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Highlights
Dollar amounts in thousands,
owept por share
1979 1978 Increass
Net sales $1,196,343 $1,1323% - 6%
Net incoroe 18,028 5192 UT%
Par common share: B
Net income 3z 322%
Cash dividends 16
Book value 51.56 1%
Aversge shares outstanding 5200878 o
Return on sales O 151%
R.umm mm quity 8.78%
Debt to capitalization 464% A )
Current ratio 301tol 399t
Sherwin-Williams Today

Sheswin-Williams is organized in Bve business segments

Coatings. The Stores Division operstes a chain of 1,400 wholesale and retail
decorating centers selling paint, painting tocls, wallcoverings and window treat-
mants. Cortain centers also carry carpeting and vinyl floorcovering. The Consumer
Division manufactures coatings and markets them to painting contractors and a
varisty of retail cutlets. The Automotive Aermarket Division manufactures and

m«mummuwmnﬂmmmm,'

Wmnmmum applied to products
during predurtion. Ressarch and developmans for the Coatings Group is conducted
:muﬂm@nﬂnﬁﬂm&nunﬂuuwmnﬁ

its planta,
Chemicale. The Chemiculs Division produces intermadiste and functional prod-
ucts for use in s wide range of sgricultural chamicals, foods and beverages,
coatings, plastics and other applications.
Packaging Producta. The Container Division supplies cans to manufacturers of
paint, housshold products and industrisl products. The division is s Jeading
supplier of asrosol cans. Also part of the Packaging Products unit is the Graphic
Arts Division, which prints labsls, color samples and other materials.
Specialty Products. The Specialty Products Division operstas in four principal
product areas: paint brushes and rollars, aerosol products for consumer and indus-
trial use, adhasives and paint-epraying squipment.
International. Major foreign subsidiaries are in Canada, Mexico, Jamaics snd
Brusil. Licsnsses are Jocated in 34 countries of Burope, Latin America and the
h%nmmmuhhu S. are exported to distributors in
over 20 countries.

Contsnta

Highlights 1

Sherwin-Williams Today 1
Shareholders
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To Shareholders:

The past ysar was one of critical change for Sherwin.Williams. The financial con-

- dition of the company was greatly improved. Progress was made in incressing the

poor profitability of costings lines. Marry changes were made to upgrade tha man-
wtmnm-wphnm“mwltmlmd
intansive effort throughout the company to identify and solve our most immediate
dewﬁﬁ-wmmmmmw
continued earnings growth.
Liquidity, At the beginning of the year, the most urgent task was 10 build
VI'IM d
in
hvauyhswtmmndwnmwﬂmm More efficient
manufacturing managemant now anables faster response to market demand.
w«mm—mmbmwummmmwm
onsuring adequate supplies of those in greater demend. Division general manas-
gor are now sccountable for invantory levels. Thily direct purchasing and other
formar corporate functions that enable them to coordinate inventory with market.
ing plans.
The improved liquidity enabled us to avoid short-term borrowing, reduce long-
term debt and purchase & block of coramon shares.
Profitability. A second important goal for the year was to improve profitability.
Although the compariy’s sales have risen steadily in recent years, higher costs of
raw materisls, labor, transportation and interest have dramatically deteriorated
P‘lﬂmerlinl-
‘Together with ssch general manager, we identified steps necessary to eamn a
matisfactory return on assets employed in his division, and we set specific goals for
the ywar.

mmaﬂ-m—mmmmfmm

uvinpudmmmy Prices were increased to reflect increanad costs.
The relative profit margins of various product offerings were studied in detarmine
MM&MMM& As o result of thase efforts we boosted

significantly during the year and also laid the foundation for further
guina in the fsture.

Nat income ss & percentage of sales more then tripled in 1979. Earnings per
share, ross to $3.21, up from §.76 in 1978, And quasterly dividends were resumed
with a paymaent of $.15 par share in December. A paymant of $.30 will be made in
March. The dividends rellect the improved performance of last year and the confi-
dance of the board of directors in continued improvement.

Exscutive Appointments. We believe the prime factor in a company’s success is
the quality of its peopls. Thus, much of our time during the year was spent on
evaluating and selecting key managecs dedicated to improving results. A number
of mansgement changes were mads at corporate snd division levels. The positions
of sanior vica president of Bnance and vice prasident of planning and develop-
ment wars filled from outside the company. New group vice presidents were ap-
pointad for the Coatings and International groups. The positions of vice prusident,
corporsta controller; tressurer; and corporats secretary were reamignad. New gen-
mmmmmmmmhmmmmn.
Consumer Division, Chamical Coatings Division, Specialty Products Division and
Sherwin-Williams Canads. A significant sumber of additional changes were made
at various lavels within the divisions.
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Technology Lesdership. Sherwin-Williams has long been » leader in costings

hmnmayuﬁamﬁmulmbonqun&h&rnmndﬂuudmufsmunupﬂb‘

cant product innovations. We have assigned a high priocily to maintaining our
loadership, particularly with the incressing challenges of rising scergy costs for
industrial coatings use and grester environmental regulations. To stimulate our
nuudmuddnnhunnumwnmmnnsuhnmdunu-ﬁad&ﬂunvbw-dux

and staffing. As a result, some projects wers aliminated, and R&D expenditures
were incressed on thoss programa that will banefit fisture results.
Hun&u;Annudgﬂummgpm-;umhnduﬂvnﬂnyurnqmnd-nh

in helping managers to understand the full range of their responsibilities and to
sﬁﬂudmawubyduhﬂnupuﬁmunnwmhoammuulthnwuimht
of various corporate functions to the divisions, managers now have the tools to
run their businssses for optimum peofitability, both in terms of day-to-day opera-
tions and for the longer term.

Thus, 1979 was the first year in setting & new management direction for
Sherwin-Williarms. While much was accomplished in meeting immadiate chal-
kmp-uﬂlnuuﬂummlﬂwumuunyﬁr&nﬁmuqnwd:umum-uboam‘
The following saction of this report outlines our approach to the future.

We belisve the company is now better coordinated and staffed for progress in
the economic and political environment we forvese. We believe there is a stronger
sense of confidence among all Sherwin.Williams employess that they can influ.
ence the company’s future. And we belisvs the leadership and determination that
sparked the beginning of & turnaround will continue to produce improved results,

-

.

*N

 Hrcen

Joba G Bree
Presidont & Chief Executsve Officer

s, Dreaa

Wilham C. Fina
Chairmoan

Febeuary 22. 1980
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To increass the value of Sharwin-Williams, we will:_

profitability. .

3. Secure the long-term future of cur pressnt businesses.

4. Diversify the company into growing markets.
To gain perspactive, these alyjectives should be viswed in relation to sccom.
plishmaents of the past year. The major requirements were to achieve financial
stability and to begin returning the company to higher profitability. Weo have
made good progress in reaching thess goals. Now we must sccelerate our efforts to
develop the Sherwin.Williams Company of the future, -

Increasing . It is apparent that many of our sssets are not earning
an adequate rate of return. In the past year Shecwin-Williams sarned 1.5% on its
sales of $1.2 billion and 6.8% on sharsholders’ squity. Our first yeur of strategic
planning, which inciuded analyses of our competitops, showed that we have a
Mhmwgmu‘nmbmmampd—
ml:lityﬁrheuﬁnpind:m othar specialty retailers to ths do-it-yourself
market. Several steps have been taken to achieve this potential:
® We have begun to assemble & management team with the skills and initiative
to exploit opportunitiss we now recognize and those we expact to identify in the
future. Changes have besn made in over half of the top 100 managemant posi- L
tions. We have established goals and Incentives to guide and stimulate managers,
and we have devaloped a reporting system to track results against the goals.
o Ws are convinced that the large and growing do-it-yourself market is one in
which our unique combination of technology, manufachuring capability and mar.
hm'mwwkmmhhdlbmm&lmmtmﬁmm
paint, wallcoverings and associated products, the 1,400 Sherwin-Williamn decorat-
Mmmﬂcmﬂnubﬁram&mﬂmdhﬁlydmu&bhthty.
gather with profassiona] sarvice. We are intensifying the training of our store per-
sonnal to support this approath, and we are beginning to analyze the design and
location of eur decorating centers to make sure they are attractive and convenient
to customen,

In addition to the Sherwin-Williame decorating centers, our distribution to
hardware deslars, home-improvement centers and other outlets, plus our private-
labal business with mase merchandisers offer additional means of advancing our
position in the do-it-yourself market.
¢ In the past year we made mgjor changes in the Canadian subsidiary, primanly
1o reduce costs and achieve better margins.The results have besn encouraging,
and we expect still further benefits from thase moves. But, a8 in U.S, operationa,
the major efftet will now shift to inereaging sales, and we have developad new
rosrchandiging programs for that purposs. We are confident that Sherwin-
Williams Canada will coctinue to show steady progress in the future,
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e  Growth of the Chemicals Division was impedsd in the past by uncertainty as
to its Asture in the company. The fact is, however, that this division is growing
faster and iz more profitable than our basic contings business. Thus, there is every
feason to build it, rather than mll it. We have taken steps to capitalize on the
strengths of the division's mansgemmnt by supporting increased ressarch and by
sxpanding manufscturing espacity.

o  With the built-in distribution capability of our Stores Division, as well ag the
other marketing channels we now supply, we sse good potential Sr cur Hadley
line of sdhesives, caulking and other paint-relsted products. We are confident that
the Hadley unit will be an increasingly important pert of our hasic business in
coatings and associated products.

Diverification. With this focus on Arthering our present businesses during the
nezt Sive years, we sxpect little change in sales mix among coatings, chemicals
and relsted lines. But we expect & marked improvement in profit contribution
from the Costings Group and a much higher overall proStability of the company.
We will gtill be, howsver, largely concentrated in coatings, a seasonal, low-growth
business. To continue growth of sarnings and improvement in return ¢a invest-
m-nudntmn;wnwﬂdmuduuvh-Mbcnhnuﬁﬂ&uwﬂdﬂnw
already besn initisted.

Recognizing that our poor margins in the coatings industry result largely from
excess capacity and an insdequate sumber of new products, we are investing in
research and developenent to yield more new products with higher margins, and in
processss that will increase our manufacturing eficiency.

Snniw-mnhmnhdhumbﬁnhnmul&mﬂhummﬁmnhﬂh&g

strength in the coatings business. Investment in the specialty chemicals industry
will be increased because of the higher margins and growth rates in this fleld.
Acquisition strategies for thess aress are being developed.
Ahmunmp-mnqyﬁtﬁnnﬂn&nnhﬁuduﬂqndhnnmn
Sherwin-Williams in the 1990's. This evolving strategy includes tha consideration
of acquisition candidates that may be unrelated to our present business.
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Coatings
Sales - § millions

Operating lacome — § wlllnu
IR 10 7

Reflecting efforts Lo improve margins, operating income of the Coatings Group
nnrlydmabldonn‘mﬂmmmmnbmu‘ﬂnmmmdusuu

38

hnddiﬁmbmmuddmmmd‘ihﬁmeﬂmtbmpd-
tioned itaslf with new products and marketing strategies for increased sales and
greatar profitability in the years aheed..
Improved Margins. The Stores Division focused its consumer marketing efforts
annmmﬁnbhmuﬂ\omhhcnbdhnbunm
m:mnmmuaauhamum
Whils the division will continue to offer flocecovaring in certain decorating centers
whmth-nhnmnﬂnmmthhhhbduph.dmdwdth
unita. The ovarall bensfit of reducing the number of offerings will be a simpler,
more dirscted and more profitable operation.

The Stores Division also mounted g highly sucossful marketing campeign
Mwmmwamwsum
Williams. Better planning and the addition of perscnnel spedializing in sales to
contractors, institutions, industrial firms and building managers brought substan-
tial guins.

Sbnunrly mmmmmmammﬂm
users in specific market segmenta. The specialization enabled a reduction in in-
ventory items and better musagemient of the sales force.

Margins were also boested both by price incresses to offset rising costs of raw
materials and by intensive programs to limit the effsct of the cost increasss. By
converting to bulk handling of almost all raw matsrials used in the manufacture
of latex coazings, which represent about two-thirds of its total production, the Con-
sumer Division is able to buy the matarials at lower cost, process them more
economically and svoid the wasts associsted with materiale packaged in begs. In
addition, yield programs instituted in all tha plants are helping to identify un-
NECOSSATY Processing waste.

Lower product cost was a major objective of tachnical activities during the
year. In addition to seeking less expensive altemative mstarials, while retaining
traditionally high quality, WWMNM\:MM

pazt of the decentralization program initiated in 1978, most Faw mistasial pur
chasing waa transfarred to the divisions, whers it can be maore closely coordinated
with business plans for marketing and production. Although s corporate purchas-
ing function continues to administer major contracts and coordinate division activ-
ities, decentralizetion of the function gives control to the divizions, which are to-
tally responsible for the profitability of their operations.

As raw materials ave the major cost item in costings manuficturing, pecson-
nal coats are the major item in the Stares Division's chain of decorsting centers.
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Although personnsl costs were cut substaptislly by closing over 100 stores in late
lmaandurlylm further measures to limit costs were taken last year. A
mdMstmﬁmWTWMn
policy of hiring more part-time pecpls, the program will help in matehing the sales
foree to sales volume.

Inventory Reductions. Elinunating duplications of prodycts in retail and pro-

fessional lines reduced inventory in the Stores Division. The move also tended to

Mocmnprwmmdwumnwmqumy higher price products.
The development of standard assortments of associated products will be effec-
tive in further eliminating sizeabls amounts of inventory. The standard assort-
ments, which are based on store size, will also ensure that smaller stores have
adeguate stocks of key items without an excessive investment.
In manufscturing-distribution operstions, a greaiar responsivenass of produc-
muuﬁ-wmwmm.mmotwm

mmmm.mmwddwmm
shortened the time from initial warshouse order to ultimate recuipt of finished

goods. Not only doss this greater sfficiency allow s reduction of inventory, it also
helips ensure that the right products are in the warehouse in the right quantitiss,

Positioning for Future Sales. Together with the emphasis on improved profit

margins, divisions of the Costings Group re-evaluated their markets and products

to identify opportunities for future sales growth,

With its 1,400 decorating centars throughout the country, the Stores Division
has the brosdest network in the industry for serving the burgeoning do-it-yourself
market. A thosough study by the division identified the types of products and the
price and quality ranges that have the greatest appeal With the concentration on
paint and wallcoverings that has already been established, efforts now csn be
fine-tuned to specific markets that offer the most benefits,

To carry out plans set during the year, the division's merchandiaing crganize-

tion was mhpﬂ.wnﬁmmhm-undhm:mﬂ
the addition of personnel bringing specific merchandising experience.

An important part of the marketing program will be an advectising campaign
mnndhyluwlynmmhdm whxhhnlmuldmﬂhmn

wmmuhmhummmmmlmmw
focus was changed in 1974, has featres of quality, value, color rangs, tinting, ste.
that dealers want, and it is advertised and promoted specifically for the dealer’s
benefit. With 1979 sales guins far exceading thoss of the genaral industry, the
Martin-Sensur line is expectad to continue to outpace the market.

Automotive Refinishing. Building on the success of its new Sunfire® acrylic
urethane snamel, the first air<dry product that outperforms the original factary-
applied Anigh, the Automotive ARermarket Divisicn will step up product davel-
opment to advance its markat psnstration, Marketing cspability, strengthened by
the addition of an exscutive to hesd this fanction, will be important in achieving a
projected sales and profit increass. Growing foreign interest in licensing the divi-
msmmmﬂuummmmhu
tion to expanding into additional domestic markets.

ufacture. Baking finishes to drive off solvents can require large amdunts of snergy,
30 coatings that allow a lower tamnperature or durstion of baking (or evea the
elimination of baking altogether) will ba incressingly in demand. Furtharmare,
rmany selvent-based coatings used today will not comply with poliution control
scheduled to becorns effective in 1982
Fortunately, the Chemical Costings Division bagan a number of years ago to
develop water-buse and high-solids products that both reduce energy requirements

‘.I
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and meet pollution control standards. Consequently, Sherwin-Williams now snjoys
a unique position in the industry, with both s highly sophisticated ressarch cape-
bility and an extansive marketing network.

Permaciad® 2200, the high-solids coating that meets all pollution contzol reg-
ulations — evan stringent new cnes in California — is geining incregsed ac-
ceptance. The product, which was designed as a ons-coat finush {or aluminum
axtrusions and cold-rolled steel, is opening new markets for the Chemical Coatings
Divimion, particularly in the sppliance industry.

As 8 lsader 10 watar-base coatings for industrial use, the division has several
important products. Kem Aqua®, with a wide range of uses, gives smaller man-
ufacturers the same qualitwe and complisnce previoualy available only in special
applicationa. Sher-Wood® Latex 2400, a water-bass primar-sssler for high-spesd
application, was specified during the year by two major forest-products manutac-
tugers who are using it 10 coat pressed-board siding.

3 mﬁmum..mwuar

¢ tra) computer 1n Cleveland daul
t-of-sale termunals in 1,400 m::u l:
gafher saies data.
5. "Two electrwdepomtion tanks, sach holding
68,000 guilons of Sherwin-Wiliiams Pow-
arciad®, went tnio production st Deere & Co
_& Wtymﬂdwmmdﬁm\»-
Davision teaches NAPA
p-uulb-mu-&hnn-&mwm
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Chemicals

Sales = § milhons

lllIIlIlllllllllllllllllllllllluo
Operating Income — § milions

llIlIIIlIIIlIllllllllllllllllllllllllll'0

The Chemucals Diviswn achieved excellent performance with higher sales and im-
proved margins. Operating income, however, was reduced $2.9 million by a
change to LIFO accounting. The divinon benefited from increased sales of its es-
tablished products, as well as growing acceptanie of newer ones. Major con-
mbutors to the progress were sacchann, para cresol and the triazoles group.
Sales of ssccharin were strong, and the price was increased for the first time

1021

1n two years to offsst rising costs. The moratorium passsd by Congress in 1977 w0

stay a ban on the swestaner by the Food & Drug Administration expired in May
with no noticeable effect oo demand. Congress is currently considering further
leguslation. With the lack of evidence that ssccharin is harmful, and its sarong
public support, it is expected to remain the major artificial sweetsner 1n the U. S.

Strategic Plan. The long-range strategy of the Chemicals Divinon is to exploit
its tachnology and its unique production processss tududqnwnnvmuhnn
lhnpuﬁnnqudhmnmmnudunuhmﬂlnu name rather than
generic type. An example of this thrust 1s Cobratac?, s corrosion inhilutor used
increasingly in antifreaze, coolants, hydraulic fluids, packaging matariais and
many other applications. Damand for the praduct remained strong last year. and
an expansion of production facilities, to be completad in 1980, will doubls capacity.

Similarly, the amaxidation plant in Chicago, largest of its kind in the world,
15 now producing benzonitrile, as well ae the original product, isophthalonitrile.
Production of other nitriles is under study.

In 1978 the Chemicals Division sold s significant amount of a newly de-
veloped denvative of para cresol for use in ths production of polystyzens. This was
another step m the divirion’s trend to producta for plastics, rubber, and elas-
tomerics, which are already major markets. Production of this pars cresol deriva-
tive 15 also an extension of the division's continuous-procassing tachnology. As &
result of the succeas with this product and the potantial for others from this proc-
ses, the feasibility of a sscond plant is being considered.

The Chemicals Division was active during the year in introducing other new
products that are expectad to contribute substantially to future sales and profits.

A group of products for use in oil-well drilling is useful in removing sulfur
from sour crudes. Sulfur corrodes drilling equipmant, and in the form of hydrogen
sulfide it 1s highly toxc. The new line of products opsna the way for penstration of
the energy explorstion market.

Another example of the division's program of forward integration to produce
umque specisity products for selected mariets is a line of corrosion inhibitors for
cellulose insulation. Sold under the name, Sher-Guard®, the products countsract
the corromve charactnstics of fire-recardants used in the insulation and thus pro-
tect metal pipes and ducts pasaing through it. An aggressive marketing effort is
planned for Sher-Guard® products.

In preparstion for such efforts. as well as & more efficient overall marketing
program, new managers of marketing and product development were appointed
auu.uny-n1h¢m¢dudmdu-nnmumsvmauamnmonnmhu

10
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1. AMF Sunfish fleata on hull of poit syTene

prodused vath the ud of B new pars cresol

denvative :

2 Orl-well dniling squipment 15 prowsctd

from rormmon by 8 new prodiey tnar remoses

sulfur from the crude

3 Agricultural cherucals are an

for anthranlic aad. for whath production ca-

pasity was lod

4 Colluloss nsulation 1¢ trested with Sher.
o avoud corrosion of pipes and other
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Packaging Products

Sales — $ milbons
‘79 50
‘78 871

Operating (ncame — § mill.,
79 93

‘78 13.7

Although sales of the Packaging Products unit increased. operatng income declined
because of a change to LIFO accounting and problems which alowed can production
dunng the early past of the vear. The sccounting change reduced income by $3.3
mulhon. Lower production resultad in higher unit costs. as well as lost sales.
Output was adversely affected by raw matenal supply problems brought on by

the sevare winter and trucking strikas. When the weather abated and the rucks

began to roll. backlogs at the steel mulls continued to limut shipments for several
months.

Delays 1in converting lithographing operstions to ultraviolat curing and the
development of new ink systema also cut production. Thess problems have since been
overcome. and the Container Division now has the most advanced cspability in the
industry for pninting on metal cans. In addition to the hugh quality results achisved
with the new ultraviolet cunng equipraent, the process requires leas energy and
reduces air pollution.

A larger than expected increase in steel pricescut into margins. Because of
the competitive market. the sdditional cost could not be fully passed on.

On the plus side. demand for matal cans has been strong, and the division has
also stepped up its sales efforts. particularly in the fastast growing areas of the U, 8.
Although the market for charcoal lighter cans, in which the Container Division hes s
major share, was weak at the beginning of the year bacause of a shortage of raw
matenal for the ighter fluid. by year-end shipments were up more than sxpected.

me,wuofmlmmammmyn“md

the new squipment for makmg mud-site cans incrsased during the year. With the

abilsty to offer a full range of sizes, the division boosted its sales twice as much as

overall growth in the industry. The ability to supply mid-size cans has opened new

mnrkeufnnhednmmnnlymﬂnhamnmdpnd\mwwm

superior quality and service are important factors. A major manufactuser in this eld
_wsaddndunuw and severa] large manufacturers of home products placed
more of their orders with the divizion becsuse of ita full line.

In & cost-reduction m.WMdemm
consolidatad in the large plant in Elgin where a new production line for quart cans is
now operating. In another step to improve productivity, manufacturing capecity for
gnllo‘:' oll:lonamnts-n Laandro wasdoubled by replacing squipment and redesign-
ng ine

Productivity 15 continually under review. Large cost savings in raw materials
have been achieved in the pagt. and the division is now focusing on improvements in
faclhities and more sfficent operationa.

Graphic Arts. During 1979 the division concentrated on 1mproving efficiency and
reducing costs. As a result. profits spurted. The division nm:h:hn'xhnmnﬁmm
developing external business. m addition tn supplying labels and color cards to
Sherwin-Williams' cosungs divisions,

A promusing development during the vear to expand such business was the
acquisition of & process for malung plasiic prnting plates. The process. which
simplifies the production of letterpruss platss. has market poenta) in printing on
metal. boxboard and other matenals.

Another advance which opena new markets for the division, is computerized
shading for color samples. The system compares the customer's scandarvd with s range
of colors in computer memory and produces s formula for preparing the color sample.

12

-l
” o —

tneernal use and for other manufacturers .

2. New produmon hne fer mid-mse sercesl !’
cand enables the Consmner Drvimon 1 offer a
full range of mzes.

0007-SWP~035269

0007-SWP-000116690



0007-3WP-000116691



Specialty Products

Sales —$ mullons
™

™ 463
Opoudn' lncome — 3 mulhions
13
-n ar

Operating income of the Specialty Products Divimion was reduced by a charge of
$3.8 nullion for obeolete inventery.

Sales of tha Sprayen unit, which does custom filling of aerosol products and
manufactures a variety of industrial maintenance products under the Speayon
label, improved ugnificantly. [n part, the sales advance reflected price increases to
offest higher costa of propellant and solventbased costings, both of which are
made from petrochemical feedstocks, but unit volume also increased.

Greatsr manufacturing efficiencies resulted from procedures to gain higher
yields from raw matevials. The use of altarnative matarials 1n some cases has
enabled sconomiss while maintaining quality.

New Products. Several new products also contributad to the group’s progress.
The Pro Val™ (professional value) brush was introduced during the year with
excalient success. Designed to bridge the gap between the top of the consumer line
of brushes and the bottom of the professional line, it is being sold in both markets.
It has a plastic handle, and its bristies are & blend of nylon and polyester. suitabls
ﬁrhﬁdﬂmﬂuﬂhﬂlﬂﬁu&&bnmdudwn&uﬂmﬁnﬂ‘hnd
haghest quality professional brushes.

A new line of throwaway raller covers for professional painters is the result of
s markst study that indicated the artractivensss of such a low-prnce product. A
new roller cover was also introduced at the high end of the line. It is made from a
wool-polysster blend and replaces lambekin rollers with the sdvantage of being

suitable for Iatax paint.
Since 1978, the division has developed a mmcbum-mnphrm-h-
spray equipment. Initially sold through Sherwin Williams stores, which distribute

wm&hmmmmmm:adum%dtmh'

pest year and are being supplied to manufacturers of spray equipenent as scces-
sonss for their products.

Performance of the Hadley unit, which manufactures adhesives, caulking
and other products both for retail and indusrial markets, benefitad from manufac-
turing cost control measiures and & grester concentration on adhesive products for
industrial applications. Significant management changes during the year have
brought badly nesded experience to this business.

In tha Canadian operanons, an additional press was installed to increase
production of plastic brush handies, which are guining popularity. Sales of custom
wood products are also advancing significantly.

14

1 New produet introductions include Pro
Val® brush 'biack handle: Handcraft¥
brushes. wonl.priyeser roUer cover 1ieft’ and
throwsway roller cover

2 Hadiey hne of sdhemves. caulking and
other products has bewn repacicaged for saie .n
Sherwin- Williams stores snd other outlets
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International

Seles ~ 8 milhions

“»,_: *’“u

The exceileat increase in operating tncome of the International Group. on & small
increase in sales, 1s the result of improved performance in the Canadian, Mexican
and West Indies operstions. Performance also benefited from the absence of
expected devaluanons of the Mexican peso and Jamacan dollar. Gains wers made
1n rayalties from licensing, which now cavers 34 countries. In Canads, where a
number of steps were taken during the year to improve margins, lossss were cut
substantially and bank debt was reduced.

Canada. Mmmmzwmmwmmcmm
with the mnatailation of 8 new general manager and other ksy officers, as well as
significant saff changes. New programs for financial planning and operating con-
trol were implemented, and the investment 1n working capital was optimized. To
umprove manufactuning efficiency, the cbeclate Winnepeg plant. which could not
produce a full range of products or handle high-volume runs, was clased. The
Montreal plant 1 being upgraded to mest all praduction requirements.

A consolidanion of the Kem® brand, sold through :ndependent dealers, and the
Sherwin-Williams line, mﬁdby:homunysm.mmpl«dduﬁnnb
year. The combined trade name has greater recogmition and acceptance than
aither name alone. Furthermore, with only a single brand, advertising and promo-
tion can be more conoen

In another brand-rationalization program. Cansdian privats label lines were
dmmmddnnalbudnhnmﬂndnﬁmdmwthnmwdum
offered. In addiction to cuttng inventory, the program is encouraging deslers w0
carry the Kem-Sherwin-Williams line, as well as their private-labe) products, to
mmmmum:hsmmvm )

These moves reduced warehouse requirements, and the Torontos and Van-
couver warehouses were scld. Furthermors, service to independent dealers was
improved, because with both company stoves and dealers carrying the same brand,
stores can f31] dealers’ small orders, thus avoiding inefficient shipments from
Wltdlm

Margins were maintained by price increases, which reflected higher manufac-
tunng and selling costs. With closse control of inventory and purchasing, man-
agement is now better able to anticipats higher costs and plan price increasss
accordingly.

Mexico. The Mexican subsidiary achieved record performance in 1979, largely

because of advances in sales through the company's stores, which account for over
80%% of the buminess. Sales of automotive and industrial products were up less. The
automotive inerease was penalized by the Inte introduction of a modified acrylie

enamel, which 15 expected to contribute to 1980 resuits.

Growth of Mexican operations has been limitad by a government requirement
that new storss be majority owned by Maexican citizans. Several aiternative plans
to increase the number of stores are now under consideration.

West Indles. Performance of the West Indies oparations. based in Kingson,
Jamaica. benefited from an aggressive marketing campaign in Trinidad. Efforts
mwmm.mwmmmwaahwm
a large share of sales, as weil as the architectural costings market.

1. Seles of the Macan subsciary arw made
largely mmlh a network of 75 stores
Expanmon of the siere chain 13 planned
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Financial Summary

Doliar emounts in thousands
22000t per shore Years ended December 31, Yeare ondod Auguat 31,
1979 1978(D) 1977  1976(A) 1978 1975
Net sales $1,196,343 $1,132,350 $1,035,989 9969,205 $951.984 $868.833
Cost of prructs sold 829,183 795237 732048 669,223 644728 576.122
Selling, general and
administrative expenses 322,215 311,175 283,879 269808 261,788 244518
Interest expense 19,388 21,318 17,088 13,154 12,228 11,980
Provision for disposition and
terounation of operations 16,434
Gain on sale of Ashtabula cperstions 12.728
Income tloss) before income taxes 34427 9928 (11689000 24,144 33.784 50.233
Income taxes (credit) 186399 4,736 (3683 11,483 15340 21,645
Net income (loss) 18,028 5,192 (8,200 12,681 18438 28888
Finanecisl Position
Inventories $242,264 3243,508 $250,314 3273857 $244,645 $228.189
Accounts receivable — net 125,669 135047 125380 108,727 136,956 119,240
Working capital 324,678 318682 277,252 304,303 276458 287.711
Property, plant and equipment — net 208,851 209,580 201112 177,054 171,769 143.343
Total assets 704,380 649,169 613,360 593,396 587,326  533.127
Long-term debt 234,258 242,962 194,621 182273 132,416 132,657
Common shareholders’ equity 251,082 249983 245,580 263,634 277,037 271.276
Total shareholders’ equity 275,757 274908 270,518 288,627 302,066  206.424
Por Common Share Dats
Average number of shares of
common steck outstanding 5200875 5398445 5396,748 5,392,988 5391.347 35377638 =
Common shareholders’ equity per
share (book value) § 5158 84831 §$ 4551 §$4887 835139 § 504
Net income tloas! per common share 321 .78 Q.7 212 3.22 5.11
Caash dividends paid per common share 15 2.20 2.20 2.20 2.20
General )
Incoms (lass) as & percentage of sales 1.51% 48% (.T9%) 1.31% 1.9¢% 3.30%
Raturn on common
shareholders’ aquity (B) 8.78% 179%  (3.5%2%)  428% ~ B.40%  10.79%
Current ratio 301tal 389tcl 3.29tol 4.15te) 3128tol 38%t01
Timea interest earned (C) 28z 15x 3z 28x 38«x S2x
Working capital as a
percentage cf sales 27.14% 23.14% 2070%  31.30% @ 20.04%  33.19%
Capital expenditures $11,867 817,274 831,888  $43,412 542,544 827902
Provision for depreciation ‘
and amortization 19,458 18,438 16,924 13,469 12,839 12,750
Number of sharehalders: : ,
Preferred 951 "1 1,010 996 986 995
Common 9,798 10,611 10,927 10,603 10,762 10,408
Number of employess 16,872 18,018 19.260 19.910 20,454 20,892
Sales per employee $70.907 382,838 $53,765  $43,679 $46.543 341,492
Sales per dollar of assets 1.70 174 189 163 162 137

(A} The year ended Ducamber 31, 1976 laciales aght monthe of sparetons winch are alee 1nciuded im the flem! year ended August 31, 1978.
1B} Based on eemmeen dharehokior’ aquity at bapanung of yesr.

(C' Rane of pro-tax wamens bafire DAL cupenss ta 1aASTest Sxpenss.

D Mw-hmwwhubwnmuhkmm
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Financial Review

Sales

Consolidated net sales increased 863,993,000 (5.7%) to 31,196.343,000 dunng
1979. The Coatings and Chemicals segments increased sales by $30,084,000
13.6%) and $18,112,000 (21.6%) nlpu:unly primarily dus to price increases.
Sales it all other segments showed improvement over 1978, resulting from a com.
bination of volume and price increases.

. Presantad below are ths approximats percentages of total net sales by class of
similar products which contributad 10% or more to total net sales during the
periods indicated:

Yoars ended Demswrber 31, Yaars onded Augum 31,
17 w1 1978 1978 1978

lnoroor 1
allied materials % % 6% &% @ 3% 62%

Paint application
and decoration

purchased
for resale 2% 25% 4% 2% 8% 20%

Groes Profit

Gross profit incressed $30,047,000 over the previous year. Overall gross profit
margins increased from 29.8% to 30.7%, despite the sffect of the change in the
maethod of determining the cost of certain inventories from the first-in, first-out
MmuM&uhh&hMWuwumNmAw
the finsncial statements. The margin improvements resulted from efforts to reduce
mmu;dmumnwmdmwm

segmenits.
‘The Costings and International segrnents were successful in increasing gross

wwmmuﬂm&M(lu‘tipﬁuym
costs. Increased repairs and higher costs within the Chemicals ssgrunt accounted
for approximately 50% of the increase.

Selling, Genersal and Administrative Expenses

Selling, penera) and administretive sxpenses increased $11,040,000 (3.5%) aver
1978 expenmes; however, expenses as & parcantage of sales improved to 26.9% in
1979 from 27.5% in 1978 Significant emphasis on the reduction of nonessential
support services belped offest the effect of higher employes costs. Advertising
expenditures were reduced 17.9% or approximately 34,622,000 compared to 1978
levels as & result of reduced sdvertising in the Costings segment. Taxes, cther
than income and payroll, were reduced $1,170,000 (15.1%) due to the clomng of
over 100 stores and certain changes in tax rates.

Interest Expense

Intarest expense declined $1,952.000 (8.2%) froms 1978 amounts dus to the signifi-

mmammru-wnmww
- : in .

short-term borrowings have bean debes,

ily Canadian, have been reduced to $4,849,000 froem the 1978 level of $10.720.000.
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Interest Income

Increased investmant in short-term securities during 1979 generated an increase
In interest income of $6.418,000.

Other — Net

The gain on the purchase of dsbentures increased $1,107,000 to $1.656.000 in

1679. However, this increase was offset by a net change of $2,134,000 related to

the disposition and termination provisions deacribed more fully in Nota L to the

:nnndalmh.udltuu.ooomnhumewmmym
tion.,

Income Taxes ,
Income tax expenss incresssd by $11,663,000, due primarily to the higher 1979
income.

Net Income

Net incorme rose to $18,028.000 ($3.21 per common share) from $5.192.000 '8 76
per common share) for 1978, an increase of 247%. This change resulted from 1m-
muhdnmwmbmmmmd&mbm-
siona. The qumwmm«m
operations cut substantially from thmynrmdmdsdumtho\kmem
subsidiary. Incoms of the Packaging Products and Chemicals segmsnis was re-
duced »s & result of the sccounting change to LIFO.

The effact an 1979 income per common share of & reduced number of outstand-
ing shares, which resultad from the purchase of treasury stock, is minimal because
tha purchase oceurred late in 1979. If the purchase had been completad as of
January 1, 1979, reported earnings per share would have been approximately
$3.33 fbr the year ended December 31, 1975,

Years ended December 31, 1978/ December 31, 1977

Consolidated net sales wers $1,132 350,000, wﬂu-tﬂ.ﬁﬂlmlumm
creses over calendar 1977. The Costings ssgment recorded a sales gain of
$78,144,000 (10.3%) resulting from increassd volume in store sales of paint and
associated products and, to a lesser axtent, price incrasses for cevtamn automotive

The Packaging Products and Specialty Products segments posted sales -
cronses of $14,215,000 (19.5%) and $4,785.000 (11.55 ), respectively, primanly due
to increased volume. Sales of the Chamicals segment increased by $1.640,000
(2.0%) due to price increasss, a8 unit seles remained relatively constant. Sales of
the Intarnational segment declined modestly.

Gross profit for 1978 increased 833,173,000 (10.9% ) over the previous year,
with the Costings ssgment sccounting for $26,172.000 of the increass. The 1n-
crease in grose profit of the Coatings segmant is pamarily attributatle to sales
gains. The Chemicals segment posted a $5.237,000 (112.3%) incresse in groes
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profit, which was due almost exclusively to aggressive pricing efiorts duning the
year. Packaging Products and Speciaity Products also recorded groes profit in.
creases over the previous ysar. Gross profit in the Packaging Products segment
had been adversely affected in 1977 by a strike at the Hubbard, Ohio contaner
plant. The increases in these segments were offset to some extent by a $2,533,000
decrease in groms profit for the International segment, due in part to lower sales in
Canada and increased raw matarial costa in othar divisiotis of the segment.

The Company’s overall gross profit margm increased slightly to 29.8% from
29.3% in 1877. However, the extent of improvement in grose profit margins was
tempered somewhat due to lowsr production volume in the fourth quarter of 1978,
which was insufficient to fully absorb fixed costs and thue penalized earnings.
Production was curtailed in thet period in order to reduce inventories and
improve liquidity,

Depracistion and amortization expense increased $1,514,000 18.9%, which can
be attributed to incressed amortization expanse on capital leases and depreciation
on ths new emulsion plant in Chicego. Maintenanee and repair costs increased
$2,365,000 (11.6% ) over 1977 costs, primarily due %0 higher expenses in the
mammmwm

Selling, geners! and anvommndmmowv%‘?-
over the prior year. These expsnsss in the Costings segment increased
$27,714,000 (12.2%) primarily due to higher empioyes costs and increased adver-
tising expenses. The Chermicals segment reduced its selling, general and adminis-
trative expenses by 32%, dve to an intensive effort to cut support expenses and
reduce the cost of doing business. The selling, general and administrative expenses
of the other sagmenta all improved as a percentage of sales. '

Interest expense was 21,318,000 for the year, representing an increase of
$3,353,000 (18.7% ). The shasp rise in interest cost was caused by the higher levels
of short-term borrowings outstanding during the yesr, which were needed to sup-
port the Jevel of sales activity, and secalating intersst rates,

Other — net increased 31,455,000 to $3,568,000, dus principally to the credit
to income of $1,258,000 resulting from an adjustmant to the 1977 provasion for
disposition and termination of eperstions, deseribed more fully in Note L to the
financial stataments. The provision established in 1977 for the disposition and
tarmination of certain operations amounted to $18,434,000 (310,641,000 after tax
or $1.97 per common share) and is shown a3 a seperate componant of income
in 1977.

Mmmwawmh_fcuminlwamwly

differences between al and tax relating o
muwu“dumu&mdomcm Re-
fundable income taxes of $4,710,000 for 1978 resulted from the carryback of that
loss to prior years.

Net income for 1978 was 85,182,000, or §.78 per common shara. compared to 2
net Joas of $8,207,000, or $1.72 per common share for 1977. Included in the 1977
loas are operating loases and other charges sssocistad with discontinuad operations
which totaled $15.080,000, or $2.79 per common share.

19
0007 -SWP-035276

0007-SWP-000116697



Report of Management

Shareholders
The Sherwin-Williams Company

‘We have prepared the accompanying consclidated financial statements and relatad
informarion included hevein for the yeass ended December 31, 1979 and 1978, The
opinion of Ernst & Whinney, the Company’s indepandent suditors.on those financial
statements is included, The primary responsibility for the integrity of the finanaal
information included in this annusl report rests with management. This méormation
is prepared in accordance with generally accepted accounting prinaples. based upon
mummmummmmm»w:y

The Company maintains secounting and control systama which are desygmad to
provide ressoniable assurance that assets are safeguarded from loss or unauthonzed
use and which produce records adequats for' preparation of financial information,
Thers are limits inherent in all systemis of internal control based on the recogrution
that the cost of such systems should not excesd the benefits to be denved.
Ws believe our system provides this appropriate balancs.

The Board of Directors pursues its responsibility for thess financinl statements
wmmmm.muww«mmm

Committss mests periodically with management, intamnal suditors and our
Wmmmwmmmdwm the quabity of
up«ﬂu and ths nature, extent and results of the sudit effore. Both the

interna) auditors and indepandent auditors have privete and confidential access to

the Audit Committes at all timas.
J. G. Breen Pressdimt 8 T. A. Commes J E. Wallacs
Chut Esveutive Officer Sensor Viea President, Finonce  Vice Prenident, Corporace Controller
Chuef Financrel Officer Chief Accounting Officer

Report of Ernst & Whinney, Independent Auditors

We have ezamined the consolidated balance shests of The Sherwin-Willams
Company and eubsidiaries as of Decernber 31, 1979 and 1978, and the related
Wmdmm-’qmym&nzmomﬂmd
position for the yesrs then ended. Our examinations were made in accordance
mmwmmm.wy.uwm:m
of the accounting records and such other auditing procedures as we considered
necessary in the circumetances.

In our opinion, the financial statements refarred to above present farrly the
consolidated financial position of The Sherwin-Williams Company snd submidiaries
at December 31, mmmummmuammm

change, w&hwbidanw.n&nnnhddm;mwmmn
dascribed in Nota A to the financial statemaents.

é«ue#ﬁ‘&wua_
Claveland. Obao
Fowuary 19, 1000
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Statements of Consolidated Income
The Sharwin-Willisms Company aod Subsidiaries ’ )

Thowsands of dollars Years ended Decemnbar 31
1978 1978
Net sales $1,196,345 $1.132,350
Costs and expenses:
Cot of products sold 829,183 795,237
Selling, general and administrative expenses 322,215 311175
Interset expense 19,368 21,318
Interest income 18,131) 11,713
Other — net TLD 13,585
' 1,161.018  1.122.422
Income before income taxes 34427 9978
Income taxes 16,399 4,736
Net income $ 18028 § 5192
Nat income per common share:
Primary $ 321 § 76
Fully diluted $ 2958 6

See notes te conselideted financial statementa.

0007-5WP-0352738

0007-SWP-000116699



Consolidated Balance Sheets

The Sherwin-Wilhama Company and Submd:

Thousanas of dollors Decomber 31
197 1978
Assets Current assets
Cash $ 7563 $ 32.882
Short-term investments 101.839 10
Accounts receivable, less allowances of $2,000 125,669  135.047
Inventories:
Finizshed products 4 B 177,748 185.974
Work in process and raw materisls 64,516 37,534
: 242.264 243.508
Other current asssts 8,652 14.040
Total current assets 485,987 425317
Other asaets 14,542 14.272
Property, plant and equipment
Land 5.612 5.822
Buildings 112648 113719
Machinery and equipment 240508 233.084
Construction in progress 10,879 9.608
369,643 362.231
Less allowances for depreciation and amortization 165792 132,651
203.851 209,380
$704,380  $649.169
Lisbilities and Current lighilities
Sharsholders’ Equity Short-term borrowings S 4649 8 10.720
Accounts payabls 78.885 36.854
Compsnsation and amounts withheld 20,746 16,921
Pension, interest and other aceruals 43,344 34,435
Income taxes 13,685 7,135
Total current liabilities 161,309 106.663
Long-term debt 234,285 242,362
Deferred income taxes 24,873 18.111
Other long-term lisbilities 8,338 3.807
Minority interest in subadiary 2,830 3.518
Sharsholders’ squity
Capital stock:
Serial preforred 8,854 8.854
Common 33,884 33,881
Other capita) 517 3.240
Retained sarnings 243.884 227.823
291,793 275.598
Less treasury stock, at cost 18.038 890
Total sharsholders’ squity 278,787 274,908
$704,380  $649.169 '
Sen notes to consclidated financial statements. .
22
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Statements of Change

The Sherwin-Willlams Comyuny and Subsidianes

" in Consolidated Fingncial Position

Thousands of dollars Years ended Decomber 31,
1979 1978
Source of Funds From aperations:
Net incomse $18.028 $ 3,192
Add back charges tcradits! to operations
not requiring (providing) funds:
Provision for depreciation and amortization 18,458 18.438
Incrsase in noncurrent deferred income taxes 6,762 1.857
Provision for disposition of noncurrent asssts 1050 1664
Funds provided from oparations 45,298 24,823
Increass in long-term debt -— 40,299
Obligations under capital leases 1,462 7.568
Sale of treasury stock 5675 -
Net book value of noncurrent asssts sold -— 3.215
Other — net 707 —
$53,142 $75.908
] ]
Application of Funds Cash dividends $1767 8 301 o
Additions to property, plant sand equipment,
net of normal retirementa 10,181 14,948
Additions to property under capital leases,
net of norma) retiremsnts 4,598 10,475
Purchase of tressury stock 21,098 -—
Increese in working capital 6,026 45,771
Purchape of debentures 94T4 2,126
Other — net — 1,786
$53,142 $75,908
L L]
Changes in Working Capital—  Cash $(28,119 930,497
Increase (Decresse) Short-term investmenta 101,799 (10
Accounts recsivable 9,378 9,667
Inventories (1,240 17,690
Other current aseets 15,388 (1,330
Short-term 6,071 19,145
Accounta payahle (42,031 13,831
Cbnpnutwu and amounts withheld 3,828 1.520
Pension, interest and other accruals (8,909 2,855
Income taxes (35,9500 15,045
Increase in working capital $ 6,026 $45,771
—— L]
See nstas to consolidated financis) statementa,
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Statements of Consolidated Shareholders’ Eqmty

The Shermin-Wilhams Company and Subexd
Serial
Thousands of dollars Preferred Common Other  Retained  Treasury
Stock Stock Capital Earnings Stoc!
Balance at Dscember 31, 1957 $ 8,859  $33880 85237 $223232 % 1690
Common stock ismued: )

222 shares upon conversion of preferred stock (L] 1 3 -— —
Net income - - - 5,192 -
Cash dividends declared:

Series A prefarred stock — $3.00 per share - — - 1211 -

Series B preferred stock — $3.30 per share - — -— (590 -
Balancs at December 31, 1978 $ 8854 $33,681 $ 5240 8227623 ‘s 1690
Treasury stock acquired:

530,000 shares of common stock — ) o , )

net of 200,000 shares sold -— -— 7% - 118.23T

2,200 shares of Series B prefarred stock -_ — — -— 1109

Common stock issued: B

400 shares upon exercise of stock options - 3 6 - -
Net income — -— - 18.028 —
Cash dividends declared: .

Series A praferred stock— $4.00 per share - -— — (282 -

Seriea B prefarred stock — $4.40 per share - - —_ 1788 —

Commaon stock — $.15 per share - - - (7000 -
Balance at Decomber 31, 1979 $ 8,854 $33,884

$ 5171  $243,884  $(16.036)

Sew nates to consshdated financal statements.
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Notes to Consolidated Financial Statements

The Sharvin-Wilhams Company and Submdianes
Years anded Dacernber 31. 1579 ana 1978

Note A — Summary of Significant
Accounting Policies
The consolidated financial statements include all mg-
mficant aubsidiaries Intercompany accounts and
transacions have been eliminated.

The effect of translating the accounts of formgn
subsidiaries nto U.S. dollars 18 included in costs and

expenses, other — net and amounted 10 & loss of

$267.000 and a gun of $874,000 in 1976 and 1878,
respectively.

Short-term mvestments are stated at cost. which
approximates market.

Inventories are stated at the lower of cost or mar-
ket. At December 31. 1979 and effective January 1,
1979. the company changed its method of determurung
inventory cost from the FIFO methad and the average
cost mathod to the LIFO method for certain domestic
inventories. These inventories account for approxi-
mately 20% of total 1nventonss. The company bslieves
the LIFO method will more fairly present its results of
operations by reducing the effect of inflstionary cost

mcreases in these inventories and thus match current
costs with current revenues. If the FIFO and average

cost methods had been used, inventories would have
been 36,221,000 higher at December 31, 1979, The of-
fect of the change in 1979 was to reduce net income by
npmmnulyﬂ.mmo«lﬂmmmm»

Property, plant and equipment is stated on the
basis of cost. Provisions for are bassd on
annual rates calculated to amortize the cost of deprec-
able assets over their estiimated ecomomic lives, corn-
puudprmnp-llybytbomdwlmnmﬂwd.

and davelopmant costs charged to opera-
tions were mmmly $7,100,000 and $8,712,000
for 1979 and 1978, respectively.

Certain amounts 1n the 1978 financial statsments
have been reclassified W conform to the 1979 presenta-
tion.

Note B — Pension Plans

Substantially all employses of the company who meet
certain requirements as to age and service participate
in noncontributary pension plans. The company’s pol-
icy 15 to fund penmon cost sccruad, repressnting nor-
mal cost and amortizabon of unfunded prior ssrvice
cost over 30 years. The unfunded portion of prior serv-
108 costs under the company’s pension plans as of the
Iatast valuation wss estimatad to be $68,778,000. Pen-
sion expense was $15,568,000 and $18,353.000 for
1979 and 1078, respectively. Certsin 1878 plan
amendments for increased benefits became effective
Janusry 1, lmwinuu-dpn-mmbylp-
proximately $1.700.000. Actuanal assumptions were

reviewsd 1n 1979, and eflective January 1, 1979 cer-
tain changes were made which decreased unfunded
prior service cost and reduced pension expense by ap-
proximatsly $1.500.000. For certain plans at December
31. 1979, the actuanially computed value of vested
benefits as of the most recent actuarial determination
excoeded the value of pension fund assets and related
balance shest accruals by approximately $16.528.000.
The valus of pension fund assets was detsrmined using
market valuss at December 31, 1979.

Note C — Leases

The company leases stores, warshousss, office space
and equipment. Renewal options sre available on the
majonty of leasss, and, under certain conditions. op-
tions exist to purchase propertiss. In some instances.
store lesses require the paymsent of contingent renals

- based on sales in excess of specified munimums. Cer-

tain properties are subleased with vanous expiration
dates.

Property, plant and equipment includes the follow-
ing amounts for capital leasss. which are amortized by

- the straight-line mathod over the lease term:

hm&r ’l

Thoussnds of dollary 1929 1978
Buildings $19,085 820,424
Machinery and equipment 12,612 8,010
31.687 28434

Less allowancs for amortization 11.324 9,189
‘ $20373 $19.243

Rental expense for all opersting loases was
$30,726,000 and $32939,000 for 1979 and 1978. re-
spectively. Contingent rentals and sublsase income for
all leases wers not significant.

Following is a schedula, by year and in the aggre-
gate, of future minimum lease payments under capital
luun and noncancelabls operating leases having ini-

or remaining terms in excess of one year st
M,h,l!’ﬂlo 1978

Capral  Operming
" Lonses

TAousands of dollers Laases :
1980 $ 5546 822465
1961 5243 17996
1982 4976 12885
1983 ' ' T 4542 8.346
1984 4083 5139
Later years 10.948 8.822
Total minimum lease payments 35,308 875623
Amount representing intarest 110,106+
Exscutory costs ¢ 3,022
Present value of net minimum
lease payments $22.180
L]
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Note D — Long-Term Debt
Dvovmber 31

Thousands of doddars 1m 1978

5.45% Debenturss Due 1992
texclusive of $3,664 1n tressury
in 1979 and §4.811 1n 1978)
Annual sinking fund
paymanta of $2,000

6.29% Convertible Subordinated
Dlhmmbulmmdmvo
of $2,350 in treasury in 1079)
Annual sinking fund payments
of $2,000 commence in 1681
Convertible into common stock
at $48 a share

9.45% Debentures Due 1968
{exclusive of $8,271 in treasury
in 1979} Annual sinking fund
payments of $2,000 commence
in 1980

9-¥8% Promissory Notss Due 1908
Annual prepaymenta of $3,225
commence in 1962

10% Promissory Notes Due 1908
Annual prepayments of $2,997
commaence in 1964

5.25% to 6.30% Industrial Ravanue

$ 32336 $ 33180

37650 40,000

49729 50,000

48000 45,000

6,386 6,430
less current portion of $2.975
in 1979 and $2,410 in 1978

See Nots C 19208 17,743

12,288 $242,9¢2

Cortain covenants under the note agrescoents re-
guire the company to maintain specified levels of
working capital, limit the incurrence of debt, leass cb-
ligations and investmenta and restrict the payment of

divvdends and other distributions cn the company’s

stock. The company may, at any time, issus stock divi-
dends or pay dividends on presently cutstanding
shares of preferred stock under the tarma of the note
agreements. At December 31, 1979, approxzimataly
$12,600,000 was available for cssh dividends on com-
mon stock.

Intarest expense on long-term dedt amountad to
$18,060,000 and $14.449,000 for 1979 and 1978, re-
spectively. The company hes sufficient debentures in
treasury to satisfy most sinking fund requirements
through 1961. Maturities of long-term deit, sxclusive

of capital lease obligations and after the sbove-

mentionsd reduction for sinking fund requirements to

- until Decernber 1, 1963. Amounts

be satisfied from debentures on deposit with the
trustee, are as follows for the next five years:

1980 $ 65,000
1881 401.000
1982 7,040,000
1963 9,119,000
1964 12,387,000

Under a credit agreement with a group of ten
banks, the company may borrow up 0 $50,000.000
outstanding under

the agreement may be converted into four-year term
loans st any time. The credit agreement includes cor-
tain restrictive covenants regarding working capital
levsls and the working eapital rauio, with o commut.

which became affective April 1, 1968. In this employee
fund at-December 31, lm:hcnmm:ul shares

my-wmww

During 1979, the board of directors granted 73.000
stock options to certain officers at the fair market
value on: the data of grant with an aggregate prics of
$1,518,000. These options are part of related -mplw
mant contracts and carTy substantially the ssme terms
;;:tinnwudm&rﬁomy’sm&mm

A stock appreciation rights plan was approved by

the shareholders in 1979; however, no rights have been

grantad under the plan,
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Note E = Stock Purchase and Stock Option Pllq”:' (continued)

326.000

Shares _Aggrepate Pnu te Pnce
Options outstanding — beginmung of ysar 216,034
Granted 15,000 74.000 1,526.000
Exercised 400 (8,000 — -
Canceled 143.342) (1,515.000! (14,576 1561,0001
Options outstanding - and of year 187292 $5,507,000 216,034 $6.704.000
Exercisable 116,292 133,634
—— —
Reserved for future grants 379,538 51,188
R E——
Note F — Summary of Quarterly Results of Operations (Unaudited)
Thousands of dollars. except per share
Thres monthe ended Thres tumhn ended
March 31, Juna 30. Sept. 20, Dec.3l. March3i,  June 0. S'tu 30, Dec 91,
1979 i) 1878 19% 1978 lﬂ! 197!\ 1978
Net sales $287.044 §333.833  §$324,854 8280712 lm m 8318860 $308.789 52:3.073
Gross profit 77,342 102,978 96,260 90,880 100.11¢4 93.018 74,498
Net income 'loss) 13 8.979 6,184 2,852 11 758‘) 8138 3407  -6.600
Per common share: ) )
Primary 105 1.81 110 52 .30 146 % 13
Fully diluted 1.08) 1.40 88 50 .38 1.27 86 1125
Cash dindends pmd:
Common - - - 18 - -— — -
Preferrad: .
Senes A 100 1.00 1.00 1.00 1.00 1.00 1,00 100
Senes B 110 110 110 110 1.10 1.10 110 110
Market price per share:
Common L )
High 26-1/4 22.7/8 28-38 2878 2838 3118 2812 2514
Low 19-3/8 20-18 20-34 22-3/8 19934 22-3/'4 2614 19.58
Senies B Preferred
High 5 “®» 5312 53-8 5512 58 57 5414
Low 4“4 418 4634 46 49 49-1/8 52-14 44
1

First quartarincome includes o gais of 3604,000 after tax($.11 per
common share! an the repurchase of debentures to satisly future
sinking fund requirements.

Second quarter saceme was reduced by a previsien of $1,672,000
after tax 19.29 per common share! fer estimated costa releted to
mmmym

Third q duced by a pe of $1.590.000
aftertax:$. wnnmm»hmmummm
cortasn manufacturing eperations.

Fourth quarter adjustments increased aftar-tax profits by appron.
imately 32,187,000 13.41 per common share). Thess adjustments
1ncluded a 86,133,000 after-tax increase ia profita ¢8.97 per com-
mon share! relaied to higher-than-esimated groes marging, offeet
by changes In estimates reiated primanly to Rventory obeoles-
conce asd cortain Labulitiss
ﬂcu-h-ﬁdhh:h-mmt—dbylw
proumetely $840,000 13.16 per common share: dus to the adoption of

LIFO in the fawth quarter of 1978 Net incame for 1979 was meduced
by $3,380,000 10.63 pur cormimon share: as & resulk of the LIFO sdop-
o

n :
. Pourth quarwr sdjustwents werenssd aflerntax profita by approm-

mataly $1.353,000 ($.25 pwr wmaon shere: There sdmuasments in-
Mlm“nm-mmmﬂmm
el reisted o lgher-thaneshrawed prom margins snd adust.
mants o the provaman e dupastion and werminaten of operetions.
offsst by expenses related W the cuntalment of producton to redice
mveniery and uagreve hnadity,

W0 aad 98

The wm Comman Stock and 3440 Cumulaiive Convertible’
Proferred Stesk, Senes B, are traded on the New York Siock
Exchange. The $4.00 Cumulstive Convertible Preferyad Stack. Senes
A, » wt astsvely traded, and ne husonoal marhet pRces are av il
able.
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Note G — Capital Stock

wathout par vsius 1 300 000

1979 heid 1 tremsury* 17849 178749

.uzuu 3. ‘21.01‘

mma&nnAnnd&nuBmMm
convertible at base conversion prices of $57.93 and
$62.50 per share of common stock, respectively, based

on & value of $100 per share of preferred stock for this”

purposs. The holders of the preferred stock are entitled
to ona vote for each share.

The campany may redsem the Seriss A preferred

stock at $100.50 per share until March 1960 and at
$100 per share thevesfler, and the Serss B preferred
stock at $101.10 per share until December 1980 and at
declining amounts to $100 per share in 1661 and

In Octobar, 1979 the company purchased the
730,000 shares 113.59%) of its commen sock held by
Gulf & Western Industries, Inc. at a cost of
$20,987,500.

In December, 1979 the Sharwin-Willisms Pension
Plans purchassd 200,000 shares of common stock from
the company for $5.673,000 at the closing marke: price
on the date of sale.

An aggregate of 1,862,477 and 1,544,484 shares of
comman stock, at Decernber 31, 1978 and 1978, respec:
tively, were ressrved for conversion of preferred stock,
convertible subordinated debentures and exervise of
stock options.

Note H — Net Income
per Common Share

Primary net income per common share was computad
based on the average number of shares outstanding
after adjusting net income for dividend requirements of
the preferred sock.

Fully diluted net income per common share 1no di-
lunon in 1978) was computed based on the average
number of shares outstanding for the year ended
December 31, lQ‘landnnumedrhe conversion of the

" '8.2¥% Convertible Subordinated Debentures :after

adding to net income intarest on the debentures net of
income taxes), preferred stock. and the exertise of
dilutive stock options.

Note I — Income Taxes

Thoussnds of dollars 1979 1578
Current $11.898 § 4.130
Refundable — 14,710
Doﬁ;nd 4,500 3316
e T i

RGN  SE——

The company has recognized the deferred income tax

‘liabilities and benefits resulting from timing dif.

ferences betwesn financial and tax sccounting relaung

;wmmmdmhnrvdummﬂwmk 13

the company's intention to reinvest undistribured
sarnings of foreign subsidianes: accordingly. no de-
ferred income taxes have best provided thereon At
December 31, 1979, auch undistnibuted earnings
amounted ta approximataly $11,840,000.

The company incurred a net operating loss for tax
purposes in 1978, prinarily resulting from tinung dif-
ferenices between financial and tax secounting relating
to depreciation and the tax effact of the provision for
d:qndmn and termination of . Refundable
income taxes of $4,710,000 for 1978 meludnd = other
current aseets, resulting from the carryback of that
loss to prior years, weee received during 1979.

Investmaent tix credits (acoounted for by the flow-
through method) aggregated $1,483.000 and
$3,080,000 for 1979 and 1978, respectively.

rate and the effactive tax rute follows:
197% 1978
Statutory tax rate 46.0% 4807
d (4
State and local taxes 22 L1
Investmant tax credit 3.9 200
Foreign tax credit 12 -
Foreign operations
subject te varying
income tax rates 30 39
Other — nst 18 44
Effactive tax rate ~ 476% 47 7%
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Note J — Business Segments

Years ended December 31, . Years ended August 31,
Thousands of deilare 1979 1978 1997 ) 1976 ., 1978 1978
Lnﬂ:—
Oper- . Oper- Oper- ., Oper- Oper. Oper
Ner  oting Net  aung sung Net  aung Nt  aung Net  ating
Saies  Income Sales. Income Income  Ssles Incoms  Sales Income  Seies lncome
Coatings
Manufactured .
producis $ 399128 8354.789 $ 508.399 $482.768 479,762 3432100
“on-manufactured } )
products 166 T54 281,02¢ Co13.38
Coatings 1otals BE5.500 $36.801 535,818 319.882 T2 913.232 697137922892
Chemucals 102,132 7967 84020 6427 82380 999 13208 L7009 71,04
Packaging Products 93.007 9524 87107 13T18 10238 B0 15843
Specislty Products 30383 1018 48408 3ASM 1864 38303 978
International 82739 5884 78000 2304 86598 2804
Ocher - - - - 98 4,021 512
Segrmant totals  $1 198343 61.000 $1.132350 4754081035900 20835 $PS208 47178
————— :
Provisson for disposmition
and teyrunation of
operanons 16,434
Gain on sale of
Ashtabula eperations 127
Mexican pese
devaluation 13.282 +3.282
Corperats expenses V.29 +16.803 17.0481 18,020 +5.559 24y
Interest expense 119368 121,318 117.968 113.154 ‘122260 119w)
Income ' loss: before ‘
INCOme taxes 336427 3 9.928 $11.880 $24.144 $33.784 $$0333
—— .
nt, X Depreciation
Yeoars snded Decomber 3, Years ended December 31, Years snded December 31
Thousands of dollare 1979 1978 1977 1978 1970 1977 1978 1079 1978 1977 1976
wnaybued: Lasudneds L sadvies
Coatings $367.771 $300,147 $305.087 €388.515 $3.472 $11.043 $19.383 82(803 911,902 810787 010025 3 7262
Chemuesly 61,650 35256 58908 812 3900 1,182 2239 138 29247 2,734 2081 1369

PackapngProducts 37951 72403 83,138 83284

200 2698 1272 5088 2491 2317 2025 1883
447 187 3

Specialty Products 30787 32024 20488 26443 1 [ 801 M8 640 647
Internasisnal 45378 W73 44620 0N ™ 1307 1380 1079 1323 1038 983
Other —— - 08 __ 4 - —_ 42 - — - 6

Sagwent totals 553,525 603.568 504001 574.667 I.OJM 16,239 30582 43,007 16,627 17926 16.389 13048
Corporate 120855 485.601 19350 18729 1088 133 408 833 512 338 424

Consolidazedtorals $704.350 3649.160 $813.360 $593.398

lll.m $17.27¢ $31.808 $43.412 ll’d!l 218438 016924 S12468

Dencriptons of thess industry segrasnis appesr on page 3 of this report.

The yemr encied Dacember 31. 1976 inciudes avgix monehs of apersnons
whuch sw alen included in mummawu. 1978

mmdmmmmm

the Chermenls
mmwmummu

and Packaging
$3.340.000 respeenrvely
Dunng 1979, & review of expenae allossnons decerrunsd thaz sarvms
allormiad expeness were more propariy clasnfied a8 corporets sxpensss.

m-mﬁuwuumum;

incroassd 1979 reportable mgmens 1ncome i erporsie expene by
$5.233,000. It wes nct practical © reciaendy the e of pror yesrs.

The Cansdian and Inwrnational Costngs sparstions have been com
bined e the imarnational sgment and the mormatian far yesrs prior
to 1979 reclasnfied to conform 1 Yus prewaabon.

Repressnsed 1n the Other sagmant s The Osbors Manuhunomg
. The Osbern Manufaemtunng imternationa) Company and

GenbH.
mpmbm.lwdmhwm

ApErOpnet sepmants. & was net | weuld be rsieading w0
Mhm-wmn—!& 1977

wwnwmhmnmndm
axchuhng uxsrest expen axd corporsta expenem. idenuftzble aasets
by negenest seiude both et ermfed with those operations
unlnuhrhiund‘mu“c“amtnm:n‘
primarily of cash, 1ovestments, headquiarters propenty. plant

" oipmant and certan property wnder ceprial lesass

Export sales, mies of Brugn wibmdianes and sales 20 any \ndividual
mm-ﬁh—&nlﬁ of consolidated seles te unaffilated
e e i aasie 18 e

the consobidetad
‘mu ﬁ“%uhd“mmmumﬂum

Intersgmment translrs. wiuch are semounsed Ror st values omparable
uul.wll-dmr:r-. fnh :hblkgluubh _

© . Years anded Decamber )1,
Thousands of doilars b 1978 1977 1906
- e —
Contings $35M $31200 $341° 3108
Packugng Producs 3388 3B B9 201
Specsalty Preducs M0 3BT 28788 WS
All cther segmunss 1.198 819 1208 2

Segment wxale  $SLOBS STUB10 861006 367N
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Note K — Inflation Accounting and Replacement Cost Data (Unsudited)

inflation-adjusted data and adjust their assessment of
the data sccordingly.
Dollars

EE
it
il
1
i

iHH
F]
Hi

il
g
b

i
I
i
i

" Supplemental Statement of Consolidated

Operations Adjusted for General
Infistion (Unaudited)
For the year ended Decernber 31. 1979
{In average 1079 dollars) ’
Thousands of dollor, et per share
Net income before tazes.
& reportsd in
the income statamant $34.427
Adjustments to restats costs for
the sffects of genera) inflation
Caat of products sold 20829
goneral and
Net incoms before taxes adjusted
for genaral inflation 1123
i Income tax expenss &s reported 116,399
Nat income (loas) adjusted
for general inflation $13.276
Net income (loss) adjusted ——
for general inflation,
per common share 183.09
Effective taxrats . 1460%
Gain from decline in S—
purchasing powes of
net amounts owed $ 21427
Not assets st yoar-end —
adjusted for general inflation $390.410
Common sharsholders’ squity ——
adjusted for general inflation,
per common share $ .11
Increase in common —
shareholders’ squity after
adjustment for genaralinflation.
per common share ) $ 2335
Total depuistion and amortzation expenas adyusted for 1.9
Baton smounted to $20.348.000 1n 1979 Thes deprecation and amor-
mumwm
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Five-Year Comparison of Selected Supplemantary Financial
Adjusted for the Effects of General Inflation (Unaudited)

Data

Thousends of dollare. Yoars endad msx . Years QA‘AW 31
et per share 1979 1978 1077 1976 1976 1973
iIn everage 1979 dallare)

Net sales 81,196,343 $1.260.841 $1.240,903 31235808 8$1,234.117 31.197.292
Cash divadends per common share 18 — 263 = 280 288 34
Market price per common shars

st year-end 25.18 2143 8227 51.13 §0.27 51.07
Average consumer price index 2174 198.4 1818 1708 1677 = 1574

The vear ended Decomber 31. 1978 includes aight months of operations which were aleo included m the Sacel year ended August 31. 1978,

The company’s annual report on Form 10K con-
tains spacific information with respect to December 31,
1979 and 1978 replacament cost of inventories and
productive capacity, and the approximate effect which
replacement cost would have had on the computation
of cost of products sold and deprecistion expense for the
years then ended. The impact of inflation on raw ms-
tanials and other costs will result in the replacemant

cost of inventories and costs of producws sold being
nm-lnt grester than that reported for financial

Note L — Disposition and Termination of Operations

In 1979 the company provided 83,708,000
(31,766,000 after tax or §.33 per common share) for
conts related to tha cloging of certain plants and addi-

tional expenses for anticipated costs associated with
previous provisions. This provision reduced inven-
tory and property, plant and squipment to their net
realizable values, while other related costs increased

current lisbilities. Approximately $2,540,000 of the $.09

provision is included in cost of producta sold;
$287,000 in selling, genersl and sdministrative
expenses; and $876,000 in costs and expenses, other
— not. Net costs incurred during 1979 totalled
$1,770,000. An scerual of $6,113,000 for the disposi-
tion of operations remains as of December 31, 1979,

Dnnu 1m.mvimnfll381.000fw\heclc-

0007-SWP~035288

0007-SWP-000116709



Board of Directors

William C. Fine

Charrran

James A. Attwood

Execumve Vice Presidens & Cheef Investment Officer

Equtable Life Assurance Soaety of the United Seaves
«ith S. Benson

Ezcuttve Viee Presdent, Admunistration & Finance

Oyglebay Norten Company

John G. Breen

President & Chaf Exscutrze Oficr

The Shermn-Williams Company

Robert D. Buzaell o

Professcr, Graduste Scheol of B Ad

Harvard Uravermty

Williazs J. De Lancey

Chasrman & Chief Dxseuoive Officer

Promdent & Chuyf Ad) anve Officor
National City Bank ‘Claveland)
William G. Mitchell

Premdens
Cantral Telsphone & Utlithes Corparation

Patrick S. Perker
Chairman of e Bosrd & Chuef Execution Oficsr

32

Vice Prassdext & Oenavel Counssl

Corporate Secretery

Coaway G. Ivy

Vice Pretident, Corporete Planning & Development

Thomas R. Miklieh
Treasurer

Robeet A, Tochannen
Vice Premdens. Porins & Admunsstraiwe Servem
James E. Wallsce

Prawdow & General Moragwr, Spacealty Produces Divimor
Joswph M. DeVitioeio
Edwerd D. Hopkins

Praudent & Genarel Manager, Congumer Dexsion
James A. Mack

Prandeni & Oowrel Mewge, Chonxxls Duwon
Jossph P. Maladra

Prendou & Gonorel Manager, Conxuner Daismon
Lecaard A, Ward

Prondent & Genaral Manager. Autmotive Afermarket Diusion
Mary G. Brodle

Vics Promdenst & Techrusal Diractor, Costings Group
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Subsidiaries Plants
Brazil — Sherwin-Williams do Brasil Industris ¢ Comercio Ltda., Sio Paulo®
Canads — The Sherwin-Wilhams Company of Canada Lirmited, Montreal

= Rubberset Company (Canadat Limited, Gravenhurst, Ontario Domestic y
Jamaica — Sherwan-Williams (Weset Iudiss) Limited, Kingston Anaham, Califcrna
Mexico — Compaius Sherwin-Williams, SA. de C.V.. Mexico City Bedford Heights. Ohio
L nconsolidand Chicago, Dlinois 16

: Cim,&,umo
Joint Ventures Coffeyville, Kansas
Ireland — FSW Coatings Limited. Dub! Crisfisld, Maryland
Japan — Nippon Slmm-wuhmdwniull Co., Ltd., Quaka Deshler, Ohio
Panama — Sherwin-Williams de Panamé, SA., Panama City Elgin, Olincis
Fulton, Kentucky
Licensees Gresnsboro, North Carolina
Argentina — Sherwin-Williams Argentina Industrial y Comercial, S.A. Hubbard. Chio
Australia — Taubmans Propristary Morvow, Georgia
Bolivia — Fibrica Nacional de Pinturas “Espintbol.” S.A. Newsrk, New Jersey
Chile — Piituras Andina, S.A, North Olmstad. Ohio
Colombia — FMNM&PWMW‘M&MSA Oekland, California
thn;wmd};&u% Richmond, Kentucky
Derumark, Norwsy — imblad Leandro, Califorma
Dominican Rapublic — Acabados Automotris Sen
B aivador o Sharwio Wilhans i G Aricn S0 . F
Finland — O, Y. Sedolin, AB. Gravenburst, Canada
France — Astral, SA. Jamsica

— Corsain, SA. Mexico City, Mexico
Hat: — Peintures Idéales, S.A. B P
T S P T Ui &&Mm Sl Pae, Bi

— . Unimas
E;‘;,_v&mspﬁ L Virginia, Ireland
Nw -Skh-uGlup.NV

Platures
Wu:(.‘nrmuw Deutache Alkzo Coatings

Panted bn the Graphic Arts Dicrmon of The Sheruan-Williamae Compam
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