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companies covered in its research reports. As a result, investors should be aware that the 

firm may have a conflict of interest that could affect the objectivity of this report. Investors 

should consider this report as only a single factor in making their investment decision. 

PLEASE SEE ANALYST CERTIFICATION(S) AND IMPORTANT DISCLOSURES BEGINNING ON PAGE 7. 

U.S. Independent Refiners 

Positive Impact of Harvey on Refining 
Margins Likely Short-Lived  

Given the widespread flooding from Hurricane Harvey, our assumption is that Corpus 

Christi and Houston refineries are already / in the process of / will all be shut down 

while Texas City/Galveston Bay will see a mix of shutdowns and reduced runs. We 

therefore estimate Hurricane Harvey’s impact at >2.6 million b/d (mmb/d) of crude 

throughput, which represents ~15% of current U.S. crude throughput. If there is 

prolonged flooding and severe weather we would not be surprised if at its peak 2.5-3.0 

mmb/d (if not a bit higher) of throughput is shut down. 

Gasoline and ULSD margins have jumped by over $4/bl over the last few days. While 

we expect the near-term spike in gasoline and diesel margins to somewhat exacerbate, 

as conditions get worse before improving – and therefore see a net positive for product 

inventories and the broader U.S. refiner group – we stress that the global market is very 

resilient, especially in the face of ever-greater spikes. 

We remain positive on the group, with an Overweight rating on U.S. Independent 

Refiners, though not driven by, contingent on, or associated with the impact from 

Hurricane Harvey. As elaborated on below, the recent share price outperformance from 

the refiners (~8.5% vs. S&P 500 since 8/23) will be difficult to support with even 

generous assumptions of higher margins over, say, a 30-day period. 

For historical context and comparison, during the adjacent impacts from Hurricanes 

Katrina and Rita in 2005, >6 mmb/d of refining capacity was shut down in the short-

term, with ~1 mmb/d of outages over a longer (multi-month) period. While 

gasoline/ULSD margins spiked to >$60/bl at peak, the >$20/bl margin environment 

only sustained for ~1-2 months (and that includes the second round from Hurricane 

Rita, after Katrina). By October, two months from the onset of Katrina and one month 

from Rita, margin had already returned to pre-hurricane levels (and headed lower), 

despite the lingering outages and aftermath. 

See the figures within the report for greater detail on the hurricane’s impact, the 

outages assumed by refinery, the historical margin impact from Katrina/Rita, and 

implied margin increases required to equal the recent share price outperformance for 

the refining group. 
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Additional Considerations: 

 While we remain bullish on the refiners more generally, we do not believe the recent 

share price movements could be supported by even generous calculations of the 

incremental cash flow benefit. Accordingly, we would not chase the shares due primarily 

or specifically to Harvey. For example: VLO shares have increased by 4.8% above the 

S&P since 8/23, or ~$3/sh. This equates to an incremental ~$1.4 bn market cap 

increase, or ~$2.1 bn if measured through pre-tax profit. Even ignoring the impact to the 

company’s throughput and assuming 2.5-2.6 mmb/d avg. runs, would imply generating 

$25-$30/bl margins on 75-80 million barrels over a full 30 days to equal, on a pre-tax 

basis, the market cap increase. See the Figure below for greater detail. 

 Unless there is any material flooding/damage to a given facility, we expect the refinery 

to return to pre-hurricane operations within 2-3 weeks. In light of the importance of the 

refining infrastructure for meeting both local and national industrial, commercial, and 

residential activity, we expect refineries to be among the earliest customers to receive 

the needed power and resources to return to normal operations. 

 In considering the margin impact, we note that there is inherent economic feedback for 

margin changes in relation to incremental global capacity. If the supply shock deepens 

further and margin spikes to levels similar to Katrina – $30, $40, $50+ per barrel for light 

products – dormant usually-uneconomic global capacity, would likely close the gap quickly, 

as was the case during Katrina/Rita. On the other hand, if outages start to reverse more 

quickly, the near-term margin could cap at, say, a $5/bl premium, or a materially lower spike 

in comparison, though it may drag out longer. Needless to say, we expect the margin-driven 

resiliency of the global system to inhibit any extended high-magnitude margin spike.  
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FIGURE 1    

Hurricane Harvey’s Potential Impact 

 
Source: Barclays Research 

FIGURE 2    

Current Confirmed and/or Estimated Refinery Outages 

 
Source: Barclays Research, Company Data, EIA 

 

 

 

 

 

Refinery Shutdowns Currently probably down >2.6 million b/d.

Lower Imports Greater Impact on crude inventories since U.S. does not import much product into the Gulf 

Coast. Historically, Gulf Coast oil imports have mostly ranged ~2.7-3.5 million (mmb/d)  while oil 

exports have averaged >700 000 b/d (mb/d) in recent months or net oil imports of 2.0-2.8 mmb/d. 

Harvey may reduce crude imports by 1-1.5 million b/d for a number of days.

Lower Exports U.S. Gulf Coast exported 645 mb/d of gasoline and blendstock components in August 2016 while 

distillate and jet fuel exports were 1249 mb/d.

Lower GOM Oil Production GOM total oil production is ~ 1.7 mmb/d of which 379 mb/d was shut-in. There are also indication 

that up to 300-500 mb/d of Eagle Ford liquid production may have been impacted. COP has shut-in 

its Eagle Ford production on Friday afternoon and plans to start up some production today.  COP’s 

Eagle Ford 2Q17 average production was 128.mboe/d.

Lower Demand Gulf Coast gasoline demand was 1.4 mmb/d in August 2016 and 0.9 mmb/d for distillate and jet 

fuel.  We estimate Texas accounts for ~ 60% of the Gulf Coast demand. Thus, we estimate Harvey we 

may have reduced demand by 150-250 mb/d of gasoline and 100-150 mb/d of distillate/jet fuel for a 

number of days.

Region/Refinery 000 b/d

Corpus Christi

Buckeye 46              

Citgo 163           

Flint Hills - Koch Industries 304           

Magellan 43              

Three Rivers - Valero 89              

VLO 275           

Corpus Christi Total 920           

Houston

Sweeny - Phillips 66 247           

Baytown - ExxonMobil 561           

Houston - LyondellBasell 287           

Deer Park - Royal Dutch Shell 340           

Houston - Valero 180           

Houston Total 1,615        

Texas City / Galveston

Pasadena - Petrobras 101           

Est. Total Impact on Crude Capacity 2,635        
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FIGURE 3    

Margin and Share Price Performance, Hurricanes Katrina/Rita 

 
Source: Barclays Research, Platts, Bloomberg, EIA, Thomson 

FIGURE 4    

Implied Pre-Tax Margin Gain Required Over 30 Days to Equal Recent Market Cap Increases 

 

Source: Barclays Research, Company Data 
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Katrina

Rita

Share Price

Since 8/23, %*

Outperformance vs. 

S&P, %*

Outperformance - 

Equity Value,

$ mn

Equivalent Pre-Tax 

Profit Benefit,

$ mn**

Refining Crude 

Capacity,

000 b/d

Implied Pre-Tax 

Margin Gain for 30 

days, $/bl

ALDW 5.2% 5.2% $34 $52 73                              $24

ANDV 5.1% 5.2% $772 $1,187 1,137                        $35

CVRR 10.6% 10.6% $114 $175 185                            $32

DK 15.5% 15.5% $269 $414 302                            $46

HFC 13.7% 13.7% $677 $1,041 457                            $76

MPC 4.5% 4.5% $1,163 $1,790 1,817                        $33

PBF 14.4% 14.5% $324 $499 884                            $19

PSX 2.1% 2.1% $879 $1,352 2,113                        $21

VLO 4.7% 4.8% $1,392 $2,141 2,575                        $28

Avg. 8.4% 8.5% $35

* Reflects performance from 8/23 to ~12 PM intraday on 8/28.

** Tax rate of 35% applied.
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FIGURE 5   

Illustrative U.S. Gasoline Inventory Forecast, Jan-Dec 2017 

 
*Production includes refining output + industry-wide blending, i.e. it is more encompassing than Capacity x Utilization x Gasoline Yield. 

Source: Barclays Research, EIA 

 

Gasoline Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Annual % Y/Y

Refinery Utilization (%) 88.4 85.0 88.0 92.7 94.3 93.7 94.7 90.4 89.9 87.7 91.5 93.1 90.8 1.1%

vs. 5 YR average (%) 1.6 -1.0 1.5 4.0 4.0 1.8 1.3 -2.0 -0.3 1.0 1.0 1.0 1.2

vs. 2016 (%) -1.0 -3.3 -0.8 4.1 4.4 2.6 2.5 -1.7 -0.5 2.3 1.9 1.8 1.0

2017 Assumptions

Utilization vs 5 YR Avg (%) 1.6 -1.0 1.5 4.0 4.0 1.8 1.3 -2.0 -0.3 1.0 1.0 1.0

Gasoline Yield vs. 5 YR Avg. (%) 1.1 0.5 -0.1 -0.3 -0.7 -0.1 -0.1 0.5 -0.1 -0.1 -0.1 -0.1

Gasoline Imports vs. 2016 (%) 12.6% 0.7% -7.1% 5.7% -6.7% -24.1% -22.2% 10.0% 10.0% 0.0% 0.0% 0.0%

Gasoline Exports vs. 2016 (%) 21.6% -6.2% -7.4% 13.0% -4.7% -9.1% 5.4% -6.0% -2.0% 4.0% 5.0% 5.0%

Gasoline Demand vs 2016 (%) -1.9% -2.4% -0.5% 0.4% 1.6% 1.3% 1.5% -0.5% 0.7% 0.7% 0.2% 0.2%

2017 Summary - Gasoline

Yield (%) 48.3 47.2 45.5 44.9 44.5 45.2 44.9 45.4 45.5 46.6 47.3 47.4 46.1

Production, ex ethanol (mb/d)* 8,654 8,111 8,152 8,392 8,489 8,572 8,569 8,285 8,348 8,378 8,918 9,107 8,498 0.4%

Imports (mb/d) 645 547 501 802 774 729 647 818 833 709 726 566 691 -2.8%

Exports (mb/d) 919 799 675 706 666 634 697 699 622 831 959 1,076 774 1.6%

Demand (mb/d) 8,503 8,988 9,353 9,248 9,590 9,789 9,739 9,547 9,558 9,159 9,261 9,329 9,339 0.1%

Demand, ex ethanol (mb/d) 7,660 8,106 8,435 8,329 8,648 8,828 8,782 8,609 8,620 8,259 8,352 8,412 8,420 0.1%

Changes in Inventories (mb/d) 720 (247) (457) 159 (51) (161) (263) (205) (61) (3) 333 185 (4)

Gasoline Inventories (mmbls) 260.0 253.1 239.0 243.7 242.1 237.3 229.2 222.8 221.0 220.9 230.9 236.6 236.6

vs. 5 YR average 18.3 16.3 10.7 19.8 20.2 14.4 7.7 7.1 3.9 8.3 9.3 2.1 2.1

% 7.6% 6.9% 4.7% 8.9% 9.1% 6.5% 3.5% 3.3% 1.8% 3.9% 4.2% 0.9% 0.9%

vs. 2016 -0.9 -2.5 -4.4 1.0 -0.5 -4.8 -11.1 -7.1 -6.0 -4.0 -2.5 -1.1 -1.1

% -0.3% -1.0% -1.8% 0.4% -0.2% -2.0% -4.6% -3.1% -2.7% -1.8% -1.1% -0.5% -0.5%

2017 vs. 5 YR Average - Gasoline

Yield (%) 1.1 0.5 -0.1 -0.3 -0.7 -0.1 -0.1 0.5 -0.1 -0.1 -0.1 -0.1 0.0

Production (mb/d) 707 313 448 639 571 482 432 242 263 381 400 406 440

Import (mb/d) 21 (11) (89) 90 (24) (41) (73) 94 218 114 165 (27) 36

Export (mb/d) 289 158 122 214 147 145 155 171 115 235 249 225 185

Demand (mb/d) 82 253 478 257 443 551 484 218 536 132 325 437 350

Demand, ex ethanol (mb/d) 47 215 419 210 389 488 422 183 471 118 284 385 303

Inventories (mmbls) 18.3 16.3 10.7 19.8 20.2 14.4 7.7 7.1 3.9 8.3 9.3 2.1

2017 vs. 2016 - Gasoline

Yield (%) -1.6 -1.0 -1.2 -1.4 -2.2 -0.9 -0.9 0.0 -0.6 -0.9 -0.4 -0.9 -1.0

Production (mb/d) (173) (331) (142) 247 112 137 140 (27) 5 183 114 104 31

Import (mb/d) 72 4 (38) 43 (56) (232) (185) 74 76 0 0 0 (20)

Export (mb/d) 163 (53) (54) 81 (33) (63) 36 (45) (13) 32 46 51 12

Demand (mb/d) (167) (218) (46) 35 154 126 142 (48) 66 64 18 19 12

Demand, ex ethanol (mb/d) (162) (211) (65) 29 137 113 124 (37) 57 85 20 7 8

Inventories (mmbls) -0.9 -2.5 -4.4 1.0 -0.5 -4.8 -11.1 -7.1 -6.0 -4.0 -2.5 -1.1
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FIGURE 6    

Illustrative U.S. Distillate Inventory Forecast, Jan-Dec 2017 

 
*Production includes refining output + industry-wide blending, i.e. it is more encompassing than Capacity x Utilization x Distillate Yield. 

Source: Barclays Research, EIA 

Distillate Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Annual % Y/Y

Refinery Utilization (%) 88.4 85.0 88.0 92.7 94.3 93.7 94.7 90.4 89.9 87.7 91.5 93.1 90.8 1.1%

vs. 5 YR average (%) 1.6 -1.0 1.5 4.0 4.0 1.8 1.3 -2.0 -0.3 1.0 1.0 1.0 1.2

vs. 2016 (%) -1.0 -3.3 -0.8 4.1 4.4 2.6 2.5 -1.7 -0.5 2.3 1.9 1.8 1.0

2017 Assumption

Utilization vs 5 YR Avg (%) 1.6 -1.0 1.5 4.0 4.0 1.8 1.3 -2.0 -0.3 1.0 1.0 1.0

Distillate Yield vs. 5 YR Avg. (%) -0.3 0.2 0.3 0.5 0.8 0.0 0.1 -0.4 0.1 0.1 0.1 0.1

Distillate Imports vs. 2016 (%) 4.6% -0.6% -24.3% 0.0% -17.5% -3.9% -2.4% -4.0% -2.0% -4.0% -4.0% -4.0%

Distillate Exports vs. 2016 (%) 13.9% 27.9% 0.7% 6.1% 18.1% -3.7% 7.9% -12.0% 0.0% 6.0% 6.0% 6.0%

Distillate Demand vs 2016 (%) 2.1% -1.0% 6.3% 0.5% 6.3% 3.6% 8.2% 1.4% 3.2% 2.6% 2.6% 2.6%

2017 Summary - Distillate

Yield (%) 38.5 38.7 38.6 38.6 38.8 38.1 38.2 38.1 38.8 38.9 39.3 39.5 38.7

Production, ex renew. fuel (mb/d)* 6,390 6,260 6,463 6,782 6,975 6,845 6,940 6,624 6,681 6,494 6,876 7,072 6,700 2.9%

Imports (mb/d) 344 346 231 299 250 211 290 299 282 221 289 285 279 -5.1%

Exports (mb/d) 1,317 1,423 1,346 1,545 1,686 1,618 1,647 1,248 1,395 1,195 1,431 1,488 1,445 5.8%

Demand (mb/d) 5,374 5,430 5,823 5,408 5,640 5,743 5,728 5,678 5,706 5,775 5,733 5,856 5,658 3.2%

Demand, ex renewable fuel (mb/d) 5,317 5,368 5,760 5,342 5,569 5,668 5,659 5,601 5,632 5,698 5,659 5,791 5,589 3.1%

Changes in Inventories (mb/d) 100 (185) (412) 194 (30) (229) (76) 74 (64) (178) 75 77 (55)

Distillate Inventories (mmbls) 211.3 206.1 193.4 199.2 198.2 191.4 189.0 191.3 189.4 183.9 186.1 188.5 188.5

vs. 5 YR average 33.8 33.6 22.4 29.8 25.9 20.8 13.7 11.1 7.8 12.5 10.2 3.8 3.8

% 19.0% 19.5% 13.1% 17.6% 15.0% 12.2% 7.8% 6.2% 4.3% 7.3% 5.8% 2.0% 2.0%

vs. 2016 8.3 1.2 -11.1 1.0 -0.6 1.7 -8.8 -10.9 -15.7 -14.6 -18.8 -19.7 -19.7

% 4.1% 0.6% -5.4% 0.5% -0.3% 0.9% -4.5% -5.4% -7.7% -7.3% -9.2% -9.5% -9.5%

2017 vs. 5 YR Average - Distillate

Yield (%) -0.3 0.2 0.3 0.5 0.8 0.0 0.1 -0.4 0.1 0.1 0.1 0.1 0.1

Production (mb/d) 319 254 372 574 629 385 359 43 224 308 322 329 343

Import (mb/d) 30 2 (77) 2 (32) (16) 53 44 65 12 45 9 11

Export (mb/d) 187 377 223 286 371 204 219 (99) 56 (48) 91 117 165

Demand (mb/d) (40) (96) 451 58 374 355 435 290 359 235 374 445 270

Demand, ex renewable fuel (mb/d) (58) (115) 433 43 352 337 421 271 344 215 353 428 252

Inventories (mmbls) 33.8 33.6 22.4 29.8 25.9 20.8 13.7 11.1 7.8 12.5 10.2 3.8

2017 vs. 2016 - Distillate

Yield (%) 1.4 0.5 0.2 1.2 1.6 0.3 0.2 -0.4 0.0 0.3 -0.1 0.1 0.4

Production (mb/d) 302 (7) 24 511 580 218 218 (152) 17 256 91 211 189

Import (mb/d) 15 (2) (74) 0 (53) (9) (7) (12) (6) (9) (12) (12) (15)

Export (mb/d) 161 310 9 89 258 (62) 121 (170) 0 68 81 84 79

Demand (mb/d) 109 (54) 346 25 333 199 435 78 177 146 145 148 174

Demand, ex renewable fuel (mb/d) 100 (68) 338 18 323 194 430 73 172 141 140 143 167

Inventories (mmbls) 8.3 1.2 -11.1 1.0 -0.6 1.7 -8.8 -10.9 -15.7 -14.6 -18.8 -19.7
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ANALYST(S) CERTIFICATION(S): 

I, Paul Y. Cheng, CFA, hereby certify (1) that the views expressed in this research report accurately reflect my personal views about any or all of 

the subject securities or issuers referred to in this research report and (2) no part of my compensation was, is or will be directly or indirectly 

related to the specific recommendations or views expressed in this research report. 
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Availability of Disclosures: 

Where any companies are the subject of this research report, for current important disclosures regarding those companies please refer to 

https://publicresearch.barclays.com or alternatively send a written request to: Barclays Research Compliance, 745 Seventh Avenue, 13th Floor, 

New York, NY 10019 or call +1-212-526-1072. 

The analysts responsible for preparing this research report have received compensation based upon various factors including the firm's total 
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All authors contributing to this research report are Research Analysts unless otherwise indicated. 

The publication date at the top of the report reflects the local time where the report was produced and may differ from the release date provided 

in GMT. 

Analysts regularly conduct site visits to view the material operations of covered companies, but Barclays policy prohibits them from accepting 

payment or reimbursement by any covered company of their travel expenses for such visits. 

In order to access Barclays Statement regarding Research Dissemination Policies and Procedures, please refer to 

https://publicresearch.barcap.com/static/S_ResearchDissemination.html. In order to access Barclays Research Conflict Management Policy 

Statement, please refer to: https://publicresearch.barcap.com/static/S_ConflictManagement.html. 

The Investment Bank’s Research Department produces various types of research including, but not limited to, fundamental analysis, equity-linked 

analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product may differ from recommendations 

contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise. 

Risk Disclosure(s) 

Master limited partnerships (MLPs) are pass-through entities structured as publicly listed partnerships. For tax purposes, distributions to MLP 

unit holders may be treated as a return of principal. Investors should consult their own tax advisors before investing in MLP units. 

Guide to the Barclays Fundamental Equity Research Rating System: 

Our coverage analysts use a relative rating system in which they rate stocks as Overweight, Equal Weight or Underweight (see definitions below) 

relative to other companies covered by the analyst or a team of analysts that are deemed to be in the same industry (the "industry coverage 
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Negative (see definitions below). A rating system using terms such as buy, hold and sell is not the equivalent of our rating system. Investors 
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Stock Rating 

Overweight - The stock is expected to outperform the unweighted expected total return of the industry coverage universe over a 12-month 
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Neutral - industry coverage universe fundamentals/valuations are steady, neither improving nor deteriorating. 

Negative - industry coverage universe fundamentals/valuations are deteriorating. 
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Alon USA Partners LP (ALDW) Andeavor (ANDV) CVR Refining LP (CVRR) 
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Trade ideas, thematic screens or portfolio recommendations contained herein that have been produced by analysts within Equity Research shall 
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