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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

THE SHERWIN-WILLIAMS COMPANY AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME (UNAUDITED)
Thousands of dollars, except per share data

Three months ended June Six months ended June @
2008 2007 2008 2007
Net sales $ 2,229,540 $ 2,198,18 $ 4,011,227 $ 3,954,36
Cost of goods sol 1,256,64. 1,211,61 2,257,811 2,176,42!
Gross profit 972,90: 986,57( 1,753,41 1,777,93
Percent to net sale 43.6 % 44.9% 437 % 45.0%
Selling, general and administrative exper 676,98:¢ 666,89¢ 1,328,69: 1,284,64
Percent to net sale 30.4% 30.3% 33.1% 32.5%

Other general expen— net 1,28( 7,78¢ 1,39t 7,024
Impairment of trademarks and goodv 23,91 23,91:
Interest expens 18,13: 16,78¢ 35,80¢ 35,36
Interest and net investment inco (87¢) (3,689 (1,399 (10,787
Other income— net (2,700 (4,36€) (4,200 (4,979
Income before income tax 256,17: 303,14! 369,20: 466,66:
Income taxe: 84,48¢ 100,53t 119,57. 152,25¢
Net income $ 17168 $ 202600 $ 249,62¢ $  314,40¢
Net income per common sha

Basic $ 14¢ % 15¢ $ 21z % 2.41

Diluted $ 14t % 152 $ 207 $ 2.34
Average shares outstandi— basic 116,220,46 129,647,87 117,859,37 130,351,22
Average shares and equivalents outstan— diluted 118,684,72 133,286,72 120,379,14 134,146,84

See notes to condensed consolidated financialrs&ates.




THE SHERWIN-WILLIAMS COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (UNAUDITED)
Thousands of dollars

Assets
Current asset:
Cash and cash equivalel
Accounts receivable, less allowar
Inventories:
Finished good
Work in process and raw materii

Deferred income taxe
Other current asse

Total current asse

Goodwill

Intangible asset
Deferred pension asse
Other asset

Property, plant and equipme
Land
Buildings
Machinery and equipme
Construction in progres

Less allowances for depreciati
Total Assett

Liabilities and Shareholders Equity
Current liabilities:
Shor-term borrowings
Accounts payabl
Compensation and taxes withhi
Accrued taxe:
Current portion of lon-term debt
Other accrual

Total current liabilities

Long-term debt
Postretirement benefits other than pens
Other lon¢-term liabilities
Shareholder equity:
Common stocl— $1.00 par value

117,461,490, 122,814,241 and 130,815,549 sharetading at June 30, 2008,

December 31, 2007 and June 30, 2007, respec
Preferred stoc— convertible, no par valut

216,753, 324,733 and 377,012 shares outstandihgnat30, 2008, December 31

2007 and June 30, 2007, respecti\
Unearned ESOP compensat
Other capita
Retained earning
Treasury stock, at co
Cumulative other comprehensive Ic
Total shareholde’ equity

Total Liabilities and Shareholde Equity

See notes to condensed consolidated financialrs&ates.

June 30, December 31 June 30
2008 2007 2007

$ 4557 $ 27,32t $ 57,54
1,092,301 870,67! 1,093,34!
799,04 756,08° 783,53¢
121,59! 131,37¢ 114,51¢
920,63¢ 887,46 898,04¢
105,13t 104,60( 122,64°
203,97 179,51! 168,69:
2,367,62! 2,069,58 2,340,27.
1,000,18. 996,61: 979,41¢
329,81( 351,14 322,95:
408,87 400,55 395,91
154,46: 138,07¢ 136,08
84,18¢ 83,00¢ 77,48¢
578,63« 561,79 536,08¢
1,570,91! 1,516,53: 1,460,30!
62,32: 65,32: 79,95(
2,296,06! 2,226,65! 2,153,82I
1,391,24 1,327,28I 1,275,58!
904,81¢ 899,37. 878,24(
$5,165,77 $ 4,855,341 $ 5,052,88!
$ 933,57: $ 657,08: $ 454,97
874,16 740,79 885,18’
178,12¢ 224,30( 198,01¢
169,31t 70,66¢ 154,07
11,42; 14,91: 10,21(
403,50 433,62! 396,46:
2,570,111 2,141,38! 2,098,921
294,47¢ 293,45: 292,05¢
264,32 262,72( 304,27:
371,33. 372,05 342,38t
226,52t 225,57 225,02¢
216,75: 324,73 377,01:
(216,75)) (324,73) (377,015
939,49¢ 897,65¢ 843,73
4,099,83. 3,935,48! 3,713,66
(3,417,44) (3,074,38)) (2,520,66)
(182,879 (198,607 (246,529
1,665,52! 1,785,72 2,015,23
$5,165,77 $ 4,855,341 $ 5,052,88!







THE SHERWIN-WILLIAMS COMPANY AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS (UNAUDITED)
Thousands of dollars

Six months ended June :

2008 2007
OPERATING ACTIVITIES
Net income $ 249,62 $ 314,40¢
Adjustments to reconcile net income to net opegatiash:
Depreciatior 71,14¢ 65,51(
Amortization of intangibles and other ass 10,674 11,34¢
Impairment of trademarks and goodv 23,91:
Stocl-based compensation expel 18,30: 15,81
Provisions for environment-related matter 711 7,717
Defined benefit pension plans net cre (3,969 (4,099
Net increase in postretirement liabil 1,50z 4,23
Other (429) (3,350
Change in working capital accour— net (96,999 (132,719
Costs incurred for environment— related matter (6,470 (3,016
Costs incurred for qualified exit cos (2,600 (628)
Other (2,61¢) (4,539
Net operating cas 262,80( 270,69(
INVESTING ACTIVITIES
Capital expenditure (70,885 (83,33)
Acquisitions of businesses, net of cash acqt (14,677 (149,316
Increase in other investmer (24,569 (21,049
Decrease in she-term investment 21,20(
Proceeds from sale of ass 3,681 2,82:
Other 1,20z 3,38¢
Net investing cas (105,249 (226,29()
FINANCING ACTIVITIES
Net increase in sh-term borrowings 273,25! 73,03¢
Net decrease in lorterm deb (2,847 (202,779
Payments of cash dividen (83,17%) (82,95)
Proceeds from stock options exerci: 17,94: 53,88:
Income tax effect of sto-based compensation exercises and ve: 6,50¢ 28,34:
Treasury stock purchas: (337,989 (309,58¢)
Other (4,999 (9,51¢)
Net financing cas (131,299 (449,569
Effect of exchange rate changes on ¢ (8,005 (6,459
Net increase (decrease) in cash and cash equis 18,24¢ (411,629
Cash and cash equivalents at beginning of 27,32t 469,17(
Cash and cash equivalents at end of pe $ 45,57« $ 57,54:
Income taxes pai $ 15,64: $ 54,01¢
Interest paic 18,091 40,81:

See notes to condensed consolidated financialnstates.




THE SHERWIN-WILLIAMS COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

Periods ended June 30, 2008 and 2007
Note A—BASIS OF PRESENTATION

The accompanying unaudited condensed consolidetadcdial statements have been prepared in accadaitic U.S. generally accepted
accounting principles for interim financial infortian and the instructions to Form 10-Q. Accordinghey do not include all of the
information and footnotes required by U.S. gengraticounting principles for complete financial etaénts. In the opinion of management,
all adjustments (consisting of normal recurringraats) considered necessary for a fair presenthtime been included.

The Company uses the last-in, first-out (LIFO) noetlof valuing inventory. An actual valuation of entory under the LIFO method can be
made only at the end of each year based on thationelevels and costs at that time. Accordinghyerim LIFO calculations are based on
management’s estimates of expected year-end inyeleteels and costs are subject to the final yevad-LIFO inventory valuation. In additic
interim inventory levels include management’s eatas of annual inventory losses due to shrinkageo#trer factors. The final year-end
valuation of inventory is based on an annual plasioventory count performed during the fourth dearFor further information on inventc
valuations and other matters, refer to the conatdidi financial statements and footnotes theretfadled in the Company’s Form 10-K for the
year ended December 31, 20

The consolidated results for the three months anthenths ended June 30, 2008 are not necessadiilgative of the results to be expectec
the year ending December 31, 2008.

Note B—IMPACT OF RECENTLY ISSUED ACCOUNTING PRONOUN CEMENTS

In June 2008, the Financial Accounting Standardsr8¢FASB) issued FASB Staff Position (FSP) Emegdssues Task Force

(EITF) No. 03-6-1, “Determining Whether Instrume@ganted in Share-Based Payment Transactions Ateipating Securities.” Under the
FSP, unvested share-based payment awards thaircogtds to receive nonforfeitable dividends (wietpaid or unpaid) are participating
securities, and should be included in the two-clasthod of computing EPS. The FSP is effectivdifmal years beginning after

December 15, 2008, and interim periods within thgssrs, and is not expected to have a signifiscapact on the Company'’s results of
operations, financial condition or liquidity.

In May 2008, the FASB issued Financial Accountitign8ard (FAS) No. 162, “The Hierarchy of Generd@cepted Accounting Principles.”
The statement is intended to improve financial reépg by identifying a consistent hierarchy foresgting accounting principles to be used in
preparing financial statements that are preparegmiormance with generally accepted accountinggples. Unlike Statement on Auditing
Standards (SAS) No. 69, “The Meaning of




Present in Conformity With GAAP,” FAS No. 162 igelited to the entity rather than the auditor. Ttatesnent is effective 60 days following
the SEC’s approval of the Public Company Accounthgrsight Board (PCAOB) amendments to AU Sectibh, 4The Meaning of Present
Fairly in Conformity with GAAP,” and is not expedi¢o have any impact on the Company’s results efafons, financial condition or
liquidity.

In April 2008, the FASB issued FSP FAS No. 142-Bjcl amends the factors that must be considerde\irloping renewal or extension
assumptions used to determine the useful life eAgch to amortize the cost of a recognized intalegésset under FAS No. 142, “Goodwill
and Other Intangible Assets.” The FSP requiresndityeo consider its own assumptions about renewaixtension of the term of the
arrangement, consistent with its expected useeo@fiset, and is an attempt to improve consisteeivyden the useful life of a recognized
intangible asset under FAS No. 142 and the peri@kpected cash flows used to measure the faievafithe asset under FAS No. 141,
“Business CombinationsThe FSP is effective for fiscal years beginningaRecember 15, 2008, and the guidance for detamgithe useft
life of a recognized intangible asset must be agptirospectively to intangible assets acquired #iteeffective date. The FSP is not expe
to have a significant impact on the Company’s tssuil operations, financial condition or liquidity.

In March 2008, the FASB issued FAS No. 161, “Disci@s about Derivative Instruments and Hedgingvitiets,” an amendment of FASB
Statement No. 133 “Accounting for Derivative Instrents and Hedging Activities”. FAS No. 161 requiesdities to provide greater
transparency about how and why an entity uses at@revinstruments, how derivative instruments agldted hedged items are accounted for
under FAS No. 133, and how derivative instruments ilated hedged items affect an entity’s findnwieition, results of operations, and
cash flows. The statement is effective for finahstatements issues for fiscal years and interirioge beginning after November 15, 2008,
and is not expected to have a significant impadhenCompany’s results of operations, financialditon or liquidity.

In December 2007, the FASB issued FAS No. 141(Rpplying the Acquisition Method.” FAS No. 141(R)quides guidance for the
recognition of the fair values of the assets a@glirpon initially obtaining control, including tleémination of the step acquisition model. ~
standard is effective for acquisitions made indig@ars beginning after December 15, 2008, andti€xpected to have a significant impact
on the Company’s results of operations, finanaidition or liquidity.

In December 2007, the FASB issued FAS No. 160, tioting for Noncontrolling Interests.” FAS No. 16lrifies the classification of
noncontrolling interests in consolidated statemenfgancial position and the accounting for ardarting of transactions between the
reporting entity and holders of such noncontroliimgrests. Under the standard, noncontrollingrégts are considered equity and should be
reported as an element of consolidated equity neméhcome will encompass the total income of afisplidated subsidiaries and there wil
separate disclosure on the face of the incomenstateof the attribution of that income betweendbetrolling and noncontrolling interests.
FAS No. 160 is effective prospectively for fiscal




years beginning after December 15, 2008, and iexypected to have a significant impact on the Cay’s results of operations, financial
condition or liquidity.

In February 2007, the FASB issued FAS No. 159, “FFa& Value Option for Financial Assets and Finahtiabilities.” FAS No. 159 allows
companies to elect to measure certain assetsabilities at fair value and is effective for fisgadars beginning after November 15, 2007.
Adoption of this standard is optional. If adoptdt standard is not expected to have a significapact on the Company’s results of
operations, financial condition or liquidity.

Effective January 1, 2008, the Company adopted FESE- Issue No. 06-4, “Accounting for Deferred Canpation and Postretirement
Benefit Aspects of Endorsement Split-Dollar Lifesimance Arrangements” and EITF Issue No. 06-10¢t&ating for Collateral Assignment
Split-Dollar Life Insurance Arrangements.” Bothtbese EITFs state that an employer should recogniadility for postretirement benefits
based on these life insurance arrangements. Theo@onmecognized a cumulative-effect adjustment2of $nillion reducing the January 1,
2008 balance of retained earnings and creatinggtierm liability. The adoption of these EITFs witht have a significant impact on the
Company’s future results of operations, financ@idition or liquidity.

The Company also adopted EITF Issue No. 06-11, 6&nting for Income Tax Benefits on Dividends on i@hBased Payment Awarda$ of
January 1, 2008. This EITF indicates that tax hienef dividends on unvested restricted stock areet recognized in equity as an increase in
the pool of excess tax benefits. Should the relateards forfeit or no longer become expected to, ties benefits are to be reclassified from
equity to the income statement. The adoption af iiTF does not have a significant impact on then@any’s results of operations, financial
condition or liquidity.

In September 2006, the FASB issued FAS No. 157y WVaue Measurements.” FAS No. 157 provides gu@afor using fair value to
measure assets and liabilities and only applieswelieer standards require or permit the fair vah@gasurement of assets and liabilities. It
does not expand the use of fair value measurenteAts No. 157, as issued, is effective for fiscangebeginning after November 15, 2007.
FASB Staff Position (FSP) FAS No. 157-2 was issine8ebruary 2008 and deferred the effective dateAs No. 157 to fiscal years
beginning after November 15, 2008 for nonfinanaigdets and nonfinancial liabilities. Accordinglg,cd January 1, 2008, the Company
adopted FAS No. 157 for financial assets and lidgdxsl only. The Company is still in the proces®weéluating the impact that FAS No. 157
will have on its pension related financial assets itss nonfinancial assets and liabilities.

The following table summarizes the Company’s nonsjn financial assets and liabilities measurddiavalue on a recurring basis as of
June 30, 2008:




Quoted Prices Significant

Active Markets Other Significant
for Identical Observabl Unobservabl
Fair Value a Assets Inputs Inputs
(Thousands of dollar: June 30, 20C (Level 1) (Level 2) (Level 3)
Assets:
Deferred compensation plan as® $ 12,517 $ 12,517
Net currency derivative ass(®) 194 $ 194
Total assets at fair vall $ 12,71 $ 12,517 $ 194
Liabilities:
Deferred compensation plan liabil(©) $ 20,87 $ 20,87%
$ 20,871 $ 20,87

(A) The Company maintains an executive defermdpensation plan structured as a rabbi trust. hestment assets of the rabbi trust
consist of marketable securities valued using quotarket prices multiplied by the number of shaneaed.

(B) The net currency derivative asset represtnetsair value of foreign currency swaps. The swamgsvalued using the banks’ proprietary
models.

(C) The deferred compensation plan liability esgemts the Company'’s liability under its deferrethpensation savings plan and is valued
based on quoted market pric

The adoption of FAS No. 157 for financial assetd financial liabilities had no effect on the Comparesults of operations, financial
condition or liquidity. The adoption of the Staterhér nonfinancial assets and nonfinancial lidigi in 2009 is also expected to not have an
effect on Company’s results of operations, finahoimdition or liquidity.

Note C—DIVIDENDS

Dividends paid on common stock during each of iret fwo quarters of 2008 and 2007 were $.35 petrnon share and $.315 per common
share, respectively.




Note D—COMPREHENSIVE INCOME

Comprehensive income is summarized as follows:

(Thousands of dollar: Three months ended June Six months ended June @
2008 2007 2008 2007
Net income $171,68: $202,60° $249,62¢ $314,40¢
Foreign currency translation adjustme 8,05¢ 7,83¢ 15,66¢ 12,247
Amortization of net prior service costs and netiagtl losse: 461 842 2,03t 2,612

Adjustments of marketable equity securities andveéve instruments

used in cash flow hedges, net of ta (1,979 427 (1,979 1,07¢
Comprehensive incon $178,23: $211,70° $265,35! $330,34-

Note E—PRODUCT WARRANTIES

Changes in the Company’s accrual for product wayraelaims during the first six months of 2008 afi@2, including customer satisfaction
settlements, were as follows:

(Thousands of dollar: 2008 2007

Balance at January $ 19,59¢ $ 25,22¢
Charges to expen: 13,03: 13,58¢
Settlement: (15,039 (14,649
Balance at June : $ 17,597 $ 24,16°

For further details on the Company’s accrual faduct warranty claims, see Note 1 to the Consa@ili&inancial Statements in the
Company’s Annual Report on Form 10-K for the yaadedd December 31, 2007.

Note F—EXIT OR DISPOSAL ACTIVITIES

Liabilities associated with exit or disposal adtas are recognized as incurred in accordance WA No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities.” Quiadid exit costs primarily include post-closure rerRpenses, incremental post-closure costs
and costs of employee terminations. Adjustments beagnade to liabilities accrued for qualified exasts if information becomes available
upon which more accurate amounts can be reasoaatityated. Concurrently, property, plant and eqeipinis tested for impairment in
accordance with FAS No. 144, “Accounting for theplirment or Disposal of Long-Lived Assets,” and, if
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impairment exists, the carrying value of the ralassets is reduced to estimated fair value. Aatthitiimpairment may be recorded for
subsequent revisions in estimated fair value.

In the first six months of 2008, two acquired mamtifiring facilities and two administrative officesthe Paint Stores Group were closed.
These closures were planned at the time of aciprisithe total qualified exit costs for the acqdifacilities were $1,663,000, included as
part of the purchase price allocation in accordamitie FAS No. 141.

During 2007, two manufacturing facilities were @dsOne closed facility, in the Paint Stores Graugs planned at the time of acquisition
for closure and disposal. The total qualified erists for the acquired facility were $2,635,00@|uded as part of the purchase price
allocation in accordance with FAS No. 141. The otlesed facility, in the Consumer Group, was ateolfacility replaced by a new
manufacturing facility. Provisions of $1,213,000 $everance and related costs resulting from thgucé of the facility were incurred in 201

The following table summarizes the activity and a@mng liabilities associated with qualified exdsts at June 30, 2008 and for the mignth
period then ended:

(Thousands of dollar: Provisions ir Actual
Balance a Cost of good expenditure Balance ¢
December 3: sold or charged tc June 30
Exit Plan 2007 acquired accrual 2008

Paint Stores Group manufacturing facilities and iaistrative offices
shutdown in 200€

Severance and related ca $ 1,331 $ (899 $ 437

Other qualified exit cosi 332 (16%) 167
Paint Stores Group manufacturing facility shutdow@007:

Severance and related ca $ 65C (507) 14¢

Other qualified exit cosi 1,72¢ (45€) 1,27(C
Consumer Group manufacturing facilities shutdowg005:

Other qualified exit cost 162 (163
Consumer Group manufacturing facilities shutdowg004:

Other qualified exit cost 80 a7 63
Other qualified exit costs for facilities shutdoymrior to 2003 10,89¢ (409 10,49t
Totals $ 13,51¢ $ 1,667 $ (2,600 $12,58:

For further details on the Company’s exit or digd@tivities, see Note 5 to the Consolidated FirerStatements in the Company’s Annual
Report on Form 10-K for the year ended Decembef3Q7.
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Note G— HEALTH CARE, PENSION AND OTHER BENEFITS

Shown below are the components of the Company’perddic benefit (credit) cost for domestic defineenefit pension plans, foreign
defined benefit pension plans and postretirememefits other than pensions:

Thousands of dollar: Domestic Definec Foreign Definec Postretirement Benefi
9
Benefit Pension Plar Benefit Pension Plar Other than Pensior
2008 2007 2008 2007 2008 2007

Three months ended June 3C
Net periodic benefit (credit) cos

Service cos $ 4,90¢ $ 4,61( $ 64F $ 70z $ 927 $ 1,177
Interest cos 4,57C 4,03( 1,08( 91C 4,08t 4,231
Expected return on asst (23,220) (12,649 (673) (610)
Amortization of:
Prior service cost (credi 18¢ 30t 16 15 (15¢) (15¢
Actuarial loss 26€ 34z 241 30¢ 54 1,28
Net periodic benefit (credit) co $ (3,289 $ (3,36)) $ 1,30¢ $ 1,32¢ $ 4,90¢ $ 6,531

Six months ended June 3C
Net periodic benefit (credit) cos

Service cos $ 9,811 $ 9,22( $ 1,28: $ 1,39( $ 1,85¢ $ 2,35¢
Interest cos 9,13¢ 8,06( 2,152 1,80z 8,17( 8,46
Expected return on asst (26,439 (25,29¢) (1,340 (1,209
Amortization of:
Prior service cost (credi 377 61C 31 30 (317) (319
Actuarial loss 537 684 482 61C 107 2,564
Net periodic benefit (credit) co $ (6,579 $ (6,729 $ 2,601 $ 2,62« $ 9,81« $13,06:

For further details on the Company'’s health caeasppon and other benefits, see Note 6 to the Ciolaget Financial Statements in the
Company’s Annual Report on Form 10-K for the yaadedd December 31, 2007.

NOTE H—OTHER LONG-TERM LIABILITIES

The Company initially provides for estimated castenvironmental-related activities relating toptst operations and third-party sites for
which commitments or clean-up plans have been dpeel and when such costs can be reasonably edlifvated on industry standards and
professional judgment. These estimated costs aeemdimed based on currently available facts regagréach site. If the best estimate of costs
can only be identified as a range and no speadifioumnt within that range can be determined mordylikean any other amount within the
range, the minimum of the range is provided. AteJ8A, 2008, the unaccrued maximum of the estimatege of possible outcomes is

$122.0 million higher than the minimum.

The Company continuously assesses its potentmlitiafor investigation and remediation-relatedigities and adjusts its environmental-
related accruals as information becomes availgtde wvhich more accurate costs can be reasonalityatstl and as additional accounting
guidelines are issued. Actual costs incurred may fram these estimates due to the inherent uniogiga involved including, among others,
the number and financial condition of parties
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involved with respect to any given site, the voltigecontribution which may be attributed to thenQquany relative to that attributed to other
parties, the nature and magnitude of the wastes\vad, the various technologies that can be usetkfoediation and the determination of
acceptable remediation with respect to a particsitar

Included in Other long-term liabilities at June 2008 and 2007 were accruals for extended envirataheelated activities of $128.8 million
and $139.5 million, respectively. Estimated costsusrent investigation and remediation activitds$60.4 million and $39.5 million are
included in Other accruals at June 30, 2008 and ,2@3pectively.

Five of the Company’s currently and formerly owmednufacturing sites account for the majority of #lcerual for environmental-related
activities and the unaccrued maximum of the estchadnge of possible outcomes at June 30, 2008urd 30, 2008, $140.9 million, or

74.5 percent of the total accrual, related direttlthese five sites. In the aggregate unaccruednmen of $122.0 million at June 30, 2008,
$79.8 million, or 65.4 percent, related to the fimanufacturing sites. While environmental invedtiga and remedial actions are in different
stages at these sites, additional investigati@medial actions and monitoring will likely be recpd at each site.

Management cannot presently estimate the ultimatienpial loss contingencies related to these sit@gher less significant sites until such
time as a substantial portion of the investigatibthe sites is completed and remedial action pdaasleveloped. In the event any future loss
contingency significantly exceeds the current amagarued, the recording of the ultimate liability result in a material impact on net
income for the annual or interim period during whibe additional costs are accrued. Managementmmtdselieve that any potential liability
ultimately attributed to the Company for its envineental-related matters will have a material adveffect on the Company’s financial
condition, liquidity, or cash flow due to the extled period of time during which environmental inigestion and remediation takes place. An
estimate of the potential impact on the Companpirations cannot be made due to the aforementioneettainties.

Management expects these contingent environmegiteted liabilities to be resolved over an extengedod of time. Management is unable
to provide a more specific time frame due to thdefinite amount of time to conduct investigatiotivaties at any site, the indefinite amount
of time to obtain environmental agency approvahesessary, with respect to investigation and réatied activities, and the indefinite
amount of time necessary to conduct remediationities.

For further details on the Company’s Other longrtdiabilities, see Note 8 to the Consolidated FoianStatements in the CompasyAnnual
Report on Form 10-K for the year ended Decembef3Q7.
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Note |—LITIGATION

In the course of its business, the Company is stibjea variety of claims and lawsuits, includiitgyhtion relating to product liability and
warranty, personal injury, environmental, intelledtproperty, commercial, contractual and antitalsims that are inherently subject to many
uncertainties regarding the possibility of a lasshte Company. These uncertainties will ultimatedyresolved when one or more future ev
occur or fail to occur confirming the incurrencesofiability or the reduction of a liability. In aordance with Statement of Financial
Accounting Standards (FAS) No. 5, “Accounting far@ingencies”, the Company accrues for these cgeticies by a charge to income
when it is both probable that one or more futurenés will occur confirming the fact of a loss ahd amount of the loss can be reasonably
estimated. In the event that the Company’s lossimgency is ultimately determined to be signifidgritigher than currently accrued, the
recording of the additional liability may resultanmaterial impact on the Company’s results of afi@ns, liquidity or financial condition for
the annual or interim period during which such &ddal liability is accrued. In those cases wheseancrual is recorded because it is not
probable that a liability has been incurred anchocabe reasonably estimated, any potential lighilitimately determined to be attributable to
the Company may result in a material impact onGbmpany’s results of operations, liquidity or ficéal condition for the annual or interim
period during which such liability is accrued. hose cases where no accrual is recorded or exptuslags exists in excess of the amount
accrued, FAS No. 5 requires disclosure of the ogeticy when there is a reasonable possibilityahass or additional loss may have been
incurred if even the possibility may be remote.

Lead pigment and lead-based paint litigation The Company’s past operations included the manufa@nd sale of lead pigments and lead-
based paints. The Company, along with other conggais a defendant in a number of legal proceedingkiding individual personal injury
actions, purported class actions, actions broughihé State of Ohio, and actions brought by varimumties, cities, school districts and other
government-related entities, arising from the maouufre and sale of lead pigments and lead-basatsp@he plaintiffs are seeking recovery
based upon various legal theories, including neglég, strict liability, breach of warranty, negligenisrepresentations and omissions,
fraudulent misrepresentations and omissions, ctofaction, civil conspiracy, violations of unfanade practice and consumer protection
laws, enterprise liability, market share liabilipyblic nuisance, unjust enrichment and other flbeof he plaintiffs seek various damages and
relief, including personal injury and property dajeacosts relating to the detection and abatenfdaad-based paint from buildings, costs
associated with a public education campaign, médicaitoring costs and others. The Company is aldefendant in legal proceedings
arising from the manufacture and sale of non-leagkd paints which seek recovery based upon vadegastheories, including the failure to
adequately warn of potential exposure to lead dusunface preparation when using non-lead-based paisurfaces previously painted with
lead-based paint. The Company believes that figatiibn brought to date is without merit or subjectneritorious defenses and is vigorously
defending such litigation. The Company expects #dlagitional lead pigment and lead-based paintditgn may be filed against the Company
in the
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future asserting similar or different legal thesrand seeking similar or different types of damagesbrelief.

Notwithstanding the Compa’s views on the merits, litigation is inherently gdh to many uncertainties and the Company ultitgatey not
prevail. Adverse court rulings, such as the judgnagiainst the Company and other defendants inttite 8f Rhode Island action and the
Wisconsin State Supreme Court’s July 2005 determinahat Wisconsin's risk contribution theory magply in the lead pigment litigation
(both discussed in more detail below), or detertioma of liability, among other factors, could afféhe lead pigment and lead-based paint
litigation against the Company and encourage arase in the number and nature of future claimspaoceedings. In addition, from time to
time, various legislation and administrative regjolas have been enacted, promulgated or proposetpimse obligations on present and
former manufacturers of lead pigments and leadebpats respecting asserted health concerns asstevith such products or to overturn
the effect of court decisions in which the Company other manufacturers have been successful.

Due to the uncertainties involved, management &bleto predict the outcome of the lead pigmentlaad-based paint litigation, the number
or nature of possible future claims and proceediagthe effect that any legislation and/or adnimaiéve regulations may have on the
litigation or against the Company. In addition, mgament cannot reasonably determine the scopeairrdarof the potential costs and
liabilities related to such litigation, or resuliifrom any such legislation and regulations. Then@any has not accrued any amounts for such
litigation. Any potential liability that may resutom such litigation or such legislation and regidns cannot reasonably be estimated. In the
event any significant liability is determined to &itributable to the Company relating to such ditign, the recording of the liability may res

in a material impact on net income for the annuwahterim period during which such liability is aced. Additionally, due to the uncertainties
associated with the amount of any such liabilitg/anthe nature of any other remedy which may bgoised in such litigation, any potential
liability determined to be attributable to the Canp arising out of such litigation may have a matexdverse effect on the Company’s
results of operations, liquidity or financial cotidn. An estimate of the potential impact on thar@any’s results of operations, liquidity or
financial condition cannot be made due to the af@m®tioned uncertainties.

Rhode Island lead pigment litigation.During September 2002, a jury trial commenced éfitst phase of an action brought by the State of
Rhode Island against the Company and the othendafis. The sole issue before the court in thés fihase was whether lead pigment in
paint constitutes a public nuisance under Rhodmdklaw. In October 2002, the court declared arralsts the jury, which was split four to
two in favor of the defendants, was unable to reaahanimous decision.

The State of Rhode Island retried the case ancebruigry 22, 2006, the jury returned a verdict, ifigdhat (i) the cumulative presence of I
pigment in paints and coatings on buildings in$t@e of Rhode Island constitutes a public nuisafigehe Company, along with two other
defendants, caused or substantially contributadeareation of the public nuisance, and (iii) @@mpany and two other defendants shoul
ordered to abate the public nuisance. On
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February 28, 2006, the Court granted the defendardton to dismiss the punitive damages claim, figdinsufficient evidence to support
State’s request for punitive damages. On Februé2@07, the Court issued a decision on the p@dtrirotions and other matters pending
before the Court. Specifically, the Court (i) dehtbe defendant’s post-trial motions for judgmentanatter of law and for a new trial,

(i) decided to enter a judgment of abatement wofaf the State against the Company and two athgndants, and (iii) decided to appoint a
special master for the purpose of assisting thetGoits consideration of a remedial order to iepent the judgment of abatement, and if
necessary, any monitoring of the implementatiothaf order. On March 16, 2007, final judgment watered against the Company and two
other defendants. Also on March 16, 2007, the Comfifed its notice of appeal to the Rhode Islangh®@me Court. Proceedings relating
remedial order to implement the judgment of abatérnentinued in the Court during the pending appedhe Rhode Island Supreme Court.
On July 1, 2008, the Rhode Island Supreme Courbnanother determinations, reversed the judgmeabafement with respect to the
Company and two other defendants. This decisioarsms the public nuisance liability judgment agains Company on the basis that the
complaint failed to state a public nuisance clagraanatter of law and concludes the case in falzireoCompany and the other defendants.

Other public nuisance claim litigation. The Company and other companies are or were dafenaeother legal proceedings seeking
recovery based on public nuisance liability thediteluding claims brought by the County of Sankar& California and other public entities
in the State of California, the City of St. LouMissouri, the City of Milwaukee, Wisconsin, variocisies and counties in the State of New
Jersey, various cities in the State of Ohio and3ta¢e of Ohio.

The Santa Clara County, California proceeding wégted in March 2000. The named plaintiffs are @ounty of Santa Clara, County of
Santa Cruz, County of Solano, County of Alamedayr@p of Kern, City and County of San Francisco, $eamncisco Housing Authority, San
Francisco Unified School District, City of Oaklar@akland Housing Authority, Oakland Redevelopmegéeicy and the Oakland Unified
School District. The proceeding purports to beasglaction on behalf of all public entities in 8tate of California except the State and its
agencies. The plaintiffs’ second amended compkseerted claims for fraud and concealment, stradyect liability/failure to warn, strict
product liability/design defect, negligence, negtigbreach of a special duty, public nuisance gbeiwuisance and violations of California’s
Business and Professions Code, and the third ardammteplaint alleges similar claims including a aigor public nuisance. Various asserted
claims were resolved in favor of the defendantsugh pre-trial demurrers and motions to strikeObtober 2003, the trial court granted the
defendants’ motion for summary judgment againstémeaining counts on statute of limitation grountise plaintiffs appealed the trial
court’s decision and on March 3, 2006, the Couappeal, Sixth Appellate District, reversed in pdue demurrers and summary judgment
entered in favor of the Company and the other atfets. The Court of Appeal reversed the dismisstileopublic nuisance claim for
abatement brought by the cities of Santa ClaraGaddand and the City and County of San Francised,raversed summary judgment on all
of the plaintiffs’ fraud claim to the extent thagtplaintiffs alleged that the defendants had niededulent statements or omissions
minimizing the risks of low-level exposure to ledthe Court of Appeal further vacated the summadgijoent holding that the statute of
limitations barred the plaintiffs’ strict
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liability and negligence claims, and held that thokims had not yet accrued because physicalitjuthe plaintiffs’ property had not been
alleged. The Court of Appeal affirmed the dismiggfahe public nuisance claim for damages to tlaénpiffs’ properties, most aspects of the
fraud claim, the trespass claim and the unfairfmss practice claim. The plaintiffs have filed atioofor leave to file a fourth amended
complaint. On April 4, 2007, the trial court entgr@n order granting the defendants’ motion to lagmnpent of contingent fees to private
attorneys. The plaintiffs appealed the trial caudrder and on April 8, 2008 the California CoudrAppeal reversed the trial cowstorder. Th
defendants filed a petition for review with the @ahia Supreme Court requesting the Supreme Gourview the decision of the Court of
Appeal.

The City of St. Louis proceeding was initiated amdary 2000. The City initially alleged claims firict liability, negligence, fraudulent
misrepresentation, negligent misrepresentationcearmf action, conspiracy, public nuisance, regtn and indemnity. Following various
pre-trial proceedings during which many of the asskclaims were dismissed by the trial court dumtarily dismissed by the City, on

June 10, 2003, the City filed its fourth amendetitipa alleging a single count of public nuisanEellowing further pre-trial proceedings, on
January 18, 2006, the trial court granted the difats’ motion for summary judgment based on thg'€liack of product identification
evidence. The City has appealed the trial couarsidry 18, 2006 decision and a prior trial coudiglen. On June 12, 2007, the Missouri
Supreme Court affirmed summary judgment for the Samy and other defendants. This decision concltidesase in favor of the Company
and the other defendants.

The City of Milwaukee proceeding was initiated ipri 2001 against Mautz Paint Co. and NL Industries. On November 7, 2001, the
Company acquired certain assets of Mautz Paina@d.agreed (under terms and conditions set fortiepurchase agreement) to defend and
indemnify Mautz Paint Co. for its liability, if anyo the City of Milwaukee in this action. The Cé#yomplaint included claims for continuing
public nuisance, restitution, conspiracy, negligerstrict liability, failure to warn and violatiasf Wisconsin's trade practices statute.
Following various pre-trial proceedings during whaeveral of the City’s claims were dismissed lgydburt or voluntarily dismissed by the
City, on August 13, 2003, the trial court grantedeshdantsmotion for summary judgment on the remaining claiiirfse City appealed and,
November 9, 2004, the Wisconsin Court of Appealereed the trial colU's decision and remanded the claims for public anig, conspiracy
and restitution to the trial court. On February 2307, the trial court entered an order severirdysiaying the claims against Mautz Paint Co.
The action against NL Industries proceeded to &l the jury found that the presence of lead paiMilwaukee is a public nuisance, but 1
NL Industries was not at fault for the public nuisa. The City of Milwaukee is appealing the jurydiet finding that NL Industries did n
intentionally cause a public nuisance and the toalrt's denial of the City’s post-trial motions.

In December 2001 and early 2002, a number of dcitiescounties in New Jersey individually initiadceedings in the Superior Court of
New Jersey against the Company and other compassesting claims for fraud, public nuisance, aahspiracy, unjust enrichment a
indemnity. The New Jersey Supreme Court consolilalieof the cases and assigned them to the Sup@oiart in Middlesex County. By
order dated November 4, 2002, the Superior Court
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granted the defendants’ motion to dismiss all caimps. The plaintiffs appealed and, on August D03 the Appellate Division affirmed the
dismissal of all claims except public nuisance. Appellate Division reinstated the public nuisaot®m in each case. On November 17,
2005, the New Jersey Supreme Court granted defesigaatition for certification to review the reiaéément of the public nuisance claims.
On June 15, 2007, the New Jersey Supreme Coumsexi¢ghe Appellate Divisior'decision and reinstated the dismissal of theipublisanc
claims. This decision concludes the case in fatdh® Company and the other defendants.

In 2006 and 2007, a number of cities in Ohio indiinglly initiated proceedings in state court agaihetCompany and other companies
asserting claims for public nuisance, concert ¢iba¢ unjust enrichment, indemnity and punitive da®es. Also in September 2006, the
Company initiated proceedings in the United StBtssrict Court, Southern District of Ohio, agaiesttain of the Ohio cities which initiated
the state court proceedings referred to in thequlieg sentence and John Doe cities and publicialficThe Company’s proceeding seeks
declaratory and injunctive relief to prevent thelation of the Company’s federal constitutionahtigin relation to such state court
proceedings. All of these actions have been votilpt@ismissed by the plaintiff cities. Accordinglgn July 9, 2008, the Company dismissed
the proceedings filed in the United States Distdourt, Southern District of Ohio.

In April 2007, the State of Ohio filed an actioraatst the Company and other companies assertitegma for public nuisance. The State of
Ohio seeks compensatory and punitive damages. Ginadusly, the State of Ohio filed a motion to adidste this action with the action
previously filed by the City of Columbus (one oéthio cities referred to in the preceding paralgy@nd a motion to stay this action penc
the Ohio Supreme Court’s resolution of the mandaaation in State ex rel. The Ohio General AssembBrunner, Case No. 2007-0209. In
September 2007, the trial court entered an ordezitstate these actions due to the Ohio Suprernet’€adecision on the mandamus action in
State ex rel. The Ohio General Assembly v. Brunner.

Litigation seeking damages from alleged personal jury. The Company and other companies are defendantsimaer of legal
proceedings seeking monetary damages and othef frelin alleged personal injuries. These proceeddinglude claims by children allegedly
injured from ingestion of lead pigment or lead-@ning paint, claims for damages allegedly incutvgdhe children’s parents or guardians,
and claims for damages allegedly incurred by psifesl painting contractors. These proceedingsrgéipeseek compensatory and punitive
damages, and seek other relief including medicalitoong costs. These proceedings include purpartaidhs by individuals, groups of
individuals and class actions.

The plaintiff inThomas v. Lead Industries Association, et alitiated an action against the Company, othieged former lead pigment
manufacturers and the Lead Industries Associatiddeiptember 1999. The claims against the Compathyhanother defendants include strict
liability, negligence, negligent misrepresentatéom omissions, fraudulent misrepresentation angsiorns, concert of action, civil conspire
and enterprise liability. Implicit within these @iss is the theory of “risk contribution” liabilitfWisconsin’s theory which is similar to market
share liability) due to the plaintiff's inabilitptidentify the manufacturer of any product that
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allegedly injured the plaintiff. Following varioyse-trial proceedings during which certain of th&niff's claims were dismissed by the
court, on March 10, 2003, the trial court granteel defendants’ motion for summary judgment, disingsghe case with prejudice and
awarding costs to each defendant. The plaintifeapgr and on June 14, 2004, the Wisconsin Coukppéals affirmed the trial court’s
decision. On July 15, 2005, the Wisconsin SupremerQeversed in part the trial court’'s decision a@ecided, assuming all of plaintiff's
facts in the summary judgment record to be truat, ttie risk contribution theory could then applet@use the plaintiff's lack of evidence
identifying any of the Company’s or the other defent’s products as the cause of the alleged injtimg.case was remanded to the trial court
for further proceedings and a trial commenced otokar 1, 2007. On November 5, 2007, the jury retdra defense verdict, finding that the
plaintiff had ingested white lead carbonate, bus wat brain damaged or injured as a result. Thatgfdiled post-trial motions for a new trii
which were denied by the trial court. On March @0@, final judgment was entered in favor of the @any and other defendants. The
plaintiff has filed an appeal of the final judgment

Wisconsin is the first jurisdiction to apply a thgof liability with respect to alleged personajury (i.e.: risk contribution/market share
liability) which does not require the plaintiff tdentify the manufacturer of the product that adlély injured the plaintiff in the lead pigment
and lead-based paint litigation.

Insurance coverage litigation.On March 3, 2006, the Company filed a lawsuit i@ @ommon Pleas Court, Cuyahoga County, Ohio against
its liability insurers, including certain Underveis at Lloyd’s of London. The lawsuit seeks, amotiger things, (i) a declaration from the
court that costs associated with the abatemermtaaf pigment in the State of Rhode Island, or ahgrgurisdiction, are covered under certain
insurance policies issued to the Company and @hetary damages for breach of contract and bad dajhinst the Lloyd’s Underwriters for
unjustified denial of coverage for the cost of cdyimg with any final judgment requiring the Compatayabate any alleged nuisance caused
by the presence of lead pigment paint in buildifigss lawsuit was filed in response to a lawsuédiby the Lloyd’s Underwriters against the
Company, two other defendants in the Rhode Isldigétion and various insurance companies on Feipr2d, 2006. The Lloyd’s
Underwriters’ lawsuit asks a New York state coartietermine that there is no indemnity insuranee@ge for such abatement related costs,
or, in the alternative, if such indemnity coveragéund to exist, the proper allocation of liatyilamong the Lloyd’s Underwriters, the
defendants and the defendants’ other insurance aoieg An ultimate loss in the insurance coverdggation would mean that insurance
proceeds would be unavailable under the policiéssae to mitigate any ultimate abatement relatestiscand liabilities in Rhode Island and
that insurance proceeds could be unavailable uhégolicies at issue to mitigate any ultimate abvent related costs and liabilities in other
jurisdictions.
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Note J—OTHER (INCOME) EXPENSE
Other general expense — net

Included in Other general expense — net were thawimng:

Three months ende Six months ende
(Thousands of dollar: June 30 June 30
2008 2007 2008 2007
Provisions for environmental matt-net $ 711 $ 7,65¢ $ 711 $ 7,717
Loss (gain) on disposition of ass 56¢ 131 684 (693
Total expens: $ 1,28C $ 7,78¢ $ 1,39 $ 7,02/

Provisions for environmental matters-net represeatspecific increases or decreases to envirorahegiited accruals as information
becomes available upon which more accurate costbeaeasonably estimated and as additional adoougiidelines are issued.
Environmental-related accruals are not recordehigisurance proceeds in accordance with FASBpnégation (FIN) No. 39,Offsetting o
Amounts Related to Certain Contracts — an Integi@t of APB Opinion No. 10 and FASB Statement N@b.” See Note H for further
details on the Company’s environmental-relatedvdigs.

The loss (gain) on disposition of assets repregeaiized gains or losses associated with the dapaf fixed assets previously used in the
conduct of the primary business of the Company.
Other income — net

Included in Other income — net were the following:

Three months ende Six months ende
(Thousands of dollar: June 30 June 30
2008 2007 2008 2007

Dividend and royalty incom $ (2,730 $ (629 $ (3,549 $ (1,93¢)
Net expense from financing and investing activi 1,67: 1,46(C 2,89¢ 2,90z
Foreign currency related gai (164) (4,129 (1,769 (3,15))
Other income (2,739 (2,359 (3,99 (5,215
Other expens 1,25¢ 1,28: 2,207 2,42¢
Total income $ (2,700 $ (4,366 $ (4,200 $ (4,979

The net expense from financing and investing a@wincludes the net gain or loss relating todh@nge in the Company’s investment in
certain long-term asset funds and financing fees.

Foreign currency related (gains) losses includeeigo currency transaction gains and losses aridedaand unrealized gains and losses 1
foreign currency option and forward contracts. The
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Company had foreign currency option and forwardi@ms outstanding at June 30, 2008 and 2007.fAH@outstanding contracts had
maturity dates of less than twelve months and wadesignated hedges with changes in fair valuggbreicognized in earnings in accordance
with FAS No. 133. These derivative instrument valuere included in either Other current assetstbeiCaccruals and were insignificant at
June 30, 2008 and 2007.

Other income and Other expense included itemswvaimee, gains, expenses and losses that were @ étathe primary business purpose of
the Company. Each individual item within the othrerome or other expense caption was immateriagingle category of items exceeded
$1,000,000.

Note K—INCOME TAXES

The effective tax rates were 33.0 percent and f&2.the second quarter and the first six month208f8, respectively, and 33.2 percent and
32.6 percent for the second quarter and the fixasnenths of 2007, respectively.

The Company and its subsidiaries file income taurres in the U.S. federal jurisdiction, and variatete and foreign jurisdictions. Effective
January 1, 2007, the Company adopted FIN No. 48ct@inting for Uncertainty in Income Taxes.” In actance with FIN No. 48, the
Company recognized a cumulative-effect adjustmé#Bat million, increasing its liability for unregaized tax benefits, interest, and
penalties and reducing the January 1, 2007 balefiiRetained earnings.

At December 31, 2007, the Company had $39.4 milliumrecognized tax benefits, the recognition bfall would have an affect of

$34.2 million on the current provision for inconaxés. Included in the balance of unrecognized éarefits at December 31, 2007, was
$4.8 million related to tax positions for whichstreasonably possible that the total amounts csighiificantly change during the next twelve
months. This amount represents a decrease in nmzed tax benefits comprised of items relatedsBeased state income tax audits, state
settlement negotiations currently in progress aquirmg statutes in foreign jurisdictions.

The Company accrued income tax interest and peraktlated to unrecognized tax benefits in theectipprovision for income taxes. At
December 31, 2007, the Company had accrued $18i@mand $3.6 million for the potential paymentin€ome tax interest and penalties,
respectively.

As of June 30, 2008, the Company is subject to BeBleral income tax examinations for the tax y28fst through 2007 and to non-U.S.
income tax examinations for the tax years of 20Baugh 2007. In addition, the Company is subjectéde and local income tax
examinations for the tax years 1992 through 2007.

There were no significant changes to any of theseuats during the second quarter or first six msmh2008.
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Note L— NET INCOME PER COMMON SHARE

Three months ended June

Six months ended June &

(Thousands of dollars except per share ¢ 2008 2007 2008 2007
Basic
Average common shares outstanc 116,220,46 129,647,87 117,859,37 130,351,222
Net income $ 17168 $ 202600 $ 249,62¢ $  314,40¢
Net income per common shé $ 1.4¢  $ 1.5¢ $ 212 % 2.41
Diluted
Average common shares outstanc 116,220,46 129,647,87 117,859,37 130,351,22
Non-vested restricted stock grai 1,167,40 1,143,86! 1,163,60! 1,161,72.
Stock options and other contingently issuable s 1,296,85! 2,494,99. 1,356,16. 2,633,89!
Average common shares assuming dilu 118,684,72 133,286,72 120,379,14 134,146,84
Net income $ 17168 $ 202600 $ 249,62¢ $  314,40¢
Net income per common she $ 14t § 152 % 207 $ 2.3¢

Note M—REPORTABLE SEGMENT INFORMATION

The Company reports segment information in the samethat management internally organizes its lassirfor assessing performance and
making decisions regarding allocation of resouinesccordance with FAS No. 131Disclosures about Segments of an Enterprise aratdt

Information.”
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(Thousands of dollars)

Three months ended June 30, 2!

Paint Stores Grol Consumer GroL Global Grou Administrative Consolidated Tota
Net external sale $ 1,355,031 $ 38393. $ 488,85¢ $ 1,722 $  2,229,54!
Intersegment transfe 480,35( 42,27: (522,62)
Total net sales and intersegment trans $ 135503 $ 864,28 $ 531,131 $ (520,90) $  2,229,54!
Segment profi $ 210,44: % 58,84¢ $ 48,03( $ 317,32.
Interest expens $ (18,139 (18,139
Administrative expenses and ott (43,019 (43,019
Income before income tax $ 210,44: $ 42,76 $ 48,03 $ (61,150 $ 256,17:

Three months ended June 30, 2!

Paint Stores Grot Consumer GroL Global Grou Administrative Consolidated Tota
Net external sale $ 136542 $ 396,647 $ 434290 $ 1,828 $  2,198,18
Intersegment transfe 471,32¢ 30,38¢ (501,719
Total net sales and intersegment trans $ 1365420 $ 867,97t $ 464,67 $ (499,88) $  2,198,18
Segment profi $ 238,16: $ 82,611 $ 48,88( $ 369,65:
Interest expens $ (16,78¢) (16,78¢)
Administrative expenses and ott (49,727 (49,727
Income before income tax $ 238,16: $ 82,61* $ 48,88( $ (66,509 $ 303,14!

* Segment profit includes $7,534 and $7,586 of 1-up on intersegment transfers realized as a rekaltternal sales by the Paint Sto

Group during the second quarters of 2008 and 2@8pgectively

Six months ended June 30, 2(

Paint Stores Grot Consumer GroL Global Grouj Administrative Consolidated Tota
Net external sale $ 2,386,18 $ 670,81« $ 950,77 $ 3,45¢ $  4,011,22
Intersegment transfer: 827,81( 73,09: (900,907
Total net sales and intersegment trans $ 2,386,18 $ 1,498,62: $1,023,86! $ (897,44 $  4,011,22
Segment profi $ 293,737 $ 101,60¢ $ 91,10 $ 486,44°
Interest expens $ (35,80¢) (35,80¢)
Administrative expenses and othi (81,440 (81,440
Income before income tax $ 293,737 $ 101,60¢ $ 91,101 $ (117,249 $ 369,20:

Six months ended June 30, 2(

Paint Stores Grot Consumer Grou Global Grou Administrative Consolidated Tota
Net external sale $ 2416,34 $ 697,85 $ 836,500 $ 3,66( $  3,954,36
Intersegment transfe 815,39¢ 67,26¢ (882,66))
Total net sales and intersegment trans $ 2,416,340 $ 151324 $ 903,77: $ (879,00) $  3,954,36
Segment profi $ 360,53: $ 138,67t $ 84,27t $ 583,48t
Interest expens $ (35,36) (35,367
Administrative expenses and ott (81,45¢6) (81,45¢6)
Income before income tax $ 360,53: $ 138,67 $ 84,27¢ $ (116,82) $ 466,66:

*  Segment profit includes $13,944 and $12,513 of -up on intersegment transfers realized as a rekakternal sales by the Paint Stc

Group during the first six months of 2008 and 2Q@8&pectively

Segment profit was total net sales and intersegin@msfers less operating costs and expenses. Diorimsrsegment transfers were

accounted for at the approximate fully absorbedufetured cost plus distribution costs. Internaaidntersegment transfers were accounted

for at values comparable to normal unaffiliatedtomeer sales. Administrative expenses and otheudled administrative expenses of the
Company’s corporate headquarters, interest expghid was unrelated to retail real estate leasatiyities, interest and net investment
income, certain foreign currency transaction gainesses related to dollar-denominated debt arelgo currency option and forward

contracts, certain expenses related to closedtfesibnd environmental-related matters, and atkpenses which were not directly associated

with any reportable operating segment.

Net external sales and segment profit of all cadatéd foreign subsidiaries were $290.8 million &2@.6 million, respectively, for tk
second quarter of 2008, and $236.9 million and@2illion, respectively, for the second quarte2607. Net external sales and segment
profits of these subsidiaries were $568.1 milliod $43.5 million for the first six months of 20@8)d $446.7 million and $39.5 million,
respectively, for the first six months of 2007. ig-lived assets of these subsidiaries totaled $20#l®mand $176.1 million at June 30, 20



and June 30, 2007,
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respectively. Domestic operations accounted fordngaining net external sales, segment profitslamgtlived assets. The Administrative
segment did not include any significant foreignragiens. No single geographic area outside theddrfiitates was significant relative to
consolidated net external sales, income beforesfateconsolidated long-lived assets.

Export sales and sales to any individual custorrereveach less than 10 percent of consolidated talasffiliated customers during all
periods presented.

NOTE N — ACQUISITIONS

During the first quarter of 2008, the Company acegiBecker Powder Coatings, Inc. (Becker), a sudngicbf Sweden-based AB Wilh.
Headquartered in Columbus, Ohio, Becker Powderi@gstinc. produces powder coatings applied toiappés, metal furniture, fixtures,
equipment, and electronic products manufacturesltjitout North America. This acquisition will stréhgn Global Group’s position in the
powder coatings market. The acquisition was acealftr as a purchase and the preliminary valuagsnlted in the recognition of goodwiill.
Results of operations were included in the conatdid financial statements since the date of adpnsi

In October 2005, an indirect wholly owned subsiglia the Company acquired a 25 percent interekifenShield Engineered Systems LLC
(Life Shield). In October 2007, the subsidiary acegi the remaining 75 percent interest in Life 8hley acquiring all of the outstanding
membership interests. In late December 2007, thepaay acquired substantially all the assets anthess of Flex Recubrimientos, S.A. de
C.V. and related companies (Flex group).

These acquisitions were treated as purchases auldeetin the recognition of goodwill. The acquaitof Flex group resulted in the
recognition of identifiable intangible assets. Ressaf operations for the entire business of Lifee&l and for Flex group were included in the
consolidated financial statements since the ddtasquisition.

During the third quarter of 2007, the Company acgpisubstantially all of the stock of Pinturas Istliales S.A. (PISA), substantially all of
the assets and business of Napko, S.A. de C.V.k®&athe brand names, formulas and patents of th€ ¥brand paint line (VHT), and

100 percent of the stock of Columbia Paint & CaogdiCo. (Columbia). All four acquisitions were acetad for as purchases and results of
operations of the acquired businesses were includa: consolidated financial statements sincedtdtes of acquisition. The acquisitions of
Napko and Columbia resulted in the recognitionaddwill and all four acquisitions resulted in tleeognition of identifiable intangibl
assets.

During the second quarter of 2007, the Company ieedjsubstantially all of the assets and businés§too Paints Private Limited (Nitco)

and 100 percent of the stock of M. A. Bruder & Sbrmorporated (MAB). Both acquisitions were accaahtor as purchases, resulted in the
recognition of goodwill and identifiable intangibdssets, and their results of operations were dieclun the consolidated financial statements
since the dates of acquisition.
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The following unaudited préerma summary presents consolidated financial métion as if Nitco, MAB, PISA, Napko, VHT, Columbitoe
entire business of Life Shield, Flex group, andk&edhad been acquired as of the beginning of eadbgpresented. The pro-forma
consolidated financial information does not necelyseeflect the actual results that would havewted had the acquisitions taken place on
January 1, 2007 or of future results of operatwiithie combined companies under ownership and tperaf the Company.

(Thousands of dollars except per share data)

Three months ende Six months ende
June 30 June 30
2008 2007 2008 2007

Net sales $2,229,54! $2,257,79; $4,017,53: $4,075,18!I
Net income 171,68 206,31¢ 248,80( 316,59!
Net income per common sha

Basic $ 1.4¢ $ 1.5¢ $ 2.11 $ 2.4%

Diluted $ 1.4t $ 1.5t $ 2.07 $ 2.3€

For further details on the Company’s 2007 acquisij see Note 2 to the Consolidated Financial @tatés in the Company’s Annual Report
on Form 10-K for the year ended December 31, 2007.

Note O— Debt

See Noté to the Consolidated Financial Statements in the gzoy's Annual Report on Form X{or the year ended December 31, 2007
a complete description of the Company’s borrowirmrgragements.

During the second quarter of 2008, the Company deetthe five-year revolving credit facility to emtethe maturity date from July 20, 2009
to July 20, 2010. The amendment also reduces ttee & credit subfacility from $500 million to $80nillion effective May 30, 2008 and
reduces the aggregate amount of lender commitnfiremts$910 million to $845 million effective July 22009.

On July 11, 2008, the Company terminated its $50lom accounts receivable securitization borrowfagility. The facility was entered into
effective February 1, 2006 pursuant to a PurchadeCantribution Agreement between Sherwin-Williaangl SWC Receivables Funding
LLC (SWC) and a Loan and Servicing Agreement betw®@/C and a third-party program agent. The facditabled SWC to borrow up to
$500 million secured by the granting of a securitgrest in certain eligible accounts receivable sxated security. The facility had a
scheduled commitment termination date of Febru@r\2R09. There were no outstanding borrowings utitefacility at the time it was
terminated. Sherwin-Williams incurred no early teration penalties as a result of the termination.
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Note P— Gooduwill, Intangible and Long-Lived Assets

During the second quarter of 2008, the Companyopad an interim impairment review of its goodwailid indefinite-lived intangible assets
in accordance with FAS No. 142, “Goodwill and Injédrle Assets.” Soft domestic architectural pairésan the new residential, residential
repaint, DIY and commercial markets indicated tteatain domestic indefinite-lived intangible assetsmely trademarks, might be impaired.
In addition, continued low cash flow projectionsoime foreign business unit indicated that furtremdyvill impairment might be possible. The
interim impairment review resulted in reductionghe carrying values of certain trademarks withefirdte lives of $23.1 million. The
trademark impairments were charged to the PaineStGroup ($20.4 million) and the Consumer Grod{$nillion). The additional

goodwill impairment of a foreign business unittielly impaired in 2007, aggregated $0.8 milliordamas charged to the Global Group. The
total trademark and goodwill impairments of $23.flion were reported as a separate line item inSteements of Consolidated Income for
the three months and six months ended June 30, 2008

For further details on the Company’s goodwill, méble and long-lived assets, see Note 3 to thes@laated Financial Statements in the
Company’s Annual Report on Form 10-K for the yaadedd December 31, 2007.
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Item 2. MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

Consolidated net sales increased $31.4 milliod,4percent, to $2.23 billion in the second queatet $56.9 million, or 1.4 percent to

$4.01 billion in the first six months of 2008 comged to the same periods in 2007. The net salesdses were due to strong sales by the
Global Group and acquisitions. Seven acquisitiammpeted after the second quarter of 2007 increesedolidated net sales 2.4 percent in
the second quarter and 2.5 percent in the firstngirths of 2008. Favorable currency translatioa catanges increased net sales 1.1 perct
the quarter and 1.3 percent in the first six manihikited net income per common share decreasepetdgnt in the quarter to $1.45 per share
from $.1.52 per share in 2007 and decreased 1icgman the first six months to $2.07 per shaoenfi$2.34 per share last year. The second
quarter and first six months 2008 per share amaduoobsded asset impairment charges of approxim&elg per share. Acquisitions and
currency translation rate changes had a combinexdhle impact on diluted net income per commomesbaapproximately $.02 per share
the quarter. In the first six months, acquisitibiasl an unfavorable impact on diluted net incomecpermon share that was offset by curre
translation rate changes resulting in no net effeatiluted net income per common share.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The consolidated financial statements and accompgrigotnotes included in this report have beempared in accordance with U.S.
generally accepted accounting principles and corgaitain amounts that were based upon managenb&st £stimates, judgments and
assumptions that were believed to be reasonablerthe circumstances. To determine appropriatgiogrvalues of assets and liabilities that
are not readily available from other sources, mansnt uses assumptions based on historical resdtsther factors that they believe are
reasonable. Actual results could differ from thesémates. Also, materially different amounts mesutt under materially different conditio

or from using materially different assumptions. Hwar, management believes that any materially iffeamounts resulting from materially
different conditions or material changes in faatsioccumstances are unlikely.

There have been no significant changes in criicabunting policies or management estimates shecgdar ended December 31, 2007. A
comprehensive discussion of the Company’s criicabunting policies and management estimateslisdad in Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations in the Company’s Annual Report on FobaKfor the year ended
December 31, 2007.

FINANCIAL CONDITION, LIQUIDITY AND CASH FLOW

Cash and cash equivalents and short-term invessnrareased $18.2 million during the first six nfenof 2008. Cash requirements for
normal seasonal increases in working capital, ahpkpenditures of $70.9 million, payments of cdsiidends of $83.2 million and treasury
stock
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purchases of $338.0 million were funded primariyriet cash from operations and net increase irt-$@ion borrowings of $536.1 million.

Short-term borrowings related to the Company’s detineommercial paper program outstanding were $5#ifllion at an average rate of
3.07 percent at June 30, 2008. The Company hacdrmaximum borrowing availability of $362.8 milli@t June 30, 2008 under the
commercial paper program that is backed by the Gmiyip revolving credit agreement. Short-term boings under certain revolving and
letter of credit agreements were $300 million atmarage rate of 2.82 percent at June 30, 2008t-&1m borrowings outstanding under
various foreign programs at June 30, 2008 were3b8@lion with a weighted average interest rat® @6 percent.

Since June 30, 2007, net operating cash of $86#lidmmnet increased short-term borrowings of $87@illion and decreased cash and cash
equivalents of $12.0 million were used primarily fiovestment in acquisitions of $147.8 million, #tapexpenditures of $153.4 million,
treasury stock purchases of $891.5 million and paysof cash dividends of $162.5 million.

Capital expenditures during the first six month2008 primarily represented expenditures associaigdimprovements in manufacturing
facilities in the Consumer Group, new store opesiaigd normal equipment replacement in the PaimeStBroup and new branch opening
the Global Group.

During the second quarter of 2008, the Companyhasged 2.1 million shares of its common stock feasury purposes through open market
purchases. The Company acquires shares of its carstook for general corporate purposes and, depgngion its cash position, financial
flexibility requirements and market conditions, thempany may acquire additional shares of its comstock in the future. The Company
had remaining authorization at June 30, 2008 totmse 20.8 million shares of its common stock.

At June 30, 2008, the Company’s current ratio WW2s a decrease from the current ratio of .97 aebdxer 31, 2007. The decrease in the
current ratio was primarily due to the increasstiort-term borrowings.

During the first quarter of 2008, the Company asepiBecker Powder Coatings, Inc., a subsidiarywedéd&n-based AB Wilh. Headquartered
in Columbus, Ohio, Becker Powder Coatings, Incdpoes powder coatings applied to appliances, metaiture, fixtures, equipment and
electronic products manufactured throughout Nonthefica.

Contingent Liabilities

Management believes that it properly valued the gam’s assets and recorded all known liabilitiet #xisted as of the balance sheet date
for which a value was available or an amount cdigldeasonably estimated in accordance with allepted.S. generally accepted accounting
principles. In addition, the Company may be subjeqiotential liabilities, as described in the daing, for which a loss was not deemed
probable at this time and a fair value was notlaisé or an amount could not be reasonably estiindtie to uncertainties involved.
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Life Shield Engineered Systems, LLC (Life Shielslpiwholly owned subsidiary of the Company. LiféeBhdevelops and manufactures b
and fragment mitigating systems and ballistic tasissystems. The blast and fragment mitigatingesys and ballistic resistant systems cr
a potentially higher level of product liability fthe Company (as an owner of and raw material sepjl Life Shield and as the exclusive
distributor of Life Shields systems) than is normally associated with coatangl related products currently manufacturedsibliged and sol
by the Company.

Certain of Life Shield’s technology has been deaigd as Qualified Anti-Terrorism Technology andngea a Designation under the Support
Anti-terrorism by Fostering Effective Technologigst of 2002 (SAFETY Act) and the regulations adappeirsuant to the SAFETY Act.
Under the SAFETY Act, the potentially higher lee¢lpossible product liability for Life Shield relag to the technology granted the
Designation is limited to $6.0 million per occureenn the event any such liability arises from art &f Terrorism (as defined in the SAFETY
Act). The limitation of liability provided for undghe SAFETY Act does not apply to any technology granted a designation or certification
as a Qualified Anti-Terrorism Technology, nor ire thvent that any such liability arises from anaatvent other than an Act of Terrorism.
Life Shield maintains insurance for liabilities tgothe $6.0 million per occurrence limitation cadibs failure of its products in the event of
Act of Terrorism. This commercial insurance is aspected to cover product liability claims assg¢egainst the Company as the distributor
of Life Shield’s systems. The Company expects &k dgesignation and Certification under the SAFETt for certain products supplied by
the Company to Life Shield.

Management of the Company has reviewed the potémtizzased liabilities associated with Life Shisldystems and determined that
potential liabilities arising from an Act of Terism that could ultimately affect the Company wil Bppropriately insured or limited by
current regulations. However, due to the unceiigsrinvolved in the future development, usage gpdieation of Life Shield’s systems, the
number or nature of possible future claims andllpgzceedings, or the affect that any change iislation and/or administrative regulations
may have on the limitations of potential liabilgjenanagement cannot reasonably determine the sc@wmeount of any potential costs and
liabilities for the Company related to Life Shieldto Life Shield’s systems. Any potential liabjlifor the Company that may result from Life
Shield or Life Shield’s systems cannot reasonablg$timated. However, based upon, among otherghihg limitation of liability under the
SAFETY Act in the event of an Act of Terrorism, nagement does not currently believe that the cagtet@ntial liability ultimately
determined to be attributable to the Company thndtgyownership of Life Shield, as a supplier tfeLShield or as a distributor of Life
Shield’s systems arising from the use of Life Stiebystems will have a material adverse effedh@enCompany’s results of operations,
liquidity or financial conditions.

Litigation
In the course of its business, the Company is stibjea variety of claims and lawsuits, includiitgghtion relating to product liability and
warranty, personal injury, environmental, intelleadtproperty, commercial, contractual and antitaliaims that are inherently subject to
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many uncertainties regarding the possibility odsslto the Company. These uncertainties will ultityabe resolved when one or more future
events occur or fail to occur confirming the inamece of a liability or the reduction of a liabilityn accordance with Statement of Financial
Accounting Standards (FAS) No. 5, “Accounting farfingencies”, the Company accrues for these cgetioies by a charge to income
when it is both probable that one or more futurengs will occur confirming the fact of a loss ahd amount of the loss can be reasonably
estimated. In the event that the Company’s lossimgency is ultimately determined to be signifidgrdtigher than currently accrued, the
recording of the additional liability may resultanmaterial impact on the Company’s results of afi@ns, liquidity or financial condition for
the annual or interim period during which such &ddal liability is accrued. In those cases wheseancrual is recorded because it is not
probable that a liability has been incurred anchcaibe reasonably estimated, any potential lighilitimately determined to be attributable to
the Company may result in a material impact onGbmpany’s results of operations, liquidity or ficéal condition for the annual or interim
period during which such liability is accrued. hose cases where no accrual is recorded or exptuslags exists in excess of the amount
accrued, FAS No. 5 requires disclosure of the ogetiicy when there is a reasonable possibilityahass or additional loss may have been
incurred if even the possibility may be remote.

Lead pigment and lead-based paint litigation The Company’s past operations included the manufaend sale of lead pigments and lead-
based paints. The Company, along with other conggars a defendant in a number of legal proceedingkiding individual personal injury
actions, purported class actions, actions broughihdé State of Ohio, and actions brought by varimumties, cities, school districts and other
government-related entities, arising from the maouufre and sale of lead pigments and lead-basatsp&he plaintiffs are seeking recovery
based upon various legal theories, including neglig, strict liability, breach of warranty, negligenisrepresentations and omissions,
fraudulent misrepresentations and omissions, coo€eaction, civil conspiracy, violations of unfanade practice and consumer protection
laws, enterprise liability, market share liabilipublic nuisance, unjust enrichment and other ibsof he plaintiffs seek various damages and
relief, including personal injury and property dajaacosts relating to the detection and abatenfdaad-based paint from buildings, costs
associated with a public education campaign, médicaitoring costs and others. The Company is aldefendant in legal proceedings
arising from the manufacture and sale of non-leaskt paints which seek recovery based upon vadegastheories, including the failure to
adequately warn of potential exposure to lead dusunface preparation when using non-lead-based paisurfaces previously painted with
lead-based paint. The Company believes that tigatibn brought to date is without merit or subjectmeritorious defenses and is vigorously
defending such litigation. The Company expects #ldalitional lead pigment and lead-based paintditan may be filed against the Company
in the future asserting similar or different legaories and seeking similar or different typedaiages and relief.

Notwithstanding the Compa’s views on the merits, litigation is inherently gdb to many uncertainties and the Company ultitgately not
prevail. Adverse court rulings, such as the judgnagainst the Company and other defendants intdite 8f Rhode Island action and the
Wisconsin State Supreme Court’s July 2005 deterioimahat Wisconsin's risk contribution theory magply in the lead pigment litigation
(both discussed in more detail below), or
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determinations of liability, among other factorsuld affect the lead pigment and lead-based piigation against the Company and
encourage an increase in the number and natutguw&fclaims and proceedings. In addition, fronmetitm time, various legislation and
administrative regulations have been enacted, pigated or proposed to impose obligations on pregedtformer manufacturers of lead
pigments and lead-based paints respecting asserédith concerns associated with such products avedurn the effect of court decisions in
which the Company and other manufacturers have Seeressful.

Due to the uncertainties involved, management ébleto predict the outcome of the lead pigmentlaad-based paint litigation, the number
or nature of possible future claims and proceediogthe effect that any legislation and/or adnimai$ve regulations may have on the
litigation or against the Company. In addition, mgement cannot reasonably determine the scopeairrarof the potential costs and
liabilities related to such litigation, or resuliifrom any such legislation and regulations. Then@any has not accrued any amounts for such
litigation. Any potential liability that may resutom such litigation or such legislation and reggidns cannot reasonably be estimated. In the
event any significant liability is determined to &ributable to the Company relating to such ditign, the recording of the liability may res

in a material impact on net income for the annuwahterim period during which such liability is aced. Additionally, due to the uncertainties
associated with the amount of any such liabilitgd/anthe nature of any other remedy which may bgoised in such litigation, any potential
liability determined to be attributable to the Camnp arising out of such litigation may have a matexdverse effect on the Company’s
results of operations, liquidity or financial cotidn. An estimate of the potential impact on the@any’s results of operations, liquidity or
financial condition cannot be made due to the afiemgioned uncertainties.

Rhode Island lead pigment litigation.During September 2002, a jury trial commenced éfitst phase of an action brought by the State of
Rhode Island against the Company and the othendafes. The sole issue before the court in thés fihase was whether lead pigment in
paint constitutes a public nuisance under Rhodmdklaw. In October 2002, the court declared arralsts the jury, which was split four to
two in favor of the defendants, was unable to remahanimous decision.

The State of Rhode Island retried the case andebruiry 22, 2006, the jury returned a verdict, ifigahat (i) the cumulative presence of i
pigment in paints and coatings on buildings inSit@&te of Rhode Island constitutes a public nuisafigehe Company, along with two other
defendants, caused or substantially contributédea@reation of the public nuisance, and (iii) @@mpany and two other defendants shoul
ordered to abate the public nuisance. On Februgr2@06, the Court granted the defendants’ motiadigmiss the punitive damages claim,
finding insufficient evidence to support the Stateéquest for punitive damages. On February 267,20@ Court issued a decision on the
post-trial motions and other matters pending befloeeCourt. Specifically, the Court (i) denied thefendant’s post-trial motions for judgment
as a matter of law and for a new trial, (ii) dedide enter a judgment of abatement in favor ofState against the Company and two other
defendants, and (iii) decided to appoint a spangdter for the purpose of assisting the Coursitdnsideration of a remedial order to
implement the judgment of abatement, and if necgsaay monitoring of the implementation of thatler. On March 16, 2007, final
judgment was entered against the Company and tiney
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defendants. Also on March 16, 2007, the Compaey fils notice of appeal to the Rhode Island Supr@émet. Proceedings relating to a
remedial order to implement the judgment of abategrentinued in the Court during the pending appe#he Rhode Island Supreme Court.
On July 1, 2008, the Rhode Island Supreme Courmbngnother determinations, reversed the judgmeabafement with respect to the
Company and two other defendants. This decisioarsas the public nuisance liability judgment agains Company on the basis that the
complaint failed to state a public nuisance clagraanatter of law and concludes the case in falzireoCompany and the other defendants.

Other public nuisance claim litigation. The Company and other companies are or were dafenataother legal proceedings seeking
recovery based on public nuisance liability thediteluding claims brought by the County of Sankar& California and other public entities
in the State of California, the City of St. LouMissouri, the City of Milwaukee, Wisconsin, variocisies and counties in the State of New
Jersey, various cities in the State of Ohio andSfa¢e of Ohio.

The Santa Clara County, California proceeding wégted in March 2000. The named plaintiffs are @ounty of Santa Clara, County of
Santa Cruz, County of Solano, County of Alamedayr@p of Kern, City and County of San Francisco, $esncisco Housing Authority, San
Francisco Unified School District, City of Oaklar@akland Housing Authority, Oakland Redevelopmegéeicy and the Oakland Unified
School District. The proceeding purports to beasslaction on behalf of all public entities in 8tate of California except the State and its
agencies. The plaintiffs’ second amended compkseerted claims for fraud and concealment, stradyect liability/failure to warn, strict
product liability/design defect, negligence, negtigbreach of a special duty, public nuisance gbeiwuisance and violations of California’s
Business and Professions Code, and the third ardermeplaint alleges similar claims including a eigbr public nuisance. Various asserted
claims were resolved in favor of the defendantsugh pre-trial demurrers and motions to strikeObtober 2003, the trial court granted the
defendants’ motion for summary judgment againstémeaining counts on statute of limitation grountise plaintiffs appealed the trial
court’s decision and on March 3, 2006, the Couappeal, Sixth Appellate District, reversed in pdue demurrers and summary judgment
entered in favor of the Company and the other atfets. The Court of Appeal reversed the dismisstileopublic nuisance claim for
abatement brought by the cities of Santa ClaraGaidand and the City and County of San Francised,raversed summary judgment on all
of the plaintiffs’ fraud claim to the extent thagtplaintiffs alleged that the defendants had niededulent statements or omissions
minimizing the risks of low-level exposure to ledthe Court of Appeal further vacated the summadgijoent holding that the statute of
limitations barred the plaintiffs’ strict liabilitgnd negligence claims, and held that those claiisnot yet accrued because physical injury to
the plaintiffs’ property had not been alleged. Twurt of Appeal affirmed the dismissal of the palriuisance claim for damages to the
plaintiffs’ properties, most aspects of the fralalm, the trespass claim and the unfair busineastioe claim. The plaintiffs have filed a
motion for leave to file a fourth amended compla@®n April 4, 2007, the trial court entered an ergeanting the defendants’ motion to bar
payment of contingent fees to private attorney® plaintiffs appealed the trial court’s order amdAgpril 8, 2008 the California Court of
Appeal reversed the trial court’s order. The deéansl filed a petition for review with the Califoensupreme Court requesting the Supreme
Court to review the decision of the Court of Appeal
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The City of St. Louis proceeding was initiated amdary 2000. The City initially alleged claims firict liability, negligence, fraudulent
misrepresentation, negligent misrepresentationcearmf action, conspiracy, public nuisance, regtn and indemnity. Following various
pre-trial proceedings during which many of the asskclaims were dismissed by the trial court dumtarily dismissed by the City, on

June 10, 2003, the City filed its fourth amendetitipa alleging a single count of public nuisanEellowing further pre-trial proceedings, on
January 18, 2006, the trial court granted the difats’ motion for summary judgment based on thg'€liack of product identification
evidence. The City has appealed the trial couarsidry 18, 2006 decision and a prior trial coudiglen. On June 12, 2007, the Missouri
Supreme Court affirmed summary judgment for the Samy and other defendants. This decision concltidesase in favor of the Company
and the other defendants.

The City of Milwaukee proceeding was initiated ipri 2001 against Mautz Paint Co. and NL Industries. On November 7, 2001, the
Company acquired certain assets of Mautz Paina@d.agreed (under terms and conditions set fortiepurchase agreement) to defend and
indemnify Mautz Paint Co. for its liability, if anyo the City of Milwaukee in this action. The Cé#yomplaint included claims for continuing
public nuisance, restitution, conspiracy, negligerstrict liability, failure to warn and violatiasf Wisconsin's trade practices statute.
Following various pre-trial proceedings during whaeveral of the City’s claims were dismissed lgydburt or voluntarily dismissed by the
City, on August 13, 2003, the trial court grantedeshdantsmotion for summary judgment on the remaining claiiifse City appealed and,
November 9, 2004, the Wisconsin Court of Appealereed the trial col's decision and remanded the claims for public anig, conspiracy
and restitution to the trial court. On February 2307, the trial court entered an order severirdysaaying the claims against Mautz Paint Co.
The action against NL Industries proceeded to &l the jury found that the presence of lead paiMilwaukee is a public nuisance, but 1
NL Industries was not at fault for the public nuisa. The City of Milwaukee is appealing the jurydiet finding that NL Industries did n
intentionally cause a public nuisance and the toalrt’'s denial of the City’s post-trial motions.

In December 2001 and early 2002, a number of dcitiescounties in New Jersey individually initiadceedings in the Superior Court of
New Jersey against the Company and other compassesting claims for fraud, public nuisance, aahspiracy, unjust enrichment a
indemnity. The New Jersey Supreme Court consolilalieof the cases and assigned them to the Sup@oiart in Middlesex County. By
order dated November 4, 2002, the Superior Coaritgd the defendants’ motion to dismiss all conmigaiThe plaintiffs appealed and, on
August 17, 2005, the Appellate Division affirmee tthismissal of all claims except public nuisandge Rppellate Division reinstated the
public nuisance claim in each case. On NovembeR@U5, the New Jersey Supreme Court granted defiesigeetition for certification to
review the reinstatement of the public nuisancerdaOn June 15, 2007, the New Jersey Supreme @matsed the Appellate Division’s
decision and reinstated the dismissal of the puhlisance claims. This decision concludes the icefsvor of the Company and the other
defendants.

In 2006 and 2007, a number of cities in Ohio indiinglly initiated proceedings in state court agaihetCompany and other companies
asserting claims for public nuisance, concert ¢ibac unjust enrichment, indemnity and punitive @a®s. Also in September 2006, the
Company
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initiated proceedings in the United States Dist@iourt, Southern District of Ohio, against certairthe Ohio cities which initiated the state
court proceedings referred to in the precedingeserg and John Doe cities and public officials. Teenpany’s proceeding seeks declaratory
and injunctive relief to prevent the violation betCompany’s federal constitutional rights in rielato such state court proceedings. All of
these actions have been voluntarily dismissed &ythintiff cities. Accordingly, on July 9, 2008t Company dismissed the proceedings
filed in the United States District Court, South@&istrict of Ohio.

In April 2007, the State of Ohio filed an actioraatst the Company and other companies assertitegma for public nuisance. The State of
Ohio seeks compensatory and punitive damages. Ginadusly, the State of Ohio filed a motion to adidate this action with the action
previously filed by the City of Columbus (one oéthio cities referred to in the preceding paralgy@nd a motion to stay this action penc
the Ohio Supreme Court’s resolution of the mandaaation in State ex rel. The Ohio General AssembBrunner, Case No. 2007-0209. In
September 2007, the trial court entered an ordezitstate these actions due to the Ohio Suprernet’€adecision on the mandamus action in
State ex rel. The Ohio General Assembly v. Brunner.

Litigation seeking damages from alleged personal jury. The Company and other companies are defendantsimaer of legal
proceedings seeking monetary damages and othef frelin alleged personal injuries. These proceesdinglude claims by children allegedly
injured from ingestion of lead pigment or lead-@ning paint, claims for damages allegedly incutvgdhe children’s parents or guardians,
and claims for damages allegedly incurred by psifesl painting contractors. These proceedingsrgéipeseek compensatory and punitive
damages, and seek other relief including medicalitoong costs. These proceedings include purpartaidhs by individuals, groups of
individuals and class actions.

The plaintiff inThomas v. Lead Industries Association, et alitiated an action against the Company, othiegad former lead pigment
manufacturers and the Lead Industries Associatiddeiptember 1999. The claims against the Compashyhanother defendants include strict
liability, negligence, negligent misrepresentatéomd omissions, fraudulent misrepresentation angsiorns, concert of action, civil conspire
and enterprise liability. Implicit within these @iss is the theory of “risk contribution” liabilitfWisconsin’s theory which is similar to market
share liability) due to the plaintiff's inabilitptidentify the manufacturer of any product thag¢gédly injured the plaintiff. Following various
pre-trial proceedings during which certain of theiqtiff's claims were dismissed by the court, oafgh 10, 2003, the trial court granted the
defendants’ motion for summary judgment, dismisshregcase with prejudice and awarding costs to dafdndant. The plaintiff appealed
and on June 14, 2004, the Wisconsin Court of Agpafiirmed the trial court’s decision. On July 2805, the Wisconsin Supreme Court
reversed in part the trial court’s decision andidiet, assuming all of plaintiff's facts in the suiauy judgment record to be true, that the risk
contribution theory could then apply to excuseptantiff's lack of evidence identifying any of tf@ompany’s or the other defendant’s
products as the cause of the alleged injury. Tse eas remanded to the trial court for further peatings and a trial commenced on
October 1, 2007. On November 5, 2007, the juryrnetd a defense verdict, finding that the plairttéfl ingested white lead carbonate, but
not brain damaged or injured as a result. The fithfibed post-trial motions for a new trial whiclere
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denied by the trial court. On March 4, 2008, finmlgment was entered in favor of the Company ahdradefendants. The plaintiff has filed
an appeal of the final judgment.

Wisconsin is the first jurisdiction to apply a thgaf liability with respect to alleged personajury (i.e.: risk contribution/market share
liability) which does not require the plaintiff tdentify the manufacturer of the product that adlély injured the plaintiff in the lead pigment
and lead-based paint litigation.

Insurance coverage litigation.On March 3, 2006, the Company filed a lawsuit i@ @ommon Pleas Court, Cuyahoga County, Ohio against
its liability insurers, including certain Underveis at Lloyd’s of London. The lawsuit seeks, amotiger things, (i) a declaration from the
court that costs associated with the abatememtaaf pigment in the State of Rhode Island, or ahgrgurisdiction, are covered under certain
insurance policies issued to the Company and @hetary damages for breach of contract and bad dajhinst the Lloyd’s Underwriters for
unjustified denial of coverage for the cost of cdyimg with any final judgment requiring the Compatayabate any alleged nuisance caused
by the presence of lead pigment paint in buildifigss lawsuit was filed in response to a lawsuédiby the Lloyd’s Underwriters against the
Company, two other defendants in the Rhode Isldigétion and various insurance companies on Feipr2d, 2006. The Lloyd’s
Underwriters’ lawsuit asks a New York state coartietermine that there is no indemnity insuranee@ge for such abatement related costs,
or, in the alternative, if such indemnity coveragéund to exist, the proper allocation of liatyilamong the Lloyd’s Underwriters, the
defendants and the defendants’ other insurance aoieg An ultimate loss in the insurance coveraiggation would mean that insurance
proceeds would be unavailable under the policiéssae to mitigate any ultimate abatement relatestiscand liabilities in Rhode Island and
that insurance proceeds could be unavailable uhégolicies at issue to mitigate any ultimate abvent related costs and liabilities in other
jurisdictions.

Environmental-Related Liabilities.

The operations of the Company, like those of otloenpanies in the same industry, are subject towariederal, state and local environme
laws and regulations. These laws and regulatiohsmg govern current operations and products ated impose potential liability on the
Company for past operations. Management expecisoammvental laws and regulations to impose incraggistringent requirements upon the
Company and the industry in the future. Managerbeti¢ves that the Company conducts its operatiogsmpliance with applicable
environmental laws and regulations and has impléatevarious programs designed to protect the ensiemt and promote continued
compliance.

Depreciation of capital expenditures and other axpe related to ongoing environmental compliancasores were included in the normal
operating expenses of conducting business. The @oygpcapital expenditures, depreciation and otfxpenses related to ongoing
environmental compliance measures were not materthle Company financial condition, liquidity, cash flow or rdtiof operations durir
the first six months of 2008. Management does RrRpeet that such capital expenditures, depreciamhother expenses will be material to
the Company’s financial condition, liquidity, caftw or results of operations in 2008.
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The Company is involved with environmental inveatign and remediation activities at some of itsentr and former sites (including sites
which were previously owned and/or operated byrmssies acquired by the Company). In addition, ttragany, together with other parties,
has been designated a potentially responsible padgr federal and state environmental protectars lfor the investigation and remediation
of environmental contamination and hazardous watstenumber of third-party sites, primarily Supedsites. The Company may be
similarly designated with respect to additionatdkparty sites in the future.

The Company accrues for estimated costs of invatstig and remediation activities at its currentpfer and third party sites for which
commitments or clean-up plans have been develop&avhen such costs can be reasonably estimated basedustry standards and
professional judgment. These estimated costs aedban currently available facts regarding eaeh $ihe Company accrues a specific
estimated amount when such an amount and a tirmeefia which the costs will be incurred can be reabty determined. If the best estimate
of costs can only be identified as a range andoeoific amount within that range can be determimede likely than any other amount within
the range, the minimum of the range is accruecheyCompany in accordance with applicable accoumntites and interpretations. The
Company continuously assesses its potential ltghfdr investigation and remediation activities adjusts its environmental-related accruals
as information becomes available upon which mooeii@te costs can be reasonably estimated. At Jur2088 and 2007, the Company had
accruals for environmental-related activities 08$2 million and $179.0 million, respectively.

Due to the uncertainties of the scope and magnifidentamination and the degree of investigatiot @mediation activities that may be
necessary at certain currently or formerly owneglssand third party sites, it is reasonably likilgt further extensive investigations may be
required and that extensive remedial actions maydoessary not only on such sites but on adjacepepties. Depending on the extent of the
additional investigations and remedial actions Bsagy, the Company’s ultimate liability may resnltosts that are significantly higher than
currently accrued. If the Company’s future losstowency is ultimately determined to be at the maxin of the range of possible outcomes
for every site for which costs can be reasonaltiyneged, the Company’s aggregate accruals for enmiental-related activities would be
$122.0 million higher than the accruals at June2808.

Five of the Company’s currently and formerly owrsétes, described below, accounted for the majarfityhe accruals for environmental-
related activities and the unaccrued maximum of#tenated range of possible outcomes at June(88. 2t June 30, 2008, $140.9 million,
or 74.5 percent, related directly to these fivesiOf the aggregate unaccrued exposure at Jur®@8, $79.8 million, or 65.4 percent, rele
to the five sites. While environmental investigaand remedial actions are in different stagéisese sites, additional investigations,
remedial actions and/or monitoring will likely bequired at each site.

Two of the five sites are formerly owned manufaictyifacilities in New Jersey that are in the eamlyestigative stage of the environmental-
related process. Although contamination existhafsites and adjacent areas, the extent and mdgrafithe contamination has not yet been
fully quantified. It is reasonably likely that flner extensive investigations may be required aatlgktensive remedial actions may be
necessary not only at the formerly owned sitesalnrig
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adjacent waterways. Depending on the extent oadltitional investigations and remedial actions ssagy, the ultimate liability for these
sites may exceed the amounts currently accruedhenchaximum of the ranges of reasonably possitieooes currently estimated by
management.

Two additional sites are a currently owned opegatatility located in lllinois and a currently owsheontiguous vacant property. The
environmental issues at these sites have beemurésf to be associated with historical operatiditb® Company. The majority of the
investigative activities have been completed atdétmtes and some remedial measures have been Agjteement has been obtained from
appropriate governmental agency on a proposed tieh@dion plan for the currently owned operatiitg and further development of that
plan is underway. A proposed remedial action plas leen formulated for the currently owned contigueacant property but no clean up
goals have been approved by the lead governmeggatg. Due to the uncertainties of the scope arghitae of contamination and the
degree of remediation that may be necessary rgltgithis vacant site, it is reasonably likely thather investigations may be required and
that extensive remedial actions may be necessary.

The fifth site is a currently owned former manutattg site located in California. The environmerisaues at this site have been determined
to be associated with historical manufacturing apens of the Company. The majority of the investiige activities have been completed at
this site, some interim remedial actions have liaken and a proposed remedial action plan hasfoesmnlated but currently no clean up
goals have been approved by the lead governmeggakts. Due to the uncertainties of the scope arghinale of contamination and the
degree of remediation that may be required relabrtdis site, it is reasonably likely that exteresiemedial actions may be necessary.

Management cannot presently estimate the ultimatiengial loss contingencies related to these fites ©r other less significant sites until
such time as a substantial portion of the investigaactivities at each site is completed and rdaiedttion plans are developed.

In accordance with FIN No. 47, “Accounting for Catiwhal Asset Retirement Obligations — an interatiein of FASB Statement No. 143",
the Company has identified certain conditional tisirement obligations at various current mantufang, distribution and store facilities.
These obligations relate primarily to asbestoseabant and closures of hazardous waste containregittes. Using investigative, remedial
and disposal methods that are currently availabthé Company, the estimated cost of these obtigaiis not significant.

In the event any future loss contingency signifttaaxceeds the current amount accrued, the rengrofi the ultimate liability may result in a
material impact on net income for the annual cerimt period during which the additional costs azeraed. Management does not believe
any potential liability ultimately attributed to@lCompany for its environmental-related mattersomditional asset retirement obligations will
have a material adverse effect on the Company&nfiral condition, liquidity, or cash flow due teetbxtended period of time during which
environmental investigation and remediation talase An estimate of the potential impact on thenany’s operations cannot be made
to the aforementioned uncertainties.

36




Management expects these contingent environmegitetied liabilities and conditional asset retiremaitgations to be resolved over an
extended period of time. Management is unable ¢oige a more specific time frame due to the indefiamount of time to conduct
investigation activities at any site, the indefnitmount of time to obtain governmental agency @ as necessary, with respect to
investigation and remediation activities, and tigeffinite amount of time necessary to conduct reatied activities.

Contractual Obligations and Commercial Commitments

Short-term borrowings increased $276.5 million @8%.6 million at June 30, 2008 from $657.1 millmrDecember 31, 2007. Total loterm
debt decreased $2.4 million to $305.9 at June 308 Zrom $308.3 million at December 31, 2007. $eeRinancial Condition, Liquidity and
Cash Flow section of this report for more inforroatiThere have been no other significant chang#eifirst six months of 2008 to the
Company'’s contractual obligations and commerciahizitments as summarized in Management's DiscussidnAnalysis of Financial
Condition and Results of Operations in the Compadyinual Report on Form 10-K for the year endeddberer 31, 2007.

Changes to the Company’s accrual for product wayrelaims in the first six months of 2008 are dised in Note E.
RESULTS OF OPERATIONS
Shown below are net sales and the percentage clfiamidpe second quarter and first six months byrssg for 2008 and 2007:

(Thousands of dollars 2008 Change 2007
Three months ended June 3C

Paint Stores Grou $1,355,03: -0.8% $1,365,42.
Consumer Grou 383,93 -3.2% 396,64
Global Groug 488,85¢ 12.6% 434,29
Administrative 1,722 -5.€% 1,82¢
Total net sale $2,229,54! 1.4% $2,198,18:

Six months ended June 3C

Paint Stores Grou $2,386,18: -1.2% $2,416,34
Consumer Grou 670,81 -3.£% 697,85:
Global Groug 950,77 13.7% 836,50°
Administrative 3,45¢ -5.6% 3,66(
Total net sale $4,011,22 1.4% $3,954,36!
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Consolidated net sales increased $31.4 milliohénsecond quarter and $56.9 million in the firgstrsbnths of 2008 compared to the same
periods in 2007. The net sales increases wereodstedng sales by the Global Group and acquisitiSegen acquisitions completed after the
second quarter of 2007 increased consolidatedates 8.4 percent in the second quarter and 2.®peirc the first six months of 2008.
Favorable currency translation rate changes inetkast sales 1.1 percent in the quarter and 1cpein the first six months.

Net external sales of all consolidated foreign glibges increased 22.8 percent to $290.8 millimnthe second quarter, and 27.2 percel
$568.1 million for the first six months of 2008,rapared to $236.9 million and $446.7 million for tlespective comparative periods last y
Domestic operations accounted for the remainingRrtgrnal sales. Of the increase in net salesof@idgn subsidiaries during the second
quarter and first six months of 2008, 10.6 pereamnt 11.9 percent, respectively, related to faverédnleign currency exchange rates. Net ¢
of all operations other than consolidated foreigbsidiaries were down 1.2 percent to $1,938.7 amilfior the second quarter and down
1.8 percent to $3,443.1 million for the first sbonths compared to $1,961.3 million and $3,507. Tionilfor the respective comparative
periods last year.

Net sales in the Paint Stores Group decreased $iilidn in the second quarter and $30.2 milliorthie first six months due primarily to s
architectural paint demand in the domestic newdeegtial, residential repaint, DIY and commercialkeds and weak sales in non-paint
categories. Acquisitions added 2.6 percent to HietFStores Group’s net sales in the second quan@2.9 percent in the first six months. In
the quarter, net sales from stores open for mane tivelve calendar months decreased 4.5 percentlevsecond quarter of last year. In the
first six months, net sales from stores open forentban twelve calendar months decreased 5.4 geseenthe first six months last year.
Total paint sales volume percentage decreasesiw#re mid-single digits in the second quarter irsd six months of 2008 as compared to
the same periods last year. Sales of paimt products decreased approximately 7.1 peinghe second quarter and 7.6 percent in thedik
months of the year compared to last year. A disonssf changes in volume versus pricing for salgsroducts other than paint is not
pertinent due to the wide assortment of generathzardise sold.

Net sales of the Consumer Group decreased $12idmmit the second quarter and $27.0 million in fin&t six months due primarily to sc
DIY demand at most of this segment’s retail cust@mieercentage changes in external paint salesnegla portion of total Consumer Group
sales, increased slightly in the second quarterdaedeased in the low-single digits in the firgtsionths. Unit volumes in applicators,
aerosols, caulk and other non-paint categories d@na similarly.

The Global Group’s net sales for the second quartdrfirst six months of 2008 increased $54.6 omlland $114.3 million, respectively, due
primarily to volume gains, selling price increasasyrency translation impact and acquisitions. Fable currency translation rate changes
increased net sales of this segment by 5.8 peirtéhé quarter and 6.3 percent for the first sixiths of the year. Acquisitions increased this
Group’s net sales in U.S. dollars by 3.8 perceihénquarter and 3.7 percent in the first six menghdiscussion of changes in volume versus
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pricing for sales of products in the Global Grosmot meaningful due to the wide assortment oftpaoatings and general merchandise sold
in many different countries.

The table below shows segment profit and the pédemnge for the three and six months ended Jun2088 and 2007:

(Thousands of dollars 2008 Change 2007
Three months ended June 30:

Paint Stores Grou $ 210,44 -11.6% $ 238,16:
Consumer Grou 58,84¢ -28.8% 82,61:
Global Groug 48,03( -1.7% 48,88(
Administrative (61,150 8.1% (66,509
Income before income tax $ 256,17: -15.59% $ 303,14!
Six months ended June 30:

Paint Stores Grou $ 293,73° -18.5% $ 360,53
Consumer Grou 101,60¢ -26.71% 138,67t
Global Groug 91,10: 8.1% 84,27¢
Administrative (117,249 -0.4% 116,82))
Income before income tax $ 369,20 -20.%% $ 466,66:

Consolidated segment profit was unfavorably impa&iga change in gross profit, which decreased7dflion and $24.5 million in the
second quarter and first six months of 2008, respayg, as compared to comparable periods in 2@@7a percent of sales, consolidated gross
profit decreased to 43.6 percent in the second@uaf 2008 from 44.9 percent in the second quaft@007, and to 43.7 percent for the first
six months of 2008 from 45.0 percent in the comiplaraeriod last year. The decrease in the congelidgross profit percentage is primarily
related to increasing raw material costs, lower @stic production volumes and pricing pressures sGlifated selling, general and
administrative expenses (SG&A) increased $10.lionilin the second quarter and $44.1 million infil& six months of 2008 from the same
periods last year. Acquisitions increased secoratguSG&A by $14.8 million and the first six moatBG&A by $36.9 million. As a percent
of sales, consolidated SG&A increased to 30.4 perioethe second quarter of 2008 and 33.1 percetiid first six months of 2008 compared
to 30.3 percent and 32.5, respectively, for the manmable periods in 2007.

The Paint Stores Group’s gross profit for the sdagumarter and the first six months of 2008 decré&san last year by $22.1 million and
$34.4 million, respectively, due to lower sales aigher product costs. The Consumer Group’s grosit fior the second quarter and first six
months of 2008 decreased from last year by $28lbmand $46.3 million, respectively, due to lovgales, lower volume throughput in the
manufacturing and distribution facilities and irgseng raw material costs. The Global Group’s gpséit for the second quarter and first six
months of 2008 increased $17.7 million and $35.Ifanj respectively, over last year due to
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increased sales volume, selling prices and impraoypestating efficiencies related to additional maetifiring volume. Foreign exchange
fluctuations increased the Global Group’s grossipby $8.7 million and $18.3 million in the secogdarter and first six months of 2008,
respectively.

In the Paint Stores Group, SG&A increased $6.4ionilfor the quarter and $29.0 million for the fisi&k months of 2008 due to SG&A of
acquisitions of $12.3 million and $31.5 milliontime quarter and six months, respectively, and aszd expenses associated with new stores
that were not offset completely by SG&A reducti@associated with good expense control and closedsstdhe Consumer Group’s SG&A
decreased $5.5 million for the quarter and $9.@aniffor the first six months of 2008 due primaritytight spending control. The Global
Group’s SG&A increased by $14.8 million for the g@aand $31.0 million for the first six months2808 primarily due to sales volume
gains, more branch openings, exchange rate fluohsbf $6.2 million for the quarter and $12.4 ioifl for the first six months of 2008, and
acquisition expenses of $2.4 million in the quaaed $5.4 million in the first six months.

Administrative expenses for the second quarterfiasidsix months of 2008 decreased $6.7 million &08dL million, respectively, over 2007.
The reductions in administrative expenses weretdaglministrative expense control and decreasegensation and benefit related expel
not directly allocable to the Reportable Operatggments of approximately $9.5 million in the setqoarter and in the first six months of
2008 partially offset by reductions in investmarmtdme of $2.8 million in the second quarter and $8illion in the first six months.

Consolidated income before income taxes decrea&ed #illion, or 15.5 percent, during the secondrtgr and $97.5 million, or
20.9 percent, during the first six months of 2008 grimarily to the lower segment profits of thepBeable Operating Segments.

The effective tax rates for the second quarterfaistdsix months of 2008 were 33.0 percent and 2rtent, respectively, compared to
33.2 percent and 32.6 percent, respectively, irv200

Net income for the quarter decreased $30.9 milliwrl,5.3 percent, to $171.7 million from $202.6liil in 2007. Net income for the first s
months of 2008 decreased $64.8 million, or 20.6¢t; to $249.6 million from $314.4 million in 20MJiluted net income per common sh

in the quarter decreased 4.6 percent to $1.45haee $rom $1.52 per share in the second quart2@@f, and 11.5 percent to $2.07 per share
from $2.34 per share in the first six months of 2@8 lower net income offset the reduction of Milion shares in the diluted average sh
and equivalents outstanding from the second qua@é@r and 13.8 million shares from the first sixntis of 2007.

Management considers a measurement that is notor@dance with U.S. generally accepted accountiimgiples a useful measurement of
the operational profitability of the Company. Someestment professionals also utilize such a mesmsent as an indicator of the value of
profits and cash that are generated strictly fr@@rating activities, putting aside working cap#al certain other balance sheet changes. For
this measurement, management increases net inaoragfificant non-operating and neash expense items to arrive at an amount kno
“Earnings Before Interest, Taxes, Depreciation Antbrtization” (EBITDA). The reader is
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cautioned that the following value for EBITDA shduiot be compared to other entities unknowinglylTHBA should not be considered an
alternative to net income or cash flows from oprgpéctivities as an indicator of operating perfarmoe or as a measure of liquidity. The
reader should refer to the determination of nedrime and cash flows from operating activities inoadance with U. S. generally accepted
accounting principles disclosed in the Statemeh@omsolidated Income and Statements of Consolid@ssh Flows. EBITDA as used by
management is calculated as follows:

Three months ended June Six months ended June :
(Thousands of dollars 2008 2007 2008 2007
Net income $171,68: $202,60° $249,62¢ $314,40¢
Interest expens 18,13: 16,78¢ 35,80¢ 35,367
Income taxe:! 84,48¢ 100,53¢ 119,57: 152,25
Depreciatior 35,32t 33,27: 71,14¢ 65,51(
Amortization 5,36¢ 5,897 10,67« 11,34¢
EBITDA $314,99: $359,10( $486,82¢ $578,88¢

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFO RMATION

Certain statements contained in “Management’s Bisiom and Analysis of Financial Condition and Ressof Operations” and elsewhere in
this report constitute “forward-looking statementgthin the meaning of Section 27A of the Secusithect of 1933 and Section 21E of the
Securities Exchange Act of 1934. These forward-loglstatements are based upon management’s cexpattations, estimates,
assumptions and beliefs concerning future everdcanditions and may discuss, among other thing&ipated future performance
(including sales and earnings), expected growtiyéubusiness plans and the costs and potentidityafor environmentalkelated matters al
the lead pigment and lead-based paint litigatiamy Atatement that is not historical in nature feravard-looking statement and may be
identified by the use of words and phrases suc¢kxgmects,” “anticipates,” “believes,” “will,” “willlikely result,” “will continue,” “plans to”

and similar expressions. Readers are cautionetbqdace undue reliance on any forward-lookingestants. Forward-looking statements are
necessarily subject to risks, uncertainties andrdgictors, many of which are outside the contfahe Company, that could cause actual
results to differ materially from such statememtd &om the Company’s historical results and e>qrere.

These risks, uncertainties and other factors irchuth things as: (a) general business conditstrengths of retail and manufacturing
economies and the growth in the coatings indugiycompetitive factors, including pricing pressuesd product innovation and quality;

(c) changes in raw material and energy suppliespaicthg; (d) changes in the Company’s relationshifith customers and suppliers; (e) the
Company’s ability to attain cost savings from prctiliity initiatives; (f) the Company’s ability tauscessfully integrate past and future
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acquisitions into its existing operations, as veslithe performance of the businesses acquiredskg)and uncertainties associated with the
Company'’s ownership of Life Shield Engineered Systé¢ L C; (h) changes in general domestic economiditimns such as inflation rates,
interest rates, tax rates, unemployment ratesgehiglbor and healthcare costs, recessions, andjiclitagovernmental policies, laws and
regulations; (i) risks and uncertainties associatid the Company’s expansion into and its operetim China, India, South America and
other foreign markets, including general econonoieditions, inflation rates, recessions, foreigmrency exchange rates, foreign investment
and repatriation restrictions, legal and regulatmgstraints, civil unrest and other external ecoiccand political factors; (j) the achievement
of growth in developing markets, such as Chinaianellexico and South America; (k) increasinglyrsent domestic and foreign
governmental regulations including those affectimgenvironment; (l) inherent uncertainties inval\ie assessing the Company’s potential
liability for environmentalelated activities; (m) other changes in governmlgmtlicies, laws and regulations, including chanigeaccountin
policies and standards and taxation requirement$(as new tax laws and new or revised tax lawpnéations); (n) the nature, cost, quar
and outcome of pending and future litigation artteotlaims, including the lead pigment and leacetgmint litigation, and the effect of any
legislation and administrative regulations relatihgreto; and (o) unusual weather conditions.

Readers are cautioned that it is not possibleddipt or identify all of the risks, uncertaintiasdaother factors that may affect future results
and that the above list should not be considerdxtta complete list. Any forward-looking statemgpeaks only as of the date on which such
statement is made, and the Company undertakesligatidn to update or revise any forward-lookingtetent, whether as a result of new
information, future events or otherwise.
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Item 3. QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

The Company is exposed to market risk associattdinterest rate, foreign currency and commoditgtiiations. The Company occasionally
utilizes derivative instruments as part of its @befinancial risk management policy, but does me¢ derivative instruments for speculative or
trading purposes. The Company enters into optiahfarward currency exchange contracts and commasligps to hedge against value
changes in foreign currency and commodities. The@amy believes it may experience continuing logses foreign currency translation

and commodity price fluctuations. However, the Campdoes not expect currency translation, transactiommodity price fluctuations or
hedging contract losses to have a material adeffset on the Company’s financial condition, reswf operations or cash flows. There were
no material changes in the Company’s exposure taehéask since the disclosure included in ManagerseDiscussion and Analysis of
Financial Condition and Results of Operations e @mpany’s Annual Report on Form 10-K for the yeraled December 31, 2007.
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Item 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this repeég,carried out an evaluation, under the supenviaiod with the participation of our
Chairman and Chief Executive Officer and our SeNige President — Finance and Chief Financial @ffiof the effectiveness of our
disclosure controls and procedures pursuant to RRdel5 and Rule 15d-15 of the Securities Exch@tggef 1934, as amended (“Exchange
Act”). Based upon that evaluation, our Chairman @héf Executive Officer and our Senior Vice Presit— Finance and Chief Financial
Officer concluded that as of the end of the pedodered by this report our disclosure controls pradedures were effective to ensure that
information required to be disclosed by us in répare file or submit under the Exchange Act is rded, processed, summarized and
reported within the time periods specified in Sé@s and Exchange Commission rules and formsaasdmulated and communicated to our
management including our Chairman and Chief Exeeufifficer and Our Senior Vice President — Finaamee Chief Financial Officer, to
allow timely decisions regarding required discl@sur

There were no changes in our internal control éwancial reporting identified in connection withet evaluation that occurred during the

period covered by this report that have materiaffgcted, or are reasonably likely to materiallieat, our internal control over financial
reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

For information with respect to certain environnadmelated matters and legal proceedings, seenfbemation included under the captions
entitled “Environmental-Related Liabilities” anditlgation” of “Management’s Discussion and Analysfs-inancial Condition and Results
of Operations” and Notes H and | of the “Notes tm@ensed Consolidated Financial Statements,” wikigicorporated herein by reference.

Iltem 2. Unregistered Sales of Securities and Ustraéeeds

A summary of the repurchase activity for the Conymsecond quarter is as follows:

Total Numbei Maximum
Total of Shares Number of Share
Number of Average Purchased & That May Yet B¢
Shares Price Pair Part of Publicly Purchased Undk
Period Purchase Per Shar Announced Pla the Plar
April 1- April 30
Share repurchase progrdl) 2,000,001 $ 56.0( 2,000,001 20,900,00
Employee transactior(@ N/A
May 1- May 30
Share repurchase progrd®)
Employee transactior(@ N/A
June 1- June 3(
Share repurchase progrdl) 106,86! $ 47.0¢ 106,86! 20,793,13
Employee transactior(2 N/A
Total
Share repurchase progrdl) 2,106,86! $ 55.5¢ 2,106,86! 20,793,13
Employee transactior(2 N/A

(1) All shares were purchased through the Comganyblicly announced share repurchase progranO@aober 19, 2007, the Board of
Directors of the Company authorized the Comparyurehase, in the aggregate, 30.0 million sharéts @bmmon stock and rescinded
the previous authorization limit. The Company haehaining authorization at June 30, 2008 to purcB8se93,135 shares. There is no
expiration date specified for the program. The Canypintends to repurchase stock under the prognahrei future

(2) All shares were delivered to satisfy tax withhofglivbligations by employees who had shares of dficessd stock ves:
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Item 6. Exhibits.

4  First Amendment, dated as of May 30, 2008, to theo8d Amended and Restated Five-Year CompetitiveaAck and
Revolving Credit Facility Agreement, dated as otBmber 8, 2005, by and among Sherwin-Williams Ltteders from time to
time party thereto, and JPMorgan Chase Bank, M#\administrative agent, filed as Exhibit 4 to ShesWilliams’ Current
Report on Form-K dated May 30, 2008, and incorporated herein bgreace.

31(a Rule 13i-14(a)/15¢-14(a) Certification of Chief Executive Officer @il herewith)
31(b}; Rule 13i-14(a)/15¢-14(a) Certification of Chief Financial Officer @l herewith)
32(a  Section 1350 Certification of Chief Executive Offi(filed herewith)

32(b}  Section 1350 Certification of Chief Financial O#fi(filed herewith)
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly edulsis report to be signed on its behalf by
the undersigned thereunto duly authorized.

THE SHERWIN-WILLIAMS COMPANY

July 22, 2008 By: /s/ J.L. Ault
J.L. Ault
Vice Presider-Corporate Controllel

July 22, 2008 By: /s/ L.E. Stellato
L.E. Stellato
Vice President, General Counsel and
Secretary
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Exhibit No. Exhibit Descriptior

4  First Amendment, dated as of May 30, 2008, to theo8d Amended and Restated Five-Year CompetitiveaAce and
Revolving Credit Facility Agreement, dated as otBmber 8, 2005, by and among Sherwin-Williams Ltteders from time to
time party thereto, and JPMorgan Chase Bank, M#\administrative agent, filed as Exhibit 4 to ShesWilliams’ Current
Report on Form-K dated May 30, 2008, and incorporated herein bgremce.

31(a Rule 13i-14(a)/15¢-14(a) Certification of Chief Executive Officer @il herewith)
31(b} Rule 1314(a)/15+-14(a) Certification of Chief Financial Officer @l herewith)
32(a  Section 1350 Certification of Chief Executive Offi(filed herewith)

32(b}  Section 1350 Certification of Chief Financial O#fi(filed herewith)
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EXHIBIT 31(a)

CERTIFICATION

I, Christopher M. Connor, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of The Sherwi-Williams Company

Based on my knowledge, this report does notato any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer(s)cal are responsible for establishing and maintgimiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13ez15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and puresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

Evaluated the effectiveness of the registsatisclosure controls and procedures and predéntthis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; an

Disclosed in this report any change in #gistrant’s internal control over financial repogdithat occurred during the registrant’s
most recent fisce




quarter (the registrant’s fourth fiscal qeaih the case of an annual report) that has nadliedffected, or is reasonably likely to
materially affect, the registrée’s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

Date: July 22, 2008 /s/ Christopher M. Connol

Christopher M. Conno
Chairman and Chief
Executive Officer




EXHIBIT 31(b)

CERTIFICATION

I, Sean P. Hennessy, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of The Sherwi-Williams Company

Based on my knowledge, this report does notato any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer(s)cal are responsible for establishing and maintgimiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

a)

b)

d)

Designed such disclosure controls and puresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

Designed such internal control over financial réipgr, or caused such internal control over finahagaorting to be designed uni
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

Evaluated the effectiveness of the registsatisclosure controls and procedures and predéntthis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; an

Disclosed in this report any change in #gistrant’s internal control over financial repogdithat occurred during the registrant’s
most recent fisce




quarter (the registrastfourth fiscal quarter in the case of an annyabmg that has materially affected, or is reasoptikély to
materially affect, the registrée’s internal control over financial reporting; a

5.  The registrant’s other certifying officerém)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

All significant deficiencies and materialakaesses in the design or operation of internarabaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;

and
b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin

a)

Date: July 22, 2008 /sl Sean P. Henness
Sean P. Henness
Senior Vice President — Finance and
Chief Financial Officer



EXHIBIT 32(a)
SECTION 1350 CERTIFICATION

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report ondr0-Q of The Sherwin-Williams Company (the “Comygrior the period ended June 30,
2008 as filed with the Securities and Exchange Csion on the date hereof (the “Report”), |, Clofgter M. Connor, Chairman and Chief
Executive Officer of the Company, certify, pursutnil8 U.S.C. Section 1350, as adopted pursuadéttion 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of the
Company.

Dated: July 22, 2008 /sl Christopher M. Conno
Christopher M. Conno
Chairman and Chief
Executive Officer

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
The Sherwin-Williams Company and will be retaingdTine Sherwin-Williams Company and furnished to $eeurities and Exchange
Commission or its staff upon request.



EXHIBIT 32(b)
SECTION 1350 CERTIFICATION

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report ondr0-Q of The Sherwin-Williams Company (the “Comygrior the period ended June 30,
2008 as filed with the Securities and Exchange Csion on the date hereof (the “Report”), |, Searléhnessy, Senior Vice President —
Finance and Chief Financial Officer of the Compasertify, pursuant to 18 U.S.C. Section 1350, aspéetl pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of the
Company.

Dated: July 22, 2008 /s/ Sean P. Henness
Sean P. Henness
Senior Vice President — Finance and Chief
Financial Officer

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to
The Sherwin-Williams Company and will be retaingdTine Sherwin-Williams Company and furnished to $eeurities and Exchange
Commission or its staff upon request.



