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Trademarks and goodwill of Nabisco and Kraft

Kraft Foods acquired Nabisco in December 2000. Nabisco’s operating results were consolidated with Kraft beginning in 2001. Use Nabisco’s 2000 financial information and Kraft’s 2000-2002 financial information provided below to answer the following questions. 

1. What was the gross book value and net book value of Nabisco’s trademarks and goodwill at the end of 2000?

2. Use Nabisco’s 2000 effective tax rate reconciliation to estimate how much of the trademark and goodwill assets are recognized for financial reporting purposes but not for tax purposes.

3. Use Nabisco’s deferred tax liability information to estimate the net tax basis of the portion of the assets that are recognized for tax purposes.  What explains the difference between the net book and net tax basis of the intangible assets that are recognized for both book and tax purposes?

4. Did Kraft make a §338 election with respect to its acquisition of Nabisco? Why do you think they did (or didn’t)? 

5. Why did Kraft’s effective tax rate increase so much from 2000 to 2001? Why did it decrease so much from 2001 to 2002?

NABISCO’S CONSOLIDATED BALANCE SHEETS (DOLLARS IN MILLIONS)

                                                             DECEMBER 31, 2000   DECEMBER 31, 1999

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

ASSETS

Current assets:

  Cash and cash equivalents................................       $    95             $   110

  Accounts receivable, net of allowance for doubtful

    accounts of $48 and $52, respectively..................           826                 681

  Deferred income taxes....................................           144                 116

  Inventories..............................................           885                 898

  Prepaid expenses and other current assets................            57                  79

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

      TOTAL CURRENT ASSETS.................................         2,007               1,884

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

Property, plant and equipment--at cost.....................         4,843               5,053

Less accumulated depreciation..............................        (1,962)             (1,966)

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

  Net property, plant and equipment........................         2,881               3,087

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

Trademarks, net of accumulated amortization of $1,241 and

  $1,214, respectively.....................................         3,146               3,443

Goodwill, net of accumulated amortization of $1,102 and

  $1,007, respectively.....................................         3,037               3,159

Other assets...............................................           530                 134

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

                                                                  $11,601             $11,707

                                                                  =======             =======

NABISCO’S CONSOLIDATED STATEMENTS OF INCOME (LOSS) (DOLLARS IN MILLIONS)

                                                                 YEARS ENDED DECEMBER 31,

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

                                                                2000       1999       1998

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

NET SALES...................................................   $8,888     $8,268     $8,400

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

Costs and expenses:

  Cost of products sold.....................................    4,857      4,502      4,683

  Selling, advertising, administrative and general

    expenses................................................    2,906      2,747      2,672

  Amortization of trademarks and goodwill...................      219        213        221

  Restructuring (credits) charges...........................      (27)       (67)       530

  Other operating expenses..................................      214

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

      OPERATING INCOME......................................      719        873        294

Interest and debt expense...................................     (280)      (260)      (296)

Other income (expense), net.................................       (9)       (31)       (29)

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

      Income (loss) before income taxes.....................      430        582        (31)

Provision for income taxes..................................      199        222         40

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

      INCOME (LOSS) BEFORE EXTRAORDINARY ITEM...............      231        360        (71)

Extraordinary item - loss on early extinguishment of debt,

  net of income taxes.......................................                  (3)

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

      NET INCOME (LOSS).....................................   $  231     $  357     $  (71)

    =====       =====      =====
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

TRADEMARKS AND GOODWILL

    Values assigned to trademarks and goodwill are amortized on a straight-line basis principally over a 40-year period.
NOTE 9--INCOME TAXES
                                                                 DECEMBER 31,

IN MILLIONS                                                     2000       1999

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

Current deferred income tax assets:

  Accrued liabilities and other.............................   $ (154)    $ (121)

  Valuation allowance.......................................       10          5

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

      Net current deferred income tax assets................   $ (144)    $ (116)

                                                               ======     ======

Non-current deferred income tax assets:

  Pension liabilities.......................................   $  (40)    $  (14)

  Other postretirement liabilities..........................     (122)      (149)

  Other non-current liabilities.............................      (39)       (82)

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

      Total non-current deferred income tax assets before

        valuation allowance.................................     (201)      (245)

  Valuation allowance, primarily foreign net operating

    losses..................................................       65         85

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

      Net non-current deferred income tax assets............     (136)      (160)

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

Non-current deferred income tax liabilities:

  Property, plant and equipment.............................      348        277

  Trademarks................................................      857      1,004

  Other.....................................................       72         55

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

      Total non-current deferred income tax liabilities.....    1,277      1,336

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

      Net non-current deferred income tax liabilities.......   $1,141     $1,176

                                                               ======     ======

NOTE 9--INCOME TAXES (CONTINUED)

    The differences between the provision for income taxes and income taxes

computed at statutory U.S. federal income tax rates were as follows:

                                                                 YEARS ENDED DECEMBER 31,

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

IN MILLIONS                                                     2000       1999       1998

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

Reconciliation from statutory rate to effective rate:

Income taxes computed at statutory U.S. federal income

  tax rates.................................................   $  150     $ 204     $   (11)

State taxes, net of federal benefit.........................       14        15          17

Goodwill amortization.......................................       30        30          30

Taxes on foreign operations at rates other than statutory

  U.S. federal rate.........................................      (18)      (24)         12

Sales of businesses.........................................       20                    (5)

Other items.................................................        3        (3)         (3)

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

Provision for income taxes..................................   $  199     $ 222     $    40

                                                               ======     =====     =======

Effective tax rate..........................................     46.3%     38.1%     (129.0)%

                                                               ======     =====     =======

Kraft’s Consolidated Statements of Earnings

(in millions of dollars, except per share data)

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

For the years ended December 31, 



2002        2001        2000

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

Net revenues                                              $ 29,723    $ 29,234    $ 22,922

Cost of sales                                               17,720      17,566      13,959

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

Gross profit                                                12,003      11,668       8,963

Marketing, administration and research costs                 5,709       5,748       4,588

Integration costs and a loss on sale of a food factory         111          82

Separation programs                                            142

Gains on sales of businesses                                   (80)         (8)       (172)

Amortization of intangibles                                      7         962         535 

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

Operating income                                             6,114       4,884       4,012

Interest and other debt expense, net                           847       1,437         597

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

Earnings before income taxes and minority interest           5,267       3,447       3,415

Provision for income taxes                                   1,869       1,565       1,414

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

Net earnings


                               3,398       1,882       2,001 

===============================================================================================

The effective income tax rate on pre-tax earnings differed from the U.S. federal

statutory rate for the following reasons for the years ended December 31, 2002,

2001 and 2000:

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

                                                   2002        2001         2000

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

U.S. federal statutory rate                       35.0%       35.0%         35.0%

Increase (decrease) resulting from:

  State and local income taxes,

    net of federal tax benefit                     1.7         2.0           2.2

  Goodwill amortization                                        9.4           5.2

  Other                                           (1.2)       (1.0)         (1.0)

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

Effective tax rate                                35.5%       45.4%         41.4%

================================================================================

Note 12. Pre-Tax Earnings and Provision for Income Taxes:

Pre-tax earnings and provision for income taxes consisted of the following for

the years ended December 31, 2002 and 2001:

(in millions)

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

                                               2002          2001           

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

Pre-tax earnings:

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

 United States                                $3,692        $2,282        

 Outside United States                         1,575         1,165         

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

Total pre-tax earnings                        $5,267        $3,447       

======================================================================

Provision for income taxes:

 United States federal:

  Current                                     $  825        $  594        

  Deferred                                       265           299           

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

                                               1,090           893           

 State and local                                 138           112         

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

 Total United States                           1,228         1,005          

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

 Outside United States:

  Current                                        628           445          

  Deferred                                        13           115            

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

 Total outside United States                     641           560           

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

Total provision for income taxes              $1,869        $1,565        

=======================================================================

The effective income tax rate on pre-tax earnings differed from the U.S. federal

statutory rate for the following reasons for the years ended December 31, 2002 and

2001:

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

                                                   2002        2001         

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

U.S. federal statutory rate                       35.0%       35.0%         

Increase (decrease) resulting from:

  State and local income taxes,

    net of federal tax benefit                     1.7         2.0          

  Goodwill amortization                                        9.4           

  Other                                           (1.2)       (1.0)         

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

Effective tax rate                                35.5%       45.4%         

================================================================================

