
Chemicals - Analysis 
and Modeling 

Chemical Sector Players
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Chemical companies work a lot like industrial companies but are closer to the raw materials

CHEMICAL COMPANIES 

Do well at high volumes High fixed costs

High dependence on bulk inputs 

Oil Gas&

Small Cap

Large Cap

Diversified Specialized

Air Liquide Concentrates on one type of product
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Shell Chemical products and oil and gas extraction

Small Cap

Large Cap

Diversified Specialized

Company Main Inputs Main Products & % of Revenue End-use Industries

Ethylene

Propylene

Benzene

Chlorine

Titanium dioxide

Resins

Solvents

Petrochemicals

Air

Hydrogen

Argon

Packaging

Performance Coatings

Infrastructure

Decorative Paints

Performance Coatings

Industrial Gases

Other

Construction

Automotive

Consumer goods

DIY/trade construction
Marine

Automotive
Aerospace

Healthcare
Pharmaceuticals

Energy
Steel blast furnaces

Semiconductors

Industrials

Electronics
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What Makes Chemical 
Companies Special?

SCALE OVERSUPPLY FOREX COMMODITY PRICES
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OVERSUPPLY FOREX COMMODITY PRICESSCALE

High fixed costs Bargaining power 
in variable costs

Scale is highly rewarded in this industry

OVERSUPPLY FOREX COMMODITY PRICESSCALE

If DOW built a chemical plant 

Wrong place At the wrong time 

Huge waste as that capacity is expensive and hard to redirect

Scale is punished through oversupply
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OVERSUPPLY FOREX COMMODITY PRICESSCALE

Chemical 
company buying 

domestically
Buying dollarized 

commodities
Quoted price will 

be in dollars
Exposing non-U.S. 
firms to the dollar

OVERSUPPLY FOREX COMMODITY PRICESSCALE

Take bulk inputs 
and transform them

Disruptions will have 
major market impact

Vulnerabilities
mean the market 

can be volatile
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Scale of Chemicals Companies -
Examples

The Shell "Pennsylvania cracker"

Hydrocarbons

'Cracks' them into more 
useful parts

Adding around 4% to U.S. cracking capacity 
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The Shell "Pennsylvania cracker"

One of the first crackers not in the U.S. Gulf area 

Closer to the North East of America

Transport to customers in that area is easier

Disruptive to prices in the 
chemical industry years 
before it was completed

The Shell "Pennsylvania cracker"

Making a plant

A lot of work and dialogue 
with local government

The market can respond very early

The Louisiana PVC plant 
(planned by Shin-Etsu)
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This causes margin problems

The Shell "Pennsylvania cracker"

Oversupply

Fixed costs 
can't shrink easily

Utilization rates = 
around 70% (down from 
80% in the early 2000s)

Oversupply Problems 
in the Chemical Sector
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Chemical companies

Cyclical inputs 

Oil and gas is highly cyclical 

The need to invest
in decades-long 

investment programmes
Government Policy Discovery of new 

technologies
Others unrelated 

to the industry

Risks facing the Chemical Industry

Building capacity at the wrong time

Chemical industry 
is doing well 

Chemical companies 
are cash-rich 

Right time to invest?

Capacity comes online 

Industry and its 
demand may be 

going through a dip

The extra capacity contributes to this by widening the gap between supply and demand

Years pass
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Air Liquide and other industrial gas players

Risk Reduction Techniques

BASF’s coating segment 
may be doing badly due to 

problems in the automotive market
Protection may be doing well if the 

construction industry demand is healthy

Long term, fixed 
volume contracts

Push some risk on to the 
customer

Commodity Prices
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Location and Access

U.S. EUMarket dynamics that can be 
created through access to 

important inputs

COMMODITY PRICES CHEMICAL COMPANIES

Impactful

U.S. EU

Huge supply of cheap raw 
material to U.S. chemical firms 

“Shale boom" 2000s > 
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U.S.

UKRAINE CONFLICT

U.S. firms have a big advantage Tend to specialize in higher margin,
highly differentiated products

EU

Achieve this through brand or R&DCan afford to go lower margin

Concentrate on more basic 
products such as packaging

Transport costs Health and
safety Intellectual property (IP) Tariffs and

regulations

The edge domestic players have:
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Segmental Analysis

Extract From Lanxess Report

Projecting using an 
overall revenue growth  

rate may be difficult Consumer 
protection

Specialty 
additives

Trying to include what’s happening to:
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MANAGEMENT

Sales

Capital efficiency 

Margins Individual 
segments

Sum-of-the-parts 
valuation 

Extract From Lanxess Report

Volume and price are split out in their impact on revenue 

Akzo is really 
struggling to sell more

Chemical companies thrive on scale 

Akzo Nobel’s Model
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'Drop through'

EBIT can also be divided

Predicting about a 99.4% impact

Pricing drop-through is the 
extent to which price increases 

convert to EBIT expansion

Product mix

Price increases

Akzo Nobel’s Model

If Akzo raised 
its price

Unchanged 
Costs

= 1:1 impact 
on EBIT?

What is the 
impact on 

EBIT?

Operating Leverage

Akzo Nobel’s Model

Quantifies Fixed vs Variable Costs

When Akzo sells more

54% impact on its EBIT

Represents Akzo selling more products with the same production base
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Akzo has 6 segments 
it reports on

Analyze the 
company's ability 

to use scale 
for each of these

Akzo Nobel’s Model

Would be possible 
to calculate 2 

bridges for each

Sum of the Parts Valuation 
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“Sum-of-the-parts" valuation

Separate valuation on each major part of the business

DCF Trading comparable Replacement cost 

Valuation 
$m

2023E 
EBITDA $mEV/EBITDASegment

884.068.013xSealants

450.050.09xTapes

140.014.010xProtection

1474.0Total EV

49.0Cash*

110.0Debt*

1413.0Equity

13.0Shares*

109.0Valuation/share $

Sum of the parts valuation of Chase corp.

Sum of the Parts

More accurate valuation
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Valuation 
$m

2023E 
EBITDA $mEV/EBITDASegment

884.068.013xSealants

450.050.09xTapes

140.014.010xProtection

1474.0Total EV

49.0Cash*

110.0Debt*

1413.0Equity

13.0Shares*

109.0Valuation/share $

To use one overall multiple you’d need a comparable company with the same split of:

TapesSealant Protection

Difficult to find!

Sum of the parts valuation of Chase corp.

Conglomerate Discount

A discount for very diverse company valuations

Necessary if the conglomerate is 
operating in distinct segments 
that don't synergize very well 

DOW

Commodity Specialty chemicals

Different production processes
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Pensions in the Chemical Sector

EU

Awarding defined benefit 
pensions to employees

"If you work for me, for every 
year, I'll give you 1/60th of your 

final salary as income for as 
long as you live" 

Pension fund performs poorly

Creates a deficit Debt-like in 
the EV bridge

© 2025 Financial Edge Training 20



Depending on the country
this may be tax-deductible

Pension footnote 

Pension scheme and other post-retirement benefits

Funds in deficit would need to be noted Funds that are in surplus

Debt-like in the valuation Can be ignored

Very unusual for that money 
to be accessible by a buyer

“Underfunded"

Which creates a liability

“Unfunded"

No fund assets (Pure deficit)

If you've got a medical plan 
it's probably unfunded

© 2025 Financial Edge Training 21



Analyzing Chemical Companies

PROFITS GROWTH COSTS

Asset ratios in company reports

1

2

3

Plant utilization

Asset turnover 

Return on invested capital
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Segmental reporting

Chemical reports have entire sections 
given over to each segment

Segments reported in high detail

PROFITS GROWTH COSTS

The chemical industry is highly polluting

Energy intensive Uses dirty chemicals ESG negative (generally)

COMPANY REPORTING 
To show how they are improving their ESG profile

© 2025 Financial Edge Training 23



Valuation metrics

Chemical companies use the same metrics as many other companies

Sum-of-the-parts 
approach

May see multiples used many 
times rather than just once

Cyclicality
Forward years may lose some 

usefulness due to the uncertainty 
generated by high levels of cyclicality

Case Study Company: AkzoNobel
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Dutch chemicals company best known for its paint

UK

India

Diverse product offerings

Filling products 
such as polyfilla

Akzo also serves a more B2B role

Wood stains Car body coatings
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Big company, but not huge in the context of the overall chemical industry

5 times as big 
by market cap More products More sub-sectors

EU SPECIALTY 
CHEMICALS INPUT COSTS FLAT VOLUMES &

RESTRUCTURING SEGMENTS
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EU SPECIALTY 
CHEMICALS INPUT COSTS FLAT VOLUMES &

RESTRUCTURING SEGMENTS

Akzo struggles with costs

CoatingsPaint

Has concentrated on higher margin specialty chemicals 

EU SPECIALTY 
CHEMICALS INPUT COSTS FLAT VOLUMES &

RESTRUCTURING SEGMENTS

Akzo can pass costs on but not fully
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EU SPECIALTY 
CHEMICALS INPUT COSTS FLAT VOLUMES &

RESTRUCTURING SEGMENTS

Akzo is (as of 2023) struggling to ramp up volumes

Enjoy lower input costs, and higher scale

Sherman-Williams paintsTrouble increasing its margin

EU SPECIALTY 
CHEMICALS INPUT COSTS FLAT VOLUMES &

RESTRUCTURING SEGMENTS

CoatingsPaint

Reports 6 subsegments, such as geographic or detailed product splits
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Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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