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INTRODUCTION

Air Products & Chemicals (NYSE:APD) is the world’s largest supplier of
hydrogen and helium and has built leading global supply positions in growth markets
such as semiconductor materials, refinery hydrogen, coal gasification, natural gas
liquefaction, and advanced coatings and adhesives. It aims to “make the world more
productive, energy efficient and sustainable” by supplying industrial gases,
performance materials, equipment and technology (Air Products & Chemicals, 2014).
APD employs the strategy of “winning in energy, environmental and emerging
markets; executing on innovation, integration and improvement; delivering on

revenue, margin and return goals” (Air Products & Chemicals, 2014).

Founded in 1940, Air Products & Chemicals has built leading positions in key
growth markets such as semiconductor materials, refinery hydrogen, home healthcare
services, natural gas liquefaction, and advanced coatings and adhesives. The
Company manages its operations, assesses performance, and reports earnings under
four business segments: Merchant Gases; Tonnage Gases; Electronics and
Performance Materials; and Equipment and Energy. The company is recognized for
its innovative culture, operational excellence and commitment to safety and the
environment. Air Products & Chemicals has annual revenues of $10 billion in 2013,

operations in over 50 countries, and 21,600 employees around the globe. In addition,
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it has been listed among the Fortune 500 companies in the U.S., with 31 years of
consecutive dividend increases (Air Products & Chemicals, 2014). The company is
one of safest chemical companies and has been a component of the Dow Jones

Sustainability World Indexes (Lehigh, 2013).
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MACROECONOMIC REVIEW

The major segments of the US economy, which account for more than 40 % of its
GDP, are finance, insurance, real estate, rental, leasing, health care, social assistance,
professional, business and educational services. The economy of the United States
grew well in 2014. As shown in Figure 1, the GDP growth rate for the third quarter of
2014 for United States was 2.6%, which is higher than the 2.2% growth rate for

OECD.

Figure 1: US Economic Outlook Compared to OECD Economic Outlook

GDP growth v|  Unemployment rate ™| Fiscal balance v| Headline inflation v

9 2011 2013 2015 2009 2011 2013 2815 2009 2011 2€¥3 2015 2069 2€¥1 2013 2015

Core inflation v|  Current account ~|  Investment V| Exportvolume growth V|
2005 2011 012 2935 2008 2011 2013 2015 2006 20%% 2033 2015 2009 2011 2013

Note: Adapted from ‘US Economic Outlook Compared to OECD Economic Outlook’,
retrieved from http://www.oecd.org/unitedstates/united-states-economic-

forecast-summary.htm
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In addition, the unemployment rate of 6.5% for United States is decreasing and
lower than the OECD level, which indicates a strong economy. The United States’
fiscal balance of -5.8% in 2014 is worse than the OECD balance of -3.9%, which
shows that United States had higher leverage and country debt during 2014. However,
at the same time, the inflation rate and export volume are growing closer to alignment
with the OECD’s level. Therefore, the positive part of the macro outlook is that US is
almost in line with other OECD countries. However, looking at the fiscal balance of -
5.8%, it clearly has some deficiencies. Overall, the outlook is quite promising and

safe for an investor.
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RELEVANT STOCK MARKET PROSPECTS

The returns of U.S. stocks last year were even more impressive, especially when
compared to the historical 10% to 12% per-annual average returns for U.S equities
over the past eight-plus decades. The equity markets seem to face all sorts of
headwinds every year, which is why we learned long ago that it is far better to seek to
buy and harvest a broadly diversified portfolio of undervalued stocks to be held for
their long-term appreciation potential rather than to try to predict where the Dow or
S&P might end that year. Looking at investment alternatives outside of stocks,
precious metals were anything but in 2013, as gold tumbled 28.6%, silver plunged
36.6% and platinum dropped 11.8%. Total return calculations from Barclays Capital
show the Intermediate-Term Treasury and Mortgage-Backed Securities indexes

inching lower by 1.3% to 1.4%, while the U.S (Buckingham, 2014).

That said, we would not be surprised to see some sort of a modest 5% to 7%
drawdown take place in the near future, although we know the only problem with
market timing is getting the timing right. We would view such an event as the pause
that refreshes. Of course, many stocks are richly valued, which is why we think stock
picking will prove to be very important in 2014. Happily, our portfolios contain much

more reasonably-priced companies.
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REVIEW OF THE COMPANY AND ITS BUSINESS

Industry Analysis

Industrial gases are a group of gases that are specifically manufactured for use in
a wide range of industries. The first gas from the natural environment that man used
was almost certainly air, when it was discovered that blowing on or fanning a fire

made it burn brighter. Currently, industrial gases touch virtually every facet of life.

Steel production utilizes the three major atmospheric gases, which are
oxygen, nitrogen, and argon. Oxygen enhances kiln firing to reduce brick-making
costs. Liquid oxygen and liquid hydrogen fuel rockets. Nitrogen is used in brewing
beer, recycling tires, and applying metallic finishes on toys. Ammonia is synthesized
from nitrogen for use in fertilizers, nitric acid, hydrazine, amines, and urea. It is also
important in the production of laughing gas, which is used as an anesthetic in some
types of surgery. Liquid nitrogen and liquid carbon dioxide are used to make plastic
fittings for moldings, enhance oil recovery from wells, and enable solvent recycling.
Argon contributes to stainless steel manufacturing and serves as a component in
fluorescent lighting. As shown in Figure 2, merchant gases (liquefied, tank delivery)
is the largest segment of the global industrial gases market, accounting for 33.1% of

the market's total value, while the Healthcare gases market is 8.8%.



Figure 2: Global Industrial Gases Market Category Segmentation

Mearchart gases (liquefied. tank delivery) Merchar: gases (cylinder delivery)
3 High volume gases, on-site gen CJElectronics
[ Haalhcare Other

Note: Adapted from ‘Global Industrial Gases Market Category Segmentation’,
retrieved from
http://web.b.ebscohost.com.proxy.lib.sfu.ca/bsi/pdfviewer/pdfviewer?sid=8e4
b9ad3-e4f7-4d22-8b05-9f10f74¢3e99%40sessionmgr114&vid=9&hid=118

Market Line Industry Profile Industrial Gases Analysis

The industry uses three different techniques to separate gases from the
atmosphere. Cryogenic methods, which rely on cooling and pressurizing the air until
it becomes liquid, are the oldest and most widely used. Oxygen, when held at a
pressure of 80 pounds per square inch, liquefies at negative 274 degrees Fahrenheit,
while nitrogen liquefies at a colder temperature. As the atmospheric gases liquefy,
they are extracted by means of a distillation process. Additional distillation steps are
necessary to produce argon and other rare gases such as krypton and xenon. Helium

liquefies only at temperatures approaching absolute zero. As a result, cryogenic
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production is not economically feasible for helium. Most commercially available

helium is derived from natural gas rather than from the atmosphere.

According to the U.S. Census Bureau, the industrial gases industry shipped
products valued at nearly $9.5 billion in 2007, as compared to $7.3 billion in 2005 and
$5.4 billion in 2000 ( Air Products & Chemicals, 2014b). Also, the global industrial
gases market had total revenues of $64.6 billion in 2012, representing a compound
annual growth rate (CAGR) of 3.9% between 2008 and 2012 (EBSCO, 2014). Growth
was expected to continue for manufacturers worldwide, as new global markets open
and certain market sectors, especially petroleum, healthcare, and electronics, drive

demand.

Environmental and Political Risks

The industry is subject to various environmental factors and regulations in the
countries in which it has operations. Compliance with these laws and regulations
results in higher capital expenditures and costs. There are also some environmental
risks to be aware of. For example, the industrial gas industry was affected by
Hurricanes Katrina and Rita in 2005. According to an article in Chemical Market
Reporter, Air Products & Chemicals & Chemicals, which produced about 70% of the

hydrogen used in the United States, reported damage to its New Orleans plant. This
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was where 70% of the company's production took place. Praxair's sales were also
reduced by $22 million. Despite the effects of the hurricanes, the major industrial gas

companies continued to post increased sales and profits (EBSCO, 2014).

Competitive Analysis

As one of the industry leaders, Air Products & Chemicals still has a high degree
of rivalry with other companies in the industry. According to Figure 3, Airgas Inc.,
with a 56% gross margin and 3% quarterly revenue growth, is a fast-growing
company and has the same earnings per share as Air Products & Chemicals, at $4.68.
Linde Inc. has the highest earning per share ($9.38) among the industry, with $36.25
billion market capital and 63,735 employees. Furthermore, Praxair Inc., with the
largest market capital $37.64 billion, had a consolidated revenue of $12.16 billion and

27,560 employees in more than 30 countries in 2014.

Although competitors’ market capital and earnings per share during last twelve
months were higher, Air Products & Chemicals is still in a strong position. It does
better in the ratios, especially market capital, employment, revenue growth, EBITDA
and earnings per share compared to the industry benchmark. Its quarterly revenue
growths at 3% and EBITDA with $ 2.53 billion are considerably high compared to its

competitors.



Figure 3: Direct Competitor Comparison

Direct Competitor Comparison

APD ARG "LNAGF

Industry
Market Cap ‘ 28.268 5138 36.258 37.64B 1.668
Employees: 21,300 16,000 63,735 27,560 1.90K
Qtrly Rev Growth (yoy): 0.03 0.03 -0.01 003 0.09
Revenue (ftm): 10.35B 511B 22258 12.16B 1.878
Gross Margin (ttm): 027 0.56 035 043 027
EBITDA (ttm): 2.53B 941.93M 4.96B 3.81B 157.40M
Operating Margin (ttm): 015 012 012 0.22 0.08
Net Income (ttm): 1.03B 354 95M ! 1.71B 1.83B /A
EPS (ttm): 468 468 9.38 6.08 1.01
P/E (ttm): 2835 23.31 20.82 2120 15.81
PEG (5 yr expected): 237 1.88 N/A 182 1.29
P/S (ttm): 270 1.56 1.64 305 0.81

Note: Adapted from ‘Direct Competitor Comparison’, retrieve from
https://finance.yahoo.com/q/co?s=APD+Competitors

Company-Specific Analysis

According to Figure 4, Air Products & Chemicals Inc. has become well
diversified by having operating locations in more than 50 countries, with almost 60%
sales outside United States, and mainly focusing on Merchant gases and Tonnage
gases. Air Products & Chemicals has 750 production facilities and 1,800 miles of
industrial gas pipelines to deliver gas to serve more than 30 industries. In addition, Air
Products & Chemicals has more than 50 years of hydrogen experience and is on the

forefront of hydrogen energy technology development; it had the first hydrogen



fueling station in 1993. Air Products & Chemicals supplies liquid and gaseous
hydrogen as well as a broad portfolio of fueling infrastructure solutions. Currently,
160 hydrogen fueling stations in 20 countries and 16,400 MRI magnets are cooled

with our helium globally (Air Products & Chemicals, 2014b).

Figure 4: Sales Chart by Business Segment and Destination

Consolidated sales
by destination

Consolidated
sales by business
segment

B us./Canada
B China

Asia (excluding China)

B Merchant Gases
B Tonnage Gases

Electronics and

Europe
Performance Materials

" LatinAmerica

Equipment and Energy

Note: Adapted from 2013 Annual Report’, restrived from
http://investors.airproducts.com/phoenix.zhtml?c=92444&p=irol-
reportsannual&_ga=1.9104189.948377963.1407707717

Hydrogen is also being considered as a replacement for today's fossil fuels
because it is abundant and efficient, and unlike other alternatives, it offers the
potential to be renewable and produces no greenhouse gas emissions. It can be
utilized as the energy carrier for generating electrical power with hydrogen fuel cells
and hydrogen combustion engines, which opens a large market and more

opportunities for Air Products & Chemicals.
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As the only integrated gases and chemicals company in the world, Air Products &
Chemicals offers thousands of products and services to a variety of different
industries. With its scope and experience on industrial and energy to technology and
healthcare, Air Product has developed a deeper understanding of the demands of these
industries. This enables Air Products & Chemicals to offer the right technologies,
products and services to improve productivity, energy efficiency and sustainability. It

will involve unsystematic company specific risk for investors.

Future Prospects

For Air Products & Chemicals, there is some good news that has positive impacts
on the stock price. The most recent piece of good news is the per-announcement on
the Q4 earning per share outlook, which indicates continuing operations to be
between $1.6 and $1.65 per share. Hence, the expected earnings per share for fiscal
year 2014 are in the range of $5.72 to $5.77 per share. In addition, the company
introduced a new chairman, president and chief executive officer in June 2014. In
April, Air Products & Chemicals announced receiving the single largest order of
PRISM nitrogen systems for shipboard applications. This indicates Air Products &
Chemicals future business deals. The strategic combinations announcement in

December 2014 stated that the company made a long-term agreement for the

5

12| Pa

on
(T



production of liquid CO with Southwest Iowa Renewable Energy, LLC. Because of
this, Air Products & Chemicals will build a facility to produce 400 tons per day of
liquid CO2 at SIRE’s established ethanol production facility in Council Bluffs. It will
also market food and beverage-grade liquid CO2 from the new plant that is expected
to begin production in early 2014. As shown in Figure 5, the future prospects are

optimistic and most of the recommendations are “hold”.

Figure 5: Analysts’ Recommendations on Future Prospects

Recommendations Current 1 2 3
Strong Buy 4 9 4 4
Buy 2 2 3 4
Hold 15 15 14 13
Underperform 2 2 2 2
Sell Q o ¥} 0
Total 23 23 23 23

Note: Adapted from ‘Thomson One’, Retrived from
https://www.thomsonone.com/DirectoryServices/2006-04-
01/Web.Public/Login.aspx ?brandname=www.thomsonone.com&version=3.7.9
.18833&protocol=0&ErrorMessage=You+have+been+logged+off+due+to+ina

ctivity.

Financial Summary

The historical stock trends for Air Products & Chemicals look increasing both in
the short run and long run (Appendix 1). According to the consolidated income

statement (Appendix 4), the net income for 2013 at $ 994.2 million is less than the net
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income for 2012 at $1167.3 million. However, this is just due to the discontinuation
of operations. The operating net income for 2013 ($ 1324.4 million) is actually higher
than the one for 2012 ($ 1282.4 million). However, the statement of cash flows for
both 2013 and 2014 show negative free cash flows balances (Appendix 8). The

Capital expenditures are also less ($ 1,747.8 million) in 2013 than in 2012.
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FINANCIAL ANALYSIS

Historical Evaluation

According to Figure 6, Air Products & Chemicals has presented a healthy and
strong financial status during the past five years. From 2009 to 2013, Air Products &
Chemicals has had an approximate 25% annual increase on EBITDA and reached
$ 2,598.60 million in 2013.With a consistently increasing dividend payout, Air
Products & Chemicals has had a continuous increasing net income, achieving
$1,004.20 million in 2013. Its return on asset, return on equity and enterprise value

are also positive and increasing from 2009 to 2013.
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Figure 6: 5 Years Financial Summary (in million's of US dollar)

EBITDA

2,390.90 |

2,396.10 |

2,207.70

2,012.20

2,598.60
% margin 25.53 24.87 24.77 25.62 24.37
Operating Profit 1,324.40 i 1,282.40 | 1,508.10 i 1,267.70 846.30
% margin 13.01 13.34 15.59 14.71 10.25
Net Income 1,004.20 999.20 1,134.30 941.60 639.90
% margin 9.86 10.40 11.73 10.93 7.75
EPS (GAAP) 4.73 4.65 5.21 4.34 3.00
yoy growth 1.64 (10.72) 20.19 4471 (39.75)
Dividends per Share 2.70 2.50 2.23 1.92 1.79
yoy growth 8.00 12.11 16.15 7.26 5.29
Capital Expenditures 1,524.20 ¢ 1,521.00 | 1,309.30 988.70 1,179.10
Free Cash Flow (522.40) i (237.20) (12.80) 135.00 (223.00)
Cash & ST Investments 450.40 454.40 421.40 374.30 488.20
Total Assets 17,850.10 § 16,941.80 i 14,290.70 { 13,505.90 i 13,029.10
Total Debt 6,284.10 { 5,318.20 { 4,598.30 { 4,159.70 i 4,526.70
Total Equity 7,042.10 : 6,477.20 i 5,795.80 : 5,546.90 : 4,791.90
Return on Assets 5.99 6.56 8.43 7.29 5.09
Return on Equity 14.86 16.28 20.00 18.21 13.03
Enterpl‘isé Value (EV) 28,871.67 i 22,974.16 i 20,371.65 | 21,643.25 } 20,566.17
Number of Employees 21,300 20,900 18,500 17,900 18,400

Note: Adapted from ‘Thomson One’, Retrived from https://www.thomsonone.
com/DirectoryServices/2006-04-01/Web.Public/Login.aspx ?brandname

=www.thomsonone.com&version=3.7.9.18833&protocol=0&ErrorMessage
=You+have+been+logged+off+due+to+inactivity.
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By breakdown ROE into the five part DuPont model, it is calculated by
multiplying a company’s tax burden, interest burden, EBIT margin, asset turnover,
and financial leverage ratios all together. Based on the calculations in Figure 7, Air
Products & Chemicals has a quite high company tax burden (0.74 in 2013) and
financial leverage (2.57 in 2013). With high financial leverage, the company will be
better off when the revenue is large enough to cover interest payments. The EBIT
margins are around 16% in 2009 to 2013, which shows that Air Products &

Chemicals has a high operating profitability over time.

Figure 7: ROE Breakdown with Five Part DuPont Model

14.86 16.28 20 18.21 13.03

16.62 16.13 16.14 16.03 14.19

0.8 0.85 0.99 0.92 0.71
0.74 0.76 0.73 0.74 0.76
0.59 0.62 0.7 0.65 0.65
2.57 2.54 2.45 2.57 2.61

Note: Adapted from ‘Thomson One’, Retrived from https://www.thomsonone.
com/DirectoryServices/2006-04-01/Web.Public/Login.aspx ?brandname
=www.thomsonone.com&version=3.7.9.18833&protocol=0&ErrorMessage
=You+have+been+logged+off+due+to+inactivity.

Liquidity ratios for Air Products & Chemicals, especially the quick ratio and
current ratio, are showing a quite low liquidity for the company overtime. The quick

ratio, excluding inventory and other current assets, which are more difficult to turn
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into cash, is around 1 in 2009 to 2013. However, by possessing collection periods at
around 63 days, Air Products & Chemicals shows a financial strength by turning its
receivables into cash and pays off its own expenses. As shown by the ratios in Figure

8, Air Products & Chemicals has a quite high leverage overtime.

0.85 0.98 1.08 11 0.99

1.07 1.27 1.36 1.35 1.2

Figure 8: Liquidity Ratios

63.25 61.47 59.35 66.42 70.36

-8.24 -4.48 -0.28 3.01 -5.05

2.06 1.89 1.66 1.77 1.98
2.53 2.62 247 2.43 2.72

Note: Adapted from ‘Thomson One’, Retrived from https://www.thomsonone.
com/DirectoryServices/2006-04-01/Web.Public/Login.aspx?brandname
=www.thomsonone.com&version=3.7.9.18833&protocol=0&ErrorMessage
=You-+have+been+logged+off+due+to+inactivity.

Current Earnings Power Estimate

According to the estimation in Yahoo Finance (Figure 9), earnings per share for
the current quarter of 2014 and for the next quarter of 2014 are 1.62 and 1.51
respectively. Also, the earnings per share for 2014 and 2015 are 5.74 and 6.41,
respectively. As the estimations for earnings were always closed to the actual data, the

Yahoo Finance estimation is creditable. Therefore, the trends for earnings per share
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are optimistic.

Figure 9: Earning Estimation

Earnings History | Sep 13 Dec 13 Mar 14 | Jun 14
EPS Est 147 133 135 | 145
EPS Actual ' 147 134 132 1.46
Difference 0.00 0.01 -0.03 | 0.01
Surprise % 0.00% 0.80% -2.20% : 0.70%
EPS Trends o ep 14 MDects | Septs Nsen 15
Current Estimate { 1.62 1.51 574 6.41
| 7 Days Ago 1.62 1.51 574 6.41
30 Days Ago 1.62 1.53 574 6.38
60 Days Ago i 162 1.583 574 6.38
90 Days Ago 1.62 1.53 574 6.38

Note: Adapted from ‘Earning Estimation’, retrieved from
http://finance.yahoo.com/q/ae?s=apd

Review of Accounting Methods

As a United States company, Air Product is subject to GAAP regulation for
preparing financial statements. At the same time, it includes comparisons of non-
GAAP financial measures. The presentation of non-GAAP measures is intended to
enhance the usefulness of financial information by removing certain items which
management does not believe to be indicative of ongoing business trends and allows
evaluation of our baseline performance on a comparable basis. Definitions of these
non-GAAP measures may not be comparable to similar definitions used by other

companies and are not a substitute for similar GAAP measures.
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FINANCIAL PROJECTIONS

Listing of Principal Assumptions

For estimating future financial statements, various factors should be taken into
consideration. This report focuses on three major factors and assumptions: economics,

political and international risks, and interest rates.

Overall Economic Conditions

As shown in the macroeconomic review section, the GDP growth is increasing
for OCED and the overall economy is recovering from the recession. This means the
global and United States’ economies are growing stably in the future, which may
increase the demand for Air Products & Chemicals’ goods and services, improving its

revenues, operating results, and cash flow.

Operational, Political, and Legal Risks of International Operations

Air Products & Chemicals operates globally and generates about 60% of its sales
from foreign countries. Because of this, the Company’s foreign operations could be
adversely impacted by nationalization or expropriation of property, undeveloped
property rights and legal systems, or political instability. Developing market
operations present special risks. Here, we assume these special risks are in the same

level like we did previously.
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Interest Rate Increases

As the economic growth and inflation, the earnings, cash flow, and financial

position can be impacted by interest rate increases and access to credit.

Projected Data

By considering the assumptions, systematic risks, and unique risks, the future
cash flows can be estimated by the projecting future revenues and expenses. The
following two scenarios are estimated. Scenario 1: Starting at $595 million FCF, the
highest amount of FCF achieved over the past ten years, assume the company
achieves a 5-year growth rate in FCF of 11% per year, then 0% growth in FCF per

year forever:

Figure 10: Discounted Cash Flows in Scenario 1

Year FCF $Millions

0 595

1 660

2 733

3 814

4 903

5 1003
Terminal Value 10602

If the firm's fair value of debt is estimated at $4674 million, then the fair value of
the firm's equity could be $4778 million. $4778 million / 210 million outstanding

shares are approximately $23 per share and a 20% margin of safety is $18/share.

21| Page



Scenario 2: All else being equal, assume the company achieves a 5-year growth

rate in FCF of 11% per year, then 7% growth in FCF per year forever:

Figure 11: Discounted Cash Flows in Scenario 2

Year FCF $Millions

0 595

1 660

2 733

3 814

4 903

5 1003
Terminal Value 31825

If the firm's fair value of debt is estimated at $4674 million, then the fair value
of the firm's equity could be $17662 million. $17662 million / 210 million
outstanding shares is approximately $84 per share and a 20% margin of safety is

$67/share.
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APPLICATION OF VALUATION METHODOLOGIES

DCF Valuation

With the projected data of future cash flows in each period, the valuation of Air
Products & Chemicals can be estimated by using discounted future cash flows at

10.5% WACC. WACC can be estimated by the predicted beta, risk free rate and S&P

500 market risk.
Using the DCF formula:
. FCFF,
§- FCFF, (et ]
Value of Firm = i=1 (1 + WACG)t * (1 4+ WACC)"

Estimated under the above two scenarios, the fair value of the APD shares would be

$23/share and $84/share, respectively.

Comparable

The comparative valuation multiples are provided in the tables below. We
compared APD with 10 other comparable companies. Looking at the EV multiples,
the EV/EBITDA multiple of APD is slightly higher (14.84 vs 10.73) than the mean,
which makes it slightly overvalued in figure 12. Similar trends can be seen for both
EV/Sales (3.34 vs 2.31) and EV/EBIT (24.8 vs 15.16) multiples where both are higher

than the mean. All these multiples are depicting that APD’s current value is higher
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than what its theoretical value should be.

Figure 12: EV Multiples & Credit Ratios (End Date: 06/30/2014)

Air Pducts &

Chemicals AND
CHEMICALS, INC. 3.34 14.84 24.80 0.80 0.75
PRAXAIR, INC. 3.88 12.36 17.66 1.33 1.30
Linde 2.19 9.30 16.55 0.75 0.63

E. . DU PONT DE
NEMOURS AND 1.90 12.14 17.24 0.70 0.44
THE DOW CHEMICAL 1.42 10.51 16.13 0.78 0.61
AIRGAS, INC. 2.06 11.20 16.76 1.28 1.23
Lyondell 1.31 8.93 10.54 0.63 0.32
PPG INDUSTRIES 1.83 12.56 15.97 0.54 0.08
MONSANTO 4.02 13.57 15.88 0.22 0.09
EASTMAN CHEMICAL 1.77 7.22 8.90 1.23 1.18
CELANESE 1.66 5.39 6.35 1.03 0.65
Mean 2.31 10.73 15.16 0.84 0.66
Median 1.90 11.20 16.13 0.78 0.63
High 4.02 14.84 24.80 1.33 1.30
Low 1.31 5.39 6.35 0.22 0.08

Note: Adapted from ‘Thomson One’, Retrived from
https://www.thomsonone.com/DirectoryServices/2006-04-
01/Web.Public/Login.aspx ?brandname=www.thomsonone.com&version=3.7.9
.18833&protocol=0&ErrorMessage=You+have+been+logged+off+due+to+ina
ctivity.

In addition, according to Figure 13, the EPS, ROA, ROE and ROIC of APD are

lower than the average of their peers. This means APD is not returning a similar kind

of profit to their shareholders and assets compared to what their peers are doing.
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Figure 12: Key Financial & Effectiveness (End Date: 06/30/2014)

Air Products & Chemicals
AND CHEMICALS, INC.| 10,348.50 | 2,328.60 | 1,393.70 | 1,024.80 4.77 6.63% 14.40% 8.78%

PRAXAIR, INC. 12,162.00 | 3,819.00 | 2,673.00 | 1,834.00 6.16 9.98% 28.57% -

Linde 22,377.07 | 5,259.92 | 295594 | 1,725.64 9.31 5.14% 9.77% 7.17%

E. L DU PONT DE
NEMOURS AND 35.488.00 5,558.00 | 3.912.00 | 2,979.00 3.19 7.22% 19.94% -

THE DOW CHEMICAL | 57,498.00 | 7,760.00 | 5,057.00 | 3,691.00 2.69 7.04% 17.59% | 14.29%

AIRGAS. INC. 5,106.23 938.92 627.49 35495 4.72 7.43% 20.02% -

Lyondell 4584036 | 6,742.24 | 571141 | 4,168.37 7.64 17.08% | 35.60% -

PPG INDUSTRIES, INC. | 15,400.00 | 2,241.00 | 1,763.00 | 2,128.00 15.25 14.02% | 37.75% | 38.71%

MONSANTO COMPANY | 15,422.00 | 4,573.00 | 3,908.00 | 2,647.00 4.99 12.83% 18.56% -

EASTMAN CHEMICAL | 9,368.00 2,292.00 1,860.00 | 1,179.00 7.63 11.42% 32.88% -

CELANESE 6,726.00 2,070.00 | 1,758.00 | 1,281.00 8.10 16.36% | 51.86% -
Mean 21,430.56 | 3.,962.06 | 2,874.50 | 2,092.07 6.77 10.47% | 26.08% 17.24%
Median 15,400.00 | 3,819.00 | 2,673.00 | 1,834.00 6.16 9.98% 20.02% 11.54%
High 57,498.00 | 7,760.00 | 5711.41 | 4,168.37 15.25 17.08% | 51.86% | 38.71%

Low 5,106.23 938.92 627.49 354.95 2.69 5.14% 9.77% 7.17%

Note: Adapted from ‘Thomson One’, Retrived from
https://www.thomsonone.com/DirectoryServices/2006-04-
01/Web.Public/Login.aspx ?brandname=www.thomsonone.comé&version=3.7.9
.18833&protocol=0&ErrorMessage=You+have+been+logged+off+due+to+ina
ctivity.

However, the dividend yield of APD is higher than the mean, which makes it a
value investment rather than a growth investment. Also the total return from APD’s

share for the last year is higher than the comparable mean. This depicts that the
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market performance of the share is better than its peers, but that could be due to the

high risk. The price to cash flow is higher than that of its peers, making it overvalued.

Figure 13: Market Data & Price Multiples (End Date: 06/30/2014)

Air Products &

Chemicals AND
CHEMICALS, INC. 2.32% 43.69%,  28,260.79 34,560.09] 27.80] 5.48 12.78 3.56,
PRAXAIR, INC. 2.02% 17.52%|  37,642.88 47,209.88f 20.92| 2.79] 12.57 5.61
Linde 2.05% 2.17%  37,924.31 50,349.19; 21.31} NEG| 9.30 2.08

E. 1. DU PONT DE

NEMOURS AND 2.89% 28.08%,  59,700.77 67.453.77) 20.38] 4.69] 11.56 3.56
THE DOW CHEMICAL 2.83% 64.25%|  62,427.18 81,588.18] 19.42| 1.10; 13.04 2.70
AIRGAS, INC. 2.02% 16.17% 8,130.57 10,515.02f 23.09] 3.00 1191 4.19
Lyondell 2.19% 3431%|  56,667.36 60,193.53] 14.47 0.62 11.71 4.03
PPG INDUSTRIES, INC. 1.34% 45.24%|  27,597.23 28,156.23] 13.13] 1.58] 16.67 4.65
MONSANTO 1.70% 22.78%|  60,574.76 62,048.76; 23.15| 1.75 17.48 4.36
EASTMAN CHEMICAL 1.75% 26.70% 11,909.62 16,555.62] 10.46] 1.76 8.97 335
CELANESE 1.71% 45.25% 9,077.36 11,157.36) 7.221 0.71 9.81 3.38
Mean 2.07% 31.47% - - 18.30f -7.47] 1234 3.77
Median 2.02% 28.08% - - 2038 1750 1191 3.56
High 2.89% 64.25%|  62,427.18 81,588.18] 27.80] 548 17.48 5.61
Low 1.34% 2.17% 8,130.57 10,515.02)  7.221 0.62 8.97 2.08

Note: Adapted from ‘Thomson One’, Retrived from
https://www.thomsonone.com/DirectoryServices/2006-04-
01/Web.Public/Login.aspx ?brandname=www.thomsonone.com&version=3.7.9
.18833&protocol=0&ErrorMessage=You+have+been+logged+off+due+to+ina
ctivity.

26| Page



RECOMMENDATION

The comparable valuation analysis showed that APD shares seem to be slightly
overvalued, according to EV/EBITDA, EV/SALES, P/CF, and EV/EBIT. From the
DCEF valuation, the fair value of the APD shares would be $23/share in one scenario
and $84/share in another scenario. Looking at the current market price of $134/share,
this tells that the APD share is still overvalued. Using our ratio analysis, we found that
the net profit margin of 9.86%, operating profit margin of 13%, EPS growth of
1.64%, increasing EV, high ROE of 14.86%, and stable asset efficiency make APD
look quite promising. These ratios depict that the share may still be a “strong hold.”

However, the company’s decreasing liquidity position is a concern.

Other analysts in the market are predicting an EPS upward revision with a little
probability of surprise. As explained above, most of the analysts are also predicting a
“strong hold” for the share and their target prices are fairly close to APD’s current
share price. However, the future developments and news for APD are very promising.
Most of the recent developments are good news for the share price and only a few
may have negative consequences. Overall, the future prospect looks bright and that’s
another reason why analysts are predicting a high EPS growth for the company.

Future prospects says that APD is a “weak buy.”

In conclusion, considering the industry and company growth, the competitiveness

b}
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of the sector, ration analysis of APD, future prospects, DCF and Comparable
valuation, we recommend that the APD stock should be a “strong hold” for existing
shareholders. Prospective shareholders, on the other hand, should wait and see (“weak

buy”) because most of the future developments are quite promising.
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APPENDICES

Appendix 1: Historical Stock Price (5 Days)

Air Products & Chemicals

APD | NYSE | Industrial Products

Latest

i Change

¢ Volume

132.55 uss @ 0.11 0.083% 543,019

Summat Chart News StockTwits Financials Analysts Con
Open 132.61
Previous Close 132.44
High 133.1
Low 132.19 \L
Bid «2 0.0000 - ’1,{ F
v s 1 ~g\ , ! ﬁfm\f ‘Lﬂ!‘ fom}gj
Ask <0 0.0000 “&q | 5 \
136.905 - }

99.76 § b U g‘[l\ ;

o ]
Beta 1.241 | }
Market Cap 28,136.39M LR
EPS 5.59
P/E 23.712
Forward RIE " Jp.7s Range: i Day SD=y 1Year View Large Chart
PEG 2.53
Annual Dividend 3.08
Yield 2.324

Note: Adapted from ‘The Global and Mail’, Retrieved from

http://www.theglobeandmail.com/globe-
investor/markets/stocks/summary/?q=APD-N
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Appendix 2: Historical Stock Price (1 Year)

APD-N Aug. 14,2014 Open: 13281 High: 13311 Low: 12212 Close: 132 25 *Price: 13235
Compare Indicators and Overlays Chart Type Help?
@ Vol:
| il
°
Time Period: 1 day S5Sday 1month 3 month 6 month YTO Syear 10 year Max

Note: Adapted from ‘The Global and Mail’, Retrieved from
http://www.theglobeandmail.com/globe-
investor/markets/stocks/summary/?q=APD-N

Appendix 3: Historical Stock Price (5 Years)

APD-N Aug. 14,2014 3:41PH Open: 13251 High: 13311 Low: 13212 Close: 122 35 *Price: 132.55

Compare Indicators and Overlays Chart Type Help?

»Vol:

Note: Adapted from ‘“The Global and Mail’, Retrieved from
http://www.theglobeandmail.com/globe-
investor/markets/stocks/summary/?q=APD-N
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Appendix 4: 2013 Consolidated Income Statement

The Consolidated Financial Statements

Alr Products and Chemicals, Inc. and Subsidiarles
CONSOLIDATED INCOME STATEMENTS

Year ended 30 September (Millions of dollars, except for share data) 2013 2012 2011
Sales $10,180.4 $9,611.7 $9,673.7
Cost of sales 7,472.1 7,051.9 7,098.3
Selling and administrative 1,066.3 946.8 941.7
Research and development 133.7 126.4 118.8
Business restructuring and cost reduction plans 231.6 3274 —
Gain on previously held equity interest — 85.9 —
Net loss on Airgas transaction —_ — 48.5
Customer bankruptcy — 9.8 —
Pension setllement loss 12.4 — —
Advisory costs 10.1 — —
Other income (expense), net 70.2 471 41.7
Operating Income 1,324.4 12824 1,508.1
Equity affiliates’ income 167.8 153.8 154.3
Interest expense 141.8 123.7 115.5
Income from Continuing Operations before Taxes 1,350.4 1,312.5 1,5646.9
Income tax provision 307.9 287.3 3753
Income from Continuing Operations 1,042.5 1,025.2 1,171.6
Income (Loss) from Discontinued Operations, net of tax (10.0) 168.1 89.9
Net Income 1,032.5 1,193.3 1,261.5
Less: Net Income Attributable to Noncontrolling Interests 38.3 26.0 37.3
Net Income Attributable to Air Products $994.2 $1,167.3 $1,224.2

Net Income Attributable to Air Products

Income from continuing operations $1,004.2 $999.2 $1,134.3
Income (loss) from discontinued operations (10.0) 168.1 89.9
Net Income Attributable to Air Products $994.2 $1.167.3 $1,224.2
Basic Earnings Per Common Share Attributable to Air Products
Income from continuing operations $4.79 $4.73 $5.33
Income (loss) from discontinued operations (.05) .80 42
Net Income Attributable to Air Products $4.74 $5.53 $5.75
Diluted Earnings Per Common Share Attributable to Air Products
Income from continuing operations $4.73 $4.66 $5.22
Income (loss) from discontinued operations (.05) .78 A1
Net Income Attributable to Air Products $4.68 $5.44 $5.63
Weighted Average of Common Shares Outstanding (in millions) 209.7 2112 213.0
Weighted Average of Common Shares Outstanding Assuming Dilution

(in millions) 2123 214.7 217.6

Note: Adapted from 2013 Annual Report’, Retrieved from
http://investors.airproducts.com/phoenix.zhtml?c=92444&p=irol-
reportsannual&_ga=1.9104189.948377963.1407707717
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Appendix 5: Third Quarter 2014 Consolidated Income Statements

AIR PRODUCTS AND CHEMICALS, INC. and Subsidiaries
CONSOLIDATED INCOME STATEMENTS

(Unaudited)
Three Months Ended Nine Months Ended
30 June 30 June

(Millions of dollars, except for share data) 2014 2013 2014 2013
Sales $ 26346 § 25473 $ 77620 S 75939
Cost of sales 1918.7 18753 5.702.2 5.589.2
Selling and administrative 272.0 2713 §16.3 306.1
Research and development 338 335 100.5 99.1
Other income (expense). net 3.7 16.1 41.1 45.7
Operating Income 4138 3831 11841 1.1452
Equity affihates” mcome 431 442 1117 1254
Interest expense 313 354 96.1 106.4
Income from Continuing Operations before Taxes 4256 3919 1.199.7 1.164.2
Income tax provision 102.1 94.1 288.7 282.1
Income from Continuing Operations 3235 297.8 911.0 882.1
Income from Discontinued Operations, net of tax - .6 3.1 3.1
Net Income 323.5 2984 914.1 885.2
Less: Net Income Attributable to Noncontrolling Interests 9.5 10.0 26.4 28.1
Net Income Atmributable to Air Products $ 314.0 S 288.4 S 887.7 S §57.1
Net Income Attributable to Air Products
Income from continuing operations $ 3140 8 2878 S 8846 S 8540
Income from discontinued operations - 6 3.1 31
Net Income Attnibutable to Air Products $ 3140 S 2884 S 8877 S 857.1
Basic Earnings Per Common Share Attributable to Air Products
Income from continuing operations S 147 S 1.38 ) 417 S 4.08
Income from discontinued operations - = .01 .02
Net Income Attributable to Air Products $ 147 S 138 S 418 3 4.10
Diluted Earnings Per Common Share Attributable to Air Products
Income from continung operations S 146 S 136 S 412 s 4.03
Income from discontinued operations - - 01 .01
Net Income Annibutable to Air Products $ 146 S 136 S 4.13 S 4.04
Weighted Average Common Shares — Basic (i millions) 2129 2094 2124 2093
Weighted Average Common Shares — Diluted (in nullions) 2154 2119 2149 2119
Dividends Declared Per Common Share — Cash $ 77 S 71 S 225 S 2.06
Other Data from Contmumg Operations

Depreciation and amortization S 239.0 $ 229.7 S 7023 S 674.4

Capital expenditures on a Non-GAAP basis 5204 5984 14217 14327

(see page 5 for reconciliation)

Note: Adapted from ‘2013 Annual Report’, Retrieved from
http://investors.airproducts.com/phoenix.zhtml?c=92444&p=irol-
reportsannual&_ga=1.9104189.948377963.1407707717
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Appendix 6: 2013 Consolidated Balance Sheets

Air Products and Chemicals, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

30 September (Millions of dollars, except for share data) 2013 2012
Assets

Current Assets

Cash and cash items $450.4 $454 4
Trade receivables, net 1,544.3 1.544.7
Inventories 706.1 786.6
Contracts in progress, less progress billings 182.3 190.8
Prepaid expenses 1211 81.7
Other receivables and current assets 432.4 342.0
Current assets of discontinued operations 2.5 15.6
Total Current Assets 3,439.1 34158
Investment in net assets of and advances to equity affiliates 1,195.5 1,175.7
Plant and equipment, net 8,974.0 8,240.6
Goodwill 1,653.8 1,598.4
Intangible assets, net 717.3 761.6
Noncurrent capital lease receivables 1,476.9 1,328.9
Other noncurrent assets 393.5 393.6
Noncurrent assets of discontinued operations — 27.2
Total Noncurrent Assets 14,411.0 13,526.0
Total Assets $17,850.1 $16,941.8

Liabilities and Equity

Current Liabilities
Payables and accrued liabilities

$1,944.9  $1927.7

Accrued income taxes 63.0 48.5
Short-term borrowings 709.9 633.4
Current portion of long-term debt 507.4 74.3
Current liabilities of discontinued operations 24 6.0
Total Current Liabilities 3,227.6 2,689.9

Long-term debt
Other noncurrent liabilities

5.056.3 4,584.2
1,164.3 1,980.9

Deferred income taxes 827.2 670.8
Noncurrent liabilities of discontinued operations — 2
Total Noncurrent Liabilities 7,047.8 7,236.1
Total Liabilities 10,275.4 9,926.0
Commitments and Contingencies—See Note 17

Redeemable Noncontrolling Interest 375.8 3925
Air Products Shareholders’ Equity

Common stock (par value $1 per share; issued 2013 and 2012—249,455,584 shares) 249.4 2494
Capital in excess of par value 799.2 810.5

Retained earnings
Accumulated other comprehensive loss

Treasury stock, at cost (2013—38,276,327 shares; 2012—36.979,704 shares)

9,646.4 92345
(1,020.6)  (1.348.8)
(2.632.3)  (2.468.4)

Total Air Products Shareholders’ Equity
Noncontrolling Interests

7.0421 6.477.2
156.8 146.1

Total Equity

7.198.9 6,623.3

Total Liabilities and Equity

$17.850.1 $16,941.8

Note: Adapted from ‘2013 Annual Report’, Retrieved from

http://investors.airproducts.com/phoenix.zhtml?c=92444&p=irol-

reportsannual&_ga=1.9104189.948377963.1407707717
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Appendix 7: Third Quarter 2014 Balance Sheets

AIR PRODUCTS AND CHEMICALS. INC. and Subsidiaries
CONSOLIDATED BALANCE SHEETS
(Unaudited)

30 June 30 Septamber

(Millions of dollars) 2014 2013

Assets

Current Assets

Cash and cash items $ 337.6 $ 450.4

Trade recaivables. net 1.612.7 1.544.3

Inventories 690.2 706.1

Contracts in progress. less progress billings 157.5 823

Prepaid expenses 1156 E21.1

Other receivables and current assats 426.2 4324

Current assets of discontinued operations - 2

Total Current Assets 3.339.8

Investment in net assets of and advances to equity affiliates 1.256.3

Plant and equipment. at cost 204473

Less: accumulated depreciation 10.868.2

Plant and equipment. net 9.579.1

Goodwill 1.612.5

Intangible assets. net 665.6

Noncurrent capital lease receivables 1.436.6

Other noncurrant assets 426.3

Total Noncurrent Assets 14.976.4 14411.0

Total Assets $ 18.316.2 $ 17.850.1
Liabilities and Equity
Current Liabilities
Payables and accrued liabilities S S 19449
Accrued income taxes 63.0
Short-tzrm borrowings 709.9
Current portion of long-term debt 507.4
Current liabilities of discontinuzd operations 2.4
Total Current Liabilities 3.227.6
Long-term debt 5.056.3
Other noncurrent liabilities 1.164.3
Dezferred income faxes §27.2
Total Noncurrent Liabilities 7.047.8

Total Liabilities

Redeemable Noncontrolling Interest 3758
Air Products Shareholders® Equity 7.696.7 7.042.1
Noncontrolling Interests 156.8
Total Equity 7.856.2 7.198.9
Total Liabilities and Equity $ 18.316.2 S 17.850.1

Note: Adapted from ‘2013 Annual Report’, Retrieved from
http://investors.airproducts.com/phoenix.zhtml?c=92444 &p=irol-
reportsannual&_ga=1.9104189.948377963.1407707717
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Appendix 8: Statement of Cash Flows

Net Income / Starting Line 914.1 590.6 299.1 1,032.5
Depreciation, Depletion & Amortization 702.3 463.3 234.2 907.0
Depreciation & Depletion 702.3 463.3 234.2 864.7
Amortization of Intangible Assets 42.3
Deferred Income Taxes 69.8 36.4 33.0 12.8
Other Cash Flow 81.6 61.0 47 (177.1)
Funds From Operations 1,767.8 1,151.3 571.0 1,775.2
Extraordinary Items 0.0 0.0 0.0 0.0
Funds From/For Other Operating
Activities (183.1) (125.9) (24.1) (207.8)
Dec(Inc) In Receivables (80.2) (85.7) (18.6) (72.2)
Dec(Inc) In Inventories 11.5 51.2 44.5 58.8
Inc(Dec) In Accounts Payable (125.8) (130.0) (65.2) (130.3)
Inc(Dec) In Income Taxes Payable d d )
Inc(Dec) In Other Accruals
Dec(Inc) In Other Assets/Liabilities 11.2 38.6 15.2 (64.1)
Net Cash Flow - Operating Activities 1,584.7 1,025.4 546.9 1,567.4
Capital Expenditures (Addition to Fixed
Assets) (1,264.9) (802.2) (391.1) (1,524.2)
Net Assets From Acquisitions 0.0 0.0 0.0 (224.9)
Increase In Investments 0.0 0.0 0.0 0.0
Decrease In Investments 0.0 0.0 0.0 1.3
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Disposal of Fixed Assets 34.0 11.2 5.5 52.8
Other Uses - Investing 0.0 (0.4) 0.0 (3.2)
Other Sources - Investing 10.6 9.8 9.8 0.0
Net Cash Flow - Investing (1,220.3) (781.6) (375.8) (1,698.2)
Net Proceeds From Sale/Issue of Com &
Pref 19.9
Proceeds From Stock Options 106.5 57.7 19.9 226.4
Other Proceeds From Sale/Issuance of
Stock 0.0 0.0 0.0 0.0
Com/Pfd Purchased 0.0 0.0 0.0 (461.6)
Long Term Borrowings 57.3 39.2 1.4 927.2
Reduction In Long Term Debt (591.7) (491.2) (434.0) (437.5)
Inc(Dec) In Short Term Borrowings 422.7 370.9 339.1 437.7
Cash Dividends Paid - Total (463.7) (300.2) (149.9) (565.6)
Other Sources - Financing 225 12.6 4.1 37.9
Other Uses - Financing (36.3) (26.7) (18.8) (49.1)
Net Cash Flow - Financing (482.7) (337.7) (238.2) 115.4
Effect of Exchange Rate On Cash 5.5 0.4 4.3 11.4
Inc(Dec) In Cash & Short Term
Investments (112.8) (93.5) (62.8) (4.0)

Note: Adapted from ‘Thomson One’, Retrived from
https://www.thomsonone.com/DirectoryServices/2006-04-

01/Web.Public/Login.aspx ?brandname=www.thomsonone.comé&version=3.7.9
.18833&protocol=0&ErrorMessage=You+have+been+logged+off+due+to+ina

ctivity.
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