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Abstract

Stock valuation is one of the most significant tools which aims to help investors in
making decisions about trading. This is one of the major techniques that allows to
determine the value of the stock of a firm by utilising construction of models, which
implies the fair market value of a financial instrument at a certain period of time (Pastor
and Pietro, 2003). The reason behind performing the stock valuation by the investors is to
forecast potential prices either for a firm or market to the point of time when they are

willing to sell or purchase their investments.

This thesis aimed to cover the topic of the common valuation methods that are used
by the business to estimate the potential value of the stock of the company. The paper will
analyse both absolute and relative models in application to the two selected companies —

Procter & Gamble and Unilever.

The analysis would be conducted using the data from the financial statements and
stock exchange official websites in order to estimate the intrinsic value of the stocks as

well as other indicators commonly utilised for the relative stock valuations.

Keywords

Common stocks, dividends, intrinsic value, valuation methods, exchange trading, Discount

Dividend Model, free cash flow, EV/EBITDA ratio, P&G, Unilever



Souhrn

Oceinovani akcii je jednim z nejvyznamnéjSich néstroja, jehoz cilem je pomoci in-
vestorim pfi rozhodovani o obchodovéani. Jednd se o jednu z hlavnich technik, ktera
umoznuje ur€it hodnotu akcii firmy pomoci konstrukce modeld, které implikuji redlnou
trzni hodnotu finan¢niho néstroje v uréitém ¢asovém obdobi (Pastor a Pietro, 2003). Dlvo-
dem, pro¢ investofi ocenuji akcie, je predpovidat potencialni ceny pro firmu nebo trh do

okamziku, kdy jsou ochotni své investice prodat nebo koupit.

Tato diplomova prace si kladla za cil pokryt t¢éma béznych metod ocenovani, které
podnik pouziva k odhadu potencidlni hodnoty akcii podniku. Piispévek bude analyzovat
absolutni 1 relativni modely v aplikaci na dvé vybrané spole¢nosti — Procter & Gamble a

Unilever.

Analyza by byla provedena s pouZzitim udaji z finan¢nich vykazi a oficidlnich
webovych stranek burzy, aby bylo mozné odhadnout vnitini hodnotu akcii a také dalsi

ukazatele béZn¢ pouZivané pro relativni ocenéni akcii.

Klicova slova

Kmenové akcie, dividendy, vnitini hodnota, metody oceniovani, obchodovani na burze,

diskontni dividendovy model, volny penézni tok, pomér EV/EBITDA, P&G, Unilever
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bln Billions

DCF Discounted cash flow
DDM Dividend discount model
DPS Dividends per share

EV/EBITDA Enterprise value to earnings before interest, taxes, depreciation,
and amortisation ratio

EV/Gross Profit Enterprise value to gross profit

EV/Revenue Enterprise value to revenue (sales) ratio
FCF Free cash flow

FCFE Free cash flow to equity

GGM Gordon growth model

mln Million

P/B Price (market) to book ratio

P/E Price to earnings ratio

P/NAV Price to net asset value

P&G or PG Procter & Gamble
UL Unilever
USD United States dollars
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1. Introduction

Stock valuation is one of the most significant tools which aims to help investors in
making decisions about trading. This is one of the major techniques that allows to
determine the value of the stock of a firm by utilising construction of models, which
implies the fair market value of a financial instrument at a certain period of time (Pastor
and Pietro, 2003). The reason behind performing the stock valuation by the investors is to
forecast potential prices either for a firm or market to the point of time when they are

willing to sell or purchase their investments.

If investors are willing to outperform the market, understanding of how to value
stocks is important. There are a number of the approaches that can be used to perform the
stock evaluation which investors might choose depending on the specificities of company,
sectors, stocks, etc (Pastor and Pietro, 2003). Some of them are simple, some of them are
more complex and time-consuming. In reality, stock valuation is the theoretical value of
company’s shares, so none of the valuation techniques can portray the hundred-percent real

picture of the market.

Hence, the aim of this thesis is to give an overview and examine the most

frequently used valuation methods and to show when they are relevant to use.
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2. Objectives and Methodology

2.1.Objectives and research questions

The main objective of this thesis is to give an overview of the stock valuation
approaches and methods, discover the main purposes of them as well as to put those into
practice. In order to gain a deeper knowledge in this topic, a comparison of two companies

would be driven in particular.

As the primary objective, this paper is targeted to derive and examine the intrinsic
values of the selected companies: Procter & Gamble and Unilever. Both companies
represent consumer non-durables sector in the industry of package goods and cosmetics.

They are also both publicly traded on the same stock exchange, which is NYSE.

Based on the results, this paper aims to perform the analysis in order to understand
if the results obtained via different techniques would differ drastically or not, test the
accuracy of absolute and relative stock valuation methods and conclude with discussion of
output summarisation driving own conclusions. This analysis would allow the potential
investors to understand whether the companies’ stocks are likely to be recommended for

the future investments or not.
The major aim to answer the below research questions:

1. Given company’s stock value per share higher for Procter & Gamble, will the intrinsic

value be stronger than Unilever's?

2. Based on the results of absolute and relative stock valuation methods, are both

companies attractive to be invested in the next projected year?

3. Did pandemics affect the companies’ financial situation, hence, has an affect on

intrinsic value of the companies?
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2.2. Methodology

To answer the research questions, it is important to perform an empirical research,
give a theoretical background of the stock valuation and its methods. All this would be
conducted with the aid of quantitative and qualitative methods of research with the help of
secondary collection of the data. All evidence would be mainly supported by official
sources of information such as financial statements, stock exchange, and scientific articles,
broadly explained with the help of the visualisation (tables, graphs, charts, etc.) and

commented on.

This thesis contains of two huge chapters: theory and practice. The basis of the
primary part is theory which describes the approaches, types, methods and following
models of business valuation. It is a great fundamental support for the practical part of the
work, which covers the main concept of the thesis — analysis, valuation and comparison
of two publicly traded companies — Procter & Gamble and Unilever. To achieve this goal,
the author will be conducting the economic methods of finding the intrinsic value of both
of the businesses (FCF-based, EPS-based and projected FCF) using one-stage dividend
discount model and two-stage dividend discount model for absolute stock valuation; and
relative stock valuation methods to find the commonly used and very important ratios for
the firms, such as: P/E ratio, P/NAV ratio, EV/Revenue, EV/Gross Profit, EV/EBITDA,
and P/B.

The raw data for all the calculations would be got from the financial statements
from the official websites of these companies, stock exchange websites as NYSE, Nasdaq,
and Yahoo! Finance data sources will be used to get the background about stocks trading

and dividend share of their companies.

The next step would be comparison and analysis of results obtained — it would

help to analyse which company is likely to be invested in and which one is less preferable.
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Similarly, compare the results of the absolute stock valuation method versus relative one

and understand the benefits and drawbacks of both valuation methods.

In conclusion, the paper contains a research and analysis summary, author’s
conclusion and criticism. Moreover, due to this work, the author gained a very valuable
experience in stock valuations, thus, is able to identify the best practices based on the

purpose of valuation and data availability.

3. Theoretical Part

3.1. Valuation models

Stock valuation is the process of determining the current (or projected) worth of a

stock at a given time period.

3.1.1.Major understanding

Robinson et al. (2010) describes the concept of valuation models as assessment of
value of the assets based on the variables which associated with the projected investment
returns for comparing them with similar assets or alternatively, estimating chances for

liquidation procedures.

Approaches for valuation are highly dependent on whether the firm is at the stage
of liquidation or currently functioning. If the business is at the stage of liquidation, the
valuation approach estimates the equity of the firm by measuring the net earnings which
that the firm gets in case it decides to liquidate all assets and sorts out all liabilities

(Petersen and Plenborg, 2012).
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3.1.2.Valuing a business or an asset

Any business or company valuation have three approaches in application: cost,
market and income approaches (Godda and Moser, 2011). In order to have a better picture
of the company valuation, owners might consider all approaches or a combination of them

based on the aim of the valuation and data availability.

3.1.2.1.Cost approach

Cost approach is also known as asset-based. This approach gives a perspective on
how much would it cost to remove, re-build or re-place an asset (Godda and Moser, 2011).
The asset-based method is helpful while valuing the real estate: building construction,
current commercial property, equipment or any other properties. This approach is also
referred as finding the ‘control level’ value, since developing the value from the combined
fair market value of the net assets of a firm allows the owner to decide whether to sell or
even liquidate the assets, less any respective liabilities (Fuller and Hsia, 1984). To decide
on which terms the business will continue its operation, real estate and equipment might

require separate appraisals to have a better picture.

Unfortunately, the cost approach is likely to neglect the values of the intangible
assets of the company which include brand name, reputation of the company, relationships
with the customers and skilled workforce. As the matter of the above mentioned facts, this
value is considered as the lowest value for all three approaches and it is often used to set or

estimate the floor value of the business.

3.1.2.2.Market approach

This approach is based on value of the firm on selling price of similar businesses or

comparable business interests. Market approach is very useful while valuing the publicly
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traded firms or considerably large private businesses as the data necessary for comparison

is easily and widely available (Drake, Fabozzi and Larsen, 2021).

The market approach implies the identification of the most recent commercial
transactions (from revenue or other profit measurement) which involve the similar public
or private firms, hence, deriving the pricing multiples. There are various ways available,
however, the two major ones are: (1) guideline public company method and (2) merger and

acquisition method (Drake, Fabozzi and Larsen, 2021).

(1) Guideline public company method
This method takes into account the market price of the comparable or
relative stocks of the public company. In this case, the pricing multiple is
derived by dividing of price of the comparable stock by economic variable,

e.g. operating cash flow of the business to net income.

(2) Merger and acquisition method (M&A)
This technique develops the pricing multiples on the basis of the
transactions involving the whole comparable businesses or subsidiaries that
have been sold. Then, the values are applied to the firm’s economic

variables, e.g. operating cash flow of the company or net income.

All in all, in accordance with the market approach, the level of the derived value is
highly dependent on if the firm’s economic variables were adjusted for the discretionary

costs, e.g. related expenses.

3.1.2.3.Income approach

This methodology can be used when there is no available market data as an income

approach turns the expected economic benefits in the future into the present value. Income
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approach determines the value of the company relying on the ability of the business to
generate future income (Godda and Moser, 2011). Hence, it mostly suits for already

established and profitable existing companies.

In case if the future profit is stable, then the capitalisation method of benefits can be
utilised. The capitalisation of the earnings of the firm is applied only to the fixed growth
ability of the company and includes capitalisation of the estimated future economic
benefits with the certain rate of return. On the contrary, if there is some expected
variability, experts use the discounted future benefits method, or also referred as
discounted cash flow method (Drabikova and Svetlik, 2018). In addition to the
capitalisation model factors, discounted future method involves two additional stages: (1)
forecasting period, e.g. 3-5 years and (2) termination period, i.e. the end of the discrete
period. All future cash flows are discounted at the later stage to the present value (Basci,

2019).

Similarly to the market approach, the income method derives a ‘control’ value or
minority value relying on whether the period-based or normalisation adjustments have
been applied to the projected economic benefits. In both methods it is critical to adjust the
future earnings to understand the amount of the net income which potential consumer will

have.

Once the projected profit flow is determined, a discount rate is applied to it (Murle
and Schmitt, 2009). Due to the fact that this discount rate might lead to the drastic changes

in the value, it should be carefully developed and applied by the experts.

To summarise of all that have been stated before, there is no standardised approach
or formula that can be applied for any business at any terms, thus, this is very crucial for
the owners to have an understanding of these methods to choose the correct one to evaluate

the future prospects by the means of the possible options.
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3.1.3.Categories

Stock valuation methods can be divided into two huge categories: absolute methods

and relative methods (Bondi, Radojicic and Rheinlander, 2020).

3.1.3.1.Absolute stock valuation

This type of stock valuation deals with the firm’s fundamental information. This
method implies an analysis of different financial data which can be taken from the
financial statements of the business. Majority of absolute techniques primarily take into
account the cash flows of a firm, as well as dividends and growth rates (Kaen, 2003). The
well-known methods of this nature include the dividend discount model and the discounted

free cash flow models, and more models would be covered below.

3.1.3.1.1.Dividend Discount Model (DDM)

The DDM is considered to be one of the basic methods of the absolute stock
valuation. Any firm is entitled to produce goods or services which are offered aiming at
gaining profits. Profits widely affect the stock prices of the firm. The dividend discount
model assumes that the dividends of the firm show the cash flow of the firm to the owners,
or shareholders (Mugosa and Popovic, 2015). Hence, being the shareholders of the
business to be solely entitled to their dividends. In basic terms, this method is believed that
the intrinsic value of the business stock price is equal to the present value of the projected
dividends of the business. This way, the DDM sees that the selling price of a share is a
negative cash flow, whereas dividends are positive flows. According to the projected
dividends, the owner decides if the investment is worth at a current market situation.
However, this model is only applicable in case if the firm is stably and regularly distributes

its dividends.
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3.1.3.1.1.1.Zero growth rate model

This type of DDM speaks for itself. It is believed that all dividends which are paid
by stock are kept at the one level and remain same for an infinite period of time. In other
words, there is no growth at any period of time. The price of the stock will be equal to the

proportion of the annual value of dividends to the rate of return (Kumar, 2016).

Since the business owners assume there will be no incline in the dividends payout,

the basic formula in this case for intrinsic value of the stock estimation would be:

Formula 1

P - intrinsic value of a stock
Dy - current annual value of dividend per share

k - required annual rate of return

However, this does not seem to be a very realistic scenario as all companies have
their ups and downs and it is complicated to imagine any company having a super stable

rate throughout the years. Thus, this is not the model we are looking for in this thesis.

3.1.3.1.1.2.Constant (Gordon) growth model

The constant growth rate model is also pretty much straightforward in its terms.
The idea of it that the given dividends steadily grow every year with the fixed percentage,
meaning no volatility, nevertheless, the actual dividends expense incline each following
year (Gordon and Shapiro, 1956). This kind of model is also known as the Gordon Growth

Model as being named based on Gordon’s name.
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Relying on Gordon’s (1962) work, this model better works for the well-established
businesses assuming that they have already experienced an increase in the dividends over

the previous years. A standardised stable growth formula is as follows:

Formula 2
p_ Dy(1+g) D
k—g k—g

, Where

P - intrinsic value of a stock

Dy - current annual value of dividend per share
D; - expected dividend

g - dividend growth rate

k - required annual rate of return

Nevertheless, one of the major issues of this model is to assure the company growth
to be stable in the future, which might be complicated to determine for some at the moment
of estimation. In addition to that, Bodie, Kane and Marcus (2014) describe limitation to
this model in their work: one of the crucial facts that is required to be take into account is

that the growth should not exceed the rate of return.

Otherwise if dividends happen to increase in value faster than the annual rate of
return, the stock value would be reaching infinity (Bodie et al., 2014). To summarise an

overview, here is how the Gordon Growth Model would behave in different scenarios:

k<g — for the given Formula 2, this scenario does not make any sense, hence, is
not valid
k=g — dividends raise at the same rate at which they are exposed to the

discounting results to the infinity value of the stock
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k>g

— dividends increase much faster than the rate they are discounted, leads to

the similar situation that the value of stock approximates infinity

3.1.3.1.1.3.Variable (non-constant) growth rate

model

The variable growth model is often referred as non-constant or multistage DDM.

The main difference is that the model of this kind is closer to the real world. It assumes that

a business has rises and downfalls in all dividends, hence, taking into account that they are

not stable and experience various phases: (1) growth, (2) transition and (3) mature (Sharpe,

Alexander and Bailey, 1999).

(1) Growth

At the growth phase, dividend payout ratios are low, businesses usually
experience negative Free Cash Flow to Equity (FCFE) as they tend to invest
more for their expansion (Sharpe et al., 1999). At this stage, firms enjoy
supernormal growth, in other words, the opportunities of rapidly growing
markets with extremely promising returns on equity.

Once businesses get more mature or have abnormal growth that tend to

attract more competitors, earning growth rates diminish in the end.

(2) Transition

Transition phase is distinct by that the earning growth retards once
competition starts to put more tension on prices and margin of profit, or in
case of sales expansion slows due to the market saturation. Earnings growth
rates at this stage are above average, however, decreasing toward the growth
rate of the industry. Unlikely to growth phase, at the transition stage firms

have decreases in capital requirements, frequently leading to positive Free
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Cash Flow (FCF) and inclining current or future payout ratios for

businesses which did not pay the dividends in the past (Sharpe et al., 1999).

(3) Mature
This is the phase at which businesses reach equilibrium when opportunities
for investment gain in average the same level of cost of capital. Besides, at
the mature stage return on equity reaches required level, and at the same
time the dividend payout ratio, earning growth, along with the mentioned
ratio get stabilised at the level which can be supported further in the long
run (Sharpe et al., 1999).

Any firm is able to trigger the growth by changing strategy and the structure of the
business. One of the factors that can completely change the picture of company growth is
technological progress. The technological advancements can drastically either worsen or

better off the situation.

Non-constant model also assumes that the growth rate might be completely
different each single year. As an example of variable growth model, two types would be

discussed: (1) two-stage DDM and (2) three-stage DDM.

(1) Two-stage DDM
A two-stage model developed by Fuller and Hsia (1984) is very positive in
terms of growth (also known as H-model). It allows to do the valuation of
the equity of a business in two stages, considering that there is a high
growth and a successive period of the steady growth. There are few major
assumptions for this DDM. First of all, the higher rate of growth is

anticipated in the 1st period (Kumar, 2016). Secondly, this rate is likely to
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fall at the end go the 1st period to a steady rate. Lastly, the payout ratio of

the dividend! corresponds to the anticipated growth rate.

Formula 3
5 Dy(1+ g, 1 D,

Py = Z ol 8) + X *l , where
& (1+hy A+kr = k—g.

Py - intrinsic value of a stock
Dy - value of dividend for previous period

D, | - value of dividend for next period

&, - dividend normal growth rate

g, - dividend above normal growth rate

n - number of years, period for above normal growth rate
t - time period

k - required annual rate of return

(2) Three-stage DDM
This a complementation of the two-stage model assuming a slower change
in the growth rate. Thus, the dividend potentially goes through the three
stages as follows: first, a current dividend has a constant growth, or even
there is no dividend at all; second, there is a slight decrease in the dividend;

and last, the rate stabilises again and there is a constant growth.

! Dividend payout ratio (DPR) is the term used for the total amount of paid dividends to the net
income of the business.
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Formula 4

D D D D D (1+ +D H(g, —
p, = Lo 2 54 4 n (1 +8)+D,H(g — &)
(k + D! (k +1)? (k+1)3 (k+ 1) k-2
&+ D

where:
Py - intrinsic value of a stock

D) 53, - value of dividend for next year

g, - dividend normal growth rate

&, - stable dividend growth rate

n - number of years, period for which initial growth is remaining
H - one-half of duration of transactional period

k - projected rate of return

3.1.3.1.2.Discounted Free Cash Flow Models

This is the second main model of the absolute stock valuation. The major difference
between the DDM and discounted free cash flow model is that the latter one takes into
account a border scope of the cash flows (Kumar, 2016). Such method is likely to look into
the total accrual of the cash flow within the business, which eliminates transactions to

outside parties at the latter stages.

Therefore, the leftover is the final free cash flow to the business. In this model, the
prognosis is made for several years and afterwards discounts in order to make the valuation

of the business.

Formula 5

CF,
DCF = ——— | where
(1 +r)
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DCEF - discounted cash flow
CF, - cash flow amount (or equivalent) gained or expensed in period t
I - given discount rate according to the cash flow risks

t - time period, or the timeframe of the valued asset

3.1.3.1.3.Discounted Residual Income Models

This model implies a border scope in comparison to the previous two models, since
discounted residual income models take into consideration all accrued cash flows of the

business after the repayment to all the parties outside the firm.

Besides, unlikely to the previous models, the payments to the bondholders and
other shareholders are neither eliminated from the total (Stancu et al., 2017). Finally,
similarly to the previous models, the residual cash flow is discounted in order to proceed

with the business valuation.

Formula 6
NII—I”eXOEO le—l”eXOEl NI[—I"EXOEt_I T‘/l
V,=OE,+ + +...+ + ,
1+, (1+r,)? (I+r) (I+r)
where:

V, - value of the equity

OE, - equity from the current balance sheet
’’’’’ ; - projected equity

; - projected net income

r, - cost of equity capital

TV, - termination value
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3.1.3.1.4.Discounted Asset Model

Comparing discounted asset model to the absolute valuation methods discussed
earlier, this model is slightly distinct. The major difference is that this method is based on

conducting the valuation on deriving the market value of the existing assets of a business.

The model assumes estimation of each asset’s the present value, then all values are
summed up to get the final value of the whole business (Pinto et al., 2010). A main
disadvantage of such method is that it does not take into consideration any synergies
between assets. Therefore, discounted asset model is can only be conducted and mostly

used for commodity businesses.

To summarise the essence of the models for the absolute stock valuation, there are
four options of how the cash flow can be discounted. The first three methods (dividend
discount models, discounted free cash flow models, and discounted residual income
models) are somehow similar to each other except the latter one (discounted asset models).
The major difference is in the nature of the flows, which mean that they cover various
risks. Hence, it is very important and necessary to understand which model should be

applied in order to make a good fitting valuation.

3.1.3.2.Relative stock valuation

Relative stock valuation method is the type which drives the comparison of the
investment with the similar businesses. The nature of this method depends on the analysis
of the key financial ratios of the comparable businesses and development of the same ratio
for the owning business. The relative stock valuation models do not evaluate the business
or an asset on the basis of intrinsic value, however, those assume that the market can

behave differently in relation to the given stock.
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Therefore, approaches that are applicable in the relative stock valuation models
imply figuring out the benchmark valuation (Sharma and Prashar, 2013). A couple of
examples the relative stock valuation methods would be covered in the below paragraphs:

(1) comparable company analysis and (2) precedent transaction analysis.

3.1.3.2.1.Comparable Company Analysis

This valuation methodology is investigating the ratios of analogous businesses or
business operations and analyses them to apply the value to another firm. The idea of this
analysis is to drive a comparison of the existing share price of a firm relatively to any
financial metric which can be used to derive the necessary ratio for valuation (Meitner,

2006). Then, this ratio is used to value the business.

Since the comparable company analysis is relative type of the stick valuation, there
is no specific formula. Nevertheless, the main ratios for comparative analysis might
include but not limited to: Price Earnings ratio (P/E ratio), Price to Net Asset Value ratio
(P/NAV), Enterprise Value to Revenue Multiple (EV/Revenue), Enterprise Value to Gross
Profit ratio (EV/Gross Profit), Enterprise Value to Earnings Before Interest, Taxes,
Depreciation and Amortisation ratio (EV/EBITDA), and Market to Book ratio (P/B).

Price per share

The term stock price is referred to the current price of the share of the stock in a
particular company, which is traded in a special exchange market. Once the share is issued
for any publicly traded firm, each share gets its value, which is highly dependent on the

row of the different factors — external and internal (Vasiljeva, 2017).
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To describe external factors we might relate the price per share fluctuation with

wars, pandemics, changes in economics and politics, issues in industry, environmental

problems, etc. On the other hand, internal factors might include management, processes,

production, supply changes, media, etc. All these factors might contribute to the share price

or alternatively, make the situation even worse (Vasiljeva, 2017). Here are the two ratios

that I will be using in the practical part with the current stock price in relation to the other

indicator: P/E and P/NAV.

 Price to Earnings (P/E) ratio

The P/E ratio demonstrates the relationship between price of the stock of a
firm and its earnings per share. This is basically the ratio that allows the analyst to
get the value of the price which an investor might pay for one unit of earnings
(Doblas, Lagaras and Enriquez, 2020). There are multiple ways of how to calculate
the P/E ratio: despite the simple form of dividing price of share by the earnings per
share, we can use the relationship between market capitalisation and total net
earnings, or alternatively, dividend payout ratio divided by rate of return minus

growth rate (see Formula 7).

Formula 7
PIE = Price of share _Market Capitalisation _Dividend Payout Ratio
_Earnings per Share " Total Net Earnings B k—g

The value of the P/E ratio for a company is easy to get, especially for
publicly traded ones as all information is available in open sources. However, on
the basis of the time frame and purpose of its calculations, the outcome of the
calculations might vary. One of the reasons why this takes place is that P/E ratio

has two kinds: (1) trailing and (2) forward price to earnings (Doblas et al., 2020).
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The first one takes into consideration the current market price versus the last
year earnings per quarter, whereas the other one is built based on the current market
price versus the dividend of the following year (Iltas, Arslan and Kayhan, 2017).
Both approaches are correct, however the difference between the two would be that

the trailing P/E is typically higher than forward P/E.

e Price to Net Asset Value (P/NAV) ratio

The Price to Net Asset Value is the ratio which demonstrates the firm’s
share price to the value of the net assets per share (Liow and Yeo, 2018). This ratio

also shows the people are ready to invest per one share of net assets.

Formula 8

Price per Share Price per Share

Net Asset Value " Value of Assets — Value of Liabilities
Total Shares Outstanding

P/NAV =

P/NAV can be found by dividing price per share of the company by the net
asset value (see Formula 8). This ratio is very dependent on the current conditions
of the market as well as development expectations. Good P/E ratio usually tends to

be lower than 1.

Enterprise Value (EV)

In a very simple terms, this is a total value of the business which is viewed through
the prism of financing it. As being a concept of the whole business price, its formula

includes the sum of market capitalisation and debt (rarely also preferred shares) less cash.
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So, basically the result of this ratio will show the price for the business as a whole if you

happen to sell it.

There are three ratios in particular which include the enterprise value: EV/Revenue,
EV/Gross Profit, EV/EBITDA. Those will be used in the practical part of my thesis for

relative stock valuation analysis.

e EV/Revenue

Enterprise value to revenue ratio, or also known as enterprise value to sales
ratio, is the indicator that allows the people to determine the fairness of the stock
price (see Formula 9). It is quite often utilised for valuation of the firm for

acquisitions (Lavely, 1975).

Formula 9

Enterprise Value  Equity Value + Debt + Preferred Shares — Cash and Equivalents
EV/Revenue = =
Revenue Total Yearly Revenue

The formula is also very simple and straightforward as the idea of this
formula lies on the name of ratio (see Formula 9). In this case, the higher the result
of this equation, the better for the investors as it shows that the firm is able to

generate more revenue in the projected future days (Lavely, 1975).

e EV/Gross Profit

Enterprise value to revenue ratio, or also known as enterprise value to sales
ratio, is the indicator that allows the people to determine the fairness of the stock

price (see Formula 10).
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Formula 10

. Enterprise Value  Equity Value + Debt + Preferred Shares — Cash and Equivalents
EVI/GrossProfit = — =
Gross Profit Net Revenue — Cost of Goods Sold

This ratio shows the size of the enterprise value that is generated for every
dollar of gross profit gained (Lavely, 1975). Generally speaking, the lower the
value of the ratio, the lower is the net worth of the firm. It is computed as a

percentage of EV to the gross profit generated by the firm.

« EV/IEBITDA

The EV/EBITDA ratio is frequently used as a valuation metric to draw a
comparison of the relative value of two or more companies. This ratio compares the
whole value of the business relative to the EBITDA that is gained per annum
(Vidal-Garcia and Ribal, 2019). It can disclose the frequency of the EBITDA the
potential investors have to pay in case of they happen to evaluate and purchase the
entire business (Iltas et al., 2017). The formula is very simple as relationship

between enterprise value and the EBITDA of the company (see Formula 11).

Formula 11
EVIEBITDA = Enterprise Value _ Equity Value + Debt + Preferred Shares — Cash and Equivalents
EBITDA Revenue — Operating Expenses — Salaries — Rent —Amortisation — Depreciation
- P/B

Price to book ratio, or market to book ratio, is used to find the relationship
of the market capitalisation versus the total book value (Doblas et al., 2020). The
market value, in other words, is an outstanding shares’ stock price, whereas the

book value is the overall amount which will be left in case if the firm eliminates its
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assets and reimburses all liabilities . The Formula 12 shows the main idea of the P/

B ratio.
Formula 12
Market Capitalisation Price of Share
M/B or PIB = = —
Total Book Value Total Assets —Total Liabilities

The outcome of the ratio is interpreted as follows: the ratio is considered to
be low when the result is less than 1, which indicates that the stock has very bad
investment, hence, stock is under-valued (Bustani, Kurniaty and Widyanti, 2021).
The lower rate also associated with problems within the company. It can also tell if

the firm goes bankrupt, then the owner will have pay too much for what is left for.

On the contrary, when the ratio shows the number above 1, the stock is in a
good shape, which means that the stock of the company is over-valued (Bustani et
al., 2021). The best practice of P/B ratio is to compare the businesses within the

same industry.

3.1.3.2.2.Precedent Transaction Analysis

Precedent transactions is the method used for valuing businesses as a whole based
on the historical transactions for purchasing or selling subsidiaries or mergers and
acquisitions (Zajac and Olsen, 1993). Such transactions demonstrate the amount of

investment a potential investor was willing to pay for the whole firm.

This analysis similarly implies a range of ratios mentioned in comparable company
analysis. There are few steps can be taken in order to perform the precedent transaction

analysis:
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(1) Defining and searching for respective transactions in the recent history

At the step, the owner of the business has to take into consideration
not only financial metrics, but also such factors as industry, type of
company, geographical factor, size of the firm, buyer specificities,

etc.

(2) Analyse and filter the selected transactions

Once the relevant data is gathered, it should be analysed and filtered

correspondingly to the current situation.

(3) Selecting valuation multiples for further analysis

The next step is to determine the list of the ratios. The most
frequently used ratios for this type of analysis include: EV/EBITDA
and EV/Revenue (Zajac and Olsen, 1993).

(4) Apply the selected valuation multiples to the business

(5) Use the Football field chart to graph the results obtained

Football field chart is the kind of way to illustrate a combination of
outcomes for the main valuation methods: comparable analysis,
precedent transactions analysis, DCF analysis, ability-to-pay

analysis and 52-week hi/lo (in case if the firm is public).

To summarise, it is quite hard to find good-fitting competitors to perform the
relative stock valuation. It is important to take into account lots of factors and evaluate
corresponding multiples. This is why the two companies were chosen which are very close
to each other by the range of the offered and produced products worldwide. Procter &

Gamble and Unilever would be discussed in the next chapter of this thesis.
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4. Practical Part

4.1. Brief overview

The main idea of this chapter to apply the above mentioned models to the selected
companies. For this thesis, I chose businesses from the industry of package goods and
cosmetics, which relates to consumer non-durables economic sector. Those companies are:
Procter & Gamble (hereinafter, P&G) and Unilever. The reason behind why those
companies were chosen for the stock valuation analysis is because they have lots of in
common, also they are serving the same industry and publicly traded on the same stock

exchange market — NYSE.

The above mentioned companies would be analysed using both absolute and
creative stock valuation methods in order to get the picture if they are worth investing or

not.

4.1.1.Procter & Gamble [PG]
4.1.1.1.Historical background

The company Procter and Gamble Co. (or P&G) is a huge American multi-national
corporation specialising on consumer goods. The company was founded by William
Procter and James Gamble in 1837, the headquarters is currently located in Ohio. William
and James met each other when they got married with sisters Norris. The father Mr. Norris
convinced James and William to become the business partners and create a firm. As a
result, they started their business in early 1830s with soap and candle production (Procter

& Gamble, 2021).

Their history of success did not take long — by late 1850s their sales already

reached one million dollars, number of employees — 80, and besides that, P&G won the
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contractual agreements to supply the Union Army with soaps and candles throughout the

American Civil War (Dyer, Dalzell and Olegario, 2004).

In 1880s, the company introduced a new product to the hygiene market —
multipurpose cheap soap that does not drawn in the water (Horowitz, 2011). The floating
on the surface soap was called Ivory. Since then, the firm started to grow very promptly,
P&G built more and more factories all around the United States as the demand in the
hygiene products raised extremely fast. In the year of 1890, the firm stopped being private
and officially became public. In addition to that, expanding the number of the factories
P&G started to diversify the range of the products offered. By 1921, the company became
a large international corporation with a variety of toiletries, soap products, and even food

(Horowitz, 2011).

The first step to internationalisation of the company started in 1930, when they
started to work with an acquisition Thomas Hedley Co., located in the UK (Horowitz,
2011). After this acquisition, the P&G introduced a number of new products to the market:
laundry detergent called Tide (1946), shampoo Prell (1947), toothpaste Crest (1955), a
range of toilet paper and paper tissues (1957), fabric softener and bleach (1960), Pampers
diapers (1961), etc. Pampers diapers take a special place in the development of the
company (Dyer et al., 2004). At that time, disposable diapers were not popular at all
despite the fact that those were invented earlier, and already been manufactured and sold
by the company Johnson & Johnson (Business Wire, 2018). However, P&G made a huge
step up in this industry as they were able to introduce more convenient alternative to the
market. However, the diapers were not very environmentally friendly, and the cost of the
recycling was high. Only in 2018, the P&G came up with a new collection with alternate

ingredient with a natural origin.

In 2005, the firm announced merger of another American brand producing safety
razors — Gillette, which made the P&G to become the largest producer of the consumer

goods, shifting the Unilever to the second place in this industry (Isidore, 2005). In 2009,
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P&G also purchased an Irish business related to the drug prescriptions. And, in 2012, P&G
decided to quit the food industry by selling the Pringles brand to Kellogg’s. Also, due to
the fact that P&G decided to quit about 100 brands and be more focused on 65 left which
made the majority of the firm’s profit; pet food business was sold to Mars Inc. and
Spectrum Brands in 2014 in all countries worldwide (Business Wire, 2014; Wahba, 2014),
most of the cosmetics brands were transferred to Coty in 2016, also that year they sold
Duracell through the share exchange market. The latest merger happened in 2018, when
P&G finished the acquisition with Merck Group (Underwood, 2018).

Up until today, the firm widely specialises in healthcare and hygiene-related
products for personal use and accounts an annual revenue of 76.120 billion US dollars in

2020 (Procter & Gamble, 2021a).

4.1.1.2.PG stocks

The below graph demonstrates the monthly stock price fluctuations of Procter &
Gamble for the period from 2011 to 2021 based on NYSE data (see Figure 1). The lowest
price per share reached 61.25 US dollars per share encountered in June 2012, the highest
one spotted this year by month-end (November 2021) of 148.66 US dollars (NYSE,
2021a).

The period of drop and slow growth also fell to the period of wide merging, acquir-
ing, and selling shares from 2014 to 2018, which made the price of stocks to be quite un-
stable. However, the decrease in 2020 is associated with the emergence of pandemics. The
current stock price by November 2021 is 148.66 US dollars per share (Procter & Gamble,
2021a).
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Figure 1. Line chart of P&G monthly stock price fluctuations (2011-2021), US dollars per share
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Source: Author’s own processing based on NYSE, 2021a.

4.1.2.Unilever [UL]

4.1.2.1.Historical background

Unilever is also a worldwide multi-national company which is based in England.
Similarly to P&G, Unilever specialises in the range of consumer goods: from personal care
and hygiene up to the food industry. Besides, originally one of the owners of the company
also was specialising in the soap-making. The company called Unilever was founded in
1929 due to the merger of two companies Naamloze Vennootschap Margarine Unie (or
Margarine Union Ltd, founded in 1927, the Netherlands) and Lever Brothers (established
in 1884, United Kingdom) (Unilever, 2021). Despite the fact of that the firm was estab-
lished recently relatively to P&G, it was able to gain the first place in the hygiene goods

production.
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In 1930s, Unilever also expanded their business to African countries (Unilever,
n.d.). At the same stage of their development in early 1930s, the Unilever claimed to be
publicly traded. Later, the company introduced the acquisition with T.J. Lipton (1943) and
Pepsodent (1944). In 1957, took the complete ownership of the Frosted Foods, which earli-

er they were owning only a part of it.

In mid-1960s, the Unilever was forced to expand the variety of the products oftered
to keep going in line with Procter & Gamble. Due to the number of mergers, by the end of
1970s, Unilever was able to own at least 30% of the Western European market in ice-cream
production (Jones and Miskell, 2007). In the early 1980s, the company became more fo-
cused on the consumer package goods, which also gave the roots to acquire more of the tea
sector with Brooke Bond (1984) and cosmetics and skin care (1986). However, Unilever
decided to quit some of the brands from the chemicals industry in 1997 (Jones and Miskell,
2007).

In the early 2000s, the company was going through the number of re-brandings. In
2001, the firm decided to split into two huge divisional sectors: (1) food industry and (2)
home and personal care (CNN, 2000). In the years between 2011-2020 Unilever managed
to acquire Talenti Gelato & Sorbetto and Camay (2014), Kate Somerville Skincare LLC
and REN (2015), Blueair, Seventh Generation Inc. and Living Proof Inc. (2016) and num-
ber of ice-cream mergers (Financial Times, 2017). In 2017, Unilever decided to sell one of

the huge sectors of their specialisation of margarine and spreads (Upfield, 2017).

At the start of the pandemics, the firm announced to combat against the worldwide
COVID pandemics and contributed over 100 million euro by donating sanitisers, soaps and
food (Reuters, 2020). In 2020, Unilever’s revenue accounted around 50.7 billion euros per

annum.
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4.1.2.2.UL stocks

The Unilever’s monthly stock price fluctuations for the period from 2011 to 2021
do not seem either to be very stable (see Figure 2). The lowest stock price rate was at the
minimum rate of 29.01 US dollars per share in January 2011. Surprisingly, the highest
value of 63.18 US dollars per share come to August 2019 (NYSE, 2021b).

Figure 2. Line chart of Unilever monthly stock price fluctuations (2011-2021), US dollars per share
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Source: Author’s own processing based on NYSE, 2021b.

A significant drop is encountered in the year of 2017 because as it was said before,
the company sold the part of butter, margarine and spread manufacturing, which accounted

one of the biggest specialisations.

Based on the official data, the current stock price as of November 2021 is 52.10 US
dollars per share (NYSE, 2021b).
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4.2. Valuation and analysis

4.2.1.Absolute stock valuation

4.2.1.1.Input data

This part of the thesis is concentrated on the main aim is to compare the intrinsic

values of the both companies. In order to estimate the intrinsic value using DDM, we have

to determine a range of the input data. For this purpose, I gathered the data from the differ-

ent official statistical sources for P&G and Unilever for the past 10 years. All the raw data

is represented in the last part of the thesis — appendices. The data has been processed for

further proceedings (see Table 1 and Table 2).

Table 1. Procter & Gamble input data for further processing (2011-2021)

Years

2021
2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

FCF (billions)

P D PO PP PP DD P AP

15,626.00
14,360.00
12,289.00
11,419.00

9,940.00
12,553.00
15,370.00
10,687.00
11,449.00
12,213.00
10,249.00
12,377.73

Procter & Gamble

Total

FCF growth = shareholder's

rate equity (million
usD)

46,654.00
46,878.00
47,579.00
52,883.00
55,778.00
57,983.00
63,050.00
69,976.00
68,709.00
64,035.00
68,001.00
58,320.55

9%
17%
8%
15%
-21%
-18%
44%
-7%
-6%
19%

PO PO PP PP D DN AR P

6%

Annual Shares
Outstanding
(million
shares)

2,601 $
2,626
2,540
2,657
2,740
2,844
2,884
2,905
2,931
2,941
3,002
$ 2,788.27

Share price

148.66

$
$
$
$
$
$
$
$
$
$
$
$

FCF/share

6.01
5.47
4.84
4.30
3.63
4.41
5.33
3.68
3.91
4.15
3.41
4.47

Earnings per
share

5.50
4.96
1.43
3.67
5.59
3.69
244
4.01
3.86
3.66
3.93
3.89

P D PO PP PP DD D AP

Source: Author’s own processing based on Macrotrends, 2021a, 2021b; Procter & Gamble, 2021a, 2021c.

The input data include such indicators as:

Free cash flow (FCF) in billion US dollars

Total shareholder’s equity in million US dollars

Annual shares outstanding in millions

Earnings per share and the current stock price in US dollars
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Table 2. Unilever input data for further processing (2011-2021)

Unilever

Total Annual Shares

Years FCF (billions) FCF growth sha{'eholqe.r's Outst.al.')ding Share price FCF/share Earnings per
rate equity (million (million share

USD) shares)
2021 $ 9,672.07 2% $ 20,169.07 2,683 $ 5210 $ 361 $ 2.83
2020 $ 9,462.81 23% $ 19,773.60 2,630 $ 360 $ 242
2019 $ 7,716.80 18% $ 15,552.32 2,627 $ 294 § 2.40
2018 $ 6,533.29 -1% $ 13,767.04 2,695 $ 242§ 413
2017 $ 6,588.52 10% $ 16,113.44 2,814 $ 234 $ 243
2016 $ 5,976.75 -27% $ 19,017.60 2,854 $ 2.09 $ 2.01
2015 $ 8,139.53 18% $ 18,011.84 2,854 $ 285 $ 1.91
2014 $ 6,915.01 22% $ 15,974.56 2,883 $ 240 $ 2.08
2013 $ 5,667.86 -8% $ 16,592.80 2,924 $ 194 $ 2.24
2012 $ 6,190.00 28% $ 17,601.92 2,916 $ 212§ 1.98
2011 $ 4,844.16 - $ 16,711.52 2,908 $ 167 $ 1.93

$ 7,064.25 8% $ 17,207.79 $ 2,798.87 $ 254 $ 2.40

Source: Author’s own processing based on Macrotrends, 2021¢, 2021d; Unilever, 2021b.

The mentioned data is consolidated into columns and some extra calculations are
performed primarily to reach the goal: free cash flow growth rate (present value less past
value divided by the past value) and free cash flow per share free cash flow divided by the
number of annual shares outstanding. The last highlighted row indicates the average of the

input data.

4.2.1.2.Single-stage model

The Table 3 below represents the proceedings from estimating the single-stage
model, also known as FCFF model. This is the typical valuation method, it uses such indi-
cators as free cash flow of the firm and the weighted average cost of capital (or WACC)
(Sharpe et al., 1999).

The tables below show the outcome of the FCFF and WACC calculations for both
of the companies — Procter & Gamble and Unilever (Table 3 and Table 4). Here is the list

of the fields which were calculated manually in Excel:
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= ROE (or return on equity) derived from proportion of net income to
equity

» Sustainable growth ratio derived from the proportion of discount
rate to retention ratio

* Earnings per share less dividends per share divided by divi-
dends per share
= WACCin %
= FCFF in millions US dollars

= FCFF growth rate in %

The FCFF model helps to understand how much of the cash flow is still available
after accounting and WACC (Sharpe et al., 1999). A good sign for the firm when the FCFF

results in positive value.

Based on Tables 3 and 4, both firms have a positive FCFF, however, the last col-
umn which indicates the growth rate of FCFF shows also negative values. There is a num-
ber of factors that can cause the growth to go negative. First of all, the amount of expenses,
investments, taxes, working capital vary from year to year. Secondly, both of the firms
were selling and purchasing mergers and acquisitions, based on the structural change the
stock price was also the subject to change. Finally, none of the companies are assured to

have ups and downs, especially when it is about the external factors changes.

Even through the results of P&G seem to be stronger than Unilever’s, the average
growth rate of the FCFF for the past 10 years was accounted at the level of 4.98% for P&G
and 3.83% for Unilever.
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Table 3. Procter & Gamble implementation of single-stage model (2011-2021)

Procter & Gamble

Discout rate Sust growth o FCFF (min FCFF growth

Year [ROE] (%)  DPS(USD) rate (%) WACC (%) USD) rate (%)
2021 30% $ 085 254338 - $  16,022.13 -
2020 27% $ 078  22.9490 8.94% $  14,712.02 8.91%
2019 8% $ 0.74 3.6922 14.00% $ 12,185.38 20.74%
2018 18% $ 0.71 14.4645 18.64%  $  11,557.44 5.43%
2017 27% $ 068  23.7233 19.34%  $ 977359 18.25%
2016 18% $ 0.67 14.4824 2857%  $  12,520.25 -21.94%
2015 1% $ 0.66 7.8497 4810%  $  11,336.00 10.45%
2014 16% $ 0.63 13.7073 17.89%  $  10,709.27 5.85%
2013 16% $ 0.59 13.6396 1023%  $  11,404.26 -6.09%
2012 16% $ 0.55 13.9209 9.60% $  9,896.60 15.23%
2011 17% $ 0.51 14.7806 8.51% $  10,639.69 -6.98%

Source: Author’s own processing based on Macrotrends, 2021a, 2021b; Procter & Gamble, 2021a, 2021c.

Table 4. Unilever implementation of single-stage model (2011-2021)

Unilever
Discout rate Sust growth FCFF (min FCFF growth

Year [roEj (%)  PPS(USD) rate (%) WACC (%) UsD) rate (%)
2021 - $ 0.50 - - - -

2020 32% $ 046  26.1450 5.65% $  12,234.00 -

2019 41% $ 045 329258 2001%  $  12,358.72 1.01%
2018 81% $ 045  71.7354 -6453% $  10,802.01 14.41%
2017 42% $ 039 357209 2.97% $  11,354.20 -4.86%
2016 30% $ 035  24.9589 5.45% $  11,638.61 -2.44%
2015 30% $ 033  25.0505 9.02% $  11,895.03 -2.16%
2014 46% $ 038  37.5915 215%  $  10,146.68 17.23%
2013 42% $ 0.36  35.4084 10.39%  $ 1043754 -2.79%
2012 36% $ 027  31.2249 2.87% $  11,003.45 -5.14%
2011 39% $ 026 33.3397 10.64%  $ 907458  21.26%

Source: Author’s own processing based on Macrotrends, 2021c¢, 2021d; Unilever, 2021b.

4.2.1.3.Intrinsic value: DCF (FCF-based vs. EPS-based)

To perform the next step of absolute stock valuation for Unilever and P&G, we

have to determine:

- Discount rate in %

- Growth rate of FCF, which was earlier highlighted in Table 1 and 2
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» Based on the formula of this model the FCF growth rate is taken in

percentages and varies between 5% to 20%. If the value for this in-

dicator is below 5%, we take 5% and if the value is higher than 20%,

we take 20%.

Years of the growth stage

- Terminal growth rate (average growth rate of the company)

- Free cash flow per share

- Earnings per share

Table 5. Comparison of intrinsic values for P&G and Unilever (DCF / FCF-based method), 10 years

P&G
Discount rate (d) (%) 9%
Growth Rate of FCF (g1) 5%
Years of Growth Stage (y1) 10
Terminal Growth Rate (g2) 4%
Years of Terminal Growth (y2) 10
FCF/share $ 4.47
E/share $ 3.89
Intrinsic Value: DCF (FCF Based) 2.460625831
Margin of safety $ (59.42)
X 0.962199313
y 0.951282966

&8 P

Unilever

7%
5%
10
3%
10

2.54

2.40

4.735230832
(10.00)

0.981308411
0.962616822

Source: Author’s own processing based on Macrotrends, 2021a, 2021b, 2021¢, 2021d; Procter & Gamble,

2021a, 2021b; Unilever, 2021b.

The intrinsic value: DCF (free cash flow-based) value is derived in the table below.

This method takes into account the historical data over the past 10 years as well as makes

projection for the next 10 years. Table 5 demonstrates the intrinsic value of 2.46 for P&G

and 4.74 for Unilever. It means that the P&G’s stocks price can potentially grow by 2.46

within 10-year perspective, whereas Unilever’s price per share might grow by 4.73 in 10

years.
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Similarly to FCF-based method, the proceedings were implemented towards the

earnings per share and the outcome is shared in Table 6 as follows:

Table 6. Comparison of intrinsic values for P&G and Unilever (DCF / EPS-based method), 10 years

P&G Unilever
Intrinsic Value: DCF (EPS Based) 2.819971411 4.851969311
Margin of safety $ (561.72) $ (9.74)

Source: Author’s own processing based on Macrotrends, 2021a, 2021b, 2021c, 2021d; Procter & Gamble,
2021a, 2021b; Unilever, 2021b.

As we may see, the difference between the intrinsic value obtained via FCF-based
method and intrinsic value derived from EPS-based method is very minimal. If in FCF-
based method the value accounted 2.46 and 4.74, they reach almost the same level in EPS-
based method accounting 2.82 and 4.85 respectively for PG and UL. Exactly the same way

reflects the value of margin of safety, the indicator of loss in case of potential risks.

4.2.1.4.Intrinsic value: Projected FCF

To calculate the intrinsic value of the projected FCF, it is required to input the cur-
rent data of total shareholder equity and the number of outstanding shares as of year 2021
and the current stock price as of November 2021 as well as given FCF average for the past

10 years. Therefore, the formula would look like as follows:

Formula 13

G Mult X FCF (10 y Total SH Eqty x0.8
Intrinsic Value : PrFCF:( “ ( yavg)+.0 a aty ), Where
Shares Outstg (Diluted Avg)

Pr FCF - Projected FCF
G Mult - Growth Multiple
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FCF - Free Cash Flow (10 year average)
Total SH Eqty - Total Stockholders Equity
Shares Outstg - Shares Outstanding (Diluted Average)

Table 7. Comparison of projected FCF intrinsic values for P&G and Unilever based on current stock
prices

P&G Unilever
Growth Multiple (%) 11.69 9
FCF (10 years average) $ 12,377.73  § 7,064.25
Total SH equity $ 46,654.00 $ 20,169.07
Shares outstanding (min) 2,601 2,683
Price per share $ 14866 $ 52.10
Intrinsic Value: Projected FCF $ 69.98 $ 29.72
Price-to-Intrinsic-Value-Projected-FCF 2.124311293 1.753321337

Source: Author’s own processing based on Macrotrends, 2021a, 2021b, 2021¢, 2021d; Procter & Gamble,
2021a, 2021b; Unilever, 2021b.

The result of the Excel calculations is captured in the table above (see Table 7).
Based on the theoretical background of my thesis, if the stocks are traded below the intrin-
sic value, then the company is under-priced, which means that the stocks are worth to be
purchased, and vice versa: if the stock is traded above the intrinsic value, then the firm is
over-priced, hence, the stocks are worth to be either sold or shortened.

Based on the calculations made, both companies demonstrated low intrinsic values

in comparison to the stock price.

P&G resulted 69.98 US dollars and Unilever resulted 29.72 US dollars with given
148.66 and 52.10 US dollars per share respectively. Therefore, we might conclude that due
to the projected FCF, the stocks are worth selling rather than purchasing in the nearest fu-

ture.
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4.2.2.Relative stock valuation

This is a relatively simple method to evaluate the stocks of the company since the
relative stock valuation methods are based on the data which is widely available in the
open sources and easy to be communicated across the competitors in the market. One of
the additional advantages include that the there is a possibility to determine a certain
benchmark for the indices used in this valuation method (Zajac and Olsen, 1993). This
method also allows to effectively evaluate the assumptions of basic characteristics and

current state of the market of the particular industry.

To perform the relative stock valuation of these companies, the following ratios
have been chosen: P/E, P/NAV, EV/Revenue, EV/Gross Profit, EV/EBITDA and P/B as it
was mentioned in theoretical part of this work. Some of the input data has already been
mentioned in earlier tables — Table 1 and 2 in particular; additional data appears in Table 3
and 4. In order to give more visibility to the output of the valuation, the Figure 3 was

illustrated below.

Table 8. Results of ratios for relative stock valuation of companies P&G and Unilever (2021)

P&G Unilever
P/E 27.02909 18.40079
P/NAV 8.28792 6.92959
EV 384,670 158,681
EV/Revenue 5.05347 2.79159
Gross profit 57,942 39,144
EV/Gross profit 6.63888 4.05378
EBITDA 20,721 11,790
EV/IEBITDA 18.56426 13.45895
P/B 0.00319 0.00258

Source: Author’s own processing based on Procter & Gamble, 2021a, 2021c; Unilever, 2021b.
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According to the Table 8 and Figure 3, P&G has significantly higher ratios in com-
parison to Unilever. Nevertheless, it does not necessarily mean that P&G is doing better

than Unilever.

Figure 3. Column chart of ratios for relative stock valuation of companies P&G and Unilever (2021)
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Source: Author’s own processing based on Procter & Gamble, 2021a, 2021c; Unilever, 2021b.

As the matter of calculations performed, the P/E ratio for P&G equals 27.03,
whereas for Unilever is 18.4. In this particular case, the P&G stock is more over-valued

than Unilever’s.

The P/NAV, EV/Revenue and EV/GrossProfit ratios turned to be better off for the
Procter & Gamble as P/NAV is equal to 8.29; EV/R is 5.05, and EV/GP — 6.64. High P/
NAV means that investors value one unit of P&G stocks higher than Unilever’s, hence,
ready to pay more. Also, a high EV/Revenue ratio is also an attractive point for potential
investors as the firm is potentially able to generate more revenue in the future perspective.

Moreover, high EV/GrossProfit ratio means higher company’s net worth in the market.
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Despite the result of P/NAV and EV/Revenue, Unilever demonstrated better results
in EV/EBITDA ratio. This ratio also plays an inherent role in investor’s decisions. The

lower the ratio is, a more attractive the company becomes for potential investments.

The last ratio is P/B, the result of which can be considered to be very low for both
companies: a small discrepancy of 0.001 does not make a difference. To remind, the lower
the P/B ratio, the firm is considered to be over-valued and higher ratios give more

confidence in the future investments.
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4. Results and Discussion

As a result of this thesis, there are two methods of stock valuation performed for
two different companies Procter & Gamble and Unilever. The stock prices definitely vary
based on the number of factors. One of the obvious reasons that both companies have their
own strategic way of development as well as they keep fighting for the primacy in the in-
dustry. They keep acquiring and quitting different niches of the consumer goods sectors,
however, still keep up with each other and concentrate on the personal care and hygiene

which is very important for the human being.

Summarising all results of absolute and relative stock valuations, it can be con-
cluded that both methods showed that the P&G stocks are definitely over-valued. The ab-
solute method showed that the stock price is currently 2.12 times higher than the shares
exactly cost. On the other hand, Unilever is not under-valued either as their current stock
prices are 1.75 times higher. Both companies currently trade undoubtedly above the intrins-

ic value, which may result in bigger losses in the future.

But viewing both companies in the 10 years perspective, Unilever is more attractive
to be invested in as according to the estimations made, it can generate more income with
the rate of 4.74 in FCF-based approach and bring gains of 4.85 in EPS-based approach.
Comparably, Procter & Gamble’s stocks are likely to grow only by 2.46 in FCF-based and
2.82 in EPS-based approaches. Definitely, 2-3 per cent within the 10 years perspective is
noticeably low range at which the stocks could grow. Hence, as the matter of the intrinsic
value, the recommendation is to purchase Unilever’s stocks for the long-term perspective,

whereas P&G’s stocks are worth to abstain of buying at the current stage.

On the contrary, as the outcome of the relative stock valuation, P&G demonstrated
better results in four ratios out of six. Nevertheless, we have to take into account the fact
that Unilever as a company was founded one century later than P&G and it is thus relat-
ively new to the market. Observing the raw data, we may notice that the incomes and

profits to be remarkably lower to its competitor — P&G. And, in spite of this, Unilever
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was able to gain the appreciation and start fighting with Procter & Gamble for the leading

position in their common industry.

Regarding the limitations of study, we have to take into account that an intrinsic
value as a part of the absolute stock valuation method, is a theoretical or potential value
that can be derived from the current data and it does not necessarily mean to become real
in the next 10 years. Internal and external issues of the company can be the core factors to

change the direction of the stocks growth.

Similarly, the relative scenario also derives the value from the certain point. The
major disadvantage of it is that it does not take into consideration the past experience. Fur-
thermore, such external factors as, for example, pandemics, are not predictable at all, none
of the methods are able to foresee a such development of the situation. The relative stock
valuation is impacted only by the temporary market conditions and becomes more useful at

the point when there are more companies compared, not just one or two.

Thus, as it has been stated before, none of the models can portray the real picture

and exactly ensure whether the stocks are worth to buy, sell, or hold.
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5. Conclusion

To conclude what has already been stated before, the two multinational companies
have been analysed for the purpose of comparison of two stock valuation approaches:
absolute, deriving the intrinsic value of the business, and relative, deriving of some of the
critically important indicators for business and comparing them. In order to make the
analysis easier, the two international companies were considered: Procter & Gamble and
Unilever. The choice fell exactly to these companies as they are both publicly traded in the
same stock exchange market (NYSE) and due to the fact that they are the leaders of their

industry of toiletries, personal care and hygiene consumer goods production.

The main aim of the proceedings of the work was to answer the following research
questions: the first one: if the given company’s stock value per share higher for Procter &
Gamble, will the intrinsic value be stronger than Unilever’s? No, this research question
proved that although the stock’s value per share for P&G is higher, unfortunately, it does
not ensure the intrinsic value to be stronger. On the contrary, P&G showed the higher rank
of the intrinsic value than Unilever, which is potentially bad as the company’s shares are
currently over-priced, which signals the investors to stop buying the shares due to the high

potential risks.

The second question contained the query about investment in the future: based on
the results of absolute and relative stock valuation methods, are both companies attractive
to be invested in the next projected years? Taking into account the 10 previous years as an
input data for this model, both companies showed neither bad nor good results. Good thing
about the output is that both are positive, meaning that the stock price should grow for both
firms in the next 10 year perspective. But the rate for P&G was almost two times lower

than for Unilever. The author suggests to consider Unilever for the long-term investment.

The last question which the thesis was aimed to respond if pandemics affect the
companies’ financial situation, hence, has an affect on intrinsic value of the companies?

Surprisingly, there is no dramatic fluctuations spotted neither in the financial statements

53



and balance sheets nor in the change of earnings, income or cash flow. The factor that the
companies exactly serve as a part of the hygiene industry, this is very strange why the
indicators do not have shifts to a positive or negative side. I believe the next years’

statements would be showing better results.

All in all, I believe that the stock valuation approaches very helpful for estimation
and analysis of the companies for the potential investments, but we should also bear in
mind that there are a number of factors which are not dependent on us or a company itself,
the 10 years perspective is a very huge interval of time throughout which the history can
change completely, not even talking about the stock prices. All firms including P&G and
Unilever choose the newer and newer strategies based no the current state of the economy,
politics and competitors, and they choose the one which allows to move forward. This way,

Unilever was able to catch up with P&G.
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