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Greetings,

Mohit Sood, Senior Principal Chemical Analyst at IHS Markit, and Steve
Lewandowski, Global Business Director of Light Olefins at IHS Markit, discuss the IHS
Markit Westlake Chemical Competitive Company Analysis.

IHS Markit Competitive Company Analysis: Westlake Chemical
Strengthens Position in Chlor-Vinyl Market as Prices Set to Rise

By Mohit Sood, Senior Principal Chemical Analyst, IHS Markit

Steve Lewandowski, Global Business Director of Light Olefins, IHS Markit

Houston-based Westlake Chemical, a leading producer of polyolefins in North
America and a global leader in the chlor-vinyl chemicals segment, is positioning itself
to capture synergies and strengthen its market position as the chlor-vinyl market
strengthens, according to new analysis from IHS Markit (Nasdaq: INFO), a world
leader in critical information, analytics and solutions.

According to our report, the IHS Markit Westlake Chemical Competitive Company
Analysis, Westlake had reported revenue of $5.08 billion in 2016. Westlake was
ranked in 66 place on the IHS Chemical Week “Billion Dollar Club 2017 list
(ranking of chemical companies, by revenue), based on 2016 revenue.

Westlake Chemical has traditionally been a major regional chemical producer in the
U.S., but has diversified its portfolio through acquisition of Vinnolit (2014), and Axiall
(2016). Additionally, the company has made timely investments in North American
ethylene production by undertaking capacity additions, debottlenecking and
feedstock conversion projects, which have allowed it to capitalize ethane feedstock
availability in the region. This in turn, has ensured Westlake’s margin expansion
along the vinyl’s chain.

Westlake has the lowest ethylene cash-cost among major chemical producers, which
is driving higher margins, and the company is strengthening its position as a market
leader in the polyethylene and chlor-vinyl’s market.

Westlake solidified its position as a major chlor-vinyl producer with recent
acquisitions of Axiall, a U.S. producer, and Vinnolit, a European producer. Westlake
is experiencing robust revenue growth and has a largely solid financial position with
reasonable debt levels, which enables the company greater flexibility to take


http://www.ihsmarkit.com/

advantage of market opportunities and capture synergies, such as its recent
acquisitions.

Net Sales and Gross Profit Margin—Westlake Chemical Corporation and Axiall Corporation
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The Axiall acquisition substantially increased the company’s product diversity along
the chlorine chain, while the Vinnolit acquisition helped diversify and expand its
operations to Europe, and provided access to critical vinyls technology, as noted in
ourreport. This expansion is enabling Westlake to transition beyond commodity
chemicals to the more profitable specialty PVC (poly-vinyl chloride) production,
where Europe has a leading global position.

According to our IHS Markit analysis, Westlake is the leader in terms of (vinyl
chloride monomer (VCM) production, it ranks second in terms of ethylene dichloride
(EDC) and third globally in terms of both chlorine and caustic soda production.
Westlake is the leader in terms of production capacity for low-density polyethylene
(LDPE) in North America and is among the top five linear low-density polyethylene
(LLDPE) producers in the United States. The company uses autoclave technology for
LDPE production, which helps produce high-margin specialty polyethylene products.

However, Westlake has no high-density polyethylene (HDPE) production. The Axiall
acquisition has enhanced the ethylene deficit for Westlake, but the company does
have first rights to increase its ownership to 50 percent in the New Lake Charles, La.
(U.S.) cracker project (with Lotte) within the first three years of completion.

Westlake’s ethylene business is highly integrated into the polyolefins and chlor-
vinyl’s chain. Following the Axiall Corporation integration in 2016, the EDC



integration for Westlake has increased from 0.5 million metric tons (MMT) per year
to 1.4 MMT per year. This has enhanced the net-short ethylene position for Westlake
in 2017, but we at IHS Markit expect this shortfall to moderate once the Lotte-Axiall
cracker comes on stream in Lake Charles, in 2020, assuming the company
significantly increases its stake in the project, as expected. Presently, the company is
primarily reliant on third-party suppliers of ethylene for its U.S. and European
operations.

Westlake continues in its strategic growth plan. Westlake has focused on its
ethylene-chain integration by debottlenecking existing assets, changing feed slate on
another to an advantaged feedstock, and finally, through a merger, has taken an
equity position in a green-field cracker build. With these changes, it has reduced the
production of propylene, a non-core product. Westlake now has many options to
consider—such as investing in additional backward integration to ethylene in the U.S.,
or taking a position in Europe on ethylene production to develop integration there.

Westlake, in line with other ethylene producers in the U.S., has invested in various
projects to benefit from the advantaged feedstock position in the region. Westlake
completed its conversion of Calvert City, (La.) ethylene feedstock from 100 percent
propane to 100 percent ethane in 2014. However, Westlake has the flexibility to
process 100 percent propane in the event that the feedstock price scenario changes.

The company also completed ethylene capacity at Lake Charles, increasing capacity
by 110,000 metric tons per year, and the company plans to increase Calvert City
ethylene capacity by 30,000 metric tons per year by end 2017.

Westlake pursues a strategy of product concentration and vertical integration
through acquisitions, expansions and modifications of existing plants, and new
projects. With that in mind, the company is leveraging its pipeline connectivity
across sites to capture synergies and improve operational efficiencies. Westlake has
a 50 percent stake in a natural gas pipeline that supplies feedstocks to the Lake
Charles, cracker site. This helps the company improve the long-term reliability of
feedstock supply at the site and its North American portfolio concentration, to drive
greater profitability. In addition, Westlake’s downstream integration into PVC-
fabricated products offers higher value, specialty products.

While the company continues to expand its position in the vinyl’s segment,
Westlake’s olefins segment is more profitable that the vinyl's segment. In 2016, the
olefins segment contributed about 76 percent to the company’s total income from
operations, while the vinyl’s segment contributed just 25 percent. This is in contrast
with sales contributions from both the segment as sales from olefins segments
contributed only 37 percent to the overall sales of the company, while vinyl’s
segment contributes around 63 percent.



Westlake has witnessed a substantial increase in EBITDA as a percentage of total
revenue since 2008. The company’s EBITDA percentage surged from 2 percent in
2008, to 30 percent in 2014, before returning to 20 percent level in 2016.

Aside from its ethylene deficit, which the company is addressing, the only other
significant vulnerability for Westlake, according to our IHS Markit analysis, is the
company’s limited geographical diversification and continued heavy revenue
dependence on North America, which makes it more susceptible than its peers to any
volatility in the country’s economy.

Despite this, we at IHS Markit expect that continued North America chlor-alkali
industry consolidation will aid remaining larger industry players like Westlake, which
stand to benefit from prospective increased pricing power position. Additionally, the
Minamata Convention on Mercury and its potential impact on the carbide-based PVC
industry in China can open new market opportunities for export-focused U.S. vinyl
producers. Westlake will also benefit from the improved vinyl’'s operating rates
during the next five years, which should boost the company’s margins.

The growing chlor-vinyl’s market will be a key focus of discussions at the upcoming
IHS Markit 33" Annual World Petrochemical Conference (WPC), March 19 - 24,
2018, at the Houston Hilton Americas Hotel. WPC is the premier annual international
gathering of chemical industry leaders, experts, government officials and
policymakers, as well as leaders from key end-use markets and technology
innovators. To view the current agenda for WPC 2018: 33" Annual World
Petrochemical Conference and register for the event or the training workshops please
visit: https://wpc.ihsmarkit.com/
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To speak with Mohit Sood or Steve Lewandowski regarding the Westlake
analysis, please contact your IHS Markit account manager or
Melissa.manning@ihsmarkit.com.

For more information about the THS Markit Westlake Chemical Competitive
Company Analysis, please contact stacy-ann.wilson@ihsmarkit.com
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