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LyondellBasell Industries (LYB) 3Q’20 Update
Maintain BUY

We are maintaining our BUY recommendation on LYB after EPS of $1.27 beat forecasts by
14-cents. Earnings are clean as well. Because LYB deals with petrochemicals that have
volatile prices it marks them to the lower of cost or market every quarter. It removed a 40-
cent benefit for LCM in the quarter. It also took an impairment on its refinery and it did
add that charge back. That’s the extent of the adjustments. Volumes were basically flat
yly for 3Q so demand is strong at this point and growing.

o We expect inventory to increase still. LYB is acknowledging this also after 3Q. The

DSIs actually look high at the moment, but that is due to low cost of goods. It
appears that LYB is light by about $500 million in inventory:

3Q20 2Q20 1Q20 4Q19

Inventory $4,005 $3,768 $3,973 $4,588
COGS $5,885 $4,894 $6,868 $7,044
DSls 62.1 70.3 52.8 59.4

3Q19 2Q19 1Q!9 4Q18

Inventory $4,446 $4,685 $4,496 $4,515
COGS $7,269 $7,542 $7,446 $7,728
DSls 55.8 56.7 55.1 53.3

Rebuilding some inventory should consume some cash flow going forward. We noted
that LYB had enjoyed cash flow from having working capital drop in 1Q and 2Q — it
became a cash drain for 3Q:
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3Q20 2Q20 1Q20

Cash from Ops $827 $1,292 $542
Chgin A/R -$335 $483 $4
Chg in Inv -11 342 121
Chgin A/P $395 $280 -$356
Chg in Other -$51 $280 -$356
Work Cap. Chg -$2 $1,385 -$587

When asked if LYB would have a seasonal slowdown that often happens is 4Q and
the CEO noted inventory building would likely happen under that circumstance as
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demand is too strong for the level they are carrying now, “Tikely if there's some

slowdown in demand, certainly, we, as a company, will take the opportunity to

rebuild some inventory. We're at very, very low levels today and really kind of hand
to mouth on many products.”

We had speculated that rebuilding inventories and higher demand may crimp
margins a bit as it could mean higher raw material prices. LYB is actually seeing
that raw materials remain in overabundance. It noted that 500,000 barrels of ethane
are still being rejected by the market so supply exceeds demand. Further, if natural
gas prices increase with winter, it could stimulate more drilling and thus NGLs
would rise too.

At the same time, demand is growing and the industry is low on inventory. Demand
in China is exceeding its production and imports are up there. That should help
margins with firmer pricing. Gross margins in 2018 were 15%-17%, they bottomed
in 1Q20 at 8% and has been 12% and 13% in 2Q20 and 3Q20. The margins are not
getting squeezed as demand rises at this point.

The impairment of the refinery is understandable. LYB marked down the value of
the refinery by $582 million to a carrying value of $560 million. This is due to a lack
of heavy sour crude. Normally a larger part of the profits per barrel at LYB’s refinery
comes from buying heavy crude at a discount to light/intermediate crude. There has
been a shift in supply with the latter exceeding demand and pushing down the price
while there is less new drilling for heavy sour crude — pushing up its price. The
spread is much smaller.

Also, while miles driven is recovering, demand for jet fuel remains much lower than
pre-COVID. That is also hurting prices and revenues for the refinery. We have
discussed in the past that this is the smallest part of LYB’s business. This
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impairment was the primary adjustment to reported EPS. Going forward, LYB will
benefit from lower depreciation on the refinery. We estimate that will add 3-5-cents
to quarterly EPS.

LYB acquired 50% of two JVs of existing properties. One is in China — Bora deal for
$472 million. The second is in Louisiana — Sasol for $2 billion that should close in
4Q. The rationale for both deals is adding capacity in a quicker manner to deal with
rising demand and avoiding the various pitfalls and delays that can come from
building new assets with capital spending.

o The net result is to expect capital spending to decline and Free cash flow
increase from that along with the cash flow of these projects.

o LYB will focus on its dividend but will devote cash flow that would have gone
toward share repurchases to rapid debt repayament from the Sasol deal.

o Debt is $11.6 billion and will become $13.6b when the Sasol deal closes.
Trailing EBITDA is $3.6 billion so the debt ratio is 3.8x before adding in any
JV income.

o Pre-COVID EBITDA was normally about $5.5-$6.0 billion, which would be a
2.5x debt ratio returning to those days and volumes were flat y/y in 3Q
already.

o The Bora deal will retire debt at the JV level first — so LYB does not expect to
receive dividends from Bora for two years.

The PO/TBA project has been delayed until the end of 2022 — about one year. That
delay preserved cash during COVID. Also one of the big uses for the TBA products
1s for fuel additives. That is a market that is depressed with COVID so the delay
makes sense. The downside is that is adding to construction activities and tariffs
have added to the cost of the project as well. LYB is estimating this project could
come in 30% over initial projected cost. That will reduce the ROI to about 10%. That
could set LYB up for a future impairment on this project.



Explanation of EQ Rating Scale

Indicates uncommonly conservative accounting policies to the point that revenue
and earnings are essentially understated relative to the company's peers.
Higher possibility of reporting positive earnings surprises

Indicates the company has no areas of concern with its reported results and we
see very little risk of the company disappointing due to recent results being
overstated from aggressive reporting in recent periods.

Indicates the company may have exhibited a minor “red flag”, but the severity of
the issue is not yet a concern. Minimal risk of an earnings disappointment
resulting from previous earnings or cash flow overstatement

4- "Acceptable"

Indicates the company has exhibited either a larger number of or more serious

) warning signs than companies receiving a 4. The likelihood of an immediate
3- "Minor Concern” earnings or cash flow disappointment is not considered to be high, but the signs
mentioned deserve a higher degree of attention in the future.

Indicates the company’s recently reported results have benefitted materially
from aggressive accounting. Follow up work should be performed to determine
2- "Weak" the nature and extent of the problem. There is a possibility that upcoming
results could disappoint as the impact of unsustainable benefits disappears.

Indicates that the company’s recent results are significantly overstated and that
we view a disappointment in upcoming quarters is highly likely.

In addition to the numerical rating, the EQ Review Rating may also include either a minus or plus sign. A minus
sign indicates that our analysis shows the overall earnings quality of the company has worsened since the last
review and there is a possibility the numerical rating will fall should the problem continue into the next quarter.
Likewise, a positive sign indicates that the overall earnings quality is improving, and the company may see an
upgrade in its numerical rating should the trend continue.

Key Points to Understand About the EQ Score

The EQ Review Rating is much more than a blind, quantitative scoring method. While we utilize proprietary
adjustments, ratios, and methods developed over decades of earnings quality analysis, the foundation of all of
our analysis is reading recent SEC filings, press releases, conference call transcripts and in some cases,
conversations with managements.

The EQ Review Rating is not comparable to a traditional buy/sell rating. The Rating is intended to specifically
convey the extent to which reported earnings may be over/understated. Fundamental factors such as forecasts
for future growth, increasing competition, and valuation are not reflected in the rating. Therefore, a high score
does not in itself indicate a company is a buy but rather indicates that recent results are a good indication of the
underlying earnings and cash generation capacity of the company. A low score (1-2) will likely result in us
performing a more thorough review of fundamental factors to determine if the company warrants a full-blown
sell recommendation.
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Disclosure

Behind the Numbers, LLC is an independent research firm structured to provide analytical research to the
financial community. Behind the Numbers, LLC is not rendering investment advice based on investment
portfolios and is not registered as an investment adviser in any jurisdiction. All research is based on fundamental
analysis using publicly available information including SEC filed documents, company presentations, annual
reports, earnings call transcripts, as well as those of competitors, customers, and suppliers. Other information
sources include mass market and industry news resources. These sources are believed to be reliable, but no
representation is made that they are accurate or complete, or that errors, if discovered, will be corrected. Behind
the Numbers, LLC does not use company sources beyond what they have publicly written or discussed in
presentations or media interviews. Behind the Numbers does not use or subscribe to expert networks. All
employees are aware of this policy and adhere to it.

The authors of this report have not audited the financial statements of the companies discussed and do not
represent that they are serving as independent public accountants with respect to them. They have not audited
the statements and therefore do not express an opinion on them. Other CPAs, unaffiliated with Mr. Middleswart,
may or may not have audited the financial statements. The authors also have not conducted a thorough "review”
of the financial statements as defined by standards established by the AICPA.

This report is not intended, and shall not constitute, and nothing contained herein shall be construed as, an ofter
to sell or a solicitation of an offer to buy any securities referred to in this report, or a "BUY" or "SELL"
recommendation. Rather, this research is intended to identify issues that investors should be aware of for them
to assess their own opinion of positive or negative potential.

Behind the Numbers, LLC, its employees, its affiliated entities, and the accounts managed by them may have a
position in, and from time-to-time purchase or sell any of the securities mentioned in this report. Initial positions
will not be taken by any of the aforementioned parties until after the report is distributed to clients, unless
otherwise disclosed. It is possible that a position could be held by Behind the Numbers, LLC, its employees, its
affiliated entities, and the accounts managed by them for stocks that are mentioned in an update, or a BTN
Thursday Thoughts.
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