Industry Leaders Shar

uppliers of additives o the paint and coalings
industry face the same issues thit others in the
chemical industty have to overcome. Key amomg the
1551€5 AIe rising caw matenial and energy prices,
globalization and consolidation, growing competi-
Lot [romn emerging reglons, and increasing regula-
tofy restricions. Successful additves producers seek
out the opportunities presented by these challenging
conditions, Tndustry leaders emphasive expanded
customer service andd support offerings and focus on
IMVESTIRCILE 1IN tnovation.

The global market for addilives used in paints
and coatings is valued at 52,9 billion, according to
The Chemuest grauns, & management consulling
lirmn located in Cincinnati, {3H. The North American
markel, which acconnts for 40% of the warldwide
value, is worlh 51.13 hillion and is growing aw 3.1%
[rer vear. Thespite accounling for a minimal percent-
age of overill lormulations, addidves do play a sig-
nificant role in delermining the performance capa-
hilities of paints and coarlngs. As a result, heavy
demands are laced on additives producers e ther
deswnsirean custormners. Market forces atfecting the
downstream supply chain can be strongly felt by ad-
ditives suppliers a3 well.

Consolidation in the global coatings market s
ime frend that has impacted the entire supply chain.
"We are seeing increased buying power on the pan
of the large paint companies, giving them betler
prive leverage over thelr suppliers,” says ChemQuest
vice president Michael T, Browen. "wWhile the smaller
size of the average additives supplier makes this
peessure more acute, the fragmentation and cus-
tomization of the additives market gives supypliers
sorme relied,” ChemQuest Mrecasts continued con-
solidatioo of formulators, particularly in the archi-
tectural markels of Morh America and Western
Evrispae
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The "Asia guestion” is also an is-
sue for additives suppliers.
Tnereased competition will e ac-
companied by increased opportuni-
ties as the Chinese domestic market
grows at double digit rales over the
nexl fOwe years. “Local additives pro-
ducers are emerging to supply the
local Asian formulators, while
Western additives suppliers are de-
veloping capabilities 1n the 1eglon
to supply the Western fomunlators
developing formulas Lo supply
Western OUMs moving to Asia, The
additives demand is driven (rom
this relationship with the {ormula-
Lor consumption often taking place
close to the soutce of applicalion o
Agia. Concerns for inlelleciual prop-
erly protection come 10 to play as
these local producers develos ofl-
seis o the Wesiern addilives, ™ Wi
Broswm notes,

Regulatory developroents fur
paints and coatings around the
globe will alse impact additives
manutacturers, VOO restrictions in
the 115 and the Furopean Lnion
are creating opporunities for inno-
vative additives producets to intro-
duce new multitunclional products
il help formuwlators meet regula-
tory requirements while maintain-
ing pecormance. There 1s concern,
hiowewer, abour the REACH
(Registration, Fvaluation, and
Authorizadon of Chemicals) legisla-
tion in Lurope, which is scheduled
tiy take eflect in 2007, “The major
Impact of BIACLH will be to skow
the innovation and introduction of
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I'heir Thoughts on Key Issues

new products Lo the Turopean mar-
kets,” Mr Brown states. “This conld
also impact glelal markets as sev-
cral of the major additives suppliers
are located in Curope and their base
ol customers are lovated in Lurope,
maldng it mere diflicult and less at-
traclive nn develop products for the
Mot Anmerican and Asian rmarkels
only,” he comtinues.

What can addidves suppliers do
Ly ensure continued growth under
these challenging conditions? 1Cap-
pears thal many are relying on in-
nowvalion as a strategy for success in
the fiture, M, Brown his bwo addi-
tional suggestions. “Lhe role of ad-
ditives needs to transiion from one
of modifving the costing Turmuola o
address environmental regulations
1oward a role of modifying the coat-
ing film for better performance and
new characleristics. These character-
istiew include surface hardness for
seratch and moar tesislance, antl-
microbial, thermal insulation and
reflestivity, cleanability, and appear-
ance. [ would also like (o see the in-
dustry drive (he customization of
products harder as this ts a rich
soutce of competilive advanlage
anil helps 10 ollset the buying
power mentioned earlier”

what are the opinions of leading
additives suppliers? ey do they
wieny cuITent market conditions?
Whar strateyies are they eonploving
to ensue sUccess n the coming
yeals? L CoaGETROR inter-
viewed representatives ol leading
acldlilives suppliers to the paint and

Market Update

coatings indusiry. Their responses
are presenied below. Companies
that participated in the roundtahle
include: Agualon, a basiness unit ol
Hercules Incorporated; Borchers
Cirabll, @ business unit of Lanxess:
BYI-Chemie TISA Inc.; Ciba
Specialty Chemicals; Cognis; Cyle
Mire Corning Lasuman Chemical
Company: Clementis Spedaltics:
Rhodia; aned Rehme and Haas
Commprany.

JCT: Ve are clinbing vawe mageriol
ind Frergy prices impacting e
eldidives markel? Are they af-
fecting any aite region of the
iworld more thaat anofher? Any
segment {aehitecleral, indus-
triaal. 2ic.) wiore an apother
Any additive npes more
orhersf

L. Peter hdanshausen, Managing
Director, Borchers GinhH: Fren s
cialities such as additives are al-
fected by climbing raw matrerial and
energy prices, which lead 1o higher
producrion costs. With global com-
petilion, suppoi ol local preduc-
tion by cleaper o1 less taxed enetgy
and cheaper taw matetial supply—
Taath ol which depend on the re-
gional situation—will always have
an impact un the commpelilivenegss
ol a compacy. Al segments are at
tected. With regard to addinwve
orpes, the impact depends on haow
many, ahd which chemical reac-
tions and physical eatinents, are
necessary in orcler fo genetale the [i-
nal product. Raw material prices
will have less impact on the fing!
'I'I'lEI.I{:‘TiE!I ‘L’i."}'lt’.!'l TTLITE: .‘1'1{".]?5 ATE [NECES-
sicy W produce Lhe addilive.

fobn Panichella. President,
Apualar: We ire: seeing raw maleti-
als and energy costs continuing 1o
increase in 20006 throughont the
workd, We are working Lo ollset
these costs with producivity proj-
ects ancl price increases.

Diare Browr, Clobal Adarket
Managen, Indusninl Coatings, {lngnis:
Mclustrial additives luave een af-
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(eeled Tile all materials and
have seen major cost in-
creases aver the last 18
months, All of the reginns
have heen impacted by the
ameunt and extent of the
price increases. '1he differ-
ence hetween the repions
comes to bear when the mar-
liets “return to normal,” Asia
and Furope were the first 1o
Teturn Lo Lypical market con-
ditions whereas Korth
Armerica was the last due Lo
the hurricanes,

Dirk Plas, Prestdent, BYK-Chemie
USA Inc.: Inthe NAFTA region, raw
material prices began escalating
during the course of 2005, rising
significantly in the fourth quarter.
Same of this develapment has
been driven by supply problems,
but it has not alfected delivery of
prodhacts to our cusiomers.
Additional concerns are the freight
surcharges and heing able to find
qualified HAZMAL truck drivers,

Vilker Oehl, Global Aajor Marker
Leader for Coatings, Dow Coring: We
have seen addilives prices inceasing
in general but not equally across
markel segments, As witlh mosc
chemicals, additives cost is infiu-
enced by the cost of raw materials,
ETLENgY, Lransfromtation, eic, Dow
Corning markets high value addi-
lives mainly to the inks, maring/
protective, industrial and wood
coatings sectors, and other seg-
menis. There are differences in
terms of value, ey, ink manufac-
tures often do not consider the high
value additives while automotive
coating manulaciurers often deo.
Hence, the effect of the rising cost
of additives influences somme market
SEEIIENLS SIonger.

Sandeep Goel, Addivives Marker
Manager, North America, Bohm and
Haare: The rising cost of raw materi-
als and energy is driving up the cost
of producing additives. including
rheclogy modifiers and Jispersants.
Additives suppliers have been im-
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pacted by the run up in petrochemi-
cal feedstocks, including ethylene
and butane, These feedstacks im-
[ract key matetialg such as PRG
(polyethylene glvcol) and DIB (di-
isobutylene), which have experi-
enced signilleant increases in price.
As expected, rising energy cosis are
also driving up manufacturing and
shippiing costs.

Marcelo Herszenthaul, Business Line
Manager, Cytec: The rising cost of
raw materials and energy has had
an impact en the additives market,
similar to the effect on the coaling
markets in general. The entire value
chain has been alfecled, making it
difficult to fidly implement price in-
creases, especially in a competitive
glabal markel The wpes ol addi-
tives most affected are likely those
used in less demanding areas, such
as in low-price commodily surlfac-
tants in interior avchivecural latex
paings, Specialty additives, like
those used for waterborne and Tow-
YOC systems, are probably the least
impacted since they have unigue
perfermance properties which are
not easily replaced.

JCT. Hawe additives sippliers been
eefer (0 pass om price fncreases
fur Htaitbain wargins? Agaie,
fae fhe experience been differ
el for differeni regiong and
sHErliel SEgTHATHTS

fohn Foley, Vice Presideny of
Irduserial Formulations, Rhodia:

PR cour ey of BYK-Chamie CmbH.

Ehodia has had ne choice bt
L3 gNTNOUnCe price increases as
we allerngd to recover the full
cost of producing our prod-
ucts. Howevey, it's always dilli-
cult 1o keep up with our rising
Costs, So we are constantly
seeking—and finding—new
wayh b0 innovate and improve
U opeTations yo that we can
remain the supplier of cheice
Jor our customers, We do see
some dillerences across our
markets and regions, hul the
drivers on higher costs and
ol drivers 1o Jmprove 216 common
factors acoss our business.

Greg Kalschew, tndusiry Manager,
Indusirigt & Decorarive Coatings, Ciba
Specialry Chemicals: Most manufac-
turers have had to pass along some
ol lhe increases on select products
and in specific markets. However,
globalization and cost pressures
iram the end of the value chain are
keeping much of the dynamic in
check, Ciba works hard to minimize
{price] increases through process
developmenl and optimization.
With additives, it is also critical 1o
opLimize system performance by
matching the performance needs
with the cost tolerance through the
selection of the fght products. 1n
other words, pick the right products
for each individual svstem.

Shruti Singhal, Global Market
Managet, Consumer Coatings, Cognis:
[he to increases in key raw material
prices and rising oil and energy
prices, we incurred tising costs in all
areas of additives. LInfortunately, we
have beem unable to recover all in-
creases that we incurred, whether it
Was OU OWI1 13w malerials or ones
relaled to energy and transporta-
ton. This has led to a squeeze in
margins and profitability, glabally.
It has been very difficult to pass
along increases in Asia-Tacific due
1o severe competition from local
and small size producers,

Michel fanssen, Markering Director,
Elemumtis Specialties: 11 is impossible
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