54. It has a growth rate equal to the market’s residual earnings growth rate of 0.12%. You can see how the spreadsheet delivers the forecasted growth rates. The value is the market price. 

Change forecasts, growth rates, the required return and see how the valuation changes. See how the implied g from reverse engineering changes as you change the price or as you change the forecasts for 2011 and 2012. What if you used the most pessimistic or optimistic analysts’ forecasts in Chapter 1?

To start the engine, click on any part below. Specify the required return. 
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8.0% 2010 2011 2012

2007 2008 2009 2010

Eps 4.98 5.35

5.54 5.74 5.95 6.16

Dps 2.80 3.00

3.11 3.22 3.34 3.46

Bps 14.54 16.72 19.070

21.50 24.03 26.64 29.35

ROCE

34.3% 32.0%

29.1% 26.7% 24.8% 23.1%

RE  3.82 4.01

4.02 4.02 4.03 4.03

Discount factor  1.080  1.166 

3.60% 3.60% 3.60% 3.60%<= Implied EPS Growth

PV of RE 3.534  3.440 

Total PV of RE 6.97 

RE growth rate 

0.1%

Continuing value 50.98 

PV of CV 43.71 

Value per share

65.22 
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chap14

				shout		501.6

				WACC		9.11%

		Return

						2004		2003		2002		2001		2000		1999

				dps		1.6		1.36		1.2		1.12		1.08

				Price		65		59		47.8		59.3		69.5		60

				Return		12.9%		26.3%		-17.4%		-13.1%		17.6%

				ReOI		853		842		781		747		1,194		1,098

				AOIG		11.2		60.6		34.2		(447.7)		96.3

				NOA		10,876		11,158		10,095		9,769		9,354

				NFO		4,030		4,194		4,265		4,122		3,587

				ReOI		852.71		842		781		747		1,194

				AOIG		11		61		34		(448)

		Valuation (Fixed OI)

				Valution of Operation (RIV)

				SF1		10,876		11,158		10,095		9,769		9,354

				SF2		20,235		20,394		18,666		17,965		22,464

				SF3		27,559		27,622		25,374		24,379		32,724				assume 4% growth rate

				Valuation of Equity

				SF1		6,846		6,965		5,830		5,647		5,767

				SF2		16,205		16,200		14,401		13,843		18,877

				SF3		23,529		23,429		21,109		20,257		29,137				assume 4% growth rate

				Value of equity per share

				SF1		13.65		13.88		11.62		11.26		11.50

				SF2		32.31		32.30		28.71		27.60		37.63

				SF3		46.91		46.71		42.08		40.39		58.09

		Valuation (Fix RNOA)

		WACC		9.11%

		Core RNOA		20.43%

		g		4.00%

		NOA		10876

		NFO		4030

		OI		2222

		ReOI		1231

		AOIG		49

		shout		501.6

				Valuation of Equity

				RIV		30930		30930

				AOIG		30930

						RNOA

						17%		19%		20%		23%		25%

		Gsales		0%		32.42		37.18		40.58		46.70		51.46

				2%		37.70		43.80		48.16		56.00		62.09

				4%		47.11		55.60		61.66		72.57		81.05

				6%		68.63		82.57		92.53		110.44		124.38

				8%		167.59		206.61		234.51		284.67		323.69





Chap13_income

		

		KIMBERLY-CLARK CORPORATION

		Reformulated Income Statements

		(in millions)

														2004								2003								2002								2001								2000								1999

		Net Sales																$   15,083.2								$   14,026.3								$   13,231.5								$   14,524.4								$   13,982.0								$   13,006.8

		Cost of products sold																10,014.7								9,231.9								8,537.7								8,615.1								8,228.5								7,681.6

		Gross Margin																5,068.5								4,794.4								4,693.8								5,909.3								5,753.5								5,325.2

		Operating expenses

				Marketing, research and general expenses										2,510.9								2,350.3								2,251.8								3,397.6								3,142.2								3,055.0

				Goodwill amortization										-0								-0								-0								-0								-0								-0

				Other expense, net										51.2								112.5								73.7								173.1								(22.5)								(165.2)

				Stock option compensation expense										55.9				2,618.0				13.4				2,476.2				17.9				2,343.4				32.0				3,602.7				45.6				3,165.3				51.6				2,941.4

		Operating income from sales, before tax																2,450.5								2,318.2								2,350.4								2,306.6								2,588.2								2,383.8

		Taxes

				Tax as reported										483.9								484.1								629.9								645.7								758.5								730.2

				Tax on other operating income										45.8								19.5								(20.9)								-0								-0								-0

				Tax on financial items										51.5				581.2				53.3				557.0				70.3				679.4				61.9				707.6				(70.4)				688.1				(65.4)				664.8

		Operating income from sales, after tax																1,869.3								1,761.2								1,671.0								1,599.0								1,900.1								1,719.0

		Other operating income (expense)

				Income  from Discontinued Operations										29.8								50.6								58.6								-0								-0								-0

				Nonoperating expense										(158.4)								(105.5)								-0								-0								-0								-0

				Cumulative effect of accounting change										-0				(128.6)				-0				(54.9)				-0				58.6				-0				-0				-0				-0				-0				-0

				Tax on other operating income														45.8								19.5								(20.9)								-0								-0								-0

				Net other operating income after tax														(82.8)								(35.4)								37.7								-0								-0								-0

				Share of net income of equity companies														124.8								107.0								113.3								154.4								186.4								189.6

				Translation gain														415.8								742.8								96.4								(256.7)								(218.8)								(154.6)

				Pension Liability adjustment														(47.8)								(146.2)								(555.7)								(102.1)								4.0								4.1

				Other														(4.2)								(4.3)								(2.2)								0.2								-0								-0

				Spin-off of Neeah Paper														(24.4)								-0								-0								-0								-0								-0

		Total other operating income																381.4								663.9								(310.5)								(204.2)								(28.4)								39.1

		Total operating income																2,250.7								2,425.2								1,360.5								1,394.8								1,871.7								1,758.1

		Financing expense (income)

				Interest income										(17.9)								(18.0)								15.7								(17.8)								24.0								29.4

				Interest expense										162.5				144.6				167.8				149.8				181.9				197.6				191.6				173.8				(221.8)				(197.8)				(213.1)				(183.7)

				Tax benefits (at 35.6%)														(51.5)								(53.3)								(70.3)								(61.9)								70.4								65.4

				Net Interest after tax														93.1								96.5								127.3								111.9								(127.4)								(118.3)

		Total financial expense																93.1								96.5								127.3								111.9								(127.4)								(118.3)

				Minority Interest														73.9								55.6								58.1								63.2								63.3								43.0

		Comprehensive income																$   2,083.7								$   2,273.1								$   1,175.2								$   1,219.7								$   1,935.8								$   1,833.4

		Tax rate																35.60%								35.60%								35.60%								35.60%								35.60%								35.60%





chap13

				shout		501.6

		WACC

				Market Value of Equity		32509

				Market value of NOA		36539

				Equity cost of capital		9.78%

				After tax cost of net debt		3.72%

				WACC		9.11%

		ReOI

						2004		2003		2002		2001		2000		1999		1998

				NOA		10,876		11,158		10,095		9,769		9,354		7,745		6,814

				NFO		4,030		4,194		4,265		4,122		3,587		2,652		2,782

				CSE		6,846		6,965		5,830		5,647		5,767		5,093		4,032

				After tax Core OI		1,869		1,761		1,671		1,599		1,900		1,719

				ReOI		853		842		781		747		1,194		1,098

				AOIG		11.2		60.6		34.2		(447.7)		96.3

				Sales		15083.2		14026.3		13231.5		14524.4		13982.0		13006.8

				Gsales		7.54%		6.01%		-8.90%		3.88%		7.50%

				GNOA		-2.53%		10.54%		3.33%		4.44%		20.77%

				GOI		6.14%		5.40%		4.50%		-15.85%		10.53%

				Change in NFO		163.6		71.5		(143.1)		-535		(935)		130

		Tracking

						2004		2003		2002		2001		2000		1999		1998

				Core RNOA		16.75%		17.45%		17.11%		17.09%		24.53%		25.23%

				Change in RNOA		-0.69%		0.34%		0.01%		-7.44%		-0.69%		25.23%

				Change in NOA		(282.1)		1063.5		325.6		415		1609		931

				Change in NOA *( rnoa-r)		81.27		27.14		33.18		128.45		143.58

				change in (RNOA -r)*NOA		(70.1)		33.4		1.0		(576.2)		(47.3)

				AOIG		11.2		60.6		34.2		(447.7)		96.3

		Stock repurchase

				Repurchase amount		1617

						Actual 2004				"As if" 2004

						Balance Sheet				Balance Sheet

						with Stock				with Stock

						Repurchase				Repurchase

				NOA		10,876				10,876

				NFO		3,662				2,045

				Total Equity		7,214				8,831

				MI		368				368

				CSE		6,846				8,463

				FLEV		50.75%				23.15%

										"As if" Pro

						Pro Forma				Forma 2004

						2004 Income				2004 Income

						Statement with				Statement with

						Stock				Stock

						Repurchase				Repurchase

				Core Operating Income		1,869				1,869

				NFE (2.54% of NFO)		(93)				(52)

				Minority interest in Earnings		(74)				(74)

				Earnings forecast		1,702				1,744

				Shares outstanding (millions)		501.6				526.5				purchased at $64.81

				Forecasted eps		3.39				3.31

				Forecasts for 2004

				RNOA		16.75%				16.75%				using lag RNOA

				SPREAD		7.69%				8.28%

				ROCE		24.44%				25.03%

										"As if"

						Valuation				Valuation

						with				without

						Stock				Stock

						Repurchase				Repurchase

				Value of NOA		36,539				36,539

				Book value of NFO		4,030				2,045

				Value of equity		32,509				34,494

				Value per share		64.81				68.77





FSA

		

						2004		2003				2004

				Ave OA		16466.3		16536.4				16,501

				Ave OL		5590.3		5378.3				5,484

				Ave FO		4235.6		4165.9				4,201

				Ave FA		574		270.6				422

				Ave NFO		3661.6		3895.3				3,778

				Ave NOA		10876		11158.1				11,017

				Ave (CSE+MI)		7214.4		7262.8				7,239

				Ave CSE		6846		6964.5				6,905

				NBC								2.46%

				Borrow cost for NFO								2.49%

				Return on NFA								-2.73%

				Sales								15083.2

				Core OI								1869.3408

				OI								2250.7224

				CI								2083.7

				Net Interest Expense								93.1224

				KIMBERLY-CLARK CORPORATION

				Level 1 Profitability Analysis

												2004

				ROCE								30.18%

				ROCE before MI								28.79%

				RNOA								20.43%

				Financial Leverage drivers

				NBC								2.46%

				Spread								17.96%

				FLEV								0.5220

				Operating liability leverage drivers

				ROOA								14.80%

				Short borrow rate								0.035

				OLSPREAD								11.30%

				OLLEV								49.78%

				KIMBERLY-CLARK CORPORATION

				Level 2 and Level 3 Profitability Analysis

																2004

				Second Level

				RNOA												20.43%

				PM												14.92%

				ATO												1.369

				Third Level												2004

				Profit Margin drivers (%)

				Gross margin								33.6

				SG&A expense ratio								(16.6)

				Other expense ratio								(0.3)

				Stock compensation ratio								(0.4)

				Sales PM before tax								16.25

				Tax expense ratio								(3.9)

				Sales PM								12.39

				Other item PM								2.53				14.92

										2004

				Asset turnover drivers (inverse)				ATO				1/ATO

				Cash turnover				754.16				0.001

				Accounts receivable turnover				7.55				0.132

				Inventory turnover				9.33				0.107

				PPE turnover (1)				1.86				0.539

				Operating investments turnover				34.59				0.029

				Goodwill turnover				5.64				0.177

				Other asset turnover (2)				9.26				0.108

				Operating asset turnover				0.91				1.094

				Accounts payable turnover				(12.62)				(0.079)

				Accrual expenses turnover				(10.75)				(0.093)

				Income taxes payable turnover				(37.00)				(0.027)

				Deferred income taxes turnover				(17.53)				(0.057)

				Other libility turnover				(9.32)				(0.107)

								1.369				0.730

				(1) Net of depreciation

				(2) Included deferred tax assets





ratio

		Shares outstanding		501.6		$ per share

																						CSE		=		CSE/Shares outstanding		=		13.65

		KIMBERLY-CLARK CORPORATION																				ROCE		=		CI/CSE		=		0.299189

		Reformulated Balance Sheets																				ROCE before minority interest		=		(CI before MI)/(CSE+MI)		=		0.2971

		(in millions)																				RNOA		=		OI/NOA		=		0.202

																						PM from sales		=		OI/sales		=		0.124

								2004				2003						Average				FLEV (2002)		=		NFO/CSE		=		0.559

																						FLEV (2003)		=		NFO/CSE		=		0.535

		Operating Assets						$   16,466.3				$   16,536.4						$   16,501.4				OLLEV (2002)		=		OL/NOA		=		0.482

																						OLLEV (2003)		=		OL/NOA		=		0.514

		Operating Liabilities						5,590.3				5,378.3						$   5,484.3				NBC		=		NFE/NFO		=		0.0239

																						FCF		=		OI- changes in NOA		=		2532.822

		Net Operating Assets						10,876.0				11,158.1						$   11,017.1				Payment to claimholders		=		FCF-Dividends		=

																						ATO		=		Sales/NOA		=		1.352

		Net Financial Obligations						3,661.6				3,895.3						$   3,778.5				FLEV (Before MI)								0.536

																						ROCE (f)								0.297		0

		Minority Owners Interests in Subsidiaries						368.4				298.3						$   333.4				MI share								1.0071

																						ROCE before MI								0.297

		Common Stockholders' Equity						$   6,846.0				$   6,964.5						$   6,905.3				ROCE								0.299		0.0000

		KIMBERLY-CLARK CORPORATION

		Reformulated Income Statements

		(in millions)

								2004

		Net Sales						$   15,083.2

		Operating income from sales, before tax						2,450.5

		Operating income from sales, after tax						1,869.3

		Other operating income						381.4

		Total operating income						2,250.7

		Total financial expense						93.1

		Minority Interest						73.9

		Comprehensive income						$   2,083.7

		KIMBERLY-CLARK CORPORATION

		Reformulated Statement of Stockholders Equity, 2004

		(in millions)

		Balance December 31, 2002										$   6,964.5

		Translation with shareholders										(2202.2)

		Comprehensive Income										2083.7

		Balance December 31, 2003										$   6,846.0





Balance

		

		KIMBERLY-CLARK CORPORATION

		Reformulated Balance Sheets

		(in millions)

								2004								2003								2002

		Net Operating Assets

		Operating Assets

				Cash and cash equivalents (1)								$   20.0								$   20.0								$   20.0

				Accounts receivable, net								2,038.3								1,955.1								2,005.9

				Inventories								1,670.9								1,563.4								1,430.1

				Deferred income taxes								278.2								281.4								191.3

				Land								279.6								276.5								266.0

				Buildings								2,437.9								2,272.4								2,042.9

				Machinery and equipment								11,770.6								12,061.7								10,812.5

				Construction in progress								335.0								568.9								442.6

				Investments in Equity Companies (3)								444.4								427.7								571.2

				Goodwill				2,702.9								2,649.1								2,254.9

				Accumulated depreciation				(6,832.6)				(4,129.7)				(6,916.1)				(4,267.0)				(5,944.6)				(3,689.7)

				Other current assets (2)								380.5								347.6								205.9

				Other Assets (2)								918.3								1,001.6								866.4

				Unearned compensation								22.3								27.1								25.2

				Operating Assets								16,466.3								16,536.4								15,190.3

		Operating Liabilities

				Trade accounts payable				983.2								857.9								844.5

				Other payables (2)				265.5								283.5								277.5

				Accrued expenses				1,431.6								1,374.7								1,325.2

				Accrued income taxes				448.0								367.2								404.3

				Deferred Income Taxes				840.3								880.6								854.2

				Noncurrent Employee Benefit and Other Obligations (2)				1,621.7				5,590.3				1,614.4				5,378.3				1,390.0				5,095.7

		Net Operating Assets										10,876.0								11,158.1								10,094.6

		Net Financial Obligations

				Cash equivalent				(574.0)								(270.6)								(474.5)

				Debt payable within one year				1,214.7								864.3								1086.6

				Long-Term Debt				2,298.0								2,733.7								2844

				Preferred Securities of Subsidiary				722.9				3,661.6				567.9				3,895.3				553.5				4,009.6

				CSE and Minority Interest								7,214.4								7,262.8								6,085.0

				Minority Owners Interests in Subsidiaries								368.4								298.3								255.5

		Common Stockholders' Equity (4)										$   6,846.0								$   6,964.5								$   5,829.5

				(1) Treat $20 million Cash as operating assets

				(2) Treat items labeled "other" as operating activities

				(3) Equity investment are classified as operating assets

				(4) Common shareholders' equity includes dividends payable and excludes unearned compensation

				(which is included in operating assets).





Income

		

		KIMBERLY-CLARK CORPORATION

		Reformulated Income Statements

		(in millions)

														2004								2003

		Net Sales																$   15,083.2								$   14,026.3

		Cost of products sold																10,014.7								9,231.9

		Gross Margin																5,068.5								4,794.4

		Operating expenses

				Marketing, research and general expenses										2,510.9								2,350.3

				Goodwill amortization										-0								-0

				Other expense, net										51.2								112.5

				Stock option compensation expense										55.9				2,618.0				13.4				2,476.2

		Operating income from sales, before tax																2,450.5								2,318.2

		Taxes

				Tax as reported										483.9								484.1

				Tax on other operating income										45.8								19.5

				Tax on financial items										51.5				581.2				53.3				557.0

		Operating income from sales, after tax																1,869.3								1,761.2

		Other operating income (expense)

				Income  from Discontinued Operations										29.8								50.6

				Nonoperating expense										(158.4)								(105.5)

				Cumulative effect of accounting change										-0				(128.6)				-0				(54.9)

				Tax on other operating income														45.8								19.5

				Net other operating income after tax														(82.8)								(35.4)

				Share of net income of equity companies														124.8								107.0

				Translation gain														415.8								742.8

				Pension Liability adjustment														(47.8)								(146.2)

				Gain (loss) on cash flow hedge														(4.2)								(4.3)

				Spin-off of Neeah Paper														(24.4)								-0

		Total other operating income																381.4								663.9

		Total operating income																2,250.7								2,425.2

		Financing expense (income)

				Interest income										(17.9)								(18.0)

				Interest expense										162.5				144.6				167.8				149.8

				Tax benefits (at 35.6%)														(51.5)								(53.3)

				Net Interest after tax														93.1								96.5

		Total financial expense																93.1								96.5

				Minority Interest														73.9								55.6

		Comprehensive income																$   2,083.7								$   2,273.1

		Tax rate																35.60%								35.60%





Equity

		

		KIMBERLY-CLARK CORPORATION

		Reformulated Statement of Stockholders Equity, 2004

		(in millions)

		Balance December 31, 2003										$   6,964.5

		Translation with shareholders

				Stock issues (290.0 + 86.8 + 13.5 - 4.8)				385.5

				Stock repurchase (1617.3+202.5)				(1819.8)

				Cash Dividend (791.0- (194.2 – 171.1))				(767.9)				(2,202.2)

		Comprehensive Income

				Net income				1,800.2

				Currency translation gain				415.8

				Pension liability adjustment				(47.8)

				Other				(4.2)

				Stock option compensation expense				(55.9)

				Spin-off of Neenah Paper				(24.4)				2,083.7

		Balance December 31, 2004										$   6,846.0

		The beginning  balance in the reformulated statements is calculated as follows:

				Reported beginning balance				6,766.3

				Dividend Payable				171.1

				Unearned compensation balance				27.1

				Adjusted Beginning balance				6,964.5														- 0

		The ending balance in the reformulated statements is calculated as follows:

				Reported ending balance				6,629.5

				Dividend Payable				194.2

				Unearned compensation balance				22.3

				Adjusted Ending balance				6,846.0

		Loss from stock option

				Stock compensation expense				86.8														=7.4/0.352

				Tax benefit				30.9

				Expense (after tax)				55.9





Cash

		

		KIMBERLY-CLARK CORPORATION

		Reformulated Cash Flow Statement

		(in millions)

														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 decrease in short term debt										54.7

						Proceeds from issuance of long-term debt										(38.4)

						Repayments of long-term debt										199

						Interest paid, after taxes										101.4

						Investment in cash equivalents										303.4				620.1

				Equity financing

						Proceeds from preferred securities										(125.0)

						Share issues (from exercise of options)										(290.0)

						Repurchase of share										1,598.0												-204.3

						Dividends										767.9

						Other										9.0				1,959.9

		Total financing flows																		2,579.97

						Interest payments														$   175.3

						Interest expense														(17.9)

						Net interest paid before tax														157.4

						Tax benefit (35.6%)														56.0

						Net interest paid after tax														101.4

		Method 1

						C-I=OI-Change in NOA

						Operating Income														$   2,250.7

						Net Operating Assets (EB)										$   10,876.0

						Net Operating Assets (BB)										11,158.1				282.1

						Free cash flow														2,532.8

		Method 2:

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

						Net financial expense														93.1

						Net financial obiligations (EB)										$   3,661.6

						Net financial obiligations (BB)										3,895.3				233.7

						Net dividend														2,202.2

						Minority interest in income														73.9

						Change in minority interest in balance sheet														(70.1)

						Free cash flow														2,532.8
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								Forecast Year						Implied Earnings Growth Periods

		Required Return		8.9%						2005		2006		2007		2008		2009		2010		2011		2012

		Dps								1.80		1.96		2.12		2.30		2.49		2.69		2.90		3.13

		Eps								3.81		4.14		4.49		4.87		5.26		5.69		6.14		6.62

		Dps reinvested										0.160		0.174		0.189		0.205		0.221		0.239		0.258

		Cum-dividend earnings

		(eps+dps reinvested)										4.300		4.666		5.055		5.469		5.910		6.378		6.877

		Normal Earnings										4.149		4.508		4.891		5.299		5.733		6.195		6.686

		Abnormal Earnings Growth (AEG)										0.151		0.157		0.163		0.170		0.177		0.184		0.191

		Discount factor										1.0890

		PV of AEG										0.139

		Total PV of AEG								0.139		8.66%		8.49%		8.33%		8.19%		8.05%		7.93%		7.81%		<= Implied Earnings Growth

		AEG Growth Rate (g)		4.00%								12.87%		12.70%		12.54%		12.39%		12.26%		12.13%		12.01%		<= Implied Cum-Earnings Growth

		Continuing value										3.207

		PV of continuing value								2.945

		Total								6.894

		Capitalization rate								0.089

		Value per share						77.46

												2006		2007		2008		2009		2010		2011		2012

								Eps				4.14		4.49		4.87		5.26		5.69		6.14		6.62

								Dps				1.96		2.12		2.30		2.49		2.69		2.90		3.13

								Dps reinvested				0.16		0.17		0.19		0.20		0.22		0.24		0.26

								Cum-dividend earnings				4.30		4.67		5.05		5.47		5.91		6.38		6.88

								Normal Earnings				4.15		4.51		4.89		5.30		5.73		6.19		6.69

								AEG				0.15		0.16		0.16		0.17		0.18		0.18		0.19

								Eps Growth Rate				8.66%		8.49%		8.33%		8.19%		8.05%		7.93%		7.81%

		Price		64.81

		Forward P/E		17.01

		Earninings (2004)		3.589

		Dps (2004)		1.600

		Trailing P/E		18.50

		Intrinsic Forward P/E		20.33

		Intrinsic Trailing P/E		22.03
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										Forecast Year

		Required Return		8.0%				2010		2011		2012		2007		2008		2009		2010

		Eps								4.98		5.35		5.54		5.74		5.95		6.16

		Dps								2.80		3.00		3.11		3.22		3.34		3.46

		Bps						14.54		16.72		19.070		21.50		24.03		26.64		29.35

		ROCE								34.3%		32.0%		29.1%		26.7%		24.8%		23.1%

		RE								3.82		4.01		4.02		4.02		4.03		4.03

		Discount factor								1.080		1.166		3.60%		3.60%		3.60%		3.60%		<= Implied EPS Growth

		PV of RE								3.534		3.440

		Total PV of RE						6.97

		RE growth rate (g)		0.1%

		Continuing value										50.98

		PV of CV						43.71

		Value per share						65.22

														2007		2008		2009		2010

		Market price		64.81								Bps		21.50		24.03		26.64		29.35

		Dps		1.8								ROCE		0.29		0.27		0.25		0.23

		BV		13.22								RE		4.02		4.02		4.03		4.03

		P/B		4.9024205749								EPS Growth Rate		3.60%		3.60%		3.60%		3.60%

		V/P		1.0063430673
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		Required rate				8.50%

		shout				521

		debt				3798

												1		2		3

										2001		2002		2003		2004

						FCF						1,163		1,526		2,329

						Discount factor						1.085		1.177		1.277

						PV of FCF						1,072		1,296		1,823

						Total PV of FCF				4,191

						FCF Growth rate		3.0%

						Continuing value (CV)										43,608

						PV of CV				34,141

						Value of the firm				38,332

						Book Value of NFO				(3,798)

						Value of Equity				34,534

						Value of Equity per share				66.28
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								2004								2003								2002

		Reported cash flow from operations										2,726.2								2,552.2								2,341.5

				Interest payments				175.3								178.1								183.3

				Interest income (1)				(17.9)								(18.0)								(15.7)

				Net interest payments				157.4								160.1								167.6

				Tax (35.6%)				56.0								57.0								59.7

				Net Interest payments after tax								101.4								103.1								107.9

		Cash flow from operations										2,827.6								2,655.3								2,449.4

		Reported cash used in investing activities										495.4								1,260.1								1,287.3

				Investment in marketable securities				11.5								10.8								9.0

				Sales of investments				(38.0)								(29.4)								(44.9)

				Net increase in time deposits				22.9				(3.6)				149.0				130.4				36.9				1.0

		Cash investment in operations										499.0								1,129.7								1,286.3

		Free cash flow										2,328.6								1,525.6								1,163.1

		(1) From income statement
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		beta		0.88		0.88		0.88

		bond rate		4.50%		4.50%		4.50%

		risk premium		6.00%		5.00%		4.50%

		cost of capital for equity		9.78%		8.90%		8.46%
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		Shares outstanding				501.60

		Current price				64.81

		Market value				32,508.70

		Net Income				1,800.20

		EPS				3.59

		Book value				6,629.50

		BV per share				13.22

		Premium over book value				25,879.20

		P/E				18.06

		P/B				4.90

		Dividend per share				1.6

		Price (2003)				62

		Stock return				7.11%
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