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LyondellBasell (LYB) — Update
Maintain BUY

LYB does not report earnings until August 2, but last week it did complete a purchase of
35.1 million shares of its common stock at $88. This reduced the share count by 9.5% At
most companies we favor cash dividends over repurchases because dividends reward
shareholders who stay rather than giving the cash to shareholders who leave. Moreover,
we see too many companies who are atrocious at the timing of buying back their shares —
buying high and selling low. Plus, it is often used to limit dilution of stock options paid to
management and the net share-count does not decline much.

e At LYB, we praise their repurchase because first and foremost, they are buying a
cheap stock. EBITDA runs between $6-$8 billion and the company is buying stock
for 5-6x EBITDA. The P/E is about 7-8x and EPS has a 12% growth rate baked in
from the share count at the end of 2018 due to the repurchase.

e After purchases, LYB’s share count actually does decline by the number of shares
bought. They do not have a history of issuing massive amounts of new stock as they
do the repurchases:

LYB in mm's 2018 2017 2016
Shares issued 0.3 0.4 0.4

Shares bought 19.2 10.0 36.6
Ending Shares 375.7 394.5 404.0

By seeing the share count actually fall by the amount of the repurchases, LYB has built-in
even more EPS growth. It just retired 9.5% more of the stock in one deal and the
outstanding share count should be about 335 million.
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They pay a dividend of almost 5% also and just raised it by 5% in 2Q19. They are not
1gnoring cash payments to people who remain investors.

The repurchase is a net positive for cash flow. Even if $3.1 billion used to buy stock
was fully borrowed and ultimately financed at 5% interest — the cost would be $150
million in interest expense. Net of the tax shield, the cash impact would be about
$120 million. But, 35.1 million shares with a quarterly dividend of $1.05 is
essentially $150 million of cash flow saved.

The debt at LYB after this deal would remain under 2x EBITDA and cash flow
remains very strong to push that ratio to 1.5x. Free cash flow has been $3.0-$3.5
billion the last 3-years. The dividend is currently $1.4 billion per year, so coverage is
over 2x with considerable cash left to retire debt or buy more shares.
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