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Stock Information 
Current Price:  $4.46 
52-Week Range:  $2.81-$10.00 
Avg Daily Volume: 182,779 
Dividend Yield:  - 
Shares Out (MM): 28.8 
Float %:  84.0% 
 
Market Cap (MM): $128.4 
Total Debt (MM): $456.8 
Cash (MM):  $58.0 
Enterprise Value (MM): $766.9 

 
 
Financial Metrics 

TTM Revenue (MM): $390.2 
TTM EBITDA (Adj., MM): $80.5 
EV/EBITDA:  9.53x 
Tangible BV/Share: $10.20 
P/TBV:   0.44x 

 
 
Company Description 

LSB Industries, Inc. engages in the 
manufacture, marketing, and sale of chemical 
products for use in agriculture, mining, and 
industrial markets. It owns and operates 
three chemical manufacturing facilities, 
located in El Dorado, Arkansas; Cherokee, 
Alabama; and Pryor, Oklahoma; and operates 
a chemical manufacturing facility in Baytown, 
Texas on behalf of Covestro AG. The 
company’s products include anhydrous 
ammonia, urea, urea ammonium nitrate 
solutions, and high-density ammonium 
nitrate for agricultural applications; 
anhydrous ammonia, nitric acid commercial 
blends, concentrated nitric acid, mixed acid, 
diesel exhaust fluid, and sulfuric acid for 
industrial applications; and ammonium 
nitrate solutions, ammonium nitrate-
ammonia solutions, and low-density 
ammonium nitrate for mining applications. 
The majority of the company’s sales are 
conducted in North America. LSB Industries, 
Inc. was founded by Jack Golsen in 1968 and 
is headquartered in Oklahoma City, 
Oklahoma.  

INFLECTION REACHED AFTER FOUR QUAR-
TERS OF SATISFACTORY PERFORMANCE 
 
This report should be read in conjunction with LSB Industries, Inc.’s regulatory filings with the U.S. 
Securities and Exchange Commission. 
 

Executive Summary 
LSB Industries, Inc. (“LSB”) manufactures and sells chemical products for 
use in agriculture, industrial, and mining markets. The company owns 
and operates three production facilities in El Dorado, Arkansas (“El Dora-
do Facility”); Cherokee, Alabama (“Cherokee Facility”); and Pryor, Okla-
homa (“Pryor Facility”); and operates a non-owned production facility in 
Baytown, Texas. The majority of LSB’s products are ammonia-based 
chemicals. 
 
LSB was founded in 1968 as a diversified holding company for certain 
manufacturing interests. The company began acquiring ammonia pro-
duction facilities in 1983, when it purchased the El Dorado Facility. The 
Pryor Facility and Cherokee Facility were acquired in 1999 and 2000, re-
spectively. LSB remained a diversified holding company until mid-2016, 
when it divested a subsidiary that manufactured and sold commercial 
and residential climate control products (“Climate Control Subsidiary”). 
Today, LSB focuses solely on its chemical operations. 
 
Beginning in mid-2015, LSB began hiring executive management with the 
expertise to design and execute an operational turnaround plan. 
Through 2018, several corporate and plant-level leadership positions 
were turned over in an effort to achieve increased levels of operational 
efficiency and sustain high on-stream rates at the company’s manufac-
turing facilities. FQ2 2019 marked the fourth consecutive quarter of 
plant on-stream rates at or near LSB’s operational targets, indicating the 
efficacy of the company’s operational turnaround plan. This comprehen-
sive overhaul should result in a markedly improved business profile, both 
operationally and financially. 
 
As a manufacturer of ammonia-based agricultural fertilizers, LSB’s stock 
price has at times traded in sympathy with the outlook for highly cyclical 
fertilizer markets. However, a substantial amount of LSB’s revenue is de-
rived from the manufacture and sale of chemicals for use in industrial 
and mining end markets, which are comparatively less cyclical. Industrial 
and mining products are typically sold under long-term contracts with 
cost-plus pricing, which provides stable and attractive segment margins. 

LSB Industries, Inc. (NYSE: LXU) 
August 15, 2019 
 

Senior Analyst: JP Geygan (jp.geygan@gvi-corp.com) 
Associate Analyst: Satendar Singh (satendar.singh@gvi-corp.com) 
Direct: (262) 478-0643 Toll Free: (866) 452-0640 

PLEASE SEE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON PAGE 17. 

RESEARCH REPORT                            PRICE TARGET: $13.15 



LSB INDUSTRIES, INC. 2 

MILWAUKEE, WI     ▪     BOSTON, MA     ▪     CHARLESTON, SC     ▪     HYDERABAD, INDIA 

LSB’s revenue by end market is well-diversified and attractive amongst its peers. In FQ2 2019, 59.6% of revenue was 
attributable to the agriculture segment, 30.6% was attributable to the industrial segment, and 9.8% was attributable to 
the mining segment. 
 
Over the past several years, low natural gas prices in the United States spurred a rash of new ammonia facility con-
struction and expansions of existing facilities, causing an oversupply of ammonia-based chemicals and a disruption of 
the domestic distribution network. The resulting low-price environment began to normalize in late 2017 as distribution 
networks adjusted to new supply and end markets absorbed higher volumes of products. Product prices have recov-
ered modestly; continued supply discipline and favorable demand dynamics bode well for continued price strengthen-
ing. 
 
Global Value Research Company (GVRC) believes that LSB’s internal operational improvements coupled with an en-
couraging outlook for its end markets imply an intrinsic value for the enterprise well above the current price of the 
common stock. As such, GVRC raises its target price to $13.15, representing 9.0x estimated FY 2020 EBITDA of $118.1 
million. 
 

Business Description 
LSB manufactures and sells chemical products for use in agriculture, industrial, and mining markets. LSB owns and op-
erates three production facilities: the El Dorado Facility, the Cherokee Facility, and the Pryor Facility. The company also 
operates a facility in Baytown, Texas under an agreement with Covestro AG. 
 
The majority of LSB’s products are ammonia and ammonia-based chemicals. Ammonia is a compound of nitrogen and 
hydrogen that is synthesized when natural gas, water, and nitrogen (air) are heated in a high-pressure reactor. Ammo-
nia serves as a precursor to almost every other product produced by LSB and as such, is produced at all three of the 
company’s owned facilities. It can be easily transported via rail, truck, barge, or pipeline. Ammonia is produced and 
traded globally; in 2018, the U.S. Geological Survey estimated that about 12.5 million tons of ammonia were produced 
in the United States and about 140 million tons were produced worldwide. 
 

Figure 1: five-year performance chart. Source: FactSet; data as of 8/14/2019. 
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In the agriculture segment, LSB manufactures anhydrous ammonia, urea, urea ammonium nitrate solutions (UAN), and 
high-density ammonium nitrate prills (HDAN). These products are used in the growth of crops with high nitrogen de-
mand (corn, wheat, milo, cotton) and to fertilize pastureland for grazing livestock. HDAN is the primary nitrogen com-
ponent in NPK fertilizer blends. The company distributes agricultural products both through wholesale relationships 
and via its network of 10 retail distribution centers (nine in Texas and one in Missouri). Of the 14.6 million tons of am-
monia consumed in the United States in 2018, approximately 88% was for fertilizer use (including anhydrous ammonia 
for direct application, urea, ammonium nitrates, ammonium phosphates, and other nitrogen compounds). 
 
In the industrial segment, LSB manufactures anhydrous ammonia, nitric acid commercial blends, concentrated nitric 
acid, mixed acid, diesel exhaust fluid (DEF), and sulfuric acid. These products are used in a wide variety of applications, 
including the production of specialty fibers, manufacture of semiconductors, synthesis of plastics, abatement of emis-
sions, metal processing, and pharmaceuticals. LSB also sells carbon dioxide, a byproduct of ammonia synthesis, at its 
Pryor Facility. In the mining segment, LSB manufactures ammonium nitrate (AN) solutions, ammonium nitrate-
ammonia (ANA) solutions, and low-density ammonium nitrate prills (LDAN). These products are used in surface mining, 
quarries, and construction. Industrial and mining products are distributed throughout North America and are sold ex-
clusively on a wholesale basis. 
 
On a trailing one-year basis, 50.3% of revenue was attributable to the agriculture segment, 39.1% was attributable to 
the industrial segment, and 10.6% was attributable to the mining segment; this revenue distribution is roughly con-
sistent with historical patterns. GVRC does not foresee any significant short-term changes to this revenue mix. Howev-
er, while LSB produces agricultural products at or near capacity, excess capacity exists to produce certain industrial and 
mining products, particularly nitric acid. LSB’s sulfuric acid capacity will increase after the installation of a new sulfuric 
acid converter at the El Dorado Facility in late 2019. While sulfuric acid production is independent of LSB’s ammonia-
based chemicals operations, management has highlighted sulfuric acid production as a competency and noted that fu-
ture opportunistic expansion of production is possible.  
 

Financial Assessment 
Balance Sheet 
Note: On January 1, 2019, the company adopted ASC 842, an accounting method modification that requires the re-
porting of operating lease right-to-use assets and corresponding operating lease liabilities. ASC 842 is applied only to 
periods ending after the adoption date. Therefore, stated assets and liabilities in comparative periods may not be apt 
reference points for equivalent results in the current period. 
 
For the three months ended June 30, 2019 (FQ2 2019), LSB’s current assets were $169.0 million, which consisted of 
$58.0 million of cash and cash equivalents, $52.2 million of trade accounts receivable, and $58.8 million of inventories, 
supplies, and other short-term assets. FQ2 2019 current assets were higher than FQ1 2019 current assets of $141.5 
million and FQ2 2018 current assets of $143.9 million. There was a notable increase in cash and cash equivalents, 
attributable to both a tack-on issuance of $35 million of Senior Secured Notes due 2023 and cash generated from oper-
ations. Long-term assets of $972.3 million consisted almost entirely of $951.6 million of net property, plant, and equip-
ment. Operating lease assets of $13.9 million pertain primarily to LSB’s railcar leases. 
 
Current liabilities were $85.5 million, which consisted of $43.8 million in accounts payable, $29.8 million in accrued and 
other liabilities, and $11.9 million in borrowings. FQ2 2019 current liabilities were lower than FQ1 2019 current liabili-
ties of $105.7 million and FQ2 2018 current liabilities of $88.0 million. Non-current liabilities of $733.7 million included 
$448.2 million of long-term debt, $218.0 million of redeemable preferred stock, and $67.5 million of other liabilities. 
LSB recorded $14.0 million in operating lease liabilities ($4.9 million under current liabilities and $9.1 million under long
-term liabilities). 
 
Current liabilities compare favorably to current assets (current ratio of 1.98). LSB has a revolving credit facility with a 
limit of $75.0 million, which is used to fund short-term working capital requirements. As of June 30, 2019, this facility 
was undrawn and had available of approximately $47.4 million (based on eligible collateral). Between cash and availa-
bility under its revolving credit facility, LSB had approximately $105.4 million in liquidity. Under the terms of its Senior 
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Secured Notes due 2023, LSB can use liquidity in excess of $65 million to redeem these notes and its Series E 14% cu-
mulative, redeemable preferred stock (“Series E Preferred”). Given management’s intention to undertake several incre-
mental capital projects over the next 12 to 18 months, GVRC does not immediately expect liquidity to be used to retire 
debt or the Series E Preferred. However, GVRC expects that LSB will consider refinancing its Senior Secured Notes due 
2023 and/or Series E Preferred beginning in mid-2020. Given recent operating improvements, GVRC believes liquidity 
and future cash flows are sufficient to fund LSB’s short- to medium-term capital requirements.  
 
Capitalization  
As of FQ2 2019, LSB’s capitalization included 28.8 million shares of common stock (with 2.2 million potentially dilutive 
shares), $460.1 million of debt ($3.2 million of short-term financing, $8.7 million of current portion of long-term debt, 
and $448.2 million of long-term debt), and four issues of preferred stock. 
 
LSB’s debt consists primarily of $435 million of Senior Secured Notes due May 2023, which carry a 9.625% coupon. Dur-
ing FQ2 2019, LSB undertook a $35 million tack-on offering to the original issuance, which occurred in FQ2 2018. Man-
agement has identified approximately $20 million of capital improvement projects that will be undertaken in the next 
12 to 18 months, which include enhancements to product loading and unloading improvements, tank storage, guest 
plant opportunities, and other efficiency projects aimed at reducing fixed costs. Management has claimed that these 
projects have internal rates of return in excess of 20% and payback periods of fewer than three years, and will generate 
$7 million to $10 million in incremental EBITDA upon completion; GVRC believe these estimates to be reasonable. 
Funds from the tack-on offering in excess of identified capital requirements will be used for general corporate purpos-
es. 
 
LSB also carries several issues of preferred stock. The amounts outstanding under the company’s Series B 12% cumula-
tive, convertible preferred stock (“Series B Preferred”) and Series D 6% cumulative, convertible preferred stock (“Series 
D Preferred”) are $2.0 million and $1.0 million, respectively. Both issues are wholly owned by LSB’s founder, Jack Gol-
sen, his immediate family, and entities controlled by the family. Since late 2015, dividend payments have accumulated 
rather than been paid to holders. Together, the annual dividend on the Series B Preferred and Series D Preferred is 10% 
of the aggregate par value of $3.0 million. As of FQ2 2019, accumulated dividends on these two issues were $1.1 mil-
lion.  
 
In December 2015, LSB issued 210,000 shares of Series E Preferred and one share of Series F redeemable preferred 
stock (“Series F Preferred"). Eldridge Industries, through its subsidiary, Security Benefit Corporation (collectively, 
“Security Benefit”), is the holder of all of the issued and outstanding Series E Preferred and Series F Preferred. Security 
Benefit is also the largest holder of common stock and a debt holder. The investment firm’s position in LSB’s common 
stock is reported under the name LSB Funding LLC.  
 
Proceeds from the issuance of the Series E Preferred were $210.0 million. The liquidation preference per share is 
$1,000, plus accrued and unpaid dividends, plus participation rights. All dividends on the Series E Preferred have accu-
mulated rather than been paid to holders. The original issuance of 210,000 shares carried participation rights equal to 
456,225 shares of common stock. In September 2016, after the sale of the company’s Climate Control Subsidiary, LSB 
retired certain debt and redeemed approximately $80 million of Series E Preferred (70,232 shares and 152,579 partici-
pation rights). As of FQ2 2019, 139,768 shares of Series E Preferred were outstanding, with participation rights equal to 
303,646 shares of common stock (these participation rights do not entitle the holder to voting rights). As of FQ2 2019, 
LSB carried a liability of $218.0 million related to the Series E Preferred. The participation rights, which are bifurcated 
from the Series E Preferred for accounting purposes and recorded as a separate liability, were carried at $1.1 million. 
The aggregate liquidation preference for the Series E Preferred was $226.9 million. The Series E Preferred was original-
ly redeemable beginning in August 2019, but in connection with the company’s FQ2 2018 issuance of its Senior Secured 
Notes due 2023, the earliest redeemable date was extended to October 2023.  
 
The one issued and outstanding share of Series F Preferred has no par value and an aggregate liquidation preference of 
$100. When originally issued, it entitled the holder to a number of votes equal to 4,559,971 shares of common stock. 
These voting rights were reduced to the equivalent of 456,225 shares of common stock upon the exercise of warrants, 
issued concurrently, to purchase 4,103,746 shares of common stock. These warrants, which carried an exercise price of 
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$0.10 per share, were exercised by Security Benefit in May 2016. 34,422 shares of common stock were surrendered in 
payment of the exercise price; Security Benefit’s current common stock position of 4,069,324 is a result of this exercise. 
 
GVRC expects that LSB will consider refinancing its Senior Secured Notes due 2023 and/or Series E Preferred beginning 
in mid-2020, subject to the cost of retiring existing obligations and issuing new debt. Considering the significant im-
provement in operational reliability and associated increase in earnings over the past year, GVRC expects the cost of 
new capital will be attractive relative to that of the Senior Secured Notes due 2023 and Series E Preferred. 

*Interest rate as of June 30, 2019. Working Capital Revolver Loan accrues interest at LIBOR plus 1.50% to 1.75% or prime plus 
0.50% to 0.75%. 

 
In FQ2 2019, LSB refinanced a secured promissory note due 2019 with secured financing due 2023. Security Benefit is 
the counterparty to this facility. Other debt includes approximately $0.8 million related to secured loan agreement en-
tered into during FQ1 2019, with total available borrowings of $7.5 million, for the construction and installation of a 
new sulfuric acid converter at the El Dorado Facility schedule for FQ4 2019. Upon the completion of this construction, 
this secured loan will be replaced by a term loan. 
 
Income Statement 
In FQ2 2019, LSB generated $121.5 million in revenue: $72.5 million from the agriculture segment, $37.2 million from 
the industrial segment, and $11.9 million from the mining segment. FQ2 2019 agriculture segment revenue was signifi-
cantly improved over FQ2 2018 segment revenue of $58.0 million, attributable to higher volumes of product sold and 
firmer product pricing. FQ2 2019 industrial segment revenue was $37.2 million (compared to FQ2 2018 segment reve-
nue of $32.8 million) and FQ2 2019 mining segment revenue was $11.9 million (compared to FQ2 2018 segment reve-
nue of $12.4 million). While the industrial and mining segments also experienced higher volumes of product sold, this 
was partially offset by a weakening in the Tampa Ammonia Index, the benchmark that pricing in the industrial and min-
ing segments generally tracks, resulting in lower product pricing in FQ2 2019 compared to FQ2 2018. 
 
FQ2 2019 gross profit was $19.7 million (16.2% gross margin), compared to FQ2 2018 gross profit of $3.1 million (3.0% 
gross margin). This increase in gross profit highlights the sensitivity and scalability of LSB’s operations – changes in 
product pricing and product volumes sold can dramatically affect profitability. LSB’s market share is too small for the 
company’s production volumes to materially affect market pricing, but production volumes – which fluctuate based on 
operational reliability and efficiency – are well within the company’s control. Recent operational reliability is evident in 
LSB’s reported adjusted gross margin (gross margin plus turnaround costs and depreciation included in cost of sales). In 
the agriculture segment, adjusted gross margin was 26.7%, 13.8%, and 11.1% in FQ2 2019, FQ1 2019, and FQ2 2018, 
respectively. In the industrial and mining segments (which are combined for the purpose of reporting adjusted gross 
margin), adjusted gross margin was 36.8%, 37.3%, and 37.5% in FQ2 2019, FQ1 2019, and FQ2 2018, respectively. 
 
LSB’s cost of goods sold includes certain expenses related to the retention of consulting firms, which will eventually be 
removed from the cost structure. GVRC estimates that costs attributable to reliability improvement initiatives fall be-
tween $1 million and $2 million annually and will continue through 2020. The expenses incurred for consultancies 
should drive better facility utilization and noticeably improved long-term earnings. 
 
Selling, general, and administrative expenses were $8.4 million in FQ2 2019, roughly consistent with recent levels. Op-

 Interest Rate  Outstanding (thousands) 

Working Capital Revolver Loan 6.000%* - 

Senior Secured Notes due 2023 9.625% $435,000 

Secured Promissory Note due 2021 5.250% $6,440 

Secured Promissory Note due 2023 6.690% $13,695 

Secured Financing due 2023 8.3200% $14,767 

Other  $972 

Unamortized Discount and Debt Issuance Costs  ($14,038) 

  $456,836 
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erating income was $11.3 million and net income was $6.6 million; both figures represent significant sequential and 
quarter-over-quarter improvement. 
 
LSB’s depreciation expense of roughly $17 million per quarter seems reasonable, considering the company’s substantial 
capital assets. Interest expense in FQ2 2019 of $11.3 million is commensurate with the company’s debt structure. 
 
Because LSB’s agriculture business is seasonal, the spring (March through June) and fall (September through Novem-
ber) planting seasons are expected to produce stronger results than the summer and winter seasons. Historically, fi-
nancial results are strongest in the second quarter, followed by the first, fourth, and third quarters. The company’s in-
dustrial and mining segments are significantly less seasonal. 
 
Cash Flow 
In FQ2 2019, LSB generated cash from operations of $13.2 million, which included net income of $6.6 million, deprecia-
tion and amortization of $17.4 million, and a draw on inventories of $13.3 million as inventory built during FQ1 2019 
was sold. Cash from investing was -$5.7 million, which was substantially all capital expenditures. Cash from financing 
was $28.8 million, largely the result of the issuance of $35 million of Senior Secured Notes due 2023, partially offset by 
regular debt service requirements. 
 
LSB projects full-year capital expenditures of between $30 million and $35 million. $12.9 million has be realized 
through FQ2 2019, implying between about $17 million and $22 million for the remainder of the year. This capital ex-
penditure estimate includes $7.5 million for the replacement of a sulfuric acid converter at the El Dorado Facility. Fol-
lowing the $35 million tack-on offering to the Senior Secured Notes due 2023 and the subsequent announcement of 
approximately $20 million in additional growth capital expenditures over the next 12 to 18 months (for which a dispro-
portionate amount of spending will occur towards the end of 2020), GVRC expects capital expenditures around $25 
million for the remainder of the 2019. Generally, LSB’s annual capital expenditures range from $30 million to $35 mil-
lion, although maintenance capital expenditure requirements only amount to about $25 million annually. 
 
Shareholders’ Equity 
Shareholders’ equity has declined consistently since FQ3 2016 due to persistent net losses (much of this stems from 
depreciation related to the expansion of the El Dorado Facility, completed in early 2016), although LSB reported posi-
tive net income in FQ2 2019 and shareholders’ equity has stabilized. A series of new domestic ammonia plants con-
structed over the past several years and the associated disruption to the distribution networks for ammonia-based 
products have resulted in oversupply and unfavorable product pricing. However, the market has largely adjusted to 
these changes, as evidenced by generally firmer product pricing over the past several quarters. Improved plant opera-
tions and firming prices should lead to meaningfully improved profitability, at which point GVRC expects retained earn-
ings will be allocated in a manner accretive to shareholders. 
 
Depreciation vs. Capital Expenditures 
Depreciation of LSB’s property, plant, and equipment amounts to about $17 million per quarter, or $68 million annual-
ly. This compares to capital expenditures totaling between $30 million and $35 million annually. Although this relation-
ship might suggest degradation of the capability of LSB’s production assets, results suggest the contrary. GVRC believes 
that LSB’s level of capital expenditures is appropriate to operate the business while realizing modest physical asset im-
provements over time. Infrequent large capital outlays are expected in the very long term if new facility construction is 
undertaken, and while this seems unlikely for the foreseeable future, incremental downstream product capacity addi-
tions are possible. GVRC believes that meaningful future expansion is more likely to come through the acquisition of 
individual plants from competitors (some amount of fragmentation exists in the industry) or the combination of LSB 
with a similarly sized or larger competitor. 
 

Plant Operations 
Efficient operation of LSB’s physical plant assets is critical to the company’s financial performance. To measure opera-
tional reliability, LSB reports on-stream rates for each of its three owned facilities on a quarterly basis. On-stream rates 
measure the percent of time that the ammonia reactor at a plant operates. Because ammonia is the precursor for near-
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ly every other product produced, this is a critical measure of plant performance. On-stream rates do not consider 
planned downtime for scheduled repairs, modification, or turnarounds (a comprehensive planned maintenance event 
that occurs every two to three years, depending on plant condition), but account for unplanned downtime for unsched-
uled repairs. A discussion of notable company-wide initiatives and an assessment of each plant follows. 
 
Cross-Plant Initiatives  
Since 2017, LSB has intensely focused on improving on-stream rates. This is a comprehensive task; historically, each of 
the plants operated as a disparate entity, with little cooperation on the standardization of operational procedures, 
maintenance programs, procurement, inventory management, or other aspects of the business that would benefit 
from centralized control. 
 
Perhaps the most important aspect of LSB’s operational turnaround is the people hired by the company to operate its 
business. John Diesch, the Executive Vice President of Manufacturing, was hired in August 2016. Mr. Diesch has a 
wealth of experience in chemical production, including time as an executive and director at Rentech Nitrogen GP. Un-
der his leadership, and with the support of plant-level management (profiled below), operating procedures have been 
revamped, an enhanced maintenance management system has been implemented, and preventative maintenance to 
reduce unplanned downtime has become standard. In August 2017, John Fogarty was hired as Director of Logistics to 
rationalize LSB’s relationships with trucking and rail carriers, negotiate more favorable rates, and increase capacity 
availability. In February 2018, Steven Bach was hired as the Director of Procurement to centralize purchasing activities, 
achieve more competitive pricing, and overseeing inventory management. In October 2018, Andy Velo was hired as 
Vice President of Operational Reliability to oversee the continued implementation of maintenance and procedural im-
provements. GVRC believes recent margin improvement is largely attributable to enhanced operational efficiencies, 
with improvements in LSB’s logistics and procurement contributing as well. 
 
External consultants have occasionally been retained to accelerate aspects of LSB’s turnaround plan. In FQ3 2017, 
PriceWaterhouse Coopers was hired to assist in upgrading LSB’s maintenance management system, a system for track-
ing current and future maintenance requirements across all plants with the objective of streamlining operations to re-
duce unplanned downtime. This work was completed in late 2018. In FQ4 2018, LSB retained PeopleCore, a firm which 
consults on operations, maintenance, training, safety, and leadership for petrochemical companies with a focus on em-
ployees and the workforce. PeopleCore is working to implement operator training enhancements, procedure improve-
ments, operations work process improvements, and leadership training. GVC expects this engagement to continue 
through FY 2020 and result in improved facility utilization and noticeably improved long-term earnings. Additional spe-
cialized consultants have provided input on specific operational modifications, albeit on a smaller scale than these com-
pany-wide initiatives.  
 
Finally, LSB is endeavoring to change the company’s culture. Corporate and plant-level management has focused on 
driving accountability across the organization. Meaningful personnel turnover has occurred over the past few years, 
and senior management feels increasingly comfortable with the workforce. Effecting a cultural shift is a glacial task. 
While PeopleCore’s engagement is part of this shift, wholesale change will likely occur over several years. 
 
El Dorado Facility 
The El Dorado Facility is located in El Dorado, Arkansas. The plant occupies 150 acres on the 1400-acre site. The facility 
has been producing nitrogen products since 1944, when it began operating as an ordinance factory for the U.S. Army. 
LSB (via the El Dorado Chemical Company) purchased the plant from Monsanto Inorganic Chemical in 1983. The plant 
produced nitric acid and AN solutions using ammonia purchased from a pipeline until May 2012, when the facility’s 
concentrated nitric acid plant suffered a catastrophic explosion, destroying it and damaging several other nearby plant 
components (there were no significant injuries or fatalities). From 2013 to 2016, a replacement nitric acid plant and 
concentrator as well as a new ammonia plant were constructed. The initial cost estimate was $520 million; the project 
ultimately cost approximately $835 million (primarily due to a tight labor market, particularly for welders and pipe-
fitters), necessitating additional capital. The replacement nitric acid plant and concentrator became fully operational in 
December 2015 and the new ammonia plant came online in May 2016. The El Dorado Facility has a state-of-the-art dis-
tributed control system (DCS), enabling digital control of the plant from a central control room and facilitating stream-
lined electronic tracking of maintenance records. 



LSB INDUSTRIES, INC. 8 

MILWAUKEE, WI     ▪     BOSTON, MA     ▪     CHARLESTON, SC     ▪     HYDERABAD, INDIA 

Dale Reppond was hired as the ammonia plant manager at the El Dorado Facility in January 2015 and was promoted to 
general manager in May 2018. Mr. Reppond has over 30 years of operational and managerial experience, including as 
an operations manager at The Mosaic Company’s Saint James, Louisiana plant, an operations/reliability manager at CF 
Industries Holdings, Inc.’s Donaldsonville, Louisiana plant, and a plant manager at Koch Industries, Inc.’s Fort Dodge, 
Iowa plant. A new maintenance manager was hired at the El Dorado Facility in June 2018. 
 
The El Dorado Facility is fed with natural gas feedstock purchased from a natural gas pipeline. The facility produces am-
monia, nitric acid, concentrated nitric acid, LDAN, HDAN, AN solutions, and mixed acid. Its ammonia reactor has a 
nameplate capacity of 1,150 tons per day, although the plant consistently produces above 1,300 tons per day. There is 
onsite storage for ammonia, AN solutions, LDAN, and HDAN. The facility also produces sulfuric acid with locally sourced 
sulfur feedstock. Product is shipped from the facility by truck and rail. Excess ammonia is injected into an ammonia 
pipeline owned by NuStar Energy, LP and is purchased by Koch Fertilizer, LLC under an offtake agreement. 
 
The El Dorado Facility’s ammonia reactor operated at a 95% on-stream rate in FQ2 2019 after operating at a 96% on-
stream rate during FQ1 2019. Over the past year, it has operated at an average quarterly on-stream rate of 95%. LSB 
expects an on-stream rate for FY 2019 of 95%, and believes that a long-term on-stream rate target of 97% is reasona-
ble. The El Dorado Facility will undergo a 14-day turnaround in August 2019; this is shorter than a typical turnaround as 
much of the planned work was pulled forward and performed during unplanned downtime in FQ2 2018. The August 
2019 turnaround will include cleaning and catalyst changes. The nitric acid plant underwent a turnaround in July, and 
the HDAN plant is scheduled for a turnaround in September. After the FQ3 2019 turnaround, the El Dorado Facility will 
be moved to a three-year turnaround schedule, with the next turnaround planned for FY 2022. As the El Dorado Facility 
is LSB’s newest and most advanced facility, GVRC generally expects high on-stream rates. GVRC estimates that the re-
placement value of the El Dorado Facility is $850 million to $900 million. 
 
Cherokee Facility 
The Cherokee Facility is located in Cherokee, Alabama. The plant occupies 160 acres on the 1300-acre site. The facility 
has been producing nitrogen products since 1961, when it began operating as a fertilizer plant for Armour Agricultural 
Chemicals, a subsidiary of Armour & Co. LSB (via Cherokee Nitrogen LLC) purchased the plant from Orica LLC in 2000. 
The plant operated inconsistently during LSB’s early ownership, and in November 2012, suffered a critical pipe rupture 
which damaged a major heat exchanger in the ammonia plant (there were no significant injuries or fatalities). Howev-
er, diligent maintenance has improved the plant’s operating characteristics. The Cherokee Facility has a partial distrib-
uted control system (DCS), enabling digital control of the plant from a central control room and facilitating streamlined 
electronic tracking of maintenance records. 
 
Ben VanVeckhoven is the general manager at the Cherokee Facility, and has been at the plant since 2008. The facility’s 
consistent operating history is a testament to the experience of the operating team led by Mr. VanVeckhoven. 
 
The Cherokee Facility is fed with natural gas feedstock purchased from a natural gas pipeline. The plant produces am-
monia, nitric acid, urea, UAN, AN solutions, DEF, and carbon dioxide. Its ammonia reactor has a nameplate capacity of 
515 tons per day. There is onsite storage for ammonia, nitric acid, UAN, AN solutions, ANA solutions, and DEF. Product 
is shipped from the facility by truck, rail, and barge. 
 
The Cherokee Facility’s ammonia reactor operated at a 99% on-stream rate during FQ2 2019 after operating at a 93% 
on-stream rate in FQ1 2019. Over the past year, it has operated at an average quarterly on-stream rate of 96%. LSB 
expects an on-stream rate for FY 2019 of 95%, and believes that a long-term on-stream rate target of 97% is reasona-
ble. The Cherokee Facility last underwent a turnaround in FQ3 2018 and is not scheduled for another turnaround until 
FQ3 2021. LSB recently engaged an external consultant to review urea operations at the Cherokee Facility; this evalua-
tion is ongoing. GVRC estimates that the replacement value of the Cherokee Facility is $400 million to $450 million. 
 
Pryor Facility 
The Pryor Facility is located in Pryor, Oklahoma. The plant occupies 47 acres on the 104-acre site. The facility has been 
producing nitrogen products since 1966, when it began operating as a fertilizer plant for N-Ren Corporation. In 1987, N-
Ren Corporation sold the facility to Wil-Gro Fertilizer Inc., which filed for bankruptcy in 1999. LSB purchased the plant 
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out of bankruptcy, although did not restart the plant until 2010. Several repairs and upgrades have followed, and 
Pryor’s historically unsatisfactory on-stream performance seems to be giving way to more acceptable on-stream rates. 
In mid-2017, LSB hired BD Energy Systems, LLC to evaluate the design, condition, and operation of the ammonia re-
former and Black & Veatch, an engineering consultancy, to perform an engineering assessment on the remainder of 
the Pryor Facility. Both firms concluded their studies in mid-2018 and made recommendations to improve operations 
at the Pryor Facility, although neither found any critical design flaws or major issues requiring prompt attention. GVRC 
expects that most of the recommendations made by these firms will be addressed during planned downtime in the sec-
ond half of 2019. 
 
Steve Moore was hired as the general manager at the Pryor Facility in February 2018. Mr. Moore has approximately 40 
years of experience in the industry, including as a commissioning coordinator and maintenance manager at Iowa Ferti-
lizer Company’s Weaver, Iowa facility, various positions as a maintenance, plant, and general manager at two CF Indus-
tries Holdings, Inc. facilities, and maintenance and operational positions at Koch Industries, Inc.’s Sterlington, Louisiana 
facility (formerly owned by IMC Fertilizer Group, Inc.). 
 
The Pryor Facility is fed with natural gas feedstock purchased from a natural gas pipeline. The plant produces ammonia, 
nitric acid, urea, UAN, and carbon dioxide. Its ammonia reactor has a nameplate capacity of 675 tons per day. There is 
onsite storage for ammonia, UAN, and carbon dioxide. Product is shipped from the facility by truck and rail. LSB has as 
agreement whereby CVR Partners, LP markets and sells all of the UAN produced at the Pryor Facility. 
 
The Pryor Facility’s ammonia reactor operated at an 89% on-stream rate during FQ2 2019 after operating at an 88% on-
stream rate during FQ1 2019. Over the past year, it has operated at an average quarterly on-stream rate of 93%. LSB 
expects an on-stream rate for FY 2019 of 90%, and believes that a long-term on-stream rate target of 93% to 95% is 
reasonable. The Pryor Facility will undergo a 30-day turnaround beginning in mid-September 2019, during which over-
hauls to the ammonia, urea, and nitric acid plants will be performed. The Pryor Facility will likely remain on a two-year 
turnaround schedule until its planned 2021 turnaround, after which it may be moved to a three-year turnaround 
schedule. An external consultant recently concluded a review of the Pryor Facility’s urea operations; GVRC believes rec-
ommendations will be addressed during the upcoming turnaround. GVRC estimates that the replacement value of the 
Pryor Facility is about $450 million. 
 
Baytown Facility 
LSB operates a facility in Baytown, Texas that is owned by Covestro AG. The plant produces nitric acid using ammonia 
feedstock delivered to the plant via pipeline. Its nitric acid production capacity is 1,530 tons per day. There is onsite 
storage for finished product. LSB has operated the plant since 1998 and is currently in its third long-term operating 
contract with Covestro. Senior management believes the relationship with Covestro is strong. GVRC observes that LSB 
has operated this plant at high on-stream rates and to the satisfaction of the owner for approximately two decades and 
has no reason to believe that this relationship will change in the foreseeable future.  
 
Planned Capital Projects 
During FQ2 2019, LSB undertook a $35 million tack-on offering to the Senior Secured Notes due 2023. Management has 
identified approximately $20 million of capital improvement projects that will be undertaken in the next 12 to 18 
months, which include enhancements to product loading and unloading improvements, tank storage, guest plant op-
portunities, and other efficiency projects aimed at reducing fixed costs. While details have not been disclosed, GVRC 
notes that management has previously discuss opportunities to host guest plants on LSB’s properties. For example, in 
late 2018, Dyno Nobel, a manufacturer of commercial explosives, co-located an emulsion plant at the El Dorado Facility 
and began purchasing ammonium nitrate solution directly from the El Dorado Facility; GVRC expects similar future ar-
rangements. 
 
As previously disclosed, LSB will complete the installation of a new sulfuric acid converter at the El Dorado Facility in 
FQ4 2019, which will replace the existing sulfuric acid converter. This will increase sulfuric acid production capacity, 
although GVRC believes that sulfuric acid production will remain only a small part of LSB’s business.  
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Market Analysis 
Agriculture Market 
Sales of agricultural products make up between 40% and 60% of the LSB’s quarterly revenue, depending on the period. 
Agriculture sales are highly seasonal, with demand peaking in the spring (March through June) and fall (September 
through November) planting seasons. In FQ2 2019, sales of agricultural products made up 59.6% of revenue. Because 
fertilizer use is dependent on crop selection, soil conditions, weather patterns, and other environmental factors, almost 
all agriculture sales are based on spot pricing, which is driven by relatively short-term supply and demand. Unseasona-
bly wet weather in many corn-producing regions during the first half of 2019 led to delayed crop planting, weak fertiliz-
er demand, and depressed product prices. While this weakness is not immediately evident in LSB’s financial results (as 
it was partially offset by high operational rates), GVRC believes that normal seasonal conditions would have positively 
impacted LSB’s financial results during the first half of the year. 
 
Recent trends in selling prices and sales volume (tons sold) are presented below. 

Source: Reported gross average selling prices (price per ton) are sourced from the appropriate period's 8-K issued in conjunction 
with that period's earnings announcement. Average selling prices represent net back prices, which are calculated as sales less 
freight expenses divided by product sales volume in tons. 

Source: Product volumes (tons sold) are sourced from the appropriate period's 8-K issued in conjunction with that period's earnings announce-
ment. 

 
Because LSB’s agriculture segment is cyclical, and prices reflect the commodity nature of the products, gross margins 
vary widely. In cyclical troughs, gross margins can be as small as a few percent, while at cyclical peaks, gross margins 
can fall between 30% and 50%. In FQ2 2019, adjusted gross profit margin was 26.7%, versus 13.8% in FQ1 2019 and 
11.1% in FQ2 2018. The improvement in adjusted gross profit margin is largely attributable to increased product vol-
umes resulting from high on-stream rates during the period. GVRC expects further improvement in adjusted gross mar-
gin in the medium-term as operational reliability and efficiency improve and product prices normalize.  
 
Industrial and Mining Markets 
Sales of industrial and mining products exhibit minimal seasonality, although quarterly results can be affected by the 
timing of orders. Historically, industrial and mining product pricing has been determined by long-term contracts and is 
indexed to the Tampa Ammonia Index, providing stability of earnings and foresight into production and distribution 
requirements. 
 
Because industrial and mining products are sold under cost-plus arrangements, sales volumes are the most appropriate 
proxy for revenue. To a certain extent, production can be shifted between products to opportunistically capitalize on 
price movements. Product sales volumes (tons sold) are presented on the following page. 
 
 
 
 
 
 

 FQ1 2018 FQ2 2018 FQ3 2018 FQ4 2018 FQ1 2019 FQ2 2019 

UAN $138 $178 $156 $180 $213 $198 

HDAN $220 $254 $234 $240 $232 $248 

Ammonia $320 $316 $285 $316 $357 $357 

 FQ1 2018 FQ2 2018 FQ3 2018 FQ4 2018 FQ1 2019 FQ2 2019 

UAN 102,202 110,336 83,898 103,618 94,577 95,183 

HDAN 92,713 93,126 51,944 46,650 59,845 127,124 

Ammonia 32,996 12,956 17,564 19,070 19,205 28,228 

Other Agricultural Products 4,183 12,822 4,394 2,023 3,328 10,377 
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*Excluding Baytown Facility 
Source: Product volumes (tons sold) are sourced from the appropriate period's 8-K issued in conjunction with that period's earnings announce-
ment. 

 
Due to the non-cyclical nature of the industrial and mining segments and the use of cost-plus pricing, these segments 
provide earnings stability at high margins. In FQ2 2019, adjusted gross profit margin was 36.8%, versus 37.3% in FQ1 
2019 and 37.5% in FQ2 2018. Modest weakening of adjusted gross margin was due to weakening in the Tampa Ammo-
nia Index, which affected product pricing and fixed cost absorption. GVRC expects long-term adjusted gross margin im-
provement as capacity utilization in the industrial and mining segments improves. 
 

Management and Governance 
Mark Behrman has been the CEO of LSB since December 2018. Mr. Behrman has been with LSB since March 2014; prior 
to assuming the CEO role, he had served as CFO since June 2015. He has over 25 years of investment banking experi-
ence with a focus on the industrial and business services sectors and has orchestrated numerous corporate transac-
tions. Pursuant to an employment agreement entered into on December 30, 2018, Mr. Behrman’s 2019 base salary is 
$650,000 with an annual bonus of up to 200% of his base salary and eligibility for equity awards. Mr. Behrman’s 2018 
compensation totaled $2,600,135, consisting of $500,411 in salary, $1,984,862 in stock awards, $107,063 in non-equity 
incentive plan compensation, and $7,800 in all other compensation. He currently owns 2.1% of the common stock out-
standing. On August 2, 2019, Mr. Behrman purchased 19,300 shares at $5.14 per share in an open market transaction. 
 
Cheryl Maguire has been the CFO of LSB since December 2018. Ms. Maguire has been with LSB since November 2015. 
Prior to her tenure at LSB, she held senior financial management positions at LyondellBassell (July 2012 – June 2015) 
and Petroplus (November 2006 – October 2010), where she was involved in accounting, external reporting, and corpo-
rate financing. Pursuant to an employment agreement entered into on December 30, 2018, Ms. Maguire’s 2019 base 
salary is $370,000 with an annual bonus of up to 120% of her base salary and eligibility for equity awards. Ms. 
Maguire’s 2018 compensation totaled $591,218, consisting of $264,844 in salary, $219,774 in stock awards, and 
$106,600 in non-equity incentive plan compensation. She currently owns 0.3% of the common stock outstanding. 
 
John Diesch was named the Executive Vice President of Manufacturing in August 2016 and is responsible for oversee-
ing all plant operations. Mr. Diesch served as the president and a member of the board of directors of Rentech Nitro-
gen GP, LLC from 2011 until its acquisition by CVR Partners, LP in April 2016, and has held several operational positions 
in the industry during his nearly-30-year career. GVRC believes that Mr. Diesch’s expertise has been critical in executing 
LSB’s operational turnaround and is responsible for identifying and recruiting key plant-level management. Pursuant to 
an employment agreement entered into on February 11, 2019, Mr. Diesch’s 2019 base salary is $350,000 with an annu-
al bonus of up to 120% of his base salary and eligibility for equity awards. Mr. Diesch’s 2018 compensation totaled 
$585,042, consisting of $325,000 in salary, $160,853 in stock awards, $74,531 in non-equity incentive plan compensa-
tion, and $24,658 in all other compensation. He currently owns 0.2% of the common stock outstanding. 
 
Security Benefit is the largest holder of LSB’s common stock (the owner of record is LSB Funding LLC), the holder of all 
of the issued and outstanding Series E Preferred and Series F Preferred, and a significant holder of the Senior Notes due 
2023. In aggregate, Security Benefit controls 15.4% of the total common stock voting power, which includes votes to 
which they are entitled through ownership of the Series F Preferred. GVRC perceives Security Benefit to be a rational 
and well-capitalized investment group and is encouraged by its continued ownership and financial flexibility. Security 
Benefit is the counterparty to LSB’s senior promissory note due 2023 and the senior loan agreement providing con-

 FQ1 2018 FQ2 2018 FQ3 2018 FQ4 2018 FQ1 2019 FQ2 2019 

Industrial Products             

Ammonia 68,098 41,194 61,308 67,919 74,834 78,697 

Nitric Acid* 20,213 33,504 21,388 35,870 22,375 22,271 

Other Industrial Products 8,612 9,224 6,721 7,552 8,274 8,948 

Mining Products             
LDAN/HDAN/AN Solution 38,179 48,001 34,852 42,277 36,615 47,000 
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struction capital for a new sulfuric acid converter at the El Dorado Facility. GVRC believes LSB’s relationship with Securi-
ty Benefit is excellent. 
 
LSB’s Board of Directors is composed of eight individuals. Richard Roedel is the Chairman of the Board of Directors. Six 
of the eight have a tenure of five years or shorter; Mr. Jack Golsen and Mr. Barry Golsen have served since 1969 and 
1983, respectively. Two representatives from Security Benefit, Jonathan Bobb and Kanna Kitamura, serve on LSB’s 
Board of Directors. Messrs. Behrman, Jack Golsen, and Barry Golsen report meaningful personal equity ownership. 
 

Shareholders (from recent 13D, 13F, 13G, or proxy filings): 
LSB Funding LLC     14.1% 
BlackRock Fund Advisors   10.0% 
Tontine Associates LLC     7.9% 
Robotti & Co. Advisors LLC   7.0% 
Dimensional Fund Advisors LP   6.2% 
Jack Golsen     5.8% 
The Vanguard Group, Inc.   4.5% 
Maple Rock Capital Partners, Inc.  3.3% 
Daniel Greenwell    3.1% 
Mark Behrman     2.1% 
Top 10 Holders     63.0% 

 

Industry Overview and Competitive Positioning 
LSB operates in a highly competitive industry against many other larger chemical companies with substantial resources. 
Because ammonia and many of the derivative products produced by LSB are commodities, competition is based pri-
marily on price. Pricing of delivered ammonia products is a function of proximity to the end customer and access to 
reasonable means of transportation. CF Industries Holdings, Inc., CVR Partners LP, Dyno Nobel, Koch Industries, Inc., 
Nutrien Ltd., and Yara International ASA are notable competitors.  
 
Most ammonia plants, including all three of LSB’s owned ammonia plants, use natural gas feedstock to produce ammo-
nia; ammonia then serves as the precursor to numerous ammonia-based products. As such, natural gas pricing is an 
important determinant of the economics of ammonia production. LSB’s access to inexpensive natural gas feedstock is a 
particularly notable competitive advantage. At the El Dorado Facility and Cherokee Facility, feedstock pricing is approxi-
mated by Henry Hub spot pricing. However, at the Pryor Facility, LSB purchases feedstock at a substantial discount to 
Henry Hub pricing; this discount can approach 30%. As regional offtake capacity continues to develop, GVRC expects 
this discount may narrow. 
 
End-market pricing of ammonia products is typically inclusive of the cost of transportation to those markets. Therefore, 
access to shipping by truck, rail, barge, or pipeline and proximity to end customers are advantageous. LSB’s three 
plants are strategically located in the South-Central U.S., with ready access to corn-producing regions via road or rail. 
The El Dorado Facility is also connected to an ammonia pipeline, providing efficient access to a distribution network. 
Finally, the El Dorado Facility, which produces the bulk of the company’s industrial and mining products, offers direct 
rail access to important mining markets in the western U.S. 
 
While several large foreign producers compete for domestic business, because pricing is typically inclusive of shipping 
costs, domestic production remains competitive relative to foreign production, and almost all ammonia produced in 
the U.S. is consumed domestically. However, recent imports of UAN have caused downward pressure on UAN prices. 
Some of this pressure may ease as domestic demand normalizes following abnormal weather patterns in the first half 
of 2019. 
 
For most products, LSB’s market share is small enough that it can sell substantially everything it produces. In recent 
years, LSB has added storage capacity at its facilities in order to opportunistically time product sales during periods of 
strong pricing.  
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While agricultural product price realization in FQ2 2019 was impacted by weak demand, recent price trends have gen-
erally been favorable: LSB’s reported selling prices for anhydrous ammonia and UAN rose by 13.0% and 11.2%, respec-
tively, compared to FQ2 2018 prices, while HDAN prices declined by 2.4%. Higher production volumes attributable to 
high on-stream rates offset lower selling prices. In the industrial and mining segments, low selling prices offset higher 
production volumes, although revenue in the industrial and mining segments remained robust. GVRC views the long-
term trends in LSB’s industrial and mining segments as positive and notes that LSB has both additional production ca-
pacity and several emerging commercial growth opportunities. 
 
Although LSB’s end market diversification sets it apart from its agriculturally oriented peers, LSB’s cyclical agriculture 
segment is an important part of the overall business. The primary indicator for demand for LSB’s agricultural products 
is acres of corn planted in the United States each season, due to (a) the sheer number of acres planted relative to other 
nitrogen-intensive crops, (b) the relatively high nitrogen demand of the crop, and (c) LSB’s proximity to corn-producing 
regions. In March 2019, the USDA Agricultural Projections to 2028 report predicted that 92.0 million acres would be 
planted in 2019 and 93.0 million acres would be planted annually from 2020 through 2023. However, the USDA’s Au-
gust 2019 World Agricultural Supply and Demand Estimates report projects 90.0 million acres planted in 2019. Expecta-
tions for lower planted acres and lower yields per acre have driven corn prices above $4.00 per bushel. This suggests 
increased future corn crop profitability, incenting farmers to plant more corn acres in future seasons and driving de-
mand for fertilizer. GVRC expects a strong 2019 fall fertilizer application and 2020 spring fertilizer application in ad-
vance of a strong spring 2020 corn planting. Distortions in corn markets could bode well for fertilizer demand for years 
to come. 

 
Valuation Analysis 
For much of its existence, LSB operated as a diversified holding company for a collection of manufacturing and industri-
al entities. This confounds historic results of the company’s chemical operations. The last significant non-chemical hold-
ing, the Climate Control Subsidiary, was divested in mid-2016. Certain ownership interests in natural gas-producing 
properties were divested in mid-2017 and a small industrial machinery and components business was sold in late 2017. 
LSB’s operational and financial characteristics are now clear, but historical data are of limited analytical value.  
 
LSB’s industrial and mining segments have historically constituted more than 50% of its revenue. Because the compa-
ny’s relationships with industrial and mining customers typically involve long-term contractual agreements based on 
cost-plus pricing, GVRC believes that growth in these segments is less dependent on product pricing than it is on 
achieving additional commercial penetration and higher production rates. LSB’s agriculture revenue, which typically 
involves sales on the spot market in which margin is determined by product pricing, is significantly more variable than 
that of the industrial and mining segments.  
 
Given LSB’s mixed operational history, GVRC has previously relied on tangible book value (TBV) as a valuation metric 
while noting that a discernable and sustainable recovery in earnings would render and earnings-base valuation prefera-
ble. Future earnings forecasts are inherently susceptible to error due to future uncertainties; exogenous events could 
affect markets for LSB’s products or the performance LSB’s facilities. In the past, unforeseen developments have had a 
material effect on financial results. Recognizing this, in consideration of recent operational performance, GVRC is tran-
sitioning to an EBITDA-based valuation, while noting that LSB’s TBV remains important in considering a margin of safe-
ty. 
 
Earning Analysis 
While LSB’s operational turnaround is well underway, historical earnings data to support an earnings-based valuation is 
limited. However, improved market pricing, favorable demand dynamics, and operational reliability may produce sub-
stantially improved earnings in future periods. GVRC believes that the forward earnings projections presented below, 
which are informed by consideration of market dynamics, assumptions about product pricing, and discussions with 
management, are reasonable. 
 
GVRC notes that LSB has no turnarounds planned for 2020. Assuming on-stream rates commensurate with the compa-
ny’s stated expectations and considering physical plant improvements undertaken recently and planned for the turna-
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rounds occurring at the El Dorado Facility and Pryor Facility in the second half of 2019, GVRC expects meaningfully im-
proved production volumes in FY 2020. Price assumptions in the agriculture segment are generally strong, reflecting 
robust fertilizer demand through 2020, while price assumptions in the industrial and mining segments reflect modest 
strengthening of the Tampa Ammonia Index by early 2020. 

 
LSB’s publicly traded peer companies have traded at EBITDA multiples that range from around 6.0x to about 15.0x over 
the past five years, and currently trade at an average EV/EBITA multiple of around 9.4x. While LSB bears many similari-
ties to its peer group and is subject to the same external market forces as its competitors, GVRC notes key differences, 
including LSB’s relatively small size compared to many of its peers, its diversification of end markets for ammonia prod-
ucts, and its concentration on ammonia products versus a larger portfolio of agricultural fertilizer products. GVRC also 
notes that execution risk has been a significant market concern that has only recently assuaged as LSB demonstrates 
operational reliability. For these reasons, GVRC believes that 8.0x to 10.0x represents a fair EBITDA multiple for LSB. 
Using a midpoint EBITDA multiple of 9.0x, the following equity value is implied: 

 
Tangible Book Value Analysis 
LSB currently trades at 0.44x its TBV of approximately $10.20 per share (fully diluted). During the 12 quarters ended 
FQ2 2015 (prior to the sale of its Climate Control Subsidiary), the company traded at an average of 3.01x TBV. Since 
FQ2 2015, the company has traded at an average of 0.68x TBV. 
 
The nature of LSB’s operations requires regular capital expenditures to maintain and grow the business, while infre-
quent large capital expenditures are expected in the very long term in the form of new facility construction. Partially 
due to cost overruns during the construction of the El Dorado Facility (LSB’s most recent plant construction, concluded 
in 2015), LSB’s depreciation expense is now outsized compared to the ongoing capital requirements of the business. 
This has resulted in persistent net losses, eroding shareholders’ equity and TBV, which are now $322.1 million and 
$315.3 million, respectively. While GVRC believes the earnings power of the business may be sufficient to periodically 
result in neutral or slightly positive net income, substantial growth in TBV per share is not anticipated in the near term. 
 

 FQ3 2019 FQ4 2019 2019 FQ1 2020 FQ2 2020 2020 FQ4 2020 FQ3 2020 

Agriculture Revenue $43.4 $56.6 $219.3 $76.7 $78.8 $273.1 $61.8 $55.8 

Industrial and Mining Revenue $33.5 $51.0 $180.9 $57.5 $57.5 $225.2 $59.4 $50.9 

Total Revenue $76.9 $107.6 $400.2 $134.2 $136.3 $498.3 $121.2 $106.7 

SG&A $8.4 $8.4 $32.3 $8.4 $8.4 $8.2 $8.2 $33.2 

Operating Income $(11.8) $0.9 $0.5 $13.8 $15.8 $3.8 $10.5 $43.8 

Net Income $(17.9) $(8.0) $(56.9) $1.9 $3.4 $(5.9) $(0.7) $(1.9) 

Net Income Attributable to 
Common Stockholders 

$(26.3) $(16.8) $(90.1) $(7.2) $(5.9) $(15.5) $(10.6) $(39.9) 

                  

EPS $(0.91) $(0.58) $(2.24) $(0.25) $(0.21) $(0.54) $(0.37) $(1.36) 

                  

Adjusted EBITDA $11.6 $22.8 $83.0 $32.0 $34.9 $21.7 $29.6 $118.1 

 2019 2020 

EBITDA $83.0 $118.1 

EBITDA Multiple 9.0x 9.0x 

Enterprise Value $747.3 $1,063.0 

Net Debt $403.3 $378.3 

Series E Preferred (Liquidation Value) $236.5 $273.8 

Other Preferred Stock $3.0 $3.0 

Common Equity Value $92.5 $407.9 

Shares Outstanding (Fully Diluted) 31.0 31.0 

Value/Share $2.98 $13.14 
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GVRC believes that a price target range of 1.0x to 1.5x TBV is an appropriate range when considering a valuation based 
on TBV. Using a midpoint of 1.25x TBV, a valuation of $12.75 is implied. Considering recent improvements in operation-
al reliability and favorable outlooks for LSB’s markets, GVRC believes this modest premium to TBV is justified. 
 
LSB’s management has long held that industry consolidation would be beneficial for many smaller companies which, 
like LSB, operate only a few plants. While there are considerations specific to each transaction, such as plant design, 
end market access, and ownerships structure, GVRC anticipates consolidation will occur within the next few years, ab-
sent significant market disruption. Considering LSB’s experience in improving physical plant facilities and plant opera-
tions, GVRC views LSB as a logical consolidator. However, it is worth noting that the net replacement value of LSB’s as-
sets, which is likely more than $35 per share, suggests the company would command a substantial premium to the cur-
rent price of the common stock in a sale. 
 
Valuation 
LSB has a raison d’etre due to the longstanding demand for ammonia-based chemical products in numerous agricul-
ture, industrial, and mining applications. Access to both inexpensive natural gas feedstock and important end markets 
provides the company with a competitive edge over many domestic and nearly all international competitors.  
 
The margin of safety in an investment in LSB lies in its current price relative to the value of its assets. LSB trades at a 
discount to both TBV per share ($10.20) and a TBV-based valuation multiple of 1.25x ($12.75), which GVRC views as a 
reasonable benchmark for valuation. The company’s assets are difficult to replace, necessary for the synthesis of am-
monia and ammonia-based products, and would likely command substantial value in a private transaction. Considering 
the replacement value of these assets, GVRC views the sale of the company to a competitor at a price providing suffi-
cient downside protection to shareholders as a worst-case scenario. 
 
Over the past few years, LSB has focused intensely on improving its operations. The results are now evident in the form 
of four consecutive quarters of on-stream rates approaching the company’s stated objectives. The normalization of 
market supply and demand dynamics and resulting firming in product prices has further aided financial results. In con-
sideration of this, GVRC is transitioning to an EBITDA-based valuation. GVRC’s target price of $13.15 per share repre-
sents 9.0x estimated 2020 adjusted EBITDA of $118.1 million. This price target is slightly higher than 1.25x TBV, or 
$12.75 per share, which GVRC believes is a reasonable valuation baseline should unforeseen circumstances impair 
LSB’s earnings outlook. Continued operational reliability is paramount to the realization of expected earnings. Should 
expected financial results materialize, LSB will likely also benefit from less expensive access to capital and the potential 
for inorganic growth. 
 

Risks, Catalysts and Expectations 
Risks to LSB’s operations and financial condition are significant and should be thoroughly understood by investors: 

• LSB produces ammonia-based products. Ammonia is flammable, explosive under pressure, can cause severe 
burns to skin and eyes, is toxic if inhaled, and can cause environmental damage if released inappropriately. By 
nature of its business, LSB assumes many risks that are not inherent to other businesses. Any one of several 
potentially catastrophic events may occur, and the liabilities arising from such an event are unpredictable and 
possibly significant. 

• LSB’s plants are constantly aging and depreciating. There is no guarantee that any plant will produce cash flow 
in excess of its value over its useful life. Furthermore, LSB’s efforts to improve plant operations may not materi-
alize in the form of consistently high on-stream rates. Unplanned downtime may result in significant costs or 
under-absorption of fixed costs. 

• The company may mismanage its financial resources, necessitating further capital in the form of debt or equity 
issuances, which may be dilutive to shareholders. LSB’s leverage is significant, and in a disorderly disposal of 
assets or sale of the business, equity value may be partially or completely impaired. The company’s Senior Se-
cured Notes due 2023 carry an interest rate of 9.625%, which comprises the bulk of the company’s quarterly 
interest expense of approximately $11.3 million. The Series E Preferred carries a dividend rate of 14%, and divi-
dends are assessed against both principal and accrued and unpaid dividends. As such, the quarterly Series E 
Preferred dividend obligation has increased from $5.5 million in FQ4 2016 to $7.6 million in FQ2 2019. 
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• The end markets for LSB’s products may be affected by decreased demand or unfavorable prices. Most of LSB’s 
products are commodities and are priced as such. Product pricing is almost entirely out of LSB’s control. 

 
Absent the materialization of the above risks, GVRC anticipates the on-stream performance experienced over the past 
four quarters will continue, with incremental improvements as physical facilities undergo turnarounds and minor up-
grades and operational behaviors beget increased efficiency. Potential catalysts for the realization of intrinsic value in-
clude the following: 

• Operating procedures, plant maintenance programs, and operational behaviors continue to produce consist-
ently high on-stream rates. While on-stream rates have been acceptable for the past four quarters, significant 
setbacks in operations reliability could undermine confidence in the business. Continued operational reliability 
should translate into financial results in the form of increased production volumes, greater efficiencies, and a 
lower cost of future borrowings. 

• Improving demand and pricing for agricultural products will drive segment revenue and margins higher with 
little change in input costs. Incremental revenue improvement will disproportionately improve profitability. 

• Additional demand for upgraded products could shift LSB’s product mix such that margins improve. Additional 
capacity exists for certain products, particularly nitric acid.  

• Further utilization of the company’s excess property, renegotiation of certain agreements, sale of byproducts 
of production, or other incremental sources of income could bolster results. 

• The sale of the company’s assets to a competitor at a multiple of book value would be immediately accretive to 
shareholders. While GVRC does not believe this is forthcoming, the likelihood of such a transaction is notable. 

 
GVRC expects that consistent operational reliability, robust product demand, and strengthening prices will drive LSB’s 
short-term earnings. In the longer term, efficiencies and new commercial opportunities enabled by incremental invest-
ment should result in revenue and earnings growth. Additionally, as LSB demonstrates consistent operational reliabil-
ity, the company should have access to less expensive capital. A lower interest burden coupled with general deleverag-
ing over time will magnify the cash-generation potential of the business. Eventually, LSB may consider the acquisition 
of additional manufacturing capacity, enabling the realization of further efficiencies. As progress towards these goals 
become clear, shares will command a substantially higher valuation. 
 
LSB trades at a 66% discount to GVRC’s target price of $13.15. GVRC believes this discount to intrinsic value presents a 
compelling case for investment and an attractive entry point for patient, opportunistic investors. 
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About Global Value Research Company 

Global Value Research Company is the investment research division of Global Value Investment Corp, a research and 
advisory firm serving individual and institutional clients. Founded in 2007 in Milwaukee, Wisconsin, the firm currently 
operates additional offices in Boston, Massachusetts; Charleston, South Carolina; and Hyderabad, India. Global Value 
Research Company espouses the value investing principles pioneered by Ben Graham and David Dodd, providing com-
prehensive fundamental analysis of publicly traded companies around the world. Our research process focuses on dili-
gently examining company financial statements, understanding competitive positioning, assessing industry and macro-
economic trends, and speaking with company senior management on an ongoing basis. Further information about 
Global Value Research Company’s services can be obtained by contacting the firm directly. 
 
Global Value Investment Corp, through its subsidiaries, beneficially owns less than 5% of the common stock outstand-
ing of LSB Industries, Inc.  
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