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¢ Chemicals M&A volumes starting to slip but transaction multiples remain at 10-year average levels with continued
strong demand for higher tier specialty chemical companies

¢ Chemical companies still expected to generate strong profitability in 2022 despite signs of slowing demand
towards the end of the year

¢ Trading multiples following the markets down but many high end segments still showing resilience with diversified
chemical companies taking the largest impact

¢ Piper Sandler hosts its sixth annual Global Chemicals M&A Conference in New York on Tuesday November 1, 2022
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Chemicals M&A

Certainly 2022 has not turned out as any of us
would have expected. The almost relentless stream
of negative impacts on the global economy has
seen the chemical industry buffeted by numerous
effects that would normally be, at a minimum
detrimental and at worst, crushing. Global inflation,
labor shortages, war in Ukraine, oil price increases,
unprecedented gas pricing and potential shortages,
supply chain issues, continued lockdowns in China
and rising interest rates. These would normally
be enough to derail any industry, and yet the
chemical industry, despite all these challenges, is in

Figure 1: Monthly Chemicals M&A Volumes
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surprisingly good shape. As we show later, profits
have until recently, remained robust and many
sectors continue to post both solid revenue and
profits. There has been softening, but no collapse of
demand and generally the industry has managed to
pass onraw material price rises. Whether this strength
continues, will be determined by the dynamics of
each chemical sector, especially the specific demand
outlook. Latest indications from company profits
and guidance show resilience, with most businesses
maintaining guidance for the remainder of the year.

Although  Europe and Asia are showing
more weakness recently and a few
companies have altered their profit outlook.

Of course, with this backdrop, it is unsurprising
we have seen a generally more cautious M&A
environment in chemicals and more broadly. As
Figure 1 shows, the number of announced deals
has started to slow in the last few months albeit
from the recent highs in 2021. There has been a
particular slowdown from June/July but still at levels
near the 10-year average for the industry. With
the uncertainty hanging over the global economy,
M&A for the rest of the year is expected to remain
at more modest levels, as companies focus on
“strategic” deals, “bolt-ons” and probably below
an EV of $1bn in size. Indeed, in the last months:

SK - Huntsman (Textile Chemicals)

Solenis — Clearon
J.M. Huber - Biolchim Group

Ingevity — Ozark Materials

have all been announced and characterise the type
of transaction expected as the market focuses

more on strategic or synergistic acquisitions.

Piper Sandler Chemicals Group
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Based on the current demand for acquisitions
across certain sectors and segments, M&A activity
will likely moderate as chemical companies reshape
their portfolios. Furthermore, as shown Figure 2
and 3, profits for most sectors have actually been
maintained. Even in commodities and intermediates
up to Q2 2022, companies have reported increasing
profits on average. Clearly some of this is inflation
based, but it shows the ability of the industry to
maintain and even pass through raw material
and energy price rises. The speciality segments
(mid and high tier) have shown a more even profit
progression over the last 10 years and this partially
explains investor preference in these sectors and the
increased M&A in these areas. Profits and margins
across chemicals are expected to show differing
outcomes depending the product/market segment.

Figure 2: Average Chemical Company Profits
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Figure 3: Average Chemical Company Profits by Sector
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However, the realignment across market lines
rather than product value chains, coupled with
consolidation in the industry, has resulted in more
discipline across many sectors. As shown in Figure
4, over the last 10 years the majority of M&A has
been in the specialty segments with only 10-20%
of transactions in commodities or intermediates.
Consequently, the specialty segments are expected
to be able to largely preserve profitability at current
levels or even higher. Conversely, price pressure will
be more intense for the more globally competitive
commodities. Our expectations are that much of the
strategic M&A across specialties will continue but
with fewer large deals in the short term. Commodities
and intermediates M&A could see more opportunistic
transactions as companies with oil and gas in their
portfolios make acquisitions across chemicals.

Piper Sandler Chemicals Group
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Figure 4: Chemicals Transaction Volumes by Sector
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Private Equity

The last few years have seen exceptionally strong
activity by financial sponsors and this has also
partially underpinned both transaction multiples and
volumes, while also providing an exit for corporate
carve-outs or secondary buy-outs. Naturally, with
the cost of debt rising and limited availability, private
equity will be unwilling and possibly unable to
deploy capital as easily for the remainder of 2022.
The overall leveraged loan market has already fallen
and will likely be subdued for the rest of the year
(Figure 5). In turn we would expect to see financial

sponsors focusing on higher quality and less cyclical
businesses where financing will be more favourable.
For the more specialty (mid and high tier) chemical
sectors or particularly attractive assets, private equity
will remain active albeit possibly less aggressive on
valuation. Of course, the vast reserve of “dry powder”
will necessitate that financial sponsors return to
the market more aggressively once interest rates
plateau and debt pricing and availability become
more predictable. The next few months will likely
see a more subdued impact from financial sponsors
on chemicals M&A, with a pick-up towards (or in)
2023. Any constraints such as weaker exit options
or limited IPO possibilities will be important, but with
capital to deploy, there is only so long before financial
sponsors have to return to the acquisition trail.

Figure 5: Leveraged Loan & High Yield Bond Volumes
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Transaction Multiples

Unsurprisingly in a less favourable debt and interest
rate environment, the trading multiples of chemical
companies in most stock markets have declined.
Although this is an important benchmark, actual
transaction multiples are much better indicators
of the strength of valuation in the M&A market. A
detailed analysis of transactions in chemicals over
the last 10 years shows that multiples in 2020 and
2021 hit an all-time high reaching an EV of 12-13x
EBITDA on average (Figure 6). This was somewhat
flattered by the decline in EBITDA during part of
this time period but undoubtedly last year was
a particularly strong year for M&A globally. In the
first 8 months of this year transaction multiples
have declined to closer to 11x EBITDA, in line with
the pre-Covid period 2017-2019 and also in line
with the mid to longer term average. Naturally the
economic and political environment has weighed
heavily on potential growth, lack of debt and higher
interest rates all feeding into lower valuations and
consequently transaction multiples. The general
expectation in an industry so heavily dependent
on energy and oil-based raw materials would
be for a far larger reduction in valuation. But the
strength of the secto through consolidation, more
focus on profits rather than volume and perhaps
most importantly, the portfolio shifts in Europe and
US to specialties, has limited the overall decline.

A more detailed analysis of transaction multiples by
type is shown in Figure 7. As would be expected,
all sectors have declined. Across specialties the
decline is by c. 2 x (EV/EBITDA) so that that mid-tier
specialties now trade a 10.4x EV/EBITDA for 2022
(January - August). However, the steepest drop
has been for commodities which have declined

Figure 6: Chemical Company Transaction EBTDA Multiples
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by almost 3 turns to c. 4.5x EV/EBITDA (this
represents a 40% decrease compared to 15% for
high tier specialties). The energy and raw material
outlook for commodities is more closely tied to
energy costs, hence the larger impact on valuation,
especially in a lower demand environment.
Despite a strong profit position currently across the
vast majority of chemical sectors, valuations are
being discounted primarily due to the uncertainty in
the global economy and financial tightening. If most
company forecasts for margins to be maintained
for the remainder of 2022 proves accurate, it will be
interesting to see if valuations start to edge upwards.

Piper Sandler Chemicals Group
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The evolution of end market demand and input
cost effects will determine which sectors will keep
the most robust valuations. On this basis it would
be safe to assume specialties will again outperform
commodities & intermediates, with companies in any
of these latter sectors being particularly vulnerable
to lower valuations in private and public markets.

Figure7:ChemicalCompany TransactionEBITDAMultiplesby Sector
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Clearly there is a downside risk to the overall
economy. The 2022 Q4 economic situation will
determine much of how 2023 develops. The war in
Ukraine, Chinese property debt overhang and global
inflation could weigh heavily to derail any pick-up
activity next year. Our newsletter in Q1 2023 will
provide an update on the impact and outlook for
Chemicals M&A for next year, in what could prove to
be a highly challenging year or the start of a rebound.

Sector Trading Multiples

As would be expected, trading multiples for
chemical companies have also dropped. The decline
has been larger than for transaction multiples,
primarily because of the higher proportion of
commodity and diversified companies in the index.

The overall decline is from c. 14x in 2021 to 11x EV/
EBITDA (Jan-Aug 2022). More enlightening is the
segment-specific trading multiples shown in Figure
8 where a selection of 15+ chemical product/market/
company segments are plotted together with segment
profitability. For the more specialty segments (marked
on the chart) there is a limited, if any, correlation of
profitability with multiple (we have previously shown
the main correlation is with forecast profit growth).

Figure 8: Coatings Resins - Sector Fragmentation
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However, what is striking is that most
multiples remain above 15x for this group,
even in the current climate, showing the

strength and investor confidence in the sector.

Equally striking is that diversified, broad-based
chemical companies and more commodity
businesses have average multiples in the c. 5-7x
range, despite comparable profitability with the
more focused and specialty companies. This
represents an almost 50% discount and on the face
of it would seem wholly unjustified. This is usually
explained by a “diversified company discount” as
well as investors’ preference for the mostly smaller
and more focused businesses with a higher growth
potential. Whether the stable earnings of larger
diversified companies in the current environment
should be viewed so unfavourably, seems to be
penalising many companies unfairly. Of course,
growth for these larger companies will mostly be
lower by virtue of the overall scale of the businesses,
but there is more than a perception in the market that
analysts have an incomplete understanding of many
larger companies. The result is often a sum-of-the-
parts analysis that seems unrealistic or a focus on
specific areas of the firm to the detriment of other
parts of the portfolio. Large, diversified corporates
will often generate slower growth. Whether they
should be penalised so harshly is troublesome.

There is sometimes a mistaken belief that much
of the recent decline in valuations is because
European companies are being pulled lower by
the energy crisis in the region. Doubtless gas
availability and pricing is causing a problem for
energy intensive businesses, but as shown in
Figure 9, there is no difference in overall EV/EBITDA
between European and North American companies.

There are some differences from year to year
but as of currently (August/September 2022),

the average trading multiple for European
and US companies is almost identical.
Outlook for M&A

As chemicals M&A experiences an almost inevitable
slowdown in deal volumes in the second half of
2022, we expect to see valuations broadly sustained
at present levels. The complex interplay of the
global economy, government and central bank
responses, and political events will largely determine
the outlook in 2023. Nevertheless with chemical
company profitability expected to be resilient across
many sectors, M&A transactions for higher quality
businesses is forecast to remain strong. Additionally,
with numerous company divestments and carve-outs
delayed until 2023, the second half of next year is likely
to see a meaningful bounce back in deal volumes.

Figure 9: Chemical Trading Multiples by Region
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Piper Sandler Companies (NYSE: PIPR) is an investment bank headquartered in Minneapolis with offices across the United States (US), and in London, Aberdeen and Hong Kong.

Investment Banking and securities brokerage services are offered in the United Kingdom (UK), Europe and elsewhere, where permitted, through Piper Sandler Ltd., which is authorised and regulated by the UK Financial
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Exchange Commission (SEC), and is a member firm of the Financial Industry Regulatory Authority.
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Lead advisor on second
largest chemical LBO
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Securities brokerage and investment banking services are offered in the US and elsewhere, where permitted, through Piper Sandler & Co., which is registered as a broker-dealer with the US Securities and
Exchange Commission (SEC), and is a member firm of the Financial Industry Regulatory Authority.
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