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52-Week Price Range $43.93-73.57
Market Capitalization (B) $145.52
Shares Outstanding (M) 3080.8
Institutional Ownership 57.64%
60-Month Beta 0.60
Dividend Yield 3.24%
Price/Earnings (ttm) 11.46
Price/Book 2.38
Price/Sales 1.72
ROA (ttm) 7.52%
ROE(ttm) 18.54%
Projected 5-Year Growth 9.5%
I
Year 2006 2007 2008 2009E 2010E 2011E
EPS 2.79 3.22 3.86 4.18 4.45 4.80

All earnings represent earnings from operations and have been filtered from net

nonrecurring gains.

I &
DCF-EP $105.70
Relative P/E $55.20
Relative multiple- PEG $59.48
Dividend Discount Model $52.35
P/E $98.85
Average $74.32
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Procter & Gamble (PG) is the largest household
products company in the world, with diversified
offerings spread across a large number of household
and personal care products.

The intrinsic value of PG share is $74.32, which is at a
40 percent premium above the prevailing share price of
$49.65, making PG a good investment opportunity.

PG generates 55 percent of its revenue from overseas
markets, 30% of which comes from emerging markets.
This provides it a geographically diversification,
relatively hedging it against US economic meltdown.

Despite slowdown in sales in FY2009, PG will be
impacted less because of its tiered product portfolio by
providing the same product at various price points.
Trade down from high-end product sales will be
compensated by increased low-end product revenue.

PG has undertaken continuous product portfolio
restructuring, strengthening its portfolio through
acquisition and divestiture. Continuous restructuring
will assist in improving bottom-lines due to revenue
synergies and cost savings.

PG will also benefit from steep decline in oil prices
and in commadity prices in 2008 - 09, which constitute
a substantial part of cost of goods sold.

Our buy recommendation stems from our belief that
PG will continue to provide consistently growing
revenue. The sales will boost from its strengthening
operations in US and overseas economies, especially
in the emerging markets, continuous product portfolio
restructuring, its Gillette acquisition, and from its
strong marketing and distribution network.

PG will be negatively impacted due to decline in
consumer spending, steep rise in gas and commodity
prices, unfavorable foreign exchange rates, steep
reduction in prices by competition due to shrinking
consumer spending, and certain policies by the new
US government, like the recent budget proposal
regarding income made overseas.

Consumer trade down to lower priced products will
also unfavorably impact high-margin product sales for
PG.

Important disclosures appear on the last page of this report.
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Procter & Gamble is the largest consumer staples companies
in the world and among the top-10 market capitalized
companies. P&G is a undoubted leader in the household con-
durable product category.

With a 171-year history, Procter & Gamble has grown
substantially over the years because of its strong
management, nimble-footedness, and receptiveness to
change.

Procter & Gamble will continue to be one of the safest
investment prospects. It will continue to generate higher
revenue, increased margins, and high return on invested
capital because of its superior product offerings, diversified
product portfolio, geographic diversification, and creation of
product synergies through acquisitions and divestitures.
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Procter & Gamble is the largest manufacturer and distributor
of branded non-durable consumer goods globally. As of
2008, Procter & Gamble has a total market capitalization of
$145 billion, making it the 23" largest company in the
world™. The company offers an entire range of personal care,
health care, household care products, and snacks.

Global Business Units (GBUS)

The company is divided into three global business units
(GBUs) namely beauty, health and well-being, and household
care products.
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GBU- Beauty

The Beauty products unit consists of two sub-segments:
Beauty and Grooming. The unit owns 8 one-billion-dollar
brands. Beauty products is the second largest revenue
generating product category at Procter & Gamble, covering
cosmetics, deodorants, hair care, skin care, etc.

The Grooming segment constitutes products in blades, razors,
home appliances, and facial and shaving products etc. The
Grooming segment was strengthened substantially by the
2005 acquisition of Gillette at a price of $54 billion. Today,
PG is by far the market leader in the global blades and razors
market, with almost 70% of market share. While grooming
products contribute 10% of total revenues, it is the most
profitable business unit responsible for 13% of net earnings.

Key Products: cosmetics, skin care, personal cleansing, hair
care, prestige fragrances, blades and razors, electric hair
removal devices, and home appliances.

Billion-dollar brands: Head & Shoulders, Pantene, Wella,
Olay, Braun, Mach3, Gillette, and Fusion.

Beauty and grooming products contribute 33% of total net
sales and 35% of net profits at PG. With the category being
the high margin generator, Beauty GBU is the area highest
growth area for PG. The company is concentrating on
increasing it’s foot-print in the sector and the margins will
benefit from such a move.

GBU-Health and Well-Being

The Health and Well-Being unit contributes almost 23% of
PG’s global revenue and 24% of net earnings. The unit is
further divided into Health Care, Snacks, Coffee, and Pet
Care.

Procter & Gamble offers personal health, oral -care,
pharmaceuticals and feminine care products in the Health
Care unit. With leading global brands like Oral-B and Crest,
PG has almost 20% of the global branded oral-care products
market share, preceded only by Colgate. PG also holds about
33% of global market share in feminine care and is the
market leader.

In the Snacks category, PG does not have extensive product
offerings. Barring marginal products, Pringles is the only
large brand in the PG suite of products. As a one-billion-
dollar brand, Pringle enjoys 10% of the global potato chips
market. After the divesture of Folgers, the coffee segment at
PG became marginalized. PG has almost 10% of the branded
pet-care market in North America, with brands like lams and
Eukanuba.

Key Products: feminine care, personal health, oral care,
pharmaceuticals, snacks, coffee and pet foods.

GEs
lgd

2



LC% )*

Billion-dollar brands: Actonel, Always, Crest, Oral-B, lams
and Pringles.

GBU-Household Care

The Household is the oldest and the largest strategic business
unit at PG. Household contributes 45% of the total company
revenues. It is further segregated into ‘Fabric Care and Home
Care’ and ‘Baby Care and Family Care’.

Fabric Care and Home Care is the largest single business unit
at PG, with 28% of the total revenues. Baby care contributes
another 16% of total net sales.

Key products: batteries, fabric care, air care, dish care,
surface care, baby wipes, diapers, paper towels, etc

Billion-Dollar brands: Duracell, Dawn, Downy, Gain, Ariel,
Tide, Charmin, Bounty, and Pampers.

PG has continued interest in strengthening its household
product category. Although this segment is has low profit
margins, PG core competence, extensive experience and
penetration will continue to make this sector PG’s principal
product category.

Contribution of various Business Units at P&G- 2008
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Global operations

Procter & Gamble has a formidable position in the consumer
products industry. It offers products in 22 product categories
globally and is a market leader in more 65% of these
products. The company owns 24 brands that generate more
than $1 billion of annual sales, and another 20 brands
generating between $500m and $1b in sales. Together these
44 brands generate 85% of total sales.

The company has been strengthening its global presence by
expanding in overseas markets. It is consolidating its product
offerings as well as launching new products in foreign
markets. This trend is highlighted by the fact that the revenue
outside of US has increased from 56% of total sales in 2007
to 58% in 2008.

2008 Geography-wise Revenue
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Sales and distribution

The company’s net sales have grown consistently. The sales
increase in 2008 was more than 9%, with 4% unit volume
growth, 5% from currency exchange impact and 1% pricing
impact.

Procter & Gamble has a strong, developed relation with its
channel partners, which is a big strength for them. Their sales
partners include mass merchandisers, grocery stores,
membership clubs, and drug stores. The biggest ten
customers account for more than 30% of total unit sales, with
Wal-Mart contributing 15% of total unit sales.

As a result of all these initiatives, we project that Procter &
Gamble will have steady rise in the gross margin and
operating margin over the next 5 years.

2008 2009E 2010E  2011E 2012E

Net sales 83,503 86,008 88588 91,246 93,983

Cost of goods sold 40,695 41,645 42,895 42,895 44,181

Gross Income 42,808 44,363 45,694 48351 49,802
Gross Margin 51.27% 51.58% 51.58% 52.99% 52.99%

Operating income 17,083 18,305 19,080 19,768 20,421
Operating margin -~ 20.46% 21.28% 21.54% 21.66% 21.73%

EPS 3.86 418 4.45 480 514

Source: company figures and analyst estimates
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Research & development and Innovation

Innovation is one of the key drivers of organic sales growth
and profitability in consumer goods industry. R&D helps in
innovation which creates higher consumer value, helps in
product differentiation and prevents against product
commoditization. Procter & Gamble invests in innovation
more than any other consumer products company[9]. We
estimate that the R&D expense at PG will out-pace the sales
growth and will grow at 5% CAGR in the next 5 years.

2006 2007 2008 2008E 2010E 2011E

—e—FR&D expense

Source: company annual report and analyst estimate ($m)
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Acquisitions and divestitures

Procter & Gamble has been aggressively chasing product
portfolio restructuring to build a diversified and balanced
portfolio of businesses to accomplish revenue synergies and
cost savings.

Recent Procter & Gamble sizable deals
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Policy changes:

President Obama’s administration has proposed a revision in
the policy on deferred tax on overseas income by US
corporationstl. Per existing law, US companies can defer
payment of taxes on foreign income until the income is
brought back to US. The policy proposed in March 2009,
suggests repealing or limiting this practice.

The revision will be unfavorable for all companies, including
Procter & Gamble, which have sizable foreign revenue. A.G.
Lafley, CEO at PG, has strongly criticized the proposalt”). PG
generates 56% of its revenues overseas. If the revision is
passed, the overseas profits which are currently ploughed-
back in the same markets will be taxed immediately and will
severely impact PG.
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Sustainability initiatives

The non-durable industry is starting to adopt green initiatives
throughout its business systems. Companies in the industry
are adopting green initiatives because they want to be
socially responsible corporate citizens and it makes economic
sense. There is an increased awareness and demand from the
consumers to adopt green products. Consumers are
demanding green products because such products are
considered safer for people as well as for the environment;
therefore, there has been a shift in buying behavior towards
companies “perceived” to be green'®.

For example, there has been a thrust on making the
packaging green. An important development was the launch
of concentrated liquid laundry detergents. The concentrated
provide the same product efficiency with a smaller amount of
packaging.

Another worth-mentioning green initiative in the sector has
been Clorox Co’s introduction of its Green Works Line of
cleaners. It is considered to a revelation in natural cleaning
products because their effectiveness is comparable to
conventional cleaners, yet they are made from plant-based
ingredients.

The detergent industry has also taken other green initiatives.
The industry is in trying to make their products more
powerful in cold water wash, thus helping reduction in power
consumption. Procter & Gamble launched Tide Coldwater,
and Clorox introduced Clorox Plus Coldwater Bleach, both
of which have been received with enthusiasm.

In March 2009, Procter & Gamble Co. has announced a
series of new corporate sustainability program. PG will
develop at least $50 billion in innovative and sustainable
products by 2012. PG is also targeting a 20% reduction in
carbon dioxide emissions, energy consumption, water
consumption and waste disposal™.

Volatility in oil and commodity prices restricting margins

2008 was the third year in a row of unusual commodity cost
pressures . The commodity price index has been volatile,
climbing from 158 points to reach a peak of 183 in June
2008. Commodities are the largest single cost for non-durable
companies and this unusual rise in commodity prices has
significant impact on their bottom line.

Another important trend has been the volatility in oil prices,
which rose to $150 per barrel mid-2008. Currently, prices are
in the range of $40 - $45, indicating the price uncertainty. We
expect the price to stabilize the range of $60-65 in the year
2009.
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Product Portfolio Restructuring

With the US consumer products industry becoming
extremely competitive, and with increased price competition
and increased commodity prices, household and personal
care companies are focusing on restructuring to get cost-
cutting and streamlined product lines.

PG has made acquisitions and divestitures of certain brands
like divestiture of Folgers coffee and niche brands like
Johnson products- a bouquet of 30 hair care products targeted
towards African Americans. It also acquired Gillette in 2005.
As per company estimates, Gillette acquisition will generate
cost saving of $1.2 billion per annum due to sales, maketing
and distribution synergies.

Emerging markets present growth opportunities

Non-durable consumer product companies are increasingly
looking for growth from foreign markets. As the developed
markets of the United States and Western Europe are
reaching near-saturation, the new drivers of demand will be
in developing and emerging countries. This is because in
many emerging nations, the growth of real gross domestic
product (GDP), consumer disposable income, and population
growth are outpacing those of developed countries.

-2.0% 0.0% 2.0% 4.0% 60% 8.0% 100% 12.0%

Source: Global Insight Inc research report

Our projection of 2009 Real GDP is largely in the same area.
US economy will offer less than 1% real GDP growth, if not
negative, whereas BRIC (Brazil, Russia, India and China)
nations are likely to offer 5-9% growth. PG will benefit from
its continuous focus on increased market share in developing
markets.

Demographic and lifestyle changes will stimulate demand

The aging baby boomers and their changing lifestyle and
product demands in the US have been a source of new
product development by consumer product companies. For
example, these individuals are very sensitive to their look,
which has given unprecedented push to skin care and hair-
coloring products in the last decade.

As per Mckinsey report, by 2015, the US baby-boomer
generation (age 50+) will command almost 60% of net US
wealth and 40% of spending. In many categories, boomers
will represent over 50% of consumption and will comprise a
majority of share growth®®.. With such a major share of sales
coming from aging populations, companies offering niche
products targeted at this segment will benefit from this trend.

PG’s Olay Regenerist, Olay Definitely, Olay Micro-sculpting
cream, etc are products targeted for aging populations.
Colgate also launched Colgate Total with focus on baby-
boomers.

Product innovation- the key to success

The consumer non-durable industry is one of the most
matured industries in the world. New product development
will be the key to a company’s future sales growth in the
industry. New product innovation will evolve largely from a
company’s ability and willingness to spend in research and
development (R&D), which could offer high rewards and
provide sources of high risk in the form of research failures.
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The biggest competitors to Procter & Gamble in the global
consumer non-durable products industry are Unilever Plc,
L’Oreal SA, and Kimberly-Clarke.
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Source: Standard & Poor industry report
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Procter & Gamble is the undoubted leader in theishy, | %% *( Dx*

with the largest product portfolio as well as thighest

geographic reach. In 2008, it generated $83 biliiosales, Although the current condition is gloomy for thetien
far above Unilever's $54 billion, the second ranipéalyer in €conomy, the consumer staples sector has beeadesssely
the industry. It also enjoys a leadership statumare than impacted. Traditionally, the sector has been reoess

two-thirds of the product categories in which iecgtes. resistant. This is because even in the economiedsian,
. consumers will continue to consume household noakde
Unilever (UL) Plc products. In fact, consumers may sacrifice othedpcts,

Unilever is a UK based consumer non-durables god@guding basic and luxury products, but househmidducts
company. Unilever is the biggest competitor for ddeo & are usually least adversely impacted.

Gamble. Unilever manufactures and markets goodsdd,

home and personal care category. Unilever competasPG However, the household goods sector is not conplete

very closely in most of home and personal care yotsd recession proof. If the overall economy is impacteyl
recession and the inflation is very high, even ¢basumer

In personal care category, UL has strong produet iin hair staples sector will get severely affected.

care, deodorants, skin care and skin cleansingp, Sunsilk,
Rexona, Lux, Axe, Pond’s and Dove being the lagiebal
brands. UL also has a powerful presence in orat gath
Close-up and Signal being two popular brands.

On the one hand, the revenue will be adverselyctgtedue

to reduced spending on expensive brands. However,
companies like Procter & Gamble, which offer thenea
UL's home care product portfolio includes laundmnpgucts Products at multiple price points, get compensatsd
like laundry detergent, liquids and tablets. UL oaléncreased spending in less expensive brands.

manufactures soap bars for low income consumers. UL

Home care brands include Surf, Snuggle, Radiarfta@i In addition, inflation in the economy can furtherciease
Domestos. UL offers stiff competition to PG in lemd problems for the consumers. As per data by the US
markets. Department of Labor, in the year 2008, the prodymére
index for finished goods declined by 150bps, whertdee
producer price index for the entire economy wasbyp20

CL is one of the leading manufacturers of consugeerds in bps. The producer prices in the consumer prodnodtssiry is
Oral, personal and home care segment and Pet iNntriéxpected to decline in 2009, which will provide @tb
segment. Although CL is roughly 10% of PG in markepportunities in the sector.

capitalization, it offers formidable_ competitionR&s in all its proqucer Price Index

product categories. CL leading brands are Colgate,

Palmolive, Irish Spring, Softsoap, Protex and Ajax.

Kimberly-Clark Corporation (KMB)

KMB is a strong competitor to PG in healthcare,spesl
care and consumer tissue segments. KMB productsaide
under global brands like Kotex, Kleenex, Huggiegpénd,
Pull-Ups, Kimberly-Clark etc. The company has gnow
rapidly in the last decade with robust organic gioas well
as many acquisitions.

Colgate-Palmolive (CL)

As is showcased in the following table, PG cledidg higher
operating margins as well as net profit marginsthd its

peers.

Curent — PE  PIB P/S  Net Gross Source: US Department of Commerce statistics
Company Name M-Cap Price Ratio Value Ratio Margin Margin
Procter & . . .
Gamble Co 151.41 51.66 14 248  1.81 14.3% 50.70% Fallmg commod|ty prices
Church & Another economic reason of optimism for the consume
Dwight Co 3.79 53.96 19.4 2.84 1.56 8.1% 40.11% . . . .

staples sector is the falling commodity prices. Taecrops

Clorox Co 7.77 559 167 - 1.43 s7%  4068% INdex of prices received” by the US Department of
Colgate- Commerce (above) shows that the commodity pricee we
PaimolveCo 3043 6082 166 1752 198  128% @66  aytremely volatile in 2008, jumping from 158 pointsJan.
Energizer ’ . . y ..
Holdings Inc 3.36 576 101 311 08 8.1% 48.16% 08_ to peaklng at 183 in Jun_e_ 08 and _then dectjriio ;1-57
Kimberly- points in Jan '09. The volatility, especially whére prices
Clark Corp 2080 5024 124 536 107 86% 301 are falling, can be a problem for large consumerdpcts
Source: MSN Money manufacturers who lock in purchase price aheadimé.t




