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Date: 2/26/13 

    Analyst Name: Frank McLaughlin 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: PPG Industries Inc. (PPG) 

Section (A) Summary 

Recommendation Buy:       Yes         No Target Price: N/A Stop-Loss Price: N/A 

Sector: Materials Industry: Specialty 
Chemicals 

Market Cap (in Billions): 
18.95 

# of Shrs. O/S (in Millions): 
142.85 

Current Price: 132.68 52 WK Hi: 147.99 
 

52 WK Low: 90.04 EBO Valuation: 83.18 

Morningstar (MS) Fair 
Value Est.:  $90.45 

MS FV Uncertainty: High MS Consider Buying:  
$69.00 

MS Consider Selling:  
$178.25 

EPS (TTM): 6.06 EPS (FY1): 7.79 EPS (FY2): 8.95 MS Star Rating: 3 Stars 

Next Fiscal Yr. End 
 ”Year”: 2013     
“Month”: Dec. 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Yes         

If Less Than 8 WK, next 
Earnings Ann. Date: April 
2013 

Analyst Consensus 
Recommendation: Buy 

Forward P/E: 14.82 Mean LT Growth: 8.60% PEG: 1.98 Beta: 1.28 

% Inst. Ownership: 
81.90% 

Inst. Ownership- Net 
Buy:        N 

Short Interest Ratio: 7.50 Short as % of Float: 23.70% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 21.52 16.49 20.94 

P/S (TTM) 1.22 1.00 2.56 

P/B (MRQ) 5.18 1.68 1.11 

P/CF (TTM) 12.17 9.68 14.46 

Dividend Yield 1.81 1.41 1.63 

Total Debt/Equity (MRQ) 92.78 30.10 31.65 

Net Profit Margin (TTM) 7.00 6.73 6.54 

ROA (TTM) 7.78 8.42 4.65 

ROE (TTM) 27.39 12.30 6.96 
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Investment Thesis  

Pros:  
-Analysts are very bullish giving a 
mean rating of 1.91  
-The company has shown good 
steady growth over the past five 
years  
-The earnings have consistently 
met or beat analyst’s 
expectations  
-Undergoing changes and 
acquisitions to grow even larger 
 
Cons  
-The fundamental valuation and 
Morningstar fair value both show 
that this stock is currently 
overpriced  
-The stock recently “death 
crossed” on the technical 
analysis  
-Short interest and days to cover 
have recently shot way up, 
meaning investors are trying to 
sell right now 
 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: One of the world leaders in 
manufacturing specialty coatings/paints as well as 
other chemicals. Operates in 70 countries. 

Fundamental Valuation: EBO valuation of 83.18 with 
an abnormal growth rate of 4 years. This infers the 
stock is currently way overpriced.  

Relative Valuation: Metrics fell directly in the middle of 
competitors. Some implied prices inferred that PPG is 
overpriced while others implied that it is underpriced. 
P/E is the most relevant ratio for this company. 

Revenue and Earnings Estimates: Their revenue has 
outperformed and also underperformed compared to 
estimates. Meanwhile earnings met/ beat estimates 
every time during the time period. 

Analyst Recommendations: Very bullish with a mean 
rating of 1.91. 

Institutional Ownership: The number of decreased 
positions outnumbers the number of increased 
positions as of late.  

Short Interest: Short interest and days to cover have 
both increased tremendously as of late; very bearish 
signal. 

Stock Price Chart: The 1 year and 5 year stock price 
charts show PPG’s fantastic growth. The 3 month chart 
shows that their stock is currently plateauing.  
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Section (B) Company Profile (two pages maximum)  

Company Summary 

PPG Industries was established in 1883 by Captain John B. Ford and John Pitcairn 

as the Pittsburgh Plate Company. The company is known for being one of the 

world leaders in producing different types of coatings and specialty products. 

PPG's other segments also include paints, optical, chemicals, glass and fiber glass 

production. The company operates in nearly 70 countries around the world and is 

still headquartered in Pittsburgh, Pennsylvania. The coatings and sealants that 

PPG produces are on everything from automobiles to soda cans to navy vessels.  

From the 2011 10K report, their net sales were broken down like this for the 

segments: Performance Coatings accounted for 31% of sales, Industrial Coatings 

for 28%, Architectural Coatings 14%,Commodity Chemicals 12%, Optical & 

Specialty Materials 8% and Glass 7%. Their net sales were broken down like for 

the regions: United States accounted for 42% of net sales, Europe/Middle 

East/Africa for 34%, Asia Pacific for 16% and the Other Americas for 8%. 

 

 

 

Business Model, Competition, Environment and Strategy 

Since the company operates in multiple business segments, they have a variety of 

competitors with possibly the largest competitor being Dow Chemical. This is 

because Dow operates in many of the same fields as PPG such as coating, 

specialty chemicals and glass. Since PPG is so heavily focused on their coating 

segment though, firms such as Sherwin-Williams and RPM International could be 

looked at as more direct competition.  

 

The company’s vision is “To continue to be the world’s leading coatings and 

specialty products company. Through leadership in innovation, sustainability and 

color, PPG helps customers in industrial, transportation, consumer products, and 
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construction markets and aftermarkets to enhance more surfaces in more ways 

than does any other company.” PPG differentiates itself by taking what they are 

really good at (manufacturing coatings) and spreading that skill to many different 

areas.   

 

The company is cyclical and tends to perform best during their 2nd and 3rd 

quarters.  

 

 

 

 

 

Revenue and Earnings History 

This information is available in Reuters.com, “Financials” tab. Copy/paste the quarterly 

revenue and earnings per share numbers for the most recent three years. Add the numbers 

over four fiscal quarters to get annual revenue and earnings. For the current fiscal year, go 

ahead add up as many quarters as are available. NOTE: revenue numbers are “in millions”. 

Discuss any pattern in revenue and earnings (e.g., increasing year over year; seasonal; etc.) 
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Both revenue and earnings are highest during the 2nd and 3rd quarters. Overall 

there seems to be a slow and steady growth for both tables except for the one 

outlier on EPS during March 2012. I have been unable to find the reason behind 

the outlier. 

 

 

 

 

Section (C) Fundamental Valuation (EBO) 

Include the following here: 

Copy/paste completed Fundamental Valuation (EBO) Spreadsheet  

Revenue totals – 2011: 14,885, 2012: 15,200 

Earnings totals – 2011: 6.89, 2012: 6.05 
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Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  7.79 & 8.95 

Long-term growth rate:  8.60% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   3249.0 

 # of shares outstanding: 151.89 

 Book value / share:  21.39 

Dividend payout ratio:  39.00% 

Next fiscal year end:   2013 



7 
 

Current fiscal month:   2 

Target ROE:    22.34% 

Output 

Above normal growth period chosen:  4 years 

EBO valuation (Implied price from the spreadsheet): 83.18 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

-84.50 if changing above normal growth period to 6 

-84.63 if changing growth rate from mean (consensus) to the highest estimate 9.30 

-81.14 if changing growth rate from mean (consensus) to the lowest estimate 7.60 

-118.73 if changing discount rate to 8.00% 

-83.18 if changing target ROE to 50% 

 

I chose four years because they are currently undergoing acquisitions and taking 

on debt to grow their company. Four years will allow enough time to see the 

return from these acquisitions. Currently in process of acquiring AkzoNobel 

Architectural Coating for $1.1 billion. 
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Section (D) Relative Valuation 

Copy/paste your completed relative valuation spreadsheet here 

 

 

 

From the top panel 

Discuss whether your stock and its competitors have very different multiples. Point out if any of 

the five stocks have multiple that is far off from the others. Make an attempt to explain why 

(you would want to read analyst research report in Morningstar Direct; you should also look for 

comments from other financial sites). The discussions should address all of the following 

valuation metrics: forward P/E, PEG, P/B (MRQ), P/S (TTM), and P/CF (TTM).  

Compare the implied prices derived from various valuation metrics. Also compare those implied 

price to the stock’s current price, and 52-week high and low. 

Since PPG Industries operates in a number of different business segments, it was 

difficult for me to select four direct competitors so the ratios might be a little 

skewed. I chose Dow Chemical because they compete with PPG in multiple areas 

and I chose the other three companies because they compete directly with PPG in 
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the coating field. Literally all of PPG’s metrics (P/B, ROE, P/S, etc.) fall directly in 

the middle of all of the other companies. So it is hard to take away anything 

positive or negative from this valuation. 

 

From the bottom panel 

Discuss the various implied prices of your stock derived from competitors’ (“comparables”) 

multiples. How different are the prices derived from the various valuation metrics? Note any 

valuation metrics that seem to yield outlier prices and explain why (HINT: is that because that 

particular valuation metrics is not very relevant for the industry? Do you best to provide 

convincing arguments).  

For each valuation metrics, Compare the current price and 52-week high /low of your stock to 

the High-low range derived from multiples of its competitors. 

Among the valuation metrics analyzed, which ones do you think are most relevant as a 

valuation tool for your stock? 

The implied price for P/E is higher than the actual price with Sherwin-Williams 

and lower for all the other stocks. The implied price for PEG is lower than the 

actual price for all of the companies. If simply looking at PEG, it would appear that 

PPG’s stock is currently overvalued. The value ratio and P/CF would suggest the 

opposite. Those implied prices make it seem that this stock is undervalued. 

However, with the differences between the five companies, it is best to take this 

valuation with a grain of salt. The forward P/E produced a high and low that were 

closest to the actual 52-week high and low of the company. P/E seems to be the 

most accurate and relevant ratio for PPG Industries.   
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Section (E) Revenue and Earnings Estimates 

Copy/Paste the “Historical Surprises” Table from Reuters.com, “Analysts” tab (include both 

revenue and earnings; make note that revenues might be in “millions”) 

Review recent trends in company’s reported revenue and earnings, and discuss whether (1) the 

company has a pattern of “surprising” the market with numbers different from analysts’ 

estimates; (2) Were they positive(actual greater than estimate) or negative (actual less than 

estimate) surprises? (3) Were surprises more notable for revenue or earnings? (4) Look up the 

stock chart to see how the stock price reacted to the “surprises. NOTE: Reuters does not put 

the sign on the surprise. You need to put a “negative” sign when it is a negative surprise. 

 

 

For sales there were more positive surprises than negative surprises, however the 

largest single surprise was negative and that came in Jun-12. All of the earnings 

tied estimates or outperformed. The stock charts didn’t seem to be affected much 

by any of the surprises. 
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Copy/paste the “Consensus Estimates Analysis” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

Review the range and the consensus of analysts’ estimates. (1) Calculate the % difference of the 

“high” estimate from the consensus (mean); (2) Calculate the % (negative) difference of the 

“low” estimate from the consensus; (3) Are the divergent more notable for the current or out- 

quarter, FY1 or FY2, revenue or earnings? (4) Note the number of analysts providing LT growth 

rate estimate. It that roughly the same as the number of analysts providing revenue and 

earnings estimates? 

 

Difference Q1-
2013 

Q2-
2013 

Year 
end-13 

Year 
end-14 

Q1-
2013 

Q2-
2013 

Year 
end-13 

Year 
end-14 

High % 2.01 7.98 3.76 6.17 8.92 5.72 5.90 11.73 

Low % 3.50 6.99 6.77 9.41 30.83 11.27 18.54 15.41 

 Sales Sales Sales Sales EPS EPS  EPS EPS 
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The differences were most greatly noticed in the earnings. The variance was 

pretty similar throughout quarters and years. The number of analysts providing LT 

Growth Rate estimates was much lower. 

 

 

 

 

Copy/paste the “Consensus Estimates Trend” Table from Reuters.com, “Analysts” tab (include 

both revenue and earnings) 

Review recent trend of analysts’ consensus (mean) estimates on revenue and earnings. (1) Are 

the consensus estimates trending up, down, or stay the same? (2) Is the trend more notable for 

the near- or out- quarter, FY1 or FY2, revenue or earnings? 

 

Between the time period of 1 year ago and 2 months ago there were very sharp 

downward estimates for both sales and earnings. This turned around though for 

the most part as most of those estimates were raised back up again (at least 

partially) between two months ago and today. 
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Copy/paste the “Estimates Revisions Summary” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

Review the number of analysts revising up or down their estimates (both revenue and earnings) 

in the last and last four weeks. (1) Note whether there are more up or down revisions; (2) are 

the revisions predominantly one directional? (3) Any notable difference last week versus last 

four weeks, revenue versus earnings? 

 

 

 

 

 

 

You will need to incorporate what you see here with Morningstar’s analyst research report (you 

can access Morningstar Direct at the Financial Markets Lab.) and other readings/analysis you 

found from various on-line financial sites. Discuss whether you think the company has a good 

chance of making or beating analyst consensus estimate, and why. Based on how the stock has 

been trading lately, do you think market has already anticipated strong or lackluster financial 

outlook from the company? 
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(This table is from Morningstar ↑)Morningstar analysts are currently rating PPG 

as 3.8 out of 5. This is a bullish sign and agrees with the analysts estimates from 

Reuters. The estimates revision summary saw very little change over the past four 

weeks except for one analyst who upgraded his opinion on earnings and revenue 

for the end of the current fiscal year.  
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Section (F) Analysts’ Recommendations 

Copy/paste the “Analyst Recommendations and Revisions” Table from Reuters.com, 

“Analysts” tab. NOTE: Make sure you copy the entire table including the “Mean Rating” at the 

bottom of the table. 
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Review the trend of analyst recommendations over the last three months. Is there a notable 

change of analyst opinions, turning more bullish or bearish? How many different ratings out 

of the five possible ones did the company receive currently, one, two, and three months ago? 

Is there a notable trend of opinion convergence or divergence? Is what you see here 

consistent to comments in Morningstar analyst’s research report as well as various online 

financial sites you had researched on? 

NOTE: On a Five-point scale, Reuters assigns “1” to “Buy”, the most bullish recommendation, 

and “5” to “Sell”, the most bearish recommendation. Some other online sites have opposite 

scale, with their “1” being the most bearish and “5” being the most bullish recommendations. 

Analysts are extremely bullish about this stock with a mean rating of 1.90. The 

mean rating has increased and decreased both slightly but has stayed bullish the 

entire time. I had to fill in N/A for the new chart because PPG Industries was not 

listed on any of the revision dates.  
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Section (G) Institutional Ownership 

Copy/paste the completed “CIF Institutional Ownership” spreadsheet here. 

 

 

 

 

Combine information provided in all three sections to discuss whether (1) institutions, on net 

basis, have been increasing or decreasing ownership and how significant, (2) the stock has 

sizable institution interests and support, (3) the extent of the (> 5%) owners, and (4) this 

could be a bullish or bearish indication of future stock price movement.   

The number of net buyers has decreased by a fairly significant amount in the past 

three months. This is a bearish signal. None of the >5% are insiders. 
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Section (H) Short Interest (two pages) 

From http://www.nasdaq.com/ (NASDAQ’s website) 

Copy/paste or enter the data in the following table. You also need to copy/paste the chart to 

the right. 

Copy/paste or type the information from “short interest” table. You will start from the most 

recent release date, and go back for a year (some stocks may not have data go back for a 

year) 

Copy/paste the chart to the right of the “short interest” table, immediately follow the table 

below 

NOTE: You are encouraged to look at the short interest information for two of the companies’ 

closest competitors. This will help gauge whether the sentiment indicated in the short interest 

statistics is company specific or industry-wide. 

 

Settlement Date  Short Interest 
Average Daily                  # of  

Days to cover 
Shares Volume 

http://www.nasdaq.com/
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DOW Chemical Company 
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Du Pont  
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From http://finance.yahoo.com/ 

Complete the following table with information from the “share statistics” table.  

    

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 3,453,250 2,186,250 142.85M 142.29M 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

 35.97M 7.50 23.70% 15.11M 

 

 

 

Based on the short interest statistics and its recent trend, how is the market sentiment on the 

stock? Has the sentiment turned more bullish or bearish over the last year? How about in 

more recent month and why? 

Recently the market sentiment has been very negative and bearish towards PPG. 

The short interest and days to cover have both shot through the roof in the past 

month. Investors must infer that the stock is about to drop in the near future. 

PPG’s short interest and days to cover are both higher than those of its 

competitors which is not a good sign.  

http://finance.yahoo.com/
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Section (I) Stock Charts 

A three months price chart 

Copy/paste the “3 Mos.” stock chart here 

 

 
 

 

A one year price chart 

Copy/paste the “1 Yr” stock chart here  
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A five year price chart 

Copy/paste the “5 Yrs.” stock chart here  

 

 
 

 

 

Additional price chart 

If you have other stock charts, feel free to copy/paste here 
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Discuss what you observe from the stock charts. This should include comparing your stock to 

competitors, sector, and SP500 over the three different time horizons.  

The 5 year and 1 year price charts for PPG look fantastic. The company saw 

tremendous growth during those periods and outperformed the sector, the 

market and competitors. The company performs well during the beginning of the 

3 month price chart but then seems to reach a plateau.  

 

In the 10 day and 50 day moving average chart, the company recently hit a death 

cross which is a very bearish signal. 


