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<<Michael Wilson>> 

 

Hi, good morning. I’m Michael Wilson, President and CEO of Ingevity, and I appreciate you 

being here this morning. And for your interest in Ingevity, I’d just like to mention that we are 

webcasting our presentation this morning. So, I’d like to draw your attention within the 

presentation materials that have been posted to our investor website, to our disclaimer regarding 

forward-looking statements. I’ll leave you to all the details that are there. We’re doing something 

a little bit different this morning than we would typically do. Typically, I would get up and give 

you a general overview of Ingevity, the business before moving to the Q&A. 

 

However, I think most of you have become more familiar with Ingevity now that we’ve been a 

public company since 2016. So, we’ve gotten a lot of interest about our new Engineered 

Polymers segment. What we also refer to as the Capa business, the caprolactone business that we 

acquired from a Perstorp, in the middle of the first quarter of this year. 

 

So, we’re going to focus our presentation today on the Capa business, and I’m pleased to have 

with us today, Stephen Lewis, who I’ll invite up in a moment. But Stephen is the General 

Manager of the Capa business. He joined Perstorp in 2014 and has served as a General Manager 

of that business since that time. 

 

Under Stephen and his leadership, there has been a significant shift in the strategy of the Capa 

business moving toward a more derivative focus, moving downstream into more specialized 

products. And it’s really changed the trajectory, as well as the profitability of the business. So, 

Stephen is going to provide you his perspectives on the business, which I think you’ll find a very 

instructive. We’ve gotten a lot of interest, as I said, from investors wanting to know more about 

the Capa business. We acknowledge as the newest part of Ingevity, it’s probably less understood 

than most, and it’s also a fairly narrow area of chemistry and/or some novel things are 

happening. 

 

So, the way we have this structured is I’m going invite Stephen up. Stephen will talk for about 15 

minutes. I would just ask you to hold your questions, so that he can get through all the 

presentation materials. And then at the end of that we will take Q&A as for as long as time 

allows. But again, Stephen has been running the business now for since 2014 and has a 

background probably 25 years before that into polyurethanes and other polymers, which are the 

key markets for Capa. So, I think you’ll find him, very knowledgeable. 



 

And so without further ado, I’ll turn things over to Stephen. Thank you. 

 

<<Stephen Lewis>> 

 

Okay. Good morning, ladies and gentlemen. Thank you very much for the introduction, Michael. 

Yes, just, sort of reviewing on what Michael said, I’ve been with the business five years in a 

privilege heading up the caprolactones business since that time. Before that time, roughly about 

28 years in the urethane elastomer business, previously with Chemtura, now LANXESS; and 

before that, with ICI, now Huntsman. And then early part of my career started off with 3M. 

 

So, I’d like to basically start off and start this introduction talking to you a little bit about what is 

caprolactone? Caprolactone is basically a niche benzene derivative. It comes specifically from 

the phenol chain. And the Ingevity business in the UK starts with a key intermediate called 

cyclohexanone. We basically take cyclohexanone and we react it with a combination of 

hydrogen peroxide and acetic acid, and we perform what we regularly call the Baeyer-Villiger 

reaction to produce caprolactone monomer. A very simple chemical reaction if you read the 

chemical books, but in fact a very specific and precarious sort of reaction to carry out. And 

whereby the business has actually created a lot of intellectual IP and process related IP to make 

caprolactone monomer to a high level of purity over the last 40 years since the business has 

actually been producing this key monomer. 

 

As Michael mentioned, we are in the business of making derivatives, caprolactone monomer is 

an essential building block for us. We supply a proportion of that to the merchant market, but the 

vast majority of what we do is to derivatize it into three distinct product families, specifically 

thermoplastics, polyols, which is the biggest of our product families and a new product family 

for us which is called lactides. I would talk in a little bit more detail about the specific properties 

and advantages of thermoplastics and polyols further in this presentation. 

 

So, it offers a lot of value added performance enhancement in a number of key markets. The 

business is very diverse. If I look at some of the key application and markets for the business 

resins and coatings, it makes a polyurethane coating or a resin formulation better looking. It 

makes it longer lasting, and it makes it brighter as well in a lot of applications. 

 

If we look at PU elastomers, and really this is where performance on our materials, particularly 

from the polyol product line, really drive home making products tougher, more resistant and 

long-lasting. In adhesives, again, tougher and more flexible, and last but not least, biodegradable, 

biopolymers making our products biodegradable, food, friendly, and more flexible as well. So, a 

lot of really sort of key value adds and performance enhancements available, not just from 

caprolactone monomer with derivatives based on those key raw materials. 

 

So, on the next two slides aim to talk a little bit about the markets for caprolactone and really, the 

market segments in which we operate. Before I go into that, I think I’ll basically start by really – 

we are the global market leader. We are three times bigger than the next nearest competitor. The 

competitive landscape and our competitive advantages are listed in Slides 14 and 15 of the 



appendix in this presentation. But basically, our assets and our people are strategically targeted to 

focus on the high value end markets. 

 

I split these up into three areas; the monomers, the polyols and the thermoplastic, and you can 

clearly see here some of the areas in which we operate. If I look at monomers, polyols synthesis, 

reactive monomer, coated additives. At a much slower end of growth rates than some of the 

derivative areas, but still interesting markets for us and particularly when I look at reactive 

modifier, if I look at our – where all products are positioned in the polyolefin dispersion market, 

for waterborne poly urethanes also the UV cure market. These are still showing very significant 

year-on-year growth for us. 

 

However, as you can see 74% on what we do is derivatize. This is where basically we can 

actually build in the sophistication and chemistry knowledge that we have within the business 

and tailor make products and caprolactone solutions in these markets, some of which are actually 

growing much higher than GDP. If I just pick elastomers for example, roughly 6%-7% is the 

accepted growth rate for the polyurethane elastomer market. But we also have markets, where 

this business is now full innovation and business development opportunities starting to position 

itself, notably, the biodegradable markets with much higher growth rates for these thermoplastic 

elastomers products in that fast growing segment. 

 

The most important thing to remember about caprolactone, it is a very defined market. We grow 

and we expand in this business not by taking share on the other players. We grow by substituting 

other technologies and we play, and we position the caprolactone solutions versus other 

technologies. This chart here aims to show you basically what we, in the business, have basically 

defined as the total addressable market in our key market segments for caprolactone. 

 

We’ve chosen two segments that have been long historical good servants of the business, 

coatings & resins and elastomers, where the value proposition caprolactones very well defined 

unaccepted by the customer base. And you can see here we still have significant head space to 

grow with a relatively low penetration currently of caprolactone versus other substitutes in these 

particular markets. 

 

On the other side, we’re basically doing our strategic reviews. We looked at areas as well, where 

caprolactone could offer benefit based on the market drivers in those particular markets. So, for 

example, adhesives markets continues to drive down the use of VOCs move away from solvent 

systems to 100% solid systems, caprolactones are basically ideally placed to upgrade the product 

technology and capabilities in those particular areas. And also similarly in bioplastics, where 

today one of our fastest growing markets, however, where we have a very low penetration, 

biopolymers are very difficult to process, they are very difficult to upgrade. Caprolactone – 

thermoplastic-based caprolactones offer benefits in performance enhancement and processing in 

as basically the whole industry starts to adopt a widespread use of bioplastics in the consumer 

space. 

 

I mentioned that I would talk a little bit more detail about the two main product areas for us and 

prime position in everybody’s mind, where caprolactones win versus other technologies. 

Basically, the performance attributes are strength, high durability, high quality finished, extreme 



resistance to wear and tear versus other polymers, and its ability to maintain its form and 

function and the specific high load, flex and durable applications. 

 

The pyramid of below basically aims to show what we call the polyol pyramid performance. 

These are some of the substitutes, in which we compete with. At the low end, the really high 

volume, the cheap end of this pyramid is an area, where we basically don’t compete. We 

compete at the high end of the specialty polyols area with other niche high performance products 

and we understand the value proposition of those particular products into that area. But we also 

substitute the high end polyester polyols market and that is where the growth and future success 

of the business comes from. 

 

I’ve tried to basically demonstrate as well with the three examples here. Basically, what is the 

value chain from starting with the caprolactone molecule and finding itself to the end user? Let 

me just take the mining screen one as an example here. The advantage to the end user here is 

resistance to wear and tear, at a much higher rate to some of the other substitutes that I’d  ear-

mark in this performance pyramid here. The customer of our business would be a pre-polymer 

supplier, who would basically formulate the range of two component chemicals. They would go 

to a customer molding company would basically supply an equipment producer that would go to 

an OEM and that could find its way through to a mine operator, so that gives you an idea of 

basically, where caprolactone sits in the final value chain. 

 

And in some of these applications, the cost of failure is significant, if you can imagine, a mining 

screen going down, because it cannot sieve. The cost of a downstream of that operation is fairly 

significant, such that the cost of the raw material and the solution sometimes is not as significant 

as you might expect. 

 

On thermoplastics side, again, some of this key characteristics of the thermoplastic highly 

durable and strong, stiff. It’s quite unique from a thermoplastic in that it basically softens and can 

be molded at 60 degrees C. So, it is repeatedly reshapeable and one of the key attributes is what 

it is fully biodegradable under laboratory conditions after 45 days under certain conditions. Some 

of the key areas in which we operate adhesives, bioplastics and also medical devices, very strong 

growth areas for us. Let me just pick up, bioplastics, our fastest-growing market today. Really, 

the caprolactone is used at a relatively low concentration here. Think of it as an additive or 

performance improvement additive, not just in improving the processing of the biomaterial in 

which is compounded with, but also the biodegradability of that material as well and it’s 

positioning in the market. 

 

So that’s a little bit about the market. It’s a little bit about the product families. I mentioned that 

we have significant headspace to grow. How do we go about and how have we done in recent 

years? We operate two processes if you like; one is an innovation development pipeline; and one 

is a new business development pipeline. It is very much a stage gate process. We started this in 

2014, with a different perspective to what we had today and we’ve genuinely been able to 

basically show significant growth into new areas, substituting net new technologies. This is not 

about share shift. This is not about taking market share from other competitors. 

 



Similarly, on the innovation area, the business has 40 years’ experience of manipulating Capa 

chemistry to produce specific end effects and understanding the downstream impact in those 

particular markets. This is all about our derivative strategy, and innovation sales between 2015 to 

2018 have grown significantly during that period by focusing on customer needs in those chosen 

market segments. 

 

Some of the new areas that we’ve developed recently, let me just pick up the second one here, 

Capa polyols to produce microcellular PU elastomer for railway damping pads. One of the key 

critical performance attributes of caprolactone polyols in a polyurethane elastomer. versus a 

substitute, it’s improved flex fatigue. And in this particular application, the substitute technology 

that was a polyether based technology was not lasting and was basically feeling prematurity. We 

were able to basically formulate the caprolactone solution to basically solve this particular 

challenging problem. 

 

Also, on the Capa polyols to produce a resistant band material for medical applications, use of 

caprolactone in Medical technology is growing quite extensively; unfortunately, more and more 

people are becoming sort of affected by cancer, and other sort of diseases, where the need for 

immobilization devices, whether they are for full face, for radiotherapy or for limbs is actually 

becoming a big growth area for us. We are continually looking at how we can best, formulate 

new solutions to basically give the tactility in these type of applications that our customers 

demand. 

 

<<Michael Wilson>> 

 

Just to wrap up, I just wanted to reiterate, and we’re very excited to have Capa as part of 

Ingevity. There’s so many things that we like about this business. I think starting with the 

inherent growth profile, markets on average that are growing at a compounded annual growth 

rate is 6%; a business, which historically has shown an ability to grow faster than that. We like 

the industry structure, three competitors globally, one in each major region of the world. We like 

our position within that competitive structure as the leader with three times the capacity of the 

next largest competitor. We’d love the margin profile in this business. A business that’s got low-

30%, mid-30% EBITDA margins, which I think is consistent with the specialty nature of the 

business, also consistent with the financial profile for Ingevity overall. So, there are a lot of 

things we liked about it. 

 

So, as we talked about and we said, clearly from the beginning, it’s not a business that we bought 

for its impacts to our P&L for 2019 or even 2020. We acquired this business, because of the 

potential that we see for value creation in it going forward three years from now, five years from 

now and on into the future, because we think there are great new and emerging applications for 

the technology and the business has really positioned employees to capitalize on those as we go 

forward. 

 

And I would add there’s a lot of things that you look at when you’re doing inorganic growth and 

acquiring a new business. But I have to say, Stephen Lewis, Paul Shelley, who is his colleague 

and the rest of their management team, were also a part of the equation. They have deep 



knowledge of this business. They have shown the ability to look at it strategically to change 

direction strategically and really to deliver growth over a sustained period of time now. 

 

So, I know the presentation was relatively quick, we’ve covered a lot of ground, but we did want 

to save as much time as possible and the short time that we do have for your questions. So, 

happy to open it up to that now and Stephen and I will answer as many of those as we have time 

for in the remaining time. Thank you. 

 

Q&A 

 

<Q>: [Question Inaudible] 

 

<A – Michael Wilson>: Yes. Stephen, why don't you take the first part and I’ll take the second. 

 

<A – Stephen Lewis>: Yes. If I look at the historical segments, where we’ve been strong, I 

would see a similar growth rate, maybe penetration starting to pick up a little bit more speed. It’s 

in the new segments, where we are positioning a lot of our innovation and new business 

development effort, where I would see the faster trajectory now coming in, particularly as we 

start to invest more and more on in other laboratory structure back in the UK to support the 

activities in those areas. 

 

<A – Michael Wilson>: I think in terms of what we bring to Capa, and Capa brings to us is, as 

we talked about, even though it’s a very different chemistry, it’s a very – it’s a very similar go-

to-market model that we have in two respects. One is if you think about the focusing going from 

monomers to derivatives, it’s very similar to what we do in pine chemicals and going from the 

CTO to the TOFA and to the TOR, but not selling those products, but really doing downstream 

derivative chemistry that becomes more specialized in nature. 

 

So, I think we have that derivatives model in common. And again, I think the way we go to 

market in terms of working with customers in a very customer intimate way, we’ve often talked 

about how in pavement technologies, for example, we don’t just offer a product line, but we go 

out and get samples of the aggregate, of the asphalt, we bring those back to the lab and we tailor 

a product for the specific end-use applications with specific contracts that we’re working on. I 

think Capa works in much the same way and that's the development chemists within the business 

are working with customers to really develop a polyol or a thermoplastic that has the exact 

characteristics that the customer wants to add functionality of their products. 

 

So that may be varying the chemistry of the derivative or it may be varying the molecular 

weight. But again, it’s a very analogous model. We acknowledge that because this is a something 

that was outside of our core, it’s a different technology platform. There are limited sort of cost 

synergies. We do have a little bit of market overlap, but I would say the final thing is we were 

going through the due diligence process that we thought that we could bring to it. And this is no 

comment on Perstorp. I think we’ve done a terrific job in managing and growing the business, 

but we think there was an opportunity to invest more quickly and faster in the downstream into 

derivitization capabilities and capacity. And that’s something that we’re still committed to doing. 

Yes. 



 

<Q>: [Question Inaudible] 

 

<A – Michael Wilson>: Yes, Stephen you’re probably in the best position to…  

 

<A – Daniel Gallagher>: If I can just repeat the question. So, everybody on the webcast can hear, 

the question was on the sales cycle for caprolactone. 

 

<A – Stephen Lewis>: Yes. And you’re not going to like my answer, because it’s – it depends. It 

varies a great deal on the application or market that you’re working in. But generally speaking, 

the sales cycles could be anything between six months to an 18-month period depending on the 

process that you have to go forward, wherever the downstream customer needs to have some 

kind of approval downstream further within their value chain as well. So, it’s very customer 

specific, and the trade-off applications specifically as well. But it’s not – specifically less than 

six months. This is a relatively long process. 

 

<Q>: [Question Inaudible] 

 

<A – Daniel Gallagher>: Just to repeat the question, I’m sorry Stephen. The quick follow-up 

question on you think about the portfolio is, what percentage is specked in versus, what 

percentage in short of spot sale? 

 

<A – Stephen Lewis>: Yes. Once the product is established within the downstream customers’ 

portfolio, it is then not a spot sale moving forward, it is really continuing sales on a regular basis. 

So, yes, if that answers your question. 

 

<Q>: [Question Inaudible] 

 

<A – Daniel Gallagher>: Question on pricing. Is it index based, is it raw materials – index raw 

materials? How does that work? 

 

<A – Stephen Lewis>: Generally speaking, there is an element of the business in the monomer 

side that is a raw material pricing – sorry, raw material pull through; predominantly in the 

derivatives, we basically price by the value downstream that our customers get from utilizing the 

product in their formulation. So, the business has built up a lot of knowhow in understanding the 

value stream and how our customers use it on what the product advantage is. So then, and then 

we price accordingly - value based pricing. 

 

<Q>: [Question Inaudible] 

 

<A – Daniel Gallagher>: So, question one, talk about the cyclicality of the innovation cycle. 

 

<A – Stephen Lewis>: I’m not sure if I fully understand your question. So, let me have a go and 

if I haven’t replied correctly, just remind me. A lot of our new product development is based on 

subtle changes in formulation chemistry. Pure innovation in terms of the new process of a new 

molecule, it doesn’t really happen in this particular type of business. However, we are obviously 



looking at brand-new technologies, all our caprolactone solutions as well, where we are looking 

to move into the new markets, where we do not operate today. 

 

<Q>: [Question Inaudible] 

 

<A – Stephen Lewis>: I think generally, yes. But when the market is buoyant, I don’t think, I 

think the thing to remember about this business is that we align ourselves with the key players in 

the market, the market leaders; those people are trying to do different things. They have to keep 

one step ahead of the game as well; they are constantly looking to align themselves with the raw 

material suppliers who are prepared to work with them and innovate as well, and that’s how we 

aim to position ourselves - customer intimacy, for want of a better work. 

 

<Q>: [Question Inaudible] 

 

<A – Daniel Gallagher>: So, just to repeat the question, talking about bioplastics a little more, is 

there a restriction from the markets that you play in due to food safety or I’m inferring that what 

have you, and compare yourself or you don’t compare yourself to some of the other polymers. 

Just talk about that competitively how those work? 

 

<A – Stephen Lewis>: Caprolactone is used predominantly with PLA. Secondly with starch, it 

can be used with PHA as well. In all cases, it gives the same level of improvement processing 

advantages, much improved biodegradability specifically with PLA, we are – we have developed 

grades of our caprolactone thermoplastics, that have what we call an FCN, a food contact 

notification. So, we’re investing in that area as well to position our products downstream for the 

more severe demands that we know that will come the drivers in the market for food safety 

moving forward. 

 

<Q>: [Question Inaudible] 

 

<A – Daniel Gallagher>: So question on Slide 5. Can you talk about how the 74% derivative 

versus 26% monomer progresses overtime and then, what’s your capacity utilization or 

capability to meet demand?  

 

<A – Stephen Lewis>: Okay. So, the first question is, what’s the number of the 74% of the magic 

number? Should it be higher? I think, that’s amoving goalpost for me, clearly the more that we 

can drive in that area, we get that sustainability, it’s better for the business. However, we do 

support the merchants market. We don’t supply everybody, but we do align ourselves with the 

players, who also want to innovate in this area and drive together the market for caprolactone 

solutions. So, that’s in our interest to supply some of the merchant markets as well. Will we see 

an increase in the share to derivatives? Yes. What’s the final number? I really can’t go into that. 

In terms of capacity, the strategy of business has always been and continues to be, we will 

always have the available capacity there in monomer and derivatives in advance of the need for 

that in the market and that is part of our strategic direction moving forward. So, we will plan for 

that in our CapEx and in our five-year business plans. 

 

<Q>: Maybe, Michael a comment on that maybe in the context of Ingevity’s CapEx in total. 



 

<A – Michael Wilson>: Yes. I mean first of all, we’re no way capacity constraint today in the 

business, but I think this year, we’re guiding about $115 million to $120 million in total CapEx. 

Most of that CapEx that’s above our depreciation rate, including Capa of $80 million, $85 

million has really been invested for growth in our performance materials business. Going 

forward, we are completing a glassware replacement project, which is replacement of some of 

the assets used to produce the monomer  at the Warrington Facility for Capa. That project in 

aggregate, is probably and it’s going to be split over a couple of years is about a $15 million 

project, but the next capacity need and that will provide some de bottlenecking and monomer 

capacity, some additional capacity for monomer. Probably the next investments, which would be 

a couple of years out would be in future derivatives capacity. 

 

And we may or may not put that in Warrington. There has been a plan for the business. I think, 

going back prior to our ownership of potentially putting some derivatives assets in the U.S. One 

of the things that we’ve discovered is that within our existing performance chemicals business, 

the reactors that we use in North Charleston and DeRidder have some capabilities to produce the 

polyols. So that may end up being an operational strategy that wasn’t necessarily anticipated at 

the outset. 

 

<<Daniel Gallagher>> 

 

Thank you for joining today. Unfortunately, the clock is up and we want to be respectful of the 

next year presenting. This replay will be available on our website. And please let me know if you 

have any questions. Thank you. Have a great day. 

 

<<Michael Wilson, President>> 

 

Thank you. 

 

<<Stephen Lewis>> 

 

Thank you. 


