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  Increases in housing starts and existing home sales 

are driving sales of coatings higher. 

 Decreases in the price of inputs have significantly 

improved the company’s operating margins. 

 Already leading the industry in market share, 

acquisitions have positioned SHW to capture more 

of both the consumer and contractor market in the 

coming year. 

Company Description:   

 

Sherwin-Williams is an American company listed on the New York Stock Exchange. Known primarily for providing home-

owners and contractors with the highest-quality paint products on the market, Sherwin has a reputation for delivering 

coatings that outperform competitors in every way. The company not only provides services and products to contractors 

and do-it-yourself consumers, but also to a variety of businesses who use their products as original equipment manufacturer 

coatings. The company is headquartered in Cleveland, Ohio where it was founded 150 years ago in 1866. Sherwin-Williams 

produces premium coatings products and has the largest market share of paint sales in the United States.  

 

Closing Price Graph 

 

Displayed below is Sherwin-Williams share price over the past year. In green is the S&P 500, and in purple is the SPDR 

materials sector index. The graph, along with data, shows that Sherwin-Williams typically follows the markets, however in 

the last quarter has been able to outperform competitors very well.  
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Thesis 

 

Sherwin-Williams is already the leader in the United 

States in terms of paint sales, and looks to grow market 

share even further in 2016. The company has enjoyed a 

decrease in the cost of inputs thanks to many of the key 

components in coatings being derived from 

petrochemicals. The cost of inputs for the industry 

tends to lag behind changes in the price of oil. While 

the rebound may have already begun for the price per 

barrel, SHW should see a lower cost of materials for the 

remainder of the year, barring any unusual jumps in the 

price of oil. Thanks to this decrease in cost of goods 

sold, and an improvement in sales for three of the four 

business segments under the Sherwin-Williams brand, 

margins have improved greatly in 2015 and according 

to the company’s financial statements and earnings 

calls, management is working hard to continue these 

improvements in 2016. Another key component of the 

company’s improvements is continued acquisitions. 

Over the past five years the firm has acquired several 

small market share competitors in order to move into 

new markets, especially the southern and south-eastern 

United States. By purchasing competition rather than 

simply opening a new Sherwin-Williams location, it has 

made accessing new customers much easier and more 

effective. In the professional paint contracting business 

the majority of cost is in labor. Contractors are willing 

to pay a premium for SHW products because they beat 

competition in many aspects such as coverage, 

durability, cure time, and ease of application. These 

benefits combined with entry into new markets are 

driving sales of Sherwin-Williams paints up 

consistently. Another important element of the 

business that is estimated to grow in 2016 is housing 

starts and sales. Contractors have grown to trust the 

product, and now as the housing market continues to 

grow and rebound from the bubble in 2008, SHW has 

positioned itself to take advantage of growth in both 

starts and existing home sales.  

 

Industry Outlook 

 

The two primary markets for Sherwin-Williams are 

painting contactors and private consumers. There are 

several positive changes in the market occurring over 

the course of the 2015 and 2016 fiscal years that will 

affect the firm. One of the most impactful will be the 

growth of housing starts in the coming year. Since 

2008-09 the industry has been slowly but surely 

recovering but has yet to return to the peak level. 

Industry analysts and data from the U.S. census bureau 

point towards continued growth in starts and a 

convergence toward the peak level of 2008 within the 

next 3 years. 

 
 

 Since 2011 housing starts have doubled and the 

decrease in cost of many construction inputs has 

further pushed the rate at which starts are growing. 

Sherwin-Williams is positioned perfectly to take 

advantage of the situation as they have grown market 

share last year in both consumer and contractor sales. 

The key here, contractor sales, have grown for SHW 

from 40% of total sales to 60% in the last decade. As 

more contractors continue to build new homes, they 

will look toward the industry leader in coatings to help 

them finish their projects. The other end of the 

spectrum for customers is the consumer market. 

Consumers tend to purchase more paint products when 

existing home sales are increasing, this is because paint 

is seen as an inexpensive means of improving home 

value. As shown below, existing home sales are up this 

year and forecasted to continue growing in the next 

year, meaning more growth in sales for the consumer 

and contractor markets.  

   
 

 

Segment Analysis 

 

The Sherwin-Williams company splits operations into 

four primary segments; paint stores, global finishes, 
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consumer group, and the Latin American coatings 

group. Paint stores are the largest segment by a 

significant margin, representing 63.6% of total 

revenue in 2015. In the most recent earnings call on 

January 28th 2016, the firm announced several 

improvements in efficiencies for the paint stores 

group. Citing specifically the reduction costs of inputs 

and processes and a sharp increase in customer 

demand. Paint stores service many of the professional 

painters who account for the majority of sales. As 

mentioned previously, acquisitions have increased the 

contractor market and these improvements in both 

cost and sales have helped improve the profit margin 

of the paint stores group by 19.9% in the 2015 fiscal 

year. Although other segments for Sherwin are less 

critical to the overall health of the company it is 

important to highlight some of the changes occurring 

in these operations as well. The consumer group saw 

sales rise 11.1% last year, mostly attributed to the 

introduction of HGTV home by Sherwin-Williams in 

Lowes stores. Once again, thanks to improvements in 

efficiency, specifically volume-driven operating 

efficiencies, profit margin for this segment improved 

19.6% in 2015. For Sherwin’s 2015 operations the 

only segment which saw a drop in profit was the 

global finishes group. Unfortunately, unfavorable 

changes in the currency markets due to an increase in 

the value of the U.S. dollar drove down revenues in 

this segment while sales improved.  

 
In January of 2016 Sherwin-Williams announced that 

John Morikis would replace Christopher Connor as 

CEO. Morikis had been the head of the paint stores 

division from 1999 to 2006, when he was promoted to 

COO. Connor will remain on the board most likely 

for the first two quarters of 2016 in order to facilitate 

a smooth transition for Morikis. His reputation has 

allowed the company to maintain spectacular ratings 

among industry analysts. In the past five years 

management has spent more than half of operating 

cash on repurchases and nearly 20% on dividends. 

The management team does a great job of improving 

shareholder value, and have a reputation for increasing 

market share at the same time.  

 

 

 

 

 

Management 

 

Porters Five Forces 

 

The valuation model created by Dr. Girard allows for 

an analysis of Porter’s five forces. Scaled from 0-100 

the results of this test can help give insight into how a 

firm is positioned amongst its peers. In terms of 

bargaining power of suppliers, customers and the 

intensity of existing rivalry, Sherwin-Williams falls 

right in the middle with scores of 50 for each category. 

The threat of substitutes for SHW falls around 67 

points. This indicates that there is a high likelihood 

that customers are aware of, and have easy access to 

competitor’s products. It is important to note, 

however that this score also indicates that customers 

are more likely to remain with Sherwin-Williams than 

try another product. It should come as no surprise 

that there are many other manufactures of paint, 

however Sherwin-Williams is the industry leader and 

has a more significant reputation of outstanding 

service. The final category of the five is threat of new 

competition, where SHW scores 75. This indicates a 

relatively low chance of new competition springing up 

and impacting SHW’s business. 

 

Financials 

 

During the 2015 fiscal year management at Sherwin-

Williams focused on improving efficiencies and 

growing market share with gusto. Based on the results 

from the annual report and the first earnings call from 

2016 I was able to use the Proforma valuation model 

created by Dr. Girard to estimate the value of the 

company today and then proceed in forecasting the 

value in one years’ time. Non-Adjusted revenue 

growth has been higher than the industry throughout 

the history of operations at Sherwin, however looking 

into the future I estimate that revenue growth will 

converge closer to the industry average of 5.4% per 

year. Operating costs will decrease slightly from 

current levels to 78%, just above the industry average 

due to the nature of SHW business. The company has 

had fairly consistent dividend yield and thus I 

estimated the future yields to be 1.5% of revenues. 

Based on all of my inputs the fair value today matches 

up exactly with how the market values Sherwin-

Williams. With that in mind, the one year target price 

for SHW is $310.83 and I am recommending a buy.  
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