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Summary: The current stock price for Methanex Corporation (MEOH) 
provides a solid entry point for investors. Declining methanol prices and a 
plant shutdown in Egypt created a stock pullback from recent highs.  
These problems are temporary. Even in a bear case, the company offers 
normalized 2015 FCF yields of ~9%. MEOH has the potential to unlock 
further value if methanol prices increase, if U.S. assets are converted to 
an MLP structure, if a natural gas feedstock contracts can be obtained in 
Chile, or if positive NPV projects are undertaken. I would wait until after 
the Q2 earnings release to buy-in as a consensus miss is likely. 

Company Background: MEOH produces, markets, and distributes 
methanol for use in chemicals and energy. The company has 8 plants, 18 
vessels, and is the market leader in methanol with ~18% of market share 
in 2013. The company has marketing rights to other methanol supply, 
which it sells for a commission. In addition, MEOH purchases and sells 
methanol in the market to ensure supply for clients, and it is the only 
truly global supplier. The company is currently moving two plants from 
Chile to the U.S. and has ordered 6 more vessels. 

Investment Thesis: The outlook for the company is very positive, worldwide methanol demand is 
growing at 8.1% per year and multiple events could occur to send the stock price higher. Margins are 
improving with higher production volumes and better shipping logistics. The company’s global footprint 
and shipping fleet allow it to find the best prices for its product. I calculate a base case value of $77, 
using 6x 2016 EV/EBITDA, without even accounting for several other distinct possibilities. The excess 
capacity in Chile and the potential MLP structure in the U.S. present great opportunity. 2016 earnings 
seem far off for a valuation, but MEOH will not even reach full capacity until 2017, leaving further 
upside. Additionally, as a market leader and pure-play methanol company, MEOH is a prime acquisition 
target. 

By securing natural gas to operate the stalled Chilean plants, MEOH could add $150 of EBITDA for every 
ton of methanol sold, based on a $400 price. If natural gas cannot be secured in Chile then a third 
Chilean plant could be moved to the U.S., capitalizing on the abundance of shale gas. After factoring in 
higher investment costs due to U.S. labor shortages and assuming a conservative 80% plant utilization, I 
calculated that a third U.S. plant could add upwards of $75M to annual EBITDA. The investment cost 
would be ~$410M. This would further improve FCF Yield. A decision will be made within 12 months.  

The company is weighing its options for putting U.S. assets in an MLP tax sheltered structure. MEOH 
would likely be granted approval by the IRS based on precedent transactions. Based on similar 
transactions this could add anywhere from $5 to $15 of value. WestLake Chemical Corp. saw its stock 
price increase from $70.53 to $85.66 after its April 29, 2014 MLP transaction. MLPs are popular 
investments in the market right now, providing consistent cash returns in the low interest rate 
environment. I believe MEOH is likely to take the MLP route since it is not cash constrained, and the CEO 
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has mentioned a dearth of growth opportunities. It also has a reputation for being shareholder friendly. 
The company has repurchased 45% of its shares since 2000 and consistently increases its dividends. 

Valuation: To ensure a margin of safety on the investment, I calculated a bear case where I used 
conservative assumptions and took a pessimistic outlook. Even under this scenario, I predict solid long-
term results. A normalized 2015 FCF yield of ~9% and 2016 EV/EBITDA of 6.8x validate the current price. 
I assumed that methanol prices would remain flat at $400 and that 2015 revenue would be ~10% below 
consensus estimates. The methanol price currently has strong support on the downside buoyed by oil 
prices. Further, I assumed normalized capital expenditures (capex) would be 25% higher than 
management expectations and new plant production would come on slower than expected. Normalized 
capex only includes the maintenance portion of expenditures in order to see steady state returns.  

Risks: This investment does come with potential risks. The inability to secure natural gas for production 
can cause temporary plant closings. This is a common occurrence. For example, the current closing in 
Egypt was expected but the long duration was not. 85% of methanol demand will be driven by China 
over the next 5 years. China has experienced slower than expected growth recently and a major 
slowdown could negatively impact MEOH. New supply or a drop in oil prices could send methanol prices 
lower. However, because of profit/expense sharing contracts with suppliers, MEOH can remain cash-
flow positive even in the bottom of the cycle. The IRS has a halt on granting MLP status. This has 
happened before and I doubt that it will change MEOH’s prospects, but it could. In March of this year, 
scientists discovered a method that could lead to lower cost and cleaner production of methanol in the 
future. How far in the future and the scale of production are unknown at this time. 
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