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Cadbury Schweppes: Capturing Confectionery (B)

In preparation for a bid for gum maker Adams, Todd Stitzer’s merger team identified 70 potential
synergies, representing $3,640 million for the combined company (Exhibits 1 and 2).

Base case The base case financial projections included improvements to the Adams business
that Cadbury Schweppes felt would be undertaken even if Adams was not acquired. For example, the
first synergy (Synergy #1) was to “increase penetration of sugar-free pellet gum in the U.S.” by
restoring sales and marketing support to historic.levels, which was estimated to add $449 million to
the base value of Adams (Exhibit 3). Stitzer’s team: believed that sugar-free pellet gum was
underrepresented in the U.S. market, where'it held only a 10% share, compared to 45% in France.
Adams’ portfolio was weighted toward sugar-free (with 90% of its sales), while Wrigley had a vested
interest in sugared gum, which still made up half ofits sales. The detailed plan had six action points
for 2003, including: “Ensure planned Trident Pellet (Q1 2003) is in field, and Dentyne Ice
reformulation (2004) launch is on time,” and “Cross-fertilization of gum concepts and technology
between Adams, Dandy, Hollywood, and Stani, to perpetuate brand renovation and innovation.” In
general, Cadbury Schweppes believed that' Adams had “a highly disciplined, but overengineered,
R&D process,” rooted in the pharmaceutical industry mind-set. The combination of the two
companies would produce a “leading-edge, nimble platform to deliver the group’s innovation
strategy.”?

The keys to making the Adams base case would be to hit a target growth rate of 5% in the U.S., up
from 0% in the preceding two years, and to restore margins to those of the early 1990s (Exhibit 4).
Latin America was, however,a risk for Adams. To make the base case, margins would have to grow
by almost 10% from their current poor levels, while in Mexico the firm’s 80% market share, high
margins, and historic 10% CAGR would need to withstand an attack from a new Wrigley factory. To
guard against the global Wrigley threat, the team identified offensive and defensive strategies for
Adams markets, and $10 million per annum was allocated to fund specific competitive responses.

Revenue Cadbury Schweppes expected $275 million in revenue synergies in the U.S. from the
launch of two brands, which would leverage Adams’ route-to-market (RTM) and Cadbury
Schweppes’ confectionery expertise (Synergy #2). Of five products to be launched over five years,
including an adult-oriented pocket confectionery (Wine Gums) and a product for children (Cadbury
Eclairs), the company planned on at least two making $100 million in annual sales. Stitzer’s team
believed that the combination of Adams’ technology and Cadbury Schweppes” product portfolio
would provide potential high-value candidates. Adams’ front-of-store expertise was also seen as
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ideally suited to pocket confectionery products. The company needed to avoid a repeat of the Body
Smarts fiasco, but analysts warned, “It is difficult to launch new confectionery brands in relatively
saturated and fiercely competitive markets. This is particularly true in the U.S., which is Adams’
largest market.”?

In general, the merger team believed revenue synergies would emerge'from selling existing and
new Cadbury Schweppes products through the Adams gum RTM. For instance, the team anticipated
increasing distribution of chocolate in Mexico (Synergy #5), the Caribbean and Central America
(Synergy #14), and distribution of Swedish Fish and Sour Patch products in the U.S. (Synergy #4), as
well as the launch of new confectionery in the U.S. (Synergy #2) (Exhibit 5). They also foresaw the
opportunity to sell Adams products through the strong Cadbury Schweppes’ confectionery RTM
(e.g., in Canada, Synergy #6; [Exhibit 6] Australia, Synergy #40; and Russia, Synergy #32), and to use
Adams’ technical knowledge to enhance Cadbury Schweppes functional offerings in candy (Synergy
#13, Synergy #45) (Exhibit 7). The net result would be that Adams would be growing at 7% per
annum by 2007 (base case plus revenue synergies).

More generally, management hoped that a broader product portfolio or “smart variety” would
allow strength in one category to be leveraged into others by providing a total category solution to
retailers. By providing this “shopper insight,” the combined company would offer a total solution
that might allow the firm to raise prices by having discussions above the category level.

Cost Reconfiguring the Cadbury Schweppes supply chain represented a significant opportunity
for cost synergies. The combined company would also cut $533 million ($221 million from Synergy #52
alone) (Exhibit 8) in costs through a “manufacturing configuration strategy.” This would be done by
closing 12 underutilized plants and transferring production to other centers. It was expected that 4
Cadbury Schweppes plants would be consolidated into 3 Cadbury Schweppes and 3 Adams plants.
In addition, 8 Adams facilities'would be integrated into 7 Cadbury Schweppes plants and 3 Adams
plants. Plants targeted to be closed or transferred included facilities in Alexandria, Corinth, Beirut,
Cape Town, Manchester, and several sites in Brazil (Exhibit 9). Stitzer’s team assumed that the
combined organization would adopt a centrally led, regionally managed organization much like
Adams, with a global supply chain and a shared services delivery model. In the U.S., for example, a
shared services organization would include the beverages business (Synergy #67), while the entire
company would use the merger as the impetus to transform business processes and data availability
by moving to a common IT platform called PROBE (Synergy #69).

Other savings would come from better leverage in purchasing and procurement. Postmerger
savings for media and advertisements, for example, were estimated at 10% (Synergy #59). Although
chocolate required more temperature control than gum, the team believed there would be savings on
distribution and warehousing as well (Synergy #64). The trade investment required for chocolate was
much lower than that required for gum due to the cost of getting products in the “hot zone” at stores.
However, the company believed it could blend the distribution categories to some extent.

Savings in corporate overhead would be concentrated in countries where there was a substantial
presence of both companies, such as Canada (Synergy #8) (Exhibit 10), Spain (Synergy #23), and the
U.K. (Synergy #36). All totaled, Stitzer’s team estimated that 70% of the cost benefits would be
obtained from centrally controlled initiatives.

In discussions with CEO Sunderland, Stitzer realized that if Cadbury Schweppes did indeed push
forward with the Adams bid, he personally would be making a commitment to deliver on the stated
synergies. From his previous experience, he knew that he would implement the projects to realize the
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proposed cost synergies—but could these synergies be delivered in the time frame envisaged to
achieve the hoped-for value? Could Adams really be turned around as the base case implied? Were
the ambitious revenue synergies realistic? The future of the company would depend on his answers
to these questions.
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Endnotes

1 Cadbury Schweppes, “Project Bond: Pre Board Meeting Review,” October 18, 2002, p: 47. Provided by the
company.

2 Andrew Wood and Maria Sims, Cadbury: 6 reason why managing Adams may prove to be even more
troublesome than acquiring it,” Bernstein Research, January 9, 2003, p. 7.

3 Cadbury Schweppes, “Acquisition of Adams Analyst Presentation, 17t December, 2002,” PowerPoint
presentation, December 17, 2002. Provided by the company.
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