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SECTOR — CHEMICALS
TWST: Please update us on the changes within Trecora 

since we last spoke in 2015.
Mr. Upfill-Brown: One of the primary things that we’re doing 

is investing $100 million in some transformational capital projects, 
expanding both capacity and increasing operational efficiencies. Based 
on our current view of the market, and increases in sales and various 
other things, we’re expecting that $100 million investment to deliver an 
additional $28 million to $36 million in annual EBITDA beginning in 
the 2018 to 2020 time frame. These projects basically underscore our 
commitment to optimize profitability and, of course, long-term shareholder 
value. We are also working on several new products that could potentially 
also add to our future profitability.

We have made great progress at Trecora Chemical and had 
a record quarter for that company, a historical record in 2016 in terms 
of revenues, so it is exciting the progress that we know is happening 
there, but we still have more value to extract from this investment. We 
renovated and restarted the mine in Saudi Arabia, AMAK, and then, 
one of the other changes is, as part of our succession planning, we hired 
Sami Ahmad as our new CFO. Sami was previously in LyondellBasell 
Industries where he held a number of roles, and he’s also been in 
some smaller companies more recently, but he has investor relations 
experience, treasury and corporate development, which are really good 
fits for Trecora as we go forward.

TWST: What geographic markets and growth sectors 
appeal to you currently?

Mr. Upfill-Brown: This is a great time to be in the chemical 
industry in North America. There is really a resurgence of this industry 
in the U.S., particularly around the Gulf Coast region. We hold high 
market share — somewhere between 60% and 70% in high purity 
pentanes in North America. The U.S. chemical industry has recently 
announced $150 billion in investments over a 10-year period that will 
be important to our future growth. I think these investments started in 
2014 or thereabouts.

Polyethylene, which is a very key market for us, is planning to 
add 8 million metric tons per year of new capacity, which is a 40% increase 
over previous levels. In addition, we have a large Canadian oil sands mine 
customer, and a second major oil sands customer is expected to come online 
in late 2017 to early 2018. From these projects, we’re expecting to sell 
roughly 15 million to 20 million additional gallons of pentanes over and 
above our 2016 levels in the 2021 to 2022 time frame.

There are also several new polyethylene technologies in 
the Middle East and in Asia where we believe we have the ability to 
supply, and we are aggressively targeting some of those as well. This 
resurgence in the chemical industry also leads to increased demand 
for custom processing, which we perform on a multipurpose basis 
at Trecora Chemical. We’re very excited about what that will bring 
to us at the Pasadena facility as well.
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TWST: Can you tell us a little bit about the Aromax Process 
unit?

Mr. Upfill-Brown: We announced, in December 2015, a plan 
to construct a 4,000-barrels-per-day advanced reformer unit, which 
is what Aromax is. Aromax is a technology provided by the Chevron 
Phillips Chemical Company. In fact, at our Silsbee facility, we were the 
original commercial provers of that technology for Chevron Phillips. 
We built their first prototype production unit there, and we’ve been 
running it ever since. This provides us with a secure and reliable source 
of hydrogen, and more than duplicates the hydrogen supply that we 
have from our existing reformer unit.

But the most important thing it does is it improves the value of 
our byproduct stream. Natural gasoline is our feedstock, and with natural 
gasoline comes roughly 25% to 30% byproduct, which we generally have 
to sell at or below our feedstock prices. What this unit will allow us to 
do is to sell these byproducts at $0.40 to $0.45 per gallon uplift in price. 
Instead of selling into fuel markets, we’re selling more into chemical 
markets and, therefore, at a much higher price. As a result of this, it’s a 
very high-return project.

We’re spending in the order of $45 million to $50 million on 
this project, but ultimately, as our volumes increase in around the 2018, 
2019 and 2020 time frame, we expect this unit will generate somewhere 
between $12 million and $14 million a year of EBITDA, so it is a great 
project. We’re well underway in construction, expecting to complete the 
project at the end of the second quarter of 2017, and we believe that the 
unit will run early in the third quarter of 2017. So for the second half of 
the year, we should see the uplift in the value of the byproduct and start 
to see some additional returns from this project.

TWST: Can you tell us about the restart of AMAK 
operations? 

Mr. Upfill-Brown: AMAK — Al Masane Al Kobra Mining 
Company — is a copper and zinc mine in Saudi Arabia. We’re invested 
in that asset as a result of history. It was the roots of Trecora Resources, 
and we now own roughly 33% of that company. Late in 2015, we had to 
terminate the contractor that was operating the mine for us, as he was not 
doing a good job. Therefore, we shut the mine down and used the time to 
refurbish the equipment, do some extensive renovation work and focus 
on improving operating efficiencies.

It was good timing too because metal prices were very low 
in November of 2015. Zinc prices, for example, were trading just over 
$1,400 a ton. Right now, as we start back up, zinc prices are $2,700 to 
$2,800 a ton. So we have seen a very dramatic increase in metal prices, 
which of course is very helpful. It’s better to keep metal in the ground 
when prices are really low. We were able to take advantage of that 
downtime both to keep our assets but also to really fix up the plant.

We announced that we restarted the process operations 
in December 2016, which was our target to get started in the fourth 

quarter of 2016. We’re very pleased that we were able to do that and 
also stay under budget on all the refurbishment work that was done and 
everything else. The startup has been good. We’ve been able to show 
high throughput rates. Obviously, we’re encountering a glitch here and 
there, the odd little setback, but we expect to eliminate these kinds of 
things and other bottlenecks, and be fully ramped up in production over 
the next three to six months.

We processed some of the gold-bearing waste dumps from the 
historical mining at the new mining lease we got in November of 2015. 
That work’s been done, and results are being evaluated. We continue to 
ramp up exploration around the copper and zinc ore bodies. That work 
should have full results from the middle of 2017 to early third quarter 
2017. Thereby, we hope to extend the life of the mine for the copper and 
zinc assets as well.

We had a very good valuation for AMAK in July when one of 
our partners in this company bought just under 4 million shares at $5.33 
a share. This was the Arab Mining Company — ARMICO — a very 
experienced mine investor in the Middle East. They’re owned by 11 Middle 
Eastern companies, and they’re pretty tough on their portfolio. If they 

have investments they don’t like, they get rid of them, and they were very 
knowledgeable about this mine. The fact that we had a knowledgeable and 
experienced investor made this investment in AMAK very encouraging 
to us because we own 26.1 million shares, and at $5.33, that values our 
ownership at just under $140 million, so very good news for us.

TWST: What are your views on the impact of the new 
government administration for your business and the sector in 
general? 

Mr. Upfill-Brown: In our mind, it’s a little too early to tell. 
Clearly, business confidence is building, which is good for the economy 
overall, and the potential for reduction in unnecessary regulation can help 
our industry — the chemical industry too. The health and safety of our 
employees and the communities in which we operate is paramount for 
us, and we will continue to make this our top priority. The President’s 
perspective on job creation could have a positive impact on the economy 
overall and on the chemical industry specifically, but time will tell. Let’s 
see what things look like in six months or so to be sure about how things 
are going to progress. Regardless, the fundamentals of our business are 
strong, and we will continue to execute according to our plan.

TWST: What is your overall growth strategy, and can 
you speak to that from any perspective that is applicable, including 
geographic or product line expansion?

Mr. Upfill-Brown: We have this $100 million of capital 
investment that I touched on earlier, the biggest chunk of which was the 
Aromax unit, the advanced reformer, which we have already covered in 
some detail. One of the other major projects at South Hampton in Silsbee, 
Texas, is D-Train, which was completed in November of 2015. That was 
a $30 million investment, and I am very glad to say we completed that on 

“So we have seen a very dramatic increase in metal prices, which of course is very helpful. 
It’s better to keep metal in the ground when prices are really low. We were able to take 
advantage of that downtime both to keep our assets but also to really fix up the plant.”
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time and under budget, and within a week were making on-spec product. 
We are very pleased with that and proud of what our team was able to do, 
and on top of all that, we were expecting to be able to process about 4,000 
barrels a day through the unit, but we were able to prove that we could 
process 6,000 barrels a day, and that’s a great benefit to us.

Since this unit has so much capacity, it allows us to work to use 
the other trains that we have, the A-Train and C-Train, to develop new 
products, and we’ve made the first of those, sold some product, and we 
have purchase orders for more to be delivered next month. Therefore, 
the first of these products seem to be rolling out pretty well, and we have 
three more products in the pipeline that we’re working on, and all three of 
those look very exciting. Excluding the new product runs, we should be 
able to get roughly $7 million a year in additional EBITDA from D-Train 
in the 2019 to 2020 time frame.

At Pasadena, at Trecora Chemical, we announced in May the 
purchase of a 6.5-acre plant from BASF, which is right next door to 
us. In fact, our existing asset has pretty much surrounded the BASF 
plant. We got it for $2 million, a very attractive price. It has new 
production equipment very similar to Trecora Chemical’s that broadens 
our capabilities and potential markets, as well as improving operating 
efficiencies and really enhancing the value of the combined facilities. 
Most of the assets there will be used for custom processing, and we 
expect that that $2 million investment will give us an additional $5 
million a year in EBITDA in the 2018 time frame.

Then, we have a $20 million expansion at Trecora Chemical, 
which is starting up almost as we speak within the next few weeks or 
so. That’s a big hydrogenation and distillation unit where we leverage 
our existing relationships with petrochemical customers and chase some 
new ones. It will be used for custom processing capability, thereby 
potentially doubling our custom processing revenue at that facility. 
This hydrogenation and distillation unit should add $7 million a year in 
EBITDA in the 2018 time frame. All four of these major projects are 
going to have a significant impact on Trecora as the full effect occurs 
over the next few years.

TWST: Can you comment on the strengths and weaknesses 
of your balance sheet at this point in time? Which areas, if any, are 
you working on to improve?

Mr. Upfill-Brown: We have a fairly strong balance sheet. 
Our leverage ratio is a little above two times, and we could lever up 
to 3.5 times if needed. We have significant capacity for additional 
debt. We’re expecting to add $25 million of debt as we wrap up these 
big expansion projects I have spoken about. But once we’re done 
with these projects, our maintenance capex drops way back down to 
roughly $6 million to $8 million a year, so we will be generating 
significant cash going forward.

We continue to think about what we might do with this. We 
could pay some back to shareholders, or we could pay down debt, 
although our debt, as I mentioned, is not excessive by any means, and 
we could continue to think about acquisitions. We believe there are 
a number of opportunities in the chemical industry for acquisitions, 
family-owned businesses where estate planning is starting to come 
into play, allowing the owner to think about exits and managing that 

aspect of things. There is some consolidation occurring between the 
larger chemical companies that often presents spinoffs that could be 
opportunities for us to think about acquiring. We will conduct serious 
diligence and analysis, and ensure anything that we do going forward 
will be a strong fit with us.

Additionally, of course, if we are able to generate some cash 
from AMAK, the plan is to do an IPO at AMAK in the 2018 time 
frame. That would also provide cash for us to use on all of the potential 
applications we’ve discussed. We will keep working to find ways to keep 
the AMAK IPO moving forward, and maybe potentially, if somebody is 
really interested, we could sell before the IPO occurs.

TWST: What would you say differentiates Trecora from 
peers and competitors, both from an investor standpoint and a 
customer’s point of view?

Mr. Upfill-Brown: At South Hampton, for example, where 
we have high market share in the high-purity pentanes market, we 
have one significant competitor. We have an outstanding reputation 
for responsiveness and customer service. We’re extremely good 
at taking care of our customers. If they call up on a Saturday 
night and need a delivery Monday morning, we get them the 
product immediately. We have a great reputation for that kind of 
responsiveness. And as a result, we’re a preferred supplier with 
many of our customers, and that’s how we’ve been able to build this 
very big market share we have in pentane.

We have a profit sharing plan at both of our sites, which 
involves all employees. Rather than just having a handful of people 
worrying about wasting money on excessive expenditures and things 
like that, it’s really great to have 300 people worrying about wasting 
money on excessive expenditures. So this profit sharing program we 
have is a powerful tool.

We’ve been investing quite extensively in higher-margin 
businesses like our wax business and the custom processing applications 
that we’ve been chasing. We have a very experienced management team 
with high retention, a lot of industry experience. Most of our folks have 
more than 25 years in the industry. I think one of the other things that 
might differentiate us a bit is, of course, that we’ve got these 26.1 million 
shares in AMAK and a very decent valuation at $139 million. None of 
that seems to be reflected in our share price.

TWST: Thank you. (KK)
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