Kimberly-Clark Corporation (KMB)

Solution to Continuing Case, Chapter 8
THE TREASURER’S RULE
It is best to lay out the reformulated statement first before setting up the treasurer’s rule. The statement below is a reformulated cash flow statement that follows the accounting equation, 


C – I = d + F

As you see below, the statement is reformulated to show free cash flow (C – I), and the total for free cash flow equals the total financing flows (d + F).
Go back to the Continuing Case for Chapter 4 to remind yourself how the GAAP cash flow statement is modified to calculate free cash flow. Net interest after tax ($144.1 million) is added to the reported free cash flow and reclassified as a payment to debtholders (a financing flow rather than an operating flow). (The after-tax net interest payment is calculated under the statement below.) Net investments in interest-bearing securities and deposits (-$165 million, a net liquidation) are reclassified from investment in operations to financing flows. You see these adjustments in the statement below. And you see that investment in cash equivalents, treated as a residual in the GAAP cash flow statement, is now classified as a financing flow, that is, an investment of cash in financial assets. 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	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
	 


	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


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. 
The treasurer’s rule is laid out as follows:
Cash flow from operations



$2,888 million
Cash investment in operations


    946
Free cash flow



                         1,942
Net interest paid



                144
Cash available to shareholders


 1,798
Net dividend (net cash paid to shareholders):


Cash dividend            $   1,066

Share repurchases              803

Share issues

(     131)


Other                                   48
             1,786
Net transactions in debt

                              12
This $12 million is the total cash paid out on debt, $156 million, in the reformulated cash flow statement less the $144 million in net interest payments. 
IDENTIFYING OPERATING ACTIVITIES

Go the solution to the Continuing Case in Chapter 10. 

