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Andrew Brennan, ExxonMobil, USA, considers the effects of
the COVID-19 pandemic on refining footprint.
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The current state of refineries
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+ Product Types: Base » Vacuum Gas Oil (VGO)
Stocks, Wax, Extracts, « Hydrocracker Bottoms
HCB)

* Manufacturing: Energy,
Utilities, Catalysts, Salaries

That said, this pandemic has really
challenged the refining industry.
As of November 2020, multiple
refineries have already announced
a permanent shutdown or
conversion to a terminal or
biofuels production. As for the
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API Group, Fully Refined « Slack Wax (for injection) refinery ) ) ¥, SUPply
Wax + Sales & Marketing any refineries with base stock

+ Quantity and Yields Overhead .

: Mamﬂg Offer units that shut down due to the

pandemic will be impacted.

Figure 1. Economics of lubricant refining.

However, since the base stock
markets were oversupplied prior

Crude Distillation
Vacuum Distillation

Based on general industry Group | processing yields, a $1/B increase in
Vacuum Gas Oil (VGO) costs results in a $2/B cost increase in Group |

base stock produced
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Processing Units

to the pandemic, it is not clear
how long it may take the markets
to come back into balance, given
how dramatic the impacts of
COVID-19 have been over the

Base stOfk past year.
3 For refineries struggling with
~5 bbls marei
gins, there are steps they can

take to potentially help the
situation by adjusting some of
the elements that drive refining
profitability: feed cost, OPEX, and
product revenues. In the case of
base stocks, as operators

Figure 2. Impact of feed cost increase on base stock produced.

The global pandemic impacts fuels
demand and base stock supply

The COVID-19 pandemic has impacted every industry around
the world, and the global refining industry is no different. As
countries began lockdowns, there was an unprecedented
decline in the demand for transportation fuels. This rapid
reduction in fuels demand caused inventories to peak and
refinery margins to fall. Despite the news headlines of
‘negative crude prices’ for the US WTI benchmark for some
contracts in late spring 2020, international crude prices
remained firm relative to fuels prices. The resulting poor
demand and negative unit margins caused multiple refineries
around the world to completely shut down during that first
lockdown period while other refineries significantly reduced
their utilisation.

As refineries adjusted their crude intake due to the decline
in fuels demand, this impacted the availability of feedstock
(VGO and HCB) used to produce base stocks. Coincidentally,
this lower base stocks supply was initially balanced with lower
demand for finished lubricants due to falling industrial activity,
engine oil changes, etc. As demand for finished lubricants
started to recover in late summer 2020, base stock production
struggled to match customer demand.

Potential impacts of COVID-19 on
refiners

The stronger the economic position of the refinery prior to
the pandemic, the better the chances are for continued
profitable operation throughout and after the pandemic.
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optimise and make adjustments
to their refineries, customers
need to be prepared for any
potential changes to product
specifications, service offering, and product availability. As
has been seen in the past in over-supplied markets, if the
refiner has a higher alternative value for the feedstock of the
lubricants unit then the lubricants unit will risk being
shuttered.

Key factors a refinery may consider
before switching production to another
finished good
Before making any decisions to optimise the site, a refiner
would typically consider how these steps affect one of the
three elements of refining economics: cost of feedstock,
operating expenses, and revenue streams. The operator
needs to understand what assets they already have and what
the capability is of those assets. Reasonable questions the
operator may ask might be: does this optimisation require
additional capital investment? Will it enable a lower cost
feedstock? What is the value of the other finished product
and will it generate more revenue? Switching production in
the refinery usually comes with credits and debits, so it is
important to consider all aspects and the end results.
Larger, more complex integrated manufacturing sites
with access to competitive feedstocks and global markets
will tend to be more resilient to market fluctuations, as they
have the capability to switch production between products
with less cost or investment. Smaller refineries that are not
in advantageous locations and do not manufacture a wide
product mix may continue to face margin pressure long after
the pandemic is over. 1 |



