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WG: We're talking with Tom Commes, who is the President and

Chief Operating Officer of Sherwin-Williams,

25th, 1991.

and today is January
I'd like to start off with you telling us your

personal story of how you come to Sherwin~Williams.

TC: At a point in my past career I worked at Gould. I worked at

Gould from 1968 to 1974, and-during—that—time—F—werked—at-Couddy—

most of the time I worked in troubled divisions, and in fact most

of my working career has been with troubled companies. My belief

was early on'tha; you could learn a lot more working for a
troubled company than you could for a good company, and you could

get into a position of management more easily because they had

very little to lose. They were already screwed up. It wasn't as

risky as letting a young guy get into a responsible position lékg'aRL

General Motors, something like that., And so in any event, while

I worked at Gould I had the opportunity to meet and get to know

Jack Breen. I never worked for him, but I worked with him

several times and I got to know him, and I left Gould in 1974 and
went to W. T. Grant, a

:En 1979 Jack left Gould and went to Sherwin-Williams, and
clearly at that time Sherwin-Williams was a troubled company-.

About to be taken over by Gulf + Western aa&‘lost its credit
rating and QE:W L{ dividend 29/, fifty or sixty years to zero.
/bnd'H; needed a chief financial officer that was not

uncomfortable in a fairly difficult, troubled situation. éaﬁ'ﬁ%

called me, and after a lot of dancing around we finally got
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together and that's how I got here.

WG: At Gould and at W. T. Grant, had you been in financial

positions?

TC: At Gould I was in manufacturing and in financial positions
and in marketing positions. I ran a battery plant, I was a

division controller, I was assistant corporate controller, and I

N
Z.

also had’responsibility,

WG: And at Grant?

TC: At Grant I was chief financial officer. My background, -eu-
J2r=e, before I went into manufacturing,éﬁ‘was in finance. I was

[ Are = _
a CPA for a eﬂégéﬁﬁte public accounting firm, and my desire, the

' . . AT } —{ ,,,gu/«é,/ .
reason I went to Gould, to begin with, .apd that“was a sgzewed Lp-
nanufacturing

company, w

. /'j,_;.’)’(S A . . .
experiencey andshhetowas--the gay that hired me at Gould was a

former banker who I met working in a bankruptcy situation when I
was in public accounting. I was working in troubled companies
then, too. So he left the bank and went to Gould. He hired me

at Gould as a troubleshooter.

WG: You had known Jack Breen at Gould.
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TC: Yes.
WG: Had you stayed in touch during the time that you were away?

TC: Not really, no. But he and I had all kinds of mutual
friends, and I stayed in touch with a lot of people that he khew.
In fact several'of my good friends worked for him. So I mean I
stayed in touch with him because I knew what he was.doing.- I'dq

say, "How's Jack doing?" and all that stuff.

WG: Tell me about YOur coming here, from the company's point 6f
view; ?? your point of view. From the company's point of
view the attraction had been you had known Jack Breen, also you “
had dealt with troubled companies and had CFO experience which
this.company I guess sorely needed ?? . Was the retail

background at all helpfhl to you? Was that an aspect of it?

TC: Yes. I don't know if it was an aspect of it with Jack, but
I mean it was cléarly something that I—s=sn I brought to the
company that'very few in the company had. And I think, yeusliswes,
some of the things that we did early on in terms of cost
containment aﬁd cost reduction were a result of things that I had
learned in Grant's and at Saks Fifth Avenue. I;ﬂﬁiﬁéﬁggﬁiﬁaks
ii%gg;gggnue~a;sa_aftes—zfigfgzgzgasﬁaw Particularly part-time

employees and how you use part-time employees,ané—that“ktnd—uf~—
sEuEf. 2 _to-the-company—et—tid=time. I think we saved
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probably $30 million or more in a couple of years by‘just

instituting part-timersvian aKnow, ndant_peneritssand

"WG: Before you came, did you have a chance to &eo—2? A§5W£Au~27

‘/{,ZWV\ LY A/Z/’Vlw«.

TC: Yes.
WG: What did that look like?
TC: It was a disaster. AMQSZAt was losing money. It lost its

credit rating. It was about to be taken over. It appeared not

to have a particularly bright future because the paint industry,

low growth and low tech and not particularly attractive, apd you

had big people in it that could hold down your ability to make

profits like Sears Roebuck and K-Mart, and it was really not a:

terribly attractlve bu51nessp YRRV, ffem-the—GOBxEnLLﬂnﬁl

. . _tﬁﬂwlif—

S emBEmit, it was very attractive because it was a¥¥
Troaflee Desd

sﬁﬁeaed—ggf nd it was-a terrific namehaﬁalééen you think of paint

you think of Sherwin-Williams. I think if you look around
industry, I don't care what kind of bus1nes; you get into and how
lousy it is, there's always OHE{é;éﬁSQO does well. In the stéel
business that's true, in the auto business that's true, you can

pick the worst industries imaginable, there will always

besomebody that does well. So I figured that if you could get
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Sherwin-Wwilliams to go back to the pmirdy—the good old days, it

was really a terrific company-<gg=h&ek=se—thw%;§§§§£, then you
could do quite well.

WG: It was nonetheless quite a risk for you, as CFO of &he

Sahs Filth Sree—

kTC: I was a young guy, and that's the time you take risks. In

that period I was only 35, 36 years old, so it wasn't a

particularly big risk.

WG: Once you decided to come, what happened on your first day or

your first few days? How did you prioritize the problems that

e Cvn i L]
(the;:&&ﬁézfy/was having)?

TC: Well,Athe first thing I tried to get a handle on was how
much cash is coming in every day and where it's going. And I

think one of the first things_that we noticed was thekcompany was

quite proud of its bill paying capability. ,@f?l can rememnber one

of the fellows coming in and showing me the Dun & Bradstreet‘
report on Sherwin-williams. Now this is a company that‘lost its
credit réting, its long-term ability to borrow money completely,
and we were a 5A1 or something like that in/Dun & Bradstreet,
which is the highest rating. We were about ready to go out of
business, and we weré paying our suppliers in 25 days or less, .
and our customers were paying us in 60 days or more. So one of

the first things we did was said, "You know, there's something
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inequitable about this arrangement, and we're the largest
pﬁrchaser of most commodities that go into paint, so if our
suppliers want to enjoy selling inﬁo the paint industry by having
Sherwin-Williams as a customer, they're going to bear théAbrunt
of the kinds of terms that we have to sell under." So we got all
. p;;)kp- . )
the purchasing together and explained to them that the new
system at Sherwin-Williams is we'll pay people in 60 day§ instead
of 25 days. And I think that égéégfirobably generated $70'or-$80
million of cash the first year. The other thing that we were
told was that, you«dss®w, we faced a crisis.iﬁmediately in the
summer because it's a very high working capital period, and the‘<
company had always borrowed money to finance the high working
capital over the summer. They'd normally borrow anywhere from
$75 to $100 million, and this is a big problem because we lost
our credit rating and nobody's going to lend us any money. So we
just started talking, both Jack and I, to everybody in therr
company about being afgzééiaddict: we're an addict for cash and-
we've got to dry out and go on the wagon and get away from being
dependent on the banks and generate our own cash and go through a
year without borfowing any money. The people in the company
said, "You're nuts. You can't do it. This company has borrowed
every year for the past 15 years during the/summer." Well the
long and short of it is they did do it. They-did it by working
harder on collecting receivables. 4ﬁe had a fairly substanfial

reduction in inventories because we started charging people in

the company for using inventories. You know, in the old days
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they could have as much inventory aé'they want, there was no
penalty associated with it. And clearly if you're a sales |
.company, you want to have all the inventory that you can get away
wiﬁh because you never want.to miss a sale, right? Well if we
charge you 12% for that 1nventory, then you're going to in your
nind say, “Is it worth it to carry some of these fringe items, or
as many of;them? Because unless I sell them fairly quickly, if I
hold them for five or six months, you know, I'm losing money."
And that had a tremendous impact on our ability to geﬁerate cash.
So we went through the firét Year without any borrowing. And
then, well, that's kind of been the battle cry ever since. That
worked so ﬁell we just figured we'd adopt that as a normal
routine, and we have never borrowed a dime to finance the day-to-
day operatipns of the company since 1979. And now it's taken for
granted. It's not an issue anymore. We will borrow money, and
have borrowgd money to buy things--buy other companies, things
like that. But we don't even like to do that. So we got control
of the cash immediately and tried to figure out how much was
coming in and how much was going out and it's really a fairly
simple~-I read this in a book and it stuck with me. It was a
book by Harold.%%%é%n, and he was quoted in the book saying,
"Really all you{&é%ugé know about accountlng and finance is that
cash in has to exceed cash out or you have a problem." And that
quote stuck with me. I read that twenty years ago, énd it seems
kind of simple, but yon—¥=sew, it really gets down to the heart of

what we're all about. And we watch it. We still watch it every
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day. I get a report évery day: how much cash comes in, how much

is going out, for every division. Every day.

WG: Describe how the company was managed and some events of the
crisis. Did Mr. Breen assemble a team of people that met every

day or every couple of dajs to talk about what was going on?

TC: Well we started a planning process, and we started putting

' together-—hav1ng people put together plans from the bottom up.

Se—&f—we—have~a_d;n;s;on_genefai—maﬁaga:,say to the general

ﬂ(ﬂQV%4vx _ .
manager, "How'd you do last year? What do you think you can do
next year? And are you willing to commit to doing it?" .And]gie
old way the'éompany used to do it was they'd sit up here and say,
"Well we want to make $3 a share next year and Mr. General

Manager A, here's what youlépt’to do to see that we hit this, and

here's what you've got to do. ' 1t¥ing

As opposed ‘to
the other way around: assessing the business climate and all of
that.ijbﬁﬁﬂgleérly the people that are running these businesses
know 100 times'more about them than we do, because we can't be
that close to them. And they come to us'and/say, "Here's what we
did and here's what we think we can do." Agd then it's up to us
to kick the tires. And we've said for years here that in the.
corporate office we have a lot mére guestions than answers. And
that's really our function i$7to, yox=3atew, be a provacateur:

"Why are your sales ohly going up 8%? Why can't they go up 15%?"
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Or "How do‘you expect to get a 15% sales increase? Don't you
~reélly believe that it's going to be more like 6%?" Year=urow?
Ana ali‘the implications of thét. So the process is a give and
take procéss,'but it starts with the managers that are on the
firing line, zgg;;ﬁﬁh;-coming up with what they're going to do,
and then once we agree on it, that's their commitment. And if
.they don't hit these commitments for, ggs%&ﬁ%%, an unreasonable
period of time, we'll have to part company with them. And that's
something that the company didn't do much of in the past. There
was no penalty, if you would, for not delivéring what you said
you were going to do. And—geu-lsaow,/ls we got into this proceés,
in thg early part of '79 and '80, we would get all the key
managers in the whdlevcompany together quarterly, and this ﬁas 75-
or 80 of them, and go through all the numbers in excruciating
detail and, ygg,kﬁdﬁf’spend all day kicking the tires. And once
a month we'd get tOgethef with not that quite as big a group but
all the general managers and go through the numbers; and want '
explanations: "Why is this? Why is this? What are you doing
about this?" VI think in the old days the best I could tell, they
didn't get together that often, and most of the stuff was done
with memds and all that kind of stuff. And;if you look around
the company today, there's very little memonwriting going on.
This is not a memo writing company. People pick up the phone and

call and say, "What are.you doing here?"

WG: Back in that '79/80 timeframe, then, did Mr. Breen have like

9
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an inner group of people that met frequently?

TC: Well, myself, Conway Ivy, Miklich, Pitorak. 'There were

about five or six of us that would meet all the time.

WG: Discdvering new things about how this company had been run

and what needed to be done.

TC: Yes. That didn't take that long to sort out. I think we
had that figured out in abouf two or three months. And this is,
_you—imetsmmissts not that complicated. I'm not telling you we know
how to formulate paint or anything liké that, but it didn't take

long to figure out that‘you had to do a couple simple things:

you had to get the cash flowing, you had to start cutting costs, _
~and you had to start getting commitments from people on sales and
margins and stuff like that. I think probably one of the most
important things, though, is that we started was thigiﬁhat we
call even todayA}é&bottom—up budgetingﬂp;gsegg“whefe people set
their own goals and we exercise the right of questioning{the‘
goals to make sure that they're either not pie in the sky or
they're not sandbagging, and then get out‘of their way and let
them do their job. And you know, one of thé great strengths--
several of the great strengths of the company, and I know Jack
and I talked about this all the time, you-wrow; welis-eaid the
greatest asset that the company has is not on its balance sheet.

It's its name and a tremendous number of really good people that
10
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were still left inside the company despite all the problems that
it had. And those are really the people, once you gave them a
couple of clues on what ought to be doné, that grabbed the ball

and ran with it.

WG

e

Was there a time that you knew the company was coming out_of

the woods and was going to make it?

TC: Yes. I think we figured, yee=FBEsWw, within three or four
months that if we could see fhat if wasn't going to be an
overnight sensation but we were'clearly going to keep.it from
going under. But the thing that was most concerning to us is
that we were going to work our tails off and get the thing going,
and we were going to end up being taken over. That was the
bigger concern, and that somebody else would; rather than the
employees, reap the benefits of fixing the company up. And

thattometsheew, we were clearly positioned to have that happen.
WG: Yes. Well tell me about that, how the company escaped that.

TC: Well, when Jack came on board, one of the first things he
did was go and meet with Charlie (Bluhdorn); who was the chairman
of Gulf + Western and a fairly wéll,known corporate raider, and
he's one of the guys that started the whole congiomerate era.

And the former management of the company, for whatever the

reason, didn't meet with him. They would send lawyers to talk to

11
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him and investment bankers, but they wouldn't juét walk in and
say, "Hi. I represent Sherwin—wiiliams. what's on your mind?ﬁ
So Jack started doing that and he started explaining to Charlie
that with him sitting there with all this stock as a threat te—a g —
takeover, that it was like a sword of Damocleé over our head. We
were having trouble hiring good people into the company, because
most people wouldn't want to go into a compény that lboked like
it was going to be taken over by a guy that most people didn't -
want to work for. Aaé=uazmaniE:§b=back-—once—§—got—here &/
started going back every month to six weeks and sat down with
him, took him through our numbers, told hinm what we were doing,
treated him like he wasaa stockholder, because he was our largest
stockholder, and just kept explaining to him that we was, oG-

_K;Eﬁi Tﬁking it harder for us to fix the thing up. And over a

period é~%h&nk—ef—probab4y-_J;lwu&LJxL4L_Juuﬂc4ﬁaiﬂﬁnaﬂrﬂﬁﬁrinmmﬁ'
-e utu?s c4fnbw”~‘(
how—troRg—EhRis-tooKk-~ that it would be in his best

interest to sell us back the stock. And eventually he agreed to -

do that at a fairly hefty premium at the time . . .

WG: Was it a kind of a green mail transaction?

TC: Oh, clearly. Well actually it wasn't,!in a sense. He
didn't buy the company in to greeh mail it, I don't believe. He
bought it-~he wanted to take it over. He liked the'name,
Sherwin-Williams. He knew, yeu=tsyow, if you go back and look at

his investment strategy, I mean he told us time and time again

12
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the story about Paramount Pictures, and how he took that over ané
how it was near bankrupt, nobody wanted it and what he paid for
it‘ which was next to nothing. Now Paramount Pictures is, ha-x> §
Zmaw; the most valuable thlng in the old Gulf + Western
Industries. 1In fact*é/g/jot ;ﬁ'ﬁ all the auto parts and junk
and.that's the company now. Pa:amount Pictures. So I mean he
liked old names that were in trouble. He loved the idea of

buying them at bargain prices, and eventually he figured that

everything would get fixed up. So he really liked the company.

It was a c¢lassic kind of a situation for him to get involved

with. afdg - .

He was not an operating
person. He was an investor. He'd sit theré with a little
Standard & Poors book and flip through it. Ypu-l=sssw,

management toois were the value line book and a Standard & Péors
book. And he didn't have the vaguest idea about managing costs
and selling and all that stuff. That was all, he had all kinds

of operating guys to worry about that. He was wbrrying about

buying and selling, that's all.

WG: But to get him out, you had to pay a premium.

13
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TC: We paid him about a 25% premium to the market, which was thé
first time, I think, in Ohio history that that had ever beeﬁ< |
_doné. And you know in retrospéct it was a‘great bargain because
the stock that we bought back from him, we bOught‘back at an
equivalent price I believe of about $2.50 a share. That stock
today of course is touching $40. At—%he—time7~you—kﬂew7—it=wag——

So it was

not that far into the point where we were feeling comfortable
that we had enough cash to give them and still run the company,
because we still didn't have our credit ratihg back. And so we
had a lot of; you know, anxious moments in there, "Do we really
want to spend this kind of money buying all this stock when we
really worried about buying enough material to make it through
the summer on making paint?" And I'd have to say clearly, and
that's what Jack said when we were talking publicly about why we
did it, it was a vote of confidence in the ability of the ccmpany
to continue to operate and to make it,‘that we would put out that
kind of money when we were really strapped for cash, to buy that

stock back.

WG: Were you also negotiating a bank to‘restructure, refinance?

TC: No, we didn't have any bank--this wasball insurance company
debt and publicly held debt. During this time, if you go back
and look at the way the balance sheet was, we were buying in debt

every chance we could because our debt was selling way below its

- 14
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face value. Where, you-—knew, we would be able to buy a dollar's—
worﬁh of debt in for 70 cents, 60 cénts. So every time we got a
chahce, we bought‘in mi%lions ahd millions of dollars of debt at
(bargain?) prices, because everybody was saying, "Aw, Sherwin-
Williams is lousy, ggggknew, you don‘ﬁ want that." And they'd
mark it way down. It was like a junk bond. _égg_gua=d2bt=:¥;ese
were in the years before junk bonds were calléd junk bonds. They
were just, ypu—iorow, not investment grade corporate bonds. But
we bought in I'd say well into the hundreds of millions of
dollars in debt at‘bargain prices. And now of course whatever's
left out there is selling at a premium because we're clearly not

a junk bond company anymore.

WG: My impression of the eightieé is that there's a kind of--
this whole period--there's a phasing to it. There's getting out
of this, entering, discovering the true dimensions of the crisis
and recovering from it, devising a strategy fbr recovery. Once--

that may have taken a year or two.

TC:_ Yes.

WG: And then after that there's, OK, now we've saved the

company. What are we going to do now?.

TC: Right.

15
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WG: Can you tell me about that from your point of view?

' (+£ | -
TC: Well fhkere's one thing to take a company that's losing money.

and make it profitable. 1It's anothér«thing to take a company .
that's'prqfitable and make it a good‘pefformer. And you read in
a lot 6f the thinés that we talk about, in our annual report and
then some of the things we say to the security analysts, we talk
about return on equify. And return ohrequity is really probably
thevonef-if you had to pick one criteria on how we measure
‘ougéelves and how we're doiné/is return on_equity.',kﬁdtyg set
early on, I would say within the first two or three months, a
goal for the company to get the 15% return on equity in five
years. And I think we made that goal in,four‘years. So then we
changed the goal and we set the goal at 20% return on equity.

Now there's probably léss than 3% of companies in the United
States or the world that make 20% return on equity. There you're
getting up into, you know, the Mercks and the IBMs and those kiné
of folks. Afag=§Se~know, we feel that with the kind of a markét
position that we're going to ultimately end up with, that a 20%
return on equity is quite consistent with that. I mean a company
that we talk about a lot intérnally here, not because we're big
beer drinkers, is Annheuser Busch. And Annﬁeuser Busch is a
company that, if you go back into the early sixties, had about a
6% return on equity and about a 6 or 7% market share. Today

they've got a 40% market share, and about a 24-25% return on

equity. Fhatls-been an extremely successSful ctompanys And it's

16
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been a successful company, xggzﬁxémb
‘Bértlble 1ndustryf )
just yesterday G. Heidelman Brew1ng, the old style
égaf’filed bankruptcy. ‘And I talk about this with

people all the time.

You go out and try to buy a Schlitz.

beer, they

our marketing

In

1960 when Annheuser Busch had 6% market share, Schlitz had 15%

market share, and they're gone. They disappeared. The rea

they disappeared was kind of interesting.

son

The manufacturing guys

got control of the company and wanted to increase tank turns in

beer,

ferment quicker,

so they put some ingredients in their beer that make it

and they changed the taste of the beer.

And the

sales immediately rocketed downward, and they were never able to

recover from it.

.become chairman of the company to save it. They couldn't s

it.

And they even brought in a master brewer to

ave

And it's an incredible story about how if you fool around

the product—:¥a§%f§9w, Coca-Cola almost did the same thing--yeu

Vi gre éﬂw .,4—\11?/

r(é it

b 22 (/l’t/“(’vz

x&n:hauw,

in our

mind the beer industry is a great indicator of what can happen

because back in those days there were thousands of brewvers.

there's seven or eight that have 80% of the industry, and the top

guy makes really big money.

industry evolving.

WG:

TC:

Now

And that's how we see the paint

Has Annheuser-Busch been a model since the early eighties?

I think we started talking about Annheuser-Busch back in

17
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1986. That's the first time I started talking about them. But

I've been watching them for a long time.

WG: Yes. But before that the compahy was, in the early

eighties, was diversified--Gray Drug.

TC: We were trying to figuré‘out what to do. Aad%efigggiggggggr
» We had a strategic problem. The
paint business is like running an amusement park. You do great
in the sum&er and you die in'the wihter, OK? So . we were saying,
'"Gee, wouldn't it be great if we could acquire a company that

N

made money in the late fall and the early spring." zafd e _were

We looked at a
company like H&R Block that makes all of ité‘money in the first
quarter of the year because they do income-tax,'and the rest of
the year they die;_‘And=¥§$=kaewyigfuff like that. So we looked
at different forms of retailing. And while we were going througﬁ
this, and this was kind of an ongoing deal, Gray Drug, which was
‘a local company, got attacked by one of these takeover guys from
Texas. So they called Jack up and said, yesxEFew, "Would you |

consider being our white knight?" Well, we never thought about
, _

getting into the drug store business, so we took a look at the
industry and interestingly enough the indqstry's big profit
quarters are the first quarter, which is the cold and flu season,
and all that. They have tremendousbprescription sales. And of |

course it's the fourth quarter because of Christmas. And they

18
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buy Christmas cards and candy and all that junk. And you go into

a‘drug store, you can darn near buy anything you want.in thete.
So we said, "You know, this is not bad. Gray Drug‘iéba loser.
Because it was losing money. It had What we thought to be not
terrific management, but Qe thought we could bring something to
the party there. Aand if we could fix it up, it would alleviate
our big seasonal problem. _£& on paper it looked brillianty =u—
kpew? In fact, the drug store indusﬁrykwas undergoing some real
radical structural changes. ggggg,box stores, xgg;f#Eu, the big
25,000 foot deep discounters fhat were operating at 18% gross
margins instead of the traditional 33% gross,mafginé were
sweeping the cdhntry 'And YO , Qe'got caught‘up in that
right away. _Aaé>we;§g£“%he drug store business fromllosing money
to making money and it's what we would call a moral victory as
'ogposed.to a real economic victory, ygﬁiﬁiéﬁf We did turn it

around, but what we had when we got it turned around wasn't

really worth having. J%gﬁ’we did a study,.and—thés—stgﬂ¥:¥=€hiﬂk;

we_spent--we actually spent—meney—-en—the—etudy. Weﬁéﬁ?ggl
consultant Jd# and looked at what we had to do to make Gray into a
Walgreen's, which is still to this day a premier company in the
drug store business. And the long and short of it is that you've
got to have market share in the drug store bﬁsiness for low cqst
in distribution and advertisinq and managemeng-aaé—ai%=#h&%¥
sE¥fFT~ And to do that in the markets that we were in would have
cost about $300 million. And we just said to ourselves, M¥cm

3§gwa if we've got $300 million, we should be putting it into the
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paint business and not the drug store business." So it was at
that pointYWe decided that somebody else would be better off

owning Gray Drug than us.

d#i-came out of it, interestingly
enough, with a érofit. And if you look at the return on the |
money that we invested in it, we did better than just leaving the
money in the bank. The thing that was wrong with it,is that we
wasted a tremendous amount of management time on something that
really wasn't important for the long-term future of the company.
We should have been spending ﬁore timé on the paint business. So
if we were to be criticized, and it's a'fair'criticism, it would
be for wasting the companj's fbcus on the drug store business and
‘taking it a little bit away from the paint business. We vowed

never to do that again.

WG: Are you still living with the problem of operating an

amusement park now?

TC: Yes, but as we expand our store network and get stronger in
the southern and the western states, we'll smooth out some of
that seasonal problem. And as a matter of fact, in a normal
year, i al eér is-;ug_haXQnLL;had_one_£er~so~}sng,m
_.ILXE—éefgetten_wha£_thgiiigak,;%keﬂ=2§ﬁZEﬁﬁw, we'll make money

every month of the year. And clearly even in an abnormal year

we'll make money in the first quarter and the fourth quarter. It

used to be we lost money in both of those quarters. So it is
20
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kind 6f smoothing out. The other thing that we've done is we*ve.
fga&éy—déne a good job in improving our interior products. It
used to be that our exterior products were the real strength of
the company, and we étill think they are, but the interior market
is a lot bigger than the exterior market, and that was our
weakest product saies category, and we've done a lct'of work on
our interior products ahd our interibf sales efforts, both in
:Sherwin—williams and in our other brands. I=moan we've really
~ begun now to sell the products other than Sherwin-Williams:
Dutch Boy and now we've just.bought the Séars business. A lot of
‘the sales for'these channels are heavily skewed to interior
products, which have a lesser seasonal variation. They haye a
seasonal variation, but it's lesser. People still are a little

"bit reluctant in the real cold northerf,climates to paint
Ji s/ale

in the winter because ga

. {.
ygu‘ve got to have a window open. But'f%ﬁfiﬁiig:znu;extendfthe
time that you paint beyond the exterior painting season. So Adam

%Z/«/‘-/
Smith's 1nv151b1e hand is somewhat smoothing out our<~but 1t'
W(a S LA

still, _Lf you -look at e%ea=teday, we make almost six times more

in the second quarter than we do in the first quarter, and that's

]
truet the third quarter.

WG: Originally when I look at materials talking about the
company's sﬁrategic plan, it sounds like the company put, or at
least the new management put a lot of emphasis on areas like the’

Chemical Division, and that changed. And I'm curious, and at the
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time it said, "Well, we're interested in chemicals (anyway)
.because paint is a slow growth area." What's changed in the
company's line now that they've divested chemicals? I mean

growth in the interior . . .

TC: Weli, I tell you. It's a funny phenomenon. When you have
something that's working well, you tend to look at it énd,say,.
"Well, that's a great direction for us to go and build on because
it's doing well." And the first year.ég;;; worked in the company
ng?1979,'the Chemical Division was one of the stellar performers
in 1979. And if you look at the specialty chemical industry,
you'il see some companies in there that do extremely well. They

have high returns on equity and they do very well. So we said,

"Well, this ig clearly one of the keys that we can count on," and

so—gégégﬁgiggfihemical business (we're going to) expand-_ef. ;;EE;

L&é were running around looking for acquisitions‘ and fortunately
we made only one, or we would have been in a lot bigger trouble.
But in the next two yeafs, I think it was '81 or '82 when we went
in a recession and the dollar got extremely strong, we saw the
realities of the specialty chemical business. It was very
cyclical and it required huge amounts of R&D to continually come
up with new products. ‘AnﬂJié needed a critiéal mass that we
didn't have. We never hadnmore than $125 million in our chemical
business. And a lot of it was justAni§he products. Like
saccharine was a real big product that wé had. We had at one

time 80% of the world market share for saccharine. And of course
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NutraSweet came -out and we had the saccharine ban in Canada and

, s FE A [,
%, all that kindSof ‘Skusf. ¥ saccharine was extremely

££§g;¥g%”for us._ And that started going down. ,Anﬂ’ﬁhat'was
another reality of fhe business, thét if we were going to be in
the sweetener business, we had to have a big R&D effort to look
for aiternativé sweetene:s to saccharine and then NutraSweet, and
we didn't have the kind of resources to begin.to do the kind of
research that a Monsanto would do or a.éﬁ-(Searle) would do. So
we took the more realistic 1ook at just what we had and what the
prospects were for it and decided that this was not a business
that we could win in, because it was a specialty business that
would require a fairly big mass to afford R&D, and we didn't have
any of those. We had a couple of ﬂifty products that happened to

| be particularly profitable at the tiﬁe that couldn't really
sustain the kinds of growth that we neéded to keep investing in
R&D. ‘ggsn§==gggggngy, yeu=sidher, in qur'view you got to really
be enthﬁsiastic in investing and_gréwing something, or you really
ought‘to get rid of it. But to try to just tread water is a
death sentence for most businesses. So we decided tobget out of

it.

WG: There were some other divestitures, 1liké the Container

Division.

. TC: The Container Division was divested because to be successful

in the container business we had to sell 75% of our output to our

23
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competitors, and in the good o0ld days when Sherwin-Willians was
dying, nqbody minded buying from us. But when we started
stepping out and taking~éustomefs away from Glidden and PPG and
these folké, they had to sit back and say, "Do we want to buy it
from.amperson who's trying to take our customers?" And the’x%vfw'epn
clearly is no. So--any more than we would readily want to buy
from any of our competitors. gﬁfﬁke decided that that business
wbuld be better oﬁned by a neutral person who could readily sell
to other paint companies. Anﬂ:?ﬁﬁ%gﬁéw;iZf we wanted to improve
the can business, that would require capital and research dollars
and 75% of the benefits, thgse would go to our competitors. So
it just was a business that, because of the economies of scale
and the size of lines and the speed of the lines you had‘to have,
you really had to sell to other people to make the business

viable.
WG: So it was losing money.
TC: ©Oh, no. It was making money.

WG: It was making money.

TC: Oh, yes. It was making money. But that was another
division when we first started that was a very profitable.
division,‘along with the Chemical Division. What we found out{

though, is that some of the money they made was money that they
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shouldn't be making because they were charging Sherwin-Williams
PL('L iR50 S
and the 1nternalega¥s more for cans than we could buy them for
on the outside. So we started rumbllng around on the outside and
figuring out what we could buy cans for. Yau=kiww, we could see
clearly that a lot of the profit that they reported was really

- illusory profit.
WG: Yes. Taking out of one pocket . . .

TC: Yes, right. So that, of course we dealt with that right
away and made them lower their prices, and that changed their
profit picture and it just is, it's not a,:Et , very capital
intensive business; Yoﬁ‘ll see in lot of the things that we
write about,. what we want to be is a working capital-intensive
company as opposed to a fixed capital-intensive coﬁpany. That
was another drawback in the chemical businéss; It was Very'fixed
cépital intensive. The paint business is not very fixed capital
intensiie. It's ﬁorking capital intensive. A lot of inventory
receivables, not a lot of fixed assets. Now if you look at a
paint plant, this will be the paint plant and this will be the
distribution center. And the size of the storage area is at
least four times the size of the plant. Andf%ecause paint is
really like making a cake: you take a bunch of ingredients, mix
them up real quick, put them in a can, and store them, and wait

for an order. And the actual amount of fixed assets to make

paint is relatively small compared to a lot of other businesses.

bl
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And the beauty of that is when you get economic downturns you caﬁ
aiways cut your iﬁventory quite easily. You can't shut plants

'~ down. I mean YOU can, but it's very expensive to do it and you
lose a iot of good workforce that you have, and it's not the kind
of thing that you want to have to do to stay aliyg in a

recession. Cutting inventory is, YouJsmes, égéﬁ:grgxinlessc; é%é;
fzp/mvd

WG: Again, thinking about the eighties asba period with
divisions in it, or phases'in it, in other words, the crisis

phase, the search for new grthh opportunities . . .

TC: You have to realize that this is--as a historian now you're

1'1)

going to . go back and create theories that never happened while we

were going through them.
WG: That's right.

TC: We didn't sit there and say, “OK, now the eighties for

Sherwin-Williams is going to be three phases."

WG: No. You're thinking about the nineties.

<

TC: We're thinking about, digging away, no we were thinking
about tomorrow and the next day and the next day, .yea=Rnow: -
WG: Yes. But kind of reflecting on it now, it looks as those
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there are three phases.
TC: Yes, there are.

WG: And the one after this search for growth opportunities is

the sense maybe . . .

TC: It was seércb for diversificaﬁion and the grbwth. Thé
company has always really valued return on equity and
profitability over growth forithe sake of growth. And we've done
a lot of things. You know really we've divested over $1 billion
ih sales in that timeframe. So we are really, number one,
interested in profits and profitabilify; and geemwsh, QRPN
profitable growth secondarily. And the other thing that we're
very intérested in now more than ever is market share because we
clearly believe that market share and high profltablllty go hand
in hand. We have a éii%zén studies on that. It's something that

we believe in.
WG: The paint industry is highly fragmented. -
TC: Less so than it was.

WG: Less so than it was. Now is it really consolidating to an

extent?
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TC: Yes. Used to be in the sixties there were 2000 paint

companies. Now there's less than 1000.

WG: Is it something that, you know, a reél oligopoly could form
in the paint industry?

TC: I think it has. Now you take Sherwin-Williams, PPG,
Glidden, Valspar. I would guess those four probably now account

for 70% of the paint sales.

‘WG: So it is concéntrating.

TC: Conway, if you're going to talk to him, he'll give you all
‘ /}e VO 1INV P . [9(7(6 N
the exact details of that/o £ . é&es, it's ;ngt732;§

concentrated.

WG: 1I'd be interested in partly in the forces that 22 .

Why is this happening?
WG: Why now?

WG: After 150 years of . . .

TC: Well I think there's a couple of factors: One is the

emergence of large, strong retailers. Sears-Roebuck started the

ball rolling in the early sixties when they developed the Weather
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Beater and Easy Living. They came from not a terribly successful

seller of}paint to an extremely successful seller of paint. And
they gog’\ihe height: 30% of the do-it-yourself market. We've
got the emergence of all these discounters,_yﬁ§§§§§w?‘ K~-Marts
and Walmarts and ypem3¥Sw, E. J. Kofvettes and all of those.

Séme of them are still hére, a lot of them aren't still here, but

those that are here are pretty strong. And they sell a lot of

paint, and that was a channel that wasn't there.
WG: They used national brands.

TC: Yes. They used national brands. Ahd they use private
label, both. I mean they use their brand palnts, too. So if you
go back into the fifties, you had a lot of the paint being sold,
ggggégggn just through hardware stores and paint stores and dé;ff

1like that. Now you've got—3this—issthe—%ittle;spie}~we¥have—on

-3us%—Sherwig:H&&igggngfggg§§=heeaﬁse—today_tha;e»s about 100,000
places you can walk 1nto and buy paint. So if you take Sherwin-
Williams stores, today,ﬂe've got about‘z,ooo stores, let's say I
can wave a magic wand, the number that I'd end up with if I coﬁld
do it would be around 3,000-3,500 stores. Wéll 3,500 storeé out
of 100,000, ¥au=<wtsw, we're not going to get the kind of market
share in the do-it-yourself market out of that few number of
stores. I meanf;k’% just ygh—#ﬂow the law of randomness will

~r
/« B R
tell you that you're not going to)people stumbling into éhaxhﬁr
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place and buy it by mistake.

gt

A
: 4
END OF SIDE A, BEGIN SIDE B. /“

TC: (We're at) two peéy/pt of the marketf We have substantially
higher than thatﬁM It means our stores do quite well. <Buwb=srou
dknowffggere's a huge chunk of the market that we want to get at,
and that's why we sell to K-Mart and Walmart and Sears and‘Home

Depot andttheée people. And those people didn't exist in the
fifties. They had lumber yards, but you didn't have ahy of these
hﬁge home centers that sell all this building ﬁaterial, most of
it's aimed at the do-it-yourselfer. The do-it-yourself concept
is new. The concept has really only been bandied about for what,
the last 20-25 years. 1It's not that old of a concept. So those
kinds of outlets have tended to take business away primarily from
the small local grinder, paint company. And ‘these guys want
national brands, they want national dlstrlbutlon, they want to
deal with one or two major suppliers and not 300 little
suppliers, and I think that in great part has caused the

consolidation of the industry.
WG: I guess they would also want quality.

TC: Oh, yes. Absolutely. They want quality, they want national
delivery appeal.

30

0007-SWP-0059627




WG: Tell me about--the company reorganized somewhat and you
changed jobs in 1986. Tell me about the--prior to that Mr. Breen
was Chairman, President and CEO. Tell me about the division of

the responsibilities and how that works and why it came about.

TC: Well you're probably better off really asking him that, but
ELFIRR—=shat we used to have én oréanization that had the group
vice presidents. So you know in reality all we've really done is

eliminate the group vice president level and replace that with a

president. And-I—think the board or directors wanted the=feeling

style—is get a let—of people—te-get—involved-and commit to common.
gealsS. So I donrt—think, yow=3556w, although it may look like it

was a big change when he named a president, in fact it really was
not that big a change. Because the kinds of things that I do
today are not that much different than I was doing before. The
big difference is I'm not involved at all in all the financial
operationé, but this company is, no matter who fou talk to ire=thz
eamyaay,_tééggés a very financially oriented company. People
throughout the company understand the numbers'./ because we really
all live and die by the numbers. That's the way we tell how
we're doing. We're doing better or worse, you know, or whatever.
So.Nee=Fmoy, I've always been involved in_operations and had a

‘> 7 b'.: 3 :”.’»1‘ </

close wofking relationship with all the 2sgimrm] presidents. So
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all I do now is work more on that side of it than the other side
of it.v It wasn't a big¥-I wouldn't even accord it the term of a
reorganization at all. All we really did was change the
structure from a group vice president structure to a president

structure. It really wasn't that big of a change, I doESr—think.
WG: Did it change any of the systems?

TC: No. What we did shortly thereafter, which was something
that really was unrelated to changing the group vice président to
this president structure was we decentralized the Stores |
Division. That used to be one big division. We made five ’
divisions out of it. The reason we did that is to get the
authority and responsibility down closer to the customer because

the thing was getting too big and unwieldy.

WG: How aid you decentralize the finance part of all that? My
understanding of the company before you came in, Mr. Breen came
in, was that it was pretty centrally controlled in the finance.
area, but I think the term was ultra-conservative. So how did

that change when you came in?

TC: Well I think again the basic philosophy of the company is
one of decentralization and working against agreed—on'goals and
giving authority andlresponsibility to people as far down in the

organization as you possibly can. And you know, as long as we
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have a reporting system that tells us when somebody's really
going off the cliff, we're not uncomfortable at all, yun:ﬁﬁi&ﬁ
alloWing a decentralized financial operation because we feel

quite comfortablé we know what they're doing. Aﬂé%. . .
WG: So each division now has a finance operation . . .
TC: Right;

WG: -... . it didn't have before.

TC: No, it didn't. It was all done centrally. udmv
<behind-that—ts—to—rFeasrty Iaﬂ@&h&%é want sales people to be
aggressive and we waht them to go out and make deals and get new
customers, but whén they do these things, we want then to

understand before they go into them)the financial ramifications
B U'%M

of what they want to do}/ You've got some ‘guy sitting up here 1n'

corporate, it's unlikely that a sales manager in the field is
going to fly in here, céll him up énd say, "Hey, youssiew?
Here's the kind of deal I got. What do you think about it?"  If
you've got a g;§4€;;;'s part of your team out there in the field
and you're sitting around talking, there's a*good possibility
that the financial-guy will at least get some input into what
they're doing. And that's the whoie idea behind this. 1It's io

give a financial pdint of view to what's going on out there in

the field, so that these people--not that ﬂﬁé&*re‘going to step-

51?70
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them from doing anything, it's just that everybody goes into
transactions with their eyes open and knows what they're getting

into.

WG: 1In the changes that happened in the eighties, were the

management incentives changed as well?
TC: Yes.

WG: You were going to emphasize ROE more than, say, other . . .

I mean what was emphasized in the incentives?

TC: I think it was changing all the time. 'Yes, one of thebfirst
things that was done in conjunctibn‘with a planning system we put
in was a management incentive system. And once ﬁhe divisions set
their goals and gotvthem approved, those goals became the basis
for a management incentiVevsystem. So, and the goals.were fairly
cut and-dried. I mean you had to have a sales growth géal; you
had to have a working capital goal, you had to have a profit
goal, you had to have a retufn on sales géal, you had to have a
cash flow goal, and you had to have a return on assets employed
goal, which is the internal number that corrésponds to the
external return on equity number. So all of the incentive
systems were entirely.consistent with what these folks commitﬁed
to do. So if they hit their goals, they got paid an attractive

bonus. If they didn't, they didn't get paid an attractive bonus.
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And if they did much better than their goals, they got even a
bigger bonus. It was a fairly simple systen. And it's still
going on today; And it's designed to pay on improvemsnt.‘ You
can't say, "Well, we're going to do just as well as last year."
The system is designed to incent getting bettef, because we're
bésically all paid to make the thing better, not just to be

caretakers.

WG: And your strategy of, say, ROE of 15 to 20 would be tied to

this.

‘TC:.‘W‘ it : ; n it all fits
together. Qhr corporate objective of a 30% market share and a
20% return on equity, all of ﬁhat‘stuéé—é37—and*f—dcn£§=?§ﬁt—%e———
take you—through—eii—the—arithretic—ofit, but=ttrs—met e
Miconsistent. 5py—of—the-gcETs*tﬁat—we—have_azdemit
ireersTstene—— The 6n1y thing today that makes our 20% goal a
little bit diffiéult is our 1ow lével of debt. The higher the
debt is relative to your equity, the easier it is to hit that
kind of a goal. Andbfortunately for us, Jussln theré's a good
news and bad news to the story. The good news is that we
generated enough cash so that we haven't had to borrow money to
make acquisitions and or grow or grow’planta,Qr—ée—any—offthat-
§§§§¥; The bad'news is that if we had more opportunities for
high returns, we 6ou1d go out and borrow money and incréase our

I . ' )
return on equity<9¥'get there/%ﬁﬁé 20% quicker than what we're

35

0007 .SWP-0059632 .




doing now.

WG: But in general now you're éxpahding in the coatings industry

and the opportunities to buy high returns are not that great.

TC: Well that's not true now. I think the one we just bought,

JZ&¥ Desoto, % in two or th;f? years j# will be an .
extremely high return. Kryloéxfést year will be a very,<z§§z;
high return. If you buy them right,ié§§§§n~the return will be
very good. Ydu can't be--how do I want to put it?--you can't let
the fact that it's the coatings industry automatically lead you
to the conclusion that it's low return. That's not true.
Fortunately it's true for a lot of othef companies, but it's not
true for us. The coatings business is a wonderful business.

It's a high return business for us. EgshaVETZAEaadammr,(guf.
return on equity this year I think is 18.4%. At 18.4% if you

look at the year-end numbers that come through in Business Week '

or Fortune magazine you'll see that we're right up there in the -

top 5% of all companies. Very few companies have that high

return on equity.

WG: Yes. I wanted to ask a couple of questioné before the kind
of the concluding question I have here. Before I get there, I
wanted to ask about the stores. Sherwin-Williams is different
from other paint companies in the eﬁphasis that it puts on

stores. I mean no other paint companies have stores.
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TCc: Right.
WG: But why and how are the stores an asset to Sherwin-Williams?

TC: Well just a simple example:. Iﬁeﬁe—se%}—ﬁaint~ar‘try~tu-sgrt‘
paiaﬁ;;z;; objective of selling paint is to sell it to a user,,
,ok—at—Dutch

v

g — , J ;
ng;’ggr instance, BtZE=Sey, for us to sell Dutch Boy paint,
you've got to sell Dutch Boy paint to K-Mart who in turn sells it
to a user. Now if we want to step out and do more with Dutch Boy
paint, we've got to either hope that K-Mart is good at selling
paint or that K-Mart expands the number of stores that they have,
or does something extraordinary relative to other people that
carry paint--that carry Benjamin Moore paint or carry Pratt &
Lambert paint or whatever. So a lot of the ingredients for
success with Dutch Boy are out of our control. With Sherwin-
Wllllams, 1f(zf;;t a store in and g;;gﬁ'a store manager in there,
he's 901ng to sell paint. Because if he doesn't, he won't eat.
Now he may not sell enough paint to make a profit, and we may
have to find Another guy who knows how to sell enough paiht to
make a profit, but even the worst guy will sell paint. And the
number of stores that we add per year and thé number of sales
reps we add per year selling our paint is totélly in our control;
and our people, Sherwin-williams employees, areAtélking directly
to the customer, and they're talking directly to the contractors.

We're not relying on an intermediary to make our business

37

0007-SWP-0059634




successful. And that's why, in our mind, %gsg it's such a

valuable part of the,company. You go back and look at what

‘people. have Vritten about the company up until maybe '81 or '82,

it was alﬁays looked upon as a big weakness of the company. Theyﬂ»‘-
got all these stores, they lose all this money. And that was

true but it was really kind of the way they accounted for the

profity _ 7w, the stores at one point
‘were looked at as jus{?kind oféfﬂnecessary evil and not a
competitive advantage. We changed the way they were looked at.

I mean they were really the heart and soul of the company.

That's where we had the chance to, yggé!ﬁsa, meet face to face
with the real customer, the user of paint. And all you had to do
was look around, you'd see nobody else could do it. We were
doing it. We weren't doing it real weli, but we were.doing it.
And it was a terrific opportunity to continue to, y;g;gnphn

expand, and really once we got golng, nobody else could begin to

catch us. gﬁggéﬁ'ﬁhe next closest guy has 380 stores.

WG: But you know just thinking about the Budweiser, the
Annheuser-Busch analogy,‘this is something where you're not like

that.

. TC: We're not like that in the sense that Budweiser has, like a
lot of consumer goods marketers, created such a preference for
their product that the retailer has to carry it whether they want

to or not, because people want it. Well you know some of that
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has gone on in the paint business. Like OlYmpic Stain at one
point was like that. They had to carry it whether they'wanted to
or not. because people wénted Olympic Stain. That's less true
tcday,than it once was, but that can be don%. Glidden has done
that fo a Certéin‘degree through the home céﬁters; We intend to
do that to a certain degree with Dutch Boy. But you know the
other sideiof Sherwin-Williams is, although it does a tremendous
amount of ﬁo-it—yourself business relative‘to any measure, it's
only 25% of the business. 75%‘of the business is painting
contractors. And the painting contractor is a customer that most
of these retailers like Sears or Home Depot they can't deal withw
déggﬁ?% They don't open up early enough in the morning. They
don't have;the right delivery equipment} They don't have enough
5-gallon bpckets of paint in stock. They don't have salesmen out
calling on these guys, working with them on the job, helping them
with technical problems. So there's an area of the bﬁsiness
Eﬁéﬁi{%ggggﬁg%, itEematineg- that as a ﬁational compapy wé've
got a trem?ndous advantage over the HiITris=gups—insthose- home

centers.

WG: Yes, but does keep--keeping the brands distinct. The

decision was made in the seventies sell Sherwin Williams through

the stores?.

TC: Yes. That decision was made, that was a good decision, it

was a decision that was probably not implemented well from the
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other side of it. From the Sherwin-Williams side it was
implemented fine. But what they did was they took Sherwin-
Williams out of the dealer market and in the proéess lost 10

million gallons of business.
WG: Didn't-have Dutch Boy to deliver.

TC: They had Martin-Senour to deliver. And Martin-Senour would
have been fine if they'd have come back and made Martin-Senour a
good name. Most people think Martin-Senour was.%ﬂﬁg'the 34th
President of fhe United States. iThey don't fealize that itié a
paint, _yes=EBGR?  Because we've never really put the kind of
money behind it to make it a name like a Benjamiﬁ Moore. And

@cqf/ﬁ*V/

ke you-imew, Benjamin Moore is the target,fgggéyof-Martin-

Senour. Only you and I know that. Customers don't know that.

WG: That's interesting to the extent that Martin-Senour has a

reputation as a very high quality, pure color . . .

TC: Very high quality, upscdle,"absolutely. But not enough

people know it.
WG: Yes. So that's part of the plan.

TC: Absolutely. That's a majof, major undertaking for us in the

next couple of years is to get that thing rolling, because there
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is great opportunity with»that ?? . ‘We believe in a
multibrand strategy. And we've struggled with it for years and
it's beén;agiigueéé somewhat of an act of faith to continue with.
it because thé finénéial_results have been less than spectacular.
But now wé'rebstarﬁingbto see some improvement in the
profitabilitY of'the non-Sherwin-williams brahds. And again

while there's 100,000 places you can buy paint, to limit

~ourselves only to Sherwin-Williams is, yor-3moWw; like giving up a

large piece of the market that's not a bad piece of business, and
the last thing we want to do is let somebody get rich and strong
in that market so they can come after us in our painter market.
So it's not only the fact that.it's an attractive market, it's

: Coyre ) 20
also a fact of not wanting to let another ggy/run rampant in

there, make a lot of money, and then start coming back after our

market, which is also a huge market.

WG: Was the premium image that Martin-Senour had the reason why

you didn't do a Dutch Boy movement, I mean try to push it through

K-Mart?

‘TC: Yes. Absolutely. Right.

WG: You didn't want to 22
TC: Well, you could see in companies that have done that4-
Glidden is a good example--that had taken the same name and brand

41

0007-SWP-0059638




that was a good dealer brand into the home centers ahd the
aiscounters. I mean A dealer will try to sell the same Spread
satin for $15.99 that Home Depot is sel%}ng for $7.99. And he

f P 708 € v
can 't, ggy;kngn, nobody's going to#-s6 you've got to have a brand
that only-deale:s llke him have. And Benjamin Moore has done
that with tremendous results. I-ms®mthey have a spectacular
record. And Martin-Senour has the potential to do that, and we
just haven’tlbeen all thaf. aggressive at doing it. m-‘——:{n

P R
our view you’got to keep brands in certain channels. When you

jump channels, you create problems, and that was the problem with

‘Sherwin-wWilliams. Because we had Sherwin-Williams at one time in .

the hardware stores and in discount stores and in our own stores.
And you fle,the_Jé%éﬂ;; sale in a hardware store or a discount
store, and the customer would come into the Sherwin-Williams
store and‘say; ‘ﬂggﬁ?—geuekﬁaw I can go down the street here and
buy this same paint for $3 00 a gallon less." ;i;nasﬁ_it was a
marketing control nightmare. So it was absolutely the right move
to take it eut. And: today we're stronger from a marketing
standpoint beceuse that was done vis-a-vis a Glidden or a PPG or
these other folks that try to take one brand and go through all
the channels. It just is too messy from the retailer side. |

/
/7

X: Tom, did we go looking for Dutch Boy, or.did . .
ké;;?/-
TC: Oh,= . Very early on. I=mean we were besieged with
requests from management of the consumer division at the time to
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take Sherwin-Williams back into the home ceﬁte: market and back
into the'discbunt market because they said sou=isow, "We have
nothing to go in there and sell except Sherwin-Williams, and the
market is clamoring for it.» And it was. J@nﬁeople would
come in and visit us, and K-Mart came in and demanded that we

give them Sherwin-wWilliams.
WG: Again, you wouldn't have wanted'to give them Martin-Senour.
TC: No. They wouldn't have wanted Martin-Senour.

WG: Martin-Senour had already collapsed all the other brands

involved with Lowe Brothers and WW. Lawrence already.

TC: No. They wouldn't ha&e wanted it because that's a non name
for.thém¢ They wanted a hational brand. Martin-Senour is not a
_ W2 (uri -
A national brand. So-yeEFRow...hare!s sitting around in the
strategy meetlng,izzgégld "Look. We have two alternatives;' One
is to let them do it, which would be a disaster because you would
be right back to where we were, and after we lost all the money
of do%ﬁg_it onée, we certainly didn't want tovgo back and undo
that, ihat was a good decision. So we can efther'spend the money
and create a brand from scratch, and that's been done~-Olympic
did it, and they spent $30-40 million and created the Olympic

Stain from scratch. Or we can buy one. So we called up DuPont.

Said, "DuPont, we'd like to buy Lucite." "Sorry, it's not for
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sale." Next call was the Harvey Brothers in Chicago who bought
putch Boy from (NL) Industries. "We'd like to buy Dutch Boy."
‘The guy says, "Greét{ Can you come down on the next plane?". So
Conway,-¥aﬁ;kﬂsw, zips on down there, and we come to find out
that Dutch Boy was dying and was losing $3 million a year, and
this guy was slowly going out of business with it, and that's
what allowed us to buy it. »hq_thatiesswasely, yensigev,” the
idea behind buying Dutch Boy was to go head to head wiﬁh Glidden
Spread in the home centers. Unfortunately when we bought Dutch
Boy we also bought a dealer organizatiqn with it and it was
basically a well known dealer brand. Dutch Boy even. today is
second or third best known brand in the country. Way out of
proportion to its sales..'X\&Q9h\§g§;§£g&&/ YA@\EﬁEﬁQ we laugh
around here: it's got high sharevéf mind and low share of
market. That's what makes it such a--another golden opportunity.
And the dealer organization for years fought taklng Dutch ‘Boy |

. (l ’Fﬁ/
into the home centers because they didn't want to £&ekzaff the

dealers that they had thatdhey*d sold for years, yeou=demow, and

create the same problem: The home center's selling it for $7 and

I'm a little hardware store and I'm trying to sell it for $10.
Soc we finaliy just. forced it. Just said, "Look. This is going

into this channel, and if we lose the dealers, so be it."
- WG: (Selling) Sherwin-Williams.

TC: Well, no. Not Sherwin-Williams. Martin-Senour. Because
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the opportunity for this brand in the home center is so
overwhelming compared with the opportunity to sell Dutch Boy in
the,dealer‘market_égainst-Benjamin Moore. So we had a couple of
good successes. We got it in the Home Depot. We got it into
Sears Roebuck. And it's now starting to roll. The story isn't
over yet, théugh.' I mean we've still got a lot of work to do to
make Dutch Boy a big contributor like Sherwin-Williams. That's a
long way away from there, but it's one of the things that's going
to continue to allow us to increase our earnings in the nineties.
A lot of pedple ask, You=tsr®T, "You guys have doqe all right.

Now what are you going tP do?" WejusTEeE=-it's hard to explain
to an outside;>but we've got so many opportunities in this

company in the lousy old paint business that it's incredible.

WG: An aspect of that is autbmotive finishes. Could you tell me

about that, I mean what's the story that end?

TC: Well automotive was kind of a stepchild in the company, and
in the period from Day 1 up until I think about 1975 they were
just kind of like a little sales department, and they begged,
borrowed, and stealed production capability or capacity out of
the chemical coatings plants to get their products. Then the
company decided that if we're going to be sérious, we needed a
plant, our own automotive dedicated plant. So we built the
Richmond plant and dedicated it only to automotive products,

which are probably the highest tech products that we make in the
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compahy. The color requirements of automotive are very, very
strinéeﬁt. .¥o§:knawq“ou're matching original equipment colors,
‘and we're not. an original equipment manufactuter so that makes it
a little more»difficult‘for us to get the color information and
to match it. And it's.a product that sells for three or four
times more per gallon than chemiéal coatings, industrial

_ ﬁaintenahqe, or architectural paint. So it's a very expensive
product. And that plant kind-—ef allowed the automotive operaﬁion
to gain iﬁ stature in the company, and that business in the last

sixteen years has gone from, Yms=owW, ddudind-of-d=Z=JUst an

interesting little product line to a major part of the cbmpany,

'(/g;;;é.hava groWn to--you've got to be careful now when you'r;—~‘f:<

writing this. \We don't tell anybody about the size our \

aubqmotive divisi or how profitabl is because we do

about it, to tell you t

truth, because I don't know what you're

k\gbing to write.

-~ g

G: me th mpany ntrols—wiratevér he wri NEUIESEE S

TC: The automotive business is a major sales and profit
contributor to the company, and itvhas a multi-brand strategy.

It sells Sherwin-Williams branded products directly'to body shops
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‘and we're the only company in the industry that does that. Ail"
the rest sell throﬁgh jobbers to body shops. Again, this is,
carfies tnfOuéh the theme that we like to be in charge of our own
destihy and assure that our produéts are used so we>have our
sales péopie calling on bédy shops and we,vyga=ﬂhww, send the

_ <z§§§¥ with 6gr trucks to.the body shops, and that's the biggest
~part of the business. That's the part of the business that we've
been workihg on for the last eight, ten years and we've added a
tremendous number of branches to expand that business. We've now
got Ik about 150 or 160 automotive branches. oOur potential
there is dt least 400 branches; And that's a unique businesé
because we're the only guys again that go calling directly on the
body shops and don't go through distributors. We have other
brands that we, again trying to bé all things .to all people, we

have a brand we call Acme, which was . . .

WG: The original one.

TC: The original one. That's how we got into part of the
automotive‘busine$s; and Acme is sold through warehouse
distributors who in turn sell to jobbers. So that's our way into‘
that kind of a market. Then we have another’ brand, Martin-Senour
Automotive, that's sold exclusively to Genuine Parts, NAPA. And

they're a huge warehouse distribution and jobber network.

WG: 1Is thpre any possibility of cracking the OEM?

47

2007-SWP-0059644




'TC:> Well the one attempt we made to crack the automotive OEM was>
we tried to buy Inmont when United Technologies sold Inmont,
which was a large OE supplier and after-market supplier. We bid
$750 million for it, which at,thét time was three times our net
worth. It was a fairly aggressive bid on“ourjpart. We got
outbid by BASF, a German chemical company. They paid $1 billion
for it. And I would have to say that that was a fairly serious
attempt to get into the business. To do it from scratch would be
too expensive, and the fact is that the industry doesn't really

need another supplier. It's got enough of them now.

WG: I was just wondering whether the Japanese coming over here

and setting up production facilities would be an opportunity.

TC: It's an opportunity but not really for us, because we're not
considered to be a serious player in the automotive market now.
The littleAbit of parﬁicipation that we have is in a specialty
area that's basically priming plastic parts. For instance, the
‘Saturn is all primed with Sherwin-Williams chemical coatings, and.
the top coat is a BASF (g&aees%#heq coating. So we have been
able, working with General Eiectric Plastic, which is the plastic
substrate supplier, been able to get our way‘/in there, much to
the consternation of PPG and thesé.other guys, and demonstrate
that our primer technology and product is-far superior to any of
these other companies, and that no matter whose top coats you

use, our primer works the best with any of them. Nei:;ééskﬂﬂﬂ¢~
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_6u could make tremendously rosy assumptions that if all the cars

‘urn to. plastic in the next ten years, that could be a home run.
ﬁe're not saying that, but it\ié—-curfpartidipation in the OE
business is»in a niche market right now, and it's-—most likely
it's going to stay that way for quite a while. I don't think
that they're going to move away from metal.' They've got-too much
"vested'interest in metal. We have developed in our automotive

after market division a substantial amount of business with OE

| | Cfue Whyt<
truck manufacturers: Peterbilt, Héaq#ﬁﬁﬂazggbii-whﬁféf
é/\’}(’(’/?/” _
Freightliner, - : "r:’those kind of folks. And that was a kind

of new marketing thrust for us. We've been doing it now for
about four years, and that's been fairly successful. Right now
it's not doing so hot because, pewsweow, the big truck sales are
a disaster. But we've made some very good inroads into that
areay, a P - truc

Attsot e real—assembly-line. And our products work quite well

there and we've been very successful getting into that market.

WG: A couple kind of summary questions: Asking you to reflect
back on the eighties to see what--you knOw, if you had to pick
out like four or five things that were done, highlights of the
period since you've béen here, things that we absolutely have to
write about in the second’ document that's focused on the ??

history.

TC: I would say that the focus on working capital and charging
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people to usebworking capital, the strategic planning and
bﬁdgeting system and the incentive plan that went along with it.
I would say the bottoms-up budgeting process, making
responsibility andiaCCountability, the results, moving it down
into the organization. And I would guess probably the sales of
all these businesses and the focus of the company primarily onto
the paint business is, and that's kind of evolved to today(we're
a company that's not worried about diversification. I-meer—you
<§3§m.when‘we talked to security analysts, they say, "Well, you're
not diversified." But the facts ere we're extremely diversified
if you look at where we sell our products.‘.I,neenuﬁhat can fou
buy literally that doesn't have paint on it? And so from a
market end—user standpoint, we're in every part of the economy
you can iﬁagine. You=kpew, f%om tank paint over in the Middle
East. —¥fEan there's very few things that you can imagine that -
donft have paint on them. So in that sense we're an extfemely
diverse oompany. And in our view that's good enough. We don't
have all of our eggs in one basket. We don't only sell to new
home builders. We don't only sell to people doing apartment‘
building maintenance. We sell to a huge cross section of the
country, and we're geographically diverse. ‘@er have
operations in 49 of the 50 states-—actually_éo of 50 states in
many businesses. So I think our dedication and focus on paint,
primarily in North America—-I«mean«we\hayeinoT-sometimgé_EQ_th_
Cmmwmmfmost_oﬁxhe_time_notT—ﬂmughTWe

it~~have no desire at the moment to go rushing over into the East
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Block and try to establish a position. Aand we have so much that

we can do right here in our own back yard that that would be an
unnecessary diversification and a tremendous diluting of our
profits to:do‘something like that. We're not unhappy being
primarily a U.S. Company. Xaﬂ:kﬁnw :§ome companies like to talk
about globallzatlon and all their international g%ﬁ%fi)but once’
we»get a huge share of the U.S. market, we may have no other way
to go but to do something like that. But we've got so much
opportunity right here under‘our nose that it's not something
that's a burning thrust of the“company, to get oqtside North
America. We want to go back into Canada, and we are going back
into Canada. And of course we've got a great company down in:
Mexico. We've got good operations all thrbughout Central
America. And we're in South America, for better or for worse.
But you know, we're basically an America's company as opposed to

. /:1;,,«.0:5- .
one that's got a lot of 'sENTT in Europe and Asia.

WG: Two absolute final questions. One is we talked about the
past today, but what are the challenges ahead, what are the five
things that Sherwin-Williams has to do to be successful in the

nineties and the twenty-first century?

TC: 1) Well continue to gain market share. Not become
complacent about our progress. Keep moving the bar up so that we
continue to do better. 2) I think we have to get better at

customer service. ILuthéemdesthalils, v , Whereas quality was
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the battle cry in the eighties, Americans rediscovered that
quality pays, along with Japanese—-élthough we taught the
| Japahese abput;quality, they taught us that it was important. I‘
thiﬁk~custpﬁer service, becaﬁse there>are so many people
competing for the same dollar of disposable income, we've got to
figﬁre out a way to be-éasier to deal'with, all that that
- entails. 8So we've got major: /Wv;?/&ws inside the company
trying to make it easier to do business with us. And that's easy
to talk about and it's very, very hard to get that down to a
part-timer working in avpéint‘store. And that's where we're_
' really having problems. ggg:ﬁnowTuLomebody walking in wanting to
'buy a gallon of paint and the person is busy and he gives him a
(I&Iﬂ/c’r;/( 7
wise answer or something. It's just difficult toZ-but I think
it's not impossible and I think our people are very good at
pulling these kinds of themes up and making them work with us.
And we're clearly, if we can do that, we're going to be so much
differentiated froﬁ a ﬁOme center or most of the companies that
- we compete with because they have tremendous personnel‘problems
and you're training people to handle a prdduct that's not your
product, it's somebody else's. And again the strength of the
combany is really our huge interface with most of our sales with

the customers directly as opposed to an intetrmediary. Did I give

you five things?
WG: Yes, I think yes. About the book that's going to be
published. Are there messages that you really would like to see
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put across but also messages that you'd like to see de-
emphasized? If you want the reader of this thing to be left with

onhe or two‘thpughts‘aboht Sherwin-Williams, what are they?

TC: That the company has survived 125 years. This—dswwonm—sn

It's seen

wars and depressions and bank failures and crop failures and all
the bad news jgf® that you read about in the newspapers and hear

on TV every night; airline failures, S&L crises and all that.
25e c’-é(qfff T =

4&8 gone on many times in the last 125 years. And

All
the only time the company really lost any money was when it
started taking its eye off paint and the painting contractor and
things that were near and dear to it, and changed its iogo and
tried to be a specialty chemical and decorating centér type
company. Angd=yoM=kaow, what I've said is these iast 25 years
have been particularly interesting because they contain both thé
worst ten years in the 125 year history and the best ten years in
the 125 year history. And we just have to reemphasize to
ourselves that we're.in the paint business and it's not bad.
It's a reélly good business. And if we really continue to work
at being the best in the paint business, and picking up on the

: j?ﬁmﬁd’kgzua
theme we've 22 “Around here, really be¢dming America's paint
company, there's a tremendous amount of opportunity available to
everybody that's working here because we really have a chance fo
become a truly dominant player in an industry that was extremely

fragmented for a lot of years. And we can do well no matter
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'What's going on if we really believe in the kind of power that we

' gggghnow,';;; history of

the CQmpanyﬁhas been¢one of‘reaI1y being good at selling things.

have to sell things. I

They lost theiﬁ&ability for a while, but I clearly think we've
got it backﬁ And if you go back and read about what former
presidents %nd chairmeh have said,aiinaaa~there's a constant
theme about&quélity, about being ethical, and about selling and
working hari:i‘_..;gnd-i—me:ﬁat, yet—kpew, those things are
almost timehes$; and those are the things that we're doing now
and they'rekWo#king. Stick to our khitting. Amminsswr. It's

corny, but{it‘s true.
WG: This has been great. I mean really very helpful.

TC: Thanks.

WG: Very interesting.
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