 Off-shoring Executives In The Plastics Industry


This report is ©  2003, Off-shoring International, and reproduced with 

permission by OffshoreExecutive.com. Reproduction of this document


in any form is prohibited by law.

In order to maintain commercial confidence the names of the company and executives have been changed.

The Company

Internal Plastics Corp was a nondescript plastic product corporation with strong businesses in specialist areas and a small patent portfolio. As is common in developing companies the original founder was still CEO.

Internal Plastics was under pressure from many players. Californian environmental changes required large investments in effluent processing, Chinese products were reducing the market prices by 15% year on year, and several related companies had recently been involved in IPR fights at great expense.

Resolving The Problem

The CEO was conservative and while an expert in the field lacked capital finance skills and was unwilling to outsource. With a ROACE of 12% and a WACC approaching 14% the company could not realistically continue in current form. 

Fortunately 75% of the stock was held by other parties, including banks and institutional investors willing to work together for change. Initially the plan was to outsource the staff, close the factory and follow fairly traditional outsourcing policies. Some of the investors however had prior CEO outsourcing experience with other rescued business and proposed a much more radical financial redesign.

The proposal was elegant and illustrates CEO outsourcing at its finest. By moving the entire business to financially favorable locations it was possible not only to reduce production costs but to reduce CEO costs, reduce US legal exposures and increase tax advantages.

Restructuring

The existing CEO was given the choice of the door or “promotion” to non-executive chairman, primarily as his experience was felt valuable. In more normal CEO outsourcing situations he would have been disposed of along with the factory staff.

Internal Plastics became a holding company. It, and the institutional investors then invested in a new Bermuda based IPR company (Plastics IPR). Plastics IPR purchased the patent portfolio from Internal Plastics and licensed it to a Chinese production company whose board are cheap to employ and controlled by Plastics IPR, and who then sold the products back into the USA via a third party Taiwanese importer. This ensured that legal liability would stop at the importing company, which made little profit, while the majority of the profit ended up in Plastics IPR.

In order to finance Plastics IPR efficiently the tax specialists recommended that Plastics IPR sued Internal Plastics for violation of the patents they sold off. IPR plastics settled the “suit” out of court by handing over its remaining assets to Plastics IPR. Plastics IPR booked this settlement in a tax haven, IPR Plastics was able to avoid showing the profit from selling its patent portfolio and was then wound up.

As Plastics IPR has the same investors none of them suffered any real loss, and the money used to buy the Internal Plastics IP was then repaid as dividends by Plastics IPR the entire process was tax efficient.

Plastics IPR requires no full time staff. The expensive US CEO is now a relatively low paid non executive director, and the day to day work is done in China by highly experienced Chinese executives at under 20% of the price. The restructuring has reduced the cost of capital by 80% and placed the business entirely outside the risks of US liability laws and problematic environmental and labor laws. Patent liabilities are now fronted by the Taiwanese front firm, which will simply fold with no assets in the event of a suit.

In addition because Plastics IPR is now decoupled from the manufacturing companies it uses it is now exploring opportunities for patent enforcement against other manufacturers without risk of retaliation.

Two years on Plastics IPR is delivering a high WACC, year on year 6% dividend yield increases and at current growth rates expects to own 30% of the US market in 3 years time.

