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Key Stock Statistics 

52-Week Price Range  $42.19-65.00 

Market Capitalization (B) $5.96 

Shares Outstanding (M) 116.9 

Institutional Ownership 76.5% 

60-Month Beta 0.73 

Dividend Yield 2.70% 

Price/Earnings (ttm) 12.7 

Price/Book 3.83 

Price/Sales 0.77 

ROA (ttm) 11.5% 

ROE(ttm) 28.1% 

Projected 5-Year Growth 4.3% 

EPS ($)  

Year 2006 2007 2008 2009E 2010E 2011E 

EPS 4.31 4.84 4.08 3.25 3.79 4.36 

All earnings represent earnings from operations and have been filtered 
from net nonrecurring gains.

 

Valuation Models 

Discounted Cash Flow $63.27 

Economic Profit $63.27 

Dividend Discount Model $66.27 

  

 

INVESTMENT THESIS 

Sherwin-Williams is a leading firm in the domestic 
coatings business. With 3,346 company owned stores 
in the U.S., Sherwin-Williams has a strong foothold on 
the market which primarily serves professional 
contractors. Professional contractors are ideal 
customers due to their brand loyalty, willingness to 
upgrade, and their acceptance of price increases. The 
companyôs domestic operations generate strong cash 
flows that allow the company to pursue opportunities in 
emerging markets and return cash to shareholders 
through share repurchases and dividend payments. 

z (+) We expect the company to see higher gross 
margins in 2009, which should help partially offset 
lower expected unit volume. Sherwin-Williams put 
through two paint price increases late last year 
and we expect raw materials costs to be lower as 
well. 

z (+) Sherwin-Williams is well positioned to gain 
market share in the U.S. The long-term trend 
driving this gain is a shift away from DIY painting 
to increased professional contracting work. The 
companyôs large network of stores primarily 
targets professional contractors.  

z (+) The Rhode Island Supreme Court decision 
favoring Sherwin-Williams in a public nuisance 
suit removed a large potential liability from the 
company. We think the ruling diminishes the 
threat of ongoing public nuisance litigation for the 
company. 

z (-) Management expects revenues to decline in 
2009 and provided earnings guidance between 
$3 and $4 a share for the year. This historically 
wide estimate reflects uncertainty facing the 
industry and company.  

z (-) Sherwin-Williams has relied on acquisitions to 
boost the companyôs operations. Management 
expects little M&A activity this year, which will 
hinder inorganic growth, especially in the Global 
Finishes Group. 

S&P 500 

SHW 
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EXECUTIVE SUMMARY 

We maintain our BUY rating on Sherwin-Williams 
Company. Despite the economic downturn, the 
company has held up well, falling just 7% versus a 
decline of 40% for the S&P 500 over the past 52 weeks. 
We think the company has outperformed many of its 
peers because of its solid business model that targets 
professional contractors in the U.S. 

The professional contracting business is less price 
sensitive than the more competitive DIY (do-it-yourself) 
segment that supplies coating products through home 
centers and mass merchandisers. Sherwin-Williams 
initiated two price increases in 2008, and will keep 
these increases in 2009, despite expectations for much 
lower input costs this year. While the company expects 
a mid single digit decline in sales this year, we think the 
higher gross margins will help boost earnings as paint 
volumes recover in 2010. We maintain our BUY rating 
on Sherwin-Williams and a twelve month target price of 
$63. 

COMPANY DESCRIPTION 

The Sherwin-Williams Company
1
 provides paint, 

coatings and related products to professional, industrial, 
commercial and retail customers. Founded in 1866 with 
headquarters in Cleveland, Ohio, Sherwin-Williams 
operates primarily in North and South America, but also 
conducts operations in Europe and Asia. 

The majority of sales for the company are in the 
architectural segment for homes and commercial 
businesses. It is worth noting that only 10% of the firmôs 
sales are in new construction, a segment that has seen 
a massive contraction over the last two years and is 
expected to see little if any growth in the near future. 
The companyôs Architectural Repaint sales are primarily 
driven by personal discretionary spending which has 
declined significantly since the U.S. officially entered a 
recession in late 2008. Sherwin-Williams generated 
23% of its sales outside of the U.S., and we think 
international sales will continue to grow faster than 
domestic sales as the company looks abroad for growth 
opportunities.  

  

     

 

 

 

 

 

 

 

                        

 

 

The company operates in three segments: the Paint 
Stores Group, Consumer Group, and the Global 
Finishes Group. 

 

 

                    

             

 

 

 

 

Sherwin-Williams 2008 
Revenues by Segment 
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Paint Stores Group 

The Sherwin-Williams Paint Stores Group operates 
3,346 paint stores located in all 50 states of the U.S, 
and in Canada, Puerto Rico, and the Caribbean. These 
stores sell paints, stains, coatings, caulks, applicators, 
wall and floor coverings, spray equipment and related 
products. The Paint Stores Group mainly serves 
professional architectural and industrial painting 
contractors, but also includes residential and 
commercial builders, property owners and managers, 
OEM product finishers and DIY painters as customers. 
Through these stores, Sherwin-Williams offers several 
branded products, including: Sherwin-Williams, ProMar, 
SuperPaint, A-100, Duron, PrepRite, Duration, 
MasterHide, ProClassic, Classic 99, MAB, Columbia 
and ExpressTech. 

In 2008, the company opened 100 new paint stores and 
closed 79 redundant store locations. In addition, the 
group launched one new product, Resilience 
MoistureGuard exterior latex paint. This paint resists 
moisture 50% faster than conventional latex paint, so 
contractors and homeowners can paint longer without 
worrying about dew or impending rain. For 2009 the 
company expects to open approximately 20 new paint 
stores, but Sherwin-Williamsôs long-term goal is to 
expand its domestic store count by 3% annually to 
4,000 paint outlets in North America.  

Consumer Group  

The Consumer Group sells branded and private label 
paint products through retailers across North America 
and conducts research and development, 
manufacturing and distribution operations for the 
company. Products sold include branded, private label 
and licensed paints, stains, varnishes, industrial 
products, wood finishing products, wood preservatives, 
applicators, corrosion inhibitors and aerosols. The 
segmentôs branded products include: Dutch Boy, 
Krylon, Minwax, Thompsonôs Waterseal, Pratt & 
Lambert, Martin Senour, H&C, White Lightning, Dupli-
Color, Rubberset, Purdy, Dobco, Bestt Liebco, Accurate 
Dispersions, Uniflex, VHT, Kool Seal and Snow Roof. In 
these retail outlets the Consumer Groupôs primary 
customers are the Do-It-Yourselfers, but professional 
painting, industrial and flooring contractors are also 
reached through this channel. 

In this segment Sherwin-Williams also owns 11 
manufacturing plants, 30 distribution centers and a 
research and development facility that support the 
companyôs overall operations.  

Global Finishes Group 

The Global Finishes Group manufactures and sells a 
variety of product finishes, automotive finishes, 
protective and marine coatings, and architectural 

coatings. This segment operates 541 stores, but also 
sells its products through home centers, discount 
stores, and independent paint dealers. The global 
finishes group sells architectural paints, stains, 
coatings, varnishes, industrial maintenance products, 
wood finishing products, applicators, OEM product 
finishes and high performance interior and exterior 
coatings for the automotive, aviation, fleet and heavy 
truck markets. 

The following branded products are offered through this 
segment: Sherwin-Williams, Dutch Boy, Krylon, Kem 
Tone, Minwax, Thompsonôs WaterSeal, Pratt & 
Lambert, Martin Senour, Ronseal, Tri-Flow, Marson, 
Metalatex, Novacor, Loxon, Colorgin, Andina, Lazzuril, 
Excelo, Napko, Baco, Planet Color, AWX, Ultra, Ultra-
Cure, Kem Aqua, Sher-Wood, Powdura, Polane and 
Sumare. 

The global finishes group opened 22 new paint stores 
in this segment in 2008, including 17 in Latin America 
and two in India. As in the past, we expect future 
growth in this segment to come from small acquisitions 
that will allow the company to buy market share in 
existing markets, or enter new geographic markets. 

Segment Operating Results 

Declining economic activity in the U.S. and abroad 
reduced Sherwin-Williams revenues by 3% to $7.98 
billion in 2008. With a heavy concentration in the U.S., 
sales in the Paint Stores Group declined 2.4% and 
Consumer Group sales fell 3% year over year. Sales in 
the Global Finishes group increased 7.8%. Before 
considering growth from acquisitions made in 2007 and 
2008 and currency gains experienced in the first half of 
the year, the segmentôs sales rose just 2.9% year over 
year. 

 

 

 
Source: Sherwin-Williams company filings 

Sherwin-Williams Annual 
Revenues by Segment In Billions 
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Operating margins fell across all three segments during 
2008 primarily due to rising energy prices that affected 
raw material costs during the year. In addition, asset 
impairments and currency fluctuations reduced 
operating margins further in the fourth quarter of the 
year as the recession hit the paint industry and a 
stronger dollar negatively affected Sherwin-Williamôs 
international operations. 

 

 

 

For 2009, we expect company-wide sales to fall 8% 
with all three segments experiencing a decline in sales 
for the year. In the U.S., we think the Paint Stores 
Group and the Consumer Group will see negative sales 
growth of 8% and 5% respectively as the U.S. 
consumer reduces discretionary spending and the 
domestic housing market continues to slump. We see 
international sales in the Global Finishes Group 
declining 10% year over year as the global economy 
contracts further and as a stronger U.S. dollar will 
reduce dollar denominated sales. With the reduction in 
sales, we expect the companyôs operating margins to 
narrow to 7.5% from the 9% margins earned in 2008. 

RECENT DEVELOPMENTS 

4
th
 Quarter Results Miss, Negative Outlook for 2009 

On January 22, 2009, Sherwin-Williams reported 4
th
 

quarter and full year results for 2008 that were beneath 
analystôs expectations. The company earned $.42 per 
share for the quarter, well beneath the average 
estimate of $.53 per share.

2
 The market reacted by 

taking the stock down 12% on the news and negative 
outlook. The company offered a dismal outlook for 
2009: CEO Chris Conner commented, ñWe see no 
immediate, meaningful improvement ahead in the end 
markets we serve, and we are unable to predict when 

any noticeable improvement will occur.ò For its 2009 
guidance, the company expects to earn between $3.00 
and $4.00 per share, which is a much wider estimate 
than given in previous years. This wide forecast reflects 
the uncertainty the company faces as declining 
consumer spending, a continued weak housing market 
and volatile commodity prices will impact the company 
in 2009.  

 Fourth quarter results were a major drag on the 
companyôs annual earnings as all three operating 
segments experienced negative year over year 
quarterly sales and earnings results. Sluggish demand 
by professional contractors and the DIY market reduced 
sales in the Paints Stores and Consumer Groups. A 
stronger dollar in the fourth quarter led to an 
unfavorable currency translation that had a material 
impact on sales for the Global Finishes Group. 

 

 

 
 

Higher raw materials costs were a major factor for the 
declining year over year operating margins incurred by 
the Paint Stores and Consumer Groups in the first three 
quarters of 2008. In the fourth quarter, asset 
impairment charges and lower sales reduced margins 
for these groups. Unfavorable currency translation and 
higher raw material costs reduced operating margins for 
the Global Finishes Group. 

   

 

 

 

Sherwin-Williams Annual 
Operating Margins by Segment 

Source: Sherwin-Williams company filings 

Source: Sherwin-Williams company filings 

Sherwin-Williams YoY Quarterly 
Growth in Sales by Segment 
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Public Nuisance Litigation Update 

Sherwin-Williams is involved in a number of legal 
proceedings, many of them surrounding the companyôs 
former production of hazardous lead paint. In 2006 the 
State of Rhode Island found the Sherwin-Williams 
company along with other defendants guilty of causing 
or contributing to a public nuisance caused by lead 
paint, and ordered the firms to abate the public 
nuisance. The State estimated it would cost the 
defendants up to $2.4 billion to fulfill their obligations.

3
  

Sherwin-Williams, along with two other defendants 
appealed the decision and on July 1, 2008, the Rhode 
Island Supreme Court reversed the prior judgment on 
the basis that the complaint failed to state a public 
nuisance claim as a matter of law.

4
 Following this 

decision, the State of Ohio and several cities within that 
state voluntarily dismissed similar actions against the 
company. However, Sherwin-Williams is still engaged in 
similar legal proceedings with the State of California 
and The City of Milwaukee.  

Following the State of Rhode Islandôs decision and 
other favorable decisions made in recent years, we 
think the threat of litigation risk against the company 
based on the theory of public nuisance will be negated 
in the future. 

INDUSTRY TRENDS 

 Industry Leaders Acquiring Growth 

The five largest firms by global market share in the 
paint industry accounted for 46% of industry sales in 
2008.

5
 These companies have grown partially by 

acquiring small firms over the past several years. 

Acquisitions have allowed these large players to enter 
new geographic regions and new market segments. 

 

 

                          

 

However in 2008, the coatings industry witnessed two 
large acquisitions among the top ten global competitors. 
Azko Nobel completed its acquisition of ICI, the 
industryôs third largest player for $14 billion and PPG 
acquired SigmaKalon, the 10

th
 biggest industry 

competitor for $3.2 billion. Beyond these large deals, 
smaller acquisitions are more common for the industryôs 
largest firms. Since 2006, PPG has acquired 16 
companies, including SigmaKalon. 

Many of Sherwin Williamôs most successful brands 
were acquired in recent years including Dutch Boy, 
Thompsonôs MinWax, Pratt & Lambert and Duron. In 
2007-2008, the company made ten small acquisitions. 
So far in 2009, the company has announced a definitive 
agreement to purchase Altax, a woodcare coating 
company with 70 employees based in Poland whose 
products are sold in central Europe.

6
 

Given the poor state of the economy and the tightened 
credit markets, we expect industry M&A activity to 
decline sharply in 2009, and to shift towards smaller 
deals in the immediate future. However, we expect 
further industry consolidation in the future as industry 
leaders purchase market share. 

Decline of U.S. Industrial Coatings Segment 

Currently the Industrial Coatings segment comprised 
24% of total U.S. paint volume in 2008.

7
 We expect this 

percentage to decline over the next several years as we 
think U.S. manufacturing will continue to struggle 
against foreign competition and transition overseas. In 
this recession, manufacturing output has already fallen 
substantially by the end of 2008, and much of this 

2008 Coating Industry Leaders 
by Global Market Share 

Source: Coatingsworld.com 

Sherwin-Williams YoY Quarterly Growth in 
Operating Margins by Segment 
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domestic output might not return when the economy 
improves. 
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In addition, new state and national environmental 
regulations will make the domestic coatings business 
less competitive relative to the global market. In July of 
2008 California enacted a law requiring the 
manufacturing industry to reduce the usage and 
emission of volatile organic compounds (VOCSôs). This 
legislation will increase compliance and reformulation 
costs for paint manufacturers and in turn, increase 
costs for the manufacturing industry. In 2007 Maine 
imposed a 25 cent per gallon tax on all paint sold in the 
state to cover previous and future environmental 
cleanup costs incurred by the State. We expect 
additional legislation in the future as Governments seek 
further environmental regulation. 

Transition Away From DIY Painting 

In the U.S. architectural coatings segment, a 
pronounced trend has occurred over the past twenty 
years. The demand for professional contracting has 
grown while coatings demand from the DIY customer 
base has declined. We believe this trend is consistent 
with other ñconvenienceò trends, with consumers 
shifting preferences away from household repair and 
maintenance work to contracting out specialized labor 
to perform such tasks. While the rate of change 
demonstrated by this shift has slowed from 1997 - 
2007, we see potential for this trend to continue in the 
future. Based on changing demographics we think the 
aging baby boomer generation will rely on professional 
contractors to meet their painting needs. 

Given the overall decline in consumer spending in this 
recession, we think this preference trend could reverse 
in the short-term as consumers may cut labor costs and 
simply paint for themselves. Based on previous 
recessions, the DIY segment could gain 3-5% of market 
share on professional contractors until the economy 
improves.

8
 While this temporary shift will negatively 

affect Sherwin-Williams as a whole, the companyôs 
Consumer Group should see a benefit through an 
increase in sales. Specifically, the consumer group is 
positioned mainly through mass merchandisers, which 
should see greater demand as DIY customers trade 
down from the more expensive home centers. Sherwin-
Williams manufactures Walmartôs ColorPlace paint and 
has significant retail shelf space with the DutchBoy and 
Krylon Brands.  

 

 

 

MARKETS AND COMPETITION 

The U.S. coatings industry is mature, experiencing an 
average decline in revenue growth of 2% over the past 
five years and it is expected to grow between 2-3% per 
year through 2013.

5
 The previous five year decline 

occurred primarily as industrial demand for coatings 
declined during this period.  

The coatings industry is fragmented, with the top ten 
companies generating 50% of domestic paint sales and 
the top 50 firms producing 80% of domestic paint 
sales

5
. 

 

1 Sherwin-W illiams

2 PPG

3 Valspar

4 Masco

5 ICI

6 Dupont

7 RPM

8 Comex

9 Akzo Nobel

10 Benjamin Moore
 

Source: St. Louis Federal Reserve 

U.S. Manufacturing Output 
Seasonally Adjusted 

U.S. Coatings Industry 
Top Manufacturers - 2007 

Source: Sherwin-Williams Investor   Presentation 

U.S. Architectural Coatings 
Customer Makeup 

Source: Sherwin-Williams Investor    
              Presentation 
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There are four traditional segments in the coatings 
industry, and the architectural segment is the largest 
with 51% of domestic volume in 2007.  

 

                 

 

The architectural segment includes household paints, 
wood finishes and architectural lacquers. Competition in 
this segment is price based, although firms have 
achieved some differentiation through innovation and 
the usage of branding. In addition, firms differentiate 
themselves by targeting specific customers within this 
segment. For example, Valspar is positioned to target 
the DIY market by selling its products through home 
centers and mass merchandisers such as Home Depot, 
Lowes and Walmart. In 2008, five home centers and 
mass merchants accounted for 60% of the companyôs 
sales.

9
 

 

 

         

 

In contrast, Sherwin-Williams has targeted professional 
contractors by adding retail outlets across the U.S. In 

doing so, the company has captured a large share of 
the domestic professional contract painting business, 
as most contractors purchase paint through paint 
stores. The company has an industry leading retail 
footprint with 3,346 paint stores in the U.S. Its closest 
competitor based on store count, ICI, has just 579 
stores.  

        

 

 

 

 

 

                    

 

This retail expansion strategy has paid off well for 
Sherwin-Williams, as over the past twenty years the 
architectural paint segment has shifted towards a 
professional contractor base and away from DIY 
customers. We expect this trend to continue, further 
boosting Sherwin-Williams market share and growth 
opportunities in the U.S. We think the companyôs scale, 
achieved through its market leading store base, 

Paint Stores 
94% 

Other 
4.7% 

Home 
Centers 

2.4% 

Hardware Stores 
.6% 

Source: 2009 IBIS World Paint    
              Manufacturing Report 

Coating Industry Segments 

Source: Sherwin-Williams Investor    
              Presentation 

 

2007 DIY Channel Share, U.S. 

2007 Contractor Channel Share, U.S. 

Source: Sherwin-Williams Investor    
              Presentation 
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manufacturing plants and distribution network is a 
competitive advantage and a significant barrier to entry 
that should allow the company to maintain its 
leadership position in the U.S.    

The industrial and special purpose coatings segments 
make up 49% of the domestic market. Industrial and 
special purpose coatings are used during the 
production of finished goods and as such, customers 
require specialized coatings for their products. While 
several of the large competitors in the industry have 
substantial industrial operations, the specialized 
requirements of this segment have allowed a large 
number of niche coating companies to survive in this 
segment. 

Sherwin-Williams generated approximately 23% of its 
U.S. revenues from the industrial and specialty coating 
segments in 2008. The company has previously grown 
market share in this segment by acquiring smaller 
competitors. 

While the U.S. is a mature market, emerging market 
economies provide excellent growth opportunities for 
the paint industry. 

 

 

 

 

Sherwin-Williamôs Global Finishes Group, which 
includes the companyôs international operations, 
generated 23% of total sales in 2008. The companyôs 
international operations are concentrated in South 
America, but recently the company has expanded into 
India and Asia with the acquisitions of NITCO Paints in 
2008 and Imchem Holdings in 2007. NITCO sells 
architectural paints through 3,000 dealers in India and 

Imchem provides industrial coatings in 15 countries 
throughout Asia. 

In the future we expect the Global Finishes Group to be 
the fastest growing segment of the company. Besides 
gaining organic growth in these markets, we think the 
company will continue its record of acquiring small 
international competitors, and pursuing joint ventures 
and partnerships as its primary strategy for future 
growth. 

Sherwin-Williamôs strong market position and pricing 
power can be seen through the companyôs leading 
gross and operating margins and is also reflected by its 
high return on equity of 33.5%. 

 

Company Market Cap (B)

Gross

Margin

Operating

Margin ROE

Akzo Nobel 9,242 35.3% 6.5% 7.3%

Home Depot 41,429 33.6% 6.1% 13.0%

Lowes 27,357 34.2% 7.3% 12.9%

Masco Corp. 2,624 24.8% 5.6% 5.4%

PPG Industries Inc. 7,029 36.8% 5.7% 14.4%

Sherwin-Williams 5,958 43.9% 9.0% 33.5%

Valspar Corp. 2,084 28.5% 8.1% 9.2%

Average 13,675 33.9% 6.9% 13.7%  

 

In addition, Sherwin-Williams earned this return on 
equity while maintaining an unlevered balance sheet 
relative to its peers. Even after including the companyôs 
operating leases, Sherwin-Williams debt to total capital 
ratio is just 21%. 

 

Company Cash Total Debt

% Due Within 

3 Years

Debt to

 Cap

Akzo Nobel 2,233 5,151 35.7% 35.8%

Home Depot 519 11,434 37.3% 21.6%

Lowes 245 6,060 22.1% 18.1%

Masco Corp. 1,028 3,915 40.3% 59.9%

PPG Industries Inc. 1,045 3,912 13.6% 35.8%

Sherwin-Williams 26 834 15.7% 12.3%

Valspar Corp. 90 923 28.4% 30.7%

Average 741 4,604 27.6% 30.6%  

 

 

 

Source: Akzo Nobel Investor   
  Presentation 

Liters of Paint per Capita 

Emerging Market 
Opportunities 

GDP ú thousands per capita 

All figures in USD Source: Reuters and Company 
Filings 

 

Profitability Analysis 

Liquidity Analysis 

Source: Reuters and Company 
Filings 

 

All figures in USD 
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ECONOMIC OUTLOOK 

With operations based primarily in the U.S, Sherwin-
Williams is greatly affected by changes in the U.S. 
economy. U.S. Gross Domestic Product (GDP) is a 
measure of the countryôs production of goods and 
services, and is a good indicator of the health of an 
economy. In the second half of 2008, GDP weakened in 
the third quarter and fell sharply in the fourth quarter. 
We expect GDP to remain negative through the first 
half of 2009. Following the weaker year over year 
comparison figures, we think second half 2009 GDP will 
rebound slightly. 

We think the U.S. government spending that is primed 
to recharge the economy will have little immediate 
impact on the paint and coatings industry. More 
important, we look for an uptick in consumer spending 
as an early sign of a paint industry recovery.  

  

     

  

 

Another key indicator of a turnaround in the paint 
industry is existing home sales. Once existing home 
sales stabilize, which we think will occur within the next 
year, existing homeowners will return to the real estate 
market and in the process, demand more paint 
products as existing homeowners prepare their homes 
for sale or as new buyers repaint their new homes. 

 

Raw materials represent 80% of the cost of paint, and 
just under half of the total raw material cost is derived 
from petroleum based inputs.

8
 Sherwin-Williams uses 

derivative contracts to hedge these input costs, but 
unlike many of its peers, the company does not 
disclose its hedge positions.  

Oil prices rose to a peak of $145 a barrel in July of 
2008 before falling to a 52 week low of $35 a barrel in 
January of 2009. The price of oil has since rebounded 
to $50 a barrel as OPEC announced plans to reduce oil 
production by 4.2 million barrels a day

10
, cutting global 

output by 5% to offset falling energy demand. We look 
for oil to continue to stabilize and trade in a range $50 - 
$55 a barrel by the end of 2009.   

 

Sherwin-Williams has exposure to foreign currency with 
operations in South America, India and Asia. The 
predominant foreign currency for the company is the 
Brazilian Real. The global economic crisis experienced 
over the past several months sent panicked investors to 
the dollar, strengthening it relative to most major 

Source: The Wall St. Journal 

U.S. Quarterly Real GDP 
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currencies in the world. The strengthening dollar hurt 
Sherwin-Williamôs results in 4

th
 quarter, reducing dollar 

sales in the Global Finishes Group by 9.7%. 

We expect the U.S. dollar to remain strong over the 
next 6-12 months, but think foreign investors will 
eventually exit the dollar as uncertainty is removed from 
the economy. As this shift occurs we think the dollar will 
weaken significantly in the future. 

      

 

 

CATALYSTS FOR GROWTH 

Sherwin-Williams is the largest producer of paint in the 
U.S. and based on the companyôs dominant store 
format, we think the company has pricing power that 
can help offset a decline in sales. The company sells 
the majority of its paint through these stores to 
professional contractors. We think professional 
contractors provide Sherwin-Williams with a stable and 
loyal base of customers who are more tolerant of price 
increases than the DIY market.  

According to a KeyBanc survey of contractors, the price 
of paint is a distant fourth in terms of what is important 
to a contractor. Price comes behind customer service, 
quality of products and quantity of products. In addition, 
the actual cost of paint is just 15% of the total cost of a 
paint job, making it less important than other factors to 
the end customer.

11
 We think Sherwinôs competitors are 

at a disadvantage because these firms sell the majority 
of their architectural products through retailers and 
home centers which accommodate the price sensitive 
DIY customer base.  

In 2008 Sherwin-Williams executed two price increases 
that will remain in effect for 2009, despite expectations 
for a sharp decline in raw material costs. The company 

expects selling prices to be 4-5% higher year over year. 
While company management forecasts sales to decline 
in the mid single digits in 2009, we think the 
combination of higher paint prices and lower raw 
material costs will help offset this decline, and carry 
earnings momentum forward as paint volumes rebound 
in the future.  

INVESTMENT POSITIVES 

z Following the large decline in oil prices over the past 
several months, we expect the industry to see 
declines in petroleum-based raw materials costs that 
will favorably impact gross margins in 2009.  

z Sherwin-Williams is well positioned to gain market 
share in the U.S. The long-term trend driving this 
gain is a shift away from the DIY painting to 
increased professional contracting work in the U.S.  

z The company has several competitive advantages in 
the U.S. coatings market. Sherwin-Williams has a 
large manufacturing and distribution network that 
give the firm economies of scale. In addition, the 
companyôs 3,346 paint stores primarily service 
professional contractors, who are typically more 
brand loyal and less price sensitive than customers 
in the DIY segment.  

z The Rhode Island Supreme Court decision favoring 
Sherwin-Williams reduces the threat of the ongoing 
public nuisance litigation for the company. 

INVESTMENT NEGATIVES 

z The majority of Sherwin-Williamôs business is closely 
tied to the health of the U.S. economy, which is in 
the middle of a severe recession. Although the 
company has diversified its revenue streams, all 
major coating segments both domestic and 
international have been affected by the economic 
downturn.  

z In previous recessions, the professional contractor 
segment typically lost market share of 3-5% to the 
DIY retail segment.

8
 Sherwin-Williamôs U.S. paint 

stores primarily target the professional contractor 
segment, and will be negatively affected until 
economic conditions improve.  

 

 

 

Source: Dailyfx.com 

Brazilian Real per One U.S. 
Dollar 
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VALUATION 

Based on company guidance, we expect Sherwin-
Williamsôs sales to decline by 8% in 2009 as the 
economy continues to pressure the paint industry. We 
believe a larger decline in sales volume will be partially 
offset by retail price increases that went into effect last 
year. Also, we expect higher gross margins due to 
lower raw materials costs expected for 2009. 

Starting in 2010 we expect company sales to grow 
between 3-6% per year led by continued expansion in 
the Global Finishes Group and increased store count 
for the Paint Stores Group. Beyond 2016 we model the 
company to grow in perpetuity at 2% per year, using a 
weighted average cost of capital of 7.61%. We assume 
a constant gross margin of 44% and selling, general 
and administrative expenses of 33.5% which are both 
slightly conservative when compared with the 
companyôs historical average figures. 

Modeling these estimates into DCF and EP models, we 
arrive at a target price of $63 for the Sherwin-Williams 
company. With the company current trading at $50.83, 
we see 24% upside potential based on our valuation. 
Despite the poor economic conditions both in the U.S. 
and abroad, we think Sherwin-Williams has a 
sustainable competitive advantage in the U.S. coatings 
market and at its current price, which is less than our 
intrinsic value estimate, we rate the stock a BUY. 

We would consider changing our rating to HOLD or 
SELL if any of the following events were to materialize: 

z Should the U.S. economy deteriorate 
significantly beyond 2009, further threatening 
the coatings industry and Sherwin-Williamôs 
valuation.  

z If the shift in market share away from 
professional contractors to the DIY segment is 
greater than expected, or if this shift becomes 
permanent beyond the current recession. 

z If Sherwin-Williamôs pending litigation becomes 
a material threat to the company. 
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Sherwin-Williams Company

Key Assumptions of Valuation Model

Current Share Price $50.83 As of 4/7/09

Shares Outstanding 116,835 Taken from Sherwin William's 2008 Annual Report

Market Capitalization $5,938,723 As of 4/7/09

Effective Tax Rate 33.3% Sherwin William's 2009 Guidance

Normal Cash as % of Sales 0.5% Based on 5 year historical average, excluding outliers

Risk Free Rate 3.72% 30 year T-Bond, taken from Bloomberg on 4/7/09

Market Risk Premium 5.00% Henry Fund consensus estimate

Beta 0.87 Taken from Bloomberg, 3 year weekly vs. S&P 500

Cost of Debt, after tax 5.89% Calculated on the WACC page

Cost of Equity 8.07% Calculated on the WACC page

WACC 7.61% Calculated on the WACC page

CV Growth Rate 2.00% Conservative growth estimate

DCF Target $63.27

EP Target $63.27

Dividend Discount Model $66.27

 



Important disclosures appear on the last page of this report. 

Sherwin-Williams Company

Revenue Forecast

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

 Paint Stores Group 4,844,596 4,955,294 4,834,897 4,448,105 4,626,029 4,811,071 5,027,569 5,253,809 5,490,231 5,737,291 5,909,410 6,027,598

     % Sales Growth 11.3% 2.3% -2.4% -8.0% 4.0% 4.0% 4.5% 4.5% 4.5% 4.5% 3.0% 2.0%

 Consumer Group 1,364,179 1,311,624 1,272,068 1,208,465 1,244,719 1,275,837 1,307,732 1,340,426 1,373,936 1,408,285 1,443,492 1,472,362

     % Sales Growth -1.9% -3.9% -3.0% -5.0% 3.0% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.0%

 Global Finishes Group 1,593,243 1,731,231 1,865,964 1,679,368 1,738,145 1,807,671 1,898,055 2,030,919 2,173,083 2,325,199 2,441,459 2,490,288

     % Sales Growth 10.7% 8.7% 7.8% -10.0% 3.5% 4.0% 5.0% 7.0% 7.0% 7.0% 5.0% 2.0%

Total Revenues 7,809,759 8,005,292 7,979,727 7,335,937 7,608,893 7,894,578 8,233,356 8,625,154 9,037,250 9,470,775 9,794,361 9,990,248

     % Sales Growth 8.6% 2.5% -0.3% -8.1% 3.7% 3.8% 4.3% 4.8% 4.8% 4.8% 3.4% 2.0%  
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Sherwin-Williams Company

Income Statement

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

 Paint Stores 4,844,596 4,955,294 4,834,897 4,448,105 4,626,029 4,811,071 5,027,569 5,253,809 5,490,231 5,737,291 5,909,410 6,027,598

 Consumer 1,364,179 1,311,624 1,272,068 1,208,465 1,244,719 1,275,837 1,307,732 1,340,426 1,373,936 1,408,285 1,443,492 1,472,362

 Global Finishes Group 1,593,243 1,731,231 1,865,964 1,679,368 1,738,145 1,807,671 1,898,055 2,030,919 2,173,083 2,325,199 2,441,459 2,490,288

Total Revenues 7,809,759 8,005,292 7,979,727 7,335,937 7,608,893 7,894,578 8,233,356 8,625,154 9,037,250 9,470,775 9,794,361 9,990,248

Cost of goods sold 4,395,119 4,406,365 4,480,927 4,086,117 4,245,763 4,420,964 4,610,679 4,830,086 5,060,860 5,303,634 5,484,842 5,594,539

Gross Profit 3,414,640 3,598,927 3,498,800 3,249,820 3,363,131 3,473,615 3,622,677 3,795,068 3,976,390 4,167,141 4,309,519 4,395,709

Selling, general & administrative expenses 2,511,544 2,597,121 2,643,580 2,604,258 2,663,113 2,696,788 2,758,174 2,889,427 3,027,479 3,172,710 3,281,111 3,346,733

Other indirect operating expenses 23,446 17,530 19,319 14,672 15,218 15,789 16,467 17,250 18,075 18,942 19,589 19,980

Impairment of trademarks & goodwill 1,383 16,123 54,604 0 0 0 0 0 0 0 0 0

Income before interest and taxes 878,267 968,153 781,297 630,891 684,800 761,037 848,036 888,391 930,837 975,490 1,008,819 1,028,996

Interest expense 67,162 71,630 65,684 72,421 63,527 66,358 68,060 69,712 71,773 74,067 76,549 79,021

Interest & net investment income 24,611 14,099 3,930 1,100 1,141 1,184 1,235 1,294 1,356 1,421 1,469 1,499

Total other income, net -1,404 2,321 -5,068 -1,474 2,437 -5,321 -1,548 2,559 -5,587 -1,625 2,687 -5,867

Income (loss) before income taxes 834,312 912,943 714,475 558,096 624,852 690,542 779,663 822,532 854,832 901,218 936,426 945,607

Income taxes 258,254 297,365 237,599 185,846 208,076 229,951 259,628 273,903 284,659 300,106 311,830 314,887

Net income 576,058 615,578 476,876 372,250 416,776 460,592 520,035 548,629 570,173 601,112 624,596 630,720

Weighted average shares outstanding - basic 133,579 127,222 116,835 114,597 109,869 105,543 100,877 96,756 92,919 89,277 85,818 82,716

Net income (loss) per share - basic 4.31 4.84 4.08 3.25 3.79 4.36 5.16 5.67 6.14 6.73 7.28 7.63

Dividends per common share 1.00 1.26 1.40 1.45 1.60 1.77 1.96 2.16 2.39 2.64 2.91 3.14  
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Sherwin-Williams Company

Common Size Income Statement

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

 Paint Stores 62.03% 61.90% 60.59% 60.63% 60.80% 60.94% 61.06% 60.91% 60.75% 60.58% 60.33% 60.33%

 Consumer 17.47% 16.38% 15.94% 16.47% 16.36% 16.16% 15.88% 15.54% 15.20% 14.87% 14.74% 14.74%

 Global Finishes Group 20.50% 21.72% 23.47% 22.99% 22.84% 22.90% 23.05% 23.65% 24.05% 24.55% 24.93% 24.93%

 Total Revenues 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Cost of goods sold 56.28% 55.04% 56.15% 55.70% 55.80% 56.00% 56.00% 56.00% 56.00% 56.00% 56.00% 56.00%

Gross Profit 43.72% 44.96% 43.85% 44.30% 44.20% 44.00% 44.00% 44.00% 44.00% 44.00% 44.00% 44.00%

Selling, general & administrative expenses 32.16% 32.44% 33.13% 35.50% 35.00% 34.16% 33.50% 33.50% 33.50% 33.50% 33.50% 33.50%

Other indirect operating expenses 0.30% 0.22% 0.24% 0.20% 0.20% 0.20% 0.20% 0.20% 0.20% 0.20% 0.20% 0.20%

Impairment of trademarks & goodwill 0.02% 0.20% 0.68% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Income before interest and taxes 11.25% 12.09% 9.79% 8.60% 9.00% 9.64% 10.30% 10.30% 10.30% 10.30% 10.30% 10.30%

Interest expense 0.86% 0.89% 0.82% 0.99% 0.83% 0.84% 0.83% 0.81% 0.79% 0.78% 0.78% 0.79%

Interest & net investment income 0.32% 0.18% 0.05% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02%

Total other income, net -0.02% 0.03% -0.06% -0.02% 0.03% -0.07% -0.02% 0.03% -0.06% -0.02% 0.03% -0.06%

Income (loss) before income taxes 10.68% 11.40% 8.95% 7.61% 8.21% 8.75% 9.47% 9.54% 9.46% 9.52% 9.56% 9.47%

Income taxes 3.31% 3.71% 2.98% 2.53% 2.73% 2.91% 3.15% 3.18% 3.15% 3.17% 3.18% 3.15%

Net income 7.38% 7.69% 5.98% 5.07% 5.48% 5.83% 6.32% 6.36% 6.31% 6.35% 6.38% 6.31%  
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Sherwin-Williams Company

Balance Sheet

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

Cash & cash equivalents 469,170 27,325 26,212 36,680 38,044 39,473 41,167 43,126 45,186 47,354 48,972 49,951

Short-term investments 21,200 0 0 0 0 0 0 0 0 0 0 0

Accounts receivable, less allowance 864,972 870,675 769,985 733,594 760,889 789,458 823,336 862,515 903,725 947,077 979,436 999,025

Inventories 825,179 887,465 864,200 880,312 890,241 907,877 922,136 966,017 1,012,172 1,060,727 1,096,968 1,118,908

Deferred income taxes 120,101 104,600 97,568 76,197 85,311 94,280 106,447 112,300 116,710 123,043 127,850 129,104

Other current assets 149,659 179,515 151,240 146,719 152,178 157,892 164,667 172,503 180,745 189,415 195,887 199,805

Total current assets 2,450,281 2,069,580 1,909,205 1,873,502 1,926,663 1,988,979 2,057,753 2,156,462 2,258,539 2,367,617 2,449,114 2,496,792

Goodwill 916,464 996,613 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712 1,006,712

Intangible assets 285,922 351,144 299,963 277,740 255,517 233,294 211,071 188,848 166,625 144,402 122,179 99,956

Deferred pension assets 387,668 400,553 215,637 161,728 164,962 168,262 171,627 175,059 178,561 182,132 185,774 189,490
Other assets 125,971 138,078 124,117 132,047 136,960 142,102 148,200 155,253 162,671 170,474 176,298 179,824

Plant, property and equipment:

Land 76,515 83,008 85,485 89,759 94,247 98,960 103,908 109,103 114,558 120,286 126,300 132,615

Buildings 513,488 561,794 580,216 620,831 664,289 710,790 760,545 813,783 870,748 931,700 996,919 1,066,703

Machinery & equipment 1,372,184 1,516,534 1,564,221 1,673,716 1,790,877 1,916,238 2,050,375 2,193,901 2,347,474 2,511,797 2,687,623 2,875,757

Construction in progress 87,585 65,322 26,560 27,888 30,677 33,744 37,119 40,831 44,914 49,405 54,346 59,780

Property, plant & equipment, gross 2,049,772 2,226,658 2,256,482 2,412,195 2,580,090 2,759,732 2,951,946 3,157,618 3,377,694 3,613,188 3,865,188 4,134,856

Less: allowances for depreciation 1,220,991 1,327,286 1,396,357 1,546,156 1,699,437 1,856,940 2,018,783 2,185,087 2,357,757 2,537,039 2,723,187 2,916,467

Property, plant & equipment, net 828,781 899,372 860,125 866,039 880,653 902,792 933,163 972,531 1,019,936 1,076,149 1,142,001 1,218,388

Total assets 4,995,087 4,855,340 4,415,759 4,317,767 4,371,468 4,442,141 4,528,526 4,654,865 4,793,043 4,947,486 5,082,078 5,191,163

Short-term borrowings 369,778 657,082 516,438 421,517 449,872 464,276 477,017 491,644 508,093 525,540 544,247 559,541

Accounts payable 779,369 740,797 738,093 696,914 722,845 749,985 782,169 819,390 858,539 899,724 930,464 949,074

Compensation & taxes withheld 236,930 224,300 194,787 205,406 213,049 221,048 230,534 241,504 253,043 265,182 274,242 279,727

Accrued taxes 61,246 70,669 58,510 44,603 49,938 55,188 62,311 65,737 68,318 72,025 74,839 75,573

Current portion of long-term debt 212,853 14,912 13,570 15,186 14,896 15,082 15,325 15,623 16,059 16,536 17,069 17,533

Other accruals 414,639 433,625 415,338 396,141 410,880 426,307 444,601 465,758 488,012 511,422 528,895 539,473

Total current liabilities 2,074,815 2,141,385 1,936,736 1,779,767 1,861,480 1,931,886 2,011,957 2,099,656 2,192,064 2,290,429 2,369,757 2,420,921

Long-term debt 291,876 293,454 303,727 297,926 301,631 306,508 312,468 321,186 330,720 341,377 350,663 358,190

Postretirement benefits, non pension 301,408 262,720 248,603 241,145 233,911 226,893 220,086 213,484 207,079 200,867 194,841 188,996

Other long-term liabilities 334,628 372,054 321,045 327,466 334,015 340,696 347,509 354,460 361,549 368,780 376,155 383,678

Total Liabilities 3,002,727 3,069,613 2,810,111 2,646,304 2,731,037 2,805,983 2,892,021 2,988,785 3,091,412 3,201,452 3,291,416 3,351,785

Common stock 971,508 1,123,233 1,243,509 1,283,698 1,327,130 1,374,067 1,424,792 1,479,611 1,538,853 1,602,876 1,672,066 1,746,840

Retained earnings 3,485,564 3,935,485 4,245,141 4,451,485 4,692,401 4,966,581 5,289,019 5,628,196 5,976,349 6,342,121 6,717,256 7,088,536

Treasury stock, at cost -2,202,248 -3,074,388 -3,472,384 -3,633,720 -3,944,801 -4,257,162 -4,616,558 -4,967,156 -5,324,763 -5,695,490 -6,080,083 -6,461,864

Cumulative other comprehensive income -262,464 -198,603 -410,618 -430,000 -434,300 -447,329 -460,749 -474,571 -488,808 -503,473 -518,577 -534,134

Total shareholders' equity 1,992,360 1,785,727 1,605,648 1,671,463 1,640,431 1,636,158 1,636,505 1,666,079 1,701,631 1,746,034 1,790,662 1,839,378

Total Liabilities and Shareholder's Equity 4,995,087 4,855,340 4,415,759 4,317,767 4,371,468 4,442,141 4,528,526 4,654,865 4,793,043 4,947,486 5,082,078 5,191,163  
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Sherwin-Williams Company

Common Size Balance Sheet

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

Cash & cash equivalents 6.01% 0.34% 0.33% 0.50% 0.50% 0.50% 0.50% 0.50% 0.50% 0.50% 0.50% 0.50%

Short-term investments 0.27% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Accounts receivable, less allowance 11.08% 10.88% 9.65% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%

Inventories 10.57% 11.09% 10.83% 12.00% 11.70% 11.50% 11.20% 11.20% 11.20% 11.20% 11.20% 11.20%

Deferred income taxes 1.54% 1.31% 1.22% 1.04% 1.12% 1.19% 1.29% 1.30% 1.29% 1.30% 1.31% 1.29%

Other current assets 1.92% 2.24% 1.90% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%

Total current assets 31.37% 25.85% 23.93% 25.54% 25.32% 25.19% 24.99% 25.00% 24.99% 25.00% 25.01% 24.99%

Goodwill 11.73% 12.45% 12.62% 13.72% 13.23% 12.75% 12.23% 11.67% 11.14% 10.63% 10.28% 10.08%

Intangible assets 3.66% 4.39% 3.76% 3.79% 3.36% 2.96% 2.56% 2.19% 1.84% 1.52% 1.25% 1.00%

Deferred pension assets 4.96% 5.00% 2.70% 2.20% 2.17% 2.13% 2.08% 2.03% 1.98% 1.92% 1.90% 1.90%

Other assets 1.61% 1.72% 1.56% 1.80% 1.80% 1.80% 1.80% 1.80% 1.80% 1.80% 1.80% 1.80%

Plant, property and equipment:

Land 0.98% 1.04% 1.07% 1.22% 1.24% 1.25% 1.26% 1.26% 1.27% 1.27% 1.29% 1.33%

Buildings 6.57% 7.02% 7.27% 8.46% 8.73% 9.00% 9.24% 9.43% 9.64% 9.84% 10.18% 10.68%

Machinery & equipment 17.57% 18.94% 19.60% 22.82% 23.54% 24.27% 24.90% 25.44% 25.98% 26.52% 27.44% 28.79%

Construction in progress 1.12% 0.82% 0.33% 0.38% 0.40% 0.43% 0.45% 0.47% 0.50% 0.52% 0.55% 0.60%

Property, plant & equipment, gross 26.25% 27.81% 28.28% 32.88% 33.91% 34.96% 35.85% 36.61% 37.38% 38.15% 39.46% 41.39%

Less: allowances for depreciation 15.63% 16.58% 17.50% 21.08% 22.33% 23.52% 24.52% 25.33% 26.09% 26.79% 27.80% 29.19%

Property, plant & equipment, net 10.61% 11.23% 10.78% 11.81% 11.57% 11.44% 11.33% 11.28% 11.29% 11.36% 11.66% 12.20%

Total assets 63.96% 60.65% 55.34% 58.86% 57.45% 56.27% 55.00% 53.97% 53.04% 52.24% 51.89% 51.96%

Short-term borrowings 4.73% 8.21% 6.47% 5.75% 5.91% 5.88% 5.79% 5.70% 5.62% 5.55% 5.56% 5.60%

Accounts payable 9.98% 9.25% 9.25% 9.50% 9.50% 9.50% 9.50% 9.50% 9.50% 9.50% 9.50% 9.50%

Compensation & taxes withheld 3.03% 2.80% 2.44% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80%

Accrued taxes 0.78% 0.88% 0.73% 0.61% 0.66% 0.70% 0.76% 0.76% 0.76% 0.76% 0.76% 0.76%

Current portion of long-term debt 2.73% 0.19% 0.17% 0.21% 0.20% 0.19% 0.19% 0.18% 0.18% 0.17% 0.17% 0.18%

Other accruals 5.31% 5.42% 5.20% 5.40% 5.40% 5.40% 5.40% 5.40% 5.40% 5.40% 5.40% 5.40%

Total current liabilities 26.57% 26.75% 24.27% 24.26% 24.46% 24.47% 24.44% 24.34% 24.26% 24.18% 24.20% 24.23%

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Long-term debt 3.74% 3.67% 3.81% 4.06% 3.96% 3.88% 3.80% 3.72% 3.66% 3.60% 3.58% 3.59%

Postretirement benefits, non pension 3.86% 3.28% 3.12% 3.29% 3.07% 2.87% 2.67% 2.48% 2.29% 2.12% 1.99% 1.89%

Other long-term liabilities 4.28% 4.65% 4.02% 4.46% 4.39% 4.32% 4.22% 4.11% 4.00% 3.89% 3.84% 3.84%

Total Liabilities 38.45% 38.34% 35.22% 36.07% 35.89% 35.54% 35.13% 34.65% 34.21% 33.80% 33.61% 33.55%

Common stock 12.44% 14.03% 15.58% 17.50% 17.44% 17.41% 17.31% 17.15% 17.03% 16.92% 17.07% 17.49%

Other capital 9.58% 11.21% 12.74% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Retained earnings 44.63% 49.16% 53.20% 60.68% 61.67% 62.91% 64.24% 65.25% 66.13% 66.97% 68.58% 70.95%

Treasury stock, at cost -28.20% -38.40% -43.52% -49.53% -51.84% -53.93% -56.07% -57.59% -58.92% -60.14% -62.08% -64.68%

Cumulative other comprehensive income -3.36% -2.48% -5.15% -5.86% -5.71% -5.67% -5.60% -5.50% -5.41% -5.32% -5.29% -5.35%

Total shareholders' equity 25.51% 22.31% 20.12% 22.78% 21.56% 20.73% 19.88% 19.32% 18.83% 18.44% 18.28% 18.41%

Total Liabilities and Shareholder's Equity 63.96% 60.65% 55.34% 58.86% 57.45% 56.27% 55.00% 53.97% 53.04% 52.24% 51.89% 51.96%  
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Sherwin-Williams Company

Cash Flow Statement

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

Cash flow from operating activities

Net income (loss) 576,058 615,578 476,876 372,250 416,776 460,592 520,035 548,629 570,173 601,112 624,596 630,720

Depreciation 123,054 139,010 143,191 149,799 153,281 157,503 161,843 166,304 172,670 179,282 186,148 193,280

Amortization of intangible assets, net 25,130 42,108 76,924 22,223 22,223 22,223 22,223 22,223 22,223 22,223 22,223 22,223

Provision for environmental-related matters, net 12,490 13,905 -15,422 0 0 0 0 0 0 0 0 0

Deferred income taxes -11,352 27,725 32,169 21,371 -9,114 -8,969 -12,168 -5,853 -4,410 -6,333 -4,807 -1,253

Defined benefit pension plans net credit -4,459 -6,605 -8,171 -8,988 -9,887 -10,876 -11,963 -13,159 -14,475 -15,923 -17,515 -19,267

Income tax effect of ESOP on other capital 20,674 21,937 30,628 32,925 35,394 38,049 40,903 43,970 47,268 50,813 54,624 58,721

Stock-based compensation expense 29,489 35,355 41,114 40,189 43,432 46,937 50,725 54,819 59,242 64,023 69,190 74,774

Net increase (decrease) in postretirement liability 7,742 6,237 2,223 0 0 0 0 0 0 0 0 0

Increase (decrease) in non-traded investments 39,719 40,696 44,480 0 0 0 0 0 0 0 0 0

Other net income adjustments 4,908 -8,769 27,281 0 0 0 0 0 0 0 0 0

Change in working capital accounts:

Accounts receivable -41,893 58,783 68,494 36,391 -27,296 -28,568 -33,878 -39,180 -41,210 -43,352 -32,359 -19,589

Inventories -7,546 5,117 -2,472 -16,112 -9,928 -17,636 -14,259 -43,881 -46,155 -48,555 -36,242 -21,939

Accounts payable 53,369 -68,889 16,349 -41,179 25,931 27,140 32,184 37,221 39,149 41,185 30,741 18,609

Accrued taxes -20,397 6,351 -5,778 -13,907 5,335 5,250 7,122 3,426 2,581 3,707 2,814 734

Accrued compensation & taxes withheld 11,562 -19,795 -25,610 10,619 7,643 7,999 9,486 10,970 11,539 12,139 9,060 5,485

Refundable income taxes 0 -14,551 5,119 0 0 0 0 0 0 0 0 0

Other working capital accounts -1,658 -18,082 -24,880 -14,676 9,281 9,713 11,518 13,321 14,011 14,740 11,002 6,660

Costs incurred for qualified exit costs 0 0 -5,643 0 0 0 0 0 0 0 0 0

Other cash flows from operating activities -1,049 -1,566 -639 0 0 0 0 0 0 0 0 0

Net cash flows from operating activities 815,841 874,545 888,314 590,905 663,071 709,358 783,771 798,810 832,608 875,061 919,476 949,157

Cash flows from investing activities

Capital expenditures -209,939 -165,870 -117,203 -155,713 -167,895 -179,642 -192,214 -205,672 -220,076 -235,495 -252,000 -269,668

Acquisition of businesses -51,176 -282,416 -68,688 0 0 0 0 0 0 0 0 0

Proceeds from sale of assets 8,979 23,824 11,130 0 0 0 0 0 0 0 0 0

Increase in other investments -71,181 -31,314 -62,067 -50,678 -100,756 -114,970 -120,643 -128,592 -136,435 -145,001 -151,839 -159,177

Other cash flows from investing activities 3,565 -840 0 7,458 7,234 7,017 6,807 6,603 6,405 6,212 6,026 5,845

Net cash flows from investing activities -319,752 -456,616 -236,828 -198,933 -261,417 -287,595 -306,051 -327,661 -350,106 -374,284 -397,812 -422,999

Net increase (decrease) in short-term borrowings 244,879 270,676 -136,793 -94,921 28,355 14,405 12,741 14,627 16,450 17,447 18,707 15,294

Net increase (decrease) in long-term debt 6,640 -198,667 13,385 -5,801 3,705 4,876 5,961 8,717 9,534 10,657 9,287 7,527

Payments of cash dividends -135,357 -162,301 -165,111 -165,906 -175,860 -186,412 -197,597 -209,453 -222,020 -235,341 -249,461 -259,440

Proceeds from stock options exercised 98,654 71,281 37,215 40,189 43,432 46,937 50,725 54,819 59,242 64,023 69,190 74,774 

Income tax effect of stock options exercised 33,513 24,176 11,897 13,383 14,463 15,630 16,891 18,255 19,728 21,320 23,040 24,900

Treasury stock purchased -311,133 -863,139 -393,540 -161,336 -311,081 -312,361 -359,396 -350,598 -357,607 -370,727 -384,593 -381,780

Other financing activities -845 -8,643 -4,963 -5,157 -5,358 -5,567 -5,784 -6,009 -6,244 -6,487 -6,740 -7,003

Net cash flows from financing activities -63,649 -866,617 -637,910 -379,549 -402,343 -422,491 -476,459 -469,643 -480,916 -499,109 -520,571 -525,729

Effects of exchange rate changes on cash 689 6,843 -2,608 -1,956 2,054 2,156 431 453 476 499 524 550

Net increase (decrease) in cash & cash equivalents 433,129 -441,845 -1,113 10,468 1,365 1,428 1,694 1,959 2,060 2,168 1,618 979

Cash & cash equivalents at beginning of year 36,041 469,170 27,325 26,212 36,680 38,044 39,473 41,167 43,126 45,186 47,354 48,972

Cash & cash equivalents at end of year 469,170 27,325 26,212 36,680 38,044 39,473 41,167 43,126 45,186 47,354 48,972 49,951  
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Sherwin-Williams Company

Weighted Average Cost of Capital (WACC) Estimation

WACC:

     Common Shares Outstanding 116,835

     Current Price $50.83

     Market Value of Equity $5,938,723 79.0%

     Market Value of Debt $1,578,331 21.0% Includes $744,596 in operating leases

     Value of Capital (D + E) $7,517,054 100.0%

     Risk Free Rate 3.72% 30 year T-Bond, taken from Bloomberg on 4/7/09

     Market Premium (LT Ave, geo.) 5.00% Henry Fund consensus estimate

     Beta 0.87 Taken from Bloomberg, 3 year weekly vs. S&P 500

     Cost of Equity 8.07%

     Cost of Debt 8.83% Weighted average yield on recently traded Sherwin-Williams debt

     Cost of Debt, after tax 5.89%

     

WACC 7.61%  
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Sherwin-Williams Company

Value Driver Estimation

Fiscal Years Ending December 31

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

EBITA 902,513 1,008,745 858,221 653,114 707,023 783,260 870,259 910,614 953,060 997,713 1,031,042 1,051,219

Less: Taxes on EBITA

     Marginal Tax Rate 31.0% 32.6% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3%

     Total Income Tax Provision 258,254 297,365 237,599 185,846 208,076 229,951 259,628 273,903 284,659 300,106 311,830 314,887

     Plus: Tax Shield on Interest Expense 20,820 23,351 21,873 24,116 21,154 22,097 22,664 23,214 23,900 24,664 25,491 26,314

     Less: Tax on Interest Income 7,629 4,596 1,309 366 380 394 411 431 451 473 489 499

     Plus: Tax on Nonoperating Income 435 -757 1,688 491 -812 1,772 515 -852 1,861 541 -895 1,954

     Taxes on EBITA 271,880 315,363 259,851 210,087 228,039 253,425 282,396 295,834 309,969 324,838 335,937 342,656

Plus: Change in Deferred Taxes 58,764 -46,620 26,078 -21,371 9,114 8,969 12,168 5,853 4,410 6,333 4,807 1,253

NOPLAT 630,633 693,382 598,370 421,656 488,099 538,804 600,030 620,633 647,501 679,208 699,912 709,816

Operating Working Capital:

     Plus: Normal Cash (.5% of Sales) 39,049 40,026 39,899 36,680 38,044 39,473 41,167 43,126 45,186 47,354 48,972 49,951

     Plus: Receivables 864,972 870,675 769,985 733,594 760,889 789,458 823,336 862,515 903,725 947,077 979,436 999,025

     Plus: Inventory 825,179 887,465 864,200 880,312 890,241 907,877 922,136 966,017 1,012,172 1,060,727 1,096,968 1,118,908

     Less: Accounts Payable 779,369 740,797 738,093 696,914 722,845 749,985 782,169 819,390 858,539 899,724 930,464 949,074

     Less: Compensation and taxes withheld 236,930 224,300 194,787 205,406 213,049 221,048 230,534 241,504 253,043 265,182 274,242 279,727

     Less: Accrued Taxes 61,246 70,669 58,510 44,603 49,938 55,188 62,311 65,737 68,318 72,025 74,839 75,573

Net Operating Working Capital 651,655 762,400 682,694 703,663 703,342 710,586 711,625 745,028 781,183 818,227 845,831 863,510

Net Property, Plant and Equipment 828,781 899,372 860,125 866,039 880,653 902,792 933,163 972,531 1,019,936 1,076,149 1,142,001 1,218,388

Other Operating Assets 605,920 700,025 744,596 804,164 868,497 937,976 1,013,015 1,094,056 1,181,580 1,276,107 1,378,195 1,488,451

Non-Goodwill Intangible Assets 285,922 351,144 299,963 277,740 255,517 233,294 211,071 188,848 166,625 144,402 122,179 99,956

NET INVESTED CAPITAL 2,372,278 2,712,942 2,587,378 2,651,605 2,708,009 2,784,648 2,868,874 3,000,462 3,149,325 3,314,886 3,488,205 3,670,305

NOPLAT 630,633 693,382 598,370 421,656 488,099 538,804 600,030 620,633 647,501 679,208 699,912 709,816

Invested Capital (Beginning) 2,215,064 2,372,278 2,712,942 2,587,378 2,651,605 2,708,009 2,784,648 2,868,874 3,000,462 3,149,325 3,314,886 3,488,205

ROIC (NOPLAT/Invested Capital) 28.47% 29.23% 22.06% 16.30% 18.41% 19.90% 21.55% 21.63% 21.58% 21.57% 21.11% 20.35%

NOPLAT 630,633 693,382 598,370 421,656 488,099 538,804 600,030 620,633 647,501 679,208 699,912 709,816

Net Investment (change in invested capital) 157,214 340,664 -125,564 64,228 56,404 76,639 84,225 131,588 148,863 165,561 173,320 182,100

Free Cash Flow (NOPLAT - Net Investment) 473,419 352,718 723,935 357,428 431,695 462,165 515,805 489,044 498,638 513,647 526,592 527,717

Invested Capital (Beginning) 2,215,064 2,372,278 2,712,942 2,587,378 2,651,605 2,708,009 2,784,648 2,868,874 3,000,462 3,149,325 3,314,886 3,488,205

ROIC 28.47% 29.23% 22.06% 16.30% 18.41% 19.90% 21.55% 21.63% 21.58% 21.57% 21.11% 20.35%

WACC 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61% 7.61%

EP (Invested Capital*(ROIC-WACC)) 462,018 512,800 391,856 224,700 286,254 332,665 388,058 402,249 419,100 439,475 447,577 444,288  
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Sherwin-Williams Company

Discounted Cash Flow (DCF) and Economic Profit (EP) Model Valuation

Fiscal Years Ending December 31

Assumptions: CV growth 2%

CV ROIC 20.35%

WACC 7.61%

Cost of Equity 8.07%

2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

DCF Model

     FCF 357,428 431,695 462,165 515,805 489,044 498,638 513,647 526,592 11,404,678

     PV(FCF) 332,145 372,781 370,862 384,627 338,876 321,083 307,351 292,808 6,341,489

     PV(FCF) 9,062,021$   

     + PV(Non-Oper) -$              

     -  PV(Debt) 833,735$      

     -  PV(Other Obligations) 744,596$      

     -  PV(Employee Obligations) 83,118$        

     -  PV(ESOP) 178,082$      

     PV(Equity) 7,222,490$   

     Shares Outst. 116,835

     Target Price 61.82$              As of Last FY End

63.27$              As of today, growth at cost of capital

EP Model

     ROIC 16.30% 18.41% 19.90% 21.55% 21.63% 21.58% 21.57% 21.11% 20.35%

     EP 224,700 286,254 332,665 388,058 402,249 419,100 439,475 447,577 7,916,473

     PV(EP) 208,805 247,189 266,945 289,368 278,732 269,867 262,969 248,872 4,401,898

     PV(EP) 6,474,644$   

     Invested Capital 2,587,378$   

     PV(Operations) 9,062,021$   

     + PV(Non-Oper) -$              

     -  PV(Debt) 833,735$      

     -  PV(Other Obligations) 744,596$      

     -  PV(Employee Obligations) 83,118$        

     -  PV(ESOP) 178,082$      

     PV(Equity) 7,222,490$   

     Shares Outst. 116,835

     Target Price 61.82$              As of Last FY End

63.27$              As of today, growth at cost of capital  
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Sherwin-Williams Company

Sensitivity Analysis of Key Variables

CV Growth

#REF! 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5%

4.70% $56.68 $59.20 $62.15 $65.65 $69.85 $75.02 $81.50

4.80% $56.16 $58.60 $61.46 $64.83 $68.89 $73.85 $80.06

4.90% $55.64 $58.01 $60.78 $64.04 $67.95 $72.72 $78.67

5.00% $55.13 $57.44 $60.11 $63.27 $67.04 $71.63 $77.33

5.10% $54.64 $56.87 $59.47 $62.52 $66.15 $70.57 $76.04

5.20% $54.15 $56.32 $58.83 $61.78 $65.29 $69.55 $74.80

5.30% $53.68 $55.78 $58.22 $61.07 $64.46 $68.55 $73.60

CV Growth

#REF! 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5%

6.86% $61.45 $64.70 $68.56 $73.21 $78.93 $86.13 $95.48

7.11% $59.18 $62.07 $65.48 $69.55 $74.51 $80.67 $88.54

7.36% $57.09 $59.67 $62.68 $66.26 $70.58 $75.89 $82.57

7.61% $55.13 $57.44 $60.11 $63.27 $67.04 $71.63 $77.33

7.86% $53.35 $55.41 $57.80 $60.59 $63.91 $67.91 $72.82

8.11% $51.67 $53.52 $55.65 $58.13 $61.06 $64.55 $68.81

8.36% $50.10 $51.76 $53.67 $55.88 $58.47 $61.54 $65.23

CV Growth

#REF! 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5%

0.72 $59.86 $62.87 $66.42 $70.68 $75.89 $82.39 $90.74

0.78 $57.86 $60.56 $63.73 $67.50 $72.06 $77.69 $84.83

0.82 $56.62 $59.13 $62.06 $65.54 $69.73 $74.87 $81.31

0.87 $55.13 $57.44 $60.11 $63.27 $67.04 $71.63 $77.33

0.92 $53.74 $55.85 $58.29 $61.16 $64.56 $68.68 $73.74

0.97 $52.42 $54.36 $56.59 $59.20 $62.28 $65.98 $70.50

1.02 $51.17 $52.95 $55.00 $57.38 $60.17 $63.50 $67.54
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VALUATION OF OPTIONS GRANTED IN ESOP

Ticker Symbol SHW

Current Stock Price 50.83         

Risk Free Rate, 5 Yr. Treasury 1.80%

Current Dividend Yield 3.00%

Annualized St. Dev. of Stock Returns 44.00%

Average Average B-S Value

Range of Number Exercise Remaining Option of Options

Outstanding Options of Shares Price Life (yrs) Price Granted

9,806 42.95 5.24 18.16$       178,082$         

Total 9,806 42.95$       5.24 23.55$       178,082$          

 

Operating and Capital Lease Obligations

Operating

Years Ended Dember 31, 2008 Leases

2009 $217,962

2010 $189,932

2011 $155,509

2012 $122,510

2013 $90,227

Thereafter $194,189

Total Minimum Payments $970,329

Less: Interest $225,733

PV of Minimum Payments $744,596                   

Sherwin-Williams Company

Present Value of Employee Obligations

Year Ended Dember 31, 2008

Accumulated pension plan assets $542,090

Less: Projected benefit obligation $360,406

Excess of plan assets over required obligations $181,684

Unfunded health care benefit plans $248,603

Other benefit accruals $16,199

Employee obligations other than pensions $264,802

Present value of employee obligations, net $83,118                    
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Sherwin-Williams Company

Dividend Discount Model

Fiscal Years Ending December 31

2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CV

     EPS $3.25 $3.79 $4.36 $5.16 $5.67 $6.14 $6.73 $7.28 $7.63

Key Assumptions

   CV growth 2.00%

   CV ROE 34.29%

   Cost of Equity 8.07%

WACC 7.61%

Future Cash Flows

     P/E Multiple 13.7X

     EPS(next period)

     Future Stock Price $54.93 $59.36 $64.16 $69.33 $74.93 $80.98 $87.51 $94.57 $102.20

     Dividends Per Share $1.45 $1.60 $1.77 $1.96 $2.16 $2.39 $2.64 $2.91 $3.14

     Future Cash Flows $1.45 $1.60 $1.77 $1.96 $2.16 $2.39 $2.64 $2.91 $105.34

     Discounted Cash Flows $1.35 $1.38 $1.42 $1.46 $1.50 $1.54 $1.58 $1.62 $54.43

1 2 3 4 5 6 7 8 9

     Intrinsic Value $66.27  

 

 

 


