Results in 2007 push BMS up the competition ladder; but tougher conditions await in 2008 
BMS: Successful year focuses attention on business strategy
Bayer MaterialScience (BMS) gained ground on its key competitors in fiscal 2007 as the company increased year-on-year sales of its businesses by 2.7 percent to EUR 10,435 billion. 

After congratulating BMS staff on a good performance, BMS Chief Executive Officer, Patrick Thomas, quickly turned his attention to the difficulties that lie ahead in 2008.

“This is a  good performance during difficult market conditions in 2007,” said Thomas. “We’re on the right track, but we still have a lot of work to do in order to make our good company into a great one and provide the best-possible contribution to Bayer Group earnings. We will continue to work intensively to improve our efficiency while at the same time optimally exploiting our growth opportunities in part through targeted investment,” he said.
Earnings (EBIT before special items) of EUR 1.117 billion correspond to an EBIT margin (the ratio of EBIT to sales as a measure of profitability) of 10 percent – good enough for second place in the industry behind DSM (with an EBIT margin of 11.1 percent) and ahead of DuPont (9.5 percent), BASF (9.2 percent), Teijin (8.8 percent), Dow (8.7 percent) and Cytec (5.8 percent).
“I am happy that we improved our position,” said Thomas, “but with our portfolio we should be well ahead of the field. That has got to be our ambition,” he added.
In the 2007 Bayer Annual Report, Bayer AG Management Board Chairman Werner Wenning also underscored the positive sales performance achieved at BMS, commenting however: “Earnings were held back mainly by higher raw material and energy costs.” To counteract these and other developments, BMS has already initiated a number of change projects designed to improve efficiency, open new market opportunities and deliver significant financial improvements. 
A weak dollar and significantly higher raw material costs
The increase in sales at Bayer MaterialScience was chiefly attributable to an expansion in volumes, but also to higher selling prices. Earnings were diminished by currency effects related to the weakness of the U.S. dollar and by the sharp rise in raw material prices. The total negative effect for BMS was EUR 300 million.
Materials and Systems

When looking at the business performance according to the two segments Materials (PCS, TPU) and Systems (PUR, CAS, IBC), it is encouraging to note that sales were up in all business units. Business in the Materials segment expanded by 4 percent to EUR 3,041 million, while earnings (EBITDA before special items) of the segment dropped by 39.1 percent to EUR 273 million. This was due mainly to record-high raw material costs.
In the Systems segment, sales were up 2.2 percent to EUR 7.394 billion. Earnings (EBITDA before special items) rose by 8.5 percent to EUR 1.333 billion.

The current situation in the individual business units is as follows:

PUR

The Polyurethanes business unit had another record year. Despite strong competitive pressure and extremely high raw material and energy costs, volumes, sales and EBIT were up again compared with the previous year.
Within the business unit, TDI once again proved to be a pillar of the business. “The current TDI market is characterized by strong demand. Prices are stable at a high level and could even increase further,” said Peter Vanacker, who is responsible on the BMS Executive Committee for the PUR business unit. 

MDI also put in a positive performance. The global MDI market expanded even further from its already high level, and PUR succeeded in successfully defending its market share.

In 2007 PUR also made some important strategy decisions for the future. For example, the approval processes for the TDI plant at the Bayer Integrated Site Shanghai (BISS) are on schedule, with production expected to start in 2010. Peter Vanacker: “This is clearly the right step in view of what was another very gratifying year for TDI.” In the area of MDI, too, the focus is on the Chinese production site, as the 350 kiloton world-scale plant is soon to be completed. The facility is scheduled to come on stream as planned in the second half of this year.
PET also acquitted itself well in a very difficult market environment. “Here, too, our strategy focusing on consistent product portfolio optimization, cost reduction and margin management is essential for a successful future,” said Peter Vanacker.
The PUR systems business performed very positively, increasing volumes by a strong 8 percent. “BaySystems” stands for the rapid and flexible transfer of technology within the global network and from the network directly to polyurethane processors. This network has been further expanded and will be supplemented with new systems houses in the future.
With a view to the years that lie ahead, Peter Vanacker wants to make sure that the PUR business unit is prepared for weak economic phases in some of its product areas. “Only by resolutely implementing our overall strategy will we be able to assert ourselves in our market environment,” said Vanacker.
PCS

The Polycarbonates business unit (PCS) saw sales rise by 3 percent year on year in 2007, to a total of EUR 2.8 billion. All regions remained on a course of growth, and volumes were up by 11 percent overall compared to the prior year.
However, the pressure on margins increased steadily for PCS in 2007 due to record-high raw material costs, and relief is not expected in the foreseeable future. Additional pressure on margins was created by surplus capacities in the market.
With regard to its internal efficiency-improvement measures, PCS significantly exceeded the cost-reduction goals set for 2007 in the ALPHA program. For the current year, too, extensive potential has already been identified that the business unit hopes will help to further offset the raw material cost situation and safeguard its competitive position in the polycarbonates business.
Overall, 2007 was a year of change and strategic refocusing for the polycarbonates business, both within BMS and the industry as a whole.
“GE Plastics and Dow – two of our three main western competitors – have withdrawn from the polycarbonates business, and their business has now been transferred to more intensively raw-material-oriented companies from the Middle East. At present we are also increasingly seeing new market participants in the Asia and eastern Europe regions, such as Honam and Cheil in South Korea and Kazanorgsintez in Russia, that are bringing a completely new dynamic to the market,” observed Günter Hilken, who heads the PCS business unit. According to Hilken, the business environment changed considerably in 2007.
An increasing shift in the product and applications focus in the polycarbonates market can also be observed. “We are seeing demand from our industries increasingly shift from major individual applications such as ODS, the growth driver of the past decade, to a more diversified ‘multi-application-landscape’. We aim to counter this trend in our alignment and our strategic focus on diversified business fields,” explained Hilken, adding: “Internally we are thus concertedly striving for a sort of paradigm shift in our organization that will enable us to operate in the market flexibly, quickly and in a way that creates maximum value. And we want to achieve this in all areas, based on the corresponding value drivers of our markets and customers.”
In this context, the more mature markets will be characterized for PCS by an increasing focus on cost efficiency and optimized capacity utilization, while in the more diversified areas, life cycles in applications development will increasingly shorten and the product focus will shift toward high-quality, ecological and “design-friendly” materials. “In view of such market drivers, the ability to make available innovative products quickly and with good customer proximity at early stages of the cycle will distinguish us from our competitors, create value for BMS and enable long-term customer relations – including and particularly in times of rapid change,” Hilken stressed.
The strategic and organizational realignment of the PCS business unit, which entered the implementation phase as of May 1, 2007, was an important first step here with a view to accompanying the growth and development of the polycarbonate-relevant markets in a value-creating way.

“We are convinced that in the long term, our expertise particularly in diversified applications will enable us to pursue an even more highly value-creating business strategy and thus create value for our customers as well. We will therefore position ourselves in the future with an even clearer profile based on these centers of expertise,” said Günter Hilken. “Clear cost awareness, stabilization of our margins under ongoing raw material cost pressure – these were central themes for us in 2007 that will also serve as the basis this year for safeguarding our market leadership and expanding our core competencies in diversified businesses.”
CAS

“We can be very satisfied,” said Dr. Joachim Wolff, describing 2007 as an exceptionally good year for CAS. The attained growth in volumes, sales and earnings was made possible by the Resins and Aromatics businesses in particular. “In Resins we outperformed the competition. Our competitors can only dream of achieving such earnings.” According to Wolff, the Aliphatics business also made solid contributions, achieving strong sales at consistently high prices – with price increases having been implemented in some cases.

Among the 2007 highlights listed by Joachim Wolff were the successful restructuring of Resins and, in this connection, the founding of the new company Viverso. Other achievements last year included the new organizational alignment of Business Development and Marketing and the establishment of the new strategic unit FFS (Functional Films & Specialties), the further development of which will be a key focus of CAS in 2008. According to Wolff, it will be vital for the existing business this year to market the business unit’s products in a faster and more customer-oriented way than is currently the case. That’s why the business unit will concentrate heavily on the expansion or construction, respectively, of customer centers in Mumbai, Dubai, Moscow, Barcelona and Sao Paulo. Wolff also anticipates active support from the efficiency-enhancement initiatives and the change process at BMS: “We will work tirelessly to further implement the programs,” he said, adding: “This requires employees who are open to transformation and willing to accept change.”
TPU

Two themes dominated the activities of the TPU business unit in 2007. The first was the successful acquisition and integration of the UreTech group of Taiwan, a leading supplier of thermoplastic polyurethanes in Asia. The second, in keeping with the BMS Lite philosophy, was the implementation of the TPU Lite project with the goal of reducing the complexity of internal processes and structures and focusing more closely on the customers. In this connection, organizational and content-related changes were successfully implemented first at TPU Resins in EMEA and NAFTA, while APAC will follow at a later date.

Demand for thermoplastic polyurethanes remained robust in all regions with the exception of NAFTA, where demand from the automotive industry was weaker. The strongest growth was once again achieved in Asia. In order to continue participating in this growth at an above-average rate, the business unit transferred its global headquarters from Leverkusen to Hong Kong effective October 1, 2007. The measures implemented worldwide in the first half of the year to raise selling prices started to bear fruit but were only partially able to offset the continuing rise in energy and raw material costs.
“From a global standpoint, we expect that the market for our products will continue to expand significantly in 2008,” said Dr. Tim Bielfeldt, who is responsible for the TPU business unit on the Executive Committee. “We will participate in this growth as long as it helps us to achieve the earnings targets we have set for ourselves. At the same time, we expect further price adjustments to provide significant relief for our margins. We will also continue to play an active part in implementing the measures initiated in the context of BMS Lite.”
Industrial Operations undergoing transformation
The businesses now combined within Industrial Operations (IO) underwent a transformation process characterized by a record pace last year, and the reorganization is now complete. The employees of Industrial Operations are working to ensure a secure and reliable supply of raw materials, energies and services so that the business units can concentrate on their business without distractions. An important task at IO is the reliable supply of chlorine from Basic Chemicals (BC). This process produces byproducts that were in such heavy demand in the market in 2007 that BC achieved record earnings.

A look at the regions
A look at the regions shows a varying situation. The Asia-Pacific (up 11 percent) and EMEA (up 5 percent) regions are displaying gratifying growth rates. By contrast, sales were down by 6 percent in the Americas region. This was due partly to negative currency effects and partly to the economic slowdown in the North American construction, automotive and furniture industries.
“Functional Films” – a growth business
In addition to the slumping economy in the NAFTA region, Patrick Thomas sees an ongoing major challenge in the extremely high cost of raw materials and energy. “These framework conditions and the tough competition we are facing worldwide leave us with only one choice: we must continue to work on ourselves. In this connection, the consistent improvement of our efficiency is obviously a top priority. Yet we are not just saving, we are also investing – through the construction of new facilities, for example, and by concentrating on promising growth businesses. Functional Films is the best example at the moment. According to our analyses, this area is developing into a market worth billions. We are equipping ourselves to deal with this challenge, and the initiative requires the support of us all.”
Implementation under way
The projects that accompany or push the change process at Bayer MaterialScience are also aimed at fostering acceptance and support. ProgramOne, BMS Lite, CL² – to name just a few – have largely moved beyond the concept stage, and their implementation is under way. The realignment of the administrative and service units is also being further driven along according to the CL² principle. Chief Administration Officer Dr. Axel Steiger-Bagel commented: “The project is aimed at supporting the business as efficiently as possible with our administration and services in order to make our contribution to BMS – in keeping with the ‘One Business – One Team’ motto.”
In dialogue
Good communication is a key success factor in the change process. “We want to get people on board – and we must,” said Labor Director Dr. Tony Van Osselaer. He and the Human Resources Department remain in close contact with the Works Council, and an intensive exchange of information on the current status of the change initiatives took place only recently.

Managers with a responsibility
BMS in its second year of transformation, with one goal in sight: to make a good company even better. It is important to Patrick Thomas and his colleagues on the Executive Committee that the strategy should actually be accepted by the employees. At summits and forums, in town-hall meetings and at round tables all over the world – they themselves hardly miss an opportunity to inform the workforce. Yet this is not nearly enough for Patrick Thomas: “I expect our managers to follow our example and intensively discuss with their employees how they can contribute to the success of our company in keeping with our strategy: BMS – One Business, One Team!”
