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Executive Summary


Newell Rubbermaid controls some of the most recognizable brand names in the consumer products industry.  Cleaning and organizational tools, office products, tools and hardware, home fashions, and other consumer products are the five main market segments of Newell Rubbermaid (appendix 2).  This conglomerate company, with products ranging from office furniture to toys, exists in a worldwide market consisting of other big name competitors such as Proctor & Gamble, Clorox, and Nestle.3  


Currently Newell Rubbermaid is exercising many restructuring attempts to turn the company around.  They have sold off several business entities in an effort to divest non-strategic business strategies.5 Within the last month, the company has also realigned their business segments to reflect these major changes.  The company’s overall goal is to become a more focused firm concentrating on more profitable ventures.  Yet still, Newell Rubbermaid has been unable to combat the current problems it faces.


There are many issues that Newell Rubbermaid has yet to overcome.  The company is a lager in its own industry and in the market (appendix 6).  The fact that Newell Rubbermaid’s stock price has plummeted over the last 5 years, and that the company has produced a net profit margin of -.6, indicates that the firm is in serious financial trouble.  These problems have been compounded by Newell Rubbermaid’s increasing debt problems.  The current debt to equity ratio of 1.42 magnifies the negative $46.6 million in income last year, thus making the adverse effect of this income greater on the stockholders.  In addition to these problems, Newell Rubbermaid’s interest coverage ratio fell from 5.2 in 2002 to a depressing 1.1 in 2003.  This shows the companies inability to pay off the interest on their debt.  Also supporting this fact is Newell Rubbermaid’s extremely poor credit rating of 5, which according to Dun and Bradstreet’s (appendix 3) is the worst possible credit rating a company can receive.15 These problems in debt highlight the need for more free cash flows within the company. 


We propose two different recommendations that will increase the firm’s cash flow and provide us with the funds needed to mend the previously mentioned issues.  Our first recommendation is that Newell sell $700 million of accounts receivable to a factoring institution at a 5% discount.  This gives Newell a guaranteed cash flow to help them combat their current debt problems.  Our second suggestion is that Newell cut dividends by 37%, which is a decrease to 13 cents per quarter.  Along with this decreased dividend, Newell Rubbermaid will agree to repurchase 4 million shares of stock over the next 3 years, with 1.5 million being repurchased in the first 12 months.  


In conclusion, these recommendations have many benefits that correspond with Newell Rubbermaid’s current situation and both provide the firm with increased cash flows.  

Introduction:

Newell Rubbermaid is one of the main competitors in the consumer products industry.  The company’s strategy of pursuing growth by acquiring different companies has been steady since 1965.1 This has lead to strong sales growth over that period with the acquisition of over 75 new companies, the most notable of these being Rubbermaid in 1999.  Other major acquisitions include the makers of Sharpie, Irwin, Vise-Grip, Quick-grip tools, and Gillette’s stationary products.2   The firm’s intentions were clearly laid out to build a strong multi-product company, which is typical in the consumer products industry that has a few very large players including Proctor & Gamble, Sara Lee Corporation, Clorox, Nestle, and others.  The majority of companies are made of a conglomerate of different subsidiaries with recognizable brand names.  Virtually all of these competitors focus on a brand management approach to business.3 Coincidentally in the recent history of Newell Rubbermaid, the strength of its brand names has been one of the only factors that has kept this company remotely stable.4

In recent history, Newell Rubbermaid’s intentions have been to “divest non-strategic businesses and concentrate on leveraging strong brand strength and product innovation in its core portfolio of businesses”.5  Acting in line with this focus, the firm has announced and completed the sales of six operation units since 2003 including: Burnes picture frame, Anchor Glass, Mirro Cookware, Panex Brazilian cookware division, several European picture frame businesses, and European Bulldog tool business.6  Newell Rubbermaid has also announced a restructuring effort of its division (appendix 2) to account for the recent divestitures and comply with the firms business strategy.7

Currently the company is operating at a loss with a negative EVA in 2003 of approximately $-293 million (appendix 8).  Although sufficient time has not passed to show whether these restructuring efforts will benefit the firm as expected, more effort should still be taken.  

Newell Rubbermaid is a company that is riddled with problems and difficulties.  The company is unable to carry out profitable tasks, as seen by a -.6 net profit margin, and unable to complete restructuring efforts without selling off pieces of the business.  While these divestitures are needed, we believe Newell Rubbermaid will quickly realize that divesting more of the company will prove unbeneficial.  In fact, CEO Joseph Galli reported earlier this month that, "…With the bulk of our portfolio transformation now complete our management team can focus full attention on executing our strategic initiatives in our core portfolio."8 
The company is operating under a horrific credit rating with a credit score of 5 (highest risk) according to Dun and Bradstreet’s Comprehensive Report on Newell Rubbermaid9 (appendix 3).  This inability to pay creditors is seen by the decline in the interest coverage ratio from 5.2 in 2002 to 1.1 in 2003.  Under normal circumstances, a company can support higher levels of debt with a large amount of physical assets that can be sold off.   Yet, Newell Rubbermaid’s poor credit rating proves that the firm has been incapable of handling the current debt level.  This lack of cash also keeps Newell Rubbermaid from making timely investments that would improve the company’s status as a successful entity within the world of large corporations, and prohibits the firm from overcoming the rising costs of raw materials.  With this in mind, we believe that there are two options that will not only generate needed cash flow, but also improve the firms’ poor credit and align the company with the industry as a whole to better compete with this standard.  

We believe that both a short and long-term approach needs to be taken to generate more cash internally.  Our short-term recommendation to sell off some of the current accounts receivable will provide the firm with immediate cash to improve the poor credit rating of the firm, pay off the high debt, and begin working on longer-term goals.  Our long-term recommendation to reduce dividends can be implemented immediately, but we will consider it “long-term” since the full effect may not be apparent as quickly as the first recommendation.  Still, it is an imperative action that the firm must take to better perform within the industry and accurately portray its financial position both now and in the future. 

Short-term Recommendation 1:  Sell portion of accounts receivable.

Newell Rubbermaid has an accounts receivable balance that is 50.2 percent of the current assets of the firm for 2003.10 Comparatively, one of the main competitors in the industry, Proctor and Gamble, has an accounts receivable that is 19.96% of its current assets.11 The firm’s accounts receivable at the end of 2003 was approximately $1.51 billion with $63.8 million in allowance for doubtful accounts.  Since the acquisition of Rubbermaid in 1999, accounts receivable have been increasing with an average collection period of 66.5 days in 2003.12   

Because of these high figures, we recommend that Newell Rubbermaid sell a portion of their accounts receivables to a factoring institution.   By taking this action, Newell Rubbermaid can recover the portion of accounts receivables at a certain discount or less a factoring fee.  This discount or fee is determined by the quality, quantity, and average turnover of the accounts.13   Newell Rubbermaid can feasibly sell approximately $700 million worth of accounts at an estimated average discount of 5% ($35 million).  

Advantages of selling accounts receivable include the ability to take advantage of cash discounts from suppliers, improve credit, payoff long-term debt and reduce costs.14   These advantages will also lead to an increase in economic value added.  

Newell Rubbermaid will benefit with cash discounts from suppliers, which will help to reduce the costs of goods sold and increase profit margin.  Some suppliers may offer discounts for paying in cash, and Newell Rubbermaid will be able to take advantage of this and pay at a lower price.  For instance, if Newell Rubbermaid was able to secure a 2% discount for paying cash to suppliers instead of paying on account, the total cost of good sold will decrease accordingly.  This will directly increase net income to positively effect earnings per share.  

Cash from accounts receivables sales can also help to improve Newell Rubbermaid’s credit rating.  The company has one of the worst credit ratings in its industry.15 Payments are late, which adds penalties, fines, or extra interest.  Selling the accounts receivable will make cash available for these payments to be made on time and allow them to avoid the punishments for late returns.   The improved credit rating will help Newell Rubbermaid in the future because of the ability to get better terms on taking out debt.

Selling accounts receivables will allow for early retirement of long-term debt, particularly medium-term notes.  Consequently the firm’s interest expense will decrease as well.  It is also important to note that interest is a tax deduction, not a tax credit; therefore, the company would save 65% of the interest expense that is avoided.  The interest expense savings will increase net income, which boosts the earnings per share, and positively impacts the stock price.  The decreased debt to equity ratio will positively change the stock price.

Reduced costs benefits is a result of the services provided by the factoring firms.  These institutions do the collections, paperwork, and bookkeeping of the accounts receivable invoices.  These services also provide an opportunity to save on wages and other expenses16.  This will result in a higher net income and reduced cash expenses.    

The downside of assigning the accounts receivable to a factoring institution is that Newell Rubbermaid can, at best, only receive 95% of their total accounts receivable.  This would become a problem if the firm were unable to recover from the discounted account receivable sales.

Although this may be a serious consideration in a healthier financial state, this downside will not affect Newell Rubbermaid because of the firm’s doubtful accounts and long average collection period (approximately 66 days as opposed to Proctor & Gamble’s collection period of 30 days).  When it comes to collecting these accounts, the factoring institution will take on most of the risk, and it is important to remember as well that cash received today is worth more than the same amount received in 65 days.  

In addition to these benefits, factoring accounts receivable will improve Newell Rubbermaid’s EVA.  The ability to take advantage of discounts will lower the cost of goods sold and improve the operating profit.  The operating profit improvement will increase the NOPAT.  It will also decrease the cost of capital because the firm is spending the cash.  The reduced costs increase EVA because of the higher net income (appendix 7, 8). This short-term goal for Newell Rubbermaid will increase cash, decrease bad debt expense and increase the ability of the firm to make timely and positive improvements to the company.
Long-term Recommendation 2:  Reduce Dividends
There are several general benefits to cutting dividends in today’s market.  First, by cutting dividends, more cash is free to be used at the company’s discretion.  Doing this gives Newell Rubbermaid the opportunity to use the cash in the company’s best interest; whether it is the repurchasing of stock, the buyback of commercial papers, the pursuit of positive NPV projects, or other opportune investments.  New opportunities that excess cash brings are very beneficial to companies that are involved in major changes.  Also, this increased use of internal funding brought on by the dividend cut, is seen as a more beneficial source of financing as compared to external funding through either debt or equity. 

 Reducing dividends will benefit Newell Rubbermaid in particular because the firm is currently paying more dividends than they can afford. This is forcing Newell Rubbermaid to borrow money to fulfill this obligation.  This strategy is only hurting the company and its stockholders further, especially at the high rate at which the firm borrows because of poor credit. 

Currently, Newell Rubbermaid pays quarterly dividends of $0.21.  This is a dividend yield of 3.49% as compared to the industry standard at 1.7%.  The dividend yield also exceeds the S&P 500 standard.  We propose a dividend cut of 37% dropping the current dividend payout to $.1325 quarterly.  In addition, we propose to buyback 4 million shares over 3 years, with an initial buyback of 1.5 million shares in the first year.  This initial buyback should be carried out at the most opportune times within the first 12 months.  Free cash flows generated by reducing dividends in this manner will total approximately $48,914,000 (appendix 4)


Potential downsides to the dividend cut are; an initial drop in stock price, loss of income seeking investors, and the likelihood that this change will cause an agency problem.  Generally, a drop in stock price follows dividend cuts because it initially involves taking wealth away from the stockholders unless you use the money to repurchase all of the stock immediately.  Otherwise it involves taking wealth away from stockholders in the hopes that the firm can use the cash more effectively by investing internally or pursuing positive NPV projects.  Until this justification is proven, investor’s low faith will lead to a drop in stock price.  

Another factor that could cause the stock price to fall is that paying a high dividend generally attracts value side investors who are mainly interested in the dividend of the stock and not the growth of the company.  Newell Rubbermaid will potentially lose some of these investors due to the dividend cut.  Agency problems will lead some investors to be wary about the stock initially.  Since the company is taking money away from its stockholders and putting it in the hands of management, the stockholders will want proof from management that this excess cash is going to proper use before full confidence is restored in the stock itself.


Although these downsides sound daunting, there is no reason that Newell Rubbermaid won’t be able to avoid or overcome all of them.  Typically, a drop in stock price is common after dividend reduction.  Yet, over time the market has realized that companies generally put the excess cash gained to good use as long as there was a plan to do so.  In 1995, Texas Utilities cut their dividends by 35% and saw that their stock price opened higher the very next day (appendix 5).17 Since there is logical financial backing in the Newell Rubbermaid dividend reduction plan, the market may view this as a sign of strength and therefore a raise in stock price could directly follow.  In the event that stock prices do not bounce back immediately, the results of decreasing dividends and using the cash gained toward beneficial projects will increase the value of the company thus compelling the stock price to rise.  

Because this move may make investors view the firm as more of a growth company, there is great potential for them to acquire new investors who are actively investing in those types of firms.  This is very beneficial to Newell Rubbermaid since the company’s percentage of dividends paid out as compared to overall stock wealth is still above the industry average (1.7%) at its new level that would be 2.23% (appendix 4).  The firm will continue to attract income-seeking investors under the new dividend structure.18
Conclusion:

By selling off a portion of accounts receivable and reducing dividends by 37%, Newell Rubbermaid can expect a large increase in internal cash flow, which can be used to finance various projects within the firm.  We believe that under these two recommendations, Newell Rubbermaid can fix the major problems the firm is currently facing.  Overall these actions will increase the value of the firm as well as positively impact shareholder wealth.
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Appendix 1

Overview

Newell Rubbermaid is a conglomerate of decentralized companies that manufactures and distributes a wide variety of consumer products.  The company is separated into five main segments including cleaning and organization, office products, tools and hardware, home fashions, and other. Each division encompasses many different companies possessing strong brand recognition such as Rubbermaid, Sharpie, Calphalon and Irwin (appendix 2).
Acquisitions and Divestitures

Since 1965, Newell Rubbermaid has built on a strategy with the intention to build a widely diversified company with multiple products.  They have accomplished this by acquiring over 75 new companies in the last 39 years.  Their most notable acquisition to date was Rubbermaid in 1999.  Other major acquisitions include the makers of Sharpie, Irwin, Vise-Grip, Quick-grip tools, and Gillette’s stationary products.

The company has also made several management changes throughout it’s’ history.  The current CEO, Joseph Galli, came on board in 2001 with the intentions to “revitalize the company through a focus on product development, brand enhancement and selective globalization”.  His initiative has also led to many recent divestitures in the past few years.  

In the recent history, Newell Rubbermaid’s intentions have been to “divest non-strategic businesses and concentrate on leveraging strong brand strength and product innovation in its core portfolio of businesses.”19  Acting in line with this focus, Newell has announced and completed the sales of six operations in 2004.  These include: Burnes picture frame, Anchor Glass, Mirro Cookware, Panex Brazilian cookware division, several European picture frame businesses, and European Bulldog tool business.  Rubbermaid has also announced a restructuring effort of its division (appendix 2) to account for the recent divestitures and comply with their business strategy.

Industry Trends
The consumer products industry includes everything from jewelry to pet products, house wares, mattress suppliers, and toys.  Newell Rubbermaid competes in area such as Hand tools, House wares, Office and Business Furniture and supplies, School Supplies, and Window coverings.  

Most competitors in this field are large corporations that, like Rubbermaid, house many different lines of business.  The industry has moved away from many small competitors to a more diverse group of large competitors.  Some key players in this field include:  Proctor & Gamble, Sara Lee Corporation, Clorox, Nestle, and others.  The majority of companies are made of a conglomerate of different subsidiaries with recognizable brand names.  Virtually all of these competitors focus on brand management and approach to business.20
In the industry, Newell has consistently under performed (appendix 6).  To further emphasize the impact of this, the industry has also been under performing the market in recent years.  Some of this has been caused by the increasing prices in resin, the main raw material used to produce plastic parts in many consumer products.  
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Previous Segments and Divisions

	The Rubbermaid Group
	The Sharpie 

Group
	The Irwin 

Group
	The Calphalon 

Group

	Rubbermaid Home Products

Rubbermaid Food & Beverage

Rubbermaid Commercial

Rubbermaid Europe

Rubbermaid Canada
	Sanford

Sanford International

Parker

Goody
	Irwin Industrial Tools

Lenox 

Shur-Line 

Amerock 

Levolor

Kirsch

Burnes Group

UK Window Fashions/Hardware

Mainland Europe Window Fashions/Hardware
	Calphalon

Anchor Hocking glassware

Cookware Europe




New Segments and Divisions as of 3/15/2004

	Cleaning & Organization
	Office Products
	Tools & Hardware
	Home Fashions
	Other

	Rubbermaid Home Products

Rubbermaid Food & Beverage

Rubbermaid Commercial

Rubbermaid Europe

Rubbermaid Canada
	Sanford North America

Sanford Europe

Sanford Latin America

Sanford Asia Pacific

	IRWIN North America

IRWIN Latin America

IRWIN Europe

Lenox

BernzOmatic

Shur-Line

Amerock
	Levolor/Kirsch

Home Décor Europe

Swish UK
	Calphalon

Cookware Europe

Goody

Graco

Little Tikes
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Comprehensive Report : Newell Rubbermaid Inc 

© 2003 Dun & Bradstreet, Inc. All Rights Reserved.
Refer comments or questions to Customer Service.

Business Summary
 

NEWELL RUBBERMAID INC                                 DUNS: 16-140-3852

                                        FINANCIAL STRESS CLASS: 1

29 E STEPHENSON ST                      CREDIT SCORE CLASS:     5

NEWELL CENTER

AND BRANCH(ES) OR DIVISION(S)                      KEY

FREEPORT IL 61032                      =============================

TEL: 815 235-4171                      LOWEST RISK      HIGHEST RISK

                                           1    2    3    4    5

SIC:      34 29 25 91 39 51 39 99 35 46 34 69

LINE OF BUSINESS: MFG HOUSEWARES, HARDWARE AND HOME FURNISHINGS,

                  OFFICE PRODUCTS AND HAIR CARE PRODUCTS

YEAR STARTED:      1905

CONTROL DATE:      1905                         DATE PRINTED: APR 15 2004

CHIEF EXECUTIVE: JOSEPH GALLI JR, PRES-CEO+

Credit Score Summary


The Credit Score Class predicts the likelihood of a firm paying in a severely

delinquent manner (90+ Days Past Terms) over the next twelve months.  It was

calculated using statistically valid models and the most recent payment

information in D&B's files.

Credit Score Class:                              5

Incidence of Delinquent Payment Among

Companies with this Classification:             58.60%

Percentile:                                      8

The Credit Score Class for this company is based on the following factors:

  - 49% of trade experiences indicate slow payment(s) are present.

  - Payment experiences exist for this firm which are greater than 60 days past

    due.

  - Control age or date entered in D&B files indicates lower risk.

  - Evidence of open Suit(s) and Lien(s) in the D&B database.

  - D&B files indicate a net worth of $2,016,300,000.

  - Quick ratio is 0.8.

Notes:

  - The Incidence of Delinquent Payment is the percentage of companies with

    this classification that were reported 90 days past due or more by

    creditors. The calculation of this value is based on an inquiry weighted

    sample.

  - The Percentile ranks this firm relative to other businesses. For example,

    a firm in the 80th percentile has a lower risk of paying in a severely delinquent manner than 79% of all scorable companies in D&B's files.
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Appendix 5

Graph showing how Pacific Gas and Electric cut dividends to improve stock value after the California Energy Crisis in 2000
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Appendix 6
Appendix 7

(Financial Statements)

Consolidated Statements of Operations
	Year Ended December 31, 
	
	2003 
	
	2002 
	
	2001 
	

	(In millions, except per share data) 
	
	
	
	
	
	
	

	Net sales 

	
	$ 
	7,750.0 
	
	
	$ 
	7,453.9 
	
	
	$ 
	6,909.3 
	
	

	Cost of products sold 
	
	
	5,682.8 
	
	
	
	5,394.2 
	
	
	
	5,046.6 
	
	

	Gross margin 
	
	
	2,067.2 
	
	
	
	2,059.7 
	
	
	
	1,862.7 
	
	

	Selling, general and administrative expenses 
	
	
	1,352.9 
	
	
	
	1,307.3 
	
	
	
	1,168.2 
	
	

	Impairment charge 
	
	
	289.4 
	
	
	
	— 
	
	
	
	— 
	
	

	Restructuring costs 
	
	
	245.0 
	
	
	
	122.7 
	
	
	
	66.7 
	
	

	Goodwill amortization 
	
	
	— 
	
	
	
	— 
	
	
	
	56.9 
	
	

	Operating income 
	
	
	179.9 
	
	
	
	629.7 
	
	
	
	570.9 
	
	

	Nonoperating expenses: 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Interest expense 
	
	
	140.1 
	
	
	
	137.3 
	
	
	
	137.5 
	
	

	Other, net 
	
	
	19.7 
	
	
	
	23.9 
	
	
	
	17.5 
	
	

	Net nonoperating expenses 
	
	
	159.8 
	
	
	
	161.2 
	
	
	
	155.0 
	
	

	Income before income taxes and cumulative effect of accounting change 
	
	
	20.1 
	
	
	
	468.5 
	
	
	
	415.9 
	
	

	Income taxes 
	
	
	66.7 
	
	
	
	157.0 
	
	
	
	151.3 
	
	

	(Loss)/income before cumulative effect of accounting change 
	
	
	(46.6 
	) 
	
	
	311.5 
	
	
	
	264.6 
	
	

	Cumulative effect of accounting change, net of tax 
	
	
	— 
	
	
	
	(514.9 
	) 
	
	
	— 
	
	

	Net (loss)/income 
	
	$ 
	(46.6 
	) 
	
	$ 
	(203.4 
	) 
	
	$ 
	264.6 
	
	

	Weighted average shares outstanding: 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Basic 
	
	
	274.1 
	
	
	
	267.1 
	
	
	
	266.7 
	
	

	Diluted 
	
	
	274.1 
	
	
	
	268.0 
	
	
	
	267.0 
	
	

	(Loss)/earnings per share: 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Basic 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Before cumulative effect of accounting change 
	
	$ 
	(0.17 
	) 
	
	$ 
	1.17 
	
	
	$ 
	0.99 
	
	

	Cumulative effect of accounting change 
	
	
	— 
	
	
	
	(1.93 
	) 
	
	
	— 
	
	

	Net (loss)/income per common share 
	
	$ 
	(0.17 
	) 
	
	$ 
	(0.76 
	) 
	
	$ 
	0.99 
	
	

	Diluted 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Before cumulative effect of accounting change 
	
	$ 
	(0.17 
	) 
	
	$ 
	1.16 
	
	
	$ 
	0.99 
	
	

	Cumulative effect of accounting change 
	
	
	— 
	
	
	
	(1.92 
	) 
	
	
	— 
	
	

	Net (loss)/income per common share 
	
	$ 
	(0.17 
	) 
	
	$ 
	(0.76 
	) 
	
	$ 
	0.99 
	
	

	Dividends per share 
	
	$ 
	0.84 
	
	
	$ 
	0.84 
	
	
	$ 
	0.84 
	
	


Consolidated Balance Sheets

	December 31, 
	
	2003 
	
	2002 
	

	(In millions) 
	
	
	
	
	
	
	
	
	

	Assets 

	
	
	
	
	
	
	
	
	

	Current Assets: 
	
	
	
	
	
	
	
	
	

	Cash and cash equivalents 
	
	$ 
	144.4 
	
	
	$ 
	55.1 
	
	

	Accounts receivable, net 
	
	
	1,442.6 
	
	
	
	1,377.7 
	
	

	Inventories, net 
	
	
	1,066.3 
	
	
	
	1,196.2 
	
	

	Deferred income taxes 
	
	
	152.7 
	
	
	
	213.5 
	
	

	Prepaid expenses and other 
	
	
	194.2 
	
	
	
	237.5 
	
	

	Total Current Assets 
	
	
	3,000.2 
	
	
	
	3,080.0 
	
	

	Other long-term investments 
	
	
	15.5 
	
	
	
	15.5 
	
	

	Other assets 
	
	
	196.2 
	
	
	
	286.7 
	
	

	Property, plant and equipment, net 
	
	
	1,761.1 
	
	
	
	1,812.8 
	
	

	Goodwill, net 
	
	
	1,989.0 
	
	
	
	1,847.3 
	
	

	Deferred income taxes 
	
	
	68.1 
	
	
	
	— 
	
	

	Intangible assets, net 
	
	
	450.6 
	
	
	
	362.1 
	
	

	Total Assets 
	
	$ 
	7,480.7 
	
	
	$ 
	7,404.4 
	
	

	Liabilities and Stockholders’ Equity 
	
	
	
	
	
	
	
	
	

	Current Liabilities: 
	
	
	
	
	
	
	
	
	

	Notes payable 
	
	$ 
	21.9 
	
	
	$ 
	25.2 
	
	

	Accounts payable 
	
	
	777.4 
	
	
	
	686.6 
	
	

	Accrued compensation 
	
	
	131.1 
	
	
	
	153.5 
	
	

	Other accrued liabilities 
	
	
	996.3 
	
	
	
	1,165.4 
	
	

	Income taxes 
	
	
	81.8 
	
	
	
	159.7 
	
	

	Current portion of long-term debt 
	
	
	13.5 
	
	
	
	424.0 
	
	

	Total Current Liabilities 
	
	
	2,022.0 
	
	
	
	2,614.4 
	
	

	Long-term debt 
	
	
	2,868.6 
	
	
	
	2,372.1 
	
	

	Other noncurrent liabilities 
	
	
	572.1 
	
	
	
	348.4 
	
	

	Deferred income taxes 
	
	
	— 
	
	
	
	4.7 
	
	

	Minority interest 
	
	
	1.7 
	
	
	
	1.3 
	
	

	Stockholders’ Equity: 
	
	
	
	
	
	
	
	
	

	Common stock, authorized shares, 

800.0 million at $1.00 par value; 
	
	
	290.1 
	
	
	
	283.1 
	
	

	Outstanding shares: 
	
	
	
	
	
	
	
	
	

	2003 - 290.1 million 
	
	
	
	
	
	
	
	
	

	2002 - 283.1 million 
	
	
	
	
	
	
	

	Treasury stock, at cost; 
	
	
	(411.6 
	) 
	
	
	(409.9 
	) 
	

	Shares held: 
	
	
	
	
	
	
	
	
	

	2003 - 15.7 million 
	
	
	
	
	
	
	
	
	

	2002 - 15.7 million 
	
	
	
	
	
	
	
	
	

	Additional paid-in capital 
	
	
	439.9 
	
	
	
	237.3 
	
	

	Retained earnings 
	
	
	1,865.7 
	
	
	
	2,143.2 
	
	

	Accumulated other comprehensive loss 
	
	
	(167.8 
	) 
	
	
	(190.2 
	) 
	

	Total Stockholders’ Equity 
	
	
	2,016.3 
	
	
	
	2,063.5 
	
	

	Total Liabilities and Stockholders’ Equity 
	
	$ 
	7,480.7 
	
	
	$ 
	7,404.4 
	
	


 FOOTNOTE 6 
Long-term Debt 
The following is a summary of long-term debt as of December 31, ( in millions ): 

	
	
	2003 
	
	2002 
	

	Medium-term notes (maturities ranging from 2 to 30 years, average interest rate of 5.35%) 


	
	$ 
	1,647.0 
	
	
	$ 
	1,662.5 
	
	

	Commercial paper (See Footnote 5) 
	
	
	217.1 
	
	
	
	140.0 
	
	

	Preferred debt securities 
	
	
	450.0 
	
	
	
	450.0 
	
	

	Junior convertible subordinated debentures (See Footnote 1) 
	
	
	515.5 
	
	
	
	515.5 
	
	

	Terminated interest rate swaps 
	
	
	46.7 
	
	
	
	18.4 
	
	

	Other long-term debt 
	
	
	5.8 
	
	
	
	9.7 
	
	

	Total debt 
	
	
	2,882.1 
	
	
	
	2,796.1 
	
	

	Current portion of long-term debt 
	
	
	(13.5 
	) 
	
	
	(424.0 
	) 
	

	Long-term debt 
	
	$ 
	2,868.6 
	
	
	$ 
	2,372.1 
	
	


The aggregate maturities of long-term debt outstanding are as follows as of December 31, 2003 ( in millions ): 

	2004 
	
	2005 
	
	2006 
	
	2007 
	
	2008 
	
	Thereafter 
	
	Total 
	

	$13.5 


	
	$ 
	185.0 
	
	
	$ 
	162.3 
	
	
	$ 
	470.0 
	
	
	$ 
	451.5 
	
	
	$ 
	1,599.8 
	
	
	$ 
	2,882.1 
	
	


The medium-term notes, revolving credit agreement (and related commercial paper), preferred debt securities, and junior convertible subordinated debentures are all unsecured. 
FOOTNOTE 13 
Income Taxes 

The provision for income taxes consists of the following as of December 31, (in millions): 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	2003


	 
	2002


	 
	2001



	Current:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Federal
	 
	$
	(13.3
	)
	 
	$
	55.0
	 
	 
	$
	90.9
	 

	State
	 
	 
	1.6
	 
	 
	 
	7.7
	 
	 
	 
	11.6
	 

	Foreign
	 
	 
	37.9
	 
	 
	 
	46.0
	 
	 
	 
	23.3
	 

	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 

	 
	 
	 
	26.2
	 
	 
	 
	108.7
	 
	 
	 
	125.8
	 

	Deferred
	 
	 
	40.5
	 
	 
	 
	48.3
	 
	 
	 
	25.5
	 

	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 

	 
	 
	$
	66.7
	 
	 
	$
	157.0
	 
	 
	$
	151.3
	 

	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 


The non-U.S. component of income before income taxes was ($5.8) million in 2003, $7.0 million in 2002 and $69.9 million in 2001. 
A reconciliation of the U.S. statutory rate to the effective income tax rate is as follows as of December 31, (in percent): 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	2003 



	 
	2002 



	 
	2001 




	Statutory rate
	 
	 
	35.0
	%
	 
	 
	35.0
	%
	 
	 
	35.0
	%

	Add (deduct) effect of:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	State income taxes, net of federal income tax effect
	 
	 
	0.5
	 
	 
	 
	1.9
	 
	 
	 
	2.8
	 

	Nondeductible trade names and goodwill amortization
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 
	3.4
	 

	Foreign tax credit
	 
	 
	(0.3
	)
	 
	 
	(0.7
	)
	 
	 
	(3.3
	)

	Foreign rate differential and other
	 
	 
	(2.6
	)
	 
	 
	(2.7
	)
	 
	 
	(1.5
	)

	Tax basis differential on goodwill impairment
	 
	 
	299.3
	 
	 
	 
	—
	 
	 
	 
	—
	 

	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 

	Effective rate
	 
	 
	331.9
	%
	 
	 
	33.5
	%
	 
	 
	36.4
	%

	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 


No U.S. deferred taxes have been provided on the undistributed non-U.S. subsidiary earnings that are considered to be permanently invested. At December 31, 2003, the estimated amount of total unremitted non-U.S. subsidiary earnings is $237.1 million.

Allowances for Doubtful Accounts: 

Accounts receivable are recorded at net realizable value. Allowances for doubtful accounts at December 31 totaled $63.8 million in 2003 and $75.0 million in 2002. On a regular basis, the Company evaluates its accounts receivable and establishes the allowance for doubtful accounts based on a combination of specific customer circumstances, including credit conditions and based on a history of write-offs and collections. A receivable is considered past due if payments have not been received within the agreed upon invoice terms.

ITEM 6. SELECTED FINANCIAL DATA 

The following is a summary of certain consolidated financial information relating to the Company at December 31, (in millions, except per share data). The summary has been derived in part from, and should be read in conjunction with, the Consolidated Financial Statements of the Company included elsewhere in this report and the schedules thereto. 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	2003(1)


	 
	2002 (1)


	 
	2001(1)


	 
	2000


	 

	STATEMENTS OF OPERATIONS DATA
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net sales
	 
	$
	7,750.0
	 
	 
	$
	7,453.9
	 
	 
	$
	6,909.3
	 
	 
	$
	6,934.7
	 
	 
	$

	Cost of products sold
	 
	 
	5,682.8
	 
	 
	 
	5,394.2
	 
	 
	 
	5,046.6
	 
	 
	 
	5,108.7
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Gross margin
	 
	 
	2,067.2
	 
	 
	 
	2,059.7
	 
	 
	 
	1,862.7
	 
	 
	 
	1,826.0
	 
	 
	 

	Selling, general and administrative expenses
	 
	 
	1,352.9
	 
	 
	 
	1,307.3
	 
	 
	 
	1,168.2
	 
	 
	 
	899.4
	 
	 
	 

	Impairment charge
	 
	 
	289.4
	 
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 

	Restructuring costs
	 
	 
	245.0
	 
	 
	 
	122.7
	 
	 
	 
	66.7
	 
	 
	 
	43.0
	(2)
	 
	 

	Goodwill amortization
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 
	56.9
	 
	 
	 
	51.9
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Operating income
	 
	 
	179.9
	 
	 
	 
	629.7
	 
	 
	 
	570.9
	 
	 
	 
	831.7
	 
	 
	 

	Nonoperating expenses:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Interest expense
	 
	 
	140.1
	 
	 
	 
	137.3
	 
	 
	 
	137.5
	 
	 
	 
	130.0
	 
	 
	 

	Other, net
	 
	 
	19.7
	 
	 
	 
	23.9
	 
	 
	 
	17.5
	 
	 
	 
	16.2
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Net nonoperating expenses
	 
	 
	159.8
	 
	 
	 
	161.2
	 
	 
	 
	155.0
	 
	 
	 
	146.2
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Income before income taxes and cumulative effect of accounting change
	 
	 
	20.1
	 
	 
	 
	468.5
	 
	 
	 
	415.9
	 
	 
	 
	685.5
	 
	 
	 

	Income taxes
	 
	 
	66.7
	 
	 
	 
	157.0
	 
	 
	 
	151.3
	 
	 
	 
	263.9
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	(Loss)/income before cumulative effect of accounting change
	 
	 
	(46.6
	)
	 
	 
	311.5
	 
	 
	 
	264.6
	 
	 
	 
	421.6
	 
	 
	 

	Cumulative effect of accounting change, net of tax
	 
	 
	—
	 
	 
	 
	(514.9
	)
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Net (loss)/income
	 
	$
	(46.6
	)
	 
	$
	(203.4
	)
	 
	$
	264.6
	 
	 
	$
	421.6
	 
	 
	$

	
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 
	

 
	 
	 
	 

	Weighted average shares outstanding:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Basic
	 
	 
	274.1
	 
	 
	 
	267.1
	 
	 
	 
	266.7
	 
	 
	 
	268.4
	 
	 
	 

	Diluted
	 
	 
	274.1
	 
	 
	 
	268.0
	 
	 
	 
	267.0
	 
	 
	 
	268.5
	 
	 
	 

	(Loss)/earnings per share before cumulative effect of accounting change:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Basic
	 
	$
	(0.17
	)
	 
	$
	1.17
	 
	 
	$
	0.99
	 
	 
	$
	1.57
	 
	 
	$

	Diluted
	 
	$
	(0.17
	)
	 
	$
	1.16
	 
	 
	$
	0.99
	 
	 
	$
	1.57
	 
	 
	$

	(Loss)/earnings per share:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Basic
	 
	$
	(0.17
	)
	 
	$
	(0.76
	)
	 
	$
	0.99
	 
	 
	$
	1.57
	 
	 
	$

	Diluted
	 
	$
	(0.17
	)
	 
	$
	(0.76
	)
	 
	$
	0.99
	 
	 
	$
	1.57
	 
	 
	$

	Dividends per share
	 
	$
	0.84
	 
	 
	$
	0.84
	 
	 
	$
	0.84
	 
	 
	$
	0.84
	 
	 
	$

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	BALANCE SHEET DATA
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Inventories, net
	 
	$
	1,066.3
	 
	 
	$
	1,196.2
	 
	 
	$
	1,113.8
	 
	 
	$
	1,262.6
	 
	 
	$

	Working capital(4)
	 
	 
	978.2
	 
	 
	 
	465.6
	 
	 
	 
	316.8
	 
	 
	 
	1,329.5
	 
	 
	 

	Total assets
	 
	 
	7,480.7
	 
	 
	 
	7,404.4
	 
	 
	 
	7,266.1
	 
	 
	 
	7,261.8
	 
	 
	 

	Short-term debt
	 
	 
	35.4
	 
	 
	 
	449.2
	 
	 
	 
	826.6
	 
	 
	 
	227.2
	 
	 
	 

	Long-term debt, net of current maturities
	 
	 
	2,868.6
	 
	 
	 
	2,372.1
	 
	 
	 
	1,365.0
	 
	 
	 
	2,319.6
	 
	 
	 

	Company-obligated mandatorily redeemable convertible preferred securities of a subsidiary trust
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 
	500.0
	 
	 
	 
	500.0
	 
	 
	 

	Stockholders’ equity
	 
	 
	2,016.3
	 
	 
	 
	2,063.5
	 
	 
	 
	2,433.4
	 
	 
	 
	2,448.6
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Sheet1

				1998		1999		2000		2001		2002		2003

		Dividends		$0.30		$0.30		$0.30		$0.00		$0.00		$0.00

		Stock Price		$27.06		$19.23		$20.00		$19.24		$13.90		$27.77
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