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Recommendation BUY

Date
Current Price
Target Price
Upside
Sector
Industry
Ticker
Stock Exchange

Market Cap($M)
52-Week High
52-Week Low
Dividend Yield
P/E
Debt-to-equity
Beta
Shares Outstanding

11.14.2021
$146
$158

8.22%
Consumer Staples

Household Products
PG

NYSE

340,801.3
$147.23
$121.54

2.47%
24.69
70.39

0.61
2,419.9M

For our analysis of Procter & Gamble, we issue a BUY recommendation for the company, with a
one-year target price of $158, presenting an 8% upside on the closing price of $146 on November
12, 2021. The target price is based on the Discounted Cash Flow method and Gordon Growth Model
valuation. Our recommendation of the company is based on the following rationale: (1) Procter &
Gamble being a winner in the industry, (2) the company's strong dividend history, and (3) the
company's new product portfolio strategy is showing strong results.

Winner In The Industry
The effects of the pandemic continue to weigh heavily on many consumer staple retailers. As staple
retailers continue to navigate through headwinds of supply chain disruption and inflation which
could lead to higher commodity and freight costs, P&G holds a strong and powerful outlook in its
yearly projection. Before the pandemic, the company was outgrowing competition, and since then,
the global market share gap has only widened, as the company notched an 8% organic sales boost
in its most recent period. As the company continues to outperform its peers, such as Kimberly
Clark, its increased market share will continue in consumers’ monthly spending long after COVID-
19. 

Dividend Aristocrat

P&G has been paying a steady dividend for 131 straight years and recently increased its quarterly
dividend by 10%, which is the largest increase in over a decade. 2021 marked the 65th consecutive
annual dividend increase. Given the challenging and volatile environment that companies are
currently facing, P&G continues to show its ability to return value to shareowners.

Procter and Gamble (P&G) is the world’s largest developer of consumer-packaged goods. The
company has 65 brands and operates in 70 countries worldwide, and markets products in more than
180 countries. Established in 1837 by William Procter and James Gamble, the company has
approximately 101,000 employees and is headquartered in Cincinnati, Ohio. In 2021, the company
reported revenue of $76B, increased aggregate market share by 50 basis points, and increased its
quarterly dividend by 10%, the company’s largest increase in over a decade. 

Business Segments and Geographic

P&G currently operates in five global business segments: Fabric & Home Care (34%), Baby,
Feminine & Family Care (25%), Beauty (19%), Health Care (13%), and Grooming (9%). The
company holds a portfolio that consists of strong brands such as Bounty, Crest, Gillette, Pampers,
Pepto Bismol, Puffs, Old Spice, Swiffer, and Tide. Its products are sold through mass
merchandisers, e-commerce, and various stores worldwide. P&G also sells its products directly to
individual consumers through its website. The company operates in 70 countries worldwide and
markets its products in over 180 countries. Manufacturing facilities in the US are carried out in
more than 15 states, with 80 additional production facilities in 35+ other countries. The company’s
United States operations account for 44% of revenues, with international covering 56%. 
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Product Portfolio Strategy Showing Strong Results

A few years back, P&G adopted a new company strategy that focuses on superiority across product,
package, brand communication, retail execution, and value. The strategy resulted in cutting a large
portion of their products/brands so that their new portfolio is designed to win over consumers by
issuing products where performance plays a significant role. Since then, the company has seen great
success. seeing boosts in organic sales and continues to gain an aggregate share of the market YoY.
In 2021, of the top 50 category combinations of products, 64% of them either kept or raised market
share. 
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Figure 1: 2021 Revenue by Business Segment

Figure 2: 2021 Revenue by Geography



COMPETITIVE ADVANTAGE

CORPORATE GROWTH STRATEGY

Porter's Five Forces Analysis
Intensity of Competitive Rivalry - HIGH (5 out of 5)
P&G sells its products in a highly competitive market. There are numerous firms that operate
within the consumer goods industry. Along with this, there are a high variety of firms that P&G
must compete with, including competing against other branded products as well as retailers’
private-labeled products. The force of competitive rivalry is also considered high due to the low
switching costs that consumers have when moving from one brand or another. A customers’
decision to move to another brand over P&G has minimal consequence on their experience
regarding product effectiveness.

Bargaining Power of Suppliers - LOW (1 out of 5)
Procter & Gamble sources its raw and packaging materials from third-party companies, which gives
suppliers considerable but limited control of the distribution and sales of their products. A high
overall level of supply limits the influence that individual single-source suppliers can have on P&G.
Along with this, the high population of suppliers further reduces the intensity of supplier influence
on the company. P&G currently does business with 181 main suppliers worldwide. 

The bargaining power of customers is weak in affecting P&G due to low switching costs, low
availability of substitutes, and high overall market demand. The company faces low switching
costs, as it is easy for consumers to move away from their branded products. However, due to the
natural, homemade, and superior brands that P&G offers to consumers, the low availability of
substitutes limits the bargaining power of consumers. Along with this, due to high overall market
demand, the effect of individual consumer purchase decisions on the company’s business
performance is minimized. P&G’s key customer is Walmart Inc., representing approximately 15%
of the company total sales. The top 10 customers for P&G accounted for 39% of total sales in 2021.

P&G faces significant pressure in low switching costs amongst consumers, however, due to the
company’s signature brand and product share, there is low availability of substitutes for consumers.
Also, consumers are faced with a low variety of substitutes due to numerous products being only
available in a few variants. 

New entrants can emerge within the consumer goods market due to the low switching costs granted
to customers. However, to do so takes a moderate level of capital cost. Due to P&G’s significant
organizational size and capitalization, new entrants into the market will have a hard time directly
competing with the company. Along with this, P&G’s global scale of operations allows it to
possess economies of scale that new entrants will not be able to easily match. 

Barriers to Entry – MODERATE (3 out of 5)

Threat of Substitutes - LOW (2 out of 5)

Bargaining Power of Customers - LOW (1 out of 5)

Portfolio Superiority

A few years ago, P&G announced its plan to eliminate brands that were contributing little growth to
improve sales and profitability. Since then, the company has implemented a strategy that focuses on
core business and improving execution. P&G has adopted a strategy that emphasizes a strong,
focused portfolio of products that is divided up into 10 categories: Fabric Care, Home Care, Baby
Care, Feminine Care, Family Care, Hair Care, Skin & Personal Care, Oral Care, Personal Health
Care, and Grooming. The company plans to utilize its portfolio and leverage its strengths in order to
drive value creation and increase top-and bottom-line growth. It does this by increasing the
standard for each category in order to focus on providing superior products to the market. Each
category in its portfolio is measured based on product, packaging, communication, retail execution,
and consumer and customer value. By exceeding expectations across these five measures, the
company provides superior products to the market, which delivers on key business success metrics
such as category growth, market share, household penetration, sales, and profit. In the 2020
advantage report, P&G was ranked #1 globally across all seven performance areas, making it the
6th consecutive year the company has been ranked #1 in overall performance. 
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Figure 3: Porter's Five Forces Analysis
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Investment Risks
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PEER ANALYSIS

MAJOR COMPANY CHANGES
CEO Change - Jon Moeller

On November 1st, 2021, P&G underwent a major executive change as Jon Moeller succeeded
David Taylor as CEO of the company. David Taylor continues to serve as executive chairman of
the board. Moeller joined P&G in 1988 and has been a part of the company’s leadership team for
over two decades. Previously, he served as CFO, COO, and Vice Chairman of the company.
Moeller played a significant part in implementing P&G’s portfolio superiority strategy, which has
helped the company see significant transformations over the years. 
Projects

Through the company’s in-house R&D, as well as numerous programs like P&G ventures,
GrowthWorks, and Connect + Develop, P&G continues to uniquely approach innovation by
developing new products and brands that move the business forward. The company is currently
undergoing many projects, with their main focuses being in 8 areas: Non-toxic home and garden,
Active aging – Women, Active aging – Men, Healthy Skin, Food preservation & Waste Reduction,
Daily wellness, Go-anywhere clean, and helping parents. Within all these categories, P&G is
working to develop product solutions for new and growing concerns within the market.

Economic Risks: Foreign Exchange Rates
Due to the large scale of operations that P&G has in international markets, the company faces the
risk of currency fluctuations that can adversely affect the company. International operations
account for over 50% of the company’s net revenue, so fluctuations in FX rates could increase costs
and reduce earnings and cash flows. 
Operational Risks: Supply Chain Disruption & Inflation

Regulatory Risks

The success and results of P&G are significantly dependent on the company’s ability to effectively
manage and remedy supply chain disruption. Due to the ongoing effects of COVID-19, there is a
supply chain and labor shortage currently overwhelming the market. If P&G does not effectively
plan for these headwinds, investors could see adverse effects on earnings. Along with this, the
actions taken by the federal reserve have a strong effect on the business results of the company. The
current inflationary environment of the economy produces cost fluctuations for P&G, that if not
properly mitigated, could reduce their market share and net sales as consumer preferences shift to
cheaper alternatives.

P&G operates in approximately 70 countries and sells products in over 180 countries, posing heavy
regulatory and legal risks for the company. Successful compliance with changing laws and
regulations is crucial for the company’s reputation and success. This includes laws and regulations
involving the company’s products, marketing, privacy, data protection, ESG, and financial
reporting. The company is currently undergoing a proposed class action lawsuit over possible
Benzine in Antiperspirants.
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Figure 6: Category Organic
Sales Growth
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Figure 7: Risk Matrix

Figure 8: Industry Ratios

Figure 9: Analyst Consensus

P&G operates in the consumer goods market, which is highly competitive. Consumer needs and
preferences vary by demographic, and in order for P&G to stay on top of the market, it must
continue to be innovative and diverse amongst its product lines. P&G's competitors vary by each of
its five global business segments. The figure above shows a list of companies that compete with
P&G in multiple segments or one. The company's products compete against similar products
developed by small, large, and global competitors. P&G's significant market share (figure 4)
positions the company well in its segments and markets, and it does so through advertising,
promotions, and other marketing vehicles to build awareness,
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Gordon Growth Model

Dividend today (D0)

Dividend Next Year (D1)

Require rate of Return (r)

Dividend Growth (g)

3.40

3.55

6.59%

4.35%

Implied Share Price $158.50

VALUATION
Gordon Growth Model

Discounted Cash Flow Model - Free Cash Flow to the Firm (FCFF)

For the first valuation, we determined the intrinsic value of the company to be $158 using the
Gordon Growth Model. Procter and Gamble have been issuing annual dividends for 135 straight
years, and for 65 of those years has increased their dividends. Employing the Gordon Growth
Model is a relevant methodology to use, given the structure of dividends and the life cycle that
P&G is currently in. The 9-year average growth rate in dividends was calculated to be 4.93%.
Given the outlook that was announced by the company, we assumed a dividend growth rate (g) of
4.35% for the next year. When applied to the Gordon Growth Model, using our required rate of
return of 6.59%, we arrive at the intrinsic value of $158, imposing a 7.53% return.

Our next valuation employs the Free Cash Flow to the Firm (FCFF) methodology to arrive at the
intrinsic value of P&G. The model fits well for the company, allowing to account for future growth
prospects that the company faces regardless of its capital structure. The established forecast period
extends five years from 2022-2026. Each figure was analyzed using historical data and projected
using separate forecast criteria. We arrived at a terminal value of 436,120.8M, which after
discounting to present value and subtracting off the market value of debt, arrived at an implied
equity value of 380,693.5M. When divided by total shares outstanding of 2.42B, we arrive at the
implied share price of $157.

Cost of Capital

Estimated Growth

Sales growth for the next year was calculated using Procter & Gamble's 2022 forecasted outlook,
which was announced in their Q122 earnings presentation. The company announced its outlook of a
4% increase YoY in Sales. We anticipate this outlook to be accurate, given historical growth and
expected plans that P&G has in place to combat the potential headwinds of supply chain disruption
and inflation.

Sales

Dividend Growth

To find the cost of capital, we used the Capital Asset Pricing Model (CAPM) to arrive at a required
rate of return of 6.59%. We used the 10-year Treasury yield of 1.5% for the risk-free rate. For beta,
we ran a beta regression of 5 year weekly returns against the portfolio benchmark (S&P 1500
Composite Pure Value Index) to arrive at an adjusted beta of 0.61. Using the risk-free rate,
calculated beta, and an expected market return of 9.76%, we arrived at the required rate of return of
6.59%

In April 2021, P&G increased its quarterly dividend by 10%, marking the company's largest
increase in over a decade. Along with this, 2021 marked the 65th consecutive annual dividend
increase for the company. Using historical increases over the past 9 years of annual dividends, we
arrived at an annual growth rate of 4.93% YoY. Using this historical average, paired with the
company's dividend projection, we anticipate a 4.35% increase in the company's annual dividend.
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Figure 11: WACC Inputs

Figure 10: Gordon Growth Inputs

Figure 12: Estimated Sales
Growth and Earnings

Terminal Value Using Perpetual
Growth Model

Terminal Cash Flow, n1
WACC
Terminal Growth Rate
Terminal Value

Cumulative PV of FCF
PV of Terminal Value
Enterprise Value
Market Value of Debt
Implied Equity Value
Shares Outstanding (M)

72,929.3
323,716.2
396,645.6
15,952.0

380,693.5
2,419.90

15,497.4
6.14%
2.5%

436.120.8

Implied Share Price $157.32

Market Value of Debt

Long Term Debt
Short Term Debt
Total Debt
Interest Expense
Year to Maturity
Cost of Debt

23,730.0
9,108.0

32,838.0
502.0
19.0

1.13%

Market Value of Debt 15,952.0
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SCENARIO ANALYSIS
Inflationary Pressures, Supply Chain Disruption
Our scenario analysis is used for both the dividend discount model, as well as the discounted cash
flow model. This is done so by varying the dividend growth rate, terminal growth rate, and sales
growth rate for the applied valuation models. The scenario analysis is mainly focused on how the
potential macroenvironment will affect P&G and its future sales and earnings growth. A breakdown
of the scenarios for each bull and bear case can be found in the graphic below.

Scenarios Bear Case Base Case Bull Case

P&G faces significant increase
in commodity costs

P&G is able to successfully
manage supply chain headwinds

P&G improves economies of scale
despite supply chain headwinds

Supply Chain
Disruption

Inflationary
Pressures

P&G sees large decline in
market growth rates

Consumer brand loyalty remains
strong despite inflation pressure

P&G continues to gain aggregate
market share over its peers

Sales Growth

Opex Ratio 31.0% 27.5% 26%

2.0% 4.0% 6.0%

Price $

% Change

$129

-11.6%

$158

8.2%

$170

16.4%

Bloomberg
Factset
Yahoo Finance
Procter & Gamble
Statista

Sources
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