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PEST MODEL

• Global Crude demand expected to decrease into 2040

• Electric Vehicles threaten the Petroleum Industry

• Changing purchasing behavior & lifestyle of consumers in 
response to climate change

• Mature declining Industry

• Geopolitical Risks & OPEC

ADDITIONAL RISK FACTORS

• Legal compliance & Environmental Protection Agency

• Commodity Price Risk & General Economy

• Interest Rate Risk

• Government Regulation

(Statista Electric Vehicle Report, 2019)

PORTER'S FIVE FORCES

Threat of New Entrant LOW

Bargaining Power of Buyer HIGH

Bargaining Power of Supplier  LOW

Competitive Rivalry HIGH

Threat of Substitution HIGH
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● Largest refined oil producers are United States, 
Saudi Arabia, Canada and China

● Since 2016, the US leads production of refined 
petroleum & natural gas products worldwide

● Refineries profits from Crack Spread Differential 
There are different Spreads for different quality 
of Oil & Gas (Sour Differential, Sweet 
Differential)
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• CEO Joe Gorder has 20 years of 
executive experience at Valero Energy

• Former European operations President 
overseeing marketing, supply and 
transportation

• BBA University of Missouri-St, MBA Our 
Lady of Lake University

• President & CIO Lane Riggs has 31 
years of experience at Valero Energy

• Bsc Chemical Engineering University 
of Oklahoma, MBA West Texas A&M 
University

• Executive VP & CFO Donna Titzman 
has 34 years of experience at Valero 
Energy

• 20 years of executive experience 
leading Finance department at Valero 
Energy

• CPA, BBA Accounting University of 
Texas at Austin

• Executive VP & General Counsel 
Jason Fraser has 21 years of Legal 
experience at Valero Energy

• Specialized in Commercial Law, 
International Law, Employment Law

• BBA Honors University of Texas at 
Austin, JD Harvard Law School
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Table of ContentsItem 1: Business Model

• Export refined crude products to South America, 
Africa, and Europe

• Differentiate by maximizing operating 
efficiencies, and minimize costs

• 15 Refineries located in US, Canada, UK with 
throughput capacity of 3.15 million BPD

• 14 ethanol plants in mid-continental US region

• 3 Business Segments (Refining, Ethanol, 
Renewable Diesel Fuels)

• Refined products transported via Shipping to 
countries including US, Canada, UK, Ireland, Latin 
America

• Refinery by products sold via wholesale unbranded 
channels 
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Weakness

• Crude input sourced from third parties
• Lack of infrastructure and transformational 

assets on west coast
• Concentrated refineries in the mid-con and gulf 

coast area

Threat

• Fluid Coker Malfunctioning resulting in 
shutdown of several refinery units

• 8 violations by Air District for visible emissions 
and public nuisance (Goldberg, 2019b)

Strength

• International manufacturer and marketer for 
both transportation fuels and petrochemical 
products

• High Project IRR
• Expansion of pipeline to connect Mid-con crude 

to McKee, Ardmore, and Memphis refineries
• Increasing renewable fuel production by 

400,000 bpd via Diamond Green Diesel Train 2 
Project, expected completion 2021

• Highly Profitable, with ability to produce 86 
different crude products

Opportunity

• Dakota Access Pipeline enables transfer of 
Bakken crude to gulf coast for export

• Opportunity to expand refineries in Midwest 
region to distribute to domestic wholesale 
markets (Texas, Minnesota, Illinois)
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What is Hedge Accounting?
Netting out of gains/losses on an asset instead of creating 
accruals for gains/losses separately

Fair Value (FV) Hedge

• instrument used to hedge against assets & liabilities 
measured using FV

• FV Hedge is entered at the same time assets & liabilities 
arise

• Company decides on treating item as FV Hedge
• Gains/ Losses recorded in Income 

Cash Flow (CF) Hedge: 

• CF Hedge is entered before transaction occurred
• Gains/ Losses recorded in OCI -> AOCI -> Retained 

Earnings
17
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SUMMARY

• Valero Energy uses FV & CF Hedges to account for derivatives

• FV Hedge Gain/losses recognized in I/S the same period

• CF Hedge Gain/losses reported in OCI 

• Cash Flows due to derivatives reflected in Operating Activities 
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Table of ContentsItem 1A: Risk Factors

● Refining Margins are volatile and depend on crude price, and market price of 
refined products

● Changes in environmental, Climate Change and Regulation can negatively 
impact financial performance

● Investor social sentiment towards Climate Change, Fossil Fuel, and 
Sustainability could negatively impact stock performance

● Severe weather can substantially impact assets and operations
● Competitors with own feedstock, retail sites, greater financial resources 

alternative energy sources may have a competitive advantage
● Illiquidity in capital markets may impact ability to obtain financing and can 

negatively affect financial performance of business partners
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● Compliance with EPA & RFS could impact financial performance
● Disruption obtaining crude supply can negatively impact operations
● Government withdrawal of international trade agreements substantially 

impact our business, operations, and financial performance
● Valero is subject to increased cost due to reliance on 3rd party transportation 

of crude products
● Costs may increase upon use of rail carts for transportation of refined 

products
● Significant disruption in one or more refinery will adversely affect business
● Significant disruption in IT can disrupt the business
● Increasing privacy and security issues result in potential for lawsuits, 

investigations, restrictions and other liabilities
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● Employee Strike can significantly impact business
● Insurance may not be sufficient to cover potential losses due to operational 

hazards
● Large capital projects require many years, market conditions change 

and could consequently impact project return
● Changes in tax law could impact financial performance 
● Investments in Joint Venture decrease ability to manage risks
● Forward and derivative contracts may result in losses
● Changes or replacement of LIBOR may affect interest rates
● Changes in UK and EU Laws may negatively impact the business
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Item 7A:  Quantitative and Qualitative Disclosures 
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● Most revenues are domestic based therefore FX risk is low
● Long $739 Million USD and $2.3 Billion U.S Equivalent of Canadian Dollars

○ Contract Matured Feb 15 2020
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Key Point:
Environmental compliance costs were immaterial therefore 
reported in the financial notes
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● Refinance debt by paying down loans to secure a fixed interest rate 
below 5%

● Increase Hedging assets to remain delta neutral to mitigate impact of 
commodity derivative liability contracts

● Maintain foreign exchange, futures & options risk management 
program
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● executive vice 
president, Refining of 
Marathon Petroleum 
Corporation. senior vice 
president of MPLX GP 
LLC.

● bachelor’s degree in 
chemical engineering

●  master’s degree in 
business administration

● Mr. Griffith is president 
of Speedway LLC.

●  bachelor’s degree in 
economics Michigan 
State University 
 Master of Business 
Administration 
University of Michigan

● Mr. Hennigan (CEO) 
has 22 years of 
executive experience 
in Oil & Gas

● Bachelor of Science 
degree in chemical 
engineering . Drexel 
University.

● executive vice president
● chief financial officer
● certified public accountant 

and a member of the 
American Institute of 
Certified Public Accountants
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Table of ContentsItem 1: Business Model

• Integrated Midstream & Downstream 
operations across the United States 
enables capturing domestic low margin 
spreads

• Export refined crude products to 
international markets

• People, Planet, Profit Orientated 

• Segments: Refining, Retail, Midstream
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Strength

• Substantial crude input sourcing discount
• Integrated US operations via Andeavor 

Acquisition
• Substantial physical brand exposure via gas 

retail locations
• High capital expenditure into low risk high 

profit projects

Opportunity

• $7B Cash & Cash Equivalent to redistribute and 
reinvest into emerging opportunities

• Established relationships with Canadian 
provinces to expand into Canadian markets

• Andeavor acquisition enables MPC to capture 
profit margin previously not possible

• MPC can take advantage of price differentials 
between international and domestic prices

Weakness
• Profitability is driven by leverage and not gross 

margin nor asset turnover
• Historically higher cost structure compared 

to industry 
• High operating costs in mid-con & Gulf Coast 

due to lack of transportation assets 

Threat
• Compliance with EPA
• OPEC supply to international markets
• US 2020 Presidential Election
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SUMMARY

• Gains/ Losses in CF Hedge Reported in OCI ->AOCI
• FV Hedge is not used because of master netting agreement with MPLX & Marathon 

Oil (Upstream Corporation)
• Changes in FV of Derivatives reported in Cash Flow Statement- Operating Activities
• Derivative Assets & Liabilities reported in B/S
• Majority of derivatives are exchange traded contracts, with exceptions including 

OTC Swaps, OTC Options, OTC Crude/ Natural Gas/ Liquefied Natural Gas 
Options/ Swaps
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MARATHON PETROLEUM CORPORATION 
CONSOLIDATED STATEMENTS OF INCOME
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MARATHON PETROLEUM CORPORATION 
CONSOLIDATED BALANCE SHEETS- ASSETS
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MARATHON PETROLEUM CORPORATION 
CONSOLIDATED BALANCE SHEETS- LIABILITIES
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MARATHON PETROLEUM CORPORATION 
CONSOLIDATED BALANCE SHEETS- EQUITY
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CONSOLIDATED STATEMENTS OF 
CASH FLOWS- OPERATING ACTIVITIES
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CONSOLIDATED STATEMENTS OF 
CASH FLOWS-INVESTING ACTIVITIES
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CONSOLIDATED STATEMENTS OF 
CASH FLOWS- FINANCING ACTIVITIES 
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Table of ContentsItem 1A: Risk Factors

● Global and domestic supply and demand of crude oil and finished products;
● Availability of transportation infrastructure, local market conditions and the 

level of operation of other refineries in our market
● Natural gas and electricity supply costs generated by refineries;
● Political unrest, threats or actual terrorist incidents, armed conflicts or other 

global political conditions;
● local weather conditions;
● Due to increased road traffic in spring and summer, the demand in our 

marketing area increases seasonally;
● Natural disasters, such as hurricanes and tornadoes;
● Domestic and foreign government regulations and taxes;
● Local, regional, national and global economic conditions.
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Item 7A:  Quantitative and Qualitative Disclosures 
about Market Risks
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● Because of the purchase of crude oil denominated in Canadian dollars, the 
company was affected by exchange rate fluctuations.

● Marathon did not use derivatives to hedge foreign exchange risk in 2019
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● Compliance to environmental regulation accounts for 11% of capital 
expenditure in 2019
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● MPC revenues are very sensitive to negative price shocks, should increase hedging 
activities 

● Consider refinancing debt and entering in lower fixed interest rate forward/ swaps
● Consider entering forward/ future currency contracts in international export plan
● MPC should maintain and rollover nearby contracts to manage liquidity
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89

● CEO & President Michael 
C. Jennings has 11 years 
of executive experience 
at HollyFrontier.

● MBA from The University of 
Chicago and an 
undergraduate degree from 
Dartmouth College

● Executive VP & CFO 
Richard L. Voliva III has 
6 years of experience at 
HollyFrontier.

● BBA Harvard University, 
CFA Charterholder

● Senior Vice President Thomas G. 
Creery has 14 years of experience 
at HollyFrontier

● occupied the position of Vice 
President-Crude Supply at Holly 
Corp.

● Senior Vice President James M. 
Stump has 21 years of 
experience at Hollyfrontier

● Previously held the position of 
Vice President-Refining 
Operations at Frontier Refining & 
Marketing, Inc.

● received an undergraduate 
degree from Colorado School of 
Mines
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• Maximize operating efficiencies through acquisitions of new assets, and improvements to existing 
assets

• Expand specialty products (HollyFrontier Corporation, 2019)

• HollyFrontier owns and operates refineries located in Kansas, Oklahoma, New Mexico, Wyoming 
and Utah and markets its refined products principally in the Southwest U.S., the Rocky Mountains 
extending into the Pacific Northwest and in other neighboring Plains states.

• Processing heavier, less expensive types of crude oil to produce a high percentage of gasoline, 
diesel fuel and other high value refined products. 

• Subsidiaries of HollyFrontier Corporation own and operate five complex refineries with an annual 
average crude oil capacity of approximately 457,000 barrels per day.

• 3 Business Segments

○ Refining

○ Lubricants and Specialty Products

○ HEP
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Strength

• 100% ownership in logistics assets and 57% 
interest in Holly Energy Partners LP

• Sourcing 100% of crude input at discounted 
WTI prices

• Sonneborn Acquisition provides access to 
manufacturing facilities in North America and 
European white oils, petroleum and waxes

• Close proximity to local markets minimize 
transportation costs 

Weakness

• Declining accounts receivable turnover
• Below industry asset turnover
• High leverage hinders emerging opportunities 

for high growth investments

Opportunity

• International Maritime Organization compliance 
• Advantage of wider heavy crude 

differentials and distillate crack spread
• Second highest exposure to Canadian heavy 

crude
• 1.154B Cash & Cash Equivalent to distribute 

dividends or reinvest to improve inland 
transportation assets 

Threat

• Narrowing crude differential and weakened 
lubricant margins

• Foreign operations subject to exchange rate 
risk
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SUMMARY
• Hollyfrontier Corporation (HFC)  uses FV and CF Hedges to account for derivatives with 

offsetting adjustments (gains/losses) recorded directly to income.

• Cash Flow hedges are measured at FV & Gains/ Losses recorded in OCI

• HFC uses swaps as cash flow hedges against price risk of natural gas and to lock in a basis 
spread differential on crude purchases

• FV Hedge Gain/losses recognized in I/S the same period

• HFC uses commodity price swaps, forward, futures, foreign exchange forwards & swaps
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Table of ContentsItem 1A: Risk Factors

● The prices of crude oil and refined and finished lubricant products are volatile
● The demands for crude oil and refined and finished lubricant products are 

largely driven by the conditions of local and worldwide economies as well as 
by weather patterns and the taxation of these products relative to other 
energy sources. 

● Customs may shift to more fuel-efficient vehicles or alternative fuel vehicles 
(such as ethanol or wider adoption of gas/electric hybrid vehicles).

● As a result of technological advances by manufacturers, legislation may 
mandate or encourage higher fuel economy or the use of alternative fuel.

● Operations are subject to a series of regulatory, political, litigation, and 
financial risks associated with the refining of petroleum products and 
emission of GHGs.
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Item 7A:  Quantitative and Qualitative Disclosures 
about Market Risks
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● Hollyfrontier is exposed to market risk related to the volatility in foreign 
currency exchange rates. It periodically enters into derivative contracts in the 
form of foreign exchange forward and foreign exchange swap contracts 
to mitigate the exposure associated with fluctuations on intercompany notes 
with our foreign subsidiaries that are not denominated in the U.S. dollar.

● Using notional contract volumes related to all outstanding derivative contracts 
used to mitigate foreign currency risk:

○ Long Natural gas price swaps, Crude oil price swaps (basis spread) and Forward gasoline and 
diesel contracts.

○ Short NYMEX futures (WTI)
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● Increase hedging assets to reduce the adverse effects caused by price 
differentials between domestic and foreign crude oils.

● Increase forward contracts to mitigate commodity price and foreign currency 
risk.

● Mitigate interest rate risk by hedging fixed-income investments with interest rate 
swaps, options, or other interest rate derivatives.
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• CEO Thomas J. Nimbley has 10 years of 
executive experience at PBF Energy

• Former Executive VP

• CFO Matthew C. Lucey has 12 
years of executive experience at 
PBF Energy

• CFO Erik Young has 20 years of 
experience at Valero Energy

• He was responsible for both 
corporate development activities 
and capital markets initiatives
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• One of the largest independent petroleum refiners and suppliers of unbranded 
transportation fuels, heating oil, petrochemical feedstocks, lubricants and other 
petroleum products in the United States

• Have a combined processing capacity, known as throughput, of approximately 900,000 bpd
• Sell products throughout the Northeast, Midwest, Gulf Coast and West Coast of the United 

States, as well as in other regions of the United States, Canada and Mexico and ship 
products to other international destinations

• Pursue acquisitions of crude oil refineries and downstream assets in North America
• Own and operate five domestic oil refineries and related assets as of December 31, 2019
• PBF Energy is a holding company whose primary asset is a controlling equity interest in PBF 

LLC. It is the sole managing member of PBF LLC and operate and control all of the business 
and affairs of PBF LLC.

• Have a combined processing capacity, known as throughput, of approximately 900,000 bpd
• 2 Business Segments
• o   Refining
• o   Logistics
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Strength

• Diversified Assets allocation provides access to 
crude input across the east and west coast of 
US

• 884,000 bpd production capability 
• Successful execution of major turnaround for 

Torrance Refinery
• Enables 155,000 bpd production
• Highest gasoline yield of 70% compared 

to industry

Weakness

• PBF Energy has maintained a financial 
leverage level that is the highest in the industry 
in the long run

• Refinery and transportation assets lacks 
integration which can provide PBF advantages 
via synergies

• Reliance on third party suppliers for pipelines 
may substantially affect

Opportunity

• Opportunity to acquire upstream company to 
attain crude oil in Permian shale region

• Access enables supply flexibility to LA 
refinery

Threat

• Torrance Refinery operations is producing 
chemicals (modified hydrofluoric acids) that 
endangers the environment 

• Chemical leaks have occurred since 2017 
where 400,000 residents live within miles from 
refinery location

• Banning chemical releases will cost PBF 
Energy $900mm
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SUMMARY
• PBF Energy reports FV Hedges under Operating Activities in Cash Flow Statement

• FV Hedge Gain/losses recognized in I/S the same period

• CF Hedges designated as FV Hedge under Operating Activities in Cash Flow 
Statement
 

• Changes in FV of Derivative Assets/ Liabilities recorded in current I/S
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2019 Balance Sheet - Liabilities & Shareholder Equity 1
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2019 Balance Sheet - Liabilities & Shareholder Equity 2
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2019 Cash Flow Statement - Operations  
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Table of ContentsItem 1A: Risk Factors Part  1

● The price volatility of crude oil, other feedstocks, blendstocks, refined 
products and fuel and utility services

● A significant interruption or casualty loss at any refineries and related 
assets

● A shortage of skilled labor or disruptions in the labor force
● The reliance on pipelines and railroads for transportation of crude oil and 

refined products and interruptions of supply and distribution
● Inadequate internally generated cash flows and other sources of liquidity 

for capital needs

● The commodity derivative activities could result in period-to-period 
earnings volatility

● A cyber-attack on or other failure of technology infrastructure
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● Potential losses of The hedging activities 
● Competition from companies who produce their own supply of feedstocks, 

have extensive retail outlets, make alternative fuels or have greater resources
● Acquisitions that may be undertaken in the future
● Political instability, military strikes, sustained military campaigns, terrorist 

activity, changes in foreign policy, or other catastrophic events
● Economic turmoil in the global financial system or an economic slowdown or 

recession in the future
● Environmental clean-up or remediation costs
● Renewable fuels mandates may reduce demand for the refined fuels
● The strict federal and/or state regulations and changes in laws
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● Indebtedness of the company or subsidiaries
● Restrictive covenants in the debt instruments
● The future credit ratings
● The market price of PBF Energy Class A common stock may be 

volatile
● Failure to continue to declare dividends or make dividend 

payments
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Item 7A:  Quantitative and Qualitative Disclosures 
about Market Risks
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Major operating cost is natural gas. Every $1 per MMBTU change in Natural 
Gas Price will increase or decrease natural gas cost by $68 to $74 million.

No Sensitivity percentage provided by PBF Energy
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Key Point:Every 1% change in interest rate influence PBF’s Statement of 
Income (interest expense) +/- 21.9 million 
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The market risks related to the volatility in the price of credits needed to comply with various 
governmental and regulatory compliance programs, which includes RINs, required to comply 
with RFS.

To mitigate the impact of this risk on our results of operations and cash flows we may purchase 
RINs or other environmental credits when the price of these instruments is deemed favorable.

The risks associated with complying with federal and state legislative and regulatory measures to 
address greenhouse gas and other emissions.

Compliance with such emission standards may require the purchase of emission credits or 
similar instruments.

Certain of these compliance contracts or instruments qualify as derivative instruments. 
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The risk of losses resulting from nonpayment or nonperformance by our 
counterparties. 

To reduce the risk, PBF may monitor the creditworthiness of customers and 
establish credit limits in accordance with their credit policy.
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For the years ended December 31,2019 and 2018, no single customer accounted 
for 10% or more of PBF’s Total Trade Account Receivable. 
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● PBF Derivatives Assets & Liabilities are the same in size & should maintain delta 
neutrality during volatile market conditions

● PBF could finance hedging activities by reducing money market funds
● PBF is very sensitive to changes in natural gas price, should consider natural gas 

hedging activities
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End of Presentation
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Thanks you for Listening
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● EPA: Environmental Production Agency
○ Regulate air, land and water to protect the environment and human health

● RFS: Renewable Fuel Standard
○ Regulate emissions of greenhouse gasses 

● Crude Quality
○ Heavy : Sour Crude requires significant refining, cheapest
○ Medium: mix of light and sour crude
○ Light: requires the least refining, most expensive
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Upstream

• Companies involved in the exploration and production of oil and gas

• Firms search the world for reservoirs and drill to extract the material

• Also known as “Exploration and Production” (E&P) companies

• Segment is characterized by high risk, high investment capital, and extended duration

Midstream

• Companies responsible for transportation of extracted raw materials from wells to refineries to process the oil and gas

• Characterized by shipping, trucking, pipelines, and storing of raw materials

• High regulation, low capital risk

• Dependent on the success of upstream firms

Downstream

• Refining and the sale of the finished products

• Companies are responsible for removing impurities and converting the oil ad gas to products for general use

• Gasoline, jet fuel, heating oil, and asphalt
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Overview
• #1 producer and consumer of petroleum

• Leading producer, importer, and exporter of 
refined petroleum products

• Produces more natural gas than any other 
country

• Top three liquefied natural gas exports
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Overview
• Employs about 880,000 workers

• Contributes $1.5 trillion towards U.S. GDP

• Production levels in 2019
○ Natural Gas Production - <100,000 million 

cubic feet per day

○ Crude Oil Production -  <12,000,000 barrels 
per day

• Net importer → Net Exporter
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1. Phillips 66
2. Valero Energy
3. Marathon Petroleum
4. Empresas Copec SA
5. HollyFrontier Corp
6. World Fuel Services Corp
7. PBF Energy
8. Cosa Ltd.

(based on S&P Platts Ranking)
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Political Risk

• Regulations limit where, when and how extraction is done

• Arise when working on deposits abroad

• Unstable dictatorship, sudden nationalization

Price Risk

• The higher the geological barriers to easy extraction, the more price risk 

• Unprofitable due to price dip

Supply and Demand 

• Economic factors such as financial crises can dry up capital

• Increased demand for renewable energy 
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On July 30, 2019, MPLX completed the acquisition of Andeavor Logistics LP 
("ANDX"), and ANDX survived as a wholly-owned subsidiary of MPLX. When the 
merger takes effect, each public unit held by ANDX’s public unit holders is 
converted to a certain amount of MPLX in accordance with different policies. The 
transaction simplifies our two sponsored mlp MPLX and ANDX into a single listing 
The entity, created a leading, large-scale, diversified mid-stream company, based 
on fee-based cash flow. The combined entity has a wider geographic distribution, 
which is expected to enhance its long-term growth opportunities and sustainable 
cash flow status of the business.
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● Superior Execution
● Integrated Value Chain
● Growth Through Innovation
● String Financial Discipline 
● Sustainability
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Our refinery operations serve the Mid-Continent, Southwest and Rocky Mountain 
regions of the United States. We own and operate five complex refineries
having a combined crude oil processing capacity of 457,000 barrels per stream 
day. Each of our refineries has the complexity to convert discounted, heavy
and sour crude oils into a high percentage of gasoline, diesel and other high-value 
refined products.
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