HARVARD BUSINESS SCHOOL

9-708-491

REV: JULY. 6, 2011

DAVID COLLIS
TOBY STUART

TROY SMITH

Cadbury Schweppes: Capturing Confectionery (D)

In the fall of 2007, CEO Todd Stitzer and his team at Cadbury Schweppes could look back at
several successful years for the company. (See Exhibits 1a,1b, and 2.) The bold move the company
had made in 2003 to acquire Adams appeared to be paying substantial dividends. In fact, Cadbury
Schweppes had become the only global company to own major positions in gum, chocolate, and
sugar confectionery. The case for the acquisition of Adams had been met a year ahead of schedule in
2005; the company was well positioned in functional gum, a category that was growing at close to
10% per annum; and the new organizational structure was working effectively. By the end of 2006,
Cadbury Schweppes was the number-one or -two player in 23 of the world’s top-50 confectionery
markets, and the company had recently built’a $40 million R&D center in New Jersey.!

However, the business was evolving quickly. In'2006, Cadbury Schweppes had sold its Europe
Beverages business, and in early 2007,it announced that Dr. Pepper Snapple, its beverage division in
the U.S. and a significant cash generator, was also up for sale. In October, due to a tightening credit
market, the company announced, it would spin off rather than sell the division. Rumors circulated
that the Hershey Trust, which had pulled Hershey from the market in 2002, was again considering a
strategic merger. With the gum category reinvigorated by Cadbury Schweppes, Wrigley was
innovating to regain momentum. Stitzer and his team needed to decide how to position Cadbury
Schweppes to capitalize on its currentmomentum and propel its future success.

Merger Success

Although criticized by analysts at the time, many executives attributed Cadbury Schweppes’
recent success to its 2003 acquisition of Adams from Pfizer. The merger elevated the company to the
top of the confectionery category. Before the deal, the Cadbury Schweppes portfolio included 70%
chocolate and 30% sugar confectionery (candy); after the merger, its portfolio included 45% chocolate,
30% gum, and 20% candy. According to Stitzer, having all three categories gave the firm unique
insights into ‘consumer behavior, allowed it to tap into customers’ desire for variety, and
strengthened the company’s relationships with retailers and suppliers. Stitzer noted that the most
important elements of success in the deal were the strategic fit of the two companies, planning well in
advance, addressing the fear and anxiety in the target company, and constant communication.?
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Some executives believed that Cadbury Schweppes would no longer exist as an independent
company if it had not acquired or had failed to effectively integrate Adams. Stitzer disagreed, noting
that “passionate, intelligent people find ways to advance their business” no matter the circumstances.

Integrating Adams

Matt Shattock, an outsider brought in to run the Americas Confectionery business, the biggest
segment of the Adams acquisition, remembered feeling that the acquisition case was a very ambitious
plan and thinking, “all must go right to pull this off,” when he first signed on with the company. He
believed the merger was “definitely a margin and revenue play” and knew that much of the
responsibility of delivering the results fell to him. When reflecting on his time as head of the
Americas, he noted that it was a “remarkable business based on remarkable people.”

Having read a lot about the first 100 days of a leader, Shattock decided that his first task as the
head of the organization was to assemble a team and get their commitment to a simple, compelling
vision. While senior positions had already been filled, Stitzer trusted Shattock to evaluate executives
and fill out the management ranks according to the mandate of “best person, right job,” regardless of
historic company affiliation. Shattock filled many positions with Adams legacy managers, promoting
those with demonstrated potential. At the end of his evaluation, fully 85% of executives had new or
different roles.

Shattock also spent time familiarizing himself with the acquisition case plans (Exhibits 3 and 4).
He was surprised at how “hockey stick” the plans were, but discussions with Stitzer and others
involved in the merger convinced him that they were directionally correct. With a “pretty good
blueprint” in hand for a strategy to“Beat the Model,” Shattock called a three-day meeting of his team
in Key Biscayne, Florida, to come up with a vision and a one-page plan. This session coalesced
around the desire to “create the America’s fastest-growing total confectionery powerhouse” and
involved five key initiatives: Invest in Power Brands by cutting the number of SKUs; Achieve the
Total Availability of all products at retail; Innovate To Win; People Growth; and cost cutting to
provide Fuel for Growth (Exhibit 5).

With a vision and team commitment in place, Shattock moved to release the pent-up energy for
innovation in the organization: The spirit he wanted to create was one of vamos—"“get on with it” —as
he believed that the number-one confectionery company in the world should have the self-confidence
and talent to perform at the highest level. Cadbury Schweppes management supported him in this
vision, which, in the words of Jim Chambers, later brought in as head of Americas Confectionery,
was “inspirational and supportive.” Stitzer made clear that the goals set in the acquisition model had
to be surpassed,.but his management approach was, according to Chambers, to “enlist you to reach
that goal, not use it as a threat to punish you if you failed.” Both Shattock and Stitzer were relentless
in their drive to deliver the acquisition case, and their seriousness in achieving the goal led to an
accountability that was unusual in the traditional Cadbury Schweppes organization. If nothing else,
one executive said, “you could always use “Todd said” as the final word in a discussion.”

Stitzer noted, “The single biggest challenge is winning the hearts and minds of the people you're
coming together with.”® The people in the Americas division were largely the same people who had
been with Adams, but, according to Stitzer, they were now a “reborn team with different resources
and motivation and they were driven to win.” The senior vice president of technology, Barbara
Raphael, who had come from Adams, observed that there is “nothing like success to build
momentum in a company. . . . Being part of a team that wins in the market goes a long way to help
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people come together.” Others noted that promoting an aspirational growth agenda provided a better
environment for cultural melding than a “cut like crazy” strategy.

Raphael also noted that the general companywide restructuring helped to “build a culture of
change, not of being acquired” and made everyone feel they were struggling through the process
together. The open communication from all levels of the company also encouraged a willingness to
make the deal work. Stitzer regularly updated the top 110 Cadbury Schweppes managers by means
of a collective voice mail. Every six weeks he would spend six hours in conference calls with Cadbury
Schweppes business unit managers.* The cultural connection that Adams employees felt with
Cadbury Schweppes also made it possible to integrate the companies without much politicking.

Building on its comprehensive acquisition case, which included 70 synergies and $3,640 million in
value, Cadbury Schweppes developed a detailed plan of action for the Adams integration. Stitzer,
together with the chief strategy officer, Mark Reckitt, mapped these into the budgets and operating
plans for regional and functional heads to ensure that operational results were not neglected. Indeed,
Shattock took responsibility for delivering all cost and revenue synergies in the Americas, while the
two other regional presidents took responsibility for the cost synergies and activities in their regions.
Dominic Lowe, who had managed the acquisition team, took on the role of managing the overall
integration, promoting the mantra, “beat the model,” across the enlarged group. Full-time project
managers were installed for each of the six largest synergy projects and for tracking progress against
each of the synergy tracks.

Tracking progress was paramount; for the firstnine months, all areas of the company did synergy
updates every month, and apprised/the board of the merger status. Managers tracked initiatives
within their jurisdiction and reported time-table progress, key risks and challenges, and value
captured. Leaders were also‘encouraged.todook for additional “quick wins” in cost and revenue
synergies to help make up/for potential shortfalls. However, regional leaders complained that doing
monthly financials and | monthly synergy updates and preparing quarterly numbers were
overwhelming. To make sure operators had time to implement the acquisition activities rather than
just account for them, Cadbury Schweppes changed to quarterly synergy reports. It discontinued
these only in early 2006 when it had achieved the acquisition case and the two businesses were so
tightly coupled that reporting on them separately became too difficult.

Outcomes

Stitzer delivered the acquisition case one year early when the return on capital invested in the deal
passed the cost.of capital (7.25%) in 2005. By February of that year, Adams contributed over 2.0 pence
to the group’s earnings per share, group confectionery growth was almost 6% (versus 3% in 2003),
and Cadbury Schweppes had gained share in five of the seven markets where Wrigley was the main
competitor. The growth of Adams’ core brands since the acquisition had reached 7% per year, while
its operating margins had risen from 12% to 19%. While all the planned synergies had not necessarily
materialized, others had turned out more favorably than intended. In general, some felt the company
had overdelivered on the base case and underdelivered on the synergies, particularly revenue
synergies.

In the development of the Adams acquisition plan, Cadbury Schweppes had begun to see the
potential of the gum category, particularly since 95% of its gum sales were sugar-free, the fastest-
growing sector of the global confectionery market. According to Andrew Peeler, director of group
financial planning and analysis, if you “lit the blue touch paper” of gum, it would grow, and Adams
had several innovations that were ready to go in a category that was “ripe for innovation.”
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Indeed, since the merger, Cadbury Schweppes had grown its share of the $2.5 billion U.S. gum
market from 25% to 34% (versus Wrigley’s share at 58%). In June 2006, the company had launched
Stride, advertised as “ridiculously long-lasting,” which it hoped would take share away from
Wrigley’s Extra, the top U.S. brand.’ Stride’s share of the U.S. market more than doubled during 2007
to 6.3%. By the end of 2006, Trident was the number-one global gum brand,with a 10% share of the
market. Its worldwide sales increased by 26% in 2007, driven by a gum launch in‘the U.K. and the
launch of Trident Splash, a center-filled gum. Within the first four months of Trident’s launch in the
U.K., where Wrigley controlled 98% of the gum market, Cadbury Schweppes grabbed an initial 12%
to 15% share from Wrigley, making it one of the fastest-growing food brands in recent history.
Overall, UK. gum market sales increased 19%, and Wrigley’s Orbit grew 5.7% despite its decrease in
market share.® Globally, Wrigley still led the market with 34%, followed by Cadbury Schweppes with
27%.7 However, Cadbury Schweppes’ gum sales had increased 14% in the previous few years due to
new products such as liquid-filled Trident Splash and Dentyne Soft Chew. In contrast, Wrigley’s gum
sales growth fell to 5% from 11% during the same period.8

Chairman Sir John Sunderland commented, “Far from Cadbury Schweppes not competing with
Wrigley, everyone has said that Wrigley now has found a vigorous global competitor.” The
competitive environment “will never be quite the same for Wrigley again.” Indeed, according to
Chambers, Wrigley’s had been “surprised by the aggressiveness and quality of innovation from
Adams.” Others attributed Wrigley’s loss of market share to its diversification into other
confectionery products in an attempt to match.the Cadbury Schweppes portfolio, in particular to the
distraction caused by overpaying to acquire Kraft’s .confectionery business, with brands like Altoids
and Life Savers in the U.S., in 2005 for $1.46 billion. (See Exhibit 2 and 6.)

Given the growth in gum, some were left to wonder if the success of the Adams acquisition was
simply due to Cadbury Schweppes tapping intora high growth market, independent of any synergies
between the two companies. However, the director of the global gum category, James Cali, noted that
you can be “dealt a good hand, but you still have to play it well.”

Reckitt felt that the combination-of the two companies’ capabilities had led to the merger’s
success. Adams brought process and technical expertise—an ability to bring a new innovation
forward to the market. Cadbury Schweppes, on the other hand, worked back from the consumer to
develop products with perceived consumer benefits. Matching the emotional insights of Cadbury
Schweppes with the functional science of Adams led to the successful commercialization of products,
like center-filled Splash, which had languished under Pfizer. Peeler described the consumer
knowledge that Cadbury Schweppes brought to Adams: “When you sell gum, you don’t sell the fact
that it is a breath freshener, you sell the fact that you can kiss someone in a night club.”

In addition, Adams had historically had a slower time-to-market mentality as a division of a major
drug company; its incubation period to deliver a product was 24 to 36 months versus 6 to 12 months
at Cadbury Schweppes. After the acquisition, Cadbury Schweppes increased the pace of innovation
and time to market and “unleashed a flair to reduce cycle time” throughout the organization. Many
executives thought of increasing Adams’ innovation as “waking a sleeping giant.”

Although Cadbury Schweppes was successful in meeting the Adams acquisition case, investment
costs for the deal were slightly higher than anticipated, and several of the revenue synergies had not
developed as planned. It proved difficult, for example, to put Cadbury Schweppes products through
the Adams route to market. Salespeople found it difficult to handle the split between the front and
the back of the store, and parents didn’t want high-calorie products like chocolate near the checkout
lines. More importantly, it was hard to generate the required inventory turn on chocolate in the hot
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zone when only a very limited number of varieties could be displayed in the two or three linear feet
by the cash register. The company did, however, have some success putting confectionery. products,
such as Swedish Fish, through the Adams route to market in the U.S.

Further, according to many executives, Cadbury Schweppes had still not cracked the code on
Halls. The brand was a high-value property and had performed solidly (with more growth in less-
developed markets), but Cadbury Schweppes had not yet unlocked its potential. Although putting
Halls through Cadbury Schweppes” routes to market in the U.K. and elsewhere had been somewhat
successful, the brand had not delivered the stellar results executives believed possible.

While most of the cost-saving initiatives had been implemented, some had caused problems. A
decision to put all U.S. confectionery logistics through a third-party provider had turned into a near-
disaster in 2005 because the chosen partner had struggled to deliver the contracted service levels.
Separating the shared services from Pfizer and creating a single system for all Cadbury Schweppes
units in the U.S. also proved more difficult than expected. Finally, the merger of equals in Canada,
perhaps the only country where both Adams and. Cadbury Schweppes had substantial legacy
operations, had been problematic. It had taken a change of leadership in that country to get
operations there running effectively.

Stitzer also used the Adams acquisition to improve Cadbury Schweppes” own structure and
management, transforming the organization from “a holding company” of country fiefdoms into a
truly global company with commercial strategy groups ‘and a regional structure. Stitzer noted,
Cadbury Schweppes adopted “a different. management style around regions, not countries.” Some
executives argued that without Adams, Cadbury Schweppes wouldn’t have had the momentum to
make this change and that the Adams acquisition had set the stage for the broader Cadbury
Schweppes transformation. According to-Reckitt, it would have been nearly impossible for Cadbury
Schweppes to be completely global without Adams: “Confectionery follows the pattern that if you
are not big in the U.S,, it is hard to beat people who are big in the U.S.”

According to Robert Stack, chief HR officer, two-thirds of the merger synergies came from the
Cadbury Schweppes side: “So much was changing the way Cadbury did things” and had little to do
with Adams. According to another executive, before the Adams merger, “Cadbury Schweppes
couldn’t spell the word process.” While maintaining that he would have restructured the firm without
the Adams acquisition, Stitzer did recognize that the deal had “heightened the impact and had been a
great motivator for people to accept change.”

The Future

The success of the Adams acquisition gave Cadbury Schweppes “headroom” to fix performance in
beverages and confectionery. In March 2007, the company announced intentions to separate,
probably viaa sale of its beverage unit, to focus on its confectionery brands. Private equity firms were
considered the most likely bidders. However, an economywide credit crunch meant no debt was
available to finance the bids. By October, the company had decided to spin off the division instead. In
chocolate confectionery, Cadbury Schweppes suffered poor results in 2006 when salmonella was
found in some U.K. products. In 2007, it announced plans to close a large U.K. plant and outsource
some administrative jobs to raise operating margins; a total of 2,500 jobs would go.?

Speculation mounted that, once divorced from the drinks business, Cadbury Schweppes’
confectionery arm would enter into a strategic deal with another large confectionery player. Cadbury
Schweppes led the relatively unconsolidated global confectionery market with a 10% share, followed
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by Mars (9%), Nestlé (8%), Wrigley (6%), and Hershey (6%). Many saw Hershey, with a market
capitalization of $12.6 billion as the ideal partner for Cadbury Schweppes (whose confectionery
business was valued at about $19 billion). Hershey marketed Cadbury chocolate in the U.S., and the
two companies had complementary strengths, with Hershey strong in the U.S. and Cadbury
Schweppes strong in Europe and emerging economies. However, Hershey faced slowing growth, and
any Hershey merger would have to deal with the Pennsylvania communities and politicians who had
blocked the 2002 sale of the company. A merger would also dilute the ownership of the powerful
Hershey Trust, which controlled 78% of the chocolate maker’s voting rights.1°

In this context Stitzer now had to determine the future strategy of the world’s leading
confectionery maker.
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Exhibit1la Cadbury Schweppes Financial Statements (£ millions)

708-491

2002 2003 20042 2005 2006
Revenue 5,298 6,441 6,738 6,432 7,427
Trading Costs (4,315) (5,389) (5,623) (5,391) (6,425)
Restructuring/Amortization/Impairment (117) (353) (310) (71) (133)
Nontrading ltems 12 (5) 19 101 682
Share of Result in Associates 58 51 44 28 (16)
Net Interest (106) (181) (226) (188) (155)
Taxation (255) (173) (189) (135) (215)
Profit for the Period 575 391 453 776 1,165
Intangible Assets and Goodwiill 3,919 5,827 5,485 5,648 5,903
Tangible Assets 1,896 1,961 1,948 2,958 1,934
Current Assets 2,052 2,407 2,303 2,386 2,396
Total Assets 7,867 10,195 9,736 10,992 10,233
Current Liabilities 2,585 3,046 2,511 3,097 3,378
Debt 1,577 3,698 3,797 3,054 1,840
Provisions for Liabilities and Charges 419 428 340 1,806 1,319
Total Equity 3,286 3,023 3,088 3,035 3,696
Net Sales Growth 6.8% 21.6% 4.6% -4.5% 15.5%
Net Income Margin 10.9% 6.1% 6.7% 12.1% 15.7%
Net Income/Assets 7.3% 3.8% 4.7% 7.1% 11.4%
Net Income/Equity 17.5% 12.9% 14.7% 25.6% 31.5%

Source: Compiled from Cadbury Schweppes Annual Reports, http://www.cadburyschweppes.com/EN/Downloads/
DownloadLibrary.aspx, accessed-May 2007.

@ Includes Europe Beverages business.

Note:  Financials calculated using U.K. GAAP except for 2005 and 2006, which use International Financial Reporting
Standards (“IFRS”).
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Cadbury Schweppes: Capturing Confectionery (D) 708-491
Exhibit 6 William Wrigley Jr. Company Financial Statements ($ in millions)

2002 2003 2004 2005 2006
Net Sales 2,746 3,069 3,649 4,159 4,686
Cost of Sales (1,187) (1,322) (1,615) (1,863) (2,211)
Restructuring Charges - - - (40) (45)
Selling, General and Administrative (975) (1,097) (1,313) (1,480) (1,608)
Other Income/Expense (2) 2 0 (22) (52)
Taxation (182) (206) (228) (237) (240)
Net Income 402 446 493 517 529
Total Assets 2,108 2,527 3,167 4,394 4,662
Total Equity 1,523 1,821 2,179 2,214 2,388
Net Sales Growth 14.4% 11.8% 18.9% 14.0% 12.7%
Net Income Margin 14.6% 14.5% 13.5% 12.4% 11.3%
Net Income/Assets 19.0% 17.6% 15.6% 11.8% 11.4%
Net Income/Equity 26.4% 24.5% 22.6% 23.4% 22.2%

Source: Compiled from William Wrigley Jr. Company Annual Reports, http:/ /investor.wrigley.com/phoenix.zhtml?c=92701

&p=irol-reportsAnnual, accessed December 2007.
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708-491 Cadbury Schweppes: Capturing Confectionery (D)

Endnotes

1 Matthew Boyle, “Chew on This,” Fortune, September 4, 2006, p. 41, via Factiva, accessed May 2007.

2 Alison Maitland, “Rewards of an adrenalin junkie: The Leadership Interview Todd Stitzer, CEO of Cadbury
Schweppes,” Financial Times, April 27, 2005, p. 11, via Factiva, accessed January 2007.

3 Maitland, “Rewards of an adrenalin junkie.”
4 Maitland, “Rewards of an adrenalin junkie.”
5 Boyle, “Chew on This.”

6 Beth McLoughlin, “Cadbury targets U.K. chewing gum market with Trident,” Brand Republic, October 31,
2006, p. 1, via Factiva, accessed January 2007; “Wrigley squirms as Trident takes a bite,” The Grocer, May 5, 2007,
pp- 28-29, via Factiva, accessed June 2007; Mary Carmichael, “Wrigley gets fruity to stave off rival Trident,” The
Grocer, April 28, 2007, pp. 70-71, via Factiva, accessed June 2007.

7 Jenny Wiggins, “Taking a bite from the gum market Wrigley is going on the defensive as Cadbury plans an
aggressive launch, says Jenny Wiggins,” Financial Times, January 29, 2007, p. 21, via Factiva, accessed May 2007;
Euromonitor, 2006.

8 Julie Jargon, “Gum Battle, Wrigley’s troubles double as Cadbury comes on strong in firm’s core business,”
Crain’s Chicago Business, June 12, 2006, p. 3, via Factiva, accessed January 2007.

9 Deborah Ball, “Cadbury Sets Drinks Split for Next Year,” Wall Street Journal, October 11, 2007, p. B6, via
Factiva, accessed December 2007.

10 Deborah Ball and Betsy McKay, “In Breakup, CEO of Cadbury Faces His Biggest Deal — Parting of Firm's
Candy and Drinks Businesses May Put Both in Play,” Wall Street Journal, March 16, 2007, p. Al, via Factiva,
accessed June 2007; Julie Jargon, Deborah Ball, and Jason Singer, “Cadbury Plan Attracts Partners,” Wall Street
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