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Cadbury Schweppes: Capturing Confectionery (C)

By March 2003, after a series of significant changes at=Cadbury. Schweppes, including the
agreement to acquire Adams for $4.2 billion in late 2002, the/appointment of a new CEO, and a major
reorganization, the company’s stock price had fallen sharply and investors seemed to have lost
confidence in the company. (See Exhibit 1.) The new CEO, Todd Stitzer, was left to contemplate the
recent changes and determine whether the company had been too aggressive in its strategy. More
importantly, he now had to decide how to capitalize on the Adams acquisition.

New Acquisition

After more than a year of extensive planning, Cadbury‘Schweppes announced on December 17,
2002, that it would acquire Adams from pharmaceutical giant Pfizer. The deal closed in March 2003
and increased the company’s confectionery revenues by almost 50% worldwide. The cost of the
acquisition was $4.2 billion, which the company funded entirely with debt, resulting in a ratings
downgrade from A to BBB (debt rose from £1.6 billion to £4.4 billion).! In previous acquisitions,
Cadbury Schweppes had bid up to the base value of the target plus 50% of the cost synergies.
However, management had bid 78% of total synergies for Adams because it was competing against
Nestlé and strongly believed it could/deliver on revenue targets. According to Stitzer, a company
“must be willing to commit more when a transforming deal comes around.”

Based on its detailed acquisition model, Cadbury Schweppes promised that returns would exceed
its cost of capital in 2006 and that the acquisition would be accretive to earnings in 2004.2 Cadbury
Schweppes had beaten out its chief rival, Nestlé, largely because it had developed an extremely good
relationship with the M&A group at Pfizer and because it was very fast in the negotiation process.
According to insiders, Nestlé was shocked when it lost the bid and confided to Pfizer that it would
have topped Cadbury Schweppes’ offer by $200 million, if given the chance. However, Pfizer wanted
to get the deal done rapidly and liked the quick, clean offer and easy-to-work-with Cadbury
Schweppes team. Stitzer called the deal “a truly transformational acquisition.”

Between the signing and the closing of the deal, the company moved decisively to become
familiar with the first tier of Adams management. Leaders at Cadbury Schweppes conveyed the
message of “don’t get nervous, we want to talk to you” and brought in an outside consultant to help
establish open, honest lines of communication. Of the 15 top Adams executives, 5 from the regions
and the functions were retained — perhaps 5 of those who were let go would have preferred to remain
with the firm—and high-potential candidates from both organizations were installed in new
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management roles, with half of the new senior management coming from the Cadbury Schweppes
organization. The new CFO came from Cadbury Schweppes—an intentional decision'to have “our
guy” in that role —as did the head of HR and legal (the former Adams head of HR retired, while legal
work had been done by Pfizer) and two regional managers. In total, 85% of senior management was
in new roles or job descriptions altered in accordance with the mandate, “Best Person, Right Job.”
According to Hank Udow, Cadbury Schweppes chief legal officer, some organizations preferred to
get a sense of a new acquisition before naming a permanent leader, but “to leave an enterprise
leaderless for the first few months after a deal is a huge mistake.” Cadbury Schweppes thought it
imperative to take control and put key people in jobs immediately — people who were invested in the
company with long-term plans and a future with the firm.

In a controversial move, Cadbury Schweppes hired an outsider, Matt Shattock, to head Americas
Confectionery. Although he had had experience integrating the Best Foods acquisition into Unilever,
Shattock was new to Cadbury Schweppes, and despite never having worked in confectionery, he was
known to then CEO Sir John Sunderland. Shattock’s initial thought at seeing the ambitious Cadbury
Schweppes integration plan was, “My goodness, all must go right to pull this off.”

Immediately after the acquisition, top executives, including Chairman Sunderland and CEO
Stitzer, visited Adams headquarters in Parsippany, New Jersey, for a town hall-style meeting that
was simulcast to all Adams employees. They gave speeches inviting the Adams employees to “come
to a more natural home” and welcoming them.to the “Cadbury family,” recognizing that, “since we
were privileged to win the bid, we will honor the heritage you have so clearly demonstrated.” At the
same time, they made public the goals for the acquisition and made clear that these were targets
against which they would evaluate the organization. There were celebrations at Adams on the day of
the acquisition, and HR personnel said that within an hour of working with their Cadbury
Schweppes counterparts, “it waslike we had worked together forever.”

The company explicitly set out responsibilities and duties in an effort to move the integration
along quickly. Upon closure, it began to hold monthly status meetings to evaluate the progress of
identified synergies. After purchasing Snapple, Cadbury Schweppes had largely left the company
alone, reasoning that its quirky nature and “entrepreneurial culture” might be harmed by heavy-
handed new ownership. In contrast, the steering committee for the Adams deal was fully operational
at closing, and new initiatives to “beat the model” were delineated. The company quickly made
commercial decisions thathad been delayed under Pfizer, such as closing the Manchester factory.

Analystssbelieved that Cadbury Schweppes was paying a very high price for the business and
worried that “Cadbury could be biting off more than it can chew, particularly given an apparent lack
of major cost-cutting synergies.”> Many vocal analysts had understood that Cadbury Schweppes
would only do bolt-on acquisitions. Andrew Wood, of Bernstein Research, believed that Cadbury
Schweppes had overpaid by $0.6 billion to $0.8 billion and that “the acquisition of Adams has not
only led investors to lose faith in Cadbury’s M&A strategy of making value enhancing, bolt-on
acquisitions, but it has largely curtailed Cadbury’s ability to do more such deals in the near term.”*

While some analysts agreed that the acquisition was a good fit and could improve the company’s
growth outlook, they saw a huge potential for execution risk, noting that “expanding into new
regions’ with limited operations/management in place to manage the process increases the
complexity of the integration.”> Skeptics doubted Cadbury Schweppes’ ability to sell chocolate in
Adams’ route to market, especially in the U.S. and also in developing countries, which tended to have
hot climates and indigenous competitors. Even analysts willing to grant the cost synergies didn’t
believe Cadbury Schweppes could achieve the all-important revenue synergies. Many also saw

This document is authorized for use only by Ching Yang at University of Wales Trinity Saint David until April 2014.
Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617.783.7860.



Cadbury Schweppes: Capturing Confectionery (C) 708-455

commercial risk in the base business, as few believed Cadbury Schweppes could compete effectively
with Wrigley. In response, Sunderland noted, “Cadbury Schweppes spends its life competing with
Coke and Pepsi and Nestlé and Mars. To say that Coke is a lesser competitor in their space than
Wrigley’s is in theirs is absurd.”

Soon after the announcement, management went on a road show to.convince investors of the logic
of the acquisition. As Sunderland noted, “Cadbury Schweppes has always erred on the side of
transparency.” Executives argued that the deal had transformed the company from a chocolate-
focused regional business to a multi-area global enterprise. The acquisition would also move the
company from lower-growth categories and markets to higher-growth areas such as emerging
markets and gum.

New CEO

In December 2002, Cadbury Schweppes had announced that longtime CEO Sunderland would
transition to the role of executive chairman and that the chief strategy officer, Stitzer, would assume
the CEO mantle in May 2003. Besides being Cadbury’s. first American CEO, Stitzer was relatively
unknown to the investor community.® Even 'many internal people were surprised by the
announcement, as they had assumed COO John Brock, who later left the firm, was the natural choice
as successor. Investors were nervous because Stitzer had been a lawyer until 1989, although he had
undertaken a series of strategy and commercial roles culminating in successfully running the North
American CSD (carbonated soft drinks). business from 1996 to 2000. He had also driven the Adams
acquisition and was reportedly given the CEO job with the charge, “It is your deal, make it work.”

New Structure

In February 2003, in one of his first acts as CEO, Stitzer announced that Cadbury Schweppes
would dramatically alter its erganizational structure. Previously organized into nine regions with
“devolved accountability,” the new structure would include five regions—Europe Beverages;
Americas Beverages; Americas Confectionery; Europe, Middle East, and Africa (EMEA); and Asia
Pacific—and five functions—global supply chain; global commercial, science and technology (this
was later split into two functions); human resources; finance and information technology; and legal —
as equal partners in a drive to globalize the organization. (See Exhibit 2.) Stitzer often spoke of “Five
and Five” to familiarize the organization with the new structure. The company justified the change as
a move toward the traditional Adams organizational framework and noted that the newly acquired
products were R&D intensive and necessitated central management. To Stitzer, the merger was “an
opportunity. to cleanse ourselves of the old ways of doing business, and a program for working better
together.” Some analysts believed that such a radical change in structure was too much, given the
huge integration effort that would be required to achieve the case for the Adams acquisition. Global
resourcing director, Norma Boultwood, noted that to outsiders it looked like the company was
“tipping two large jigsaw puzzles on the table” without the capacity to manage both simultaneously.

According to chief of human resources, Robert Stack, there was a sense that we all “held hands
and/jumped off a cliff” when the company made so many large moves concurrently. He didn’t
question if management had the capability to accomplish what it had set out to do, but only if it had
the capacity. He noted that given the previous federation structure of the organization, Cadbury
Schweppes had not consciously been developing people to run global functions, a task now
mandated by the new structure. Given these radical changes, whether the company could develop
the necessary skills and processes and survive, much less thrive, was still an open question.
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2 Cadbury Schweppes, “Acquisition of Adams Analyst Presentation, 17t» December, 2002,” PowerPoint
presentation, December 17, 2002, provided by the company.

3 Robert Frank and Deborah Ball, “Cadbury to Buy Adams From Pfizer,” Wall Street Journal, December 17,
2002, p. A7, via Factiva, accessed January 2007.

4 Wood and Sims, “Cadbury,” p. 1.
5 Ball, “Adams to Bring Cadbury Debt as Well as Revenue”; Wood and Sims, “Cadbury,” p. 3.

6 Robert Frank, Deborah Ball, and Betsy McKay, “Cadbury Emerges As Front-Runner To Acquire Adams,”
Wall Street Journal, December 6, 2002, p. B3, via Factiva, accessedJanuary 2007.
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