Sherwin-Willlams presents a pristine business
model currently masked by a dangerous
valuation crossroads.
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The Moat

Absolute dominance in North American
architectural coatings (~70% market
share, highlighted in Muted
Emerald Green) driven by a vertically
integrated network of 4,853 owned retail
locations and an elite 17.4% Return
on Invested Capital (ROIC), also
highlighted in Muted Emerald Green.
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The Tension

Pristine gross margins (~48.8% in
2025) are entirely supported by
aggressive price hikes (highlighted in
Amber/Mustard), completely
masking flat-to-negative organic unit
volumes in a frozen housing market.

VALUATION

The Valuation

Trading at an aggressive ~34.8x P/E
multiple (highlighted in Brick Red).
The market is pricing in absolute
perfection, demanding 10-12%
perpetual FCF compounding from a
mature, cyclical chemicals business.
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The global coatings industry is a strict oligopoly protected by insurmountable physical and
regulatory barriers.

Market Share by Revenue (Billions of Dollars)

The Sherwin-Williams Company - $23.57 Billion

PPG Industries - $18.25 Billion

I AkzoNobel - $11.99 Billion
I Nippon Paint Holdings - $10.81 Billion
I RPM International - $8.07 Billion
_ Axalta Coating Systems - $5.27 Billion
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Barriers to Entry
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Chemical Procurement Scale Heavy Liquid Logistics Regulatory Ceilings
Paint formulation is bulk chemical blending. Paint has a very low value-to-weight ratio. The California Air Resources Board (CARB)
Scale is mandatory to negotiate pricing on Oceanic shipping is economically unfeasible, lowered the VOC ceiling for interior flats to 50
volatile commodities like titanium dioxide mandating a localized, dense manufacturing g/L in 2024, forcing 40% of products to be
(TiO2) and petrochemical resins. and distribution footprint. reformulated. Only apex players possess the
R&D budgets to comply.




A 35-year demographic inversion fundamentally shifted industry pricing power away
from the consumer.

1980 Market 2023 Market

The Inversion

The DIY Consumer The Professional Contractor

* Views paint as a discretionary retail purchase. = Views paint as a vital supply-chain input.

= Shops infrequently and is highly price- = Highly price-inelastic regarding per-gallon
sensitive. costs.

* Easily swayed by big-box promotions (Home = Prioritizes consistency, availability, and credit
Depot, Lowe’s). terms.

The Core Metric: For a professional contractor, labor represents roughly

80% of the total job cost. The paint itself accounts for only 20%.
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Complete vertical integration allows the Paint Stores Group to
capture double margins and react instantly to inflation.
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Owned Retail Pro

Formulate Manufacture Proprietary
(Georgia) (Georgia) Truck Fleet (4,853 Stores) Ecosystem

(Georgia) (Geo rgia) (Georgia)

(- o, 2)
Margin Capture Inflationary Agility Inventory Proximity
SHW captures both the manufacturing When raw material costs spike, SHW Utilizing a proprietary fleet of over 3,000
wholesale margin and the retail implements store-level price increases trucks, SHW ensures a professional
distribution margin. Competitors like PPG overnight. Wholesale competitors face painter is rarely more than 20 minutes
and Behr must delegate distribution to big- months of contractual lag time away from a supply node, minimizing
box retailers, structurally lowering returns. negotiating with hostile big-box buyers. paid labor downtime.
e e N J

&1 NotebookLM



Engineered customer stickiness imposes severe operational
switching costs on the professional contractor.
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Credit Facilities

Customized local credit lines,
including 0% terms on the
PRO+ program. This allows
contractors to float material
costs until they receive

homeowner payments, tying their
cash flow directly to SHW.
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Digital Color Consistency

Proprietary tinting systems and
centralized digital account
histories. A contractor can

perfectly match a specific hue
from a multi-year
commercial project. Switching
suppliers risks color
divergence and expensive
project callbacks.
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Logistical Support

Free, just-in-time, on-site
delivery directly feeding
materials to active job sites.
Dedicated sales representatives
actively manage
relationships with the top 20
national homebuilders.
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Deconstructing the 55% ROE reveals heavy leverage
masking a pristine 17.4% core engine.

Reported Metric: TTM Dec 2025 Return on Equity (ROE) sits at an astronomical 55.86%.

Asset Turnover Equity Multiplier ROE

Net Margin

10.9% - 13.1% x 0.91x - 0.98x x 5.84x —
i o Reflectina the capital (Shareholder equity has been y 86 0/
(Confirming true pricing int{enesity c:f 3’353 pl?ysinal systematically hollowed out 55 0
power) stores) by debt-funded acquisitions

and share repurchases)

The Reality: Return on Invested Capital (ROIC)

ROIC is the superior metric. FY25 NOPAT of ~$2.99B on $17.23B average invested capital yields a pristine
17.4% ROIC. This vastly exceeds the ~8% WACC and outperforms peers (PPG at 11.3%, RPM at 12.9%).
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Pristine gross margins are currently masking a glaring
vulnerability in organic unit volumes.

48.8% The Revenue Reality

A Total 2024 revenue grew just 0.2% ($23.10B). 2025
el revenue grew 2.1% ($23.57B), but this included a

Driven by 7% $164.5M Q4 boost from the Suvinil acquisition.

2Bl Without this, organic volume was negative.

42.1%

The Mechanism

Margin expansion and revenue growth were entirely
driven by aggressive pricing, including a 7% price

increase across the Paint Stores Group in January 2025.
Masked by P 2 g

Suvinil
acquisition The Vulnerability

: A business cannot infinitely compound earnings strictly

through price hikes without eventually hitting demand
2021 2022 2023 2024 2025 elasticity.
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The enterprise consists of three distinct segments ranging from an
unassailable monopoly to structurally flawed retail.

Paint Stores Group (PSG) [THE CROWN JEWEL]

~55-60% of total revenue. Q4 2025 margins expanded to 20.8% (peak ~24.9%). Operates the
localized retail monopoly. Continually took market share despite a frozen housing market.

Performance Coatings Group (PCG) [THE CHALLENGER]

~25-30% of total revenue. 19.0% adjusted margins. Global industrial, marine, and auto OEM.
Battles fiercely against heavyweights PPG and Axalta. Driven by technology (ValPure) rather
than retail density.

Consumer Brands Group (CBG) [THE WEAKEST LINK]

~14% of total revenue. Margins languish at 10.6%. Formulates DIY paint for third-party big-box
retailers. Bereft of pricing power and highly exposed to discretionary consumer spending drops.
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The 2024-2026 macro environment applied relentless
pressure to unit volumes and supply chains

Frozen U.S.
Housing Market

Stubbornly elevated interest
rates paralyzed existing home
sales, drastically reducing the

natural turnover events that

trigger residential repainting.

Operational Contractio

Management conceded to a “softer for longer” environment, slashing

Geopolitical Tariffs

Severe supply chain disruptions
fundamentally raised the COGS floor.
Includes a 34% tariff on imported
titanium dioxide (TiO2) from
China/Germany, and 25% universal
universal tariffs on epoxy resins.

mid-2025 CapEx expectations by $170M and doubling their restructuring

target to $105M to protect the bottom line.
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Capital Allocation: Management demonstrates exceptional
discipline in M&A integration and dividend reliability.

M&A Discipline

2017: The $11.3B Valspar Acquisition

Heavily criticized initially, but ultimately
delivered over $320M in structural synergies
and vital non-BPA packaging tech (ValPure).

2025: The $1.15B Suvinil Acquisition

All-cash acquisition of BASF’s Suvinil
successfully captured immediate LatAm market
share to backfill the exited China architectural
business.

Cash Flow & Dividend Reliability

,ﬂ' Continuous Growth

Cash Flow Conversion

The business is a cash-generating leviathan, producing
$3.45B in operating cash in 2025. Q4 2025 Free Cash
Cash Flow (FCF) conversion hit an elite 90.1%.

Dividend Reliability

F ——| 47 consecutive years of dividend increases. 2026
payout raised to $3.20 per share annually, supported
by a highly conservative 30% FCF payout ratio.
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Capital Allocation: A mechanical, valuation-blind buyback
strategy mathematically destroys intrinsic value.

The Volume %

SHW is a serial repurchaser, / Shares were purchased at
spending $1.678B in 2024 and / \ average prices exceeding

$1.65B in 2025 (retiring 4.8M $330-$340. At a 32x-35x P/E,

The Math =]

Cost of Debt:
~5.0%+

Incentive Misalignment @

shares). Buyback Earnings this yields ~2.8% to 3.1%.
Yield: ~2. 3% Borrowing at 5%+ to buy back
stock yielding 2.8% destroys
CEO total compensation ($13M)
in total debt against is tied to EPS targets, while

intrinsic value in a flat-volume
remarkably thin cash reserves outrightY ownership is negligible

environment.
of $207M (Net (0.011%). This incentivizes using
Debt/EBITDA ~2.3x). debt to shrink the share count
and engineer EPS beats.

i A,
Balance Sheet Risk NA
The company carries $13.58B
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The balance sheet remains exposed to unquantifiable
legacy liabilities and emerging operational threats.

Labor Litigation

N

Legacy Lead Paint
Liability

In late 2024, the Ohio Supreme Court
ruled that SHW’s insurers (Lloyd’s of
London) are NOT liable to cover the
company’s $101M share of a $305M
California abatement fund, stating

the fund prevents future harm rather
than compensates for past damages.

This sets a dangerous precedent,
exposing SHW to future uninsured,
retroactive public nuisance suits from
municipalities.
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An early 2026 California class-action
lawsuit alleging systematic wage and

hour violations threatens the store-level

employee culture that underpins their
vaunted customer service moat.

e »

Big Box Encroachment

B

The Home Depot’s aggressive expansion
of its “Pro” capabilities pushes Masco’s

Behr deeper into the contractor
ecosystem, threatening SHW’s grip on
price-sensitive professional tiers.

o
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At a 34.8x earnings multiple, the equity Is
priced for absolute mathematical perfection.

Sherwin-Williams (Current) || 34.8x P/E
SHW 5-Year Historical Avg | 28.0x P/E
S&P 500 Average F26.2x5P/E
Peer: PPG Industries | 14.7x P/E

As of early 2026, SHW trades at ~$362/share ($89.3B Market Cap,

EV/EBITDA ~23x).

The Reality Check

To logically justify a 35x multiple over a
10-year holding period, a company must
perpetually compound free cash flow at

roughly 10% to 12% annually. With

2025 organic unit volume growth flat-to-

negative, valuation risk currently
overwhelms business quality.
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Diligence Matrix: Four critical questions for future capital
deployment and risk underwriting

Price Elasticity Saturation

Have cumulative price hikes (mid-teens in 2022 +
5-7% annual hikes through 2025/2026)
exhaursted the professional painter’s ability to
pass costs to the homeowner? Monitor volume
deferment rates in the spring 2026 season.

Buyback IRR Thresholds

What specific Internal Rate of Return (IRR)
hurdle does the Board utilize when authorizing
repurchases at 35x earnings? If it operates on a
valuation-blind grid, it reveals a fatal capital
allocation flaw.

PCG Market Share

Can the Performance Coatings Group genuinely
take structural market share from entrenched
incumbents (PPG/Axalta) in auto OEM and
refinish without sacrificing its 10% margins?

Lead Paint Actuarial Risk

Post-Ohio Supreme Court ruling, what is the
actuarial probability of parallel public nuisance
lawsuits materializing in states with dense pre-
1978 housing stock, and how are uninsured
losses provisioned?
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