Owmthla Challener
Cealings feah
Contrinuting Wiy

It is hard to betieve, but the end of another year is fast approaching. As 2012 draws to an
&nd, major weather events, political elections, and a lgoming fiscal eliff owpy the general LS,
news headiines. Whal were the top newsmakers for painl and coatings during the past vear?
That depends an who you ask, of course. Collected below are the comments of poople involved
in various aspocts of the paint and coatings market, including representatives from 8 paint man-
ufacturer {Diana Strongosky, vice president of research & development for the Global Supply
Chain at The ShervinWilliams Companyl, a raw material supplicr {Eric 1. Kaiser, marketing
directar for Arkema Costing Resing). a distributar [Kirm Keenig and Marlin Will, lechnical sales
support represenlatives for Paints, Inks, Coalings & Adhesives at MNexeo Solutions), twa consul-
tants (Michael On Brown, presidenl, StrategyMark, Inc. and Goorge Pilcher, vice president, The
ChemQuest Group, Inc) and, from the American Costings Association, an industry analysl (Allen
Irish, direclor of industry sffairs and counsel) and technobogy axpert (Steve Sides, vice president,
ecience. technology, and environmental policy}.

SALE OF DUPONT'S PERFORMANCE COATINGS BUSINESS

Aithough DuPont's perlormance coatings busingss was not acouired by & rival paint com-
pary and no eonsolidation of the industry will occur as 8 result, this sale ta investment firm
Carlyle Group LP for $4.9 hillion was considered by many to be the top newsmaker of the year.

"DuPont's performance coating business is the nurmber four paint provider globally, s this
zale s significanl for the industry, but it is also impartant in the broader context of the chamical
industiy,” states Michaesl O. Brown of StrategyMark. Ing., “With this transaction, DuPont has final
ized 8 process that it began in the 1980s to exit the paint and coalings industry &s il converts
itself from a successful chomical gianl W a company focused on agricutture and nutrition, ad-
vanced materials, and bictechnology.”

In addition, Brown belisves that the new management will be rmuch more focusaed an Lhe
husiness than DuPoht has been in recent years. This will have a positive impact on the industry,
particularly with respect to Lhe automaotive scgrnent. “As a result, the competitive envirenment
in the sectors in which the business participates could ehange. Overall, though, it will be healthy
far the business and for the industry,” Brawn asserts.

DuPont cepects that the wansaction will be completed n the first guatsr of 2013,
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STRONG NORTH AMERICAN
PAINTING SEASON

A surprising—hut very positive piece of news [or the
pairt and coatings industey in Marth dmerica in 2012
was Lhe unexpected heshh of the architectural paint
market, “Considering the coptinued economic issues and
the fact that the GFP is growing al jusl 2.5%, il is quite
impressive that the Morth American architectural markct
appears to be growing at closc o 10%," notes Brown.
He adds that the growth is due to meore than jusl a good
painting season. L has continued into the third guarter,
and thus reflects improvements in the fundamontals of
the housing market, which is seging incressad housing
starks, more turnower in general, and greater expendi-
[ures an repairs.

Furthermeare, .5, paint sales this yoar carried a
majar part of the glabal architectural coatings groswth,
and parformed much better than Europe and China.
According to Brown, this has boon vory good for paint
manufatturers in the region. Raw material suppliers,
howeaver, did nol benefit as much, Because there has
been a measurable amount of cvorstocking by manufac-
turers, the strong sales of coatings were nol fully passed
through in the dermand for raw materials.

Fortunately for both formulators and supplicrs, Brown
beligves that the current conditions in the Morth American
architectural hame paint segment bode well for 2013,
and that next year should bring ancther gaod scason.

TITANILM DIOXIDE {TIC )

Cnie of the bigoest stofcs in 2012—in fact, 8 car
rvover from 2011 was the supply of Haniem dioxide
I:TiClz]- and all azsociated jssues, including pricing and
improving hiding efficicncy, “Even though the height of
the supply issues has taperaed ofl, there is still strong
awareness because Til ia such a orftical ingredicnt
for the industry,” obseryes Diana P. Strongosky, of The
Sherwin-Williarms Comparny.

TiD? was a huge topic of discussion far all paints,
inks, coatings, and adhesives customers of distribulor
Mexeqo Solutions, according Lo Kim Koenig, because ris-
ing costs were having a real impact on the total cost of
paint formulations, "All beyers of Ti, spant time locking
for replacemenls Lo effectively lower the cost of their
formulas, which allowed distributors 1o bring thern alter-
native products that could do just thal. Cuslomers wete
definitely more open to out of the box!' thinkihg. ared
conseguently, we had additionat opporfunities to sell our
product lios, " she sayve, Kosnig expacts that, with the
eost of Til, remaining Tairy strang, customers will con-
tinug to ook for altematives in 2013,

Herwever, globally the price of titanium dioxide has
fallen since reaching a plateau four or five months aga.
"Whilg the market was struggling with supply in 2011,

cversiccking has now becorne an issue, and this soften-
ing will eontinue fir the nest sis to 12 manths,”™ Brown
commenls. L appears that, when allocations were an-
nounced in 2011, many paint companies purchased a
lot of cacess material uut of Tear of veduced availability
and rising prices. Destocking then began at the outset of
the fourth quarter, and cominues, Brown does note that
the strong Morth American paint seasen helpad Lo mili-
gate the impacl in Lhat region somewhat, but the effects
have been strong in Europe and Asid.

Tightening of the Tid, market is cxpected t0 otour late
in 2012, with prices rising once again. Brown believes
that this tightening will Lake place bafore any new sup-
ply is available (such as the new capacity announced by
DuPont, scheduled to come on stream naear the end of
20153, and that il will be absorbed by increasing demand.

RAW MATERIAL COSTS

High reaw malerial costs were 8 real issue in 2011,
and continued to make news in the carly part of 2001 2.
For Arkema, coverade of the volatile raw malerials mar-
ketz has shown how important itis for the company 1o
ind innoyative technalagy to help customers better man
age costs. according to Eric L Kaiser, Arkema's market-
ing elirecior.

Forlunatety, raw matenial supply and pricing has
stabilized overal in 2012, and enabled all participarls
in the coatings industry supply chain to shift their RE&D
back Le innovation and business development, accanding
to Strongosky. "Sinee 2008 and the economic decline,
raw material prices bave heen very high, and many have
been in short supply. As a result, rescurces have been di
rected at reformulating in order to keep exisling prodoots
en the markel Mow that there has been some pricing
stabiization, more companics are refocusing their efforts
on preakthrough innovetions”

Cwer the pasl lwo decades, campanies have. in
large part, been. practicing "incremaeontal improvement”
rather than transformational producl design, according
to George Filcher, of The ChemQuest Group. "Strategic
creation of value-added plattorm technologias and new
priducts is praferable 1o intremental improve ment fo-
cused on value-maintenance. Fortunately, throughout
2012, and to some extent in 2011, An increasing num-
ker of such transformalional products have been brought
L the market. This type of innovation is required for the
coatings industry to be truly suctessiul.”

The increased interest in investing in innovation
seems to have eon reflected in the attendance at
the dmerican Coatings Cenference that took place in
Indianapalis, IM in May. Orawing over 1000 partici-
pants. the 2012 ACC was the best attended coalings
technical conlerance in the world, according 1o Steve
Bidas, ACA's vice president of science, technology And
emvironmental policy.
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SLOWING DEMAND IN CHINA

While many of these news items are pasitive in
naturz, this ana is nol. Strong demand in China heas
served as a driver of grawth for coalings and many other
industry sectors. Unfortunately, it appaars that this solid
growth can no longer be counted on. “Chingse demanid
i= slowing, with the consumption of chemicals oif in
general, and weaknesscs obsenved in certain segmenits.
including bullding and construction, which are of key
importance for the coatings seclor,” explaing Browr,

He adds thal expors are also down, largsly due to the
dependence of China on sales to Eurgpe, which have
declined oue to the economic problems that region is
currently experiencing. Complicating the situation is the
fact that Chinese coating manufacturers, like those in
Marth America, alao built up inventaries of commaodities,
and destocking is occurring thore as wall, “As 8 result,
there has been 3 shift in 2012 from Chinass dominance
to a rise in the importance of the U5, market. Europe
cannct be expecied to be & growth driver for some time,
and now that there is a gueslon about Ching, Lhe Tulure
demand Mar coztings in that countyy depends heavily an
whethar economic polivies can be put into place that will
enahls the return of strong growlh,” Brown concludes,

SUSTAINAEBILITY REMAINS A KEY ISSUE

Mary news stories in 2012 have centared around
sustainability, both in Lhe form of educational events fo
cused on the topic. and significanl reporling on regulatoey
trends and alher sustainatie formulating issues, accord-
ing to Kaiser, “Sustainabilily and regulatory compliance
are key lactors driving new product developrient and in-
novaticn in the cealings industry, and Arkera is pleased
Lo ke 1 significant contributor Lo suslainakle solutions
far our cuslomers,” he comments. Adds Sides: “The ap-
parant cxpansion of green building standards and green
chemiatry lagisiation and regulation has created new op-
portunities for companies to senve ermerding customer in-
lerests." Addrossing issles such as air gqualily, health ard
safaty, and Lhe need far lower- o zercVOC formuladions
are all begoming part of Lhe everyday activities within the
paint and coatings industry, aceording to Strongasky.

Faor Pilcher, Lhe fact that sustainability is herc to stay
means more opperiunities for both raw material suppli-
ers and larmulaters, especially with respect to renevwable
materials, “'Grean’ is Lhe topic of the day—it's avery
whera, and this fact is unlikely to change in the years
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ahead. We are just hedinning to tap the potential for gen-
crating witally imponant binbased versions of important
starting rmatcriats we currently obtain from fossil fucls, as
well as new manamers upon which to buiid new, vaiue-
added. highar-periormance palymers for use in paints
and coatings.” he noted, "There gre also now biorenow-
able solvents. The possibilities are practically endless,
and. thus, g0 are 1the apportunitics for creating innovative
soluticns to curment prablemns.”

CONTINUED iMPACT OF GLOBALIZATION

Maintaining a global perspective continucs ta be a
hey Lo sunoess in the coatings industey. “In 200013, we saw
many news atores ahout coatings producers investing
in devetoping econocmies,” noles Kaiser, "The sustainod
slowdowr in the overall LS. and Eurapear stanomies
has mativated many coatings producers 10 accalarsta
their efforts to diversify their global market participation,
Successful raw material suppliers will be those who ..

. have put resources into product techinology and the
capabilitics reguired to supporl their customers whorever
they operate around the world.”
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“With so many new ways to
communicate, open innovation
will ultimately become the norm.”

EXPANSION OF OPEN INNOVATION
INITIATIVES

The idea of cpen nnovation was discussed more in
2012 than in any provious year, "Parlnering has become
mare acceptabla as more companies are coming t real-
ize they cannot inncvate at the level required far veal
suceess using anly their internal resouress.” ohserves
Stongosky, “Internal and external collabaration hias
become a critical companent of suceess, and we expect
that this trend will be just as. or possibly even more,
important in 20013, With so many new ways to communi-
cate, open inngvation will uhimately become the noem."

The paint and coatinds industry doas, in fact, SUPPOT
a significant amount of the basic research carricd out by
univarsilies and govermmeont-supported laboratories, ac-
cording to Pilcher, While such activity iz more prevalent
in Eurnpe, 1 does coour in Morth Awerica and bsiz. “Such
participation is a mechanism for the industry to help re-
sgarchers that do not have industry expericnoe cvaluate
the commercial viability of technotogical breakthroughs,”
he comimerts, As a result, advances have besn made in
nano- and bictechnologies applicable to paints and coat



ings. as well a5 in more traditional chemistry arcas, such
az resin, additive, crosslinker, and pigment lechnologies.
Filcher alsd prinks out that most new product announoe-
ments are reiated to news parlicles, poiymers, processes,
or coatings rathor than new molecules or monomers.
"For such technologies o be comverted inte successiully
launehed products, however, lechnical and marketing
personnel at formulators and ingredient devalopers must
he aware of the: research boing carried out and be able
to recognize potential applications for the now materi-
als,” asserts Pilchar, “That is where a corporate culture
thal has fostersd innovative thinking among i1s ermploy-
2BE COMES in.™

MEVW FEDERAL TRADE COMMISSION
DEFINITIONS FOR ‘GREEN’ CLAIMS

A recent announcerment by the WS, Federal Trade
Cormmission could have significant implicaticns for both
e material suppliers and paint formulators. The agency
issued new, tougher slandards for grocn marketing
claims, Tho new Green Guides redquire substantiation of
claims such as "degradable,” "recyclable,” “recyeled comn-
tent™ and “composlable.” Clarification is also provided
for other terms, including "carbon offsets,™ "nen-toxic,”
and "renewable gnergy.” Torms not being addressed
include "sustainable," “natural,™ and “organic,” kecause
there is 8 lack of sufficient basis Lo da so or, in the case
af “organic,” & guideline has already been established by
the LS. Department of Agriculture.

While: the FTC guides are not rules or regulations,
Lhe agency oan issue warnings and fines, Marlin Will,
o technical sales suppart representative for the Paints,
Inks, Coatings. & Adhesives business of Mexgo Solrtions,
paints cul Lhat the guides will limit what the distributors
customers can call “recyclable,” “degradalklc,” "contain-
ing regycled contont,” “compostable,” “carbon offsets,”
"non-toxic," e, and will requirc many of them 1o do
significant tasting to in erder Lo substantiate their claims.
"For customers that have been specifying some of our
products for gegen applications, thore may now e a
substantial delay in the final approval of these praducts,”
Will cormmented. “Some of our customers may also wilh-
dranw soime claims for existing products, We will also be
making sure that aur supphers have net made wnsub
stantiated clairms that petentially put us at Ask a5 their
reprosontatives.” The grealesl impact is likely to be scon
in 2013 as the FTC stops Up enfaicemenl.

ADOPTION OF THE CLOBALLY
HARMONIZED SYSTEM FOR PACKAGING
AND LABELING

The alignmenl of the: U.2.'s Hazard Commmunication
Standard {HCS) with the Globally Harmonized Systern of
Classification and Labeling of Chomicals (GHS) has fun-

damartally changed how worker health
and safety inlerrmation for costings

will b composed and formatted,
accarding to Sides, The Dooupaticnal Safety and Health
AdrfrisLealion [(DSHA) submitted its final ruls to the
Office of Wanagemeant and Budget (OMB] in Gotober
2007, far rovicw, and it was published in the Fedars!
Regisler on March 26, 2012 Employees must be trained
regarding the new label elements and safety data sheet
format by Decombor 1, 2013, By December 1, 2015,

all cornpanies must be in compliance with all provisions
of the rulg. This will have signiffcant implications for
haterial Safety Data Sheet and label sulhoring, puts-
lighing, distribution, and management. Thare are also
reviged criteria for the classification of hazardous chemi-
cals that will moan companies need to re-avaluate how
their substances and mixtures are classified, "Coalings
rmanufacturers and raw matergl suppligrs will need 1o
comply with the changes, which will take remendous
eosl ancl effort,” stated Sides,

DISCONTINUATION OF THE L.5. CENSUS
CURRENT INDUSTRIAL REPORTS

For those that closely track the porfarmance of the
LLE. paint and coatings industry, work became a lot more
challending in 201 2—the first year withaut the Current
Industriak Report (CIR) program of the LS. Census
Buregu, The CIR program prepared accurate data on the
produclion arnd shiprment of a large number of manufae-
tured praducts, including paints and coatings. This infor-
mation was invaluahble far market analysis, forecasting,
and decisinn-rmaking within the industry, “*The CIR reparts
wors an chiective, independent source of data on the
industry that is no longer available, making iL maore Jiffi-
cult now for analysts to develop a redlistic idea of what is
going on in the indestry,” sayvs ACA™s Allen Irish. =Without
this information, the markect is definitely going 10 be less
transparent.”

The ACA's LLE, Paint & Coalings houstry Market
Analysis report, which was propared by The Chem Guest
Group and issued arly in 2012, is the last industry
repert of its kind to be prapared using Census Burgau
data, lrish neiled. G

S, what will dorinate the coatings headlines
for 20H.37 Stay tuned | . . and check out
gdch issue af CoatingsTech,
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