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Profitability and Growth:
Differentiated Business Practices

of the Strongest Coatings Companies

By Cymthia Arnold =nd Tyler Treat, Thc Yvalspar Carporalion

The paints and coatings industry has shown slrang resilience and o capacity for growth over he past
digade. Whether measured by financial pedarmance, technical innovation, of market oppartunity, the
world's leading coalings companies have demonstraled the ability to transform and adapt through mriad
ecanomic and business condftions. 4s demand lor high-perfurming, cost-effeclive, and environmentally
favorable coatings solutions has increased, the industry has transformed and incregsed both its relevance
and valuc in the markets thal it serves.

Consider ihe record of Lhe four leading coatings companies in the United States—PPG, Sherain
Willlavns, Valspar, and RPR. Creer the past 10 years, these compantes have cumulatively grawn rovenues
from $13.6 hillion ta £28.3 billicn. 8 roughly 7.9% combincd annual growth rate* At the same time, EBIT?
margding also expanded 1% to 12.7%, These companics werg able 1o achisve these rosults amid ang of
the worst LS, coconomic crises since the Great Depression and an uneven glohal envirarment that con-
tinues today. Such strong growth reindorees why they have delivered 5 315% relurn ta thoir sharehelders
owver the past 10 years, compared with 99% for the broader Standard and Poor's 500

Analysis of the industry's wndarlying practices provides insight into some Koy factors that have driven
such strong performance, even in the face of economic headwinds, Attention to robust top-line growth:
sirong bottom-ling and balance shest management: and investment in technology, innavalion, and brands
underpin the performance of Lhese four market eading coatings companies, Understanding cach of these
perfarmnansce [evers inmore depth provides @ readmap for fulure opportunities in the coatings industry.

Frezerted 2s the Meyote Addresds o7 the AGA CoatingsTach Conference, March 12 13, 2013, ir Rogamant, |L.

*Source: Financial earmings staterments of PRG, Snerwin Wiliams. valeoar, and RPM from 2007 to 2013,
“Barnings before interest, Lok, and deprociation, 200 2015

pmipuled Gaged on the curmalative velue of 3100 invested fom 13,3102 20 13/31,12 witn dividends reirvestes in sauh
COMpany’s shack.



IMDUSTRY EXPANSION
AND TOP-LINE GROWTH

The first attribute of successful companics is their
ability 1o consistently grow their top-line revenues.
Between 2002 and 2012, the global coatings industry
has grawn revenues [aster than the global gross domes-
tic product, ingreasing by neacdy $30 hillion, fram $65 1o
$95 billiorm*—ar almost 30% increase. The Lop four Morth
American companizs have done signilicarithy better,
rore than doubling their cumulalive revenues over this
same pericd. This tremendous growth was achigved na
rumber ol ways: through giobalization, Lhrough consoli-
dation, and threugh organic growth based on inoovatian
and brand value, Let us review the history in more detail.

CONSOLIDATION AND GLOBALIZATION

The ceatings industry was highly fragmented 10
years ago, at which time these companies in a financial
posilion to make acguisitions drove cansolidation on 8
global scals. In 2002, the top 10 coatings companies
had combined rovenues of $34.2 billion, equaling 53%
of the industne's tolal revenues. The top three alone—
AwzaNobel, FPG, and Sherwin Willlams generatod
$15.9 hillion, or 243 of the total. By 20112, the revenue
share of the top 10 jumped to 813, with the same top
thiee carning $35.1 hillion, which is approximately 27%
of the Lotal.

An analysis of e major sciuisitions over the past
decade highlights the significant consolidalion and
glabalization that has laken place (Table 1) 3ince
2000, the lzading glabal coatings companias, including
AkzoMobel, FRG, Shorwin Williams, and Valspar. made
£13 billion in acguisitions, of which $12 biNion were for
companies with greater than $200 millign in revenue.
Many of these deals posilionad
the parent company with @ broadey
global reach. As such, acquisilions

at this scale and across regional ‘"‘““[;';*;:i“"
houndarias have been transforma-
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Williams, VYalspar, and RPM—focuscd primarily an the
LLS, market. In the case of Yalspar, its global transfor-
mation ftas bean striking. in 1294, Valspar generated
HT00 milion in revenues, wilh just 5% coming fram
markets outside of the U5, By 2012, the company grew
to $4 billion in revenues, with & more batanced geo-
graphic split of 54% of revenue fram Morth America and
&% internationally.

Furthermaore, suecessful consolidation has enabled
inmovation. Consider the case of packaging coatings.
in which the majar share of the marketl is served by
Walzpar, PPG, and AkzoMabel, The concentration in this
sector allows heatthy compelition while positioning these
individual companies to gameyr sufficient returns to re-
irvesl in product innovation that meets stringenl perfor-
rmEnce, regulalory. and stewardship requirgments,

Table 1 — Wajor lndustry Acquisitions Exceeding $200 Milllan trom 2000 to 20132
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“In the past decade, sustainability and

stewardship have emerged as major

economic and social drivers.”

INVESTMENT IN BRANDS
AND TECHNOLOGY

The tremendous shareholder value generaled over
the past decade was realized not only because of rov-
enue grawth, but also due to strong aporational funda-
menidls—the abilily 1o generate strong free cash How,
right-size cost structures. and
leverage voluime against volatile
and rapidly increasing raw ma-
terials cost, While global reces-
sion and inflation wone slowing
dorwn weaker competitors, the
top companies managed through
and poworcd ahcad.

Particularly during the recent
periods ol dramatically rising
costs of raw materials, the stron
gast companies have set themselves apar, by being able
to at lcast maintain margins with hetter efficiencies. The
price of crude oil, historically a strong bellwethcr for raw
material costs, wenl through A major increase beginning
in 2006, rose rapidly through 2008, and accelerated
again in 2004 following the cwerall market crash of late

Table 2 — U5, Consumer Paint Brand Landscape

2008, This was a challenging tire for coatings compa-
nies, which were compailed o either increase prices to
keep pace with inflation or suffer significant ntargdin loss,
along with sall demand. Industrial and rotail consum-
ers needed 1o understand the prodoct value that woold
justify higher prices, testing the elasticity of the market.
Allhough commaditized products were vulnerable to
margin loss during this period, the power of brands and
differentiated technologies became orfitical in upholding
rmarging and profitability. Those companies that suc-
ceedad in building clear value propositions were able to
command a higher price based on the value and con-
sumer loyatty. Table 2 highlights the name brands in the
Marth Armerican painl market.

Valspar is one of the strangest examples of the
power of branding. Until 2007, Yalspar had largely
besr @ private label architectural paint provider ta its
key retait channel partners, investing little to defing the
Valspar name and brand. Through an aggressive brand-
burilciing initiative, it replaced its private label portfolio
with Valspar-branded products and brought 1o market
innovations in architectural paints, Witk the inlroduction
of peint-and primerinone, improved paint coverage, and
expanded color performance, relail consumers could see
incremental praduct value in their higher spend. At the
sarme e, innovetion was brought to bear on cost say-
ings—through refarmulations, pigment hases, materials
efficiencies such as those for TiQ,,. and total systen cost
reductions through mere robust films and extended coat-
ings lifetimes, Yalspar's strong brand equity audmerted
the valuc of the innovations that it brought o the mar-
ket, giving & clear identity associated with the valus of its
products and aligned with its distribution networks.
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INDUSTRY TRANSFORMATION
THROUGH INNGVATION

We have come a long way sthee Sherwin Williams
inyented the paint reller in the 19408 to pramole do-it-
yourself painting, and 1102 replaced white lesd and litho-
pone as the primary white pigrment in coatings! The de-
cades of the 1950s through the 19805 were fusled by in-
nvation. Synthetic pohymer technology took an early and
increasingly important position in coatings applications,
from the 1950s, at the baginning of broader synthetic
pelymer use in industrial applications, 1o the 1980s, in
which application development advanced to o new ovel,
bringing along techinologies for high solids and water-
herne systems, clectrocoating. and ultraviolst curing.

Mew materials have continued to bring performanoe
improvementls inlo coatings systems, such as heat-
resistant silicones, new effect pigmeants, and Tunclional
materials. In addition to pefarmance improvemeants,
innavation was also directed toward cost savings. For
examplz. film weights were broadly reduced; oolor blend
manufacturing brought capacity improvemsants and lean
manufacturing. In the past decade, sustainakility and
stewardship have emerged as major econamic and &o-
cial drivers. This trend has also led to the intraduction of
hew technologies directed ot diverse end banefits, such
as improved coslescents and continued adaplion of wa-
terborne coatingds to reduce volatile organic compounds
(WOCs) and functinnal energy management technologies
such as |R/salar reflective coatings, The ongoing chal-
lenge for innowation in materials efficiency continues, &
big sucoess far coalings companies has been the signifi
cant reduction of Ti, use coming from new dispersants
and reformations.

Faur main areas of technolody change hawe driven
the innovatlon agenda that has made the coatings indus-
try 50 suUcCessFul

= Transformative technology managdzmant practices,
= Coatings with supericr performance,

o Expandad color capabdlities, and

+ More sustainable practices,

TECHNOLOGY MANAGEMENT PRACTICES

Many industries have undergone a fundamental
shift in how they manage technology. First, marketing
digcipline has heen introduced into the decision pro-
cess by which companies determing the products to
develap and technologies ta pursue. Borrowing from
the practices of consumer businesses, new develop-
ment projects are likely to start with a clgar "voice
of tho customer” or "woice of the market" based an
data and insight of current and cmerging needs. While
“technolegy push™ remains a viable approach to inno-
vation, it is likely matched by “market pull” and a clear
vallue proposition,

Second, improved tools and processes have ensured
more focus of R&D roscurces an the highest value op-
portunities and better execiution. By now, who has not at
least heard of, iF not been consistently praclicing, & staded
development process or design for six sigma? Technology
doveloprnent also has & much broader playing field,
whether through a global laboralory footprint and inter-
rational workfonce or by leveraging external technologies
and cross-disciplinan expertise. Today's coatings compa-
migs can respond to eustorers” needs faster and mare
effactivafy thar_1 at any time in the ndustny's histony

COATINGS
PERFORMANCE

The boundaries of
coatings performance
continue to be chal-
lenged to improve prod-
uct attributes such as
aesthetics, protection,
thurability, sustainahil-
ity, funciionality, and
system cost. Here, the industry has scientific potential
yel 1o be tapped. Some examples are: cross disciplinany
analysis of performance mechanisms in order o desian
materials that mirmic or limit biological functions. na-
noscale system design, and rew functional and respon-
sive materials.

Amare basic apporunity is to address the many exist-
ing and archaic perforrmance test methods that, while rea-
sonabhy successful for benchmarking, leave muoch to be
desired as fast and acouraic predictors of longterm ser-
vice, We have many sophisticated tonls available to cladgy
mechanisims of performance; this information can be
used to design the next gencration of coatings systems.

COLOR AND AESTHETICS

Throughaout its history, color and aesthetics have
helped define the coatings industry. These attributes
enable differentiation, and as such. represent a sub-
stantial marketing platferm for both architectural and
industrial coatings.

The spectrum of available colors and special ef-
fects continues 1o expand, and companies with the
technical and operatichal capability to cost-eMactively
deliver & broad palette are well positioned in the market,
bnnavation in this area has been based on many tech-
nolegies: improvaed pigments and new special effects:
watarborme colorants; dispersants to improve hiding
poewer and efficient pigment use; advances in commer
cial apectrometers (o measure offects: and base systems
to streamling operations, io name & few. However, naw
technclogies from ocutside the conventional coatings
incusley are beginning to revolutionize how calor is man-
aged. Digital color, effects, and texture represertation
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continue ta improve, enabling new oppartunities 1o cap-
ture and share color data. With advances in digital tech-
nelogy, for instance, the paint chip may be replaced with
electronic color selection and consumers can visualize
their homes in a color palette of their choice.

SUSTAINABILITY

Feaw iszues have transformed Lthe global business en-
vironmeant owear the past decade as have corporste social
responsibilty and—specifically for the coatings industne--
enviranmental stewardship and sustainability. The drivers
faor this changeg include the regulatory envivonment at &
basic [ovel. but more importantly, the expanding aware
ness and gndagerment of consumers and the scarcily and
cost of kesources. The leading coatings companies have
addresscd these trends and have introduced a plethera
of innowative and more sustainable products o the mar-
ket Consider the tremendous impact of new praducts
that have climinated substances of concern, reduced
YOCs, increased the use of waterborne technologies,
reduced film weight, and increased the coating's lifetime.
The hest coatings companies have not only erabiled their
customers Lo consarve matetials and energy, but have
implementad such changes in their own operaticns, mak
ing sustainabiliy a key alement of their business model,

LOGKING AHEAD

The leading coatings companias have demanstrated
agility and capacity to grow over the past decades, de-
spite challending circumstances, Their suctess has been

- lae 2013
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“The best coatings companies have not only
erabled their customers to conserve materials
and energy, but have implemeanted such changes
in their own operations, making sustainability a

key element of their business modeal.”

based an realizing global opportunities, strong opera
tichal managemeant, and investment in technology and
brands. Looking ahead, key global macrotrends stand to
further test the industny’s ability to adapt and will provide
apportunities for the strongest companies.

A rapidly expanding middle class is increasing de-
mand for basic materials and services, such 85 housing.
oo, medical gare, and the associated inflrastrocture—
pUting pressure on materials supply and costs, This in
turn rzinforces the need for coalings companies to price
lor value and drive cost offoctiveness and susiainakility.
&t the same time, population demagraphics are shifting
markets and market reguirements, between the young
and aged and national and worldwide, The business
ervironment is becoming broader and mere dynamic
through globalization of markets and supply chains and
enhanced consumer engagement through social media
ard Internet infarmation. Svience continues to advance
ina myriad of ficlds, opening up new presibilities for ex .
ternadly networked companies to meet the new and exist-
ing needs af their customers.

The environmeart will be changing, bt what remains
the same is that those companies who rely on these key
sucoess factors will be well positioned to adagpt. grow.
and profit for decades to come. @
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