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High priced acquisitions

 Some quotes

 On its $545m Rhodia acquisition: “With ChiRex, we gain an immediate 
leadership role in the pharmaceutical contract research and contract 
manufacturing services arenas.'' 

 Deutsche Bank Alex. Brown’s 1999 report titled “Pharmaceutical Contract 
Manufacturing  “by our estimates, the fine chemical/pharmaceutical 
contract manufacturing (CMO) industry will grow in excess of 15% per year 
over the next five years”

 Solutia’s strategy: “we have aggressive goals [to build a] $500 million 
division within 3 - 5 years”

 On its exit from Pharma fine chemicals Honeywell said: “..pharmaceutical 
chemical manufacture is a highly capital intensive business plagued by 
over-capacity,  clinical trial failures, limited new drug approvals, new drug 
marketing disappointments, and price wars…”  
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Acquiror Acquired to 1994 Acquired 1995-1997 Acquired 1998-2000 Exits 2000

(Miles (USA)) BAYER ChemDesign (USA)

Shell (UK) Synthetic Chemicals (UK)

Technochemie (Germany)

Ward Blenkinsop (RU)

La Mesta (France)

koninklijke Gist-Brocades (6149 mUSD)

Catalytica (800 mUSD)

Plaine (Switzerland)

Gema (Spain)

Tessenderlo Chemie (Belgium)Farchemia (Italy)

Nobel Chemi (Sweden) Profarmaco (Italy)

Blasinachim (Italy)

Cambrex
Akzo Nobel (130 mUSD) Biowhittaker (129 mUSD) Irotech (40 mUSD)

Stirling Organics (Dudley facility-95 

mUSD)

Glaxo Wellcome (Annan facility- 66 

mUSD)

Lonza Celltech Biologies (52 mUSD)

BTP plc PCR Inc (72 mUSD) Archimica (137 mUSD)   Hexachimie (87 

mUSD)

Warner-Lambert Hickon pharmachen (29 mUSD)

Catalytica Glaxo Wellcome (Greenville facility- 247 

mUSD)

Wyckoff Chemical (74 mUSD)

AlliedSignal Inc Pharmaceutical Fine Chemicals (390 

mUSD)
Honeywell

Laporte plc Inspec Group (1020 mUSD)

Ascot plc Chirotech Technology Ltd (97 mUSD)

PPG Sipsy Chimie Fine (60 mUSD)

Great Lakes Chemical NSC Technologies (125 mUSD)

Investcorp/Cinven Astrazeneca (2100 mUSD)

Cardinal Health Automatic Liquid Packaging (390 

mUSD)Clariant AG BTP plc (1800 mUSD)

Rhodia 2 UK plants from RPR

Rhodia Chirex (545 mUSD)

Eastman

0ccidental

DSM (Holland) Andeno (Holland),

Chirex

$0.7b $14b
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BUSINESS

CONSULTANT

Peter Pollak November 15, 2001

The M & A Frenzy

Company sold Acquiring

Company

acquistion P/E

**)

name sales *) year price

Archimica 45 BTP (UK) 1998 n/a » 70

BTP 150 Clariant (CH) 2000 1800 » 28

Catalytica 425 DSM (NL) 2000 800 »15

ChiRex 150 Rhodia (F) 2000 545 » 30

Laporte 600 Degussa (D) 2000 2000 n/a

*)  $ mio, last year prior to the acquisition
**) the numbers connot be exactly compared, as definitions of earniangs differ
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Pharma Fine Chemicals

A polarised segment

 Medium sized, independent, totally focused:

 Orgamol, FIS, Hovione, etc…

 Large and growing giants, stock market driven,

 DSM, Rhodia, Catalytica, Cambrex…

...are suffering financially after over paying for fine 

chemicals acquisitions

FT 23Nov2001
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Average 

-14%

Source: P.Pollak
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Misconceptions / Lessons learnt

 Pharma Fine Chemicals...

 Is not a manufacturing business

 GMP is not a building

 5 years is nothing, 10 years might get you onto a preferred suppliers’ list

 Size is not equal to reliability, reach or capacity

 Process development is not a chemistry group

 Regulated intermediates are not APIs

 The market changed, innovation migrated...

 Old pharma wants intermediates

 New pharma wants APIs

 The New innovators:

 Want: communication, transparency, quality

 Demand: risk-taking, speed and flexibility

 Impose:  unthinkable timelines

 Offer:  rational and quick decision-making, fair treatment
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In hindsight – 1

Pharmaceutical Chemical outsourcing:

 For the Chemical Giants – this was a new opportunity:

 Non-cyclical 

 High margin, high growth

 Away from commodities, heavy, dirty, chemistry

 Profitable customers

 For the EU based pharma fine chemical players – this was 

 more of the same (technology, plants, compliance...) 

 and a new market to add to generics:

 A defensive move towards greater technical challenge, away from 
the Asian threat

 Pushed - away from generics by legislation SPC 
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In hindsight – 2

 Large Pharma outsourcing hid the real opportunity:  The Nasdaq Biotechs 

represented a big, though discrete,  API business.

 The larger traditional CMOs ignored the Biotechs – undeserving clients:

 with no track-record, no products, nothing to show...

 small, understaffed, with no idea about how to do things by the “book”

 who want everything yesterday

 who want an API rather than an intermediate

 who dont expect established relationships

We have the big clients, we don’t need the small fry

 The European Independent API specialist discovered a perfect fit with the Nasdaq 

Biotech:

 Clients that need speed, agility, flexibility and service 

 Cultural affinities: Small size, risk-takers, entrepreneurial spirit, rational 
decisions, quick

 API compliance

 Issues with crystal form... 

This was an exciting step up from generics
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In hindsight – 3

 Size does not matter

 No economies of scale on the product side

 Critical mass is quickly reached 

 Big is a marketing liability

 Back-integration is a disadvantage

 Limits choice and opportunities

 Imposes a high cost base

 More ntegration  Less Flexibility  More CapEx

 GMP and service is a mind-set 

 Takes time and dedication, rather than cash

 Demands senior management understanding and leadership

 It starts as a service business, driven by culture
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In hindsight – 4

 R&D productivity dropped

 Large Pharma insourced

 Many new approvals got delayed

 Extra pharma fine chemical capacity came on stream

 Red numbers

 Scrambling to fill plants

 Scrambling to meet the numbers

...soon billion dollar goodwill write-offs
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Winners and Loosers

The Winners

 The shareholders that sold out:  ChiRex, Catalytica, BTP etc...

 The Investment banks, the bankers and the consultants

 Top Management

The Loosers 

 The shareholders of the chemical giants because 

 they paid too much

 and got,

 only infrequently good plants

 and then bundled with many non-pharma sites

 more usually underinvested /  old plants

 plants never designed to be multi-purpose, flexible or lean

 Those that lost their jobs


