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CHAPTER SIXTEEN

Full-Information Forecasting, Valuation, and Business Strategy Analysis
Stephen H. Penman
The web page for Chapter 16 runs under the following headings:


What this Chapter is Doing


Get Ready for Full Forecasting and Valuation


The One-stop Forecast of Residual Operating Income

Analysis, Forecasting, and Valuation: Cisco Systems (CSCO)

            A Demonstration of how Alternative Valuation Models Produce the Same Valuation


Spreadsheet for Pro Forma Analysis


Maytag Corporation: Financial Statements

What this Chapter is Doing

In laying out the simple valuations, Chapter 15 explained what are the drivers to be forecasted to reach a valuation. Simple valuations use the current values for these drivers in the financial statements (sometime modified with a sales growth forecast). Full forecasting and valuation in Chapter 16 merely replaces these financial statement numbers with forecasts that the analyst develops from his or her research.

Forecasting is also referred to as pro forma analysis. Chapter 16 shows how to do this formally. Exhibits 16.1 and 16.2, along with Steps 1-15, summarize the methods. Having appreciated the process, go to the BYOAP feature on the book’s web site to build a spreadsheet that embodies it. You will than have a valuation and analysis tool for full forecasting and valuation.

Get Ready for Full Forecasting and Valuation

Forecasts do not come out of the air. It is a mistake to “assume” (a sales growth rate, for example). Rather, forecasts come from the information at hand. The analysis must “know the business” before proceeding. Refer back to the step-by-step summary in Figure 3.1 in Chapter 3. Go back to this material on The Analysis of Business in Chapter 1. Read the Focusing the Lens material in Chapter 16. Then you will be ready to proceed to pro forma analysis.

The One-stop Forecast of Residual Operating Income

Chapter 15 and the financial statement analysis of earlier chapters point to the key drivers that have to be forecasted to reach a valuation. The web page for Chapter 15 applies these drivers to a simple valuation of Electronic Data Systems (EDS). The formula 16.1 in Chapter 15 provides a neat, one-step calculation of residual operating income (ReOI). 

For the EDS example on the Chapter 15 web page, the inputs to the forecast for 2003 are as follows:

    Sales






21,932

    Profit Margin (PM), including core other income

  5.67% 

    Asset Turnover (21,932/10,971)



  2.00

    Required return for operations



  9.0%

The ReOI forecast for 2003, applying the one-stop method is
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The turnover efficiency ratio, 
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= 0.045 is smaller than the profit margin. Sales add value, and each dollar of sales adds value of 5.67 cents – 4.5 cents = 1.17 cents. 

Analysis, Forecasting, and Valuation: Cisco Systems (CSCO)

Here is a demonstration of a valuation for Cisco Systems. It is not really a “full information” valuation, because detailing and analyzing all the information necessary would too lengthy an exercise.  Indeed, it is closer to a simple valuation in Chapter 15. But it gives you the idea.

The income statement and balance sheet for Cisco Systems’ 2003 fiscal year are given below, along with some additional information from the 10-K. We wish to develop some forecasts for Cisco and value the equity shares on September 30, 2003 when these financial statements were reported. Cisco’s shares traded at $20 each at that time. 

CISCO SYSTEMS, Inc.

________________________________________________________________________

CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except per-share amounts)

Years Ended                               July 26,       July 27,        July 28,    

                                            
    2003           2002             2001      

---------------------------------------------------------------------------------------- 

NET SALES:                                                                          

Product                                   $ 15,565       $ 15,669       $ 19,559    

Service                                        3,313            3,246            2,734    

---------------------------------------------------------------------------------------- 

Total net sales                           18,878          18,915         22,293    

----------------------------------------------------------------------------------------  

COST OF SALES:                                                                      

Product                                       4,594            5,914         10,198    

Service                                        1,051              988           1,023    

----------------------------------------------------------------------------------------  

Total cost of sales                       5,645           6,902         11,221    

----------------------------------------------------------------------------------------  

GROSS MARGIN                      13,233         12,013         11,072    

OPERATING EXPENSES:                                                                 

Research and development        3,135           3,448           3,922    

Sales and marketing                   4,116           4,264           5,296    

General and administrative            702              618              778    

Restructuring costs and charges        -                 -             1,170    

Amortization of goodwill                      -                -                 690    

Amortization of intangibles            394              699               365    

In-process R&D                                 4               65                855    

----------------------------------------------------------------------------------------  
Total operating expenses           8,351           9,094          13,076    

----------------------------------------------------------------------------------------  

OPERATING INCOME               4,882           2,919          (2,004)  

Interest income                             660               895              967    

Other income (loss), net              (529)          (1,104)            163    

----------------------------------------------------------------------------------------  

Interest and other income             131             (209)         1,130    

----------------------------------------------------------------------------------------  

INCOME (LOSS) BEFORE        5,013           2,710            (874)  

INCOME TAXES                                                                        

Provision for income taxes         1,435              817              140    

----------------------------------------------------------------------------------------  

NET INCOME (LOSS)            $  3,578      $  1,893        $ (1,014)  

----------------------------------------------------------------------------------------  

Basic  eps
               $   0.50       $   0.26        $  (0.14)  

----------------------------------------------------------------------------------------  

Diluted eps
               $   0.50       $   0.25       $  (0.14)  

----------------------------------------------------------------------------------------  

CONSOLIDATED BALANCE SHEETS

(In millions, except par value

                                                      

   July 26,      July 27,    

                                                     

     2003          2002      

-------------------------------------------------------------------------------------------------

ASSETS                                                                             

Current assets:                                                                    

Cash and cash equivalents                               
 $  3,925      $  9,484    

Short-term investments                                     
     4,560          3,172    

Accounts receivable, net of allowance for doubtful         1,351         1,105    

accounts of $183 at July 26, 2003

 and $335 at July 27, 2002                                 

Inventories                                                   
        873             880    

Deferred tax assets                                                        1,975          2,030    

Lease receivables, net                                                      163             239    

Prepaid expenses and other current assets                      568            523    

---------------------------------------------------------------------------------------------------  

Total current assets                                                      13,415        17,433    

Investments                                                                  12,167          8,800    

Property and equipment, net                                          3,721          4,102    

Goodwill                                                                         4,043           3,565    

Purchased intangible assets, net                                      556              797    

Lease receivables, net                                                        60               39    

Other assets                                                                  3,145           3,059    

--------------------------------------------------------------------------------------------------  

TOTAL ASSETS                                                       $ 37,107      $ 37,795    

--------------------------------------------------------------------------------------------------  

LIABILITIES AND SHAREHOLDERS  EQUITY                                               

Current liabilities:                                                               

Accounts payable                                                      $    594         $    470    

Income taxes payable                                                     739               579    

Accrued compensation                                                 1,470            1,365    

Deferred revenue                                                         3,034             3,143    

Other accrued liabilities                                                2,162             2,496    
Restructuring liabilities                                                    295                322    

---------------------------------------------------------------------------------------------------  

Total current liabilities                                                   8,294            8,375    

Deferred revenue                                                             774               749    

-----------------------------------------------------------------------------------------------------  

Total liabilities                                           

    9,068            9,124    

-----------------------------------------------------------------------------------------------------  

Commitments and contingencies (Note 8)                                             

Minority interest                                             
        10                  15    

Shareholders  equity:                                                              

Preferred stock, no par value: 5 shares authorized;             -             -    

none issued and outstanding                                                        

Common stock and additional paid-in capital      
 21,116            20,950    

20,000 shares authorized; 6,998 

and 7,303 shares issued and                                                                         

outstanding at July 26, 2003 and July 27, 2002.                                            
Retained earnings                                          
   6,559             7,733    

Accumulated other comprehensive income (loss)          354                 (27)  

------------------------------------------------------------------------------------------------------ 

Total shareholders  equity                                         28,029             28,656    

------------------------------------------------------------------------------------------------------  

 LIABILITIES AND SHAREHOLDERS  EQUITY    $ 37,107          $ 37,795    

______________________________________________________________________________________

Further information from the 10-K:

1. Long-term investments are comprised of the following:

2003

2002

             Equity investments


  745

  567


 Debt investments

         11,422
           8,233






         12,167
           8,800

All short-term investments are debt investments. Both short-term and long-term 

investments are marked to market.

2. $50 million of cash and cash equivalents is operating cash.

3. The change in Accumulated Other Comprehensive Income during 2003 was due to unrealized gains on investments.

4. Cisco Systems’ income tax (combined federal and state) is 36.8%.

5. The stock option footnote revealed the following

   Options granted during 2003           


    199 million

   Options outstanding, July 26, 2003         

             1,303 million

   Weighted-average exercise price of outstanding options        $25.29

The outstanding options have a weighted-average option value of $4.95.

6. Other income in the income statement pertains to equity investments. 

7. No further expensing of in-process R&D is expected in the future, but amortization of intangibles (other than goodwill) is expected to continue. 

Analysts are forecasting net sales of $21.2 billion for fiscal year 2004 and 23.7 billion for 2005. With these estimates, we can calculate the per-share value of Cisco’s stock under the following scenarios:

a. The core profit margins from sales in 2003 will be maintained in the future. 

b. The asset turnover will remain constant at its projected level for 2004.

c. Sales will grow indefinitely at 7% per year after 2005.

d. Investors require a return of 10% for the risk in Cisco’s operations. 

e. The value of the minority interest in a subsidiary is 4 times book value.

Suppose we were to forecast a long-term growth rate for abnormal operating income after 2005 at the GDP growth rate of 4%. What would then be our per share valuation
Proceeding to the valuation …..

First reformulate the balance sheet, then identify core operating income from sales.

Reformulated Balance Sheets
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2002

Operating Assets:

Working Cash

50

50

Accounts Receivable

1,351

1,105

Inventories

873

880

Deferred tax assets

1,975

2,030

Lease receivables

223

278

Prepaid expenses

568

523

Property and equipment

3,721

4,102

Goodwill

4,043

3,565

Purchased intangibles

556

797

Other assets

3,145

3,059

16,505

16,389

Operating Liabilities:

Accounts payable

594

470

Income tax payable

739

579

Accrued compensation

1,470

1,365

Deferred revenue

3,808

3,892

Other accrued liabilities

2,162

2,496

Restructuring liabilities

295

322

9,068

9,124

Net operating assets

7,437

7,265

Equity investments (at market)

745

567

8,182

7,832

Cash and other equivalents

3,875

9,434

Short-term investments

4,560

3,172

Long-term investments

11,422

8,233

Net financial assets

19,857

20,839

Minority interest

10

15

Common shareholders' equity

28,029

28,656


Note that equity investments and financial assets are marked to market, so pro formas do not have to be prepared for these aspects of the business to value the equity.

Calculation of Core Income from Sales, 2003
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Cost of Sales 5,645

Gross margin 13,233

Research and development 3,135

Sales and marketing 4,116

General and Administrative 702

Amortization of intangibles 394 8,347

Operating income from sales 4,886

Tax reported 1,435

Tax on other income (a loss of $529) 195

Tax on interst income (of $600) (243) 1,387

Core operating income from sales 3,499


Core profit margin from sales 
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Notes:

1. The rest of the income statement does not have to be reformulated, for valuation  involves only the operating portion of the income statement. The calculated core profit margin will be applied to forecasted sales to forecast operating income.

2. There is no other “core operating income,” included here. The loss on equity investments of $529 million can be ignored (for forecasting) because the investments are marked to market on the balance sheet. (They are already valued.)

3.  As all other comprehensive income (in the equity statement) has to do with investments, the reported operating income in the income statement is comprehensive operating income (other than stock comprehensive expense).

The value of the equity is calculated as follows:
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As the equity investments and financial assets are measured at market value on the balance sheet,


[image: image7.wmf]E

2003

V

  = Book value of equity + Premium from operations – Value of option overhang

              – Value of minority interest

           = 28,039 + Preset value of residual operating income from net operating assets

        -  Value of option overhang – Value of minority interest

(i) Calculate expected residual earnings for 2004 – 2005 from a pro forma:
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Core operating income (at 18.53%)

3,928
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3,184

3,560

Growth rate of ReOI

7%

Abnormal OI Growth (

D

ReOI)

376



ATO in 2004 = 
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Net operating assets are forecasted as the amount to maintain this ATO.

(ii)      Calculate value of option overhang:


Value of outstanding options: 4.95 x 1,303 = 6,450


Tax benefit (at 36.8%)                                    2,374

Value, after tax                                                4,076

(iii)     Value the equity:
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          =   $134,696 million

          =   $19.25 per share (on 6,998 million shares outstanding)

Note that if sales are to grow at 7% per year after 2005, on constant margins and turnovers, then residual operating income will also grow at 7%.

An abnormal operating income (AOIG) valuation will give the same answer.
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         =  $134,696 million

The forecasted AOIG for 2006 is calculated as
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If abnormal operating income growth is expected to grow at 4% after 2005, the valuation is
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    =  118,433 million

                =  $16.92 per share

The formula on page 498 of the text will give the same valuation:

First calculate the cum-dividend growth rate (
[image: image16.wmf]2
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) for 2005.
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         = $118,418 million (allow for rounding error)

         = $16.92 per share

A Demonstration of how Alternative Valuation Models Produce the Same Valuation

The PPE example in Chapter 16 shows that both residual earnings and abnormal earnings growth models yield the same value. Here we demonstrate how, for a particular pro forma, we get the same valuation using discounted cash flow methods and dividend discounting methods. The demonstration comes with a strong qualification: The same value is calculated below because it is a specific case where cash flows, dividends and residual operating income align with the same growth rate. Chapter 4 went to pains to show how cash flow and dividend approaches will not give the same value for the same forecast horizon (as accrual accounting approaches). Consider again the case where dividends are zero and free cash flow in negative.
  The demonstration below starts with an initial balance sheet (in Year 0). Note these features of the pro forma for Years 1-5:

1. RNOA follows a decaying pattern (as in fade diagrams), then levels off at 12%. Net operating assets reach a 4% growth rate by Year 4. With constant RNOA from Year 4 onwards, ReOI grows at the growth rate for NOA (which, with a constant ATO is also the sales growth rate). A continuing value is calculated accordingly. 

2. With this growth in net operating assets, free cash flow is positive and also grows at 4% from Year 4 onwards. A continuing value for the DCF method can be calculated accordingly.

3. Dividend payout is such as to maintain constant market leverage of 46%, so the equity cost of capital is a constant (13%). A residual earnings (RE) valuation can thus be carried out using the equity cost of capital. RE also grows at 4% form Year 4 onwards. 
4. Dividend payout is such that dividends grow at 4% from Year 4 onwards also. A continuing value for the dividend discount method can be calculated accordingly. 
Both residual earnings (RE) and residual operating income (REOI) methods give the same valuation (provide we use different costs of capital), as shown in Chapter 14. But so do the DCF and dividend discounting approaches. 
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Income Statement

Sales 3000.0 2675.0 2268.4 2381.8 2477.1

Core operating expenses 2730.0 2461.0 2109.6 2238.9 2328.5

Core operating income 270.0 214.0 158.8 142.9 148.6

Financial income (expense) (20.0)         (19.5)         (19.5)        (20.2)        (21.0)       

Earnings 250.0        194.5        139.3       122.7       127.7      

Balance Sheet

Net operating assets 1000.0 1070.0 1134.2 1190.9 1238.5 1288.1

Net financial obligations 500.0 486.5 487.6 504.0 524.1 545.1

Common stockholders' equity 500.0 583.5 646.6 686.9 714.4 743.0

Cash Flow Statement

OI 270.0 214.0 158.8 142.9 148.6

DNOA 70.0 64.2 56.7 47.6 49.5

Free Cash Flow (C-I) 200.0 149.8 102.1 95.3 99.1

Dividends 166.5 131.4 98.9 95.3 99.1

Cash to debtholders 33.5 18.4 3.1 0.0 0.0

Profitability Analysis

Profit Margin (%) 9% 8% 7% 6% 6%

Asset Turnover 3.0 2.5 2.0 2.0 2.0

RNOA (%) 0.27 0.2 0.14 0.12 0.12

Growth in NOA (%) 7% 6% 5% 4% 4%

ROCE 50% 33% 22% 18% 18%

Residual OI (ReOI) 170.0 107.0 45.4 23.8 24.8

Residual Income (RE) 186.1 119.9 56.6 34.9 36.3

Growth in ReOI (%) -37.1% -57.6% -47.5% 4.0%

Growth in RE (%) -37.1% -57.6% -47.5% 4.0%

Dividend payout ratio 67% 68% 71% 78% 78%

Cost of capital for operationns 10% 10% 10% 10% 10%

After-Tax cost of debt 4% 4% 4% 4% 4%

Demonstration of Alternative Valuation Methods

Proforma Financial Statements

In millions of dollars; cost of capital for operations is 10%



[image: image20.emf]Valuation Year 1 Year 2 Year 3 Year 4 Year 5

Vnoa 1575.3 1532.8 1536.3 1587.9 1651.4 1717.5

Vnfo 500.0 486.5 487.6 504.0 524.1 545.1

Ve 1075.3 1046.3 1048.7 1083.9 1127.2 1172.3

Market Leverage 46% 46% 46% 46% 46% 46%

Cost of capital for equity 13% 13% 13% 13% 13%

Residual Operating Income Approach Year 1 Year 2 Year 3 Year 4 Year 5

ReOI 170.0 107.0 45.4 23.8 24.8

Discount factor 1.10 1.21 1.33 1.46 1.61

PV of ReOI 154.5 88.4 34.1 16.3 15.4

Total PV of ReOI 308.7

Continuing value (CV) 429.36

PV of CV 266.6

Value of NOA 1575.3

Book Value of NFO 500.0

Value of Equity 1075.3

Discounted Cash Flow Approach Year 1 Year 2 Year 3 Year 4 Year 5

Free Cash Flow (FCF) 200.0 149.8 102.1 95.3 99.1

Discount Factor 1.10 1.21 1.33 1.46 1.61

PV of FCF 181.8 123.8 76.7 65.1 61.5

Total PV of FCF 508.9

Continuing value (CV) 1717.5

PV of CV 1066.4

Value of the firm 1575.3

Book Value of NFO 500.0

Value of Equity 1075.3

Residual Income Approach Year 1 Year 2 Year 3 Year 4 Year 5

Residual Income 186.1 119.9 56.6 34.9 36.3

Discount Factor 1.13 1.27 1.43 1.62 1.83

PV of RE 165.0 94.3 39.4 21.6 19.9

Total PV of RE 340.1

Continuing value (CV) 429.4

PV of CV 235.2

575.3

Book Value of Equity 500.0

Value of Equity 1075.3

The Alternative Valuations

With constant market leverage, cost of capital for equity is also constant



[image: image21.emf]Dividend Discounting (DDM) Year 1 Year 2 Year 3 Year 4 Year 5

Dividend 166.5 131.4 98.9 95.3 99.1

Discount Factor 1.13 1.27 1.43 1.62 1.83

PV of Dividends 147.6 103.3 69.0 58.9 54.3

Total PV of Dividends 433.1

Continuing value (CV) 1172.3

PV of CV 642.2

Value of Equity 1075.3


Spreadsheet for Pro Forma Analysis
Click on the pro forma above and you have a spreadsheet program to carry out pro firma analysis and valuation. Change inputs—the initializing balance sheet and forecasts, where highlighted—and observe the resulting valuations. Use it for sensitivity analysis. Better still, go to BYOAP on the book’s web site for a complete analysis and valuation spreadsheet. 
Maytag Corporation: Financial Statements

You may use these financial statements for working Minicase M16.3, though you are better off going to the full 10-K on the SEC EDGAR web site.

                     CONSOLIDATED STATEMENTS OF OPERATIONS                     
                                                     Year Ended                   

                                     -------------------------------------------  

                                      January 1       January 3      December 28  

                                        2005            2004            2002      

                                     -----------     -----------     -----------  

                                         In thousands, except per share data      

Net sales                            $ 4,721,538     $ 4,791,866     $ 4,666,031  

Cost of sales                          4,061,319       3,932,335       3,661,429  

                                     - --------- -   - --------- -   - --------- -

Gross profit                             660,219         859,531       1,004,602  

Selling, general and                     507,013         555,092         577,995  

administrative expenses                                                           

Restructuring and related charges         69,758          64,929          67,112  

Asset impairment                             -            11,217             -    

Goodwill impairment-Commercial             9,600             -               -    

Products                                                                          

Front-load washer litigation              33,500             -               -    

                                     - --------- -   - --------- -   - --------- -

Operating income                          40,348         228,293         359,495  

Interest expense                         (56,274 )       (52,763 )       (62,390 )

Loss on investments                          -            (7,185 )           -    

Adverse judgment on                      (10,505 )           -               -    
pre-acquisition distributor                                                       

lawsuit                                                                           

Other income (loss)                        5,113           4,415          (1,449 )

                                     - --------- -   - --------- -   - --------- -

Income (loss) from continuing            (21,318 )       172,760         295,656 
operations before income taxes 

and minority interests 
Income tax expense (benefit)             (11,973 )        58,382         100,523 

                                     - --------- -   - --------- -   - --------- -

Income (loss) from continuing             (9,345 )       114,378         195,133 
operations before minority

interests 
Minority interests                           -               -            (3,732 ) 

                                     - --------- -   - --------- -   - --------- -
Income (loss) from continuing             (9,345 )       114,378         191,401  

operations                                                                        

                                     - --------- -   - --------- -   - --------- -
Discontinued operations, net of tax:
Income (loss) from discontinued              339            (659 )        (2,607 )
operations
Provision for 
impairment of China                          -            (3,313 )           - 
Joint venture Gain on sale of Blodgett       -             9,727                     - 
                                     - --------- -   - --------- -   - --------- -
Gain (loss) from discontinued                339           5,755          (2,607 )

operations                                                                        

                                     - --------- -   - --------- -   - --------- -
Net income (loss)                    $    (9,006 )   $   120,133     $   188,794  

                                     - --------- -   - --------- -   - --------- -

Basic earnings (loss) per common share:
Income (loss) from continuing        $     (0.12 )   $      1.46     $      2.46
operations 
Discontinued operations                      -              0.07           (0.03 ) 

Net income (loss)                    $     (0.11 )   $      1.53     $      2.43  

Diluted earnings (loss) per common share: 
Income (loss) from continuing        $     (0.12 )   $      1.45     $      2.44 
operations
Discontinued operations                      -              0.07           (0.03 ) 
Net income (loss)                    $     (0.11 )   $      1.53     $      2.40  

Cash dividends paid per share        $      0.72     $      0.72     $      0.72  

                          CONSOLIDATED BALANCE SHEETS                          
                                                        January 1      January 3 

                                                          2005           2004    

                                                       -----------    -----------

                                                             In thousands,       

                                                           except share data     

                      ASSETS                                                     

Current assets                                                                   

Cash and cash equivalents                              $   164,276    $     6,756

Accounts receivable, less allowance for doubtful           629,901        596,832

accounts (2004-$9,678;                                                           

2003-$15,752)                                                                    

Inventories                                                515,321        468,345

Deferred income taxes                                       55,862         63,185

Prepaids and other current assets                           80,137         94,030

Discontinued current assets                                    -           75,175

                                                       - ---------    - ---------

Total current assets                                     1,445,497      1,304,323

Noncurrent assets                                                                

Deferred income taxes                                      253,428        183,685

Prepaid pension cost                                         1,492          1,666

Intangible pension asset                                    49,051         66,615

Goodwill                                                   259,413        269,013

Other intangibles, less allowance for amortization          36,016         37,498

(2004-$6,256; 2003-$4,679)                                                       

Other noncurrent assets                                     53,965         54,069

Discontinued noncurrent assets                                 -           60,336

                                                       - ---------    - ---------

Total noncurrent assets                                    653,365        672,882

Property, plant and equipment                                                    

Land                                                        15,489         23,365

Buildings and improvements                                 343,321        395,660

Machinery and equipment                                  1,866,485      2,100,608

Construction in progress                                    19,874        109,352

                                                       - ---------    - ---------

                                                         2,245,169      2,628,985

Less accumulated depreciation                            1,324,007      1,582,050

                                                       - ---------    - ---------

Total property, plant and equipment                        921,162      1,046,935

                                                       - ---------    - ---------

Total assets                                           $ 3,020,024    $ 3,024,140

                                                       - ---------    - ---------

    LIABILITIES AND SHAREOWNERS  EQUITY                                         

                 (DEFICIT)                                                      

Current liabilities                                                             

Notes payable                                   $        -        $     71,491  

Accounts payable                                     545,901           466,734  

Compensation to employees                             50,195            69,388  

Accrued liabilities                                  307,924           245,935  

Current portion of long-term debt                      6,043            24,503  

Discontinued current liability                           -             105,739  

                                                - ---------- -    - ---------- -

Total current liabilities                            910,063           983,790  

Noncurrent liabilities                                                          

Long-term debt, less current portion                 972,568           874,832  

Postretirement benefit liability                     531,995           538,105  
Accrued pension cost                                 496,480           398,495  

Other noncurrent liabilities                         183,942           144,341  

Discontinued noncurrent liability                        -              18,766  

                                                - ---------- -    - ---------- -

Total noncurrent liabilities                       2,184,985         1,974,539  

Shareowners  equity (deficit)                                                   

Preferred stock:                                                                

Authorized-24,000,000 shares (par value                                         

$1.00)                                                                          

Issued-none                                                                     

Common stock:                                                                   

Authorized-200,000,000 shares (par value                                        

$1.25)                                                                          

Issued-117,150,593 shares, including shares          146,438           146,438  

in treasury                                                                     

Additional paid-in capital                           428,889           435,409  

Retained earnings                                  1,294,412         1,360,361  

Cost of common stock in treasury (2004-           (1,430,176 )      (1,455,706 )

37,737,263 shares; 2003-38,410,885 shares)                                      

Employee stock plans                                  (3,913 )          (3,530 )

Accumulated other comprehensive loss                (510,674 )        (417,161 )

                                                - ---------- -    - ---------- -

Total shareowners  equity (deficit)                  (75,024 )          65,811  

                                                - ---------- -    - ---------- -

Total liabilities and shareowners  equity       $  3,020,024      $  3,024,140  

(deficit)                                                                       

                                                - ---------- -    - ---------- -

C ONSOLIDATED STATEMENTS OF SHAREOWNERS  EQUITY (DEFICIT) 

                                                  Year Ended                    

                                ----------------------------------------------  

                                 January 1        January 3       December 28   

                                    2005             2004             2002      

                                ------------     ------------     ------------  

                                                 In thousands                   

Common stock                                                                    

Balance at beginning of year    $    146,438     $    146,438     $    146,438  

                                - ---------- -   - ---------- -   - ---------- -

Balance at end of year               146,438          146,438          146,438  

Additional paid-in capital                                                      

Balance at beginning of year         435,409          438,889          450,683  

Stock option plans issuances          (3,251 )         (1,926 )        (16,000 )

Stock units granted                    4,087            2,713              -    

Tax benefit of employee                  346              981            7,894  

stock plans                                                                     

Employee discount stock plan          (1,249 )            -                -    

Dividends on ESOP shares              (1,052 )            -                -    

Additional ESOP shares                (5,233 )         (4,980 )         (2,397 )

issued                                                                          

Other                                   (168 )           (268 )         (1,291 )

                                - ---------- -   - ---------- -   - ---------- -

Balance at end of year               428,889          435,409          438,889  

Retained earnings                                                               

Balance at beginning of year       1,360,361        1,296,805        1,164,021  

Net income (loss)                     (9,006 )        120,133          188,794  

Dividends on common stock            (56,899 )        (56,524 )        (56,010 )

Other                                    (44 )            (53 )            -    

                                - ---------- -   - ---------- -   - ---------- -

Balance at end of year             1,294,412        1,360,361        1,296,805  

Treasury stock                                                                  

Balance at beginning of year      (1,455,706 )     (1,473,432 )     (1,527,777 )

Purchase of common stock for             -             (1,021 )            -    

treasury                                                                        

Stock option plans issuances           6,253            3,414           41,777  

Employee discount stock plan           2,444              -                -    

Dividends on ESOP shares               2,333              -                -    

Additional ESOP shares                13,191           14,329           13,344  

issued                                                                          

Other                                  1,309            1,004             (776 )

                                - ---------- -   - ---------- -   - ---------- -
Balance at end of year            (1,430,176 )     (1,455,706 )     (1,473,432              Empoyee stock plans                                                           

Balance at beginning of year          (3,530 )        (14,120 )        (23,522 )

Restricted stock awards, net             (3,913 )          -            2,342  

ESOP shares allocated                     3,530         10,590          7,060  

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                   (3,913 )       (3,530 )      (14,120 )

Accumulated other comprehensive                                                

loss                                                                           

Minimum pension liability                                                      

adjustment:                                                                    

Balance at beginning of year           (416,538 )     (341,659 )     (178,082 )

Adjustment for the year, net of         (91,255 )      (74,879 )     (163,577 )

tax                                                                            

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                 (507,793 )     (416,538 )     (341,659 )

Unrealized gains (losses) on                                                   

securities:                                                                    

Balance at beginning of year              1,367           (567 )        1,273  

Unrealized gains (losses) for the           434          1,553         (1,840 )

year, net of tax                                                               

Realized (gains) losses on               (1,801 )          381            -    

securities included in net income                                              

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                      -            1,367           (567 )

Unrealized gains (losses) on                                                   

hedges:                                                                        

Balance at beginning of year                -              -              944  

Unrealized losses for the year,             -              -           (1,039 )

net of tax                                                                     

Reclassification adjustment for             -              -               95  

loss included in net income                                                    

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                      -              -              -    

Foreign currency translation:                                                  

Balance at beginning of year             (1,990 )      (10,215 )      (10,432 )

Translation adjustments, net of            (512 )        8,225            217  

tax                                                                            

Foreign currency translation gain          (379 )          -              -    

included in net income                                                         

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                   (2,881 )       (1,990 )      (10,215 )

                                     - -------- -   - -------- -   - -------- -

Balance at beginning of year           (417,161 )     (352,441 )     (186,297 )

Total adjustments for the year          (93,513 )      (64,720 )     (166,144 )

                                     - -------- -   - -------- -   - -------- -

Balance at end of year                 (510,674 )     (417,161 )     (352,441 )

                                     - -------- -   - -------- -   - -------- -

Total shareowners  equity            $  (75,024 )   $   65,811     $   42,139  

(deficit)                                                                      

                                     - -------- -   - -------- -   - -------- -

            CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)             

                                                     Year Ended                 

                                       ---------------------------------------  

                                       January 1      January 3     December    

                                          2005          2004            28      

                                       ----------     ---------        2002     

                                                                    ----------  

                                                    In thousands                

Net income (loss)                      $   (9,006 )   $ 120,133     $  188,794  

Other comprehensive income (loss)                                               

items, net of income taxes                                                      

Unrealized gains (losses) on                  434         1,553         (1,840 )

securities, net of tax                                                          

Less: Reclassification adjustment          (1,801 )         381            -    

for (gain) loss included in net                                                 

income                                                                          

Unrealized gains (losses) on                  -             -           (1,039 )

hedges, net of tax                                                              

Less: Reclassification adjustment             -             -               95  

for loss included in net income                                                 

Minimum pension liability                 (91,255 )     (74,879 )     (163,577 )

adjustment, net of tax                                                          

Foreign currency translation, net            (512 )       8,225            217  

of tax                                                                          

Less: Reclassification adjustment            (379 )         -              -    

for gain included in net income                                                 

                                       - -------- -   - ------- -   - -------- -

Total other comprehensive loss            (93,513 )     (64,720 )     (166,144 )

                                       - -------- -   - ------- -   - -------- -

Comprehensive income (loss)            $ (102,519 )   $  55,413     $   22,650  

                                       - -------- -   - ------- -   - -------- -

                     CONSOLIDATED STATEMENTS OF CASH FLOWS                     
                                                     Year Ended                 

                                       ---------------------------------------  

                                       January 1     January 3      December    

                                         2005           2004            28      

                                       ---------     ----------        2002     

                                                                    ----------  

                                                    In thousands                

Operating activities 

Net income (loss)                      $  (9,006 )   $  120,133     $  188,794  

Adjustments to reconcile net income
(loss) to net cash provided by 
continuing operating activities:
Net (income) loss from discontinued         (339 )       (5,755 )        2,607 
operations Minority interests                -              -            3,732 

Depreciation                             168,205        164,680        162,600  

Amortization                               1,577          1,105          1,108  

Deferred income taxes                      2,636         56,660         88,643  

Restructuring and related charges,        36,859         45,939         62,483  

net of cash paid                                                                

Asset impairment                             -           11,217            -    

Loss on investment                           -            7,185            -    

Goodwill impairment-Commercial             9,600            -              -    

Products                                                                        

Front-load washer litigation, net of      23,092            -              -    

cash paid                                                                       

Gain on sale, property disposition        (9,711 )                              

Adverse judgment on pre-acquisition       10,505            -              - 
distributor lawsuit 
Changes in working capital item
Accounts receivable                      (29,207 )        1,403         35,211  

Inventories                              (46,836 )        5,801        (21,985 )

Other current assets                      14,444         27,422        (74,905 )

Trade payables                            75,095        103,095         47,589  

Other current liabilities                 15,711        (10,804 )         (792 )

Pension expense                           63,024         64,779         52,561  
Pension contributions                    (94,324 )     (268,119 )     (193,108 )
Postretirement benefit liability          (6,110 )       20,595         12,255  

Other liabilities                         29,167         12,817         (8,560 )

Other assets                               6,736        (11,654 )       (5,050 )

Other                                      9,837          7,883         11,534  
                                       - ------- -   - -------- -   - -------- -

Net cash provided by continuing        $ 270,955     $  354,382     $  364,717 
operating activities 
Investing activities
Capital expenditures-continuing        $ (94,420 )   $ (199,300 )   $ (229,764 )

operations                                                                      

Settlement of Amana purchase                 -           11,939            -    

contract                                                                        

Proceeds from business disposition,       11,248         16,168            -    

net of transaction costs                                                        

Proceeds from property disposition,       14,251            -              -    

net of transaction costs                                                        

                                       - ------- -   - -------- -   - -------- -

Investing activities-continuing        $ (68,921 )   $ (171,193 )   $ (229,764 ) 
operations 
Financing activities 

Net proceeds (reduction) of notes      $ (71,491 )   $ (107,068 )   $   30,312  

payable                                                                         

Proceeds from issuance of long-term      100,000        200,000            -    

debt                                                                            

Repayment of long-term debt              (21,521 )     (220,524 )     (129,881 )

Stock repurchases                            -           (1,021 )          -    

Stock options and employee stock           5,478          1,600         26,049  

Dividends on common stock                (56,899 )      (56,524 )      (56,010 )

Dividends on minority interests              -              -           (5,577 )

Purchase of Anvil LLC member                 -              -          (99,884 )

interest                                                                        

Cash from (to) discontinued                 (280 )       (1,122 )       (1,952 )
operations                                                                      

                                       - ------- -   - -------- -   - -------- -

Financing activities-continuing        $ (44,713 )   $ (184,659 )   $ (236,943 )

operations                                                                      

Effect of exchange rates on cash             199            120            726  
                                       - ------- -   - -------- -   - -------- -
Increase (decrease) in cash and cash     157,520         (1,350 )     (101,264 )

equivalents                                                                     

Cash and cash equivalents at               6,756          8,106        109,370  

beginning of year                                                               

                                       - ------- -   - -------- -   - -------- -
Cash and cash equivalents at end of    $ 164,276     $    6,756     $    8,106  

year                                                                            

                                       - ------- -   - -------- -   - -------- -

Cash flows from discontinued operations 
Net cash provided by (used in)         $  (4,666 )   $    4,050     $   (5,487 ) 
discontinued operating activities 
Investing activities-discontinued           (733 )       (2,213 )       (1,198 ) 
operations 
Financing activities-discontinued            281          1,177          1,958 
operations 







- ------- -   - -------- -   - -------- - 

Increase (decrease) in                 $  (5,118 )  $    3,014    $   (4,727 )

cash-discontinued operations                                                    

                                       - ------- -   - -------- -   - -------- -
16-1
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		Sales						18,878

		Cost of Sales						5,645

		Gross margin						13,233

		Research and development				3,135

		Sales and marketing				4,116

		General and Administrative				702

		Amortization of intangibles				394		8,347

		Operating income from sales						4,886

		Tax reported				1,435

		Tax on other income (a loss of $529)				195

		Tax on interst income (of $600)				(243)		1,387

		Core operating income from sales						3,499
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								2003				2002

		Operating Assets:

				Working Cash				50				50

				Accounts Receivable				1,351				1,105

				Inventories				873				880

				Deferred tax assets				1,975				2,030

				Lease receivables				223				278

				Prepaid expenses				568				523

				Property and equipment				3,721				4,102

				Goodwill				4,043				3,565

				Purchased intangibles				556				797

				Other assets				3,145				3,059

								16,505				16,389

		Operating Liabilities:

				Accounts payable				594				470

				Income tax payable				739				579

				Accrued compensation				1,470				1,365

				Deferred revenue				3,808				3,892

				Other accrued liabilities				2,162				2,496

				Restructuring liabilities				295				322

								9,068				9,124

		Net operating assets						7,437				7,265

		Equity investments (at market)						745				567

								8,182				7,832

				Cash and other equivalents				3,875				9,434

				Short-term investments				4,560				3,172

				Long-term investments				11,422				8,233

						Net financial assets		19,857				20,839

		Minority interest						10				15

		Common shareholders' equity						28,029				28,656
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		Demonstration of Alternative Valuation Methods

		Proforma Financial Statements

		In millions of dollars; cost of capital for operations is 10%

														Year 0		Year 1		Year 2		Year 3		Year 4		Year 5

		Income Statement

				Sales												3000.0		2675.0		2268.4		2381.8		2477.1

				Core operating expenses												2730.0		2461.0		2109.6		2238.9		2328.5

				Core operating income												270.0		214.0		158.8		142.9		148.6

				Financial income (expense)												(20.0)		(19.5)		(19.5)		(20.2)		(21.0)

				Earnings												250.0		194.5		139.3		122.7		127.7

		Balance Sheet

				Net operating assets										1000.0		1070.0		1134.2		1190.9		1238.5		1288.1

				Net financial obligations										500.0		486.5		487.6		504.0		524.1		545.1

				Common stockholders' equity										500.0		583.5		646.6		686.9		714.4		743.0

		Cash Flow Statement

				OI												270.0		214.0		158.8		142.9		148.6

				DNOA												70.0		64.2		56.7		47.6		49.5

				Free Cash Flow (C-I)												200.0		149.8		102.1		95.3		99.1

				Dividends												166.5		131.4		98.9		95.3		99.1

				Cash to debtholders												33.5		18.4		3.1		-0.0		0.0

		Profitability Analysis

				Profit Margin (%)												9%		8%		7%		6%		6%

				Asset Turnover												3.0		2.5		2.0		2.0		2.0

				RNOA (%)												0.27		0.2		0.14		0.12		0.12

				Growth in NOA (%)												7%		6%		5%		4%		4%

				ROCE												50%		33%		22%		18%		18%

				Residual OI (ReOI)												170.0		107.0		45.4		23.8		24.8

				Residual Income (RE)												186.1		119.9		56.6		34.9		36.3

				Growth in ReOI (%)														-37.1%		-57.6%		-47.5%		4.0%

				Growth in RE (%)														-37.1%		-57.6%		-47.5%		4.0%

				Dividend payout ratio												67%		68%		71%		78%		78%

				Cost of capital for operation						ns						10%		10%		10%		10%		10%

				After-Tax cost of debt												4%		4%		4%		4%		4%

		The Alternative Valuations

		With constant market leverage, cost of capital for equity is also constant

		Valuation														Year 1		Year 2		Year 3		Year 4		Year 5

				Vnoa										1575.3		1532.8		1536.3		1587.9		1651.4		1717.5

				Vnfo										500.0		486.5		487.6		504.0		524.1		545.1

				Ve										1075.3		1046.3		1048.7		1083.9		1127.2		1172.3

				Market Leverage										46%		46%		46%		46%		46%		46%

				Cost of capital for equity												13%		13%		13%		13%		13%

		Residual Operating Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				ReOI												170.0		107.0		45.4		23.8		24.8

				Discount factor												1.10		1.21		1.33		1.46		1.61

				PV of ReOI												154.5		88.4		34.1		16.3		15.4

				Total PV of ReOI										308.7

				Continuing value (CV)																				429.36

				PV of CV										266.6

				Value of NOA										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Discounted Cash Flow Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Free Cash Flow (FCF)												200.0		149.8		102.1		95.3		99.1

				Discount Factor												1.10		1.21		1.33		1.46		1.61

				PV of FCF												181.8		123.8		76.7		65.1		61.5

				Total PV of FCF										508.9

				Continuing value (CV)																				1717.5

				PV of CV										1066.4

				Value of the firm										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Residual Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Residual Income												186.1		119.9		56.6		34.9		36.3

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of RE												165.0		94.3		39.4		21.6		19.9

				Total PV of RE										340.1

				Continuing value (CV)																				429.4

				PV of CV										235.2

														575.3

				Book Value of Equity										500.0

				Value of Equity										1075.3

		Dividend Discounting (DDM)														Year 1		Year 2		Year 3		Year 4		Year 5

				Dividend												166.5		131.4		98.9		95.3		99.1

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of Dividends												147.6		103.3		69.0		58.9		54.3

				Total PV of Dividends										433.1

				Continuing value (CV)																				1172.3

				PV of CV										642.2

				Value of Equity										1075.3
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		Demonstration of Alternative Valuation Methods

		Proforma Financial Statements

		In millions of dollars; cost of capital for operations is 10%

														Year 0		Year 1		Year 2		Year 3		Year 4		Year 5

		Income Statement

				Sales												3000.0		2675.0		2268.4		2381.8		2477.1

				Core operating expenses												2730.0		2461.0		2109.6		2238.9		2328.5

				Core operating income												270.0		214.0		158.8		142.9		148.6

				Financial income (expense)												(20.0)		(19.5)		(19.5)		(20.2)		(21.0)

				Earnings												250.0		194.5		139.3		122.7		127.7

		Balance Sheet

				Net operating assets										1000.0		1070.0		1134.2		1190.9		1238.5		1288.1

				Net financial obligations										500.0		486.5		487.6		504.0		524.1		545.1

				Common stockholders' equity										500.0		583.5		646.6		686.9		714.4		743.0

		Cash Flow Statement

				OI												270.0		214.0		158.8		142.9		148.6

				DNOA												70.0		64.2		56.7		47.6		49.5

				Free Cash Flow (C-I)												200.0		149.8		102.1		95.3		99.1

				Dividends												166.5		131.4		98.9		95.3		99.1

				Cash to debtholders												33.5		18.4		3.1		-0.0		0.0

		Profitability Analysis

				Profit Margin (%)												9%		8%		7%		6%		6%

				Asset Turnover												3.0		2.5		2.0		2.0		2.0

				RNOA (%)												0.27		0.2		0.14		0.12		0.12

				Growth in NOA (%)												7%		6%		5%		4%		4%

				ROCE												50%		33%		22%		18%		18%

				Residual OI (ReOI)												170.0		107.0		45.4		23.8		24.8

				Residual Income (RE)												186.1		119.9		56.6		34.9		36.3

				Growth in ReOI (%)														-37.1%		-57.6%		-47.5%		4.0%

				Growth in RE (%)														-37.1%		-57.6%		-47.5%		4.0%

				Dividend payout ratio												67%		68%		71%		78%		78%

				Cost of capital for operation						ns						10%		10%		10%		10%		10%

				After-Tax cost of debt												4%		4%		4%		4%		4%

		The Alternative Valuations

		With constant market leverage, cost of capital for equity is also constant

		Valuation														Year 1		Year 2		Year 3		Year 4		Year 5

				Vnoa										1575.3		1532.8		1536.3		1587.9		1651.4		1717.5

				Vnfo										500.0		486.5		487.6		504.0		524.1		545.1

				Ve										1075.3		1046.3		1048.7		1083.9		1127.2		1172.3

				Market Leverage										46%		46%		46%		46%		46%		46%

				Cost of capital for equity												13%		13%		13%		13%		13%

		Residual Operating Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				ReOI												170.0		107.0		45.4		23.8		24.8

				Discount factor												1.10		1.21		1.33		1.46		1.61

				PV of ReOI												154.5		88.4		34.1		16.3		15.4

				Total PV of ReOI										308.7

				Continuing value (CV)																				429.36

				PV of CV										266.6

				Value of NOA										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Discounted Cash Flow Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Free Cash Flow (FCF)												200.0		149.8		102.1		95.3		99.1

				Discount Factor												1.10		1.21		1.33		1.46		1.61

				PV of FCF												181.8		123.8		76.7		65.1		61.5

				Total PV of FCF										508.9

				Continuing value (CV)																				1717.5

				PV of CV										1066.4

				Value of the firm										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Residual Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Residual Income												186.1		119.9		56.6		34.9		36.3

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of RE												165.0		94.3		39.4		21.6		19.9

				Total PV of RE										340.1

				Continuing value (CV)																				429.4

				PV of CV										235.2

														575.3

				Book Value of Equity										500.0

				Value of Equity										1075.3

		Dividend Discounting (DDM)														Year 1		Year 2		Year 3		Year 4		Year 5

				Dividend												166.5		131.4		98.9		95.3		99.1

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of Dividends												147.6		103.3		69.0		58.9		54.3

				Total PV of Dividends										433.1

				Continuing value (CV)																				1172.3

				PV of CV										642.2

				Value of Equity										1075.3
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		Demonstration of Alternative Valuation Methods

		Proforma Financial Statements

		In millions of dollars; cost of capital for operations is 10%

														Year 0		Year 1		Year 2		Year 3		Year 4		Year 5

		Income Statement

				Sales												3000.0		2675.0		2268.4		2381.8		2477.1

				Core operating expenses												2730.0		2461.0		2109.6		2238.9		2328.5

				Core operating income												270.0		214.0		158.8		142.9		148.6

				Financial income (expense)												(20.0)		(19.5)		(19.5)		(20.2)		(21.0)

				Earnings												250.0		194.5		139.3		122.7		127.7

		Balance Sheet

				Net operating assets										1000.0		1070.0		1134.2		1190.9		1238.5		1288.1

				Net financial obligations										500.0		486.5		487.6		504.0		524.1		545.1

				Common stockholders' equity										500.0		583.5		646.6		686.9		714.4		743.0

		Cash Flow Statement

				OI												270.0		214.0		158.8		142.9		148.6

				DNOA												70.0		64.2		56.7		47.6		49.5

				Free Cash Flow (C-I)												200.0		149.8		102.1		95.3		99.1

				Dividends												166.5		131.4		98.9		95.3		99.1

				Cash to debtholders												33.5		18.4		3.1		-0.0		0.0

		Profitability Analysis

				Profit Margin (%)												9%		8%		7%		6%		6%

				Asset Turnover												3.0		2.5		2.0		2.0		2.0

				RNOA (%)												0.27		0.2		0.14		0.12		0.12

				Growth in NOA (%)												7%		6%		5%		4%		4%

				ROCE												50%		33%		22%		18%		18%

				Residual OI (ReOI)												170.0		107.0		45.4		23.8		24.8

				Residual Income (RE)												186.1		119.9		56.6		34.9		36.3

				Growth in ReOI (%)														-37.1%		-57.6%		-47.5%		4.0%

				Growth in RE (%)														-37.1%		-57.6%		-47.5%		4.0%

				Dividend payout ratio												67%		68%		71%		78%		78%

				Cost of capital for operation						ns						10%		10%		10%		10%		10%

				After-Tax cost of debt												4%		4%		4%		4%		4%

		The Alternative Valuations

		With constant market leverage, cost of capital for equity is also constant

		Valuation														Year 1		Year 2		Year 3		Year 4		Year 5

				Vnoa										1575.3		1532.8		1536.3		1587.9		1651.4		1717.5

				Vnfo										500.0		486.5		487.6		504.0		524.1		545.1

				Ve										1075.3		1046.3		1048.7		1083.9		1127.2		1172.3

				Market Leverage										46%		46%		46%		46%		46%		46%

				Cost of capital for equity												13%		13%		13%		13%		13%

		Residual Operating Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				ReOI												170.0		107.0		45.4		23.8		24.8

				Discount factor												1.10		1.21		1.33		1.46		1.61

				PV of ReOI												154.5		88.4		34.1		16.3		15.4

				Total PV of ReOI										308.7

				Continuing value (CV)																				429.36

				PV of CV										266.6

				Value of NOA										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Discounted Cash Flow Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Free Cash Flow (FCF)												200.0		149.8		102.1		95.3		99.1

				Discount Factor												1.10		1.21		1.33		1.46		1.61

				PV of FCF												181.8		123.8		76.7		65.1		61.5

				Total PV of FCF										508.9

				Continuing value (CV)																				1717.5

				PV of CV										1066.4

				Value of the firm										1575.3

				Book Value of NFO										500.0

				Value of Equity										1075.3

		Residual Income Approach														Year 1		Year 2		Year 3		Year 4		Year 5

				Residual Income												186.1		119.9		56.6		34.9		36.3

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of RE												165.0		94.3		39.4		21.6		19.9

				Total PV of RE										340.1

				Continuing value (CV)																				429.4

				PV of CV										235.2

														575.3

				Book Value of Equity										500.0

				Value of Equity										1075.3

		Dividend Discounting (DDM)														Year 1		Year 2		Year 3		Year 4		Year 5

				Dividend												166.5		131.4		98.9		95.3		99.1

				Discount Factor												1.13		1.27		1.43		1.62		1.83

				PV of Dividends												147.6		103.3		69.0		58.9		54.3

				Total PV of Dividends										433.1

				Continuing value (CV)																				1172.3

				PV of CV										642.2

				Value of Equity										1075.3
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						2003		2004		2005		2006

		Net sales						21,200		23,700

		Core operating income (at 18.53%)						3,928		4,392

		Net operating assets				7,437		8,316		8,898

		Residual operating income (at 10%)						3,184		3,560

		Growth rate of ReOI										7%

		Abnormal OI Growth (DReOI)								376
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						2004		2005

		Core Operating income				3,928		4,392

		Free cash flow (OI - DNOA)				3,049

		Free cash flow reinvested at 10%						304.9

		Cum dividened OI						4696.9

		G2  (4696.9/3928)						1.1957 (19.6%)
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