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A Primer
for Those Who

Implement M&A Decisions

But Do Not Make Them

8y George R. Pitcher, The ChemQuest Group, inc.

he topic of “mergers and acqui-

sitions™ (M&A) s one that may

scem shrouded in mystery, both
for those who make M&A decisions
(but are generally not invelved in
the details of implementation), and
for those who are involved in the
implementation, but not in the initial

decision-making process. This article
1s intended for the majority of us in
the paint and coatings industry who
are not involved in the decision-
muking process regarding whether
“to buy or not to buy,” but who must
live with, and make work, the our-
come of those decisions.



A1 Jhe very least, readers should gain
anew appreciation (o the clemenls of
A activity, and heoew they afect the
final cuaipyl,

Withour referring toa dictinnars
fur sirict definirions, the terms “merg-
ers™ and “arquisilions" have beeome
sonewhat blurred in practical naapge,
although there are still some definite
differences:

+  Apacquisition is che purchase of
one company by another com-
pauy ot husiness encicy, whero the
WL UITInE company 15 clearly the
new et The acguived company
ceases to exist from o legal peinc of
view, and 1he acquiring company's
stocl comtinues to e rraded.

* A merger Oocurs when oo inde-
pendent companics decide to join
forces and ga ferward as a single
iy COITIPAILY, Tather than as
independent enritics, Bolth slocks
are surrendered, and new com-
pramy stock iz issucd o thelr place
A mood example of such a merger
ok pluce when Ghaxo welleome:
ad SmithTline Reecham
merged to fonm the new sarity
FlaxaSmithling,

11 even move praceical terms, “acgui-
silien” lends o huve a pejorative conne-
tation, and o B is noc uneaetmon e a
vomnpany miking an acquisition to allow
the compary heing acouired o reler
viphemiztically to the transaction as
heing s “mgrpen” which varrics a oach
maore face-saving connntation. A classic
cxample of Lhis woulil be the takeover of
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Chrysler by Daimler, which was widely
velfgrred o as a “merger of equals™ at the
time, althomgl it wis widely recognized
as moching ol Mhe Lind.

A nrerger will generally be referred
to by that term il bolh OFO' agree that
juining fgecher is in che hest interest
of boatl companies. Lf an nnfriendly
takeuver oecurs, howover, the doal
i5 virtnally alweaees reterred to as an
“aeguisition,”

HOW ARE MERGERS AND
ACQUISITIONS INITIATED?

Al mergers and acquistion should
berin with a strategic plan, although
may Cperhaps mastd do now This plan
should include elements that concem -
plate the following lypes of questions:

w Tooun ideal warld, whorae dn Twani
nyy business to be in five vears,
amel whal do T want my business te
hie doing? Bimply scated: “When T
grow up, wht do [ want o be?”

= HFuow dormy corrend ahilivies slack
ur with regard o achieving my
strateic guals?

= Floww much ol my scrategic plan can
te fulfilled with organic prowth
crealed iy mv cureen ahililies and
TEEOUTCesY

«  wyhat pereontaye of my strat-
ey will remain wn fulfilled
unless L also prow inerganical-
Ly—tawe, theough mergers amel for
acquisitiong

ln a mture market space liks
rroatings. the Mnsc onmimen way s
that a stravesis plan can return
value to stoekholders is through
niche business, movermnent into
HelJECO R SRACCA DI MoeTTg I
inta commpletely new spaces.
Cumprmics 10 @cuision meoede
Ionl at the menns to achieve
fuiure prowth from several
anples or comhinations of these
angles, ws fedlowas,

Harizontal Growth

A oM [a Ny Ay Want gresier
market share, ezpecially na
el markel, and @ good way
o dotluis 1s to aeguire (or merge
we il I coenpel ors or a division
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ul compelitor, This not only supplics an
infusinn of new products and samecimes
even new technology (o “technology
euck-re™y, Tt che inereased solym
generally places the acquiring compary
in g bt e v material purehasing posi-
tian, and allows i1 o proadece addicional
product with ouly incretmental cost
inceease, cspectally if it purchases only
the techinelogy of the acquired eompany
o clivision, but not the foeilities.

The abilits 1o real Lhe new Buziness
as incremental also enhances the bottom
Tine ol the acyuiring conipany, & eesin-
Ple of this tvpe af acquizition was PPLTs
rurchuse of BASES Morth Arnerican
Trdustrial Coarings T fess in 2008,
without purehasing any facilities, thus
increasme s markel shares o The il
i metal extrasion coatings marlet sep-
renls, Another was the 2009 weqguisition
of 81 Groupe-Canada, T.ed s alloed cecls
nelogy by QI Polymners, o major Mecth
Amcrican producer ol alkyad amd modified
alkyd resins. The latter is an example of an
scuisilion that scrved mwore Than s singla
purprse it represchted boch horizontal
rronwth for OPC a5 well as extension of
its peozraphical posilioning. This sortof
Fmueltiple angle nequisition strarewy™ is.
in Tacl, Ty pically al weork 1o one doegree or
another i most b8 A activite.

Vertical Growth

Arave material supphice may wish to
begin producing some of the major raw
mabeials nade by s customers, (0 gie
it abetter cost position than its compet-
ilurs, which are selling only the ingeadi-
ents for their customers’ produets. This is
callsd *forwend intepration,” and a gl
example ol this necyered carly in the past
decade when Hastman Chewndeal, o major
supplice ol manciners wsed inalkyds and
polyesters, nequired bMeWwhiormer Resins
agan outlel for iis mononers, and asan
entrée into the resin market. Another
highly publicized example would be
Dow’s acguisition of Bohm & Tlaas.
Lnfortunstely, Eastroans scquisilinn
wasah example of an aequisicion chat did
1ot wark owt (it 13 said that aboat S0-804
don’t morzan this laled, and Tastman
then sald its resin business to Hexlon,
which was, in luen, mersed by ics parent
company Apolls Management L1 with
Womenlive Porfornunce halarials
Lo to form Maomentive Performance
Blaterials Holdings LLGC,



A COTIPANY Ty 3150 Chomss L ghow
wirrically by dning just the apposite
and haekward mtegratiog, An coum-
phe ol this weould bie a paing company
that decides to produce its resins by
purchasing monomers direetly, racher
than purchasing finished pelrmers and
resing from resin supplivrs. A painl sup-
plivr would gencrally choose to do this
to give itself a berter cost position than
its conmpetitors Lhal arc purchasing
rezing and palymers from third parties.
Good examples of this are Akzolobels
Coil wned st rusion Tiisiness Tonit and
itz Paclkaging Business Unit, both of
which use menomers purchaced by
Ak en Molel oo male che resins that are
the basiz for the coatings that chey sell
cilhicr allorin part.

Adjacent Market Segments

A compary mmai do this to expand its
Larieomns, onhanee 15 910 s ivoness a5
abwisiness, creare futire growth oppor-
tinities, and intprove proflalilice, an
crample of thia type of aegquisition weunld
be Shervwin-w illiams acquisition of
Aceyrale THspoersiong eom Taztman
Chemical Company in 24403, altheugh
wosse e W b meade Lhae this s alaa
Facksvard incegrarion, Another more
recent example wonld T the acquisition
of Tsnthermal Protectdve Coatings [ TR
by Edee Adbesives in 2005, which added
clasmneric ronf coatings and similar
products made by 1000 o Eolwe®s existing
Tirgs il adhesive and sealant prodiets
nzed i eonstruetion and eoofig, thos
cxlemding Faloe's marker eeach intoa
significant addivional segment of the
vestruciion indust re, Nove: The Nelds

of “Adhesives & Sealants™ and “1*nints

& Coatings,” have roughly 885 ol thedr
raw macerials in contmon, and very likely
a higher pereentn: of thu 1o derms ol
conmmnn end-users and market segments,
yer it s reallv quire surprising how tarcly
Theag corm manalities 2 noted and

acted upo ‘Lhe “blinder effect” tends Lo
causy imdust ey plavers b vicw these twn
product plarforms as completely tnre-
Lt which in turn cadaes potencially
value -added merger andor nequisition
aclivity 1 go eeerlouhed wnd narealizod.

Geographical Positioning

Lo a global economy, supplives o
ex{recied o follow their customers

MERGERS AND ACQUISITIONS
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wherever they we, Somaclimes building
nuwe fucililies in strategic global areas
makes the most sense, bul olher limes

a well-placed acquisition makes even
more sense to expand the acquiring
company’s brand recognition, ineorpa-
el e technologies that may be of
specitic impeoriunee in the nesw geo-
wraphical ared, escablish new relativn-
ahips nnd acquire addilional custamers.
Amung numerons examples of this type
of M&A activity would be H.B, Fuller
Compdany s 25 acguisition of TOMNSAY
Adhesives, lae., the [areest indepen-
dent engineering adhesives company in
China, and 1A Diztribution Grong's
2015 acynisition of Tnipes Solacions
Cunuda, a move that enabled the
Stamtord, Conneclivul-Tased EOTA
vurer the Canadian specialty chemnicals
distrilaition market spaee.

Praduct Lime Extensions

This s lairly self-explanatory. If Company
Aomakes alkyds, i may wish acquire
poleesior lechnology from Company B
that con be made on the same cquipmaent,
or it iy leve 2 desive to nequire acrylic
technology from Company O o hrgaden
its range of [ech nodngy offerings to a
markerplace inwhich # curventhy opee-
ates—or tox pand its manlet penetraton
inco segments where it ducs not curren ly
cperate, Fxamples of acquisitions that lad
produet line extensions s thelr pringipal
goal are PG 2015 acquisition of IV

Tndusrrial Coacings and, doring that same
vear, hraton Performunee Delymers, Thes
acquisition of Arizona Chemical Holdings:
Corporsiion's highlv-complementary Tite
ol high-value perfoema nee prodocts and
specialey chentieals derived from non-
hpd rewcarbon, rencwable resourees.

Acquisitions Outside of Adjacent
Market Segmenis

[or long-rerm straveyic reasons, 4 com-
pamy may decide 1o make an acguisicinon
completely outside of its tradirional
muarket space, A good eaample of this
was THPancs 1990 acquisition of Ioneer
Hi-Bred lnternational Ine., the Tilod
Srares” largest seed cotpany, This pur-
chaze, conpled with Do lPont’s oumere:d
ket in selling its Povformance
Chemicals Pivision, seemed to signal an
imderes) b TaPonl i moving Meone ics
traditional petrochenydeal-based busi-
nesses it fond and hip-baced macerialz,
an entirely new market space. Az we have
seer1 in the vears since this soguisilion,
this is exaccly the strategy that Dulont
WS PITSIIIE,

Non-strategic Acquisitions by
Private Equity Firms

Activity of this tvpe tends to bbb and
e, dependiog largely on the economy

and the multiples at which specialty
choemival producers s ee selling, This
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market space s aever Fat from the
thuughrs of private equity Airmy, howe-
ever, because they cansider the spee-
trum of specialty chemicals businesses
sueh as painee and coalings: adhesives
and sealants; home care products; svn-
vhetic lubricants; household, industrial
and mstitutional clearers FTTT &1 and
a few olhors to Yool partewarky atlrac-
tive in the long-term, since Lhe need for
all of these Lypes of products Is on-geing
and slesaly inerensing, Activily Ty pri-
vate equity finms lends to pet apgressive
whun companies ave flush with cush,
They like fragmentalian @ nd enmplex-
itw, amd they tend o be dry-eved, ruher
Lhan eracional, in their syscasment aad
plamming process,

Sune private equity firms purchase
a coMmpany, ateempt to make it meore
profitable by slashing and burning, and/
or Inading it with debt; somer mes dhis
workes, but somelimes all they surced
in doing s in destroying couiny, racher
than creati 1. This appreach 1s i gen-
eral disfavor, although it docs oceasinn-
ally happen.

Gencrally speaking, the private couity
firm expects to own the seguisition for
approximatcly (ve vears, during which
vime it will doowhatever is necessary to
increase its vilue oo that it can be sold ac
a signilicant profit. Tvpical approaches
to increasing vulue, [llowing the
purchass of @ desired comnpany, involve
selling-off undesirable product lines,
ser¥ices or facilities to generate cush
and make the company mere peofitable,
The acquiring camprainy may:

= Treat the new purchuse as g stand-
alope compuny, which  with betler
my kagement—will turn intg s
winner that cyn b sold ar slgnifi-
vanl prodii.

»  Configure the new purchage as
a “platferm® noo whicl it ean
[urehase “holt-ons"—smaller con-
panies in Lhe same geneval marker
space that will create wresler
eritienl muss, und cnable the
platform to produce lower—onst,
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higher-quality producls at greater
prafits levels, 1his inereasing thae
value of the company,

» tHienheingin ERTP and MRP
systetns to help the platform and
bolt-on cmbpanies beeom more
integrated and smonth-funedoning,
thus creal ing even sreater valu, so
thal it can eventually besold oa
strateric commpany in the soow mas-
ket spuce o can be taken pulsdic.

HOW ARE MERGERS &
ACQUISITIONS FACILITATED?

A numher of entitics may he called
U to agsisl Fhe acguiring company in
deciding upon, and making 2 successtul
bid ler, another cnmpany, depending
upon a va ety of foetors, including but
nol Thinited to—siee ol both the acquir-
ng company and the enterprisc tha it
iz hoping to acouive Le e of Gnancine
rhat iz beiny contemplated: whther
the weguiring company al ready has a
speeifie corporale target in mdnd or
a specific group of target companies;
whether an acquiring company has only
certain (v pes of compandes inomind, or
even cortain typos of market segments
that it fecls would be abhactive,
Omthie by side, o clicnt may want
Ly purchazis
= Aspecific type of business that
provides products based on tech-
nelupey that it wishes w add 1o its
prorifoliv,

« A compdhy that eontforos ta very
spedific ideas aboul what type
af enterprise it wishes to pur-
chase e, notjusla company
that specialices in polvurethane
coalings, bur one thal spoecializes
in polvurethy ne topeoats for com-
nvcial aircraft,

= A compoany wilh s specific business
cultnre—cp, 2 “fomily wtrme-
sphizre,” that has been successful,
has a guod name, and that it would

prefer to provide resoutees to, so
thar che business can grow, while
colyining the ariginal management
teat that mmade the company sue-
ceasfulin (he iest place,

Lo all three of theze *buy-side”
scenarins, die buyer typically seeks the
help of a specialized, highly-knowledge-
able curside firm jn identiying appro-
priate candidate avguisition conyanics
of the vy pe Tor which i is looking.

{In the “=ell” side, & com pany may
e itervested in selling, bur onfy under
speciiic conditions or to specific evpes ul
TEW WIS, For cxamprle:

= A privately-held company may

wish to be sold to u strategic buyey
inIts ewn s, s that it can he
inlegrated into a lacger organiza-
tinn that docs busically the symie
things thar it dees, bul un a larger
scale, and with wecater access ()
capital Tesnurces.

= A company in “selling” mode may
want a mew cwner with a cerlsin
business philosoply or corporate
culoure that 1s campatille with the
gellinge com pany’s philesephy and/
or culture.

+ Onthe other hand, acompuny may
spucifically wisl to be seld e n
non-gtratewic buyer  pechaps oan
eguily fitm thatwill hely it hecome
a stronger commpuny Wwith an
infusion of capital and improved
Tuisiness practices, prior to zelling
thern in five yoars or so,

‘Lhere sre many otlier ressons and
preferences of compa nics that either
wish de scquive or be acquired- and all
requive assistance from knmeledgealhe,
unhiased thind-party experts,

These varwns | ypes of acquisition
goals may involve iInvestmenl bankers;
industry “moatehmas kees™ indepedont
third-parly experis to perform various
aspects of *due diligenee,” whether it
be financiul, technical, ar praducrion-
relared; regulatory; HR: 1ax/aocounling
sales or markeling-related; HS& B-relaved

Generally speaking, the private equity firm expects to own the acquisition for approximately five years, during
which time it will do whatever is necessary to increase its vaiue so that it can be soid at a significant profit.
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on legzal, Toifferent firms speciadize in dif-
forone aspects of merger and scquisition
Facilitation, Tn general, ihe acguisition
process unfolds ss Tollows;

Due Diligence

Once a poteniial merger ur seguisition
haz beon identified, (he scquiring com-
puny onters o a relationship with the
acquisitiom 1 arget wder which certain
docymentz—ainancial, technicul, com-
metreial, legy], and rezulatory- ate made
availulle to the poteniial acquiriny
cumpany sl its agents for the rposes
of evaloalion and investigation, 'Lhes.:
by no means cunstirute all dogoments of
potencial iplereat ar value, 30 the acouir-
iy company is well-udvized to acl upen
Ihis intormacion wich cantion, For this
reason. il generally hives dnhinsed,
third-pary firms (o cvaluate, aod ren
der apiniones upon, the financial stabilily
of Ule: target company’ soundimess and
lncus of ity technology base and cumrent
produets; guality of products; exlene
and respuongiveness of technical service;
production capabilitivs and Hmicalions;
markec analysiz surrounding the cucrent
and likely Mucure needs lor its products;
cotmmercial aspocts, incloding coe-

rent market shave of ceriain products,
pronduct lines. and market sub-sogments;
compliance with HE&E logal require-
ments 15 well as the rabustess ol the
rverall HS& T system; produet claims
history and certain ol her aspects of 1he
business that have the poteniial oo inglu-
ence “Tu Ty” or “ Mot Buy” decisions.

& guick lovk ui the types of derermi-
nations thai thivd-parry (irms are asked
to make with reygard to any polenial
Justice Lheparement or FTO “triggers”
thal eeuld comne o play and disrupt—
or seriously delay—the petential acqui-
sitiom should give the reader a flaver for
the evpe of polantial situalions that are
evalusied bw outside firms performing
due diligence.

Yor veample, the FTC considers the
Herfindabl-Hirselman lndes CTIHEY)
to be om ericical mewsure when con-
sidering whether nr notto object to a
potential scquisition o merger, Lhe
HTIT is caleulated by taking 1 he sum
of the sguares of the two corpanies’
rmarket shares which, based upon
Chemthuests experiences, cannot exveed
10003 for any given product market wAth-
FHIE TAlsing quUestions.
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MERGERS AND ACQUISITIONS

Example 1: TN ompany A maret
share fx 30% amcd e cotmpazy Hhar
it wirhes to acgeive Ras 8 market
share uf 5%. Fallesveing the tor-
Imely, (WF oM + (5 -25) =025,
wehrich 1 <IN, A s naor
cress {ho 714 throshold,

Example 2: If on rhe

arthar hand, Company B

miarket share ix 31% and

the compay it wisles fo

Acqurire fras 2 markel share

oF &%, then {317 =081} ) (7

=400 <BOTL), witicl is =160, ad

wonlid set off afurm halls,

Ewen if aproposed acouizilon,
mrger passes the HETTirmus test,
ghere is 1 aecond, more specific, livinus
test: The merpod companics are ot
allevmied to b in 2 posTlinn where they
eould raise prices 5% ooy given Fear and
miake it sk, Tn he abselutely clear 1he
Justice Trepartment has alughly-vested
inlerest i making sure 1har the merged
EOnIp T ics cannot raise prices by 5% in
any given “product marke!.” which can
represer a produet line, bramb, orcven an
SELTin iy erd-use or gropraphical are,
sotetimes dom o Lhe Zip code level.
(The marroemcss of the geographical area
penerally relates to the number and e pe
of file complaints received by the SEC)
This iz meanl i prevend LT newl-nicrged
company (o excreising essentiuliy
mimopolistic practices cilther ncally or
regioml v, even thowgh itmay noy e alle
torJe 50 on an eeerall national level,

The investigation necessary to alitain
this sasurance w often referreed to as the
*2NY ies1” Tlere the cquation vaed i
FCompany X market sharg) « (Company
% market share) =250

Exampe 1: Company X iterker

share [s 24%, and the company

that i wishes to scquire (Company

Y1 has 2 murket sftare of S5, Su 25

2248 48 5 5 =240% tiiy wotld pass

t B 2500 poings or less” test

Example 2: Company Bs onerkod
sharc iz 26%, amnd the Company ¥
thar 1t wishes o acgiidre has 2 mar-
ket share of 6%, S0 2 % 26=52; 52 &
G=A12: this wiould m prass the rest,
aud wowld semd up alarm bells.

Triggeriny sh alarmal 1his stage 1s
nota good thing, because it sends the
Juslice Deparlment o signal thae will
e wrieweed writh an cx tremely jaundiced
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eve, aml could easily Lic-up cle process
for 8- 12 months, For those of us in

the business, Failing the {2X)V test is
often thought of as the “KOD* {Fiss of
Treathd, but (hings ave not always what
they uppear to be on the surface, and it
somerimes happens that acsuisicions’
meTgEes 8k st appenr Lo present the
potentddal for some form of monepoly
which, upon further investigarion. is noc
suppnrted by the facts.

Am exanple of this type of concern
oceutred wlien Bohm & Tlaas acguired
Tpeal. BeH had the 21 posicion in
acrylivs and Uhoeal had the 21 posilion
it winwl avrylics, and the govern ment way
very concerned thar thoy sould basically
v ™ thie b eompoaents thal were fTe-
quentiy mixed by formulstors to produes
finighed produet s, This was vesolved,
henarever, bocalse & H was alile to show
thal cractly the same reactors thar make
autvlics arc alle ey make vinyl acrylios
ionthe same day, if necessaryd, so e
indosiry woukd e selfrenilating. Ay
cormpel itors whe nade cither acryvl-
ics or winvl acrylics could do he same
tluinng, and switch their produet nis st
will. Therefore, the merger of RETL
Uneeal Jid not have the pacential to “lock
up™ the production of both resins.

PAYING FOR AN ACQUISITION:
THE CONCEPT OF MULTIPLES
The term “multiples” is inexorably asso-

clated with mergers & scquisitions, and
sirn il vefers to the “multiplior” thar
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will b s, generally with some aspect
of earnings, such as FOTT or EBITIHA.
bt it could alse mvolve annual sales
revenue, of any ol her financial figare
that relates directly to the everall healih
nl the husiness to be acquired.

Vor example, il Comreny & consid-
s that purchasing Company T is «
good investmenl ([ {hey can purchase
Company B for 8 its average RRTTTHA
ovier | he past thres years, then its offer
wonld invalve paving a “mylliple of 5
ERETTrA for the proposed acquisition.

Bultiples in the paint and coatings
seprment nnd closely allied husinesses
such as adhesives, as well as the roow
material marker segments (hal pro-
vidde products to both businesses, were
severely depaessod over the three o four-
year period followring the anset of the
Grear Becession, which nominally ended
in June/luly of 2009, Prioe o 2008, painl
and coulings suppliers were selling at
muldples in the range of 5-9X ERTTIA,
arch ydhesive companies were selling at
10 12X ERTTTA byl ihis cume to an el
with the Great lecession nf 2007 2009,
and drapped wo the neighborhood of
5-0X for coatings, and 7 -8 lor adhe-
siviss Ay Lhings vontinued to recover,
hemwever. the multiples began creeping
up. Ry 2012 multiples in the coatings
industey had risen o The g of
7-7.5% and in the adhesives industry ineo
the & OX range, Tiv 2006 multiples had
reached B-14 tor the coatings industry,
and wire: Irgding in the range of 11to 16
inthe adhesives industry.

When a5 said and done, mula-
ples tend tobe a“quick and dirly”
way ol deletmining how an indusroy
1z viewed by the Anancial communily
and industry, in general. They are only
one measure, o conrse—bul ey srean
impuriant one,

WHY DO SO MANY MERGERS
& ACQUISITIONS FAILTO
PRODUCE THE DESIRED
RESULTS?

Arvinformed cslimgte wondd be that
somewhere between 50 B0% of mgr-

e w ] mcguisitions fail o produce the
desired results. There are many ressoms
Frar L his—too many neasons to 2o ioto in
this ardcle. SulMice it tosay Lhal, no maluee
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L roueh “Comapiany A7 thinls that it
kmoves alvagy “Cormpany TS50 can never
lenonar enough. Two factors are the ot
Likaaly ter cunsae disappoint ment, however:

B Culural Feavres =3When compunics
merge, they bring together employ-
cos whn e JiTerenl privrities
and different wavs of thinking
abumt—and performing—their jobs.
These difMering culluees inevitably
lead to confusion and fruscration
ameng the alafl, noncomplisnes
with requirements and repgula-
tioms, warlons responsibilities that
“glip through the slacs,™ and higher
costs of business due to operating
ineilicicneics.

2. Tack of Insight into the “Suceess
Factors™ of the Compary Belng
Avguired-- At the Tighes) Tevels of
the acquiring company, there is
ulten a back ol trye undorstand-
ing regarding why the compainy
thit 15 going to be acguired 1s so
snecessful. A classic example, with
the names withheld wo protect the
prarlicipants, will serve vy a cau-
tinnary tale:
= Company A was i direct com-

peticer of Comparee T and sup-
plied exactly the same typas of
produets, hased upan e s
generic techiologies and aleo
applicd as primes + lupeoat sys-
tems, to the same eud-users and
subjuc! lo the symwe warranty
conditions.

»  Beth Company A and Company
T swore wiety sLecess [y and very
profitable, and the assumption
was thal 17 Compa iy & purehased
Company By technology and cus-
Lt Tisl, weilbeenn, pure hasing its
plants or equiprnent, Company A
vould wil] Company Bs business
to s o on A neremencal
beisis, anel would pencrate sabes
equal to that of Company A and
Company B eonibined and male
oven more profic than e sep-
arate profits of Company A ond
Coermipa iy B added oy her,

*  Compay A supplied coatings
hased upon & varicly of technol-
ngies, but they all had one thing
in conmmgn: il supplicd primers
and topooats, and they wore
whwars used as g system, av a
condidon of the warranty.

I IR I T

An informed estimate would
be that somewhere between
50-80% of mergers and
acquisitions fail to produce the
desired resuits.

* S farn segond, . HOW EYER.
since Company A and Company
E were cornpetitors, tley hal
n}a"l:lr' I:'I'Jﬁl,r_erlCTti irr [ lnll n'll.:ln:
wlin nzed one of them as a prio-
cipal supplior, and the other =s
a baclk-up supplicr, just th “keep
the principal supplier henest,”

+ Whaon tha D compa nics
merged, the customers that they
had o comuimon were et happy
campers, hecause they noe Tad
anly a single sparee of supply,
and suddenly loae Hwie leverape.

+  Hesulty They brought in
Company © s 4 new supplicr,
which serinusly cut into the
sules revenue of the combined
Company A+T, and also reduced
its vverall profit. Compay
A+Td conld hawve lived with this,
becmise when two companies
v, Chiy always plan e s
certain amount of lost business,
although it is virtually never s
realistic number. . {ITnpe, as
they suy, springs eternatb,)

+ What Codmpany A+T eowddn'l
five witht was the situation that
desveloped alrmoed ws soon as the
ink wras dry on the acquisivion.
Comipany & and Company T
iy have made the same ypes |
al products using the same Lype
of equipment and sold these
prowluets to the sanu: custem-
ers, GUT they did noc make
Lheir money 1 the same wiy.

o Company A made almost all
ol il profits from dhe sales
ot its primers, which were
priced very high, wnd vory
little of its profics Frowm its
Lopeasts, which were pricued
very low. Since they were
always sold as a system, Lhe
custmners didn’t care about
Uhe inclividual prices, us lung



@i e taral price of the ses-
tern, o a square-foot basis,
wdd cormpelilive,
2 Company T, howeser, made
its prodits in just the opposite
vy —il charped a Tol Toe il
topenats and sobd the primer
ata very low pries
Al hig poant, the readaer s probalile
wondering vy the customers didn't
just purchase primer from Company
T and copooats Mo Company A, cven
wlien they were separare companies,
b0 ol The Test possible eveeall system
grice. The answer is becanse these coat
ings wore vory hiph-cod svsicms with
extremely long-term warranties, and
nelther compamy would offer o warranty
anless ite o i primer was uasd under
its topproats.

When Company & putchased Companyg
B, howrever, it uois owned hoth sets nf
primers and topeoats, w0 the mutual cos-
torners hegan purchasing the inexpensive
rrimers formerly made by Company B
and the incxpensive fopaoals emely
sold by Company A, and then demanded
Thes s e weur sl y coverape sineg wld
products now belonged to Company A,
which was Lhe ®warranty grantern”

The resulc? Company A which had
b 2o nerease boch 16 sales and
ics prodics chrough the acquisition of
Company B, nstead (st both sales wnl
predits i fact, ies peoiics drpped signifi-
cantly beloss wlhat the combined profits of
Company A and Company T had Teemerdy
been on the sanie volume of sales.

“SYNERGY”—THE PURSUIT OF
THE ELUSIVE BY THE DESPERATE

Aguick word alnut “sencrgy,” which is
otten used to justify mergers and acoui-
cilinns, is inarder
+  [fuszedin a business application,
FavneT e Teans that teamwork
will provduce an cverall better
result than if cuch person within
the group were worling toward
the same goal individually
= Tisalao nsed T suagees thal
nltiple divisions within the same
CEHTI I My —e L Cormpanics wilh
coraplemencary strengilis - shouald
Tz bl to procduce an vverall betoe
rezult thon if each division ot com-
[y wore workine separalely

MERGERSE AND ACOUISITIONS

O B

T have worled in indwstry for ever 45
wears, however, amel have only rarcly seen
bz fTde cxamplos of “synergy atworle”
Why is this? Agnin—tuo complex to go
mto any real degree of dotail inehis arli-
cle. A Tew things to consider, however:

+  The concepr of greap cofresion—
thal property that is inferred from
the nomber and sorength of mutial
puositive attitudes amomg mermn-
Bevs of the groape iz the basis of
the belief that syvnergy is redl wnd
can be achicved. Tnlortunately,
thore are virtualbly alvwars negative
asprects of groap cobesinn hal
have an eMecton group decizion
malking mcd, consequently, on
aroup ellectiveness.

+ Oneof these negative aspects
of proup eobasion is vhe frisky
shill™ phenamennn, which is
the tendensy of a group temake
evisinns that are riskicr than the
members of the moup would lave
recomownded indreidog e, This
phoenmmenon is freguently seen in
action ., . but only rarely docs it
lizae] Loy ALlrress.

+  Another negarive axpect is “Group
polarizeno which ocours when
individuals in o group begin by
ok o I deTil e sua T T s insu
regarding 2 common value and, after
Lhaving discussed i, end up laking
A mnre exereme srance. Mot good -
witness todays politival seene.

LR N R N R

+  Yetannther typical negative
conzequence of proup cobesion is
whal George (rwell soopreseiently
referred to in his great movel,
1984 ax “group Lhink"—a modc
ni thinking that people engage in
when they are deeply involved Ina
cuhesive group, wod Their desire to
be “teany memhera” tramples both
their good sense as well as their
marivalion 1o realislically appraise
the alternative courses of netion,

Pilcters Axfom: There is no such thing

as aynergy in buainess, a nd—il pou helieve
that thers is—itis quite likely that you
have seen unicoens in the Aeshoamd ety
do believe thar “the checl: is in the ninil”

POST-RECESSION MEE ACTIVITY

Afler Jeoppiog significantly in 2008 yml
early 2000, glohal acquisition accivicy
in the paint and coathpys market sector
Trega n prcle ng upr SFfoueree 1. TTowacver,
the activity has been halting, and has
nel resched pro-recession leeels, st least
in mumbers of acquisitions, which haoe
Tewclied al 32 (plus or minus) sinee 20040,
(e suspects that the values of the
dtuisitions b groven, but meaningful
nuarhers are in extremely shorc supplyd
1t is ef interest that kl&A activity in
2011 (Figure 23, which was characoerized
t o lwpe mumber of small acouisitions,
aceurred carly in tha vour, and then
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began ti rail of, This was largely due to

uncertaimty about the Mo, both that of

Eh very sfowly recovering ULS. economy,
as well as the flagoing coonommies of bech
Furope and the PIC. Uncertainty hreeds
cauticn, which led to changes in the way
in which meney was made wvailuble for
merger and sequisition activity. Asa
result. lending nrganizations change:d
their guidelines, and alse bogan adding
performanee covenunts to the conditions
uof the koans. For exarple, s loun lur un
acquisilion {hat would have been fairly
stradghttorssard prioe (o 20008, might
nowe contain language requiring that the
faequiring company provide more equity,
aswell ns achieve a certain lovel of gross
prefitiargin,

Agean be sean in Figueg 2,1 he
lingering ceonomic improsement in
the Cnited Starcs lollowing the Great
Recession by no means brought W4 A

C I R B N B

activity to a halt, bur it definitely had a
darmpening ofToct.

L]

OF the 90 transactions, made by 73
comnpanies, that took place during
thiz thiree-yea e pariod 2005 -2011.
26 (29%) were made by a mcal ol
nimw companics (12%), and the

individnal transaetions made b
The vemaining &4 cunpanies.
Trom 2000 201, a mombed ol

smaller nicle finms were parc of
those nine crompanies,

During this perind, the pace

of large-company azguisitions
decreased somewhat, The W4
activicy was bazically a case af
sl (s acguiving —or mereing
with—other small firms, generally
in markel groas that were closely
aligned o theit core husiness,

Figura 1-Glohal Merger & Acquisition Ackyity (2005-2016].

20

Mumber ol Transactions

i

S Ficipy

Paint znd Coatings Acquisitions, by Aqoidng Repinn

2008

LG T Wil 2012

Uk Ak ek e sk d mmosoma am

+ A some poiat in the futare, itis
likely thal muny of chose aeedy-
merged firms will e acquired by
Ta kg Nrms wlen they reach o gon-
graphical or technical cricical mass,
and the larzer, cash-rich companies
hecormio less cautious as 8 resall ol
continualle- fmpressing econany.

T vonlkrast, the number of transac-

tinns that took place dotiog e lve-yoar
poriod 2012-2016 (Fime 3 was 145,
reprasenling wetivire by 105 different
companies, fonr nl which (4860 were
repinsible for 30 of the transaetions
(20%5). These 145 Fransaciohs rfep-
rosented aominimuem of 3580 {public
records are cil e silent or incemplelc
on dellar values of chese tranzactioons.
ol which $3,2En (70%) wers attributed
o LMy acquisicion of Comesx exicn),
Abao™obels U5, architectural paints
business, and Ty rup (Menmark),

|
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The pace ol Targe companios making
acquisitions has inereazed during this
perie] of Limeg,

As the economy sloarly continues o
imapreve, KA actvity will continue
L Ererwe, altheoug doss s Hhe painl
and coatings area, where many simaller
companics have alreudy morged o been
acquired, than inadhesives and sealangs,
where the market space is still extremely

MERGERS AND ACQUISITIONS

[ragmenited, and there are plenty of
opportunites for conselidation.

Sinee the SherwinWilliamsValspar
rrcrger was begun i 2008 bur is likely
o play out in 2007, it is a reasenably
sdir bl Thud, serns Jusrice Deparoment
inccrvencion, 2007 will be o banner d&A
vear, ot least with regurd to value, for
the painl v coatings indnsoe.

Figura 2-Merger & Seeuisitian Activity (Inmadiately Past-Recesslon).

Mumber of Faint and Coatings Company Acquisitions
[Eimeframe: 20022011}

140

121

Al ]

a0

sa

G

I

Nuiniber of Acquiving Companies

Squrces Tha Chamiuest Groug, Inc,

B Most Ackive
Irinréssl gy

Al dthars

Number aF Acgyls lons

Figure 3-Merger & Acquisilion Activity [Most Recent Five Year Period).

Number of Paint and Caatings Company Acguisitions
{Timaframe: 2012-2016)
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IMPORTANT TAKEAWAYS

The e uf consolidalion decreasid -
nifcantly in 200%, fallesring the financial
crisis that began in Deceniber of 2007,

+ By 2010, however, both the munber
ol transactinns, 45 wedtb us Lhe value
ot those transaetions, was already
beginning to normalize,

= SmualHe-mediuin—sizod com-
panies that have heen grosving
through acquisitivn will probably
themsalves e arquired by larger
firmns when they reach o seograph-
ical ar lechnicu] criticu] mass,

# Spin-nff npportunitics for other
courapramies will be created as aresult
ol government compolivive regula-
tion: 1 mdustrialized regions,

= Toarpe acguisition emrortanidics
will continue to present them-
selves ws conglomerates operating
i the coatings space rocval uate
their pertfolio of businesses. and
a8 a1 Hnproving coomoime miti-
gates the current sense of caution.

= W are already seelny some of this
accivity &g, in March nf 2016,
Sherwin-williams announced
its plans oo puechase Valspar
for £11.38n, which represented
a ruluipde ol 18X prajeied 20006
LBLT kA (11X afrer acccunting for
u projechod $2800N In synerpies)
and a 41% premium on Valspar's
closing price un March L8, 2016, &

[ A A S,
NES O 5 MO SRS RNy
. i o
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