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Stock Information 
Current Price:  $6.52 
52-Week Range:  $4.75-$10.00 
Avg Daily Volume: 89,391 
Dividend Yield:  - 
Shares Out (MM): 28.8 
Float %:  84.4% 
 
Market Cap (MM): $187.8 
Total Debt (MM): $425.2 
Cash (MM):  $26.0 
Enterprise Value (MM): $799.1 

 
 
Financial Metrics 

TTM Revenue (MM): $378.2 
TTM EBIT (Adj., MM): ($23.0) 
EV/EBIT:  N/A 
Tangible BV/Share: $10.65 
P/TBV:   0.61x 

 
 
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.  

OPERATIONAL IMPROVEMENTS AND FIRM-
ING PRICES PRODUCE STRONG RESULTS 
 
This report should be read in conjunction with GVRC’s initiation report, dated 7/31/2018 and LSB 
Industries, Inc.’s regulatory filings with the U.S. Securities and Exchange Commission. 
 

Summary of Recent Developments 
LSB Industries, Inc. (“LSB”) reported financial results for the quarter end-
ed December 31, 2018 (FQ4 2018) reflecting robust revenue growth pri-
marily attributable to favorable increases in product prices as issues that 
have weighed on the industry for the past few years continue to dissi-
pate. Successful efforts to grow revenue organically are evident in the 
industrial and mining segments, although a weak fall fertilizer application 
hampered volumes in the agriculture segment. LSB’s three owned pro-
duction facilities boasted strong on-stream rates, a testament to the effi-
cacy of changes to plant operations and maintenance procedures that 
have been the focus of management’s efforts for the past few years. 
 
It is important to note that, on January 1, 2018, LSB adopted ASC 606, an 
accounting method modification that generally eliminates revenue, cost 
of revenue, and certain operating expenses related to transactions in 
which the reporting company acts as an agent of a customer. While the 
adoption of ASC 606 has an insignificant impact on LSB’s gross profit, 
operating income, and net income, the company’s FQ4 2017 reported 
revenue of $88.9 million, when adjusted for the adoption of ASC 606, 
was $72.3 million. Therefore, FQ4 2018 revenue of $94.7 million, a figure 
which reflects the adoption of ASC 606, represents year-over-year reve-
nue growth of approximately 31%. Growth in sales volumes of industrial 
products as well as meaningful increases in the prices of agricultural 
products contributed to revenue growth.  
 
FQ4 2018 on-stream rates at LSB’s three owned production facilities re-
flected enhanced reliability stemming from changes to operational and 
maintenance procedures and systems that have been implemented over 
several quarters. The facility in El Dorado, Arkansas (“El Dorado Facility”) 
reported an on-stream rate of 98%, the facility in Cherokee, Alabama 
(“Cherokee Facility”) reported an on-stream rate of 93%, and the facility 
in Pryor, Oklahoma (“Pryor Facility”) reported an on-stream rate of 97%. 
 
Global Value Research Company (GVRC) believes that LSB’s improved 
plant operations coupled with firm product pricing and several ongoing 
corporate initiatives are reasons for optimism. While there remains 
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much work to be done, profitability appears within reach. The company’s valuation on the basis of both its tangible 
book value (TBV) and a range of earnings-based measurements are attractive relative to the current stock price of 
$6.52. While the company’s long-term value lies in its ability to produce attractive and consistent cash flow, GVRC as-
sesses LSB’s TBV of approximately $10.65 as a conservative valuation metric providing an ample margin of safety until 
the company is able to produce consistent earnings. GVRC applies a modest 1.25x multiple to TBV to arrive at a target 
price of $13.30, and notes the substantial upside represented by an expectation of future earnings improvements. 
 

Financial Assessment 
Balance Sheet 
As of FQ4 2018, LSB’s current assets were $166.4 million, which consisted of $26.0 million of cash and cash equivalents, 
$66.7 million of trade accounts receivable, and $73.7 million of inventory, supplies, and other short-term assets. FQ4 
2018 current assets were slightly higher than FQ3 2018 current assets of $158.0 million and FQ4 2017 current assets of 
$163.7 million. FQ4 2018 long-term assets $981.9 million consisted almost entirely of $974.3 million of property, plant, 
and equipment. 
 
Current liabilities were $125.8 million, which consisted of $62.6 million in accounts payable, $42.1 million in accrued 
and other liabilities, and $21.1 million in borrowings ($8.6 million of short-term financing represented annual insurance 
premiums; this was offset by a corresponding prepaid insurance asset of $10.9 million). Approximately $2.8 million of 
severance expenses related to the departure of former CEO Dan Greenwell were included in accrued and other liabili-
ties, most of which was current. FQ4 2018 current liabilities were slightly higher than FQ3 2018 current liabilities of 
$122.5 million and FQ4 2017 current liabilities of $109.3 million. Non-current liabilities of $680.3 million included 
$412.7 million of long-term debt and $202.2 million of redeemable preferred stock. 
 
Current liabilities compared favorably to current assets (current ratio was 1.32). Both current assets (specifically, ac-
counts receivable) and current liabilities (specifically, accrued litigation settlement) included offsetting entries of $18.5 
million related to a legal settlement reached in October 2018; when adjusted for this one-time entry, the current ratio 
improved to 1.38. Working capital needs are generally higher in the fourth quarter as agricultural product inventory 
builds in preparation for the spring planting season; this is evidenced by an increase in inventories from $17.9 million in 

Figure 1: five-year performance chart. Source: FactSet; data as of 3/10/2019. 
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FQ3 2018 to $29.2 million in FQ4 2018. LSB has a revolving credit facility in place with a limit of $75.0 million (limit was 
increased from $50.0 million on February 28, 2019); as of FQ4 2018, there was a balance of approximately $10.0 mil-
lion drawn against this facility. Available borrowings were $37.2 million as of December 31, 2018, prior to the credit 
limit increase. GVRC does not foresee liquidity issues. 
 
Capitalization 
As of FQ4 2018, LSB’s capitalization included 28.8 million shares of common stock (with 2.6 million potentially dilutive 
shares), $425.2 million of debt ($12.5 million of current portion of long-term debt and $412.7 million of non-current 
portion of long-term debt), and four issues of preferred stock. 
 
LSB’s long-term debt is presented below. The increase in long-term debt from $415.7 million in FQ3 2018 to $425.2 
million is primarily attributable to a draw on the company’s revolving credit facility of approximately $10.0 million dur-
ing the period, which GVRC expects will be repaid as seasonal working capital requirements decrease in the first quar-
ter. The Senior Promissory Note due 2019 will be retired in June 2019 and involves a final balloon payment of approxi-
mately $6.7 million. GVRC believes that between LSB’s current assets, cash from operations and its revolving credit fa-
cility, the company has adequate liquidity for working capital and debt service requirements. 

*Interest rate as of December 31, 2018. Working Capital Revolver Loan accrues interest at LIBOR plus 1.50% to 1.75% or prime plus 
0.50% to 0.75%. 

 
LSB carries four issues of preferred stock. The amounts outstanding under the company’s Series B 12% cumulative, con-
vertible preferred stock (“Series B Preferred”) and Series D 6% cumulative, convertible preferred stock (“Series D Pre-
ferred”) are $2.0 million and $1.0 million, respectively. 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 FQ4 2018, accumulated dividends on these two issues were $1.0 million. Nei-
ther the Series B Preferred nor the Series D Preferred is redeemable at the preference of the holder. 
 
As of FQ4 2018, 139,768 shares of Series E 14% cumulative, redeemable preferred stock (“Series E Preferred”) were 
outstanding, with participation rights equal to 303,646 shares of common stock. LSB carried a liability of $202.2 million 
related to the Series E Preferred, and the aggregate liquidation preference was $212.1 million. The participation rights, 
which are bifurcated from the Series E Preferred for accounting purposes and recorded as a separate liability, were car-
ried at $1.6 million. The Series E Preferred are redeemable by the holder beginning in October 2023. LSB can , at its op-
tion, may redeem the Series E Preferred at any time at a redemption price per share equal to the liquidation value.  
 
The one issued and outstanding share of Series F Preferred has no par value and an aggregate liquidation preference of 
$100. It entitles the holder to a number of votes equal to 456,225 shares of common stock. Eldridge Industries, through 
its subsidiary, Security Benefit Corporation (collectively, “Security Benefit”), is the holder of all of the issued and out-
standing Series E Preferred and Series F Preferred. Security Benefit is also the largest holder of common stock and a 
debt holder. 
 
As LSB’s operating reliability and financial results continue to improve, subject to the costs of retiring and reissuing se-
curities, the company may be able to refinance its Senior Secured Notes due May 2023 and/or Series E Preferred with 
more attractively priced capital. Considering recent improvements to plant on-stream rates and strong FQ4 2018 

 Interest Rate  Outstanding (thousands) 

Working Capital Revolver Loan 6.000%* $10,000 

Senior Secured Notes due 2023 9.625% $400,000 

Secured Promissory Note due 2019 5.730% $7,165 

Secured Promissory Note due 2021 5.250% $8,090 

Secured Promissory Note due 2023 6.760% $14,685 

Other  $221 

Unamortized Discount and Debt Issuance Costs  ($14,962) 

  $425,199 
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EBITDA, GVRC expects that refinancing options will be seriously evaluated within the next 18 months barring unfore-
seen setbacks. 
 
Income Statement 
Note: On January 1, 2018, the company adopted ASC 606, an accounting method modification that generally eliminates 
revenue, cost of revenue, and certain operating expenses related to transactions in which the reporting company acts as 
an agent of a customer. ASC 606 generally has a minimal impact on profitability. LSB adopted ASC 606 using the modi-
fied retrospective adoption method, meaning its historical results were not restated. Therefore, revenue, gross profit, 
and certain other financial results in comparative periods may not be apt reference points for equivalent results in the 
current period. 
 
In FQ4 2018, LSB generated $94.7 million in revenue: $40.9 million from the agriculture segment, $42.9 million from 
the industrial segment, and $11.0 million from the mining segment. The effect of ASC 606 on LSB’s FQ4 2018 revenue 
was -$16.5 million; FQ4 2018 pre-adoption revenue of $111.2 million was $22.3 million, or about 25.1%, higher than 
FQ4 2017 reported revenue of $88.9 million. Adjusted for the adoption of ASC 606, FQ4 2018 revenue was $22.4 mil-
lion, or about 31.0%, higher than FQ4 2017 revenue of $72.3 million (had ASC 606 been adopted at the time).  

Gross profit and selling, general, and administrative expenses were minimally affected by the adoption of ASC 606, and 
operating income was not affected. FQ4 2018 gross profit was $12.4 million, compared to -$10.2 million in FQ4 2017 
(note that FQ4 2018 cost of goods sold was reduced by $4.4 million to reflect a settlement reached during the period 
relating to a previous business interruption claim). This improvement is largely attributable to improvement in revenue, 
partially offset by a spike in natural gas input costs towards the end of the period (LSB reports that natural gas prices 
had a -$4.9 million impact on FQ4 2018 EBITDA). FQ4 2018 selling, general, and administrative expenses were $15.0 
million compared to $8.2 million in FQ4 2017. $5.3 million of this increase was a one-time severance expense relating 
to the departure of former CEO Dan Greenwell; higher legal costs also contributed. FQ4 2018 operating income was 
-$2.5 million, compared to -$20.8 million in FQ4 2017. GVRC notes that certain expenses, such as the cost of consulting 
firms, will eventually be removed from the cost structure; however, expenses incurred in the multi-year operational 
review and overhaul that LSB has undertaken should drive better facility utilization. 
 
LSB’s agriculture business is seasonal. Sales of agricultural products are typically strongest in spring (March through 
June), when fertilizer is applied prior to corn planting and during crop germination, and fall (September through No-
vember), when fertilizer stores are replenished. Sales are comparatively weaker during the summer and winter sea-
sons. Management notes that the recent fall fertilizer application was weak due to unfavorable weather conditions, 
hampering revenue in the agriculture segment. Historically, financial results are strongest in the second quarter, fol-
lowed by the first, fourth, and third quarters. The company’s industrial and mining segments are significantly less sea-
sonal, although quarterly results can be affected by the timing of orders.  
 
Interest expense in FQ4 2018 was $11.1 million, consistent with LSB’s debt structure. Dividends on preferred stock of 
$7.7 million were recorded during the period ($7.1 million attributable to the Series E Preferred). 
 
Cash Flow 
In FQ4 2018, LSB generated cash from operations of -$21.2 million, which included net income of -$13.0 million, depre-
ciation and amortization of $17.3 million, stock-based compensation of $4.1 million, a change in accounts receivable of 
-$8.5 million, a change in inventories of -$11.3 million, and a change in accrued interest of -$10.2 million. Cash from 
investing was -$9.6 million, including capital expenditures of -$9.9 million. Cash from financing was $14.0 million, re-
flecting proceeds from short-term financing and borrowings against the revolving credit facility, partially offset by regu-
lar debt service requirements. 
 
LSB projects FY 2019 full-year capital expenditures of $30 million to $35 million, which is in line with the company’s 

 FQ4 2018 FQ4 2017  Change 

Pre-ASC 606 Adoption Revenue $111.2 $88.9 25.1% 

ASC 606-Adjusted Revenue $94.7 $72.3 31.0% 
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long-term target. FY 2019 capital expenditures will include approximately $7.5 million for a new sulfuric acid converter 
at the El Dorado Facility. Note that LSB expenses plant turnaround costs, while some competitors capitalize these. LSB’s 
normalized maintenance capital expenditure requirements should trend towards $25 million in the long-term, with the 
remainder of capital expenditures spent on growth initiatives.  
 
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). A series of new domestic am-
monia plants constructed 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 large-
ly adjusted to these changes, as evidenced by firmer product pricing in the second half of FY 2018. Furthermore, opera-
tional challenges at LSB’s facilities have hindered production, although GVRC believes that recent and ongoing physical 
plant and process improvements are bearing fruit; on-stream rates in the second half of FY 2018 support this position. 
Improved plant operations and firming prices could lead to meaningful profitability, at which point GVRC expects re-
tained earnings will be allocated in a manner accretive to shareholders. 
 
Depreciation vs. Capital Expenditures 
Depreciation of LSB’s assets falls between $16 million and $19 million per quarter, or $64 million and $76 million annu-
ally. This compares to capital expenditures totaling between $30 million and $35 million annually. Although this rela-
tionship might suggest degradation of the capability of LSB’s production assets, results suggest the contrary. GVRC be-
lieves that LSB’s level of capital expenditures is appropriate to operate the business and even realize modest physical 
asset improvements over time, while recognizing that infrequent large capital outlays are likely necessary to a business 
such as that of LSB in the very long term. GVRC suspects that meaningful future expansion is more likely to be under-
taken by acquisition than by new plant construction, although incremental downstream product capacity additions are 
possible.  
 

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-
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 (an overhaul that occurs every two to three 
years, depending on plant condition), but account for unplanned downtime for unscheduled repairs. 
 
Cross-Plant Initiatives 
In FQ3 2017, PriceWaterhouse Coopers was hired to assist in upgrading LSB’s maintenance management system, a sys-
tem for tracking current and future maintenance requirements across all plants with the objective of streamlining 
maintenance operations to reduce unplanned downtime. Full preventative maintenance programs were also imple-
mented across critical pieces of equipment. 
 
PeopleCore, a firm which consults on operations, maintenance, training, safety, and leadership for petrochemical com-
panies with a focus on employees and the workforce, was hired in FQ4 2018. LSB intends to retain PeopleCore for two 
to three years to implement operator training enhancements, procedure improvements, operations work process im-
provements, and leadership training. In October 2018, Andy Velo was hired as Vice President of Operational Reliability 
to oversee the continued implementation of maintenance and procedural improvements. 
 
In August 2017, John Fogarty was hired as Director of Logistics. Since then, LSB has concentrated its shipping contracts 
with a small number of trucking companies and rail carriers in an effort to develop deeper relationships, negotiate 
move favorable rates, and increase capacity availability. Internal freight management has become more rigorous, as 
steps such as the implementation of a rail freight management system have introduced efficiencies. 
 
In February 2018, Steven Bach was hired as the Director of Procurement. Mr. Bach has been effective in centralizing 
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purchasing activities to achieve more competitive pricing and overseeing inventory management. LSB’s vendor rela-
tionships have also been rationalized, and the number of vendors the company works with has fallen from around 150 
to around 20. The solicitation of competitive proposals for work to be performed by outside contractors has become 
standard practice.  
 
On LSB’s February 27, 2019 conference call, CEO Mark Behrman estimated that $3 million to $5 million in annual cost 
savings would be realized through efforts to streamline the company’s procurement and logistics operations. 
 
El Dorado 
The El Dorado Facility’s ammonia reactor operated at a 98% on-stream rate in FQ4 2018 after operating at an 89% on-
stream rate in FQ3 2018. The plant will undergo a 14-day turnaround in August 2019; this is shorter than a typical turn-
around as much of the planned work was pulled forward and performed during unplanned downtime in FQ2 2018. 
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. 
 
During FQ4 2019, the sulfuric acid plant located at the El Dorado facility will undergo a replacement of its converter at 
a cost of $7.5 million (this will be capitalized). This will both improve the reliability of the sulfuric acid plant and in-
crease its capacity from 140,000 tons annually to 160,000 tons annually. While the size of LSB’s sulfuric acid operation 
is small relative to the size of its ammonia operations, management has identified sulfuric acid as an important busi-
ness in which future acquisitive activity is possible. 
 
Dyno Nobel, a manufacturer of explosives, recently co-located an emulsion plant at the El Dorado Facility and began 
purchasing ammonium nitrate solution directly from the El Dorado Facility in October 2018. GVRC believes similar 
guest plant arrangements are likely in the future, which may lead to additional capacity utilization and improved mar-
gins. 
 
Finally, excess ammonia from the El Dorado Facility is injected into an ammonia pipeline owned by NuStar Energy, LP 
and is purchased by Koch Fertilizer, LLC under an offtake agreement. This agreement was recently extended by one 
year, now expiring in May 2020. While the terms of the extension are not material, GVRC expects they are improved. 
 
Cherokee Facility 
The Cherokee Facility’s ammonia reactor operated at a 93% on-stream rate in FQ4 2018 after operating at a 97% on-
stream rate in FQ3 2018. The ammonia plant experienced minor issues in early FQ4 2018 coming out of the turnaround 
completed at the end of FQ3 2018, leading to a slightly lower than expected on-stream rate in FQ4 2018. These issues 
have been resolved. Additional instrumentation and control upgrades installed during the FQ2 2018 turnaround are 
expected to improve plant reliability and productivity (specifically, urea volumes). The Cherokee Facility is now on a 
three-year turnaround schedule, with the next turnaround planned for FQ3 2021. 
 
Pryor 
The Pryor Facility’s ammonia reactor operated at a 97% on-stream rate in FQ4 2018 after operating at a 98% on-stream 
rate in FQ3 2018. Substantial improvements have been made at the facility during previous planned and unplanned 
downtime. In FQ3 2019, the plant will undergo a turnaround, during which overhauls to the ammonia, urea, and nitric 
acid plants will be conducted. A new urea reactor was delivered and set in place in the second half of FY 2018, and in-
stallation and tie-in will be completed during the FQ3 2019 turnaround. After the FY 2019 turnaround, the Pryor Facility 
will next undergo a turnaround in FY 2021, after which it will be moved to a three-year turnaround schedule. 
 
Several improvements identified during two third-party engineering studies completed in FY 2018 have been imple-
mented or are scheduled for implementation during the FQ3 2019 turnaround. GVRC expects materially improved fu-
ture on-stream performance at the Pryor Facility. 
 
Baytown 
LSB operates the Baytown Facility under an agreement with Covestro. In October 2018, Covestro announced an expan-
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sion at the Baytown Facility to increase production of methylene diphenyl diisocyanate, which requires nitric acid to 
synthesize. GVRC expects LSB will benefit from this expansion. 
 
Pricing and Volumes 
Beginning in late 2015, agricultural fertilizer prices experienced significant downward pressure. As a result of inexpen-
sive natural gas input pricing, several domestic ammonia plants were newly constructed or expanded, leading to a do-
mestic oversupply of ammonia-based products and disruption of the distribution networks for these products. Price 
improvements have been slow, but firmer pricing is now apparent. As prices rise, GVRC expects meaningful margin ex-
pansion in LSB’s agriculture segment. 
 
FQ4 2018 gross average selling prices (price per ton) for LSB’s key agricultural products are presented below. Agricul-
ture sales are seasonal, with demand highest in spring (March through June) and fall (September through November). 
Because fertilizer use is dependent on crop selection, soil conditions, weather patterns, and other environmental fac-
tors, almost all agriculture sales are based on spot pricing. In FQ4 2018, 43.1% of LSB’s revenue was attributable to the 
agriculture segment. On LSB’s February 27, 2019 conference call, CEO Mark Behrman reported a strong forward order 
book for agricultural products at favorable price levels.  

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. 

 
Sales into industrial and mining markets are frequently based on long-term contracts, and do not exhibit much season-
ality. These contracts are generally structured on a cost-plus basis, providing ample stability of earnings and foresight 
into production and distribution requirements. In FQ4 2018, 45.3% and 11.6% of LSB’s revenue was attributable to the 
industrial and mining segments, respectively. 
 
Although affected by plant downtime, volume of product sold is an important consideration in LBS’s financial results. 
To a certain extent, production can be shifted between products to opportunistically capitalize on price movements. 
Product sales volumes (tons sold) are presented below. 

*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 
announcement. 

 
LSB’s FY 2019 sales volumes projections include material volume increases for UAN (15% to 20% increase), agricultural 
ammonia (15% to 35% increase), industrial ammonia (5% to 13% increase), and DEF (15% to 30% increase) compared 
to FY 2018 sales volumes. Projected sales volumes for other products are flat to modestly higher.  
 

 FQ3 2017 FQ4 2017 FQ1 2018 FQ2 2018 FQ3 2018 FQ4 2018 

UAN $124 $124 $138 $178 $156 $180 

HDAN $203 $203 $220 $254 $234 $240 

Ammonia $201 $215 $320 $316 $285 $316 

 FQ3 2017 FQ4 2017 FQ1 2018 FQ2 2018 FQ3 2018 FQ4 2018 

Agricultural Products       

UAN 114,670 97,852 102,202 110,336 83,898 103,618 

HDAN 34,721 48,782 92,713 93,126 51,944 46,650 

Ammonia 23,899 13,821 32,996 12,956 17,564 19,070 
       

Industrial and Mining Products      

Ammonia 67,040 51,572 68,098 41,194 61,308 67,919 

Nitric Acid* 21,319 25,375 20,213 33,504 21,388 35,870 

LDAN/HDAN/AN Solution 41,796 38,990 38,179 48,001 34,852 42,277 
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Management Assessment 
On January 2, 2019, LSB announced that CEO Dan Greenwell, whose three-year employment agreement terminated on 
December 31, 2018, elected not to enter into a new employment agreement with the company and stepped down 
from his role as CEO and Chairman of the Board of directors. The Board of Directors appointed CFO Mark Behrman as 
the company’s new CEO, and VP of Finance Cheryl Maguire as the company’s new CFO. GVRC believes that experienced 
management at both the corporate level and facility level is crucial to the success of the business. Mr. Greenwell was 
instrumental in reshaping LSB’s operations since becoming CEO in September 2015. However, the transition of Mr. 
Behrman into the CEO position and of Ms. Maguire into the CFO position appears to have caused little if any disruption, 
and there have been no other publicly announced management changes.  
 
Mr. Behrman has been with LSB since March 2014 and had served as CFO since June 2015. He has over 25 years of in-
vestment banking experience with a focus on the industrial and business services sectors and has orchestrated numer-
ous corporate transactions. On December 30, 2018, Mr. Behrman entered a one-year employment agreement with the 
company (renewable annually). As CEO, his base salary will be $650,000 annually with an annual bonus of between 
100% and 200% of his base salary and eligibility for equity awards. 
 
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 corporate financing. On December 30, 2018, Ms. Maguire entered a one
-year employment agreement with the company (renewable annually). As CFO, her base salary will be $370,000 annu-
ally with an annual bonus of between 60% and 120% of her base salary and eligibility for equity awards. 
 
Concurrent with Mr. Greenwell’s departure, Richard Roedel, who has served as a director since 2015, was appointed 
Chairman of the Board of Directors, and Mr. Behrman was appointed to the Board of Directors. Director Mark 
Genender, one of two representatives from Security Benefit, resigned from the Board of Directors and was replaced by 
Kanna Kitamura, also a representative of Security Benefit.  
 
Both corporate and plant-level management have focused on driving a culture of responsibility and accountability 
across the organization. While difficult to measure, subtle changes hint at a shifting corporate culture. The ongoing im-
plementation of preventative and predictive maintenance programs suggests a high level of attention to the company’s 
physical assets. Improving onstream rates suggest data-driven performance and increased operational training are 
yielding results. A continued emphasis on operational rigor as a core tenet of corporate culture should contribute to 
improved long-term results. 
 
Since GVRC’s initiation report, there have been modest changes to LSB’s large shareholders. Security Benefit 
(previously reported as LSB Funding LLC) remains the largest shareholder; GVRC perceives Security Benefit to be a ra-
tional and well-capitalized investment group and is encouraged by its continued ownership. Tontine Associates LLC de-
creased its position from 9.8% to 8.5% of the common stock outstanding. Robotti & Co. Advisors LLC decreased its posi-
tion from 8.7% to 7.1% of the common stock outstanding. Maple Rock Capital Partners, Inc. is now the eighth largest 
shareholder, with a position of 4.4% of the common stock outstanding. Mr. Greenwell’s position decreased from 3.1% 
to 2.2%, and Mr. Behrman’s position rose to 2.0% of the common stock outstanding. 
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Shareholders (from recent 13D, 13F, 13G, or proxy filings): 
Security Benefit Life Insurance Co.  14.2% 
BlackRock Fund Advisors   10.4% 
Tontine Associates LLC     8.5% 
Robotti & Co. Advisors LLC   7.1% 
Jack Golsen     5.8% 
Dimensional Fund Advisors LP   5.8% 
The Vanguard Group, Inc.   4.6% 
Maple Rock Capital Partners, Inc.  4.4% 
Dan Greenwell     2.1% 
Mark Behrman     2.0% 
Top 10 Holders     64.9% 

 

Competitive Positioning Update 

LSB operates in a highly competitive industry against several larger companies. CF Industries Holdings, Inc., CVR Part-
ners LP, Dyno Nobel, Koch Industries, Inc., Nutrien Ltd,. and Yara International ASA are notable competitors. 
 
LSB’s access to inexpensive natural gas feedstock is a particularly notable competitive advantage. At the El Dorado Fa-
cility and Cherokee Facility, feedstock pricing is approximated 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 develops, GVRC expects this discount will narrow. 
 
FQ4 2018 brought strong price improvement in LSB’s agriculture segment compared to FQ4 2017, with pricing for an-
hydrous ammonia, UAN, and HDAN rising 47%, 45%, and 18% respectively. Higher Tampa ammonia spot pricing and 
increased sales volumes of both industrial ammonia and nitric acid resulting from higher onstream rates at the El Dora-
do facility and organic marketing efforts led to growth in LSB’s industrial segment. The co-location of a guest plant at 
the El Dorado facility led to an increase in mining revenue. 
 
In LSB’s most recent Form 10-K, the company notes that increased marketing efforts have led to an increase in sales of 
HDAN and nitric acid of approximately 30% and 35%, respectively, over the past 24 months. Concurrently, LSB is ex-
panding its geographic reach and broadening its customer base as it develops deeper relationships with its shipping 
partners. Further expansion into the Western US, Alaska, and Canada appears likely, and expansion in overseas mar-
kets is possible, primarily for the company’s industrial and mining products. LSB’s current manufacturing capacity can 
support such growth. 
 
LSB’s agriculture segment represents approximately 50% of annual revenue. The segment’s EBITDA margins are far 
more cyclical than those in the industrial and mining segments, which regularly fall between 30% and 35%. While GVRC 
believes that viewing LSB as an agricultural fertilizer company misrepresents the diversity of its end markets, the agri-
culture segment is nonetheless 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. While acres of corn planted in the United States in 2018 (89.1 million acres) repre-
sented a three-year low (versus 90.2 million acres and 94.0 million acres 2017 and 2016, respectively, respectively), the 
USDA predicts that 92.0 million acres of corn will be planted in 2019 and 93.0 million acres in 2020. Acres planted are 
generally sensitive to corn prices. Although corn spot prices have remained below $4.00 per bushel for the better part 
of the past several years, corn futures contracts expiring in 2020 indicate settlement prices above $4.00 per bushel; LSB 
expects corn prices around $4.00 per bushel by the end of 2019.  
 

Valuation Analysis 

Note: Global Value Research Company does not premise valuation on financial modeling of future results. Each compa-
ny analyzed is treated as unique and its value is appraised based on its circumstances and those of the industry and 
macroeconomic environment in which it operates. Various metrics are used based on a company’s characteristics and 
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historical pricing. 
 
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, a climate control business, was divested in mid-2016. Certain ownership interests in natural gas-producing proper-
ties 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.  
 
Due to LSB’s persistent operating losses and inconsistent operational performance since mid-2015, GVRC believes a 
valuation based on earnings is currently inappropriate; however, GVRC expects that a future recovery in earnings will 
render an earnings-based valuation preferable. Considering the volatility of product pricing, the multiple exogenous 
events that could affect markets for ammonia-based products, and LSB’s ability to quickly change output volumes to 
opportunistically capitalize on price changes, GVRC refrains from forecasting future earnings. 
 
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 future growth in these segments is less dependent on product pricing than it is on 
achieving 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.  
 
LSB has historically traded at a multiple of both earnings and TBV. Since FQ3 2016, the first full quarter as a standalone 
chemical business, LSB has traded at an average of 0.59x TBV. The company now trades at about 0.61x FQ4 2018 TBV 
of approximately $10.65 per share (fully diluted). Asset-based valuations for LSB’s peer companies span a wide range: 
over the past 10 years, CF Industries Holdings, Inc. has traded at a P/TBV multiple ranging from 2.0x to 20.0x; CVR Part-
ners, LP has traded at a P/TBV multiple ranging from 0.7x to 4.5x; and Yara International ASA has traded at a P/TBV 
multiple ranging from 1.1x to 3.2x. However, in strong pricing environments, an asset-based valuation should become 
subordinate to an earnings-based valuation. During such periods, it is not uncommon for ammonia chemical manufac-
turing companies to trade at several times TBV. 
 
GVRC recognizes that ongoing financial losses have eroded shareholders’ equity and TBV, which are now $342.2 million 
and $334.5 million, respectively. However, considering the many encouraging signs of improved plant operations and 
stronger product pricing, GVRC anticipates the company will begin to show modest but consistent profitability on an 
operating level. 
 
LSB has a raison d’etre due to the longstanding demand for ammonia-based chemical products in numerous agricultur-
al, industrial, and mining applications. Nitrogen (ammonia-based fertilizers) is an essential plant nutrient that has no 
substitute, and there are no known practical substitutes for many of LSB’s industrial and mining products. Access to 
both inexpensive natural gas feedstock and geographic proximity to 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. The company’s 
assets, which GVRC believes are carried on its balance sheet at a fair value, are difficult to replace, necessary for the 
synthesis of ammonia and ammonia-based products, and would command substantial value in a private transaction. 
Considering the replacement value of these assets, which GVRC estimates is between $35.00 and $45.00 per share, 
GVRC views the sale of the company to a competitor at a price providing sufficient downside protection to sharehold-
ers as a worst-case scenario. 
 
GVRC maintains its price target range of 1.0x – 1.5x TBV. GVRC believes a modest premium to TBV is appropriate con-
sidering operational improvement and firming product prices, and conservative in its reliance on tangible assets as a 
basis for valuation. To arrive at a target price of $13.30, a midpoint 1.25x TBV multiple is applied to the TBV of approxi-
mately $10.65 per share. However, based on both LSB’s earnings potential and the replacement value of LSB’s assets, 
GVRC believe shares will eventually trade substantially higher. 
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Risks, Catalysts and Expectations 

Since GVRC’s initiation report, many risks have been partially mitigated. The recent transition in senior management 
demonstrated that execution transcends individual managers or executives, consistent with LSB’s efforts to engender a 
corporate culture of responsibility from top to bottom. GVRC notes, however, that the quality and commitment of em-
ployees remain paramount to long-term success. Another notable risk involves LSB’s leverage and the expense of its 
debt and the Series E Preferred. The company’s Senior Secured Notes due 2023 carry an interest rate of 9.625%, which 
comprises the bulk of the company’s quarterly interest expense of approximately $11.0 million. The Series E Preferred 
carries a dividend rate of 14%, and dividends 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 $7.1 million in 
FQ4 2018. LSB can, at its option, redeem the Series E Preferred at any time. Delays in the partial or complete redemp-
tion of the Series E Preferred could be financially detrimental. 
 
While several obvious catalysts exist, GVRC believes that the most meaningful source of stock price appreciation will be 
improved earnings stemming from consistent and reliable plant operations. Reliable operations and high on-stream 
rates will beget both increased productivity and lower ongoing and unforeseen maintenance costs. Higher sales vol-
umes and firm product pricing represent a clear path to earnings growth. 
 
GVRC believes that the progress demonstrated in the second half of FY 2018 validates the operational, maintenance, 
and cultural changes implemented over the past few years. These improvements will be ongoing and GVRC anticipates 
on-stream rates will become more consistent and trend towards the company’s stated goal of about 95%. If natural gas 
input prices remain low and product pricing remains firm, the leveragability of LSB’s production assets should become 
evident. GVRC expects that future cash generation will enable LSB to deleverage its balance sheet and consider inor-
ganic growth opportunities, at which point shares will command a substantially higher valuation. 
 
LSB trades at a 51% discount to GVRC’s target price of $13.30. GVRC believes this discount to intrinsic value presents a 
compelling case for investment and an attractive entry point for patient, opportunistic investors. While additional evi-
dence of operational reliability will be crucial to demonstrating LSB’s long-term economic viability, GVRC is optimistic 
about the company’s financial characteristics and future performance. 
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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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