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10. Free cash flow. One indication of a company’s solvency, as well as of its
ability to pay dividends or expand operations, is the amount of excess cash
it generated after investing to maintain its current productive capacity and
paying dividends. This amount is referred to as free cash (low. For exam-
ple, If ou generate §100,000 of cash from operations but you spend $30,000
o maintain and replace your productive facilties at their current levels and.
pay $10,000 in dividends, you have $60,000 ($100,000 — $30,000 — $10,000)
0 use cither to expand operations or to pay additional dividends. Kelloggs
free cash flow is shown in Hlustration 134-14.
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Kelloga's free cash flow increased slightly from 2003 (o 2004. During
both years, the cash provided by operations was more than enough to
allow Kellogg 0 acquire additional productive assets and maintain divi-
dend payments. Kellogg could have used the remaining cash to reduce
deb IF necessary:




