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Crespite the level of coneclidation already present in Lha
horth American paint and coatings value chain, merger and
acquisition (ME&A) aclivily conlinues, and in many cascs,
SEMVES a5 8 major path toward value creation. Several
notahle transactions announced at the end of 2012 were
finalized in 2013. While deal-making seems ta have slowsd
tlowing this burst of activity, there is a general expectation
among industry analysts that both coating lfarmalators and
raw material suppliers are pursuing additichal opportunities
to expang their product and techrnolegy portfolios and gao-
graphical presence through acquisilions. Therefore, they pre
dict that the number of transactions will be on the increase
again starting in the latter part of 2013 and on into 2014,

MES valume has been lighter in Lhe first half of 2013
than the markst had expected, according to Ben ST,
managing director of investment bank Grace Matihaws,
inc. “Some of the reduction in activity is lkely driven by
comfinucd uncortainty in the Eurcpean markets, lower-tharn-
expected growth rates in Asia, and polilical oncertaintios in
the U.8..7 he says. Anather contributing factor may be the
nuriber of major transacticns consumnmated or announced
in lale 20102 Lhal wolved mary of Lhe large paint and coat
ing players. Despite all of the pieces baing in place for a
highly active MAA environment, Scharff adds that 2013 has
been largely & “digestion period” for biggar coatings buyers,
with no significamt transactions. There hawve been, however.
a number of smaller, strategic deals by industry piayers fo
cused on geagraphical and product Ing cxpansions.

The notable transactions announced at the end of 2012
included a nx of strategic purchases by larde coating manu-
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facturers. Examples include PPG Industries’ acquisitions of
Akzoiobels Morth American Paint Stores business, Sprayiat,
and Dell derospace Coatings, Sherwin Williams™ acquisi-

ticn of the United States and Canadian picces of Consoreio
Cormex, S8 de GV (the deal for the Mexican operations has
since encountered a setback following its rejection by mem
bers of the Moderal Econcmic Competition Commission; znd
some major purchases by private eauily (Carlyle’s acquisi-
tion of uPont’s Performance Coatings husiness—enamed
Fuaita; Advent International's acquisition of Cytec Coatings
Resins—now Allnes).

PPG's S1.05 hitlion acquisition of AkzoMNobel's Morth
Arncrican Architectural Coatings business is of particular inter-
est for Lhe company ard the coatings industry, [1 is one of the
targest and most important scquisitions in PPG's histony, and
the second largest in the company's history, according to PPG
chairman and CEC Chuck Bunch, With this deal, the company
exfended its architoctural coatings husiness in the United
States, Canada, and the Caribbean in all three major busi-
ness channels (hame centars, independent paint dealers, dndd
company-owned paint stores: and continued the acoslerated
pace of its business portfolio transformation to-a company
focused on the coatings industry. Spocifically, this acquisilion
fnllowed the separation of its commeadily chermicals business
and merger of its whollyv-cvened subsidiary, Eagle Spince Inc.,
with 8 subsidiary of Georgia Gulf Corporation to form fxiall
Corporalion. This maiger provided PPG with approsimately
%900 million in cash. The company s alse divesting its 513
interest in Transitions Optical 1o Essiior Inlernalional, which
will Bring in an addition $1.73 hillion foretaxt in cash when
the deal glases in the fist half of 2014,



"As a result, we bave nisw nearly complated our
transformation to a company thal is well positioned going
forward to focus on our coatings portfolio wilh even more
FESOUCes, Strong argaric growth, and a very strong bal-
ance shect,” Bunch says. He adds that PPG also has g
balanced global portfolio, with a good mix gecgraphically,
and iz well-posilioned for strong organic growth in ermerg-
ing rcgions like Eastern Europe, Asia Paciic, and Latin
America. The transformation is guite appavent when ook
ing at the prodoct distribution of the company. In 2002,
Coatings accounted for jusl 95%. of PPGs $2 hillion in
annual sales; today, paints and COSINESs contribinte G0
{pwa fovrna) of the company's 314 billich In annual sales.

The impact of the acquisition of DuPont's Parformance
Coatings usiness by a privale equity (PE) company could
alac be interesting, according 1o Vichael D Brown, presi
dent of consulling Firm StrategyMark, "We now have, for
the first time. & top casting larmulator owned by 5 FE
firrrt. PE firrns manage companies differently because ey
are looking 1o Luen around the business in a short tme
framo—typicalty five vears or so—and therefore thoy ars
leoking to make Axalta nimble and very competitive. Such
a change will be pood for Axalta, but may also atfect other
players in the market, and exaclly how this scenario Imary
play out remaing to e seen,” he explains.

As long &8 there Is some dogree of fragmentation in
any segment of the painl and coatings industry, there will
vontinue to be M&A activity, according to Danigl Murad,
president and CEO of conzulting firm The Chem{uest
Group, "Strategic buyers like PPS and Sherwin Williams
currently have cash flow and are upsealing in Korth
Ammerica, a5 well as making moves to strengthen their
positicns in cmerging markets,” he notes. 4 good ax-
ample of the latter, according to Scharff, is PRPG's recemnt
acquisition of Imser Group, an alian industrial coatings
manufacturer prirnarily serving the European market,
“This deal provided PPG with an assaortment of ‘green’
Goatings technologies with a recognized brand snd pres-
ence throughout Europe,” he commenls.

In addilion, in the United States specificatly, access
ta cheap natural gas as a result of shale gas devadop-
rment is creating expectstions for a manufacturing renais-
sance in horth America, aceording 1o Scharff. "Coupled
with the continued weakness in Europe and lowor-than-
axpected demand in Asia, much of the world is lnaking
at the LLS. for investments in manutacturing and produc
tion assets,” he remarks,

Euven in the architectural coatings segiment in the
United States, where Lhe top five companics account
fof just over B0% of the market, there are =till several
regional praducers that could be targsts. The same
can be said for other fairly wellconsolidated segments,
tneluding Lhe automotive OEM, industrial wood, and
can coating markets. Sectors that remain relatively
fragmented and prosent greater opportunities for fur-
ther consclidation include powder coatings: industrial

mainténance coatings; and specialty/niche applications
such a8 safety and security {e.g., blast mitigation). mokd
releases. water romediation, and roof coatings, accord-
irg Lo Murad.

"Activity in 2014 will, of course, depand on the
health of the global eccnomy and whether or not the
recovery continues. IT. for example, early signs of recow-
efy i Europe develop further, then a pickup in activily
by large strategic buyers can be expected. However, as
the econamy improves. raw material suppliars will rajzg
Lheir prices, which will negatively impact cash flaws,
and these buyers will likely be more selective in terms
af what they consider to be good investments,” Murad
abserves. Currently, according ta Schardf, an BEgressive
lending environment is allowing private equity to con-
tinuc to be competitive with stralegic buvers for coat-
ings assets. Brown notes, however, that while PE firms
hawe been mare active recently, a rise in interest rates
wolld tend to lead to more cash deals, which favar stra-
tegic huyers, and there could be some plstiback from
PE firms, The overall rasult may be an iq\qegﬁé‘iﬁ initial
public offerings [IPOs), i\:} 3
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*...an aggressive lending environment
is allowlIng private equity to continue to
be competitive with strategic buyers for

coatings assets.”

Regardless of the rate of economic recovery, though,
campanies that wanl o create value in o regsonable
time frame do not have an alternative but to seek ap-
propriale acquistions, Murad says, “Organic growth
adds value too slowly. In additian, nnovation vary sal-
dom is achieved rapidly encugh today, partly due to the
sighificant reductions of RAD budgsts in recent vears.
Furthermore, customers aren't generaty willing to pay
prices that will caver the full cost of innovation. As 3
FesUlt, acduisition in most cases is the best option for
value creation.” Scharif adds thal because costings
players generally operate in low-growth envirariments, in
order 1o mest growth expectations, many companies will
loak ta acquire busincsses that can supplement top-and
bettom-ine grow .

Thera is, in fact, interesling recent activity on the
supplier side with respect to titanium dioside {(To.), ac-
cording o Brown, In mid-Septembor 2012, Hunksman
annaunced that it will purchase Lhe titanium dioxide FH E-
menis business of Reckwood Holdings for $1.1 billion
in cash, The deal is expected to close b June 2014 and
will make Huntsman the secand-largss Tid, producer,
Behind DuPont, Hunlsman plans to retain a IMiaj oty
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stake in Lhe combined pigment business, but will sgpin
off approximately 204 in an PO, according to CEQ Peter
Huntsman. Rockwood has exited the Til, and other busi-
nesses in order to fToeus on lithivm far battery applica-
tions. DuPont, meanwhile, appears to be aocelerating

its plans to shed its TiIQ_ and Parformance Chemicals
business {lely in respanse o increased pressure from
activist hoard memiber Malson Peltz) to focus on ils agro-
chemical and life science partfolios. Analysts expect that.
given DuPont's large size, the likely buyer of s pigment
business will be a PE frm.

Also, on the raw material side, 2014 could possibly
see the sale of Dow Chemical's epoxy resin business.
Like DuPant, Dow is looking to emphasize its agrochermi-
cals busingss and unlgad its [ow-cost, cormmodity-based
Activities. The company is considering all options. from
farming a joint vanture 1o comphete divestiture, according
to CEQ Andrew Liveris.

“We sxpect to continue to see the larger players
in the coatings value chain looking to divest mature,
high-cash-gonerating busincsses and redeploving thasc
asmets into higher-growth segments of the market.” con-
cludes Scharff,

The econemic outlaok for 2014 also seems to be
favarable for additional WAL ransactions, "With the
Fed's recent anncuneement to continue its fairly ag-
Eressive economic stimulation, and the Impact it will
hawe on public mavkels, we expect that the trading mul-
tiples for companies across the coatings value chain
will remain high well into 20014," nbeerves Scharff, He
further notes that, coupled with healthy balance sheets,
thiz stimulatian will allow industry buyers 0 aggres-
sively pursue small- o medium-sized acquisitions and
Jjustify them as being highly accretive, "Given Lhe high
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“We expect to continue to see the larger
players in the coatings value chain looking to
divest mature, high-<ash-generating businesses
and redeploying those assets into higher-

growth segments of the market.”

valuatinon environmenl, howeaver, we beligve that indus-
Lry buvers will remain & bit cawtious about overcxtend
ing themselves,” Scharff cormments.

PPG is ane of the industry buyers pusuing potential
acquisilion largets, Bunch believes that thers is still a
large partion of the global coatings industry in the hands
of smaller, regional. and local companies. “Therg"s still
ample opparlunity to pursue further consolidation, and
| 'would expect that as we look forward over the nest
five to 10 vears, we will see these consclidation Lrends
continuing, with most of the oppotunities in the S5
million te $503 million range,” he says, He does agree,
however, that not as many of the largest companies
wiuld be considerad for sale. “We will need 10 get more
agerassive in terms of realizing acquisitions in that
space. There are a number of companies out {kere that
we think would be suitable for PPG, though, particularly
in Europe, Latin America: and Asia. In addition, while the
Morth &merican market is more consalidated, theve are
slill plenty of opportunities, but we will definitely have to
rmave more aggressively,”

Infact, @ sellers market will continue into 2014, with
sirong nlerest from both industry and private equity buy-
ers. “Given the availability of capital and the pressures
for both industry and private eguity buyers to g2row and
acduire, we are seeing 8 more systematic pursuit and
rmining of potential acquisitions. Most buyers are out ag-
gressively Inoking for a proprielary deal Now va. waiting
for It to come to them. As such, we believe that these
discussions wil contribute to an acceleration of deal flow
goross the coatings market, from the raw material sup-
pliers to the end formulatars,” Scharf asserts. He alsa
notes that, with the help of investrment banks, sellers are
increasing Lheir atiractiveness by identifying and guan-
tifying the stratedic fit of their businesses with possible
buyers. Down the road, Scharff expects o see PE firms
turning their assets in response to pressure 1o sell and
return capital fo their limited partners.
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