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  Managing Changing Feedstock Prices 

 Acquisitions Leading to Growth 

 

Company Description:   

 

Westlake Chemical Corporation is a global manufacturer and marketer of chemicals, vinyls, polymers, and building products 

headquartered out of Houston, Texas. Westlake’s chemicals are used in a number of markets to produce products such as: 

flexible and rigid packaging, automotive products, coatings, construction goods as well as other durable and non-durable 

goods. The core business is segmented into two segments being Olefins and Vinyls. Olefins are mainly used in the 

production of plastic wrap, coating, and packaging. Vinyls are used in the production of chemically molded products such 

as PVC and other plastic goods.  
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Thesis 

 

The chemical industry is a very cyclical industry in which 

the profits rely heavily on the price of commodities such 

as natural gas, ethane, ethylene, salt, and electricity. 

Westlake Chemical Corporation is a smaller company 

within the industry but has been growing rapidly in recent 

years. This growth has been achieved by strategic 

acquisitions which has also helped to further vertically 

integrate the company. Being more vertically integrated in 

this industry helps eliminate some of the risk associated 

with the volatile commodities pricing. With experienced 

management Westlake is in the position to grow within 

the industry and potentially outperform competitors and 

increase the value of the stock.   

 

Cyclical Nature of Industry 

 

As stated in the thesis the chemical industry is very 

cyclical. One of the main reasons is that the feedstock 

(raw materials needed for production) fluctuates in price. 

This change in price can dramatically effect operating 

expenses. There are a number of factors that can affect 

the price of feedstock: 

 • The availability of feedstock as a byproduct from 

shale gas and oil drilling.  

• Supply, demand, and price of crude oil. 

• Shortages of raw materials due to increasing demand. 

• Ethane and liquefied natural gas exports. 

• The direct or indirect effect of governmental 

regulation. 

These factors affect both the Vinyl and Olefin aspect of 

the business. The top companies in this industry know 

how to minimize these risk. To help further illustrate the 

cyclical nature of this industry a graph of earnings has 

been provided. 

 

 
 

 

 

 

 

These are inherent risk for all the companies in this 

industry making managing this risk is a key catalyst in 

the pricing of this industry.  

 

Rising Oil Prices 

 

One of the key feedstocks is oil. For the past several 

months oil prices have been low, with a very recent 

increase in price. The pumps that Westlake uses are 

natural gas liquids based ethylene crackers. The low oil 

prices have caused a reduction in the cost advantage for 

such pumps in North America. As compared to the 

more cost effective naphtha-based ethylene crackers that 

use crude oil derivatives. As a result, Westlake’s margins 

and cash flow have been negatively impacted. However 

this impact should begin to be minimized as oil prices 

begin to rise. This may partially explain the slightly lower 

stock price in recent months.  

 

 

Experienced Management  

 

The management team is headed by the Chao brothers, 

whom between the two of them have 85 years of global 

experience in the chemical industry. James Chao has 

been the chairman of the board of directors since July 

2004. Albert Chao has been the president since May 

1996 and the CEO as of July 2004. They bring a wealth 

of experience and leadership the company needs to 

compete in this industry. Their growth strategy focuses 

on plant acquisitions, new plant construction and 

internal expansion.  
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Ownership 

 

 
As can be seen in the table above the primary ownership 

of Westlake is in corporations. The corporation with 

around 70% of the holdings is TTWF LP. This is a 

private company owned by the Chao family. This shows 

us that they are heavily invested in the success of the 

company and have a major incentive to increase the 

stock price.   

 

One of Westlake Chemical’s primary strategies for 

growth is through acquisition. They recently acquired 

Axiall Corporation for $2.3 billion in cash and assume 

about $1.5 billion of Axiall’s debt. The combined 

company will be the third largest chlor-alkali producer 

and the second-largest polyvinyl chloride (PVC) 

producer in North America. This will help Westlake 

eliminate downstream cost while expanding their 

business. Westlake has made numerous acquisitions 

such as this one and will likely continue this strategy to 

grow the business.   

 

Financials 

 

Growth through Acquisitions 

 

A couple things stand out when looking at Westlake’s 

financials. The first thing is the growing EBITA Margin 

which was last reported as 19%. This beats the industry 

average of 15% and shows that the growth through 

acquisitions is leading to increased earnings. Another 

factor that should be noted is the large amounts of cash 

on hand. Last reported cash holdings was well over 1 

billion dollars. This will allow Westlake to be able to 

pounce on any potential acquisition opportunities.   

 

 

 

 

The last ratio to look at is ROIC. 

 
As can be seen the ROIC it is fairly close to the industry. 

This can be concerning because it could mean there is 

not much room for growth. However if you look at the 

ROIC without Goodwill you can see that Westlake has 

room to grow. If Westlake can match the industry ROIC 

without Goodwill they could likely surpass the industry 

ROIC with Goodwill.   

 

Porters Five Forces 

 
Bargaining Power of Suppliers: Westlake scored a 
56.25 on bargaining power with suppliers. The cost of 
supplies are very important to the bottom line of 
Westlake. This makes it critical for Westlake to get a good 
price however there are few alternatives to the materials 
they require for production.   
 
Bargaining Power of Customers: Westlake scored a 

71.43 because the goods they create are essential in the 

production for other companies. This allows them to 

adjust the price when feedstock cost is increasing.  

 

Intensity of Existing Rivalry: Westlake scored a 33.33 

because the chemical industry is a very competitive 

industry. There are other larger company such as DOW 

chemical that can use their size to their advantage.  

 

Threat of Substitutes: Westlake scored a 91.67 because 

there is no real substitute to the product they 

manufacture.  

 

Threat of New Competition: Westlake scored a 66.67 

because if other companies had the money they could 

compete with Westlake because the product is not unique, 

however it would take lots of capital.  

 

 

 

 

 

 

 

History LFY History LFY

WLK: 0.16174793 0.139973378 0.16376 0.1423573

Competitors: 0.156614981 0.133775911 0.19067 0.1705074

ROIC ROIC W/O GW
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Summary 

 

I believe we should hold Westlake Chemical in our 

portfolio. In the chemical industry it is important for 

companies to effectively manage the risk associated with 

the commodities used in production. I believe Westlake 

Chemical has an experienced and very motivated 

management. They are growing their company through 

tactical acquisitions and expansion that will lead to a more 

vertically integrated company. By doing this they will be 

able to minimize their materials risk and potentially bring 

down their operating cost. I believe that all these factors 

will lead to an increase in price. 
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