November 4, 1931

IRENEE DU PONT, PRESIDERT

In acoordanoe with your roqﬁeat of Ootober 36th,
I have asked Kr. laoGregor to revier hies several rcporto on
the paint industry made in the last five years and preoent
herewith that informationm. )
In 1915 it was spparent that the duPont Company
' 'ould be left with large exoess plnnto on its hanls should
’ tho war end in 1917, as was considered a pounibtlity at that
time. In order to utilize to most advantago these exoess
~ plants as veu as such exployees as 1t Iould. ‘be d.uirahle to
continue s:ter the war wae over, the,Dovolopnont Dapartuent
’wu suthorized to make a general study of possible new indus—
tries, in which the duPont Company could advantageously and
. profitably engage. Comsideration was given to mazy varied
lines but it was felt that a polioy of beocoming interested
only in lines which were allied to the activities of the
duPont Company would be the best. Aocordingly the chemiocal
industry was given first consideration, as the Company already
vas a large mamufacturer of chemiocals and partioularly of aocids,
The paint and varnish induetry was also gliven care—
ful consideration at tha same time for two reasons. It was &
oconsumer of pigments and oolors which were in turn consumers of
aclds and lakes, The lakes would be received from a possidle
- entry into the dye busine;c. Linseed oil, a chief ingredient of
paint and varnish, would be received from a possible vegetablo
s

01l 1ndustry, The other reason for considering the paint and

varnish tusiness is the fact that in 1916 the condition of the
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paint and varnish business was very similar to the dynamite
business previous to 1903, It was made up of many small manu-
faoturers and some large but 211 on s very kecn competitive
basis, using & multiplioity of brands, labels, shades and con—
tainers. The averags earnings of the industry over a period of ju:
Years while not large had at least been consistent and most of - ..
the large paint ooviléein- had built up large asssts Irem 2.
earnings, It was spparent then there 'wu'opportunity for _ :1\'
consolidation and economy in such an induetry, as there were no
partioular seoret proocesses, p;teﬁtl or other causes which would
interfere with a ne™ oonoern engaging in that business, but that ,
the advn.ntl.gﬁ of careful business mansgement on & large scale ;e
would be Zully reslized. - ‘ - - b
There was only one large paint oonosrn; namely, . -]

o I3

Shermin-Williams which Worked from the raw material clear through:t
to the finished product and they were the most sucocessful of all

the companies, They oombined also & chemioal and color businsss:
and one of the policies of the duwPont Company bas always been a -}
satisfactory oontrol of its raw materials and zn effort to wht";

-

its produots direoct to the consumers. ]
Considerstion was given to the embarking on our new
lines by the formation of new departments and the acquiring ofy
the néoesaa.ry talent versus the purchase of going concerns, It
was decided that the purchase of going conoerne on a re&son&blo” .
asset basia:. gave us the best foundation for future develqpmentL
as well as an immediate position in the business, wWhich could mot
be obtained under several years?! intensive development from a new
start,
Examination of various possidble companies indipated ihst .
the best opportunity seemed to be in Philedelphia through the

purchase of Farrison Bros. & Co., Inc,
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That ooncera formerly had a very large and sucoessful
paint business but had negleoted it since 1914 for the more prof-
itable war ohemical business. It had, however, the nucleus for
us to start in thi'eo lines; namely, heavy ohemicals, lithopone and
painte & varpiesd,-and plants in Philadelphia, Pa., Newark, X, J.,
Paulsboro, N, J’., Camien, ¥. J. and Chiocago, Illimois, It was
Dot contemplated that ve would immediately take hold of a dry color
business but owing to the stock ownership of the Beokton Chemical
Co., mamufaoturers of 1ithopone, being equelly divided ¥ith
Gavley-Clark & Co., Newark, K.J., it uas felt advisable to immedi-
ately purchase the other half of the Beckton Chemical Company's
stock, This resulted in the moquisition of tﬁe _!hblé of the
Cawley-COlark Company.

It was expected that further develcpment of these
cczpanies would take place &t one or more of our war plante and
that we would gradually tranefer the business, but the entry of
the United Btates into the war and its further oontizuanoe pre-
vented any utilization of our war plants in the menner above
descrived. It was necessary to make our development on the
properties purchased, '

Further development of the chemical end was deferred,
as immediately the acid oapaqity of the Harrison Company was
placed at the disposal of our';ilitary Tequirements, and we N
therefore did not attempt to develop an outside business. The
development of the dry color end wvas logical aleng the lines of
lakes, as this country did not have much of an industry for the
manufacture of lakes, and it was expected that our dye plants
would include a line of dyes suitable for lake manufacture. % N
However, as the development of the dye business proceeded, other
.dyee Yere developed and further expension of the color business

was not poesidble,
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The remaining line of development wass the paint and
varnish business and steps were taken to inorease this business,

It happened that ths entry of the duPont Company into
the paint business through the acquisition of Harrison Bros,
created esome furor in the paint trade and we hed the opportunity
to examine some twenty or thirty paint companies, whioh offered
themselves for sale, The Bridgeport Wood-Finishing Co, ¥Was ons
of the early ones and Was favorably recommended, becauss it did
not involve the purobase of additional plant facilities but gave
us additional agencies and distributors, which at that time
Harrison Bros, & Co., Inc. needed, It also offered a nev plan
of merchandising, which in view of the diudnntq:nl of the methods
in force by all the paint companies indicated an opportunity for
consideradle improveament,

About the end of 1917 axi the early part of 1618, our
own figures on our conduct of the paint business began to show
suoh losses that Wwe were hesitant to taking on additional com-
panies, partiocularly as the business of many of these companies
wes entirely a trade sales proposition, whioh was exaotly the
class of business which Harrison bad. Examination of many of the
conoerns offered to us showed that some of the oonoerns which had
& large amount of industrial business were very much more profit-
able and in the purchase of the Flint Varnish & Color Works,
‘Flint, Mich., we obtained a company which was 100% industrial
sales and a very satisfactory earner, Based on this olass of
business e purchased the plant and business of the Fev England
0i1 Paint & Varnish Co. of Everett, Mass.,, which had both classes
of trade,” but the majority was industrial sales, This industrial
4

buesinese was immediately allowed to slip from our hands and dur

sales efforts concentrated on trade salees,

Frrrcr /24

DUP 000004



' Y,
’ A
Our losses in the paint and varnish business coantimued
to be largs in 1818 and with the soquisition of this last ocompany
We were practically forced to discontinue any efforts towards further
expansion of our paint and varnish business by the purchase of going
concerns, At the begimning of and during 1518 a very large 'e.:pcnlini
advertidné campaign was launched but we did not resp the bemefits
because our distributing facilities were not in keeping with the size
of this campaign.
The plan of expansion which we were forced to abandon coD~
texplated the acquisition of various plants throughout the country
&t strateglioc points as the question of freight rates and servioce is
an important factor in the paint and varnish business,

' It was evident by the end of 1918 that there was mthing‘
Turther to be done about our plan of consolidation of many of the
paint and varnish oompanies and that we should tura our attention
to making the large paint business which we then foneued. a
u.tisfa.c_tory contributor to ;sa.rningl, a8 mere additico of new
business did not help matters, The showing for 1919 was not such
as to cause much optimism for our paint businees and while our
volums in 1820 was the largest in our history, it also was the
year of largest losses which would seam to indiocate that the more
paint and varnish we s0ld the more monsy We lost, Ia the beginning
of 1930, it was felt that the Eultiplioity of brands whioch we were
‘using; that is, keeping alive p.u.roh.ued brands from the companies
which We sbsorbed, was interfering with our business and it was.
decided to put everything under a duPont label, At the end of
1930 a ateering committee was appointed, whioh had the following
for two of its main poliociee:

1., To abandon our efforts to become one of the largest
palnt manufacturers in the oountry until we oould make ok=

oWn businese pay its way, and to work on e volume of
bueiness that could be reasonably obtained,

2. The budzeting of our expenditures so that if this
volums of tusinsess was obtained there ¥as a sure profit,
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The year to date, 1831, does not see the paint business
show & profit but this has been due to the fact that the steering
comzittee was Dot permitted to reaoh its budget and therefore the
expenses wWere greater than our receipts, o
The above description has applied only to the duPont
paint and varnish sales, During 1918 and 1919 when our trade
sales businese .iu'lhonng such a loss, our sublicﬁu'y; namely,.
the Flint Varnieh & Color Works, was showingz continued good
earnings, It bhad been for some years & considerable question
with the duPont Company whether trade sales were profitable or
not, as gpparently our industrial buainess Was very profitable
enl our trade sales Were note At the same time, honﬁr, We Were
faced vithrthe facts that there were many large trade sales cobd~ '
cerns that made a satisfactory profit., ZXarly iam 1930 the business
.07 the Flint Varnieh & Color Works was so large that it was turning
a%ay business for lack of mamifacturing facilities and at their
Tequest the duPont Company undertook to obtaln additional facilities.
Exsmination of a limited number of firms which would
furnish these additional requirements resulted in the purchass of
the Ohioago Varnish Works. This purchase Was not partioularly
approved by the duPont Company on analysis of business oconditions
but on the guarantee of the Flint Company that they could make this
investment show s satisfactory return, the bueiness and plant were
purchased for the account of the Flint Company, B8bortly after, the
automobile dbusiness, whick ¥as the main source of revenue to the
Flint Company, entersd a period of depression and the Flint Company
Was faced immediately With excess facilities at its own plant in
Flint as well as the facilities of its nevly acquired plant in
Chioago,  The trade sales which the Chioago Varnish Company had
Tere dlscarded by both Flint aml 4uwPont. From 1930 to date we'
also find that the other portion of our paint business; namely,

that handled by Flint was also in bad shep=, due to shrinkaze of
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sales, At the time of purchase of the Chicago Varnish Works our
. Chicago paint plant acquired with Eur~isons was diaman?led and our
Chiocago distriot trade handled by a warehouse, | .

Turning now to our chemiocal business, we find it bas
Deen more or ;"' seorificed to the demamis of our other plants;
partiocularly, the Dye Works, after our ailitary needs bad disap--
peared and no effort had been made to enlarge our chemiocal business
through adding other plante, as the years 1819 and 1930 were the
period of great prosperity to other ohemical manufacturers, and
there was no OpporAtunity to purohase any conoern st & reasonable
price, - .

The pigment end, whiocb includes our lithopone and dry
colors, had ridden along xithout any partioular effort to develop
Rew lines. There was an opportunity in 1919 to obtain a western

. lithopone plant but our entire ohemical and pigment business was
not even then showing earnings in keeping with the proeperous
times and it was not felt advisable to make any addition to our
lithopone facilities,

Our lead business was very umprofitable and by the
middle 0f 1531 we were practiocally out of the business, A careful
study of the lead industry by the Development Department indicated
that 1f properly bamiled uth.\respedt to purchase of pig lead we
had a satisfactory margin betw;en that price and the average sslling
Price of white lsad, 4ccordingly, thie imdustry has been revived
anld a plant at Philadelphia started up on the Carter proéeea only,
Thie 18 the short process and does not tie up our ospital as long
as isg th? oase of the Dutch process,

The following ta?la shows the fizures available fgr thf
lost [e7 years. It will be noted that the total of the groas
s2les of the four divisions in 1920 and 1921 ie greater than the
totals ehown in the first tatle. The differcnce of 3638,494 in
the case of 1930 is due %o transfer of products between the¢ four
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divisiona of the Paint Dcpartment and ~hile they are properly

eho™n as incluled in gross sales %ith respoot to each divieion

1% 18 not proper to show as grosa totel of the Paint Department

&3 a whole,

" the actual to September 20, 1931,

1917
1918
1929
1930
1931

1917
1018
1919
1930
1s21

1917
1918
1919
1920
1831

1917
1918
1919
1920
1921

1817
1918
1919
180
1931

Total Invastment

$11,504, 757 $8,867,830
13,761,714 10,939, 345
15,784,193 9,981,745
18,147,145 14,731,435
13,171,803 5,833,143
PAINT & VARNISH
YWorking Total
Copital Plantse Investnent
84,156,754 $4,901,382 $6,058,136
4,589,714 1,495,044 6,004,758
3,393,546 1,463,849 3,856,395
PIGMEITS & COLORS
1,834,605 1,843,935 3,667,540
3,350,285 3,073,131 4,323,406
1,393,338 3,235,133 3,537,365
LEAD PRODUCTS
1,350, 444 550,463 1,800,906
1,399,930 636,882 1,936,803
493,700 580,854 1,073,554
CYEUICALS
1,423,494 3,912,333 4,335,826
1,939,598 3,953,583 5,892,189
1,138,119 3,576,368 4,714,487

4 cazsual inepeetion wouid ceem to indicets a rether

Cross Sales

The figures for 1921 are an annuel basis based on

Net Reoeipts

$143,680
531,333
1,316, 744
1,030,709
1,636,493
Rst
Cross Sales Reoeipts
$1,365,328 $108,730
3,958,989 331,493
4,015,769 489,337
5,098,7C5 959, 363
3,698,793 457,616
1,977,430 350,884
3,526,935 280,761
3,340,188 183,871
4,754,301 197,384
1,561,371 336,955
1,022,664 539,353
1,383,674 76,793
1,566,933 159,585
1,855,113 136,642
555,554 373,094
4,603, 408 710,868
4,170,537 495,271
2,058,854 383,954
3,651,810 143,080
1,161,444 469,837

H

hopelzss situatien tut the paat 2vente btovs Lezn roviewed Lin order

that our apparcnt inability “o show & 3.tiefuntory return on our

invsstuent in the paint % varniek, plwent, leed smi chemical tusiner

has not bsen dua to any inhsrent dsfect in the induntries themaclves,

Wt v paf Y o
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With the exception of chemicals, the other lines have
shown moderate earnings in the peace yeers preceding our ‘ownership.
The chemical business of Harrison Bros. & Co, had just about broken
even and the War business made the profit in 1917 and 1918.

Taking the situation &s of October £, 1931, which 1is
the turning point, we find that our investment (excluding Flint)
is approximately:

Borking Capital Permanent Invistment Total
$4,273,758 $7,807,769 $13,081,56237

If Flint is inocluded as is proper for the purposes of
this report since we have 30)d to them our destern business formerly.

hamled by a Chicago Branch Office and Warehouse and oconsider in the
future the earnings of the Paint Depertment to be the mum of Flint
plus duPont we heve these fipures:

Permarnent
Forkiaz Cepital Investaent Jotal
Point & Varnieh $3,573,973 £3,405,143 $6,9879,115
Lead 333,694 600, 303 933,996
Pigments & Colors 1,833,138 3,307,338 3,440,364
Chemicals 780, 601 3,543,528 4,334,129
Total duPont & Flint $5,821,396 $3,756,308 415,877,604

Taking the paint & varnish busipess -~ at the present time
%e have four plents strategically located; Chicago, Ill., Flint, Kich,,
Philadelphia, Pa, and Boston (Eversett), Muss, The arief of consoli-
dating our lines 18 over and the trade satisfied with our gocds and
container from a merchendising point of viewr, Our eastern industrial
200ds have not a very stron; following ae yet “Sut conditions are
! lnproving. OQur w2stern inlustrial roods unler ths Flint name are
vell known and favorably recsived amdi with the addition of the
duPont trade eales lin: to Flint to nmuprort the Ckhicago plant, they
are in excellent position to. rezch for &ll kinls of busineeef !
Philadelphiz & Boetcn 22ch huve good currouniing marketa.
Irrespective of the devious manner in which euch a

poriticn in reached we f=el that our peaint anl varnish facilities
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are ready ae fest as business cen be obtained, We are one of the
leadin: pzint companies anl =hiie in r~ peelticn te dominate the
indetry we are not outciaseed on cither souros of raw material or
condition c¢f plants by any compet!tor. ’ »

Taking the lead businses - at the present time ve find
ourselves only a small factor as compared with the Rational Lead
Company but our plent and prooess is as good or better than any
other., Was are not well establiashed ﬁ.a a rhite lead manufacturer
a8 70 attexpt has been made to feature the faoct., With our excess
stooks, both finiehed and raw, no¥ gone, our lesd bueiness has a
good chanoa.

Takxing our pigment businass - at present we finl that
our former leadership in lithopons zanufegture has bsen lost but
ve are still one of the etrong fectors, With t.he development and
marketing of our new 1lizht stable 1ithopone, We are noW in poeition
to re-cstablish curselves, Our two plants, Fhiladelphia, Pa.
and Newark, N,J,, are Jell located for castern territory and the
neceszity for & western location will be decided by barytes eupply.

Our dry oclors are well end ‘zvorebly known and our one
plant at Newark is in ool shape and well loocated, The addition
of a line of lake colors now in process of devalopment Wwill
materially strengthen our position, '

Taking our chemioal business - we are not in a very
satisfactory poaition in some respects, The Philadelphia plant
is not in good physical shepe which handizaps us on costs and
production. The Paulsboro plant is a war plant as far aé markete
£o a.xrl.\-'e are very esmall producers ¢f acid as compared with eome
of our competityrs, Freizht limits our market rnnfe and 1§ =117
take a little time to find the beet oolution of the problem cf

this division of the Paint Department,
In 811 our divieions it 1s obvious that our turnover
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per year is t00 exmall end this 1s one of the most lnportent
factors affecting our profits. We would 1like tc see a turnover

of et least onoe a year, thereby giving us a 10% r=turn on our
investment, as at this writing we do not see where our investment
can be lorered under §14,000,000 and therefore our present rate of
annuel esales of S?,(O0,000 must be doubled as one cannot expect to
average more than 10% on our sales as profit,

Some of our more importent poliocies have been determined
at this time. The fundamentel a.ndA most important ie & control of
expsnse before the faot ooupled with a striot adherenco to our
budget. Our budgets are in process of preporetion and will be
refleoted in the No, 1 Forecast for 1933. '

Certain economies are posnitle; for exemple, in our
sales end, the consolidation of our western husiness vith Flint
Varnish Works enables us to use an excellent offioce building at
our Chicago Varnish Worke and puts our western salee effort
direotly in touch with that plant, geparate offices and warehouscs
bave been eliminated. Thim removes some business from our
eastern plants but our nolicy of concentrated effort in a concen-
trated territory will trins in the neceseary additional tueinees,

Our Chicego Branch Office anl Tereshouse for pipments:
and colors have also moved to the Chicago Varnieh ¥crke where
inexpensive space has been rented,

| A small cfrice in Nev York City hzs bteen obteined for
chemical and pigrents sales only end paint and varnieh are sold
from the Philedelrhie plant office ond a warchouse only maintained
et Jersey City. '

Ag & mulde to “hat Wwe expct to do in 1923, the {ollo'}ing
table is given, Thich includes duPont plus total Fiint, The fi-yres

for 1220 are civen for corpurieon, tut these timures are quite arrrox
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imate andl are used to illustrate the relative positicn cf the

1230 business ¥with respect to our new basis.

Peint & Lead Pignents
Varnish Produocte & Colors = Chemicals
Cross Receipts  £7,000,000 §750,000 $3,500,000 $3,000,000
Freight & Delivery ' 350,000 33, 500 75, 000 120,000
Selling Expense 1,077,300 37,500 136,000 130,000
Mill Coet 4,651,700 600,000 3,000, 000 3,530,000
Aministrative ’348,000 15,000 75,000 80, 000
Fet Receipts 665,000 75,000 225,000 150,000
o
[+
1920 (4pproxs) How Bzsis
Gross Receipts $18,788,000 $13,350,000
Freight & Delivery 819,000 567, 500
Belling Expense 1,863,000 1,359, 800
Nill Oost 16,184,000 9,781, 700
Adminietrative *546,600 * 426,000
Ret Receipts 633, 800 115 000
Total Investment $30,147,145 £14,000,000
% on Investment 34, 8%

If business conditiona'contiﬂue as they are, hoWever,
we will feel that we have accomplished a satisfactory position if
We breek even but thereafter with any sort of normel business con~
ditions, we should increase our per cent on investment to 8%.

Coupled with our budget idee, which of itself indicates
wbat many of our policies will be, We are not losing sight of the
future and our plans for sales expansion, plant development and
improvement of produots and processes are being worked out on not
oniy a baeis of giving the most immediate return on.pur investment
but assuring us of s definite sequence of woves that .v.rihll wltipate-
1y make our position in our several industrircs within the Paint
Department .100‘% correct; namely, zivin_ 10% rcturn on our invectment

plue & reasonarle addition to surclus fcr investment in the bubiness

NENTN AL MATA nm
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