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mergers & acQUisiTions
Are you prepAred for CArve-outs to drive ChemiCAl m&A?

An uptick in corporate restructuring involving carve-outs 
ahead of a potential downturn is set to drive chemical 
mergers and acquisitions (M&A) activity, even as buyers turn 
cautious amid a challenging macroeconomic outlook.

“The ongoing portfolio reshuffling and  restructuring of larger 
multinationals is  providing good asset offerings, particularly 
for private equity buyers,” said Bernd Schneider, managing 
director at investment bank Alantra.

“Companies are reshuffling their portfolios again, preparing 
for a downturn. They are trying to offload non-core 
businesses. So there are opportunities for private equity 
sitting on tonnes of capital to be deployed for primary 
carve-out opportunities from multinationals,” he added.

Assets being sold by or being carved out from major 
European chemical companies include BASF’s construction 
chemicals business, Clariant’s masterbatches unit and 
Lonza’s specialty ingredients business.

US-based Celanese had reportedly been exploring the 
separation of its acetyls and polymers businesses but CEO 
Lori Ryerkerk on 22 October said a split would not add 
value at this time because of dis-synergies associated with 
any separation.

Celanese may need to take on additional transformational 
activity before the company could justify splitting itself up, 
she added.

There has already been a wave of corporate carve-out 
divestitures announced and completed in 2019.

On 14 October, France-based Arkema announced the 
sale of its Functional Polyolefins business to SK Global 
Chemical for €335m in a deal expected to close in the 
second quarter of 2020.

In August 2019, US-based Huntsman agreed to sell 
its chemical intermediates business to Thailand-based 
Indorama for $2.1bn in a deal expected to close by the end 
of the year. Also in August, US-based PolyOne announced 
the sale of its Performance Products and Solutions (PP&S) 
business to SK Capital for $775m. PolyOne is also reported 
to be in talks to acquire Clariant’s masterbatches business.

And BASF in August agreed to sell its global pigments 
business to Japan-based DIC for €1.15bn in a deal 
expected to close in Q4 2020. It is still seeking a buyer for 
its construction chemicals business.

Germany-based Evonik at the end of July completed the 
sale of its methyl methacrylates (MMA) business to private 

seleCted CorporAte CArve-out deAls

seller Business Buyer price Announced status

Arkema Funtional Polyolefins SK Capital Partners €335m 14-Oct-19 To close Q2 2020

Huntsman Intermediates and 
surfactants Indorama ventures $2.1bn 7-Aug-19 To close end 2019

PolyOne Performance Products 
an Solutions (PP&S) SK Capital Partners $775m 19-Aug-19 To close Q4 2019

BASF Global pigments DIC €1.15bn 28-Aug-19 To close Q4 2020

Evonik Methacrylates Advent International €3bn 4-Mar-19 Closed Aug 2019

SOURCE: Companies, compiled by ICIS

Companies are reshuffling their portfolios 
again, preparing for a downturn… So there 
are opportunities for private equity sitting 

on tons of capital to be deployed for primary 
carve-out opportunities from multinationals

Bernd schneider
managing director, Alantra

We expect an extremely active M&A 
market in the next 12-18 months driven by 
a confluence of factors lining up nicely for 

elevated activity”

alain harfoUche
managing director, Guggenheim partners
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equity firms Advent International for €3bn.

“We expect an extremely active M&A market in the next 
12-18 months driven by a confluence of factors lining up 
nicely for elevated activity,” said Alain Harfouche, managing 
director at investment bank Guggenheim Partners.

“Large and mid-size corporates are increasingly divesting 
assets they view as being non-core and could fit better with 
someone else, providing them an opportunity to still garner 
a good valuation,” he added. And more entrepreneurs and 
family-owned businesses are also looking to sell before a 
potential economic cycle.

Most of these carve-outs represent over $1bn in deal value 
and would be ripe for private equity buyers rather than 
strategic buyers, noted Alantra’s Schneider.

“The strategics that would have synergies may not be 
willing to pay a strategic premium for a competitor as they 
often take a cautious approach toward acquisitions or see 
headwinds in their own portfolio,” said Schneider.

“Meanwhile, private equity is sitting on dry powder and also 
raising more funds,” Schneider added.

Competition among private equity firms is “fierce” but the 
number of attractive assets on the market has largely 
remained constant, driving up valuations, especially for 
high margin non-cyclical assets, said the banker.

This year has been marked by an absence of mega deals - 
those of $5bn and above.

However, deal activity has continued to move at a healthy 
pace.

“Due to the absence of any mega deals, the total dollar 
volume of M&A year-to-date has fallen dramatically 
compared to last year. However, the number of deals is still 
quite solid as companies and private equity firms continue 
to sell non-core businesses and portfolio companies that 
are mature,” said Peter Young, president and managing 
director of investment bank Young & Partners.

“In fact, both the dollar volume and the number of deals 
is solidly in the mid-range of activity when compared to the 
long-term trends,” he added.

Global economic uncertainties caused by the US-China 
trade dispute, the slowdown in GDP growth worldwide and 
geopolitical turmoil have caused companies to cut capital 
spending but this has not markedly slowed M&A activity.

“The strategic need to grow and to improve business 
portfolios, coupled with the secondary deals that are 
the result of large mergers such as DowDuPont and 
separations, are driving an underlying solid level of 
transactions,” said Young.

“It is also worth noting that Asia continues to be the region 
where close to half of the businesses that are being sold 
are located, as consolidation in China continues to be a 
driver of M&A activity in that country,” Young. added.

rise of the mid-siZe Buyer
One banker sees the next wave of M&A activity in the 
chemical sector involving mid-size companies buying non-
core assets being divested by larger companies.

“Although there are more mega deals to come within the 
chemicals industry, there has been a noticeable shift to 
undertake smaller acquisitions and divestments that target 
specific portfolio shortcomings and deliver tangible results 
in the short and mid-term,” said Chris Cerimele, managing 
director at investment bank Balmoral Advisors.

“It is expected that going forward, the next wave of M&A 
in the chemicals industry will involve mid-sized companies 
buying some of the non-core assets of the new mega 
companies,” he added.

Due to the absence of any mega deals, 
the total dollar volume of M&A year-to-
date has fallen dramatically compared 

to last year. However, the number of deals is 
still quite solid as companies and private equity 
firms continue to sell non-core businesses and 
portfolio companies that are mature”

peTer yoUng
president and managing director, young & partners



Copyright 2019 Reed Business Information Ltd. ICIS is a member of RBI and is part of RELX Group plc. ICIS accepts no liability for commercial decisions based on this content.

One example would be PolyOne’s rumoured potential 
acquisition of Clariant’s masterbatches business.

“With five acquisitions in the past two years and 10 in the 
past five years, PolyOne has been using acquisitions to 
augment growth in the Engineered Materials, and Color, 
Additives and Inks segments… We think the Clariant 
assets could… help accelerate the development of higher-
margin innovations and support sales growth 100-200 basis 
points (1-2%) above end market trends,” said Laurence 
Alexander, equity analyst with Jefferies.

A PolyOne/Clariant masterbatches tie-up at $1.5bn could 
generate a 9.0% return on invested capital (ROIC) by the 
third year assuming a 5% synergy target and a 2% cost of 
debt, he noted.

“Specialty chemicals assets are still desirable and 
companies are looking for good strategic fits,” said 
Cerimele at Balmoral Advisors.

“Meanwhile, private equity firms are still as active as ever, 
especially those that are building on existing platforms. 
They are starting to hire advisors for add-ons to portfolio 
companies,” he added.

mACroeCoNomiC heAdWiNds
Negative sentiment by company managements is one 
factor that could limit buy-side deal activity.

“Psychology has gotten ahead of reality in the US - we are 
sensing CEO confidence is down. Economic indicators are 
not quite signaling recession but the sentiment is ahead 
of the market,” said Leland Harrs, managing director at 
investment bank Houlihan Lokey.

“We see choppiness feeding through to some sale 
processes, especially those exposed to cyclical end 
markets, Europe, Asia or trade. Geographic issues are at 
the forefront of people’s thinking,” he added.

There is a dichotomy between macro conditions in Europe 
and Asia, and those in the US, the banker noted.

“The consumer is still very strong in the US, and some 
sectors such as personal care, home care, and nutrition 
and health are holding up well,” said Harrs.

Buyers are becoming more cautious with the constant 
stream of negative macro news and data points, including 
those related to US-China and US-EU trade disputes, 
Brexit and weak manufacturing activity.

For a good macro read on the chemical sector, it is worth 
looking to the industrial gases companies as a leading 
indicator.

Weaker demand for gases can be indicative of trouble for 
the chemical industry, which is a large customer, pointed out 
Federico Mennella, managing director at Rothschild & Co.

“Some deals continue to take longer and in some cases 
processes are abandoned. In terms of end markets, 
construction and automotive are issues,” said Mennella.

In addition, seller expectations are often still too high. “A 
lot of deals don’t happen because sellers are unrealistic 
or unwilling to reduce the price. Plus, strategic buyers are 
being more disciplined,” he added.

It is expected that going forward, the next 
wave of M&A in the chemicals industry 
will involve mid-sized companies buying 

some of the non-core assets of the new mega 
companies

chris cerimele 
managing director, Balmoral Advisors
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While chemical M&A activity continues at a healthy pace, 
“anxiety levels among CEOs have been heightened” amid 
concerns about a potential economic recession, said Telly 
Zachariades, co-founder and partner of The Valence Group.

“One CEO said: ‘If we’re not careful, we’ll talk ourselves into 
a recession’. There’s so much talk of it in the media and 
negativity can unfortunately feed upon itself. But so  far it’s 
been business as usual and that’s what we expect for the 
foreseeable future,” he added.

A number of companies are running into headwinds that 
make short-term forecasting more difficult - which is 
typically a hindrance to M&A.

However, for now, the M&A market has been able to shake 
off all of the incessant noise around Middle East tensions, 
US presidential impeachment proceedings, and the US-
China trade war, as well as a potential recession, he said.

CAutioN flAG
Private equity firm The Carlyle Group is exercising greater 
caution than usual in its approach to chemical and other 
industrial acquisitions in an increasingly uncertain business 
environment.

“There’s a yellow flag on the racecar track. It is time to be 
careful and we will be very cautious,” said Brian Bernasek, 
managing director and the head of the global industrial and 
transportation team at The Carlyle Group at an October 
meeting of the Chemical Marketing & Economics Group 
(CM&E) in New York.

“It’s clearly a more challenging environment than in the 
past several years, and it’s not certain where we are [in the 

economic cycle],” he added.

Global economic growth is expected to slow further, 
with more choppy conditions in Europe and China. And 
the greater-than-expected weakness in the latest US 
manufacturing purchasing managers index (PMI) is also 
cause for concern, he noted.

Also worrisome is the collapse of growth in global trade 
volumes coinciding with the US and China tariffs.

This is hurting export-oriented countries such as Germany 
and Japan, along with China, the executive said.

Yet even as macroeconomic challenges mount and 
earnings growth slows, M&A valuations have persisted at 
high levels.

“Interest rates are likely to stay low for the foreseeable 
future, so equity values are likely to remain high with the 
caveat that business performance needs to be strong. 
We expect this high valuation environment to continue,” 
said Bernasek. However, he sees corporates increasingly 
becoming more and more cautious in their appetite for 
acquisitions as well.

“In general, strategics are becoming less bullish. So much 
of the competition [for deals] is micro-based - on whether 
it’s a great strategic fit or attractive growth opportunity for 
the company. But we’re pretty confident that… board rooms 
and CEOs are less enthusiastic than they were six to 12 
months ago in doing deals,” said Bernasek.

While The Carlyle Group is exercising caution, it is not 
shutting down the process of finding deals, he emphasised.

“Our investors expect us to invest through cycles, so we 
are always focused on finding opportunities. But frankly, the 
bar is high to get the returns we’ve achieved in the past,” 
said Bernasek.

“We are working really hard to find deals but there is 
a heightened focus on being careful versus in other 
environments,”  he added.

Back in 2011-2012, when there was another growth 
slowdown and many were concerned about a potential 
double-dip recession, The Carlyle Group saw a green flag 
and made deals that worked out well.

“But this is not a ‘green’ timeframe now,” said Bernasek.

Carlyle’s investment strategy comprises making operational 
improvements, finding and supplying disruptive growth 
and backing market leaders with world-class management 
teams.

For many chemical companies, investing 
in a company’s core business is more 
likely to result in higher margins and 

value than expanding into new markets. Such 
improvements typically derive from bolt-on deals. 
Great strategy beats great markets”

federico mennella 
managing director, rothschild & Co

Psychology has gotten ahead of reality in 
the US - we are sensing CEO confidence 
is down. Economic indicators are not quite 

signaling recession but the sentiment is ahead of 
the market

leland harrs
managing director, houlihan lokey
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It specialises in industrial carve-outs - what it calls its 
“calling card”. Examples include buying AkzoNobel’s 
specialty chemicals business, which it renamed Nouryon, 
and acquiring DuPont’s automotive coatings business 
(Axalta Coating Systems) which it took public. It also 
sees the energy sector as a “unique place to invest”, said 
Bernasek.

On 15 October, Carlyle completed the acquisition of a 37% 
stake in Spain-based energy and petrochemicals company 
Cepsa.

“Some private equity firms think we’re in an industrial 
recession now, but have raised funds and need to put that 
capital to work,” said Sean Gallagher, managing director at 
investment bank Janney Montgmery Scott.

“Some are looking for businesses that are relatively 
immune to recession or counter cyclical. For others, their 
timelines are not always economy-related,” he added.

And more caution on the part of large multinational 
chemical companies because of the macro challenges 
could open up more opportunities for private equity, the 

banker noted.

“Larger multinationals are pulling in their horns now and 
cutting back on costs,” said Gallagher.

stoCK priCe fAlls mAy spur m&A
A downturn in chemical stock prices could spur more 
mergers and acquisitions activity.

US and European chemical equity prices have largely been 
flat to down in 2019, with some exceptions, even after a 
sharp bounce off their August lows.

“The next 12-18 months should see the continuation of a 
very busy M&A market. Public chemical valuations have 
come down a bit and this may bleed into the private side, 
making businesses across the board more actionable,” said 
The Valence Group’s Zachariades.

“From an M&A standpoint, this potentially creates 
opportunity. Some public companies that had been 
considered unattainable are now on buyers’ radar screens 
as they’ve become more reasonably priced,” he added.

In July 2019, US-based specialty chemicals company 
OMNOVA Solutions, following a sharp drop in its share 
price, caught  a bid from UK-based Synthomer at a 52% 
premium to its 3-month weighted average stock price.

The deal at an enterprise value (EV) of $824m, represents 
an EV/EBITDA (EV/earnings before interest, tax, 
depreciation and amortisation) multiple of 9.9x trailing 
12-month results. It is expected to close in late 2019 or 

The next 12-18 months should see the 
continuation of a very busy M&A market. 
Public chemical valuations have come 

down a bit and this may bleed into the private 
side, making businesses across the board more 
actionable

Telly Zachariades
Co-founder and partner, the valence Group
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early 2020.

On the public chemical company side, valuations have 
come down, making some “very actionable” from an M&A 
standpoint, said Harfouche at Guggenheim Partners.

Buyers remain well positioned to drive activity with private 
equity sitting on growing piles of “dry powder” and looking 
for deals, and corporate balance sheets relatively healthy, 
he said.

“As valuations come down, we’re going to see more 
portfolio optimisation which should be a catalyst for 
activity,” said Mario Toukan, managing director at SK 
Capital Partners.

“As public valuations decline, it makes it easier for these 
companies to sell non-core assets as it won’t be dilutive,” 
he added.

Conversely, when public valuations are high, selling off 
businesses becomes difficult as companies are already 
getting high multiples off these assets in the stock market 
-  essentially getting greater credit for the cash flows.

Public chemical company valuations are being weighed 
down by macroeconomic headwinds.

“In the chemical world, there are a lot of headwinds. We 
are technically in a chemical and manufacturing recession,” 
said Toukan.

M&A transaction multiples continue to be strong for 
the moment, but they will likely trend lower with public 
valuations, he noted.

“It takes time for M&A valuations to normalise - there’s 
always a time lag. The buyer/seller valuation gap is going 
to narrow, but it will take time,” said Toukan.

SK Capital, which specialises solely in chemicals, 
pharmaceuticals and specialty materials, is well positioned 
to execute such deals in a tougher market, he pointed out.

“We look for a strategic angle with a company that results 
in a higher degree of certainty and value,” Toukan said.

“For deals we consider, we must have  a view on 
transformational change in the business - we may be 
indirectly exposed  to commodities but we won’t play 
cycles,” he added.

In August, SK Capital agreed to acquire US-based 
PolyOne’s Performance Products and Solutions (PP&S) 
business for $775m in cash. The business is a global 
producer of formulated polyvinyl chloride (PVC) and 
polypropylene (PP) based products serving primarily the 
North American construction and automotive end markets.

smAll puBliC CompANies for sAle
Another trend is smaller public chemical companies of 
$1-2bn or below in market capitalisation being sold as they 
lack critical mass and are not being sufficiently followed by 
investors or analysts, said Mennella from Rothschild & Co.

On 21 October, US-based publicly traded specialty 
ingredients producer Innophos Holdings agreed to be 
acquired by private equity firm One Rock Partners for 
$932m, including the assumption of debt, in a deal 
expected to close in Q1 2020.

Earlier in July, US-based public specialty chemicals firm 
OMNOVA Solutions accepted an $824m takeover by UK-
based Synthomer.

Bolt-oNs, resilieNCe
Chemical companies should focus on highly targeted bolt-
on acquisitions and building resilience to create value in the 
long term, said the banker.

“For many chemical companies, investing in a company’s 
core business is more likely to result in higher margins 
and value than expanding into new markets. Such 
improvements typically derive from bolt-on deals. Great 
strategy beats great markets,” said Mennella.

Certain companies are focusing on consolidation - getting 
stronger in these “high-tier specialties” where a handful of 
companies control around half the market. Coatings and 
polyurethanes would be some examples, he noted.

“Many companies are focusing on investing in core markets 
to get to the high end of profitability,” said Mennella.

Huntsman, once a highly diversified commodity and 
intermediate chemical company, is slimming down with the 
planned $2.1bn sale of its intermediates and surfactants 
business to Thailand-based Indorama Ventures to focus on 
polyurethanes (PU), including further downstream to PU 
systems houses.

Huntsman will target organic and inorganic investments 
in PU systems houses along with adhesives, CEO Peter 

We are building the biggest pipeline of 
[potential] transactions we’ve seen in 
years. There are tons of private company 

and corporate carve-out opportunities, and it’s 
not because markets are great

mario ToUkan
managing director, sK Capital partners
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Huntsman told ICIS in a September interview.

Another critical aspect for success is to invest in 
digitalization capabilities or acquire companies that have 
done so to leverage benefits across the business, said 
Mennella from Rothschild & Co.

“It’s not just about cutting costs but improving pricing 
and delivery, managing inventories and producing more 
efficiently,” said the banker.

“If you can build or acquire a system that enables dynamic 
pricing, you can scale this - graft it onto existing structures 
- to be able to price on the basis of value to the customer 
rather than cost,” said Mennella.

Companies should also aim to build resilience in their 
business to prepare for the next downturn - not only to 
survive but to be poised to take advantage of opportunities, 
said the banker. “Companies can strengthen their balance 
sheet, cut costs, reorganize, and even sell off assets in 
advance of a downturn. Some are being more resilient than 
others,” said Mennella.

fiNANCiNG mArKet shift
The financing market, while still offering liquidity at 
relatively low rates, is shifting towards caution, said Harrs 
from Houlihan Lokey.

“On the debt side, there are increasing examples of 
financings that are backing up, resulting in lower leverage 
and more equity needed. We see more lender-friendly 
adjustments,” according to Harrs.

“Financing packages are starting to shift toward more 
lender protections and leverage levels have had to be 
dialed back, especially for more cyclical or commodity 
deals,” he added.

Transaction multiples are still relatively high because the 
cost of debt is still cheap but lenders are becoming more 
selective and multiples for companies facing headwinds are 
coming down, the banker said.

This makes a challenging market for  buyers as they do not 
want to “catch a falling knife”. Some have stepped back 
from sale processes because of macro concerns, he noted.

“Some strategics are doing a read-across. If their business 

is suffering headwinds and the target is as well, do they 
want to double down?” said Harrs.

However, corporate carve-outs of non-core businesses are 
set to continue as companies focus on restructuring.

“We don’t see this stopping the flow as corporates make 
long-term strategic decisions. Barring a real deterioration in 
market conditions, they will press on,” according to Harrs.

“M&A activity is not drying up - it’s not  a bunker mentality 
but just one of caution,” he added.

m&A vAluAtioN GAp WideNs
The gap between specialty chemical and commodity 
chemical assets is widening as buyers become more 
selective.

“There is a pronounced valuation difference between specialty 
chemicals and everything else, and it’s getting wider as we 
get later in the cycle,” said Omar Diaz, managing director at 
investment bank Seaport Global Securities.

“For some sellers of commodity businesses, it’s becoming 
hard for them to swallow that bitter pill.”

Even smaller specialty chemical deals of $50m and below 
where the target has unique technologies can command 
enterprise value/earnings before interest, tax, depreciation 
and amortisation (EV/EBITDA) multiples of 10x or higher, 
he noted. In contrast, more commodity deals can range 
from 6-8x EBITDA, said Diaz.

Continuing consolidation in specialty chemicals is 
decreasing the number of high quality targets for acquirers, 
driving up trading multiples, said Cerimele from Balmoral 
Advisors.

In Q3 2019, the average transaction EV/EBITDA multiple 
for specialty chemical deals was 11.3x versus 9.1x for all 
chemical deals, according to Balmoral Advisors.

“There are fewer quality acquisition candidates, so when 
they do come on the market, there’s lots of competition,” 
said Cerimele at Balmoral.

Specialty chemicals sectors in demand include personal 

There is a pronounced valuation difference 
between specialty chemicals and 
everything else, and it’s getting wider as 

we get later in the cycle”

omar diaZ
managing director, seaport Global securities

For good businesses with solid growth 
profiles, multiples are still strong. We’re 
seeing a high level of interest in the CASE 

sector

sean gallagher
managing director, Janney montgomery scott
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care, cosmetics and food ingredients as well as coatings 
and anything related to coatings, adhesives, sealants and 
elastomers (CASE). Natural ingredients businesses 
in personal care and food ingredients in particular attract a 
great deal of attention.

On the other side, assets heavily concentrated on 
struggling sectors such as automotive and construction are 
facing more scrutiny from buyers, he noted.

Deal valuations for attractive specialty chemicals assets, 
particularly in electronics, life sciences, personal care, food 
and flavours and fragrances - those exposed to favourable 
mega trends - are still very strong, pointed out Harfouche 
from Guggenheim Partners.

Plus, “maintenance chemicals” with stable, recurring 
revenue streams such as lubricants, water treatment 
chemicals and metal-working fluids “continue to show 
defensibility reflected in strong valuations”, he added.

M&A activity has fallen off a bit and “valuations are 
starting to get just a tad softer with buyers becoming more 
discriminating at this point in the cycle”, said Diaz.

However, deals continue to get done with assets from large 
companies seeking to optimise their portfolios coming to 
market and both strategic and private equity buyers active, 
he noted.

For specialty chemicals deals closed through the first three 
quarters of 2019, the median multiple of total enterprise 
value (TEV) to latest 12-month EBITDA was 9.8x. This was 
down from 12.2x in 2018 and slightly below the 10-year 
median of 10.2x, according to Allan Benton, vice chairman 
at investment bank Scott-Macon.

“Valuations are down from 2018 but are holding up well. 
There is continuing interest in a full range of specialty 
chemicals - in adhesives, coatings, ag chemicals, fine 
chemicals, flavours and fragrances, additives, surfactants 
and water treatment chemicals,” said Benton.

“We continue to see a healthy M&A market with attractive 
businesses with high margins and market share 
commanding high multiples,” he added.

In addition, the US market has been a good source of 
transactions as the US economy is stronger than those of 
other major regions, said the banker.

“For good businesses with solid growth profiles, multiples 
are still strong.

We’re seeing a high level of interest in the CASE sector,” 
said Gallagher from Janney Montgomery Scott. However, 
for commodity deals.

“Investors are getting scared about a cyclical downturn”, 
said Alantra’s Schneider.

“Getting a premium valuation for more cyclical assets  
is definitely still possible, but the sell-side more than  
ever needs to thoroughly anticipate potential concerns  
of buyers and financing institutions, and prepare a 
consistent argument for the equity story of the target  
and why the asset will have a bright long-term future,”  
he added.
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Valuations are down from 2018 but 
still holding up well. There’s still a lot 
of interest in a full range of specialty 

chemicals”

allan BenTon
vice chairman, scott-macon
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