THE M&A

The coatings ihdustry has taced turkualenl
Lrries in the: last twe to three vears. Exceedingly
high growth preceded drastic draps in demand s
the global recession took hold. Fortunalely, the
improved results in 2010 indicate that some loyvel
af recovery 5 underway. The ecanomic situation
remaing uncertain, however, and expaclations far
2011 —while hopelsl—are hasitant, Merger and ac-
quisition activity in the coating supply chain clesely
follows the business climate. Analysts believe that
many buyers and sellers are andiously waiting for
zigns of roal rocovery that will signal the go-ahead
Lo wnahe maore desls.

Far the chemical industry in genaral, thore are
mare companies for sale and 2010 MEA aclivity is
up A9% over the same period in 2009, according
1o Price Waterhause Coopers (PWES) in its report
~hermics) Compounags: Second Quarler 2010
Global Chamical Indusine Mergers and Acquisitions
Anansis.” In addition. the valus of M&A deals Lhat
closed i the first half of 2010 was higher than
the value of deals occurring in the same periad in
200%. Furthermore, the data does nol rellect the
many deals thal ase currently in progress, Both
buyers and sellers are doing move due diligence
and being more cautious, and as & result, hese
fransactiaons are taking longsar to closc than in the
past. With the incregsced number of deals in the
pipeline, Lthough, aclivily is anticipated by PWE to
sk up cven farther in future quarers.
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This news is gocd for the chemical industry.
Furlher analysis of M&A activity provides aoditional
reasch Tor a positive outiook far the remainder of
2010 and into 20410 In goneral, thene is a trend
lewward (ewer Big deals during econamic down-
turns, and this trend held true for the ocwerall chem-
ical industry in the last couple of yoars. Howewver,
MW reports an increase i Lhe siqe ol deals oh-
scrvicd 0 the pipeling indicating that the aveorago
deal size will incresse in the near future. Currently,
the credit markets remain somewhal Light, 0 stra-
tedic buyors with gocd financials cantinue to have
an advanlage. Companies with strong balance
sheats are using M&EA a5 a taol for repositioning
and growth, according o PWE, But private equity
is pelting more involved al Lhe bidding slage lhese
days, which is an indication that credit markets arc
improving. Mot surprisingly, 65% of chermical indus-
try deals over S5 million in value were “cross bor-
dor,™ with Asia Pacific, Morth Amarica. and Sauth
America experiencing Lthe most activity.

What the PWC analysts did lind surprising was
the consistont lovel of Ma&A activity in the chemi
cal induslry cyver the past 13 vears, despile vary-
ing econamic climates. While the value of WMEA
desls declined during pocr economic pericds, the
actual aumber of deals remained airly constant.
This discrepancy in valuc and valurme during ece
namic downlorms iz doe 1o g decling in the num-
her of large deals, which has a significant impact



or the avorall value of M&d activily but little im
pact on the overall numbeor of deals. Smaller scals
MEA gotivity conlinues unabated during goad and
poor coonomic conditiohs as companies seek to
find competitive advantage through the sale or
purchase of non-core/complementarny product
lines ar technologiss.

Cine of the fow major deals in Lhe chemical in
dustry i the secaond quarter of 2010 was the aonui-
sition of Cognis by BASF. This deal will affccs both
the porsonal care and coatings industries. BASH
made this purchase on the heels of its aceuisilion
af Ciba in 2000, which was one of two major deals
that took place at or near the boallom ol the reces,
sion. "These two companics are quality properies,
and if BASF can successfully integratc them into
its businesses. it will become a visble challenger to
Bk in the additives space.” abservas Michasl D
Browin, managing partner of TZ Chemicals. a Perth-
based management consulling M. -

The other significant deal thal occurred in
2009 was the acquisition of Rohm and Hass
Company (R&H} by The Dow Chermical Comparny.
Befare this closcd, it went through: some difficult
times. Unlike tre failed Huntsman-Hexicn merger,
though, Dow managed Lo fellow through and cam-
plete the acquisitian. In doing so, Dow Lok & sig
nificanl slep tirward becoming a specialty-focused
comparty, according Lo Brown, Following the acqui-
sition, Dowe became the warld's largest supplier of
actvlic technology, while the integrated RED busi-
nosses ara benefiing from back integration in key
raw materials. Thiz doal also spawned olhers—Lhe
sale of the Dow/REH powder coatings business
to AkzoMabel and Dow's UCAR emulsion business
Lo Arkerna. | he acquisition of Hercules by Ashland
wWas another large lransaction with impact on the
onatings incustny

The most recon? deal to be announced is Lhe
merger of Momenlive Peformance Matorials
Haldings with Haxian, the parenl of Hexion
Specially Chemirals, 1o form a new global specially
chemicals and advanced materials company un-
der the Momantive name, Private equily campany
Apolle Management cwns both businesses and is
looking to gain some synergies in cverhead, salos

arid marketing, and possibly manutacturing ij.e.,
cost cutting), aceording L Brown. [ will also be
casicr for Apollo to exit the business through ore
initial puklic offering (PO} rather than twa,

There have also bean notable MEA doals
leading to consclidalian in Lhe eoaling forrmula
tion spacc. Two of particular note include the
purichases of 10 by AkroMobel and the acquisiticn
af Sigmakalon by PPG. AkcoMobel continues to eu-
pand its global presence. In Septembar 2010, Lhe
campary announced that it is acquiring Changzhou
Prirne Autamolive Painl So., Lid., one of China's
largest autametive refinish suppliess. Althowgh not
an faociostion, AkFghobel's recont announcemeant
thal it has been seleclied by Wal Mart to be the
primarny paint supplier far the retailer's LS. slores
indicates its growing position inthe Unived States.
FPG indicated in early Septembers 20010 that it
plans to haegin Wad activity again, with a fucus o
balt on paints and coatings acquisitions in emerg-
ing markets.

In fact, many multi-national frins are logking to
acquire BUsiNCSsos in emearging markets such as
Asia, Eastern Europe, and | atin America, Sherwin-
Williams has baen aclive, for exampls, buying both
Mowth Amcrican cormpanies with large numbers of
painl slores g% well as international firms. kMost
recently, the company announced the finalizaticn
at its purchasc of Sweden-based Becker IndusLrial
Froducls AB. Cther recent international purchases
[y Sherwin-Williams include Saverlack Industrial
Wond Coatings (Haly). Altax [protective coalings—
Foland], Eursnawy {protective coatings—Partugal}
and Inchem Holdings International Lid. (industrial
roatings  Singdapore),

These deals are much smallcr tham the pur-
chases made by PRC and fkeoMobel, however, [t
is clear that 3W is incroasing its global footprint, bual
uriclear how Lhese acouisitions fit with their core-
competency of controlled distribulion and compam-
cwnad paint stores, which is its typical modal in
Math America,” Brown sotes. “If Sherwin-williams
wants 1o be a real international player, they need
tir riake & much bigder acquisition. The company
is up against PPG and Aksohoobel who are growing
Lath organically and through acquisitions.”

“Further analysis of M&A activity provides
additional reason for a positive outlook
for the remainder of 2010 and into 2011.”
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“Plenty of companies have
built up cash reserves and want
to buy, but sellers are waiting

for valuations to rise.”

Whatewver its strategy. Sherwin-Williams
rermained active in WM& throughout the reces
sion. Olher companies, such as RPM and Allana,
were as well, Many small deals throughout the
coating supply chain did lake place n 2008 and
2008, as indicated far the goneral chemical in-
dustry by PWEC, But where do things stand as the
end of 2010 nedars and he beginning of 2011 is
just around the carner?

One coatings M&s cxpart beligves that as long
as the key coating erd markets—holusing and Au-
lemotive—remain depressed, Ma&A aclivily in thess
coating scotars will alen remain below normal. Wika
activity will pick up, bulwhen itwill do so is oo
hardd 1o predict at this point, At the rmoment, thans
i5 a roal imbalance, with many mare buyers tharn
sellers. Plenty of companies havo built up cash re-
serves and want to buy. but sellers are waiting tor
valuations to rise. Some of those potential sellers
wiare actually an the block botore the recassicn, but
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withdraw fram the market when prices became Loo
depressed. Mese coinpanies will fkely be for sale
again when the ecancimy fully recowers,

Brown agrees that therm: seems 1o bo pent up
dermand, He helieves that the tight oredit market is
still holding many cormpanies back, "Even though
many firms have emerfed from the reccssion with
largic cash reserves, they still wark to leverage Lheir
positicon gand are wailing o et mone credit,” be
explaing, As impotantly. ho adds: “There aiso stil
remaing a lot of uncerainty in the market righl fnow,
And rany companies are hesilanl Lo make an acqui-
sition whean it iz very difficult 1o judge how the markel
might perfarm even o few months from now.”

Possitie targets for acguisition in the coming
rnonlhis inglude firrms emerging from bankruptoy
and recrganization. Purc play companics with
clear business plans that can add specific valus o
Lhe: purchaser also tend to attract attention, With
regard to sectors within tho coatings industry, Lhe
resin and powder costings markets conlinoe 1o
be ripe for consolidation, as is the additive space.
Particular aveas of possible activity inchude the
whit pigrment and UY stabilizer mearkels,

In all of Lhese greas and many others in the
coatings industry, Briven hopes 1o sog increased
W84 activity because he believes i will provide
thuch peeded renrgarmization within the ndustry,
“There are a lot of chemical busincssos—perhaps
hundreds. that qurrenthy do ool reside wilky their
‘nalural ewvners',” he states, These divisions ar
business Units within larder firms are generally not
related to the main activilies of 1he companies and
lypically the technalogies da not it with the corpa-
rate core capakilitics. A% a result, the focus of the
compary lies elsewhers and hese businesses do
rat receive the necessary funding and thus do mol
pororm as they could if they had the righl “owner,”
“In thve: end, Lhis siluaticn leads to tremendous inef
ficiencies in the valus chain that can be eliminaled
if thizge businesses are placed in the right bomea,”
sayvs Brown. "And, it is as bad now as | have ever
saan it, mostly as o result ot the recession ard the
inabiltty of companies Lo recognize how much the
wiarld arcund them has changed. which in essence
iz o lack ot stratedic planning, When WM& aotivity
picks up. some of bese companies hopefully will
be foreed to evaluate those non-core busineszes
and recogdnize that their roe value can be realized
anly if they belong with the right owncr.” @



Selected Coatings Industry Acguisitions, 2007-2010

Acquiring Company

007

Walzpar
YWalspar
Mader Group (Francse]
Flasticolors
AlkzaMobel ..

AkzoMNobel International
Protective Coatings Div.

shenmvin-Williams

SherwinYiliams

Sherwin-Williams
Shenvin-Williams
Sherwin-Williams
RPM Rust-Oloum Div, e,
RPM Carboling Div. ..................

Eonjarmin Moara
Benjarmin Moore

Source: Kusumyar, Merfl & Growpey

... Dane Group
TSR Goatings

... Specialty Coatings

Arguired Compary

&rigs Coil Coatings 5.4.ge C.Vp
H.E. Fuller Powder Coalings
R&H Aute coatings business
FAH Universal Golor Disparsion ...
Chemeraft Holdings Corporation.....
CellCote

Rrnnor Sayerlac

ICl India’s aulo refinish business ...

Champion Coatings

Sigrmakalon
M4 Bruder

Finnaren & Haley Marine & ...
Industrial Products Buesiness

Elementis Chemical Specialties ...
Glabal Pigments Business

Waolstenholme Group Ltd.
COATEX business fram Gmya. ...
flillennivem Chemicals ..o
Lyondell
Eode Chemia
E. Woods

United Coatings

Hydro-Stop

Fedarated Paint and
Midwest Lacquer

Crosslink Technolagdies .o

215t Contury Coatings Lid........
Barchers

Comments

High-performance coil coatings; Mexico
Powder coatings

Autoimative coatings

Pigment dispersians

Wond coatings in Marth America

Chio maintenance coatings company

Brazilian architecturaltindustrial

cogtings cormpany

Incorporated into Asia PPG — 550 JY with
Asian Paint

Marine high-performance coatings company
in Tennesses

$2.2 billion deal

Cwvar 130 stores; archibectural, commercial,
and industrial coatings

Architectural coatings; 41stores—
closed planl 2009

Automotive coatings

Uruguay; industrial coatings

Mexico; industrial maintenance coatings
UK calorants

LK spacialty coatings

KMaring and industrial coatings

5140 million deal; pigments

Specialty pigrnents

Palyrnersidispersants

51.2 billion deal — made Cristal #2 in TIO,
Basic raw materials; solvents

Biocides

Fipe, maintenance coatings

Specially coalingz

Manufacturer of protective coatings for the
canstruction industny

Manufacturer of sustainable wator-basad
raafing and walerprocing systems

Genmany: protectivermaintenance coatings
Liguid coatings and lacouar paint products

hvcured adhesives, coatings, multifunclional
oyancacndates, epowy coatings, encapsulants
Flugrinated polyurethans coatings

Additives

Ragional paint producer in Philadelphia
Paints, varnishes, and industrial coatings
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