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Return on Investment

Current Share Price $122.43

Target Price $132.00

Dividend Yield 2.44%

Holding Period Return 10%

Company Quality (CQ) Score 3.6

Conviction Rating 2

Market Profile

52-Week Range $108.73 - $141.57

Market Capitalization (US$B) $302

Net Debt (US$B) $22

Enterprise Value (US$B) $324

Beta (5-Year Monthly) 0.39

Metrics 2020E 2021E 2022E

Revenue (US$mm) $70,490 $72,334 $74,241

Operating Income (US$mm) $15,671 $16,792 $17,991

Adj. EBITDA (US$mm) $19,152 $20,441 $21,882

Net Debt/EBITDA 1.14x 1.07x 1.00x

EV/EBITDA 16.9x 15.9x 14.8x

Historical Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: Household & Personal Care Peers

Source: S&P Capital IQ
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Business Description

The Procter & Gamble Company (NYSE: PG) is a leading household and
personal care products company. PG sells its products in more than 180
countries around the globe, primarily through mass merchandisers, e-
commerce, grocery stores, membership club stores, drug stores,
department stores, distributors, wholesalers, specialty beauty stores, and
pharmacies. The Company also sells directly to consumers. PG has five
reportable segments: (1) Beauty, (2) Grooming, (3) Health Care, (4)
Fabric & Home Care, and (5) Baby, Feminine & Family Care. PG's major
customer is Walmart (NYSE: WMT), which represented approximately
15% of PG's net sales in both 2018 and 2019. PG has increased its
dividend for 63 consecutive years.

Revenue Segments and Brands

(1) Beauty: accounted for 19% of net sales in 2019 and is comprised of
two major product categories: (1) Hair Care, and (2) Skin and Personal
Care. PG's major brands in Hair Care are Head & Shoulders, Herbal
Essences, Pantene, and Rejoice. In the Skin and Personal Care category,
its main products are Olay, Old Spice, Safeguard, and Secret. PG
dominates the retail hair care market with over 20% of global market
share, due to Pantene and Head & Shoulders.

(2) Grooming: represented 9% of net sales in 2019, and primarily
includes shave care products with brands such as Braun, Gillette, and
Venus. PG is the global leader in the blades and razors market with over
60% market share. The Company is also strongly positioned in the male
electric shavers market (25% global market share) and the female
epilators market (over 50% global market share).

(3) Health Care: has two major product categories: (1) Oral Care
(includes toothbrushes, toothpaste, and other oral care products), and (2)
Personal Health Care (gastrointestinal, vitamins and supplements, pain
relief, and other). This segment accounted for 12% of net sales in 2019.
Its major brands in Oral Care are Crest and Oral-B, while in Personal
Health Care its major brands are Metamucil, Neurobion, Pepto-Bismol,
and Vicks. The market in Oral Care is highly competitive, and PG has the
number two market share position (~20% global market share).

(4) Fabric & Home Care: accounted for 33% of net sales in 2019. Its
major Fabric Care brands include Ariel, Downy, Gain, and Tide. Major
brands in Home Care include Cascade, Dawn, Fairy, Febreze, Mr. Clean,
and Swiffer. PG has over 25% global market share in Fabric Care, and
over 20% global market share in Home Care across the categories in
which it competes.

(5) Baby, Feminine & Family Care: represented 27% of net sales in
2019. In Baby Care, its major brands are Luvs and Pampers; PG is the
global market leader in Baby Care with a market share over 25%.
Pampers is PG's largest brand with annual net sales of nearly US$8B.
The Company has a 25% global market share in Feminine Care, primarily
due to Always. PG's Family Care business is predominantly North
American, comprised largely of its Bounty (paper towel) and Charmin
(toilet paper) brands. PG's U.S. market share is over 40% for Bounty, and
over 25% for Charmin.

In terms of geographic exposure, 68% of PG's sales come from North
America and Europe, while 19% come from Asia-Pacific, 7% from Middle
East and Africa, and 6% from Latin America.
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Figure 2: Underlying Organic Sales Growth vs Peers

Source: Broker Research, Company Filings

Figure 3: Staples Valuation Correlation to 10Y Treasury

Source: Broker Research

Figure 4: NTM EV/EBITDA Over Time

Source: S&P Capital IQ
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Investment Thesis

(1) Strong Balance Sheet: PG's Net Debt/2020E EBITDA is 1.14x, and
the Company has an AA- (S&P) credit rating. PG's leverage is the lowest
among its peer group (NYSE: CHD, CL, CLX).

(2) Significant Free Cash Flow Generation: PG's exceptionally strong
portfolio of brands provides a sustainable runway for long term organic
revenue growth in the ~3-4% range (Figure 2). The Company has
streamlined its portfolio in recent years to gain leverage to more attractive
markets that allow PG to drive stronger organic growth. Since the end of
2014 when PG announced its portfolio simplification strategy, the
Company has moved from 170 brands to 65. Since 2007, the Company
has reduced its number of brands by 70%. PG's continued portfolio
optimization combined with a simplification in organizational structure has
streamlined costs and positions PG to continue to generate significant
amounts of FCF (6% CAGR from 2020-2025E) and widen its organic
sales growth versus peers (Figure 2). PG is continuing to follow through
on cost productivity and supply chain optimization, investments that it
implemented over the past few years. The Company is slightly beyond the
midpoint of its five-year US$10B productivity program in which it has
reduced manufacturing sites by 20% and manufacturing platforms by
50%.

(3) Competitive Advantage: PG's competitive advantage is clear given
its strong market share in numerous brands across all five of its
reportable segments. As mentioned above, PG's decision to streamline its
product portfolio over the last several years will allow it to continue to
leverage its strengths in its most profitable markets and expand its market
share. The CPMT believes that PG's widening of its organic sales growth
versus peers (Figure 2) is evidence that the Company's strategy is
sustainable and should warrant a premium multiple. PG also uses
multiple price tiers by continuing to develop a broad range of products in
order to optimize its market positioning, and the Company remains willing
to adjust pricing within tiers: as an example, it lowered razors/blades
pricing by 12% in April 2017 in order to close price gaps versus peers and
more favourably reposition future market share.

Valuation

PG was valued using a five-year DCF with its terminal value based on an
equal blend of Gordon Growth (6.04% WACC and 1.5% terminal growth
rate) and an exit multiple of 15.5x EV/EBITDA. The CPMT's revenue
growth and margin assumptions are in line with median street consensus
forecasts and we expect capital expenditures to remain in line with
consensus through 2022. The CPMT's target price of $132.00 reflects our
belief that PG's organic growth transformation story is currently being
underappreciated by the market. Moreover, PG's organic growth relative
to peers (Figure 2), strong balance sheet, and market dominance across
its numerous brands should yield a premium multiple to its household and
personal care peers. However, it currently trades at 16.1x NTM
EV/EBITDA (Figure 4), below the peer group average at 17.0x (Figure 1).
Given that PG is undervalued using both intrinsic and relative valuation
methodologies, the CPMT believes that this represents an attractive entry
point and will consider entering a position based on further due diligence.
The low interest rate environment also represents a tailwind for Consumer
Staples valuations. U.S. Consumer Staples premiums (on NTM P/E) to
the S&P 500 are inversely correlated with 10-year treasury rates: over the
last 10 years, staples have had a 49% correlation to the 10-year treasury
yield (Figure 3). This reflects our view that PG represents a bond-like
proxy given its 63-year history of dividend increases. In terms of portfolio
fit, the CPMT is currently underweight the Consumer Staples sector and
given the COVID-19 pandemic, we believe that Consumer Staples
represents a safe haven; PG's defensiveness and growth runway provide
an opportunity to outperform in a higher or lower severity COVID-19
situation.
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