
Why are specialty surfactants so special?

I have consulted periodically to the chemical industry since 1988 and throughout that over quarter-century, I have been 
asked regularly the question "what is a specialty chemical"? I still get, admittedly only occasional, laughs when I relate to 
boards and CEO's that a specialty business is one you have just acquired and a commodity business is one you have just 
divested. However, it is rare indeed to find a company boasting of its aggressive investment in commodity chemicals and its 
strategy to get away from involvement in specialties. No-one does that. Why not?

It's all about the money. Any investment banker will tell you that a specialty chemicals business is worth more, per dollar of 
earnings than a commodity businesses. That means, using the common metric of EBITDA (Earnings Before Interest, Taxes, 
Depreciation and Amortization) multiple, an acquirer of a chemical business will pay around a one third or more higher 
multiple if said business is fortunate enough to have been granted the appellation "specialty" by the financial community.  
The table below using data from the Scott Macon, Investment bank, Chemical Valuation Multiples Review for 2015  
demonstrates this "specialty premium" effect, vividly. 

However, you can't simply define a specialty business as one 
that trades at a higher multiple. What is it about the specialty 
business that makes it so special that a dollar of its earnings 
is worth a third more than a dollar of plain old commodity 
earnings? 

I explored this question at the recent 6th World Surfactant 
Conference that I produced with ICIS in May in 
New York City. At the root of the difference 
is, I concluded, one thing: Information. 
The amount and type of information 

inherent in a business is what imbues it with that specialty or commodity characteristic and 
thereby drives value. The other indicators often used, such as price, 
volume, performance and physical specifications are all different views 
of certain aspects of the overall information content of the business. 

Consider the example, as I did at the conference, of two identical 
railcars and fi ve piles of atoms; those fi ve piles being of Carbon, 
Hydrogen, Sulfur, Oxygen and Sodium. Shovel a bunch of 
atoms from each of the piles into the railcars at random 
and what do you get? A big mess and most likely an 
explosion, resulting in nothing of particular value and 
a big clean-up job. You need information to get 
anything useful2. So, now apply some information to 
railcar 1 and you get yourself 80 MT of Sodium Linear 
Alklbenzene Sulfonate (Na LAS), a useful and 
cost-effective surfactant for cleaning applications 
Apply some slightly different information to railcar 
2 and you could get 80 MT of sodium heavy alkyl 
benzene sulfonate (Na HABS), an oil dispersible 
surfactant with applications in industrial lubricants, 
oilfi eld and many other areas. You could argue 
that you needed more and more diffi cult to fi nd, 
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information for the Na HABS in railcar 2 as "off-the-shelf" recipes to make Na 
HABS are not as easy to come by as they are for Na LAS. True but the differences 
between the products become really interesting when the railcars start to move. 

Railcar 1 with it's cargo of Na LAS rolls down the track to a customer, any 
customer, in the cleaning products business (household, industrial or institutional 
- doesn't matter) and virtually the only information it needs to carry with it 
is - what? A certificate of analysis (COA) with 4 or 5 lines on it and even that 
is arguably redundant. The customer knows exactly what to do with this very 
predictable and well known product and is really concerned with the railcar 
being there on time, when he needs it. 

As soon as railcar 2, with your Na HABS, starts to move, however, it's a whole 
different ballgame. The instant those railcar wheels turn, a massive information 
requirement is generated. It matters immensely the specific application for the 
product. There is going to be a huge difference in type of information relating 
to say, lubricants, vs oilfield.  No matter what the application, it is understood 
and expected by the customer, that the supplier is able to provide information 
demonstrating performance in use and that means lots of information. And it is 
not just the quantity of information that is at issue, it is the quality. Applications 
information for fields like lubricants, oilfield, textiles and agriculture is not 
generally available via Googling. It is often proprietary and built up over 
decades of field experience. 

To further illustrate the difference between railcar 1 and railcar 2 type 
surfactants, I often ask my Surfactant Business Essentials course students to think 
about a company selling Na LAS to Henkel or Unilever, and offering to come 
along with a team of tech service chemists and applications experts to advise 
them on how to use the product in a laundry detergent. Laughable right? 
The information content needed for this business is low. Just get the railcar 
there on time, OK? For the industrial lubricant formulator taking your Na HABS, 
it is likely you will need the ASTM test results, the proprietary customer corrosion 
tests, your own emulsification tests, third party (Intertek, SGS etc.) tests, IP, 
OCM, ISO, NLGI, DIN etc., you get the idea. You are also expected not just to 
email this information but coach your customer about the product and results, 
engage in a dialogue and actually thereby likely create new information about 
your product in your customer's specific application. Is any new information 
created resulting from your LAS business with Henkel? No.

My contention therefore is that the difference between specialties and 
commodities in any chemicals, including surfactants, is information, but not 
just a bit of information but many, many orders of magnitude more. 
In addition, this information is diffi cult, that is costly, to access and accumulate. 
That is why these specialty companies are worth more. The buyer is paying not 
just for the earnings stream but the information that is embodied in the business. 
That information represents a barrier to entry that protects the business from 
competition and ultimately makes it more sustainable (ie. There is less risk that 
the earnings the acquirer is paying for will be competed away in the future). 
For sellers of businesses, I always counsel, be clear-eyed about what you have 
and value it properly. Merely calling something specialty does not make it so, 
but if the information content is high and the information is costly to get, you 
may well have a valuable jewel. For buyers, I counsel similar clear analysis. 
Think about how you would build from scratch a business that you are 
considering acquiring. If you can't quite figure that out, or if the timeline to do 
so, looks impossibly long, then specialty valuations may well be OK. 
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