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Coronavirus Update
Apr 22, 2022 -- Auto Production Faces Mounting Headwinds

• Paint, coating, and adhesives demand from the auto industry may remain below pre-pandemic levels in 2022, according to an S&P
Global Mobility forecast updated in April 2022. The ongoing semiconductor shortage, the war in Ukraine, COVID-19 lockdowns in
China, and inflation’s effect on vehicle affordability are expected to slow auto demand and production. S&P Global Mobility’s April
forecast expects global light vehicle production to reach about 80.6 million units, down 1.1% from its March outlook. The forecast
for Europe dropped 2.9% to 16.5 million units, and greater China’s production is expected to reach 24.6 million units, down 1.6%
from the March forecast. North American light vehicle production is projected to be about 14.7 million units, a downgrade of 0.1%
from the March outlook.

• Supply chain disruptions prevented paint manufacturer PPG from "completely fulfilling our strong order books" and impacted
$350 million in sales, according to CEO Michael McGarry. Conditions improved in the first quarter of 2022, and PPG posted record
first-quarter sales of $4.3 billion, up 11% over Q2 2021. While the company said supply chain disruptions persist, they have
moderated and are expected to continue to improve amid increased supplier capabilities and labor availability in the US, as well as
reduced demand from Europe.

• Total construction spending increased 0.5% in value month over month on an adjusted basis in February 2022, according to the
US Census Bureau. Total unadjusted construction spending rose 10.4% in the first two months of 2022 compared to the same
period in 2021. Residential construction spending increased 1.1% month over month in February and was up 15.5% for the first two
months of 2022. Nonresidential construction spending decreased 0.1% month over month but increased 5.8% in the first two
months of the year compared to the same period a year earlier.

• New orders for durable goods decreased 2.1% in value month over month on an adjusted basis in February 2022 but increased
11.9% in value year over year on an unadjusted basis for all of 2021, according to the US Census Bureau. Year-over-year
comparisons may yield atypical results due to the large drop in orders during the early months of the coronavirus pandemic.

• Paint, coating, and adhesive prices were being affected by supply chain issues before Russia invaded Ukraine, and resulting
sanctions by the US and its allies drove oil prices to their highest level since 2013. Prices for oil-derived inputs for paints and
varnishes are likely to go even higher. In March 2022, US producer prices for paint, coating, and adhesive manufacturers rose 21%
compared to a year earlier and were up 24% from the pre-pandemic month of February 2020.



Industry Structure
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The average paint, coating, and adhesive manufacturer employs 47 workers and generates $31 million annually.

• The paint, coating, and adhesive manufacturing industry consists of about 1,300 companies that employ about 64,200 workers
and generate about $42 billion annually.

• The industry is highly concentrated; the top 50 companies account for 73% of industry revenue.

• Some large firms are vertically integrated and operate retail locations.

• Large companies include PPG Industries, RPM International, Valspar, and HB Fuller. Large companies may generate a significant
percentage of sales in foreign markets.



Industry Demographics

Female Owned

17.0%

Minority Owned

32.0%

Veteran Owned

11.1%

Corporations (46.0%)

S-Corporations (42.0%)

Individual Proprietorships (3.0%)

Partnerships (8.0%)

Non-profit/Other (1.0%)

46%

8%

42%

Source: US Census Bureau

Source: Census Bureau



How Firms Operate
Products and Operations

Paint, coating, and adhesive manufacturers mix pigments, solvents, and binders into paints and other coatings; produce allied paint
products, such as putties, removers, and cleaners; and produce adhesives, glues, and caulking compounds.

• Major product categories include architectural coatings; product finishes for OEMs; synthetic resin and rubber adhesives; special
purpose coatings; and nonstructural caulking compounds and sealants.

• Special purpose coatings are “field applied” as opposed to “factory applied”, and include automotive refinish coatings, industrial
maintenance coatings, marine paints, and traffic marking paint.

• Large companies may manufacture other construction-related products.

Paint, Coating & Adhesive Manufacturers Revenue

Paint is a group of emulsions generally consisting of pigments suspended in a liquid medium (such as oil or water) for use as decorative
or protective coatings. Waterborne paints account for about 35% of global production, and are made with synthetic binders, such as
100% acrylic, vinyl acrylic, terpolymer, or styrene acrylic. Solvent-borne paints account for about 55% of global production, and include
oil and/or alkyd-based paints containing drying oil, oil varnish, or oil-modified resin as the film-forming ingredient. The manufacture of
paint combines binders, water/solvents, pigments, and additives. Binders help paint dry and bind pigments together. Water and
solvents make paint easier to disperse and apply. Pigments provide color, hiding properties, and bulk. Additives serve as fillers or anti-
foaming, anti-corrosion, or anti-fungal agents. Film formation of latex paint occurs when paint is applied and the water evaporates, a
process known as coalescence.

Coatings include stains, varnishes, lacquers, enamels, shellacs, and water repellant coatings for concrete and masonry manufacturing.
Coatings are often used to improve surface properties of an object, such as appearance, adhesion, wetability, corrosion resistance, and
scratch resistance. Lacquers and enamels produce a hard, shiny finish. Industrial coatings include coatings for metal, wood, plastic, and
glass, and are typically used by OEMs across a wide range of products, including agricultural, industrial, and construction equipment;
appliances; building products; furniture; metal fabrication; metal packaging; and transportation.

Adhesives and glues are classified according to chemistry (epoxies, polyurethanes, polyimides), form (paste, liquid, film, pellets, tape),
type (hot melt, reactive hot melt, thermosetting, pressure sensitive, contact), or load carrying capability (structural, semi-structural, or
non-structural). Structural adhesives refer to relatively strong adhesives, which include epoxies, cyanoacrylates, and certain urethanes

Architectural Coatings (30.0%)

Finishes for OEMs (14.0%)

Special Purpose Coatings (13.0%)

Caulks & Sealants (9.0%)

Adhesives (7.0%)

Allied Paint Products (5.0%)

Resins (5.0%)

Other (17.0%)

30%

14%

17%

5%

5%

7%

9%
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Source: US Census Bureau



and acrylic adhesives. Semi-structural adhesives are used in applications where failure is less critical. Non-structural adhesives are used
in the application of facades or for aesthetic purposes. Contact adhesives include rubber cement and adhesives used to bond laminates
to countertops. Pressure sensitive adhesives include tapes or labels for non-structural applications. Hot melts become liquid when
heated, wetting the surfaces and then cooling into a solid polymer.

The production process varies slightly by product, but is generally highly automated. Paint production starts with a “first mix” step,
which mixes fine grain pigments with a resin and solvents to form a paste. The “grinding” or “dispersion” step routes the paste through
a sand mill, which agitates the sand and grinds pigment particles to a smaller size. After filtering the mixture, the “final mix” or
“lengthening” step transfers the mixture to large tanks, where it is thinned through agitation and the addition of solvents. The finished
paint is pumped into a packaging facility and transferred to containers. Major companies typically operate networks of large production
plants and distribution centers, and may rely on unionized labor. Large manufacturers invest in research and development to improve
product performance and develop new products.

Customers include retailers, contractors, distributors, wholesalers, manufacturers, independent dealers, and end-users. Sales staff
manage customer accounts and relationships. Companies may produce branded or private label products. Consumer name brands
include Benjamin Moore, Sherwin-Williams, and Behr. Manufacturers of consumer paint, coatings, and adhesives typically support
brands with marketing programs, such as advertising (television, print, newspaper, digital), direct mail, and coupons. Trade programs
encourage retailers to promote products in-store.

Revenue per Employee by Firm Size

Profit Drivers

Maintaining High Capacity Utilization

Paint, coating and adhesives are typically manufactured in high volume using automated production lines. With high fixed costs for
production equipment, firms seek to maintain high utilization of their production capacity to lower unit costs for products. Seasonal
fluctuations in demand for products can make it difficult for firms to maintain high utilization without building up excess inventory.

Managing Raw Material Costs

Raw materials make up the majority of the cost of goods sold and their prices can vary with global economic conditions and
commodity prices. Firms may enter into contracts with raw materials suppliers to help limit price fluctuations. They may also use
commodity futures contracts to hedge against price increases.
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Developing Innovative Products

Innovative specialty products, such as smart coatings, command higher margins than standard products and can help raise average
gross margins for paint, coating and adhesive manufacturers. Competition makes it difficult to raise prices for standard products, but
demand for new products with special features for specific applications is less price-sensitive. Firms able to successfully develop and
market innovative new products tend to achieve higher profit margins.



Global Perspective
Global Market Size

The worldwide paint and coating market was valued at nearly $200 billion in 2020 and is expected to reach about $217 billion in 2021
on growth of more than 8%, according to The Business Research Company. Paint and coatings demand is then set to slow to average
annual growth of 4% with 2025 revenue reaching more than $258 billion. Asia Pacific is the largest paint and coatings market and
accounts for about 55% of global demand. North America holds just under 20% of the global market.

In 2020, the global adhesives industry generated about $58 billion in sales, according to The Business Research Company. The industry
is forecast to post 7% growth in 2021 and reach a value of more than $62 billion. Between 2022 and 2025, worldwide adhesive demand
is projected to see average annual growth of about 5% with 2025 sales topping $75 billion. The Asia Pacific region is the top driver of
adhesives demand, accounting for more than 45% of the global market. With about a quarter of worldwide demand, North America is
the second-largest regional market.

Large Companies

COMPANY HOME COUNTRY

3M Company US

Akzo Nobel N.V. The Netherlands

Asian Paints Limited India

BASF SE Germany

Henkel AG & Co. KGaA Germany

Kansai Paint Co., Lt Japan

Nippon Paint Holdings Co., Ltd Japan

PPG Industries, Inc. US

RPM International Inc. US

The Sherwin-Williams Company US

Key Global Trends

Global Construction Markets Mixed – Regional construction market outlooks are mixed, mostly due to the effects of the pandemic,
which may spell uneven demand for makers of architectural coatings and construction adhesives. In the US, residential construction
and remodeling activity has been robust due to shifts in discretionary consumer spending. US nonresidential construction has been
weak and could remain so for several years absent a boost in infrastructure investment, according to S&P Global. Building materials
demand in the Europe, Middle East, and Africa region is expected to gradually recover in 2021 but not reach pre-pandemic levels until
2022. Western and southern European markets may be slower to recover due to more serious outbreaks in countries including Italy,
Spain, and France. Latin America’s building materials outlook is generally negative as the pandemic has amplified existing market
pressures including weak investment and low productivity. Many markets in the Asia Pacific region saw little pandemic-related impact
on building materials demand as the region was relatively successful at slowing the spread of the coronavirus. Infrastructure projects
have helped maintain activity in China and Australia, while healthy housing growth is driving the building materials market in South
Korea. The Asia Pacific building materials market is expected to fully recover by 2022, except for China which is on pace to rebound
sooner.



Manufacturing Activity Improving – The global manufacturing sector is a key driver of demand for paints, coatings, and adhesives.
After initial disruptions early in the pandemic – including factory shutdowns and supply chain headaches – the manufacturing sector
has held up well, especially compared to the services economy. In early 2021, geographically broad-based factory data suggested a
positive manufacturing outlook. By the end of the first quarter 2021, manufacturing indexes were up in the US, the UK, China, the
European Union, Japan, and South Korea. Manufacturing activity in emerging markets including Taiwan, Vietnam, and Indonesia also
posted gains by the end of Q1 2021. While worldwide manufacturing activity appears to be gaining momentum, downside risks remain,
including virulent new coronavirus strains, lingering supply chain challenges, and slow vaccine rollouts in some regions.

Slow Recovery for Global Vehicle Market – Worldwide vehicle sales - a demand driver for automotive paints, coatings, and adhesives
- are likely to face a long comeback. Global vehicle sales fell more than 14% in 2020 compared to 2019, according to Fitch Solutions.
Worldwide vehicle sales are forecast to rebound 9.6 % in 2021, and Fitch believes Europe will lead the way with 15% growth after being
among the hardest-hit regions in 2020. However, 2021 volumes of 86.7 million units would still be well below the 92.5 million sold in
2019. North America will be the slowest-growing market in 2021 with a rise of 5.8%. Light truck sales will continue to be the chief
growth driver in the US and Canada. Asia Pacific vehicle sales will rise 9.3% in 2021, and it will be the only region to return to pre-
pandemic demand in 2021. After a three-year slowdown, China has some pent-up demand for both passenger cars and commercial
vehicles. In India, a new vehicle scrapping policy aimed at reducing pollution is projected to spur new vehicle sales by 19% in 2021.

International Trade

Paints, Coatings & Adhesives Imports and Exports

Paints, Coatings & Adhesives Year-to-Date Trade Data

FEBRUARY 2022 VALUE ($MILLIONS) % CHANGE
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Imports by Country

Paints, Coatings & Adhesives Imports

COUNTRY YEAR 2021 % IMPORTS

Canada $656,619,603 25.73%

Germany $445,687,330 17.46%

Mexico $251,431,038 9.85%

Japan $162,450,952 6.37%

Korea, south $124,685,479 4.89%

China $119,350,243 4.68%

United kingdom $100,213,584 3.93%

Netherlands $85,599,152 3.35%

Italy $84,310,833 3.3%

France $74,235,947 2.91%

All Other - 17.53%
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Mexico (9.8%)

Japan (6.4%)

Korea, south (4.9%)
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France (2.9%)

All Other (17.5%)

25.7%
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Exports by Country

Paints, Coatings & Adhesives Exports

COUNTRY YEAR 2021 % EXPORTS

Canada $1,960,827,995 34.66%

Mexico $1,365,744,118 24.14%

China $354,371,152 6.26%

Korea, south $120,991,868 2.14%

Germany $116,000,361 2.05%

Japan $114,886,545 2.03%

Thailand $88,568,552 1.57%

Brazil $87,287,709 1.54%

United kingdom $84,522,701 1.49%

Taiwan $76,318,816 1.35%

All Other - 22.77%

Canada (34.7%)
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China (6.3%)
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Japan (2.0%)

Thailand (1.6%)

Brazil (1.5%)
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Industry Trends
Trends are affected by the COVID-19 pandemic.

Changes in revenue, employment, business practices, trade and forecasts are occurring rapidly and data reporting by the government
lags the changes. We are tracking changes in the “Coronavirus Update” chapter.

Construction Growth Drives Demand

The strengthened economy has given the construction industry a boost, with different sectors emerging at different rates. The total
value of construction put in place increased 7.3% in 2016, 4.6% in 2017, 4.2% in 2018, 2.4% in 2019 and 4.7% in 2020. During 2020,
growth was driven by commercial, healthcare, public safety, water and power construction. Construction activity is one of the main
drivers of demand for architectural paints, coatings and adhesives.

US Manufacturing Slowed

The US manufacturing sector gained strength in recent years, but was setback by the Covid-19 pandemic. Total US manufacturing sales
fell 3% in 2016, then jumped 4.4% in 2017, 6.7% in 2018 and 0.9% in 2019 before falling 5.6% in 2020. The US manufacturing industry is
a key customer for the industrial paint, coatings, and adhesives industry.

Sales Continue to Expand

Growth for the paint, coating, and adhesive manufacturing industry continues, despite modest pricing gains and market maturity in the
US. The value of shipments for the industry increased 0.9% in 2016, 4.1% in 2017, 6.5% in 2018, 14.6% in 2019 and 4.4% in 2020.
Performance in the OEM market has varied by end use and has been driven by the automotive and aerospace sectors in recent years.
Demand for industrial maintenance and specialty roof coatings has also grown as construction activity increased.

Smart Coatings Expand

Sales of smart coatings are driven by product innovation and increased demand from the electronics, manufacturing and construction
markets. Smart coatings, which include self-healing, self-assembling and self-cleaning coatings, can sense and respond to a stimulus in
the environment (pressure, light, heat) and react accordingly. The global smart coatings market is expected to grow 23% annually to
reach $10 billion in 2025, according to Market Research Future, with North America and Europe representing the greatest shares of the
global market. Multilayer coatings can offer multi-functionality. For example, a multilayer coating might provide photovoltaic energy
generation with built-in self-repair and self-cleaning capabilities. Growth in digital and online technology is expected to drive demand
for smart coatings with electronic sensor capabilities.

Employment and Wage Trends

Employment by paint, coating, and adhesives manufacturers increases

Overall employment by paint, coating, and adhesives manufacturers changed 9.8% in February compared to a year ago, according to
the latest data from the Bureau of Labor Statistics.



Paint, Coating & Adhesive Manufacturers Employment

Price Trends

Producer Prices for paint, coating, and adhesives manufacturers rise

The Producer Price Index for paint, coating, and adhesives manufacturers changed 19.74% in February compared to a year ago,
according to the latest data from the Bureau of Labor Statistics.

Producer Price Index for paint, coating, and adhesives manufacturers
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Credit Underwriting and Risks
Business Exit Rates: 2.0 Much lower than US average for all businesses

Cyclical Sensitivity: 6.5 High Sensitivity

Barriers to Entry: 2.9
Very high initial capital; very high regulatory/technical
barriers; very high concentration

External Risk: 5.0 Moderate external risk

Industry Outlook: 5.9 Lower than GDP; high cyclical risk

Financial Summary: 6.3 Average margins; low liquidity; very high leverage

Key Metrics

METRIC VALUE COMPARISON

Performance During 2007—2009 Recession -14.3% 0.0% GDP

Business Exit Rate 2019—2020 5.78% 9.0% All Industries

Compound Annual Growth Forecast (2021—2026) 4.1% 5.30% GDP

SBA 7(a) Default Rate by Number of Loans (2010–2019) 1.88% 3.82% All Industries

SBA 7(a) Default Rate by Gross Loan Amount (2010–2019) 0.23% 1.21% All Industries

Underwriting Considerations

• The cash cycle is somewhat long. Review the AR and Inventory Day trends and compare to industry average.

• This industry can demonstrate tighter liquidity and high leverage. Especially for cyclical companies, stronger balance sheets with
lower leverage and higher liquidity is recommended in order to better manager through economic turns.

• Manufacturers typically have equipment financing needs. Does the company/prospect have upcoming capital needs that require
financing?

Industry Risks

Dependence On Economic Conditions

Demand for paint, coatings, and adhesives is dependent on economic conditions and the related effect on the construction and
manufacturing sectors. Demand for architectural products is generally driven by construction volume, while demand for industrial
products is driven by manufacturing volume, both of which are cyclical and vulnerable to economic downturns. During the last
recession, both the construction and manufacturing sectors suffered as consumers and businesses cut back on expenses, resulting in a
significant drop in shipments of paint, coatings, and adhesives.

Variability In Raw Materials Costs

The cost of raw materials used in paint, coating and adhesive production varies according to global market conditions. Raw materials
include solvents, resins, epoxy, and pigments and generally account for 60-65% of the cost of goods. The cost of raw materials, most of
which are derived from petrochemicals, minerals, and metals, varies and depends on the price of the underlying commodities. The cost
of titanium pigments, which include the primary raw material for providing whiteness in paints, has increased by more than 30% within
a single year. Large firms with operations outside the US may import raw materials to emerging markets, exposing them to fluctuations
in exchange rates.

4.7
Industry Risk Rating:

Stable/Satisfactory



Regulation Of Hazardous Materials And Waste

Because the production of paint, coatings, and adhesives involves certain chemicals that are considered hazardous, manufacturers are
subject to a wide range of laws and regulations dealing with environmental, health and safety issues. Regulations generally govern the
sale, export, generation, storage, handling, use and transportation of hazardous materials and the emission and discharge of hazardous
materials into the soil, water and air. Volatile organic compounds (VOC) emitted during the drying process are regulated by the US
Clean Air Act. Large companies are often responsible for the clean-up of contaminated sites (past and present) at a significant cost. The
evolving regulatory environment, both domestically and internationally, has forced firms to invest capital to comply with new laws.

Seasonality

Demand for certain types of paint, coatings, and adhesives varies according to seasonal factors. Volume for architectural coatings is
generally higher during the spring and summer months, when the weather is more conducive to home improvement, maintenance, and
construction activity. Extended periods of inclement weather can reduce or delay construction and sales of related products. Firms may
rely on lines of credit to supplement working capital requirements during off-peak periods.

Company Risks

Competition With Large Firms

Small companies struggle to compete with large manufacturers that dominate the paint, coating, and adhesive market. The top 50
firms account for 73% of industry sales. Because production is volume driven, large firms generally enjoy lower raw material and
manufacturing costs and pricing flexibility. Industry giants, such as PPG and Valspar, have close relationships with major retailers and
are able to offer deep discounts.

Dependence On Large Customers

The home improvement retail market, one of the major channels for consumer and architectural products, is highly concentrated. The
four largest home improvement retailers account for 88% of industry sales. Lowe’s and Home Depot dominate the market and may
represent a significant percentage of an individual company’s revenue. Large customers often demand volume discounts and
preferential delivery terms. The loss of a single major customer can have devastating financial consequences.

Product Liability

Paint, coating, and adhesive manufacturers are liable for regulatory violations and damages that occur through the use of their
products. Environmental laws are numerous, complicated, and may be applied retroactively. Violations or failure to comply can result in
fines or sanctions by regulators. PPG has been a defendant in lawsuits involving asbestos for more than 30 years and continues to pay
damages. Several players within the industry are parties to ongoing litigation involving lead paint.



Industry Forecast
Sales for the US paint, coating and adhesive manufacturers industry are forecast to grow at a 4.1% compounded annual rate from 2021
to 2026, slower than the growth of the overall economy.

Vertical IQ forecasts are based on the Inforum inter-industry economic model of the US economy. Inforum forecasts were prepared by
the Interindustry Economic Research Fund, Inc.

Last Update: February 2022

Paint, Coating & Adhesive Manufacturers Industry Growth
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64% of chemicals and chemical product
manufacturers said they go to their
accountant or bookkeeper for cash flow
advice, while 4% turn to their banker and
33% do not seek advice, according to a
survey of small businesses by Barlow
Research Associates.
Source: Barlow Research Associates.

Working Capital
Sell and invoice

Companies generate revenue by manufacturing and selling paint, coatings,
and adhesives to retailers, contractors, distributors, wholesalers,
manufacturers, independent dealers, and end-users. Allowances, rebates,
sales incentives and promotions are frequently offered to drive sales, and are
typically recorded as reductions in revenue. Customers are usually billed at
the time of product shipment. Large firms that generate a significant
percentage of business from foreign markets are exposed to risk from
currency fluctuations.
PPG and Sherwin-Williams operate retail stores and offer electronic billing
services that enable customers to pay bills online, view account balance and
payment information, and receive email alerts about new invoices or account
credits.

Collect

Most paint, coating, and adhesive manufacturers offer customer credit. Collection periods average 40 to 50 days and receivables
average 21-26% of assets. Companies typically set aside allowances for doubtful accounts.

Manage Cash

Cash flow can be uneven and subject to seasonal factors. Sales of architectural coatings and other products related to construction are
generally stronger during the spring and summer months, when weather is more conducive to home improvement, maintenance, and
construction activity. Firms often build inventory to ensure adequate supply prior to peak selling periods, and carry an average of 76 to
82 days of inventory, which averages about 24-26% of assets. Firms may rely on lines of credit to supplement working capital
requirements during off-peak periods.
Product mix and pricing also affect cash flow. Specialty products tend to command higher prices and generate higher margins
compared to standard products. Gross margins average 33-36% of sales, but can vary depending on the type of product. The cost of
raw materials, including solvents, epoxy, and resins, can account for 60-65% of the cost of goods. The underlying commodities for
primary raw materials are petroleum-based, and prices vary depending on global market conditions. The cost of titanium dioxide, which
provides whiteness essential in paints and coatings, is also highly variable. Some large firms are working to reduce the amount of
titanium dioxide used in product formulations.
Other costs include container costs, direct labor, manufacturing overhead, shipping and receiving, freight, and depreciation. The paint,
coating and adhesive manufacturing business is volume-driven, generally giving large firms the advantage of lower material and
production costs.

Pay

Large firms often have contracts with raw materials suppliers to better manage material costs and may supplement contracts with
purchases on the open market. Contracts may limit price changes to increases in supplier feedstock costs and require decreases when
feedstock costs decline. Because most paint, coating, and adhesive manufacturers operate highly automated production facilities, labor
costs are low and average about 9-10% of sales. Payables average 36 to 40 days. Rent averages about 1-2% of sales and advertising
averages 1-2% of sales.
Several large firms carry heavy debt loads and must dedicate a significant amount of cash flow to interest payments.

Report



After-tax net profit averages 4-5% of sales. Capacity utilization is an important metric because production is volume-driven. To
measure the effectiveness of working capital management, large companies monitor net or operating working capital as a percentage
of sales, which includes receivables, inventory, and trade accounts payable.

Cash Management Challenges

Cash Shortfalls Due To Cyclical And Seasonal Demand

Demand for paint, coatings and adhesives is driven by construction and manufacturing activity, both of which follow economic cycles.
Demand for paint and coatings is also seasonal, falling in the winter as construction activity slows in many parts of the US. Since most
products are produced in high volume using automated production lines, companies have high fixed costs and may experience cash
shortfalls when demand slows due to seasonal or economic factors. Firms also tend to build up inventory levels prior to peak selling
seasons, which can also strain cash flow.

Managing Variable Raw Materials Cost

The prices of raw materials used to produce paints, coatings and adhesives fluctuate with global demand and underlying commodity
prices. Most raw materials are based on petrochemicals, minerals, or metals, whose prices can rise or fall by double-digit percentages
from year-to-year and within a year.

Managing Currency Exchange Fluctuations

Paint, coating and adhesive manufacturers are exposed to foreign currency exchange risks when importing raw materials and selling to
foreign markets. Many raw materials, such as titanium dioxide used in paints, are primarily sourced from foreign countries, creating
additional volatility in raw material costs. About 10-15% of US production of paints, coatings and adhesives are exported and exports
can be even higher for some companies.

Factors Causing Cash Flow Stress: Chemicals and Chemical Product Manufacturers
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Capital Financing
Projects that require capital financing include the purchase of property, buildings, equipment, machinery, technology and information
systems. Paint, coating, and adhesive manufacturing is highly capital-intensive and requires significant investment in plants, property,
and equipment. Large firms operate networks of plants and distribution facilities throughout the world. Automation is key to efficient,
high volume production that allows firms to enjoy scale advantages. The paint production process involves a series of specialized
mixers, mills, tanks, pumps, and packaging equipment. Companies may opt to lease equipment to minimize capital investment and stay
current with the latest technology.

Paint, coating, and adhesive manufacturers rely on computers and information systems to manage most aspects of day-to-day
business, including sales, distribution, billing, collection, and human resources. Specialized software systems help firms forecast
demand, manage production schedules and inventory across multiple plants and distribution centers, and optimize product
formulations. Enterprise Resource Planning (ERP) systems integrate data from different areas and help firms better manage supply
chains.

Companies require capital to fund growth initiatives, by opening new facilities, expanding existing locations, or acquiring other firms.
Growth initiatives allow firms to add capacity, offer new or complementary products, or expand into new geographical areas. Large
firms have employed aggressive acquisition strategies to drive growth. Sources of financing for publically-held companies include cash,
stock, debt, or a combination. Other sources of capital financing include commercial loans and private equity/investors. Firms may also
enter into joint ventures, licensing agreements, or other types of partnerships to help finance capital projects.

Examples of Equipment Purchases

Sigma Kneader
$10,000 - 100,000

Kneading and mixing of highly viscous materials to make stiff paint, adhesives and putty. Batch sizes range from
500 Kg to 2,000 Kg.

Ball Mill
$50,000 - 200,000

Grinds materials into extremely fine powder to make pigment colors for paints. Batch sizes range from 25 Kg to
5,000 Kg.

High Speed Disperser
10,000 - 150,000

Mixes and dissolves granules to create homogenized mixture. Used for premixing enamels and finish paint
blending. Capacity ranges from 20 liters to 2,000 liters.

Double Arm Mixer
$10,000 - 100,000

Mixing and drying of heat-sensitive materials, such as adhesives, that go through phase changes during
processing. Mixing capacities range from 150 to 900 gallons.

https://content.verticaliq.com/capfin/sigma-kneaders.jpg
https://content.verticaliq.com/capfin/ball-mill.jpg
https://content.verticaliq.com/capfin/high-speed-disperser.jpg
https://content.verticaliq.com/capfin/Batch%20Mixer.jpg


Business Valuation
This data on business valuations is supplied by DealStats, an online database with the most complete financial details on over 42,500
acquired companies. These companies are mostly small and medium-sized private firms.

Summary Valuation Data for Paint, Coating & Adhesive Manufacturers

MEDIAN MEAN # TRANSACTIONS DATES

Price to Net Sales 0.7 1.27 13 10/11/2000—01/22/2021

Price to Gross Profits 1.48 3.45 11 10/11/2000—01/22/2021

Price to EBITDA 11.03 18.48 8 10/11/2000—01/22/2021

Price to EBIT 16.19 138.11 10 10/11/2000 —01/22/2021

Click on the metric below to see a distribution of transactions for the industry:

Count: 13 Min: 0.21 Max: 4.67 Mean: 1.27 Median: 0.7
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Source: DealStats

Price to Sales = Selling Price/Net Sales
Date range: 10/11/2000 - 01/22/2021



Count: 11 Min: 0.25 Max: 9.09 Mean: 3.45 Median: 1.48

Count: 8 Min: 0.84 Max: 84.05 Mean: 18.48 Median: 11.03
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Source: DealStats

Price to Gross Profit = Selling Price/Gross Profit
Date range: 10/11/2000 - 01/22/2021
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Source: DealStats

Price to EBITDA = Selling Price/Operating Profit + Depreciation & Amortization
Date range: 10/11/2000 - 01/22/2021



Count: 10 Min: 0.0 Max: 1634.0 Mean: 138.11 Median: 16.19

Selling Price, also known as MVIC (MarkSelling Price, also known as MVIC (Market Vet Value of Invalue of Invested Capital)ested Capital) is the total consideration paid to the seller and includes any cash, notes and/or

securities that were used as a form of payment plus any interest-bearing liabilities assumed by the buyer. The MVIC price includes the noncompete

value and the assumption of interest-bearing liabilities and excludes (1) the real estate value and (2) any earnouts (because they have not yet been

earned, and they may not be earned) and (3) the employment/consulting agreement values. In an Asset Sale, the assumption is that all or substantially

all operating assets are transferred in the sale. In an Asset Sale, the MVIC may or may not include all current assets, non-current assets and current

liabilities (liabilities are typically not transferred in an asset sale).

Source: DealStats 2019 (Portland, OR; Business Valuation Resources LLC). Used with permission. DealStats is available

at https://www.bvresources.com/learn/dealstats
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Price to EBIT = Selling Price/Operating Profit
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https://www.bvresources.com/learn/dealstats


Financial Benchmarks
The following financial benchmark data is based on annual financial statements submitted by member institutions of the Risk
Management Association from Q2 of the first year listed through Q1 of the following year.

Financial Ratios (Paint, Coating & Adhesive Manufacturers, Industry-wide)

MEASURE 2018-19 2019-20 2020-21

Current Ratio 1.61 1.98 2.21

Quick Ratio .85 .91 1.25

Days Inventory 78.0 82.0 83.0

Days Receivables 46 40 43

Days Payables 40.0 36.0 37.0

Pre-tax Return on Revenue 5.64% 3.87% 8.38%

Pre-tax Return on Assets 9.31% 5.52% 12.04%

Pre-tax Return on Net Worth 21.19% 10.61% 20.80%

Interest Coverage 10.46 7.77 15.31

Current Liabilities to Net Worth .77 .50 .41

Long Term Liabilities to Net Worth 0.51 0.42 0.32

Total Liabilities to Net Worth 1.28 .92 .73

Number of Firms Analyzed 147 109 83

Income Statement (Paint, Coating & Adhesive Manufacturers, Industry-wide)

ITEM 2018-19 2019-20 2020-21

Revenue 100.0% 100.0% 100.0%

Cost of Sales 66.16% 64.85% 59.27%

Gross Margin 33.84% 35.15% 40.73%

Officers Compensation 1.09% 0.79% 1.33%

Salaries-Wages 9.67% 9.97% 10.48%

Rent 1.69% 1.78% 1.35%

Taxes Paid 1.48% 1.56% 2.43%

Advertising 1.61% 1.66% 2.01%

Benefits-Pensions 2.4% 2.44% 2.97%

Number of Firms Analyzed 147 109 83



ITEM 2018-19 2019-20 2020-21

Repairs 0.6% 0.63% 0.72%

Bad Debt 0.15% 0.16% 0.21%

Other SG&A Expenses 6.33% 7.48% 8.87%

EBITDA 8.82% 8.68% 10.36%

Amortization-Depreciation 2.23% 2.49% 3.15%

Operating Expenses 27.25% 28.96% 33.52%

Operating Income 6.59% 6.19% 7.21%

Interest Expense 0.89% 0.95% 1.0%

Other Income -0.04% -0.27% -1.2%

Pre-tax Net Profit 5.74% 5.51% 7.41%

Income Tax 0.52% 0.28% 0.63%

After Tax Net Profit 5.22% 5.23% 6.78%

Number of Firms Analyzed 147 109 83

Balance Sheet (Paint, Coating & Adhesive Manufacturers, Industry-wide)

ASSETS 2018-19 2019-20 2020-21

Cash 11.69% 11.72% 17.4%

Receivables 25.99% 21.38% 18.79%

Inventory 25.01% 25.65% 22.37%

Other Current Assets 1.62% 3.15% 1.62%

Total Current Assets 64.31% 61.91% 60.18%

Net Fixed Assets 21.65% 23.54% 22.96%

Net Intangible Assets 8.13% 8.05% 7.56%

Other Non-Current Assets 5.9% 6.5% 9.31%

Total Assets 100.0% 100.0% 100.0%

LIABILITIES

Accounts Payable 13.87% 15.06% 9.38%

Loans/Notes Payable 10.22% 9.92% 9.63%

Other Current Liabilities 10.7% 9.62% 9.03%

Number of Firms Analyzed 147 109 83



LIABILITIES

Total Current Liabilities 34.79% 34.6% 28.05%

Total Long Term Liabilities 20.12% 19.03% 22.63%

Total Liabilities 54.92% 53.62% 50.68%

Net Worth 45.08% 46.38% 49.32%

Total Liabilities & Net Worth 100.0% 100.0% 100.0%

Number of Firms Analyzed 147 109 83

Vertical IQ financial benchmark data is based on data provided by the Risk Management Association (RMA) and Powerlytics,

Inc. RMA’s Annual Statement Studies provide comparative industry financial benchmarks based on financial statements of

small and medium business clients of RMA’s member institutions. Additional detail on income statement line items is provided

using Powerlytics financial benchmarks, which are based on reporting submitted to the IRS. Additional detail on these data

sources can be found at RMA and Powerlytics.

https://www.rmahq.org/annual-statement-studies/
http://www.powerlytics.com/


Quarterly Insight
2nd Quarter 2022

US Residential Remodeling Resilient

Even as pandemic conditions wane, homeowners are expected to continue to invest in home improvements. Home remodeling
spending is expected to remain strong for most of 2022 before tapering off in the fourth quarter, according to the Leading Indicator of
Remodeling Activity (LIRA) report released in January by the Joint Center for Housing Studies at Harvard. Homeowner improvements
and repairs are expected to increase 11.3% to $390 billion in the first quarter of 2022 compared to Q2 2021. On a year-over-year basis,
quarterly remodeling spending levels are forecast to rise 15% in Q2, 19.7% in Q3, then moderate slightly to 17.3% in Q4 when spending
will reach $430 billion.

1st Quarter 2022

Construction Industry Rebalancing Expected

Residential construction will decrease in 2022, but private non-residential construction is set to rebound as economic reopening drives
the need for remodeling and rebuilding, according to multinational banking and financial services corporation ING. Government
infrastructure investment will add an extra layer of spending that can mitigate the headwinds from housing and leave overall spending
down 0.5% in 2022 after 2021's 7% increase.

4th Quarter 2021

Industry Works To Address Supply Chain Weaknesses

Attempts to address supply chain issues through reshoring have reached the paint manufacturing industry, which has been hit
especially hard by shortages. Paint supplier RPM International, for example, has purchased a large chemical manufacturing facility in
Corsicana, TX, to strengthen its supply chain and increase resin production. Resin is commonly used as a binder in paint, with the
material making up 44% of the global coatings raw materials market as of 2017, according to ChemQuest Group.

3rd Quarter 2021

Solar Paint Under Development

Several companies are developing solar paint that can be applied to practically any surface. Researchers at the Royal Melbourne
Institute of Technology developed a solar paint that generates energy from water vapor. The paint absorbs water, using a newly
developed substance, synthetic molybdenum-sulphide, to separate the hydrogen and oxygen molecules with solar energy. The process
produces hydrogen as a byproduct, which can be captured as fuel.

2nd Quarter 2021

Supply Chain Challenges Continue

Industry associations have indicated that paint manufacturers the world over are facing difficulty procuring raw materials. Chemical
suppliers are extending lead times roughly 2 weeks due to the effects of COVID on the workforce, according to Products Finishing
magazine. Powder lead times have increased even for stock powders produced in large volumes for the industry. “Lead times are a
challenge for anything other than the most high-volume stock colors,” says Tim Milner, owner of JIT Powder Coating.



1st Quarter 2021

Prospects for Federal Infrastructure Legislation Improve

Democratic control of both the US Congress and the presidency may boost the chances that a federal infrastructure spending bill will
be passed. "A $1.5 trillion to $2 trillion package — somewhere in that zone — could get through," according to Gautam Khanna, senior
portfolio manager with Insight Investment. Demand for paint, coatings, and adhesives is likely to increase if a bill is passed. President
Biden's $2 trillion infrastructure plan includes investment in airports, ports, roads, and highways, as well as digital infrastructure and
clean tech. Experts note, however, that achieving even a fraction of the infrastructure proposal will require Biden to secure new funding
streams or expand debt-fueled spending, potentially upend the way infrastructure policy typically works, and ensure hundreds of
Democratic lawmakers in a closely divided Congress remain in lockstep.

4th Quarter 2020

Expedited Review Process Announced for Surface Disinfectant Products

The Environmental Protection Agency (EPA) has announced expedited decision timelines for some products with surface disinfectants
for which the manufacturer makes residual anti-viral efficacy claims. Included are supplemental residual antimicrobial coatings and
films with residual efficacy measured in weeks and supplemental residual antimicrobial fixed or solid surfaces with residual efficacy
measured in years. EPA’s new interim guidance marks the agency’s first-ever recognition of residual anti-viral claims for any
antimicrobial products under the Federal Insecticide, Fungicide and Rodenticide Act. Paint and coating manufacturers of antimicrobial
products that are potentially effective against the novel coronavirus for an extended time following application are likely to benefit
from the change.

3rd Quarter 2020

Infrastructure Rule Changes Approved

The Trump administration completed its modification of the National Environmental Policy Act (NEPA), with President Trump calling
the law the “single biggest obstacle” to major construction projects. For 50 years, NEPA has required the government to weigh
environmental and community concerns before approving pipelines, highways, drilling permits, new factories or any major action on
federal lands. The reviews can take roughly four and a half years. The Trump administration's goal is to reduce that to two years. The
new regulations are expected to reduce the number and types of projects that will be subject to review under the NEPA, shorten the
timeline for reviews, and drop a requirement that agencies consider the cumulative environmental effects of projects, such as their
contribution to climate change. Paint, coating, and adhesive manufacturers may benefit if the number of construction projects
increases.



Industry Terms
Architectural Coatings

Coatings, including paint, that beautify and maintain the surfaces of homes, public buildings, offices and factories.

Emulsion

Suspension of liquid in another liquid.

Field Applied Coating

Coating applied outside of the factory setting.

Final Mix or Lengthening

Step in paint production that transfers the mixture to large tanks, where it is thinned through agitation and the addition of solvents.

First Mix

The first step in paint production, where fine grain pigments are mixed with a resin and solvents to form a paste.

Grinding or Dispersion

Step in paint production that grinds pigment particles to a smaller size.

Industrial Coating

Coatings applied at the time of manufacture.

Smart Coating

Coatings that can sense and respond to a stimulus in the environment (pressure, light, heat) and react accordingly.

Titanium Dioxide (TO2)

Main whitening material used in paint.

VOC

Volatile Organic Compound, emitted as gases from certain solids or liquids, may have short or long term adverse health effects.



Web Links
American Coatings Association
News, trends, statistics, and general industry information

Adhesives and Sealants Industry (ASI)
News, trends, statistics, and general industry information

Coatings World
News, trends, and research

World Paint and Coatings Industry Association
Worldwide industry news and trends

http://www.paint.org/index.php
http://www.adhesivesmag.com/ASIEndUser
http://www.coatingsworld.com/
http://www.wpcia.org/


Related Profiles
Basic Chemical Manufacturers

NAICS: 3251 SIC: 28xx

Home Centers & Hardware Stores

NAICS: 444110, 444130 SIC: 5031, 5072, 5211, 5251

Industrial Supply Distributors

NAICS: 423840 SIC: 5085

Metal Coating, Engraving & Heat Treating

NAICS: 3328 SIC: 3398, 3471, 3479

Painting & Wall Covering Contractors

NAICS: 238320 SIC: 1721

All contents of this "Report", including without limitation the data, information, statistics, charts, diagrams, graphics and other material
contained herein, are copyright © 2022 Vertical IQ, Inc. or its licensors, all rights reserved. Use of this Report is subject to the Terms of
Use accepted upon purchase of a license to this Report, and this Report is intended solely for the purchaser’s internal business
purposes as further described in the Terms of Use. Except as expressly authorized in the Terms of Use (which permits the purchaser to
provide a single printed copy of this Report to its bona fide clients and prospective clients at no charge), this Report may not be, directly
or indirectly: shared, resold, transferred, brokered, published, reproduced, displayed publicly, used to create any derivative works or
otherwise distributed. The purchaser assumes sole responsibility for use of this Report and conclusions drawn therefrom. EXCEPT AS
SPECIFICALLY SET FORTH IN THE TERMS OF USE, VERTICAL IQ, INC. MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS
OR IMPLIED, REGARDING THE CONTENTS OF THIS REPORT, OR USE OF OR RELIANCE ON THIS REPORT, AND THIS REPORT IS
PROVIDED “AS IS”.

If you have received a copy of this Report in electronic format and you did not purchase a license to this Report directly from Vertical
IQ, Inc., please destroy all electronic copies of this Report and contact us at info@verticaliq.com to report a potential violation of the
Terms of Use for this Report.

https://app.verticaliq.com/industries/67-basic-chemical-manufacturers
https://app.verticaliq.com/industries/132-home-centers-hardware-stores
https://app.verticaliq.com/industries/58-industrial-supply-distributors
https://app.verticaliq.com/industries/171-metal-coating-engraving-heat-treating
https://app.verticaliq.com/industries/141-painting-wall-covering-contractors
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