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Australian refinery closures
are evidence of a new wave of
industry consolidation

Figure 1. The share of off-spec VLSFO and HSFO tests

The Covid-19 pandemic has resulted in one of the worst years
refiners have ever faced. The catastrophic loss of nearly 10 million
b/d of global oil demand has led to many refiners idling until
economic conditions improve. That alongside a structural
oversupply in refining capacity means the industry faces
continued tough times for the next few years.

And with the continued addition of complex, integrated refining
and petrochemical complexes in China and the Middle East, it is
the marginal refiners that are less complex, located in Asia,
Australasia and the Atlantic basin that will lose out. In addition to
a recent spate of closures in Australia, the Marsden Point refinery
in New Zealand has been operating at reduced rates and could be
converted into an import terminal. Being the only refinery in the
country, this leaves another isolated country in the region with a
reliance on fuel imports. Closures in Europe also contribute to
forecasts from the IEA that indicate 3.6 million b/d of refining
capacity will shut between 2020 and 2026.

Australian closures leaves just two refineries

Last month ExxonMobil announced it would shut its 86,000 b/d
Altona refinery in Australia. This followed news in November of BP
closing and converting the Kwinana refinery in Western Australia
into a fuel import terminal. These two closures leave just two
refineries in Australia. The Geelong refinery in Melbourne, in the
state of Victoria, which as 128,000 b/d will be the country’s largest
remaining refinery and then the Lytton refinery in Brisbane on the
East coast with a capacity of 109,000 b/d.

Covid-19 has left
refiners in a
precarious

position, but the
impact of
Australian
closures is
positive for

product tankers
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Viva Energy, the company running the Geelong refinery, expect
trading conditions to remain challenging this year and have
accepted a governmental subsidy but has not ruled out closing
Geelong. With the company planning to “resolve the refinery’s
business for the long term this year”. Meanwhile, Ampol aim to
discuss the future of the Lytton refinery by the end of Q2 2021. It
remains to be seen whether these remaining two refineries will
keep operating, although potentially the Australian government
could be forced to step in withmore generous subsidies to protect
security of supply.

Why are Australian refiners facing closure?

These aren’t the first two refineries to close in Australia, and in fact
follow a decade of closures which shows that in a globally
integrated oil and refining market there is clear fundamental
weakness in the economics of the Australian refineries.

One of the principal reasons is that the refineries are importing
around 70% of their crude, and some of that from long distances.
This high crude delivery cost will make them disadvantaged
compared to US Gulf coast or Middle Eastern refiners that have a
readily available supply of local cheap crude accessible via
pipeline.

There is also the high cost of the crude slate, because as relatively
simple refineries in Australia they are purchasing lighter, sweet
crude which comes at a premium to heavier sour crudes. Despite
the light-heavy differential reducing due to OPEC cuts, it is
forecast to widen again, and so place simpler refiners at a
disadvantage once again.

Furthermore, refineries will also be forced to spend money to
upgrade their processing in the next few years to meet new
tighter aromatic specifications in gasoline for the Australian
market. In addition, operating expenses are also relatively high
due to the lack of large economies of scale, and comparatively
high labour costs.

Closures set to provide a boost for product tanker demand East
of Suez

The big benefit to shipping will come from the need to increase
fuel imports into the country. It is estimated that by the end of
2021 imports will increase by 300,000 b/d from 2020 levels, as
demand returns to normal levels and the shortfall of supply from
the refineries comes into effect.

This is a big positive for product tankers East of Suez. This product
will come from the Middle East and India, and North Asia.
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Locations that have complex refineries where the economics are
better. They will also receive product from the regional hub of
Singapore. While trade from Singapore will be on MRs, journeys
from the Middle East, and the Far East will attract LR2 and LR1 as
well as MR tankers.

There is also a potential additional benefit for the LR2 in that with
less Aframax going into Western Australia, they might be able to
take the Northwest shelf condensates on a valuable back-haul
cargo which was previously an Aframax trade.

We have calculated that for every 100,000 b/d of refining capacity
lost in Australia, the market needs an additional 5 LR2 tanker
equivalents. So, for the two refineries that are shutting down you
would need around 12 additional LR2 equivalents, but obviously
that is going to be spread between the MR, LR2 and LR1s.

The positive shift for product tankers is balanced with the
negatives on the crude side

The swing side is that things are looking less good for crude
imports. Imports in 2020were already 500,000 b/d down y-o-y due
to lower utilisation and they are not likely to see much of a
recovery. The local source of barrels is Malaysia so this is a
reasonably short-haul trade on an Aframax. However, the big loss
will be the long-distance routes of supply including the USA and
North Africa. Losing these will be a blow to tonne-mile demand for
the Aframax, and also Suezmax tankers.
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DISCLAIMER
This article has been prepared by, and the opinions expressed are those of, Integr8 Fuels as of the date of writing (the “Materials”) and are subject to change without notice. Integr8
Fuels does not undertake to update or revise the Materials. The Materials are intended to provide general and preliminary information, and is not intended to be relied upon, and must
not be read, as financial, legal, business, investment, accounting, tax or other advice or guidance. The Materials are also not addressed to, and do not contemplate, the individual
circumstances of any person, including without limitation its financial condition, business environment, investment knowledge and experience, objectives, investment horizon, risk
tolerance and preferences. Each person must independently evaluate information contained in the Materials, and form its own opinion and/or seek professional advice, as to the course
of conduct most appropriate to it.
Save for this disclaimer, the Materials are not intended to create legally binding relations. The Materials further do not constitute an offer or invitation to any person to trade with, invest
in, provide finance to or take any other position with respect to Integr8 Fuels, any of its affiliates or any other person. In preparing the Materials, Integr8 Fuels has acted on its own behalf
and must not be regarded as agent or representative of any other person.
The information in the Materials is given in good faith but without guarantee, and notwithstanding anything to the contrary Integr8 Fuels makes no representation as to its accuracy,
completeness, authenticity or source. To the fullest extent permitted by applicable law, Integr8 Fuels shall have no liability in contract, tort (including negligence) or otherwise for any
direct, indirect, incidental, special, punitive or consequential damages or losses, including but not limited to loss of profits, revenue, business, opportunity, goodwill, reputation or
business interruption, that result in any way from the use of content provided in the Materials.
The Materials may not be used, copied, reproduced, disseminated, quoted or referred to in any publication, presentation or other document (with or without attribution to Integr8 Fuels)
at any time or in any manner without the express, prior written consent of Integr8 Fuels.
Integr8 Fuels consists of Integr8 Fuels Holding Inc of Trust Company Complex Ajeltake Road Ajeltake Island, Majuro Marshall Islands MH 96960 and all of its subsidiaries.
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