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The Investment Thesis:
An Exhausted Narrative

The Durable Moat

RPM possesses a legitimate,
high-quality competitive
advantage built on
architectural specification
power (liability transfer) and
deeply entrenched retail brand
equity (Rust-Oleum, DAP).
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The Stagnant Core

Headline record revenues
mask a shrinking underlying
business. Organic growth
has turned negative (-0.5%
in Q2 2026), heavily
reliant on expensive, high-
multiple M&A to engineer
top-line expansion.

The Exhaustion of
Efficiency

The MAP 2025 margin
expansion story has hit a
mathematical plateau. Plant
consolidations are actively
causing operational
inefficiencies, and a heavily
leveraged balance sheet ($2.528B
debt) restricts strategic aqility.
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Business Architecture
& Revenue Distribution

]

Construction Products Group (CPG)

38% ($2.8B)
Brands: T , Dryvit
FGCUS:rEI;ﬂ?mErFCETGCDn;i’:LIICﬂDn, FY2025
bUI'dlng Eﬂ?ElﬂpES Total Revenue

~

$7.37B

5

Performance Coatings Group (PCG)

20% ($1.5B)
Brands: Carboline, Stonhard
Focus: Industrial CapEx,
petrochemical, data centers

iz

Consumer Group

33% ($2.4B)
Brands: Rust-Oleum, DAP, The Pink Stuff
Focus: DIY retail, residential maintenance

-

Specialty Products Group (SPG)
9% ($0.7B)
Brands: Day-Glo, Legend Brands
Focus: Niche manufacturing,
fluorescent pigments
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Competitive Positioning:
The Niche Aggregator Model

: ) RPM'’s Strategy
The Oligopolists RPM ($7.37B)
Sherwin-Williams ($23B+) & PPG ($15.8B)
Dominate heavily commoditized architectural paint Acts as a strategic aggregator of high-margin
via massive, vertically integrated proprietary retail formulations. Intentionally avoids direct retail warfare
networks (4,700+ stores). by targeting extreme-duty protective industrial coatings

and genericized consumer repair/aerosol brands.
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The Economic Moat: Specification and Shelf Space
Industrial Specification Power
AT

0.
=4 T

Architects dictate exact materials (e.g., Carboline Polyclad) in legal blueprints to meet rigid
building/fire codes. Substituting the specified material actively transfers catastrophic failure liability
from the architect onto the contractor. Result: Extreme pricing power and customer stickiness.

Consumer Brand Equity

Brands like Rust-Oleum and DAP have achieved genericized status. Mega-retailers demand reliable,
single-source national suppliers, locking out sub-scale competitors from a zero-sum physical shelf space.
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The Return on Capital Paradox

A strong specification moat theoretically demands superior unit economics.
However, RPM’s ROIC systematically lags elite industry peers.

ROIC (Return on Invested Capital) The Structural Drag

RPM's historical strategy of operating
as a loosely governed, decentralized
holding company for 175+ acquired

Sherwin-Williams: 15.2% - 18.1% businesses created bloated working

capital, duplicative SG&A expenses, and

sub-optimal fixed asset turnover.

RPM: 11.0% - 12.9% The Distribution Gap

Lacking proprietary retail stores, RPM
surrenders critical margin to third-party
distributors and big-box retailers.
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The Top-Line Illusion: Manufacturing Growth

Management reported Q2 2026 sales increased +3.5% to a record $1.91 billion.

+0.6% +3.5%
+3.4% FX Translation Total Growth

ME8A Contribution P R T

Total Growth

0% T
-0.5%
Organic Sales

The Reality Takeaway

 Organic Sales: -0.5% (The core business is The M&A strategy is no longer a supplementary
contracting). growth lever; it is the sole life support

. M&A Contribution: +3.4% (Acquired revenue mechanism for corporate top-line expansion in a
covering the organic shortfall). restrictive macro environment.

« FX Translation: +0.6%.
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The MAP 2025 Scorecard: Efficiency vs. Reality

Designed to transform RPM from a confederation of fiefdoms into a center-led enterprise.

Gross Margin Target: : - Substantially
42.0% Actual #18%  Achieved (+510 bps)
Adj. EBIT Margln Target: Actual- 13.2% Missed
16.0%
Annual Revenue Target: _ = Missed by
$8.50 Billion Actual: $7.37 Billion _$1.13 Billion

Key Insight: Supply chain centralization successfully squeezed out gross margin wins, but total
inability to generate organic volume growth destroyed the revenue and operating leverage targets.
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The Exhaustion of Efficienc 3 O
g 11.2%
The Q2 2026 Reality Check E B I T D e CI I n e

Despite record headline sales, Q2 2026 Reality Check
adjusted EBIT precipitously declined

by 11.2% to $226.6 million.

The Cause
Management explicitly admitted

that temporary inefficiencies
\ from plant and warehouse facility

The Reactionary Band-Aid consolidations eroded margins.

Facing stagnant growth, management abruptly The easiest efficiencies are gone;
announced a MAP 3.0 mandate to forcefully extract physically consolidating

S100M in SG&A savings. Risk: Deep overhead cuts manufacturing is now actively
threaten technical salesforces, risking the very disrupting the supply chain.

specification moat that protects the company.
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The Capital Allocation Trap

Aggressive M&A Rigid Dividend
Multiple Commitment

M&A Indiscipline : j The Dividend King Constraint:
(Overpayment Risk): 52 consecutive years of

The recent acquisition of Ready dividend Increases.
Seal for ~$450M against ~$45M Consumes >$270M in

el o> 2 90ST g operating cash flow annuall
10x Enterprise Value to Sales P g y.

multiple.

Subordinates strict capital
efficiency to maintain the illusion
of growth.

The Result

Management relies entirely on debt to fund massive M&A, leaving share
repurchases as an immaterial afterthought ($17.5M in Q2 2026).
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Vulnerability Matrix:
Balance Sheet & Macro Headwinds

$2.52 Billion

Total Debt

(Debt-to-Equity ~1.05. Expanding balance sheet to fund the
fiscal 2025 M&A spree).

$57.3 Million

TH26 Interest Expense

(Heavy debt load drastically increases sensitivity to the high-
interest-rate environment, acting as a direct drag on FCF).

~4.7%

DIY Organic Decline

(Violent reversion to the mean post-COVID; high mortgage
rates paralyzing housing turnover and retail paint purchases).

Delayed

Commercial Construction

(Prolonged U.S. government shutdown in late 2025 stalled
momentum for the CPG segment, highlighting deep cyclical
vulnerability).
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Leadership & Corporate Governance

The Sullivan Legacy

CEO Frank C. Sullivan has guided RPM's immense M&A
growth since 2002. The proxy states family participation
is an important part of the Company's corporate culture.

Compensation Alignment

Reasonable alignment with shareholders. Of the CEQ'’s
$11.16M FY2025 compensation, 59% is at-risk, tied

directly to margin improvement and working capital targets.

Modernization

The Board is actively phasing out its entrenched classified
structure in favor of annual director elections,
demonstrating a shift toward modern shareholder-friendly
governance.

CEO FY2025 Compensation Structure
($11.16M Total)

Base &
Other
At-Risk
(Margin &
Working
Capital
Targets)
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Valuation Context:
Priced for Perfection

m RPM International Sherwin-Williams (SHW) PPG Industries (PPG)

Forward P/E ~22X ~31-34x ~16-17x
EV/EBITDA ~15.5x% ~19.4x ~11.3x
ROIC 11.0-12.9% 15.2-18.1% 10.9-16.7%

The Takeaway

While RPM trades at a discount to SHW (justified by SHW's superior ROIC and retail monopoly),
sustaining a 22x P/E requires continuous earnings growth. With shrinking organic top-line and
compressing EBIT margins, the current valuation provides an exceptionally thin margin of safety.
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Key Risks & The Bear Case

1. M&A Integration Failure
Acquiring high-velocity FMCG brands like The Pink Stuff introduces completely new grocery retail
dynamics, stretching operational cohesion.

2. Mathematical MAP Exhaustion

The easiest margin expansions are finished. Facility consolidation is now actively destroying EBIT
leverage.

CPG/PCG segments remain heavily tethered to commercial CapEx budgets and vulnerable to
interest rate impacts on real estate refinancing.

... Dividend Paralysis
The Dividend King status prevents mathematically optimal capital allocation, effectively blocking

‘ 3. Cyclical Vulnerability
‘ rapid deleveraging of the $2.5B debt load.
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The Verdict

The Asset The Investment Reality
A premium business with a highly Operating in a stagnant
durable specification moat and macroeconomic environment, relying
genericized retail brand equity. heavily on aggressive M&A and

financial engineering to sustain a
demanding valuation multiple.

Conclusion: An asymmetric risk profile
heavily skewed toward the downside.

Caution is heavily warranted until
organic volume growth normalizes.
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